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attract and retain qualified personnel and devalmbpreserve proprietary technology, processesm@o-how. Competition in our industry
has resulted in additional pressure being placegrice, service and quality. Although we believattve are well positioned against our
competitors due to our experience in clinical riahd regulatory compliance along with our inteore! presence, we cannot assure you that
our competitors or clients will not provide or deyeservices similar or superior to those proviblgdis. This competition could have a
material adverse impact on us.

Marketing and Sales

We provide and market our services on an internatibasis primarily to pharmaceutical, biotechnglagd medical device companies.
Our sales and marketing activities are directed Bgnior Vice President of Medical Affairs and @é/President of Global Business
Development, supported by in-house staff and tielsiness development personnel.

Our selling efforts are focused on North Americd &vestern Europe. Our marketing activities incledhibiting at major trade shows,
advertising in trade journals and the sponsorinigadistry associations.

Significant Clients

During fiscal 2005, there were no clients that aeted for 10% or more of our service revenues. Rages from one client, Novartis
Pharmaceuticals Corp., encompassing 18 distingeqis) amounted to 10.4% of service revenues y#ar ended December 31, 2004.
These contracts are terminable by our client attimg and for any reason. The loss of this client& reduction in services provided to this
client, would have a material adverse effect onbtuginess, financial condition and results of opena.

Employees

As of December 31, 2005, we had 264 employees,dbwhom are executive officers.

Of our employees, as of December 31, 2005, 22 wmgaged in sales and marketing, 217 were engagdigim related projects and 25
were engaged in administration and managemengrifmant number of our management and professiemglloyees have prior industry
experience. We believe that we have been succéssdttlacting skilled and experienced personnalydver, competition for such personnel
is intensifying. Although all of our employees amvered by confidentiality and non-competition agnents, we cannot assure you that such
agreements will be enforceable. As of February2P86, we have employment agreements with two okaecutive officers. See “ltem 11.
Executive Compensation.” We consider relations with employees to be good.

Item 1A. Risk Factors

The more prominent risks and uncertainties inhdreotr business are described below. However tiaddi risks and uncertainties rr
also impair our business operations. If any offtlewing risks actually occur, our business, fingh condition or results of operations may
suffer. Investing in our common stock involves ghhdegree of risk. Any of the following factors édtarm our business and future result
operations and you could lose all or part of yowmestment.

Risks Related to Our Company and Business
We may incur financial losses because contracts may be delayed or terminated or reduced in scope for reasons beyond our control.
Our clients may terminate or delay their contrdotsa variety of reasons, including, but not lindite:
» unexpected or undesired clinical results;
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» the client’s decision to terminate the developntdrat particular product or to end a particular gtud
« insufficient patient enrollment in a study;

» insufficient investigator recruitment;

» failure to perform our obligations under the coatrar

» the failure of products to satisfy safety requiretse

In addition, we believe that FDA-regulated compam®@y proceed with fewer clinical trials or condtingm without assistance of
contract service organizations if they are tryingeduce costs as a result of cost containmenspres associated with healthcare reform,
budgetary limits or changing priorities. These dastmay cause such companies to cancel contrattcantract service organizations.

We cannot assure you that our clients will contittuase our services or that we will be able tdaeg, in a timely or effective manner,
departing clients with new clients that generatmparable revenues. Further, we cannot assure powtin clients will continue to generate
consistent amounts of revenues over time.

The loss, reduction in scope or delay of a largereat or the loss or delay of multiple contraaisld materially adversely affect our
business, although our contracts entitle us toivecl fees earned up to the time of terminatibime loss of business from our client Novartis
would have a material adverse effect on our finglremndition.

We depend on a small number of industries and clientsfor all of our business, and the loss of one such significant client could cause
revenues to drop quickly and unexpectedly.

We depend on research and development expendiyngisarmaceutical, biotechnology and medical deg@apanies to sustain our
business. Our operations could be materially avé@ely affected if:

» clients’ businesses experience financial problenme® affected by a general economic downturn;
« consolidation in the pharmaceutical, biotechnologyedical device industries leads to a smallentlbase for us; or

» clients reduce their research and development eljpees.

No one client accounted for 10% or more of our iservevenues for fiscal 2005, while for the compéaeriod last year, one client,
Novartis Pharmaceuticals Corp., encompassing IBiciprojects, amounted to 10% of service reveriaethe year ended December
2004. The loss of business from a significant ¢l@rour failure to continue to obtain new busineseeplace completed or canceled projects
would have a material adverse effect on our busines revenues.

Our contracted/committed backlog may not be indicative of future results.

Our reported contracted/committed backlog of $58ilon at December 31, 2005 is based on anticghbatrvice revenue from
uncompleted projects with clients. Backlog is theoant of revenue that remains to be earned andynéed on signed and verbally agreed to
contracts. Contracts included in backlog are sultfetermination by our clients at any time. In thent that the client cancels a contract, we
would be entitled to receive payment for all sezgiperformed up to the cancellation date and suleseglient authorized services related to
the cancellation of the project. The duration @& iojects included in our backlog range from thss three months to seven years. We
cannot assure that this backlog will be indicat¥éuture results. A number of factors may affeatkliog, including:

» the variable size and duration of the projects sane performed over several years);

» the loss or delay of projects;
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» the change in the scope of work during the coufsepoject; and

» the cancellation of such contracts by our clients.

Also, if clients delay projects, the projects wéimain in backlog, but will not generate revenuthatrate originally expected.
Accordingly, historical indications of the relatigmip of backlog to revenues are not indicativeubdife results.
We have experienced substantial expansion in the past, and if we fail to properly manage that expansion, our business may suffer.

Our business has expanded substantially in the @astcontinuing sales and marketing efforts haedased the number of projects
under management from 224 in fiscal 2004 to 27stal 2005. We acquired one company in Novemb@&82ihd another company in
December 2004. Rapid expansion could strain ouratip@al, human and financial resources. If wetfaiproperly manage this expansion,
results of operations and financial condition migbtadversely affected. In order to manage ourresipa, we must:

» effectively market our services to pharmaceuticeltechnology and medical device companies;
e continue to improve operating, administrative anfdimation systems;

» accurately predict future personnel and resoureg$ito meet client contract commitments;

» successfully integrate our acquired companies asthbsses;

» track the progress of on-going client projects; and

« attract and retain qualified management, salesegs®mnal and technical operating personnel.

We will face additional risks in expanding foreigperations. Specifically, we might find it diffidutb:
* assimilate differences in foreign business prasta®d regulations;

» hire and retain qualified personnel; and

» overcome language and cultural barriers.

We may engage in future acquisitions, which may be expensive and time consuming and from which we may not realize anticipated
benefits.

We may acquire additional businesses, technol@gidsproducts if we determine that these additibnalnesses, technologies and
products complement our existing business or otisergerve our strategic goals. If we do underted@stactions of this sort, the process of
integrating an acquired business, technology adyrbmay result in operating difficulties and exgures and may absorb significant
management attention that would otherwise be aaifar ongoing development of our business. Moeepwe may never realize the
anticipated benefits of any acquisition. Futurewsitions could result in potentially dilutive issuces of our securities, the incurrence of debt
and contingent liabilities and amortization expensdated to intangible assets, which could adeeféect our results of operations and
financial condition.

Loss of key personnel, or failure to attract and retain additional personnel, may cause the success and growth of our businessto suffer.

Future success depends on the personal effortakalities of the principal members of our seniomagement to provide strategic
direction, develop business, manage operationsraiatain a cohesive and stable environment. Spadlifi we are dependent upon Mark L.
Weinstein, President and Chief Executive Officeayid A. Pitler, Senior Vice President Operationsli€G. Miller, Ph.D., Senior Vice
President Medical Affairs and Ted |. Kaminer, Seniece President and Chief Financial Officer. Altlgh we have
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employment agreements with Mr. Weinstein and Mmnii¢eer, this does not necessarily mean that thelyrarihain with us. Although we have
executive retention agreements with our officers,de not have employment agreements with any &iepersonnel. Furthermore, our
performance also depends on our ability to atacktretain management and qualified professioraterhnical operating staff. Competition
for these skilled personnel is intense. The losseofices of any key executive, or inability to toue to attract and retain qualified staff,
could have a material adverse effect on our busjrresults of operations and financial conditiore 8¢ not maintain any key employee
insurance on any of our executives.

Our revenues, earnings and operating costs are exposed to exchange rate fluctuations.

In fiscal 2005, a small portion of our service newes were denominated in foreign currency. Oumiing statements are denominate
United States dollars. In the event a greater @onif our service revenues are denominated ineagiercurrency changes in foreign currency
exchange rates could affect our results of oparatand financial condition. Fluctuations in foremmrency exchange rates could materially
impact the operating costs of our European fadititieiden, the Netherlands which are primarily ERenominated.

Risks Related to Our Industry
Our failure to compete effectively in the competitive industry could cause our revenues to decline.
Significant factors in determining whether we viaél able to compete successfully include:
» consultative and clinical trials design capabititie

* reputation for on-time quality performance;

» expertise and experience in specific therapeudasar

» the scope of service offerings;

» strength in various geographic markets;

» the price of services;

» ability to acquire, process, analyze and repos dat time-saving and accurate manner;
» ability to manage large-scale clinical trials bdthmestically and internationally;

e oursize; and

» the service and product offerings of our compeditor

If our services are not competitive based on tloesgher factors, our business, financial conditon results of operations will be
materially harmed.

The biopharmaceutical services industry is highlignpetitive, and we face numerous competitors inbuginess, including hundreds of
contract research organizations. If we fail to cetepeffectively, we will lose clients, which woutduse our business to suffer. We primarily
compete against in-house departments of pharmaaéatimpanies, full service contract research argdions, or CROs, small specialty
CROs, and to a lesser extent, universities andhiegdospitals. Some of these competitors havetantially greater capital, technical and
other resources than we do. In addition, certaiounfcompetitors that are smaller specialized canigzamay compete effectively against us
because of their concentrated size and focus.

Changesin outsourcing trends in the pharmaceutical and biotechnology industries could adversely affect our operating results and
growth rate.
Service revenues depend greatly on the expendituaele by the pharmaceutical and biotechnology inigissin research and
development. Accordingly, economic factors and stdutrends that affect our clients
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in these industries also affect our business. kamgle, the practice of many companies in thesesmigzs has been to hire outside
organizations like us to conduct clinical resegyatjects. This practice has grown significantlthe last decade, and we have benefited from
this trend. However, if this trend were to changd eompanies in these industries were to reduceuhwer of research and development
projects they outsource, our business could beriabiyeadversely affected.

Additionally, numerous governments have underta¥éorts to control growing healthcare costs throlegislation, regulation and
voluntary agreements with medical care provides @marmaceutical companies. If future regulatorst containment efforts limit the profits
that can be derived on new drugs, our clients nmiggitice their research and development spendirighwbuld reduce our business.

Failure to comply with existing regulations could result in increased costs to complete clinical trials.

Our business is subject to numerous governmergalagons, primarily relating to pharmaceutical gwot development and the cond
of clinical trials. In particular, we are subject21 CFR Part 11 of the Code of Federal Regulatioaisprovides the criteria for acceptance by
the FDA of electronic records. If we fail to complyth these governmental regulations, it could tasuthe termination of ongoing clinical
research or the disqualification of data for sulsiois to regulatory authorities. We also could bedzhfrom providing clinical trial services
the future or be subjected to fines. Any of themesequences would harm our reputation, our prospectuture work and our operating
results.

Our CapMed division may not reach profitability.

Our CapMed division had a loss from operationslofl 87,850 in fiscal 2005. If our CapMed divisiomtinues to incur such losses, our
businesses, results of operations and financialition could be materially adversely affected.

Changesin governmental regulation could decrease the need for the services we provide, which would negatively affect our future
business opportunities.

In recent years, the United States Congress at®llstislatures have considered various types alttheare reform in order to control
growing healthcare costs. The United States Coagmad state legislatures may again address headthefarm in the future. We are unabli
predict what legislative proposals will be adopitethe future, if any. Similar reform movements @accurred in Europe and Asia.

Implementation of healthcare reform legislatiort tesults in additional costs could limit the ptsfihat can be made by clients from the
development of new products. This could advers#caour clients’ research and development expgenes, which could, in turn, decrease
the business opportunities available to us bothénUnited States and abroad. In addition, new lawsgulations may create a risk of
liability, increase costs or limit service offermig/Ve cannot predict the likelihood of any of thegents.

In addition to healthcare reform proposals, theaespon of managed care organizations in the heakhmarket may result in reduced
spending on research and development. Managediganrizations’ efforts to cut costs by limiting exulitures on pharmaceuticals and
medical devices could result in pharmaceuticaltdmionology and medical device companies spendsgde research and development. If
this were to occur, we would have fewer busineg®dpnities and our revenues could decrease, pfpsaiterially.

Governmental agencies throughout the world, buiqaarly in the United States, strictly regulate tdrug development/approval
process. Our business involves helping pharmaedwatitd biotechnology companies navigate the regulatrug approval process. Changes
in regulation, such as relaxation in regulatoryuisgments or the introduction of simplified drugpapval procedures or an increase in
regulatory requirements that we may have difficskyisfying could eliminate or substantially redtioe need for our services. If these
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changes in regulations were to occur, our busimessl]ts of operations and financial condition dooé materially adversely affected. These
and other changes in regulation could have a nahtdiverse impact on our available business oppitigs.

If governmental agencies do not accept the data and analyses generated by our services, the need for our services would be eliminated or
substantially reduced.

The success of our business is dependent upomuaedtacceptance by the FDA and other regulatotyosities of the data and analy:
generated by our services in connection with treduation of the safety and efficacy of new drugd davices. The FDA has formal
guidelines that encourage the use of “surrogatesarea,” through submission of digital image datagvaluation of drugs to treat life-
threatening or debilitating conditions. We canresgtiae you that the FDA or other regulatory authesitvill accept the data or analyses
generated by us in the future and, even assumitepgance, the FDA or other regulatory authoritiesy mot require the application of
imaging techniques to numbers of patients and tiwer periods substantially similar to those requiioé traditional safety and efficacy
techniques. If the governmental agencies do n@@aata and analyses generated by our servigamirection with the evaluation of new
drugs and devices, the need for our services woileliminated or substantially reduced, and, a&salt, our business, results of operations
and financial condition could be materially advérsdfected.

We may be exposed to liability claims as a result of our involvement in clinical trials.

We may be exposed to liability claims as a resuttuy involvement in clinical trials. We cannot ass you that liability claims will not
be asserted against us as a result of work perfbfareour clients. We maintain liability insuranceverage in amounts that we believe are
sufficient for the pharmaceutical services indusfiyrthermore, we cannot assure you that our sliefit agree to indemnify us, or that we
will have sufficient insurance to satisfy any sliahility claims. If a claim is brought against asd the outcome is unfavorable to us, such
outcome could have a material adverse impact on us.

Risks related to our common stock

Your percentage ownership and voting power and the price of our common stock may decrease as a result of events that increase the
number of our outstanding shares.

As of December 31, 2005, we had the following atructure:

Common stock outstandir 11,167,73
Common stock issuable upc
Exercise of options which are outstand 1,831,30:
Exercise of options which have not been grai 895,38
Total common stock outstanding assuming exercig@version of all of the aboy 13,894,42

As of December 31, 2005, we had outstanding optiomsirchase 1,831,308 shares of common stockeatise prices ranging from
$0.63 to $7.03 per share (exercisable at a weightethge of $2.30 per share), of which 1,753,55®09 were then exercisable. Exercise of
our outstanding options into our common stock niggicantly and negatively affect the market prioe our common stock as well as
decrease your percentage ownership and voting pdmvaddition, we may conduct future offerings af common stock or other securities
with rights to convert the securities into shareswr common stock. As a result of these and atfvents that increase the number of our
outstanding shares, your percentage ownership atimgvyower and the price of our common stock megrelase.
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Shares of our common stock eligible for public sale may have a negative impact on its market price.

Future sales of shares of our common stock byiegistolders of our common stock or by holders dstanding options, upon the
exercise thereof, could have a negative impachemtarket price of our common stock. As of Decen®iei2005, we had 11,167,737 shares
of our common stock issued and outstanding, allta€h are currently freely tradable. Pursuant todrmployment agreement, on January 31,
2005, we issued 30,000 restricted shares of ounmmmstock to an executive officer.

We are unable to estimate the number of sharesithgte sold since this will depend on the markieegfor our common stock, the
personal circumstances of the sellers and oth&wrfacAny sale of substantial amounts of our comsstogk or other securities in the open
market may adversely affect the market price ofstheurities offered hereby and may adversely affecability to obtain future financing in
the capital markets as well as create a potentiaket overhang.

Our affiliates have significant control over our common stock, allowing them to have significant influence over the outcome of all
matters submitted to our stockholders for approval, which influence may conflict with our interests and the interests of our other
stockholders.

Our directors, officers and principal stockholdégt®ckholders owning 10% or more of our commonlgtdacluding Covance Inc.,
beneficially owned 47% of the outstanding sharesomfimon stock on a fully diluted as-converted tmown stock basis at December 31,
2005, and such stockholders will have significarfiuience over the outcome of all matters submittedur stockholders for approval,
including the election of our directors and otherporate actions. In addition, such influence tsthaffiliates could have the effect of
discouraging others from attempting to take us gWwreby increasing the likelihood that the mageete of the common stock will not
reflect a premium for control.

Because we do not intend to pay dividends, stockholders will benefit from an investment in our common stock only if it appreciatesin
value.

We have never declared or paid any cash dividendsiocommon stock. We currently intend to retainfoture earnings, if any, to
finance further research and development and dexpect to pay any cash dividends in the foresedahlire. As a result, the success of an
investment in our common stock will depend upon fariyre appreciation in its value. There is no gnéee that our common stock will
appreciate in value or even maintain the pricelatkvstockholders have purchased their shares.

Trading in our common stock may be volatile, which may result in substantial declinesin its market price.

The market price of our common stock has experhégtorical volatility and might continue to exjmrce volatility in the future in
response to quarter-to-quarter variations in:

* operating results;

e analysts’ reports;

» market conditions in the industry;

» changes in governmental regulations; and

» changes in general conditions in the economy ofitiaacial markets.

The market has also experienced significant deeseiasvalue. This volatility and the recent mauttetline has affected the market
prices of securities issued by many companiesndétereasons unrelated to their operating perfoiceaand may adversely affect the pric
our common stock. Between January 1, 2005 and Dieee®1, 2005, our common stock has traded at af&2.10 per share and a high of
$5.51 per share. Between January 1, 2006 and Rg#t8a2006, our common stock has traded at a loB®8d.1 per share and a high of $4.73
per share.
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Our common stock began trading on the NASDAQ Naiidtarket on December 18, 2003 and has a limitadirig market. Prior to th
time, our common stock was trading on the Ameri8totk Exchange since February 2003. We cannotedisar an active trading market
will develop or, if developed, will be maintainells a result, our stockholders may find it diffictdtdispose of shares of our common stock
and, as a result, may suffer a loss of all or atsuttial portion of their investment.

Certain provisions of our charter and Delaware law could make a takeover difficult and may prevent or frustrate attempts by our
stockholdersto replace or remove our management team.

We have an authorized class of 1,750,000 sharesd#signated preferred stock that may be issuedibipoard of directors, on such
terms and with such rights, preferences and deiggmas the Board may determine. Issuance of stefleped stock, depending upon the
rights, preferences and designations thereof, mag the effect of delaying, deterring or preveninghange in control of our company. In
addition, we are subject to provisions of Delawaygporate law which, subject to certain exceptiovi,prohibit us from engaging in any
“business combination” with a person who, togethigh affiliates and associates, owns 15% or moreusfcommon stock for a period of
three years following the date that the person canesvn 15% or more of our common stock unlessti@ness combination is approved in a
prescribed manner.

These provisions of our certificate of incorporatiand of Delaware law may have the effect of datpydeterring or preventing a
change in control of our company, may discourage for our common stock at a premium over markieepand may adversely affect the
market price, and the voting and other rights eftiblders, of our common stock. In addition, thesisions make it more difficult to reple
or remove our current management team in the exergtockholders believe this would be in the lirstrest of our company and our
stockholders.

Item 1B . Unresolved Staff Comments.

None.

Item 2. Properties.

We lease 54,400 square feet of office space lodatBgéwtown, Pennsylvania. This lease expires 2016 and provides for a fixed
base rent of $93,000 per month with an annualtinfiaincrease. We lease 5,000 square feet of additioffice space located in Newtown,
Pennsylvania for $5,500 per month in base rentrexpNovember 2006. In addition, we lease 15,50fasg feet of office space in Leiden,
Netherlands. This lease, denominated in EURO, egpir May 2008 and provides for a base rent of 88Dper month, based upon !
conversion rate as of December 31, 2005, with aannflation increase. We believe that thesdlifas will be adequate for our needs for
the foreseeable future.

Item 3. Legal Proceedings.

In the normal course of business, we may be a patggal proceedings. We are not currently a parggny material legal proceedings.

Item 4. Submission of Matters to a Vote of Securityolders.
None.
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PART Il

Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Ediy Securities.

Our common stock began trading on the NASDAQ Naiidvharket on December 18, 2003 under the symbol.B?ior to listing on thi
NASDAQ National Market, our common stock was tradedhe American Stock Exchange under the symbbIfRIm February 25, 200:
Our common stock was quoted on the NASD OTC BullBtbard under the symbol BITI prior to being listatthe American Stock
Exchange.

The following table sets forth the high and low hQigbtations for our common stock as reported orN\th8 DAQ National Market for
each of the quarters from the quarter ended Matcl2@04 through December 31, 2005. Such quotatifiect interdealer prices, without
retail mark-up, mark-down or commission and mayreptesent actual transactions.

Quarter Common
Ended Stock
High Low
March 31, 200: 8.0t 5.7¢
June 30, 200 6.1¢ 4.2:
September 30, 20( 4.9¢ 3.78
December 31, 200 5.6¢ 3.9t
March 31, 200: 5.51 2.5¢
June 30, 200 3.1t 2.4¢
September 30, 20( 3.5t 2.72
December 31, 20C 3.2¢ 2.1C

As of February 28, 2006, the number of holdersobrd of our common stock was 95 and the approgimamber of beneficial holders
of our common stock was 1,700.

In December 2004, in connection with the Heart Garguisition, we paid total consideration of $2,228, consisting of $1,410,150
and 175,853 shares of our common stock. $1,26%485.58,268 shares of common stock were issuectiglite the sellers and $141,015 i
17,585 shares of common stock were issued to anvesgent pursuant to the terms of the acquisifitre escrow is being held as security
for the payment of any unknown claims and will Beeased in December 2007.

On January 31, 2005, in connection with his empleytagreement dated February 1, 2002, we issu@0@8hares of restricted stock
to Mark L. Weinstein, our President and Chief ExaeuOfficer, as required pursuant to the termkisfemployment agreement.

We did not employ an underwriter in connection wifte issuance of the securities described abovebéheve that the issuance of the
foregoing securities was exempt from registratioder Section 4(2) of the Securities Act of 1933amended, as transactions not involving a
public offering. Each of the recipients were sopibiged or accredited investors, acquired the sesifor investment purposes only and not
with a view to distribution and had adequate infation about our company.

We have neither paid nor declared dividends orconrmon stock since our inception and do not plamatodividends on our common
stock in the foreseeable future. We expect thatemmgings which we may realize will be retainedinance our growth.

On November 9, 2005, the Compensation CommittéeeoBoard of Directors of Bio-Imaging Technologibs;. (the “Company”)
recommended, and the Company'’s Board of Directopsaved, the acceleration of vesting of all outta-money unvested options to
purchase shares of common stock of the Companyanitxercise price greater than $7.00 held by stuemployees and executive officers
of the
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Company (but excluding any options granted to membgthe Company’s Board of Directors). Theseapiwere previously awarded to
employees of the Company on February 4, 2004, patgo the 2002 Stock Incentive Plan, and woultltsiive been unvested at January 1,
2006. Options to purchase 107,691 shares of constomk are subject to this acceleration. The exeniige per share for these options was
$7.03, while the closing price per share on Novem®h2005 was $2.20.

The following table summarizes the options subjeetcceleration:

Aggregate Number of
Shares Issuable Unde
Exercise Price

Accelerated Options Per Share Date of Grant
Employees as a group (other than executive
officers) 69,72: $ 7.0¢ February 4, 20C
Executive officers as a grot 37,96¢ $ 7.0 February 4, 20C

The acceleration of vesting of these out-of-the eyooptions is being undertaken primarily to eliniéany future compensation
expense the Company would otherwise recognizes iim@iome statement with respect to these optiotistve implementation of the Financ
Accounting Standard Board (FASB) statement “Shasse8 Payment” (FAS 123R) effective for the Compamyanuary 1, 2006. We
estimate this compensation expense, before taddwmuapproximately $402,763 in aggregate futupgeaeses based on value calculations
using the Black-Scholes methodology.

Iltem 6. Selected Financial Data.

The following table presents selected consolidéitexhcial data. This data is derived from our aedlitonsolidated financial statements
and should be read in conjunction with the “Managetis Discussion and Analysis of Financial Conditamd Results of Operations” and the
consolidated financial statements and related fiegincluded in this Form 10-K.

For the years ended, (dollarsin thousands, except per share data and number of employees)

Dec. 31, Dec. 31, Dec. 31, Dec. 31, Sep. 30,
2005 2004 2003 2002 2001

OPERATIONS
Service revenu $23,71: $25,06¢  $21,74¢ $1719( $ 8,75¢
Total revenue $30,48¢ $29,69. $25,217 $20,87¢ $10,81¢
(Loss) income from operatiol (4,33%) 1,60¢ 2,19¢ 1,551 61C
Net (loss) incomi (2,545 94¢ 2,33¢ 1,14( 91¢
Basic (loss) earnings per shi (0.29) 0.0¢ 0.2t 0.1< 0.11
Diluted (loss) earnings per she (0.29) 0.0¢ 0.22 0.1 0.11
FINANCIAL POSITION
Cash, cash equivaler $10,55¢ $ 9,65( $13,28¢ $ 2,56 $ 54t
Working capital 8,05¢ 13,12 12,96¢ 1,44z 982
Total asset 28,79: 28,37 25,90" 11,44( 4,921
Long-term deb 551 907 771 1,37¢ 127
Stockholder' equity 17,197 19,51¢ 17,42¢ 3,61¢ 2,28¢
OTHER DATA
Purchases of property and equipm $ 1,871 $184¢ $1641 $ 992 $ 267
Depreciation and amortizatic 2,31z 1,76( 1,07¢ 73¢ 567
Number of employee 264 26¢ 223 17t 90
Weighted average shares used in compu

Basic (loss) earnings per shi 11,11« 10,81: 9,27¢ 8,361 8,10¢

Diluted (loss) earnings per she 11,11« 12,22¢ 10,84¢ 9,82¢ 8,30¢

16



Table of Contents

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
Overview
Pharmaceutical Contract Services

We are a global pharmaceutical contract servicaroegtion, providing services that support the patdievelopment process of the
pharmaceutical, biotechnology and medical devidestries. We specialize in assisting our clienth&design and management of the
medical imaging component of clinical trials fol mlodalities, which consist of computerized tomgima(CT), magnetic resonance imaging
(MRI), x-rays, dual energy x-ray absorptiometry (B¥OEXA), positron emission tomography (PET), singleoton emission computerized
tomography (SPECT), quantitative coronary angiogya(QCA), cardiac MRI and CT, intravascular ultrasd (IVUS), peripheral
guantitative angiography (QVA) and ultrasound. Wevide services that include the processing ant/sisaof medical images and the data-
basing and regulatory submission of medical imageantitative data and text.

Our sales cycle, referring to the period from thespntation by us to a potential client to the gegzent of us by such client, has
historically ranged from three to twelve monthsatidition, the contracts under which we perfornvises typically cover a period of 12 to
months and the volume and type of services perfdrinyeus generally vary during the course of a mtoj@/e cannot assure you that our
service revenues will remain at levels sufficientrtaintain profitability. Service revenues weregated from 115 clients encompassing 270
distinct projects for fiscal 2005. This compare84oclients encompassing 224 distinct projectdiszal 2004.

Our contracted/committed backlog, referred to aklog, is the amount of service revenue that remarbe earned and recognized on
both signed and verbally agreed to contracts. @uaklog was $58.4 million as of December 31, 200%s Eompares to $38.5 million as of
December 31, 2004, an increase of 52%. This inerisggrimarily due to our sales and marketing ¢$ffor fiscal 2005. Contracts included in
backlog are subject to termination by our cliertitargy time. In the event that a contract is caedelly the client, we would be entitled to
receive payment for all services performed up @dhncellation date. The duration of the projenttuded in our backlog range from less 1
3 months to 7 years. We believe that our backlsgsessour management as an indicator of our long-tisiness. However, we do not
believe that backlog is a reliable predictor ofram results because service revenues may bedtcin a given period on contracts that
were not included in the previous reporting persdoicklog and/or contract cancellations or prajietays may occur in a given period on
contracts that were included in the previous reponperiod’s backlog.

We believe that demand for our services and tecigies will continue to grow as the use of digiedtnologies for data acquisition and
management increases in the radiology and drugal@went communities. We also believe that thegedgsowing recognition within the bio-
pharmaceutical industry of the advantages in uasmmghdependent centralized core laboratory foryammabf medical-imaging data and
compliance with the regulatory demands for the gabion of such data and this will lead to a groutbur market share for these services
addition, the FDA is gaining experience with elenic submissions and is continuing to develop ssifufsited guidelines for computerized
submission of clinical trial data, including medigaages. Furthermore, we believe that the incréase of digital medical images in clinical
trials, especially for important drug classes saslanti-inflammatory, neurologic and oncologic #peutics and diagnostic image agents,
generate large amounts of image data from a langeer of imaging sources. These studies requireegging, analysis, data management
and submission services best handled by vendohsseitlable logistical capabilities and extensiveesience working with research facilities
worldwide. Due to several factors, including, withhdimitation, competition from commercial competi and academic research centers and
the risk of project cancellations, slowing of patienroliment in on-going studies or delay of fetproject awards, among others, we cannot
assure you that demand for our services and teoiesl will grow, sustain growth, or that additionevenue generating opportunities will be
realized by us.
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CapMed Division

Our CapMed division offers the Personal Health Reésoftware, referred to as PHR, and the patentlipgrPersonal HealthKey
technology. The PHR is a software application #ratbles users to manage and store personal h&faittnation, including their medical
images, on the privacy of their desktop computéiijerinking directly to sponsor-directed resoursesh as drug information, patient
education, or disease guidelines. The Personatiidé&al ™ plugs into a computer’'s USB port, allowing doctarsl patients easy access to the
patient’s medical record without the need for add#l hardware or software, and it is passwordqmiatd.

We intend to expand our CapMed division throughnmaships and marketing efforts devoted to the RH&Personal HealthKeYy
products. We believe that continued emphasis omawipg patient care and reducing costs will conttébto the growth of the personal
electronic medical records market.

Forward Looking Statements

Certain matters discussed in this Form 10-K arew&rd-looking statements” intended to qualify foe tsafe harbors from liability
established by the Private Securities LitigatiofioR®a Act of 1995. Such forward-looking statemenisynbe identified by, among other
things, the use of forward-looking terminology swash‘believes,” “expects,” “may,” “will,” “should,’br “anticipates” or the negative thereof
or other variations thereon or comparable termigypl@r by discussions of strategy that involve siskid uncertainties. In particular, our
statements regarding: our projected financial tesgkowth potential for our CapMed division; thengand for our services and technologies;
growing recognition for the use of independent @izied core laboratories; trends toward the outing of imaging services in clinical
trials; realized return from our marketing effoiitssreased use of digital medical images in clinidals; integration of our acquired
companies and businesses; expansion into new lssssegments; and the level of our backlog are ebesnap such forward-looking
statements. The forward-looking statements inchisles and uncertainties, including, but not limitedthe timing of revenues due to the
variability in size, scope and duration of projeeistimates made by management with respect tortigal accounting policies, regulatory
delays, clinical study results which lead to redhred or cancellations of projects, and other fagtorcluding general economic conditions and
regulatory developments, not within our controleThctors discussed in this Form 10-K and exprefsed time to time in our filings with
the Securities and Exchange Commission could cactsl results and developments to be materiatfgrént from those expressed in or
implied by such statements. The forward-lookingesteents are made only as of the date of this filamgl we undertake no obligation to
publicly update such forward-looking statementeefitect subsequent events or circumstances.

Critical Accounting Policies, Estimates and Risks

In December 2001 and 2003, the Securities and Exggh@ommission, referred to as the SEC, issuetbdise guidance for “critical
accounting policies.” The SEC defines “critical agnting policies” as those that require applicatbmanagement’s most difficult,
subjective or complex judgments, often as a regithie need to make estimates about the effectadtfers that are inherently uncertain and
may change in subsequent periods. The notes wotieolidated financial statements include a summafsygnificant accounting policies and
methods used in the preparation of our Consolidebedncial Statements. The following is a briefcdission of the more significant
accounting policies and methods used us.

Our discussion and analysis of our financial caaditind results of operations are based upon ons@idlated Financial Statements,
which have been prepared in accordance with act@uptinciples generally accepted in the Unitedé&taThe preparation of financial
statements in accordance with generally acceptealiating principles in the United States requiresagement to make estimates and
assumptions that affect the reported amounts etsssd liabilities, including the recoverabilitiitangible and intangible assets, disclosul
contingent assets and liabilities as of the dathefinancial statements and the reported amafrresvenues and expenses during the rep
period.
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On an on-going basis, we evaluate our estimatesnidst significant estimates relate to the recagnivf revenue and profits based on
the proportional performance method of accountordiked service contracts, allowance for doub#atounts and income taxes.

We believe the following critical accounting poésiaffect our more significant judgments and estased in the preparation of our
Consolidated Financial Statements:

Revenue RecognitiarService revenues are recognized over the conttbietrm of our customer contracts using the pribproal
performance method, which is based on hours indwasea percentage of total estimated hours. Seri@nues are not recognized until we
have a signed contract from a customer which:qitains fixed or determinable fees; and (ii) caliddity of such fees is reasonably assured.
Any change to recognized service revenue as atm@sidvisions to estimated total hours are recogphin the period the estimate changes.
Our revenue recognition policy entails a numbegsifmates including an estimate of the total hthas are expected to be incurred on a
project, which is used as the basis for determittiegportion of our revenue to be recognized fahgzeriod. The revenue recognized in any
period might have been materially affected if dife@ assumptions or conditions prevailed. The tgrhour recognition of revenue would be
revised if there were changes in the total estichatmurs (other than scope changes in a projecthathifically result in a revision to the
contract). We review our total estimated hours rmigntrovisions for losses expected to be incuaedontracts, based on our monthly
estimates, are recognized in full in the period/rich it is determined that a loss will result frggarformance of the contractual arrangement.

We enter into contracts that contain fixed or deieable fees. The fees in the contracts are base¢ldeoscope of work we are contrac
to perform; there are unitized fees per servicefexed fees with a total estimated for the contilzased upon the estimated unitized service
expected to be performed, as well as the servibe ttelivered under the fixed fee component otcthr@ract. The units are estimated base
the information provided by the customer, and wietté customer for actual units completed in ademce with the terms of the contract. In
the event that a contract is cancelled by the gliga would be entitled to receive payment forselivices performed up to the cancellation
date.

We also incur direct costs at the outset of a eneteservice arrangement prior to receiving a feighed contract. Accordingly, we de
these costs and delay the recording of any revantikthe contract is executed. If a customer dugsexecute the contract, we immediately
expense the deferred costs, offset by any defsgadce revenue associated with these costs.

Allowance for Doubtful AccountdNe maintain allowances for doubtful accounts @pecific identification method for estimated lasse
resulting from the inability of our customers tokmaequired payments. If the financial conditioroaf customers were to deteriorate,
resulting in an impairment of their ability to magayments, additional allowances may be requirdichlwvould reduce our net income in |
period that we determine that the additional alloges are needed.

Long-lived Assets, Intangibles and GoodwNManagement annually evaluates the net realizabiles of long-lived assets, including
property and equipment, relying on a number ofdiecincluding operating results, business plansnemic projections and anticipated fut
cash flows. If these factors indicate that theyiag value of a long lived asset exceeds the radizable value, the Company will record an
impairment and reduce the carrying value of thetassthe net realizable value.

Capitalized Software DevelopmeWie capitalize development costs for a softwaregmtapnce the preliminary project stage is
completed, we have committed to fund the projedtitis probable that the project will be complesedi the software will be used to perfc
the function intended. We cease capitalizatioruahdime as the computer software project is sultislyy complete and ready for its intenc
use. The determination that a software projecligibde for capitalization and the ongoing assessinud recoverability of capitalized software
development costs require considerable judgmenishyith respect to certain external factors inaiggdibut not limited to, anticipated future
revenue, estimated economic life and changes twaoé and hardware technologies.
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Income TaxesWe record a valuation allowance to reduce ouemetl tax assets to an amount that is more likely hot to be realized.
In assessing the need for the valuation allowamnee;onsider our future taxable income and on-gpmglent and feasible tax planning
strategies. In the event that we were to deterthiag in the future, we would be able to realize deferred tax assets in excess of its net
recorded amount, an adjustment to the deferredgagt would be made, thereby increasing net inéorie period such determination was
made. Likewise, should we determine that it is nliedy than not that we will be unable to real&éor part of our net deferred tax asset in
the future, an adjustment to the deferred tax agsetd be charged, thereby decreasing net incorteeiperiod such determination was m
We recognize contingent liabilities for any taxateld exposures when those exposures are both peababestimable.

Derivatives We use derivative financial instruments to reduneerisk caused by interest rate fluctuations. Térévdtive instruments are
not held for trading purposes. Derivatives are anted for in accordance with FAS No. 133, “Accougtfor Derivative Instruments and
Hedging Activities.” We recognize derivative ingtrants as either assets or liabilities in the baarsheet and measures them at fair value. If
designated as a cash flow hedge, the corresportemges in fair value are recorded in stockholdqsty (as a component of comprehen
income/expense).

Foreign Currency Risks

Our financial statements are denominated in Uriitiedes dollars. Fluctuations in foreign currencgh@nge rates could materially
increase the operating costs of our facility in etherlands, which are primarily EURO denominatstDecember 31, 2005 and
December 31, 2004, a 10% increase or decrease BURO to U.S. dollar spot exchange rate wouldltésa change of $60,000 and
$127,000 to our net asset position at Decembe2@15 and December 31, 2004, respectively. In additiertain of our contracts are
denominated in foreign currency. We believe thataaverse fluctuation in the foreign currency méskelating to these contracts will not
result in any material adverse effect on our finanmondition or results of operations. In the ewer derive a greater portion of our service
revenues from international operations, factors@ased with international operations, includingobes in foreign currency exchange rates,
could affect our results of operations and finahodendition.

We do hedge our foreign currency exposure. Ouidareurrency financial instruments primarily congi$cash, trade receivables,
prepaid expenses, fixed assets, trade payablescanded expenses and were in a net asset poditidecamber 31, 2005 and December 31,
2004. An increase in the exchange rate would résldiss net assets when converted to U.S. dolGeversely, if we were in a net liability
position, a decrease in the exchange rate wouldtiiesmore net liabilities when converted to UdBllars.

Results of Operations

The results of operations for our CapMed segmenobisnaterial to the trend of the Company’s finateand therefore, the results of
operations discussed below is for both our Pharataxad Contract Services and CapMed segments.
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Year Ended December 31, 2005 Compared with Year Ended December 31, 2004.

% of % of
Total Total %
Revenue Revenue Change
2005 2004 $ Change
Service revenue $23,712,14 77.€% $25,068,67 84.2% $(1,356,52) (5.9%
Reimbursement revenu 6,773,501 22.2% 4,622,10! 15.6% 2,151,39 46.5%
Total revenue 30,485,64 100.(% 29,690,77 100.(% 794,86t 2. 7%
Cost and expense
Cost of revenue 25,087,57 82.2% 20,451,63 68.€% 4,635,94. 22.1%
General and administrative expen 4,960,371 16.2% 4,452,53! 15.(% 507,84: 11.0%
Sales and marketing expen: 4,772,22. 15.7% 3,182,12! 10.7% 1,590,09: 50.(%
Total cost and expens 34,820,17 114.2% 28,086,29 94.€% 6,733,88: 24.(%
(Loss) income from operatiol (4,334,53) (14.29% 1,604,48. 5.4% (5,939,01) (370.9%
Interest incomi 189,60¢ 0.6% 132,27. 0.4% 57,33¢ 43.2%
Interest expens (106,28 (0.9% (129,409 (0.9% 23,12: 17.9%
(Loss) income before income t (4,251,21) (13.9% 1,607,34 5.4% (5,858,55)  (364.5%
Income tax provision (benefi (1,705,84) (5.60% 658,43: 2.2% (2,364,27)  (359.1)%
Net (loss) incom: $(2,545,37) (8.39% $ 948,91 3.2%  $(3,494,28) (368.9%

Service revenues were $23,712,141 for fiscal 20@b%25,068,670 for fiscal 2004, a decrease of 1529, or 5.4%. The decrease in
service revenues was due to a significantly highan historical norm cancellation rate in the faugtiarter of fiscal 2004 which resulted in a
loss of revenue from anticipated projects for fi205. Our backlog at December 31, 2005 incress&®$8.4 million from $38.5 million at
December 31, 2004, an increase of 52%. We bellggaricrease in backlog is an indicator that therall market growth for medicétraging
related services for clinical trials continues ®pwsitive, subject to project cancellations, stwof patient enrollment in ogeing studies ar
delays of future project awards. Service revenua®\wygenerated from 115 clients encompassing 2Tidaiprojects for fiscal 2005. This
compares to 84 clients encompassing 224 distirgegts for fiscal 2004. No one client accountedif@¥e or more of our service revenues
fiscal 2005, while for the comparable period lasy one client, Novartis Pharmaceuticals Corgommpassing 18 distinct projects
represented 10.4% of our service revenues. No ottesit accounted for more than 10% of service meres in fiscal year 2004. Service
revenues generated from our client base, whilecstiicentrated as measured by the number of clieatscontinued to become more
dispersed over time, and we believe more divegtifio is evident when revenue concentration is orealsby the number of individual
projects. Our primary scope of work in both periodduded medical-imaging core laboratory serviaed image-based information
management services.

Reimbursement revenues consist of reimbursemeres/ezl from our customers for pass-through costgnBursement revenues
fluctuate significantly over the course of any giy@oject and quarter to quarter variations areflaction of this project timing. Therefore, '
believe that reimbursement revenues are not afisigni indicator of our overall performance trenBg-Imaging, at the request of our cliel
may directly pay the independent radiologist whaews our client’s imaging data. These costs ass@a directly to our clients and are
included in Reimbursement Revenue and Cost of Regermmounts for such reimbursements were immaiargior years and have been
reclassified in our 2003 Consolidated Statementaaime from Cost of Revenues to Reimbursement iReseto conform with the current
year presentation. This reclassification had neatfbn income from operations, net income, cashdlor the balance shee

Cost of revenues was $25,087,575 for fiscal 20@b%29,451,633 for fiscal 2004, an increase of 38,882, or 22.7%. Cost of revent
for fiscal 2005 and 2004 was comprised of professisalaries and
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benefits, allocated overhead and ptwssugh costs. The increase in cost of revenupsrigarily due to the increase in reimbursement menee
for fiscal 2005 of $2,151,395 and an increase ¢®@1,000 attributable to the expansion of our Eeappfacility to expand our global
capabilities and further develop our therapeutjgegtise in the cardiovascular area, including tthditeonal personnel and costs from the H
Core acquisition which occurred on December 104200e increase in cost of revenues as a percenfagtal revenues to 82.2% for fiscal
2005 from 68.9% for fiscal 2004 is primarily atuilable to the increase in reimbursement revenwerlservice revenues for fiscal 2005 due
to cancellations from the fourth quarter of 2004 #re increase in cost from the expansion of ouppean facility. The cost of revenues as a
percentage of total revenues also fluctuates dumtk-flow variations in the utilization of stafhd the mix of services provided by us in any
given period.

General and administrative expenses were $4,960¢ 7 cal 2005 and $4,452,535 for fiscal 2004 jrarease of $507,843, or 11.4%.
General and administrative expenses in fiscal 20@b52004 consisted primarily of professional sakaend benefits, depreciation and
amortization, professional and consulting servioffice rent and corporate insurance. The incréapeimarily due to an increase in
professional and consulting services. We expettahageneral and administrative expense will iaseein 2006 due to anticipated
expenditures for Sarbanes-Oxley compliance andhargkincrease in the expenses associated witly lagiublicly traded company.

The increase in general and administrative expemsespercentage of total revenues to 16.3% foalf005 from 15.0% for fiscal 20i
is primarily due to an increase in professional emsulting services.

Sales and marketing expenses were $4,772,223tmi 2005 and $3,182,125 for fiscal 2004, an irseed $1,590,098, or 50.0%. Sa
and marketing expenses in fiscal 2005 and 2004 eargrised of direct sales and marketing costdepsional salaries and benefits and
allocated overhead The increase is due to an iser@ssociated with our CapMed division of $610,20,7,000 fees and expenses assoc
with our Scientific Advisory Board and $765,000atfier sales and marketing expenses, including@ease of $322,000 in personnel costs
and sales commissions due to the increase in @signings for fiscal 2005 as compared to fis@42 We expect that sales and marketing
expenses will increase in fiscal 2006 as we costiouexpand our market presence in the United Statd Europe.

The increase in sales and marketing expensesasanpage of total revenues to 15.7% for fiscab2@Om 10.7% for fiscal 2004 is
primarily due to increased expenses associatedauittCapMed division and Scientific Advisory Boandd an increase in personnel.

Net interest income was $83,322 for fiscal 2005 raeitinterest income was $2,864 for fiscal 2004inarease of $80,458, or 2,809.3%.
This increase is primarily due to the payment ef Quintiles Note in November 2004, and, therefaedid not incur this interest expense for
fiscal 2005. Net interest income and expense fo52ihd 2004 is comprised of interest income eaomealur cash balance and interest
expense incurred on equipment lease obligationsinierest income and expense for fiscal 2004 mslided interest expense incurred or
Quintiles Note.

The loss before income taxes was $4,251,213 foalf005, and we had income before income tax @0#1346 for fiscal 2004, a
decrease of $5,858,559, or 364.5%. This decreatgeiso the loss in anticipated service revenuma frontracts cancelled in the fourth
quarter of 2004 resulting from a cancellation dieing that quarter that was significantly higheairt historical norms. The cancellations were
the result of sponsors halting studies for clinmastrategic considerations. The convergence réaltation rates higher than historical norms,
an overall slowing of patient enroliment in ongostgdies and the delay of several anticipated pt®jgombined with the operating expense
increases described above resulted in our unfalefaical 2005 results.

Our income tax benefit for fiscal 2005 was $1,7@3,8ersus an income tax provision for fiscal 2008658,434. The income tax
benefit in fiscal 2005 resulted from recording &ede=d tax benefit for the future tax
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savings anticipated from using the net operatisg arryforwards available at December 31, 2005 fesult, our effective income tax rate
was 40% for fiscal 2005.

Year Ended December 31, 2004 Compared with Year Ended December 31, 2003.

% of % of
Total Total
Revenug Revenug¢ %
2004 2003 $ Change Change
Service revenue $25,068,67! 84..%  $21,747,63 86.2%  $3,321,03. 15.2%
Reimbursement revenu 4,622,10! 15.6% 3,463,07. 13.7% 1,159,03. 33.5%
Total revenue 29,690,77 100.(% 25,210,70 100.(% 4,480,06! 17.€%
Cost and expense
Cost of revenue 20,451,63 68.€% 16,875,16 66.€% 3,576,46 21.2%
General and administrative expen 4,452 ,53! 15.(% 4,079,41 16.2% 373,11¢ 9.1%
Sales and marketing expen: 3,182,12! 10.7% 2,057,87 8.2% 1,124,24 54.€%
Total cost and expens 28,086,29 94.€% 23,012,46 91.2% 5,073,83 22.(%
Income from operatior 1,604,48. 5.4% 2,198,24. 8.7% (593,767 27.0%
Interest incomt 132,27: 0.4% 9,28 0.C% 122,98t 1324.%
Interest expens (129,409 (0.9% (139,94 (0.6)% 10,53: (7.5)%
Income before income te 1,607,341 5.4% 2,067,58! 8.2% (460,24 (22.9%
Income tax provision (benefi 658,43: 2.2% (270,26¢) (1.2)% 928,69¢ (343.9%
Net income $ 948,91 3.2% $ 2,337,85. 9.2% $(1,388,94) (59.9%

Service revenues were $25,068,670 for fiscal 20@4$21,747,636 for fiscal 2003, an increase of &B&34, or 15.3%. The increase in
service revenues is due to an increase in the nuafilpgojects resulting from the overall market\gtb for medical imaging related services
for clinical trials. Service revenues were geneatditem 84 clients encompassing 224 distinct prajéet fiscal 2004. This compares to 68
clients encompassing 184 distinct projects forafi003. One client, Novartis Pharmaceuticals Gampcompassing 18 distinct projects
represented 10.4% of our service revenues forlf&a@4, while for the comparable period last yeae client, NPS Pharmaceuticals Corp.,
encompassing four distinct projects represente@4f our service revenues. No other client accadifor more than 10% of service
revenues in fiscal 2004 or fiscal 2003. Servicenes generated from our client base, while stilcentrated as measured by the number of
clients, has continued to become more dispersedtione, and we believe more diversification is ertiwhen revenue concentration is
measured by the number of individual projects. imary scope of work in both periods included necalimaging core laboratory services
and image-based information management services.

Reimbursement revenues consist of reimbursemeres/ezl from our customers for pass-through costgnBursement revenues
fluctuate significantly over the course of any giyoject and quarter to quarter variations areflection of this project timing. Therefore,
our management believes that reimbursement revearea®ot a significant indicator of our overall foemance trends. Bio-Imaging, at the
request of our clients, may directly pay the indefent radiologist who reviews our client’'s imagutgta. These costs are passed directly to
our clients and are included in Reimbursement Reeemd Cost of Revenues. Amounts for such reimimests were immaterial in prior
years and have been reclassified in our 2003 Colagetl Statements of Income from Cost of Revenu@&etmbursement Revenues
conform with the current year presentation. Thdassification had no effect on income from operagi net income, cash flows or the
balance sheets.

Cost of revenues was $20,451,633 for fiscal 20@4$46,875,166 for fiscal 2003, an increase of $34G7, or 21.2%. Cost of revent
for fiscal 2004 and 2003 was comprised of professigalaries and benefits, allocated overhead assitiprough costs. The increase in cos
revenues is primarily attributable to
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an increase in reimbursement revenues of $1.2amiind an increase of $1.9 million in staffing lewequired for project related tasks for
fiscal 2004. We expect that our cost of revenudsaal 2005 will increase in comparison to fis2@D4 primarily due to the increased cost of
revenues in the second six months of fiscal 200dicey into fiscal 2005 and to the full annual erpes related to Heart Core. The Heart (
acquisition closed on December 10, 2004. This ameenill be partially offset by total cost reducsamplemented during the first quarter of
2005 amounting to approximately $500,000 per qugattte effect of which will be initially realizeah ithe second quarter of 2005.

The increase in cost of revenues as a percentagtabfevenues to 68.9% for fiscal 2004 from 66 f¥dfiscal 2003 is primarily
attributable to the larger increase in cost of nexss. The cost of revenues as a percentage oféotiues also fluctuates due to work-flow
variations in the utilization of staff and the nakservices provided by us in any given period.

General and administrative expenses were $4,452g835cal 2004 and $4,079,419 for fiscal 2003 rmrease of $373,116, or 9.1%.
General and administrative expenses in fiscal 202003 consisted primarily of professional sakend benefits, depreciation and
amortization, professional and consulting servioffice rent and corporate insurance. The incréapeimarily due to expenses associated
with the CapMed division of $376,200. Excluding ®@bgal, general and administrative expenses remaglatively flat with the prior year.
We expect that our general and administrative esgevill increase in 2005 due to anticipated expenes for Sarbanes-Oxley compliance
and a general increase in the fees associatedeiitly a publicly traded company.

The decrease in general and administrative expessagercentage of total revenues to 15.0% fealf@004 from 16.2% for fiscal
2003 is primarily due to a lesser increase in perebneeded to support the growth in our servigemaes as compared to the increase in our
total revenues.

Sales and marketing expenses was $3,182,125 fat #2904 and $2,057,878 for fiscal 2003, an in@edsb1,124,247, or 54.6%. Sales
and marketing expenses in fiscal 2004 and 2003 wargrised of direct sales and marketing costdepsional salaries and benefits and
allocated overhead. The increase is primarily duexpenses associated with the CapMed divisiorb6# 800 and an increase in expenses
associated with tradeshow attendance of $125,00ihcacase in marketing expenses of $90,000 andcagase in personnel and commission
expense of $345,000. We expect that sales and tivaglexpenses will increase in fiscal 2005 as waiooe to expand our market presence
in the United States and Europe.

The increase in sales and marketing expenses asanpage of total revenues to 10.7% for fiscak2@Om 8.2% for fiscal 2003 is
primarily due to increased expenses associatedauittCapMed division.

Net interest income was $2,864 for fiscal 2004 metinterest expense was $130,655 for fiscal 2803ncrease of $133,519, or
102.2%. This increase is primarily due to interesbme earned on a higher average cash balanfisdal 2004 as compared to fiscal 2003.
Net interest expense for fiscal 2004 and 2003 tedidiiom interest expense incurred on equipmeseledligations and the promissory n
issued by us to Quintiles, Inc., referred to asQluéintiles Note.

Income before income taxes was $1,607,346 forlfd@a4 and $2,067,589 for fiscal 2003, a decre&$4©0,243, or 22.3%. This
decrease is due to the loss before income taxtbe ifourth quarter of fiscal 2004 resulting fromamcellation rate in the fourth quarter of
fiscal 2004 that was significantly higher than bistal norms. The cancellations were the resusipainsors halting studies for clinical or
strategic considerations. The convergence of chatiol rates higher than historical norms, an oetawing of patient enroliment in
ongoing studies and the delay of several anticipptejects resulted in our unfavorable fourth gesafiscal 2004 results.

Our income tax provision for fiscal 2004 was $653& 4ersus an income tax benefit for fiscal 200$270,264. The income tax benefit
in fiscal 2003 resulted from recording a deferi@dtienefit for the future tax
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savings anticipated from using the net operatisg arryforwards available at December 31, 2003 fesult, our effective income tax rate
was 41% for fiscal 2004.

Quarterly Results

The following is a summary of unaudited quartedgults of operations for the years ended Decenmhbe2(®5 and 2004. This quarterly
financial data should be read in conjunction with audited consolidated financial statements ireduuerein.

Quarter Ended

(dollars in thousands, except per share data)

Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31,
2005 2005 2005 2005 2004 2004 2004 2004

Service revenue $ 6,691,351  $ 6,042,38° $ 5,450,120 $5,528,27. $ 6,081,141 $ 6,547,28 $ 6,506,69: $ 5,933,55
Reimbursement revenu 1,982,461 1,708,00! 1,486,42. 1,596,611 1,286,06 1,231,58! 1,097,00 1,007,45!
Total revenue 8,673,81! 7,750,38: 6,936,55. 7,124,88i 7,367,20 7,778,861 7,603,69! 6,941,00!
Cost and expense

Cost of revenue 6,704,96! 6,208,38 5,802,45. 6,371,77. 5,757,34. 5,231,94. 4,880,63' 4,581,701

General and administrative expen 1,261,71: 1,229,60! 1,216,99 1,252,06! 1,167,88! 1,067,221 1,156,94! 1,060,47!

Sales and marketing expen: 1,263,65: 1,196,25! 1,125,05 1,187,25. 919,18 759,45t 852,43! 651,04"
Total cost and expens 9,230,34 8,634,25; 8,144,49! 8,811,08: 7,844,42 7,058,621 6,890,01! 6,293,22i
(Loss) income from operatiol (556,527) (883,87() (1,207,94) (1,686,19)) (477,219 720,24( 713,68 647,78:
Interest income 61,19( 50,21 42,38: 35,82« 19,42¢ 26,29! 24,73 61,82(
Interest expens (22,007 (21,627) (22,177 (40,497 (22,85¢) (28,957 (32,47¢) (45,12))
(Loss) income before income tax provision (bent (517,33 (855,27¢) (1,187,73) (1,690,86)) (480,64) 717,57¢ 705,93! 664,47¢
Income tax provision (benefi (212,28f) (325,31) (475,09 (693,14¢) (187,899 287,78:¢ 289,56( 268,98!
Net (loss) incom $ (305,04) $ (529,96) $ (712,64) $ (997,719 $ (292,74 $ 429,79: $ 416,37% $ 395,49
Basic (loss) earnings per common st $ 0.05) $ 0.05 $ (0.0e) $ 0.0 $ 0.05) $ 0.04 $ 0.04 $ 0.04
Weighted average number of common sh. 11,156,54 11,146,05 11,102,70 11,051,03 10,879,29 10,824,04 10,799,85 10,745,12
Diluted (loss) earnings per common sh $ 0.09) $ 0.05) $ 0.06) $ 0.09 $ 0.09) $ 004 $ 0.0¢ % 0.0z
Weighted average number of dilutive common

equivalent share 11,156,54 11,146,05 11,102,70 11,051,03 10,879,29 12,154,82 12,235,43 12,281,35

See notes to the condensed consolidated finartataehsents
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Liquidity and Capital Resources

2005 2004
Net cash provided by (used in) operating activi $ 3,118,114 $ (282,94)
Net cash used in investing activiti $(1,870,97) $(3,062,33)
Net cash used in financing activiti $ (343,639 $ (294,03)

At December 31, 2005, we had cash and cash eqotsadé $10,553,668. Working capital at December2BD5 was $8,055,374.

Net cash provided by operating activities for fl2@05 was $3,118,144 as compared to net cashinggrtrating activities of $282,942
for fiscal 2004. This increase is primarily duethe net collection of our accounts receivable g881,131 during fiscal 2005 and from the
increase in our deferred revenue of $3,178,397eaeMber 31, 2005 from December 31, 2004 due tonaévdeposits received from our
clients for new contract signings. This was offsgthe net loss for fiscal 2005 of $2,545,372.

Net cash used in investing activities primarilynegents our investment in capital and leaseholddwgments of $1,870,978. We
currently anticipate that capital expendituresfigcal 2006 will be approximately $2.5 million. Tdeexpenditures primarily represent
additional upgrades in our networking, data storaue core laboratory capabilities for both the BaiStates and European operations as well
as capitalization of software costs.

Net cash used in financing activities is primaatyributable to payments on capital leases of Fa&bpffset by proceeds from the sales
leaseback transactions of $506,872 in fiscal 2005.

The following table lists our cash contractual ghtions as of December 31, 2005:

Payments Due By Period

More than
Less than
Contractual obligations Total 1 year 1-3 years 3-5 years 5 years
Capital lease obligatior $1,425,76. $ 874,26 $ 551,49: — —
Facility rent operating leas: $6,005,02¢  $1,398,27(  $3,994,67. $612,08: —
Employment agreemen $1,176,31° $ 499,100 $ 626,38 $ 50,83« —
Total contractual cash obligatio $8,607,100 $2,771,64. $5,172,54¢ $662,91 —

On May 17, 2005, we renewed and amended our agreemtd Wachovia Bank, National Association. Theewed and amended
agreement is for an unsecured committed line aficod $5,000,000. Interest is payable at the LIBMBrket Index Rate plus 2.0%. The
agreement requires us, among other things, to mininertain financial covenants. The committed bheredit matures June 30, 2006 and
may be renewed on an annual basis. At Decemb&085, we had no borrowings under the committeddineredit and are compliant with
the financial covenants.

In connection with our acquisition of Intelligembéging, as of February 1, 2002, we were obligatquhly quarterly payments of
principal of $41,667 under the Quintiles Note, phgsrued interest thereon, and one payment ofipehof $500,000 on November 1, 2004,
unless the Quintiles Note was previously conveinéal shares of our common stock. The Quintiles Noates interest at the rate in effect on
the business day immediately prior to the date bitkvpayments are due under the Quintiles Noteldgqube three-month LIBOR as
published from time to time in the Wall Street Jmimplus 3%, compounded annually based on a 365y On November 1, 2004, we
made the final payment on the Quintiles Note. Paigment was comprised of the remaining principé&reze of $541,663.
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In December 2004, in connection with the Heart Gamguisition, we paid total consideration of $2,288, consisting of $1,410,150
and 175,853 shares of our common stock. $1,269%085.58,268 shares of common stock were issuectlgite the sellers, and $141,015
and 17,585 shares of common stock were issued és@ow agent pursuant to the terms of the acoguisithe escrow is being held as
security for the payment of any unknown claims @aiitlbe released in December 2007. The negotiatimtareen us and Heart Core were
conducted on an arms-length basis.

We have neither paid nor declared dividends orconrmon stock since our inception and do not plamatodividends on our common
stock in the foreseeable future.

We have not entered into any off-balance sheesagetions, arrangements or other relationships wittonsolidated entities or other
persons.

We anticipate that our existing capital resourogether with cash flow from operations and borrgnéapacity under the existing line
of credit, will be sufficient to meet our foresetabash needs. However, we cannot assure you uhaiperating results will continue to
achieve profitability on an annual basis in thaifat The inherent operational risks associated: with

« our ability to gain new client contracts;
» project cancellations;
» the variability of the timing of payments on exgficlient contracts; and

» other changes in our operating assets and liasiliti

may have a material adverse affect on our futapgdity.

We may seek to raise additional capital from eqaitdebt sources in order to take advantage oftigijaated opportunities, such as
more rapid expansion, acquisitions of complementaisinesses or the development of new servicesaieot assure you that additional
financing will be available, if at all, on termscaptable to us.

Ouir fiscal year 2006 operating plan contains assiamg regarding revenue and expenses. The achieterheur operating plan
depends heavily on the timing of work performedusyon existing projects and our ability to gain @edorm work on new projects. Project
cancellations, or delays in the timing of work penfied by us on existing projects or our inabild@ygain and perform work on new projects
could have an adverse impact on our ability to eteour operating plan and maintain adequate dagh In the event actual results do not
meet the operating plan, our management believesiltl execute contingency plans to mitigate thedfeets. Our plans include additional
financing, to the extent available, through the lof credit discussed above. Considering the castaad and based on the achievement ¢
operating plan and management’s actions takent&y denagement believes it has the ability to coetito generate sufficient cash to satisfy
our operating requirements in the normal courdausfness for at least the next 12 months and tlesdéeable future.

Recently Issued Accounting Statements

In December 2004, the Financial Accounting Stansl&alard (“FASB”) issued FASB Statement No. 123(RAS 123(R)"), Share-
Based Paymer. FAS 123(R) revises FASB Statement No. 123 (“FA&S"), Accounting for Stock-Based Compensatidfso, FAS 123(R)
supersedes Accounting Principles Board (“APB”) GminNo. 25,Accounting for Stock Issued to Employeasd amends FASB Statement
No. 95,Statement of Cash Flows$n April 2005, the Securities and Exchange Corsiois extended the effectiveness deadline. For publi
companies, FAS 123(R) is now effective for annwalqrs beginning after June 15, 2005.

FAS 123(R) requires companies to expense the &hirevof employee stock options and other formdafksbased compensation.
Specifically, FAS 123(R) requires companies taig fair value to measure
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stock-based compensation awards and (ii) ceasg tigrnintrinsic value method of accounting undeBA that resulted in no expense for
many awards of stock options for which the exerpisee of the option equaled the price of the ulyileg stock at the grant date. In addition,
FAS 123(R) retains the modified grant date modahfiFAS 123 in that compensation costs are measrie grant date fair value of the
award and adjusted to reflect actual forfeitured thie outcome of certain conditions. The fair valilan award is not re-measured after its
initial estimation on the grant date, except ina@iarcases. FAS 123(R)’s transition provisions mewa number of alternatives to address
implementation issues and to increase the compiyadficompensation cost.

We expect to adopt the “Modified Prospective Apgticn” (“MPA”) method, without restatement of primterim periods on January 1,
2006. Under the MPA method without restatement @gghr, we would recognize compensation cost foa#grds that were granted or
modified after the fiscal year beginning after Dmber 15, 1994, (2) any portion of awards that hasevested by January 1, 2006, and
(3) any outstanding liability awards. Compensatiost for the portion of awards for which the regaiservice has not been rendered that are
outstanding at January 1, 2006, will be recognizsdg the measurement data and attribution methed in our FAS 123 pro forma
disclosures as those services are received aftandal, 2006.

FAS 123(R) also requires that the benefits assattiaith the tax deductions in excess of recogneedpensation cost be reported as a
financing cash flow, rather than as an operatirglh d®w as required under current literature. Thiguirement will reduce net operating cash
flows and increase net financing cash flows ingugiafter the effective date. These future amocansot be estimated because they depend
on when the employees exercise stock options, arothay things.

On November 9, 2005, the Compensation CommittéeeoBoard of Directors of Bio-Imaging Technologibs;. (the “Company”)
recommended, and the Company'’s Board of Directopsaved, the acceleration of vesting of all outta-money unvested options to
purchase shares of common stock of the Companyamitixercise price greater than $7.00 held by suemmployees and executive officers
of the Company (but excluding any options grantechembers of the ComparsyBoard of Directors). These options were previpasiardec
to employees of the Company on February 4, 200&uant to the 2002 Stock Incentive Plan, and wstildhave been unvested at Januar
2006. Options to purchase 107,691 shares of constomk are subject to this acceleration. The exeniige per share for these options was
$7.03, while the closing price per share on Novar8h@005 was $2.20.

The following table summarizes the options subjeccceleration:

Aggregate Number of
Shares Issuable Unde

Exercise Price
Accelerated Options Per Share Date of Grant
Employees as a group (other than executive offjc 69,72: $ 7.0¢ February 4, 200.
Executive officers as a grot 37,96¢ $ 7.0¢ February 4, 200

The acceleration of vesting of these out-of-the eyooptions is being undertaken primarily to eliniéany future compensation
expense the Company would otherwise recognizes iim@iome statement with respect to these optiotistve implementation of the Financ
Accounting Standard Board (FASB) statement “Shasse8l Payment” (FAS 123R) effective for the Compamyanuary 1, 2006. We
estimate this compensation expense, before taxXdvmeuapproximately $402,763 in aggregate futupgeeses based on value calculations
using the Black-Scholes methodology.

We have undergone a study of our stock-based casatien plans in anticipation of the adoption of FAZ(R) and recent changes in
tax laws with regard to deferred compensation. €hily, we do not anticipate a change in our curcemipensation strategy or structure, but
continue to look for ways to compensate individuadsavenues that align the interests of individwaith the interests of shareholders thrc
ownership of company stock.
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In December 2004, the FASB issued FASB Staff RosiNo. FAS 109-2 (“FAS 109-2"Accounting and Disclosure Guidance for the
Foreign Earnings Repatriation Provision within tAenerican Jobs Creation Act of 20. The AJCA introduces a limited time 85% dividends
received deduction on the repatriation of certaieifyn earnings to a U.S. taxpayer (repatriatimvigion), provided certain criteria are met.
FAS 109-2 provides accounting and disclosure guiddar the repatriation provision. We do not expletadoption of this new tax provision
to have a material impact on our consolidated firerstatements.

In December 2004, the FASB issued SFAS StatementBR)Exchanges of Non-monetary Assetdie Statement is an amendment of
APB Opinion No. 29 to eliminate the exception fonrmonetary exchanges of similar productive assedsreplaces it with a general
exception for exchanges on non-monetary assetslthabt have commercial substance. The effectite iddor exchanges occurring in fiscal
periods beginning after June 15, 2005. Biaging believes that the adoption of this standeiidhave no material impact on our consolide
financial statements.

Existing Contracts

During fiscal 2005, we signed client contractsddotal of $48.9 million as compared to $32.3 millifor the same period in the prior
year. As of December 31, 2005, we had enteredagteements with 66 companies, encompassing 156gbspjo provide services in t
aggregate amount of $96 million through June 201%hich services valued at $58.4 million remairb®ocompleted. Such contracts are
subject to termination by us or our clients at ame or for any reason. In addition, clientsihical trials or other projects are subject toitig
and scope changes. Therefore, total service revgenerated by us during the life of these contnanetg be less than initial contract values.

ltem 7a. Quantitative and Qualitative Disclosures Aout Market Risk

Interest Rate Risk

We invest in high-quality financial instrumentsimparily money market funds, federal agency notesetibacked securities, corporate
debt securities and United States treasury notiéls an effective duration of the portfolio of leb&n nine months and no security with an
effective duration in excess of two years, whichbe#eve are subject to limited credit risk. Wereuntly do not hedge our interest rate
exposure. Due to the short-term nature of our itnvests, we do not believe that we have any matexpbsure to interest rate risk arising
from our investments.

Foreign Currency Risk

See “Management’s Discussion and Analysis of Firgu@ondition and Results of Operations—Foreignr€ucy Risks” for a more
detailed discussion of our foreign currency riskd axposures.

Item 8. Financial Statements and Supplementary Data
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Report of Independent Registered Public Accountingrirm

To the Board of Directors
And Stockholders of
Bio-Imaging Technologies, Inc:

In our opinion, the accompanying consolidated badasheets and the related consolidated statenfeintsome, stockholders’ equity
and cash flows present fairly, in all material exsg, the financial position of Bio-Imaging Techogiks, Inc. and its subsidiaries at
December 31, 2005 and 2004, and the results afdperations and their cash flows for each of tired years in the period ended
December 31, 2005 in conformity with accountingipipples generally accepted in the United Statesnoérica. These financial statements
are the responsibility of the Company’s managent@ut.responsibility is to express an opinion orsthBnancial statements based on our
audits. We conducted our audits of these statenieiatscordance with the standards of the Public @omg Accounting Oversight Board
(United States). Those standards require that am g@hd perform the audit to obtain reasonable assarabout whether the financial
statements are free of material misstatement. Alit mcludes examining, on a test basis, evidenpparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, and evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

/sl PricewaterhouseCoopers LLP

Philadelphia, Pennsylvania
March 16, 2006
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Current assets
Cash and cash equivalel

BIO-IMAGING TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

Accounts receivable, net of allowance for doubsfctounts of $3,295 and $14,167, respecti
Prepaid expenses and other current a:

Deferred income taxe

Total current assets
Property and equipment, r
Intangibles and goodwi
Deferred income taxe
Other asset

Total Assets

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:
Accounts payabl

Accrued expenses and other current liabili

Deferred revenu

Current maturities of capital lease obligatit

Total current liabilities

Long-term capital lease obligatiol

Deferred income taxe
Other liability

Total liabilities

Commitments and Contingencies

Stockholder Equity:

Preferred stock - $.00025 par value; authorize@@@DO shares, 0 issued and outstanding at Decedt

2005 and 200

Common stock - $.00025 par value; authorized 18(@0shares, issued and outstanding 11,167,737 and

11,027,320 shares at December 31, 2005 and 20pkatively

Additional paic-in capital
Accumulated defici

Accumulated other comprehensive i

Stockholder' equity

Total liabilities and stockholde’ equity

The accompanying notes are an integral part okteegements.
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December 31,

2005 2004

$10,553,66  $ 9,650,14
6,631,47 7,957,731
991,84( 889,20
715,21° 1,551,910
18,892,20 20,049,00
5,108,69: 5,101,56!
2,518,81; 2,905,02!
1,844,17 —
427,05 318,22(
$28,790,93  $28,373,81
$ 1,680,92.  $ 1,269,85!
2,026,61; 1,859,02;
6,255,02 3,076,63!
874,26" 722,08t
10,836,82 6,927,59:
551,49 906,92:

— 889,97t
205,78" 131,68:
11,594,10 8,856,17;
2,79: 2,751
22,302,32 22,016,23
(5,046,71) (2,501,341
(61,57¢) —
17,196,82 19,517,64
$28,790,93  $28,373,81
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BIO-IMAGING TECHNOLOGIES, INC. AND SUBSIDIARIES

Service revenue
Reimbursement revenu

Total revenues

Cost and expense
Cost of revenue
General and administrative expen
Sales and marketing expen:

Total cost and expense

(Loss) income from operations
Interest incom

Interest expens

(Loss) income before income ta

Income tax provision (benefi

Net (loss) income

Basic (loss) earnings per common sk

Weighted average number of common sh

Diluted (loss) earnings per common sh

Weighted average number of dilutive common equiviadbare:

CONSOLIDATED STATEMENTS OF INCOME

For the year ended December 31,

2005 2004 2003

$23,712,14  $25,068,67  $21,747,63
6,773,501 4,622,10! 3,463,07.
30,485,64 29,690,77 25,210,70
25,087,57 20,451,63 16,875,16
4,960,37: 4,452 53! 4,079,41!
4,772,22. 3,182,12! 2,057,87:
34,820,17 28,086,29 23,012,46
(4,334,53) 1,604,48; 2,198,24.
189,60¢ 132,27: 9,281
(106,28 (129,409 (139,94:)
(4,251,21) 1,607,34! 2,067,58!
(1,705,84) 658,43 (270,262
$(2,545,37) $ 94891. $ 2,337,85
$ (029 $ 0.0¢ $ 0.2t
11,114,48 10,812,18 9,275,75:
$ (029 $ 0.06 $ 0.2z
11,114,48 12,228,74 10,848,97

The accompanying notes are an integral part oktetements.
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BIO-IMAGING TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS * EQUITY

Common Stock
Other

Additional Compre-
Amount Paid-in henspive Accumulated Stockholders’
Shares Capital Loss Deficit Equity
Balance at December 31, 2C 8,427,65. $2,107 $ 9,405,411 — $(5,788,11) $ 3,619,40!
Stock options exercise 280,55! 70 275,31¢ — — 275,38t
Tax benefit on exercise of stock optic — — 413,59¢ — — 413,59¢
Shares issued for contingent liability incurrechaguisition 188,54¢ 47 567,67! — — 567,72:
Shares issued in private placem 1,762,00! 441 9,873,80! — — 9,874,25I
Shares issued for intangible as: 51,724 13 338,15¢ — — 338,17:
Net income — — — — 2,337,85: 2,337,85:
Balance at December 31, 2C 10,710,48 2,67¢ 20,873,96 — (3,450,25) 17,426,38
Stock options exercise 140,98t 35 129,62! — — 129,66(
Shares issued for acquisiti 175,85: 44 847,83 — — 847,87!
Tax benefit on exercise of stock optic — — 164,80° — — 164,80°
Net income — — — — 948,91: 948,91:
Balance at December 31, 2C 11,027,32 2,751 22,016,23 — (2,501,34) 19,517,64
Stock options exercise 110,41 28 93,26¢ — — 93,29:
Restricted shares issu 30,00( 7 42,24¢ — — 42,25:
Stock based compensati — 70,587 — — 70,587
Tax benefit on exercise of stock optic — — 80,00( — — 80,00(
Unrealized loss on foreign currency optic — — — (61,579 — (61,579
Net (loss) incomi — — — — (2,545,37) (2,545,37)
Balance at December 31, 2C 11,167,73 $2,79: $22,302,32 (61,57 $(5,046,71) $17,196,82

The accompanying notes are an integral part okteegements.
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BIO-IMAGING TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the year ended December 31,

2005 2004 2003
Cash flows from operating activitie
Net (loss) incom $(2,545,37) $ 948,91 $ 2,337,85.
Adjustments to reconcile net (loss) income to @shcprovided by Operating activities,
net of acquisition
Depreciation and amortizatic 2,311,85: 1,759,78 1,075,74.
(Benefit) provision for deferred income tay (1,817,04) 364,64¢ (418,965
Sales leaseback deferred ge 16,51¢ 34,01¢ —
Bad debt benef (10,877 (12,659 (38,179
Non-cash stock based compensation exp: 71,72¢ 13,70¢ 26,26¢
Loss on foreign currency optiol 29,10( — —
Changes in operating assets and liabilit
Decrease (increase) in accounts receiv 1,337,13 (3,155,82) (463,16
Increase in prepaid expenses and other currensi (91,796 (334,667 (175,45%)
(Increase) decrease in other as (108,839 82,03« 91,97¢
Increase in accounts payal 411,06° 284,85 325,09:
Increase (decrease) in accrued expenses and atinentdiabilities 262,15¢ (297,37 273,97:
Increase (decrease) in deferred reve 3,178,39 6,272 (194,30)
Increase in other liabilitie 74,10¢ 23,33 46,78¢
Net cash provided by (used in) operating activitie 3,118,14 (282,94 2,887,61!
Cash flows used in investing activitis
Purchases of property and equipm (1,870,97) (1,848,92) (1,641,20)
Net cash paid for acquisitiol — (1,213,41) (273,019
Net cash used in investing activities (1,870,97) (3,062,33) (1,914,22)
Cash flows from financing activitie
Payments under equipment lease obligat (825,779 (659,51 (505,92)
Payments under promissory n — (666,66¢) (166,66¢)
Premiums paid for foreign currency optic (118,039 — —
Proceeds from exercise of stock opti 93,30( 129,66( 275,38t
Net proceeds from private placem — — 9,874,25I
Proceeds from sales leaseb 506,87 902,48t 275,74
Net cash (used in) provided by financing activities (343,63 (294,03 9,752,79:
Net increase (decrease) in cash and cash equis 903,52¢ (3,639,31) 10,726,18
Cash and cash equivalents at beginning of p¢ 9,650,141 13,289,45 2,563,26!
Cash and cash equivalents at end of peric $10,553,66 $ 9,650,14 $13,289,45
Supplemental disclosure of cash flow information
Cash paid during the period for inter $ 106,28 $ 129,40¢ $ 139,94.
Cash paid during the period for income ta $ 228,16¢ $ 270,22 —
Supplemental schedule of noncash investing and finaing activities:
Equipment purchases under capital lease obliga $ 622,53: $ 902,48t $ 760,69
Contingent liability converted to common stock irmed in connection with acquisitic — $ 567,72

The accompanying notes are an integral part okteegements.
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For the year ended December 31,

200t

2004 2003
Acquired business and asse
Accounts receivable —
$ 360,14« —
Other assets —
14,58¢ —
Property and equipment —
132,72( —
Intangible assets and goodwill —
2,184,42; 855,58!
Net current liabilities assume —
(567,016 —
Deferred income taxes —
(63,569 (244,400
Common stock issued —
(847,87Y (338,17)
Cash paid for acquired business and assets, rashfacquired of $0 in 2005, $196,739 in 2004 a —
$0 in 2002 $ $1,213,41. $ 273,01

The accompanying notes are an integral part oktetements.
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BIO-IMAGING TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Accounting Policies
Description of Business

Bio-Imaging Technologies, Inc. and Subsidiariesig“Bnaging” or the “Company”) is a pharmaceuticahtract services organization,
operating in two business segments, the pharmaeésgrvices division and the CapMed division. pharmaceutical services division
provides services that support the product devedopiprocess of the pharmaceutical, biotechnologlynaedical device industries. The
Company specializes in assisting its clients indésign and management of the mediasging component of clinical trials for all modas
which consist of computerized tomography (“CT”),gnatic resonance imaging (“MRI"), x-rays, dual epex-ray absorptiometry
(“DEXAM), positron emission tomography (“PET"), gjte photon emission computerized tomography (“SPEQjuantitative coronary
angiography (“QCA"), cardiac MRI and CT, intravakowltrasound (“IVUS"), peripheral quantitativegiagraphy (“QVA”) and ultrasound.
The Company provides services which include thegssing and analysis of medical images and theldetimg and regulatory submissior
medical images, quantitative data and text. The @2omw's CapMed division includes the Personal Helakhord (“PHR”) software and the
patent-pending Personal HealthKétechnology. The PHR is a software application #ratbles users to manage and store personal health
information, including their medical images, on tirevacy of their desktop computer, while linkingettly to sponsodirected resources su
as drug information, patient education, or disepsdelines. The Personal HealthK&plugs into a computer's USB port, allowing doctors
and patients easy access to the patient’'s medicata without the need for additional hardwareaddtvgare, and it is password protected.

Principles of Consolidation
The accompanying consolidated financial statemiectade the accounts of the Company and its whollyred subsidiaries, Oxford
Bio-Imaging Research, Inc. and Bio-Imaging Techgae Holding B.V. All intercompany transactions d@alances have been eliminated.
Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfiztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statememtsl the reported amounts of revenues and expdnseg the reporting period. Actual results
could differ from those estimates.

Fair Value of Financial Instruments

The carrying values of the Company’s financialiastents, which include cash equivalents, accowusivable, accounts payable and
other accrued expenses approximate their fair gadue to their short maturities. Based on borrowaigs currently available to the Compi
for loans with similar terms, the carrying valuecapital lease obligations approximate fair value.

Cash and Cash Equivalents

The Company maintains cash in excess of FDIC imagréimits in certain financial institutions. Th@@pany considers cash

equivalents to be highly liquid investments witmaturity at the time of purchase of three monthiess.
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The Company has a standby letter of credit whighr@pmated $166,000 at December 31, 2005 and ZIi4.letter of credit represer
an irrevocable guarantee to fulfill the office fé@s operating lease obligation.

Revenue Recognition

Service revenues are recognized over the contiaetua of the Company’s customer contracts usimgpitoportional performance
method, which is based on hours incurred as a p&ge of total estimated hours. Service revenuz§irat recognized when the Company
a signed contract from a customer which: (i) corgdixed or determinable fees; and (i) collectiépibf such fees is reasonably assured. Any
change to recognized service revenue as a resudvisions to estimated total hours are recognizete period the estimate changes.

The Company enters into contracts that contairdfixedeterminable fees. The fees in the contraetbased on the scope of work we
are contracted to perform; there are unitized fegsservice and fixed fees with a total estimatedHe contract based upon the estimated
unitized service expected to be performed, as agethe service to be delivered under the fixedéesponent of the contract. The units are
estimated based on the information provided byctreomer, and the Company bills the customer faraheinits completed in accordance
with the terms of the contract. In the event thabatract is cancelled by the client, we would bgtked to receive payment for all services
performed up to the cancellation date.

The Company’s revenue recognition policy entaimimber of estimates including an estimate of thed twours that are expected to be
incurred on a project, which is used as the basidétermining the portion of the Company’s revetaube recognized for each period. The
revenue recognized in any period might have bedaenmally affected if different assumptions or caiahis prevailed. The timing of the
Company’s recognition of revenue would be revigaldare were changes in the total estimated haih&( than scope changes in a project
which typically result in a revision to the contfladhe Company reviews its total estimated houositinly. Provisions for losses expected to
be incurred on contracts are recognized in fulhimperiod in which it is determined that a losH reisult from performance of the contractual
arrangement.

The Company also incurs direct costs at the oofsgtcustomer service arrangement prior to recgigifinal signed contract.
Accordingly, the Company defers these costs analydehe recording of any revenue until the contisaekecuted. If a customer does not
execute the contract, the Company immediately esgrethe deferred costs, offset by any deferredcgerevenue associated with these costs.

Unbilled services represent revenue recognizediwicsuant to contractual terms have not yet bdku lbo the client. In general,
amounts become billable pursuant to contractuastohes or in accordance with predetermined paysodtdules. Unbilled services are
generally billable within one year from the respexbalance sheet date. Deferred revenue is reddodeash received from clients for
services that have not yet been earned at theatdspbalance sheet date.

Allowance For Doubtful Accounts

The Company maintains allowances for doubtful ant®on a specific identification method for estiethtosses resulting from the
inability of its customers to make required payrsefftthe financial condition of its customers wévaleteriorate, resulting in an impairment
of the customers ability to make payments, additi@iowances may be required. The Company doekaw# any off-balance-sheet credit
exposure related to its customers and the tradmuats receivable does not bear interest.
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December 31,

2005 2004
Billed trade accounts receivak $5,030,64: $3,718,46!
Unbilled trade accounts receival 1,600,15! 4,252,84!
Employee receivable 3,97¢ 593
Total receivable $6,634,77. $7,971,90:
Allowance Rollforward

Balance at January 1, 20 $ 26,82

Additions 1,56¢

Write offs (net of recoveries (14,217

Balance at December 31, 2C 14,167

Additions 10,15¢

Write offs (net of recoveries (21,027

Balance at December 31, 2C $ 3,29

Property and Equipment

Property and equipment is recorded at historical and depreciated over the estimated useful b¥ése respective assets.
Amortization of leasehold improvements is providedover the lesser of the related lease termhewuseful lives of the related assets. The
cost and related accumulated depreciation of afdtglepreciated, sold, retired or otherwise dispd of are removed from the respective
accounts and any resulting gains or losses aradadlin the statements of income.

Management annually evaluates the net realizalile \af long-lived assets, including property andipment, relying on a number of
factors including operating results, business plansnomic projections and anticipated future dksis. If these factors indicate that the
carrying value of a long lived asset exceeds theaadizable value, the Company will record an impant and reduce the carrying value of
the asset to the net realizable value.

Capitalized Software Development

The Company capitalizes development costs for @vaoé project once the preliminary project stageoisipleted, management comn
to funding the project and it is probable that pheject will be completed and the software willused to perform the function intended. The
Company ceases capitalization at such time asaimpater software project is substantially compéeid ready for its intended use. The
determination that a software project is eligitne ¢apitalization and the ongoing assessment aivezability of capitalized software
development costs require considerable judgmemdiyagement with respect to certain external faétatading, but not limited to,
anticipated future revenue, estimated economialifé changes in software and hardware technolofiiesCompany capitalized software
development costs of $849,044 and $611,613 foy¢lae ended December 31, 2005, and 2004 respectimigrtization expense related to
capitalized computer software costs amounted td #5B, $196,257 and $39,989 at December 31, 2@IBL, 2nd 2003 respectively.
Capitalized software development costs are included component of property and equipment.

Income Taxes

The Company accounts for income taxes under thagioas of SFAS No. 109, “Accounting for Income Eax’ which utilizes the
liability method. Deferred taxes are determinecedasn the estimated future tax
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effects of differences between the financial staehand tax bases of assets and liabilities aentlyrenacted tax laws and rates. A valuation
allowance is provided against the carrying valudeferred tax assets when management believesitris likely than not that the deferred
tax assets will not be realized. The Company reizegrcontingent liabilities for any tax related egpres when those exposures are both
probable and estimable.
Comprehensive | ncome
Total comprehensive income represents net incooeetpke change in the cumulative translation adjestmfor the periods presented.

Foreign Currency Trandation
The United States Dollar is the functional currefamythe Company’s foreign subsidiaries.

Earnings Per Share

SFAS No. 128 “Earnings per Share” requires theguriegion of basic earnings per share and dilutediregs per share. Basic earnings
per common share are calculated by dividing thenoetme available to Common Stockholders by theghteid average number of shares of
Common Stock outstanding during the period. Dilitachings per common share is calculated by digidiet income by the weighted
average number of shares of Common Stock outstgnddjusted for the effect of potentially dilutisecurities using the treasury stock
method.

The computation of basic earnings per common siradediluted earnings per common share is as follows

For the year ended December 31,

2005 2004 2003
Net (loss) incom« basic $(2,545,37) $ 948,91. $ 2,337,85:
Interest expense on convertible n — 27,33¢ 37,454
Net (loss) incom« diluted (2,545,37) 976,24¢ 2,375,30
Denominator basic:

Weighted average number of common sh 11,114,48 10,812,18 9,275,75:
Basic (loss) earnings per common st $ (0.29) $ 0.0¢ $ 0.2%
Denominator- diluted:

Weighted average number of common sh 11,114,48 10,812,18 9,275,75.
Common share equivalents of outstanding stock ng — 1,284,89. 1,429,14
Common share equivalents related to the convenpitdeissory noti — 131,66 144,07¢
Weighted average number of dilutive common equiviaddare: 11,114,48 12,228,74 10,848,97
Diluted (loss) earnings per common sh $ (0.29) $ 0.0¢ $ 0.22

As of December 31, 2005 and 2004, options to pweiia360,358 and O shares, respectively, of thepdogis Common Stock have
been excluded from the calculation of diluted eageiper common share as they were antidilutive.
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At December 31, 2005, the Company has one stookdbamployee compensation plan, which is describekbtail in Note 6. The
Company accounts for this plan under the recogndiod measurement principles of APB Opinion No.“Ascounting for Stock Issued to
Employees and related Interpretations”. No stock-based ermgdayompensation cost is reflected in net incomallaptions granted under
this plan had an exercise price equal to the masiee of the underlying Common Stock on the dagrant. However, the Company has
recorded stock-based compensation expense foictedtshares granted to a Company executive. Tilewiag table illustrates the effect on
net income and earnings per share if the Compadyppglied the fair value recognition provisiond=#{SB Statement No. 123, “Accounting
for Stock-Based Compensatiopds amended by FASB Statement No. 148 “Accountin@fock-Based Compensation — Transition and
Disclosure,” to account for stock-based employeapensation.

For the year ended December 31,

2005 2004 2003
Net (loss) income, as report $(2,545,37)  $948,91. $2,337,85.
Add: Stock-based employee compensation expensgdiedlin reported net (loss) income, net
of related tax effect 68¢ 8,22 15,76(
Deduct: Total stock-based employee compensatioaresgodetermined under fair value ba
method for all awards, net of related tax efft (421,40) (744,09) (804,08¢)
Pro forma net (loss) incon $(2,966,09) $ 213,04 $1,549,52
(Loss) Earnings per shal
Basic- as reportel $ (029 $ 0.0¢ $ 0.2¢
Basic- pro forma $ 027y $ 0.02 $ 0.17
Diluted - as reportet $ (023 $ 0.0¢ $ 0.2z
Diluted - pro forma $ 0.2y $ 0.0Z $ 0.14

The weighted average fair value of options grafbedhe years ended December 31, 2005, 2004 angl 286 $1.06, $3.40 and $2.91,
respectively. The fair value of each option grangeeistimated on the date of grant using the Bicheles option pricing model with the
following weighted average assumptions:

2005 2004 2003
Risk-free interest rat 3.85% 3.5(% 3.01%
Expected dividend yiel 0.0(% 0.0(% 0.0(%
Expected volatility 56.0(% 67.0(% 105.0%
Expected life in year 4.0C 4.0C 6.0C

Reclassifications
The Company has reclassified certain 2003 finarsté&ement amounts to conform to the 2004 finarst&bement presentation.

Derivatives

The Company uses derivative financial instrumemt®tiuce the risk caused by interest rate fluainatiThe derivative instruments are
not held for trading purposes. Derivatives are anted for in accordance with FAS No. 133, “Accouagtfor Derivative Instruments and
Hedging Activities.” The Company recognizes
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derivative instruments as either assets or liadsliin the balance sheet and measures them aafai. If designated as a cash flow hedge, the
corresponding changes in fair value are recordetiickholders equity (as a component of comprekienscome/expense).

Recently | ssued Accounting Statements

In December 2004, the Financial Accounting Stansl@&alard (“FASB”) issued FASB Statement No. 123(RAS 123(R)"), Share-
Based Paymer. FAS 123(R) revises FASB Statement No. 123 (“FA&S"), Accounting for Stock-Based Compensatidfso, FAS 123(R)
supersedes Accounting Principles Board (“APB”) GminNo. 25,Accounting for Stock Issued to Employeasd amends FASB Statement
No. 95,Statement of Cash Flows$n April 2005, the Securities and Exchange Corsiois extended the effectiveness deadline. For publi
companies, FAS 123(R) is now effective for annwalqrs beginning after June 15, 2005.

FAS 123(R) requires companies to expense the &hirevof employee stock options and other formdafksbased compensation.
Specifically, FAS 123(R) requires companies taig fair value to measure stogised compensation awards and (ii) cease usingttiresic
value method of accounting under APB 25 that resgllh no expense for many awards of stock optionsvhich the exercise price of the
option equaled the price of the underlying stocthatgrant date. In addition, FAS 123(R) retairesrtiodified grant date model from FAS 123
in that compensation cost is measured at the gatetfair value of the award and adjusted to refietual forfeitures and the outcome of
certain conditions. The fair value of an awardas re-measured after its initial estimation on ghant date, except in certain cases. FAS 123
(R)’s transition provisions provide a number okafiatives to address implementation issues amttease the comparability of
compensation cost.

The Company expects to adopt the “Modified Prospecdipplication” (“MPA") method, without restatement of prior interim pesiagh
January 1, 2006. Under the MPA method without testant approach, the Company would recognize cosgtiem cost for (1) awards that
were granted or modified after the fiscal year bagig after December 15, 1994, (2) any portionvedials that have not vested by January 1,
2006, and (3) any outstanding liability awards. @emsation cost for the portion of awards for whtoh requisite service has not been
rendered that are outstanding at January 1, 20&emecognized using the measurement data dridwton method used in the Company’s
FAS 123 pro forma disclosures as those serviceseasived after January 1, 2006.

FAS 123(R) also requires that the benefits assettiaith the tax deductions in excess of recognizedpensation cost be reported as a
financing cash flow, rather than as an operatirgip ¢®w as required under current literature. Thiguirement will reduce net operating cash
flows and increase net financing cash flows inqugiafter the effective date. These future amoeantigot be estimated because they depend
on when the employees exercise stock options, arotrey things.

On November 9, 2005, the Compensation CommitteinBoard of Directors recommended, and the Compadwyard of Directors
approved, the acceleration of vesting of all outhef-money unvested options to purchase sharesnmion stock of the Company with an
exercise price greater than $7.00 held by curnemi@yees and executive officers of the Company ésxetuding any options granted to
members of the Company’s Board of Directors). Thigsteons were previously awarded to employees @Gbmpany on February 4, 2004,
pursuant to the 2002 Stock Incentive Plan, and evetill have been unvested at January 1, 2006 0@pto purchase 107,691 shares of
common stock are subject to this acceleration.eMeecise price per share for these options wa3$While the closing price per share on
November 9, 2005 was $2.Z
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The following table summarizes the options subjeetcceleration:

Aggregate Number of
Shares Issuable Unde

Exercise Price
Accelerated Options Per Share Date of Grant
Employees as a group (other than executive offjc 69,72: $ 7.0¢ February 4, 200.
Executive officers as a grot 37,96¢ $ 7.0¢ February 4, 200

The acceleration of vesting of these out-of-the eyooptions is being undertaken primarily to eliniéany future compensation
expense the Company would otherwise recognize im@iome statement with respect to these optiotistive implementation of the Financ
Accounting Standard Board (FASB) statement “Shaasefl Payment” (FAS 123R) effective for the Compamyanuary 1, 2006. We
estimate this compensation expense, before taddwmuapproximately $402,763 in aggregate futupgeaeses based on value calculations
using the Black-Scholes methodology.

The Company has undergone a study of its stockdbem@pensation plans in anticipation of the adeptibFAS 123(R) and recent
changes in tax laws with regard to deferred comgit@ans. Currently, the Company does not anticipatBange in its current compensation
strategy or structure, but continue to look for &y compensate individuals via avenues that alignnterests of individuals with the
interests of shareholders through ownership of @mstock.

In December 2004, the FASB issued FASB Staff RosiNo. FAS 109-2 (“FAS 109-2"Accounting and Disclosure Guidance for the
Foreign Earnings Repatriation Provision within tAenerican Jobs Creation Act of 20. The AJCA introduces a limited time 85% dividends
received deduction on the repatriation of certaieifyn earnings to a U.S. taxpayer (repatriatimvigion), provided certain criteria are met.
FAS 109-2 provides accounting and disclosure gueddar the repatriation provision. Bio-Imaging dowd expect the adoption of this new
tax provision to have a material impact on its otidated financial statements.

In December 2004, the FASB issued SFAS StatementBR)Exchanges of Non-monetary Assetdie Statement is an amendment of
APB Opinion No. 29 to eliminate the exception fonrmonetary exchanges of similar productive assatisreplaces it with a general
exception for exchanges on non-monetary assetslthadt have commercial substance. The effectite iddor exchanges occurring in fiscal
periods beginning after June 15, 2005. Bio-Imadjalieves that the adoption of this standard willhao material impact on its consolidated
financial statements.

2. Acquisitions

On October 1, 2001, the Company acquired effectordrol of the Intelligent Imagin business unit (“Intelligent Imaging”) of
Quintiles, Inc., a North Carolina corporation (“@tiies”), and a wholly-owned subsidiary of Quingil€ransnational Corporation (the
“Intelligent Imaging Acquisition”). The Intelligeritmaging Acquisition closed on October 25, 2001e TTompany acquired the Intelligent
Imaging business of Quintiles, Inc. to expand iedival image management services for pharmaceutioaal trials. The negotiations
between the Company and Quintiles were conducteaharms-length basis. As a result of the acqaisithe Company acquired certain
tangible property, contracts, leases, intellegwaperty and permits. Prior to the acquisitiongliigent Imaging competed with the Company
in providing digital medical imaging services fdingal trials in the health care industry.

The assets acquired primarily included Intelliglemaging’s accounts receivable and equipment. Irsickemation for the assets
purchased, the Company issued an uncollaterizédydinated convertible
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promissory note, dated as of October 25, 200herptincipal amount of $1,000,000 (the “Note”). Tiete bore interest at the rate in effect
on the business day immediately prior to the daterbich payments are due under the Note equaktdinee-Month London Interbank
Offering Rate (the “LIBOR Rate”) as published fréime to time in the Wall Street Journal plus 3%mpounded annually based on a 365-
day year.

The Company was obligated to pay quarterly paymeinsincipal of $41,667 under the Note, plus aecrinterest thereon, and one
payment of principal of $500,000 on November 1,£0fhless the Note was previously converted inbcoGbmpany’s common stock,
$0.00025 par value per share (the “Common Sto@t)November 1, 2004, the final payment on the @amiNote was made. This payment
was comprised of the remaining principal balanc$f1,663 and interest of $7,045.

On November 20, 2003, the Company acquired th#entaal property of CapMed Corporation (“CapMedfjcluding the Personal
Health Record (“PHR”) software and the patent-ppgdiersonal HealthKe¥technology. The PHR is a software application dratbles
users to manage and store personal health infamaticluding their medical images, on the privatyheir desktop computer, while linking
directly to sponsor-directed resources such as idifagmation, patient education, or disease gumdsi The Personal HealthK&plugs into ¢
computer’s USB port, allowing doctors and patiexdsy access to the patient's medical record witthmubeed for additional hardware or
software, and it is password protected. The netjotis between the Company and CapMed were condoctes arms-length basis. In
connection with the acquisition, the Company pajdragate consideration of $550,000, consisting2dfl$828 in cash paid directly to
CapMed’s creditors and $338,171 of Common Stockchvamounted to a total of 51,724 shares, of whizf361 were issued to CapMed and
11,363 were issued to an escrow agent pursuahettetms of the acquisition. The Company also ietbiacquisition costs of $61,186.
Differences between the book and tax basis of $8eta acquired from CapMed have been reflectedlafeared tax liability and allocated to
the acquired assets in the amount of $244,400a%$kets acquired have been classified as a longateset.

On December 10, 2004, the Company acquired 1008teaftock of Heart Core B.V. (“Heart Cored)privately held company locatec
Leiden, the Netherlands. Heart Core is a globaligdey of centralized imaging analysis serviceshia field of cardiovascular, pulmonary and
orthopedic clinical research. In connection with Hheart Core acquisition, the Company paid totakaeration of $2,258,025, consisting of
$1,410,150 and 175,853 shares of the Company’s aonstock. $1,269,135 and 158,268 shares of comimook were issued directly to the
sellers, and $141,015 and 17,585 shares of comtnok were issued to an escrow agent pursuant ttethes of the acquisition. The escrow
is being held as security for the payment of arlynomvn claims and will be released in December 20Gie. Company also incurred
acquisition costs of $275,319.

The following unaudited consolidated pro forma imnfation has been prepared assuming Heart Coresgasr@d as of January 1, 20(
with pro forma adjustments for interest expenseinodme taxes. The pro forma information is preseribr informational purposes only and
is not indicative of what would have occurred i tHeart Core acquisition had been made on Jany&g0B. In addition, this pro forma
information is not intended to be a projectionutiffe operating results.

For the year ended December 31,

2005 2004 2003

Total revenue $30,485,64 $30,715,87 $26,364,98
Net (loss) incom $(2,545,37) $ 1,051,51 $ 2,455,31.
Basic (loss) earnings per shi $ (0.29) $ 0.1¢ $ 0.2¢
Diluted (loss) earnings per shz $ (0.29) $ 0.0¢ $ 0.2%
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3. Property and Equipment
Property and equipment, at cost, consists of thewng:

December 31,

Estimated
2005 2004 Useful Life
Equipment $ 4,772,55 $ 4,529,64 5 year.
Equipment under capital leas 4,332,48 3,709,95! 5 year
Furniture and fixture 710,43: 606,01¢ 7 year:
Leasehold improvemen 557,93¢ 406,47¢ 5 year
Computer software cos 2,600,95. 1,751,91. 5 year:
12,974,37 11,004,00.
Less: Accumulated depreciation and amortiza (7,865,67) (5,902,43)
Property and equipment, r $ 5,108,69. $ 5,101,56!

Accumulated depreciation related to equipment aeduiinder capital leases amounted to $2,389,0767%,58, and $1,124,000 at
December 31, 2005, 2004 and 2003, respectivelyumatated amortization related to capitalized corapabftware costs amounted to
$547,704, $236,246, and $39,989 at December 35, 2004 and 2003, respectively. Depreciation expémsthe year ended December 31,
2005, 2004 and 2003 were $1,963,242, $1,552,0@D$4929,000, respectively.

4. Acquired Intangible Assets
Included in other assets, the following is the aeglintangible assets:

December 31, Estimated
Useful
2005 2004 Life
Amortized intangible assel
Technology $ 406,50: $ 406,50: 5 year
Trademarks 372,13( 372,13( 5 year
Customer backlo 165,90( 165,90( 3 year
Non-competition agreeme 175,19( 175,19( 3 year
Non-competition agreeme! 76,95 76,95: 2 year
1,196,67! 1,196,67
Accumulated amortizatio (550,33() (217,990
$ 646,34 $ 978,68!
Unamortized intangible asse
Goodwill $1,872,46 $1,926,34

The Company has evaluated the intangible assethandetermined that there is no impairment o¥/ttiees at December 31, 2005.
Amortization expense for the year ended Decembg@15, 2004 and 2003 were $332,343, $201,802 46 84, respectively.
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Future amortization of the intangible assets iBHsws:

Year Ending
December 31

2005

2006 $ 292,61«
2007 210,98:
2008 142,74¢
2009 —
2010 —
Thereaftel —
$ 646,34¢

5. Accrued Expenses
Accrued expenses and other current liabilitiesetdinber 31, 2005 and 2004 consist of the following:

December 31,
2005 2004
Accrued compensatic $1,538,19: $ 343,92°
Accrued consulting fee 63,02t 521,23
Accrued income taxe 125,21 292,08:
Accrued othe 300,18: 701,77¢

$2,026,61. $1,859,02.

6. Capital Lease Obligations

Capital lease obligations consist of equipmentdeddigations at December 31, 2005. The equipnezrsd obligations are payable in
monthly installments ranging from $400 to $24,96¢|uding interest at rates ranging from 5.35% .64, through August 2008, and are
collateralized by the related equipment.

On May 17, 2005, the Company renewed and amenslegieement with Wachovia Bank, National Assoamatithe renewed and
amended agreement is for an unsecured committeafinredit of $5,000,000. Interest is payabléhatltiBOR Market Index Rate plus 2.0%.
The agreement requires the Company, among othregghio maintain certain financial covenants. Thenany must at all times maintain
liquid assets of not less than $5,000,000 and miaiin effective tangible net worth of not lesst$d 1,000,000. In addition, the Company
can not incur indebtedness in excess of $3,00000@0anyone other than Wachovia without their cotis&he committed line of credit
matures June 30, 2006 and may be renewed on aaldrasis. At December 31, 2005, the Company hasbnmwings under the committed
line of credit, and are compliant with the finad@avenants.

On June 23, 2004, the Company entered into a $83%&leleaseback transaction whereby the Company soldeased back comput
equipment and furniture. The resulting lease iadpeiccounted for as a capital lease. There wasimoog loss recorded on the sale. The lease
term is 3 years with an interest rate of 5.35%.

On September 29, 2004, the Company entered in832,%$36 sale-leaseback transaction whereby the Goymngold and leased back
computer equipment and furniture. The resultingdeia being accounted for as a

45



Table of Contents

BIO-IMAGING TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

capital lease. There was a gain recorded on tledars@the amount of $20,964 which is being defeoeer the life of the lease. The lease term
is for 3 years with an interest rate of 5.87%.

On December 31, 2004, the Company entered int36,384 sale-leaseback transaction whereby the Quoyrgzdd and leased back
computer equipment and furniture. The resultingdeia being accounted for as a capital lease. Wwasea gain recorded on the sale in the
amount of $13,054 which is being deferred overlifeeof the lease. The lease term is for 3 yeath an interest rate of 6.44%.

On May 27, 2005, the Company entered into a $5@6s@feleaseback transaction whereby the Company soldeaséd back comput
equipment, software, and furniture. The resultegsk is being accounted for as a capital leasee Tvees a gain recorded on the sale in the
amount of $16,518 which is being deferred overlifeeof the lease. The lease term is for 3 yeath an interest rate of 6.10%

On August 17, 2005, the Company entered into a $685ransaction whereby the Company leased medigment. The resulting
lease is being accounted for as a capital leaseléHse term is for 3 years with an interest raie%0%

The following is a schedule, by year, of the futtm@imum payments under capital leases, togethtr the present value of the net
minimum payments as of December 31, 2005:

2006 936,21
2007 474,32
2008 98,76!
2009 —

2010 and thereaftt —

Total minimum capital lease payme! 1,509,30!
Less amount representing inter (83,549
Total present value of minimum payme 1,425,76
Less current portion of such obligatic (874,26
Long-term capital lease obligatiol 551,49:

7. Stock Options

In the first quarter of 2002, the Company’s Boaf@®wectors and stockholders approved the adoptfdhe 2002 Bio-Imaging
Technologies, Inc. Stock Option Plan and authorthedssuance of 950,000 shares of the Companyisn@m Stock under the plan. In May
2005, the Company’s Board of Directors and stoattéid approved an amendment to the 2002 Bio-Imabgatpnologies, Inc. Stock Option
Plan and authorized the issuance of an additios@j0D0 shares of the Company’s Common Stock uieeplan.

Each option is exercisable into one share of Com8tonk. Options granted pursuant to the plan maguadified incentive stock
options, as defined in the Internal Revenue Codapnqualified options. The exercise price of dfiedi incentive stock options may not be
less than the fair market value of the Company’si@on Stock at the date of grant. The term of stmtksoptions granted under the plan
shall not exceed ten years and the vesting schedlslech stock option grants varies from immediegsting on date of grant to vesting over a
period of up to five years.
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The following table summarizes the transactionspant to the Company’s stock option plan for tharysnded December 31, 2005,
2004 and 2003:

Weighted Average

Number of
Options Exercise Price
Options outstanding at December 31, 2 1,743,20 $ 0.91
Options grante: 380,00( 3.5€
Options exercise (280,55 0.9¢
Options cancelle (34,725 1.57
Options outstanding at December 31, 2 1,807,92 1.41
Options grante: 296,10( 6.44
Options exercise (140,98¢) 0.92
Options cancelle (19,289 1.9z
Options outstanding at December 31, 2 1,943,75! 2.21
Options grante: 60,00( 4.0C
Options exercise (110,41) 0.84
Options cancelle (62,037) 2.2¢
Options outstanding at December 31, 2 1,831,30: $ 2.34

1,753,558, 1,613,000 and 1,543,000 options arecsadrie at December 31, 2005, 2004 and 2003, régplec at a weighted average
exercise price of $2.30, $1.51 and $1.22, respelgtiv

At December 31, 2005, by range of exercise pritesnumber of shares represented by outstandingnspwith their weighted average
exercise price and weighted average remaining aoctial life, in years, and the number of sharesessmted by exercisable options with tl
weighted average exercise price are as follows:

Options Outstanding Options Exercisable
Weighted

Number Average Weighted Weighted

Range of : Remaining Average Average

Exercise Outstanding Contractual Exercise Number Exercise

Prices Life Price Exercisable Price

$0.6:-$0.88 691,38: 3.65 year $ 0.7C 687,38: $ 0.7C
$1.0(-$1.16 234,75( 5.94 year $ 1.11 234,75( $ 1.11
$1.25-$1.31 233,51° 2.48 year $ 1.27 233,51° $ 1.27
$1.85-$2.80 100,70¢ 7.10 year $ 2.7¢ 71,87¢ $ 2.8C
$3.05-$5.10 377,50( 7.87 year $ 4.2¢ 333,33¢ $ 4.31
$7.03 193,45( 8.12 year $ 7.0 192,70( $ 7.0
$0.63-$7.03 1,831,30: 5.33 year $ 2.34 1,753,55! $ 2.3C

8. Equity
On September 15, 2003, the Company consummatddadepplacement of 1,762,000 shares of its comnmekgo certain institutional
investors at a purchase price of $6.125 per sf@aren aggregate investment of $10,792,250.

On November 20, 2003, the Company acquired th#entaal property of privately held CapMed, inclodithe Personal Health Record
(“PHR") software and the patent-pending Personallti&ey ™ technology. The Company issued 51,724 shares dtingpany’s common
stock to the CapMed owners with a market value6o$4 at the time of issuance.
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On December 10, 2004, the Company acquired 1008teastock of Heart Core. In connection with the fl€pore acquisition, the
Company issued 158,268 shares of common stocktigiteche sellers and 17,585 shares of commorksiare issued to an escrow agent
pursuant to the terms of the acquisition. The markkie of the Company’s common stock was $4.8Beatime of issuance.

9. Commitments
The Company has entered into non-cancelable opgrigtises for office facilities which expire throudune 2010.

Future minimum aggregate rental payments on thearwelable portion of the lease are as follows:

Year Ending
December 31
2005

2006 $1,398,27!
2007 1,425,46.
2008 1,361,83!
2009 1,207,38!
2010 612,08:
Thereatftel —

$6,005,02!

Rent expense charged to operations for the yeadeDdcember 31, 2005, 2004 and 2003 was $1,590$15364,000 and $1,238,000,
respectively.

On March 1, 2006, the Company entered into an eynpdmit agreement with its President and Chief Exee@fficer that expires on
February 28, 2009. This agreement amended andeéddte prior agreement that originally expiredutay 31, 2007. In addition, the
Company has an employment agreement with its Ginefncial Officer that expires February 5, 2007e Biggregate amount due from
January 1, 2006 through the expiration under thgseements was $1,176,317. At December 31, 208%;¢impany has recorded deferred
compensation of $70,587, which will be paid in &tdo its President and Chief Executive Officerquant to his employment agreement.
Pursuant to his prior employment agreement thated@anuary 31, 2005, the Company issued 30,3@0ated shares of Common Stock to
the President and Chief Executive Officer on Jan3ar 2005.

10. Employee Benefit Plan

The Company sponsors the Bio-Imaging Technologies,Employees’ Savings Plan (the “401(k) Plan"§ledined contribution plan
with a cash or deferred arrangement. Under thest@fithe 401(k) Plan, eligible employees may eieceduce their annual compensation up
to the annual limit prescribed by the Internal Rawe Service. The Company may make discretionarghirag contributions in cash, subject
to plan limits. The Company made contributions 48962, $40,942 and $43,091 for the year endedrbleee31, 2005, 2004 and 2003,

respectively.

11. Major Customers

During fiscal 2005, there were no clients that aeted for 10% or more of our service revenues. Rages from one client, Novartis
Pharmaceuticals Corp., encompassing 18 distingégisy amounted to 10% of service
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revenues for the year ended December 31, 2004tidw customers accounted for more than 10% of @erevenues in fiscal year 2004.

One customer accounted for 12% of accounts recleiatbecember 31, 2005 and two customers accodot&b% of accounts
receivable at December 31, 2004. No other custoamEsunted for more than 10% of accounts receivable

12. Income Taxes
The income tax (benefit) provision consists of fibléowing:

For the year ended December 31,

2005 2004 2003
Current:

Federal $ 50,41 $ 1845 $ 23,90¢
State and loce 9,86: 135,93 58,31¢
Foreign 50,92« 139,39 66,47¢
$ 111,20( $293,78t $ 148,70:

Deferred:
Federal (1,373,79) 344,08. (55,24¢)
State and loce (443,249 20,56¢ 94,91
Foreign — — 670,66.
Change in valuation allowan: — — (1,129,29)
(1,817,04) 364,64t (418,969
Income tax (benefit) provisia $(1,705,84) $658,43: $ (270,26

The Company'’s reconciliation of the expected fedgravision (benefit) rate to the effective incotag rate is as follows:

For the year ended

December 31,

2005 2004
Tax provision at statutory ra (34.0% 34.(%
State and local income taxes, net of federal be (6.9% 6.4%
Permanent difference 0.4% 2.C%
Foreign rate differenc (0.9% —
Other 0.7% (1.7%
Effective income tax rat (40.1% 40.7%
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The components of net deferred tax assets (lisds)iconsist of the following:

For the year ended

December 31,
2005 2004
Deferred tax asset
Accrued expense $ 29,31¢ $ 119,48:
Allowance for doubtful accoun 1,33¢ 5,751
AMT credit 12,84" 40,60+
Deferred revenu 998,90! 212,43¢
Federal net operating loss carryforwa 2,353,00 1,470,48!
Restricted stoc 16,68t¢ —
Total deferred tax asse 3,412,10. 1,848,76.
Deferred tax liabilities
Excess of tax over book depreciat (514,099 (709,500
Amortization of acquisition cos (7,58€) (221,08()
Prepaid expenst (331,030) (256,249
Total deferred tax liabilitie (852,71 (1,186,82)
Net deferred tax asse $2,559,38! $ 661,94(

The Company records a valuation allowance to redaaeferred tax assets to an amount that is ifilaly than not to be realized. In
assessing the need for the valuation allowanceCtmpany considers future taxable income and onggpiudent and feasible tax planning
strategies. In the event that the Company wastermée that, in the future, they would be ablegalize the deferred tax assets in excess of
its net recorded amount, an adjustment to the defdéax asset would be made, thereby increasinmo@me in the period such determination
was made. Likewise, should the Company determiatitlis more likely than not that it will be unafto realize all or part of the net deferred
tax asset in the future, an adjustment to the deleax asset would be charged, thereby decreasinigcome in the period such
determination was made.

The Company has accumulated tax losses, whichdedillowable deductions related to exercised engg@@fock options, generating
federal and state net operating loss (NOL) creatityéorwards of $7.4 million as of December 31, 2@®d $4.5 million as of December 31,
2004. These losses will expire, if unused, in tharg 2009 through 2022. Under limitations imposgthkernal Revenue Code Section 382,
certain potential changes in ownership of the Camgpavhich may be outside the Company’s knowledgeonitrol, may restrict future
utilization of these carryforwards. Due to such evahip changes that have occurred in prior yelesCompany has estimated that $1.1
million of the current federal net operating los# likely expire unused due to Internal Revenual€&ection 382 limitations. The current
long-term deferred tax assets are comprised difbk carryforwards with a tax effected value of 83307 as of December 31, 2005.
Generally accepted accounting principles requiat tthe Company establish a valuation allowanceufigrportion of its deferred tax assets for
which management believes it is more likely thahthe Company will be unable to utilize the aseeatftset future taxes. The Company will
continue to evaluate the potential use of its detbtax assets and the need for a valuation allogvag considering future taxable income and
on-going prudent and feasible tax planning strategbubsequent revisions to the estimated readizathlie of the deferred tax assets could
cause the provision for income taxes to vary sigaiftly from period to period, although the cashpgayments would remain unaffected until
the NOL credit carryforward is fully utilized or 8&xpired. At December 31, 2005, Management hasrdeted that there is sufficient future
taxable income to more likely than not utilize tirdimited net operating loss carryforward at Decenti, 2005.
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The Company recognizes contingent liabilities foy tax related exposures when those exposuresothigplobable and estimable.

Differences between the book and tax basis of $8eta acquired from Heart Core and CapMed havereflented as a deferred tax
liability and allocated to the acquired assethimamount of $63,569 and $244,400, respectively.

The tax benefit of the stock option deductions haeen recorded to additional paid in capital indheount of $80,000 and $164,807 for
the year ended December 31, 2005 and 2004, resplgcti

The Company has not provided for U.S. federal ine@md foreign withholding taxes on approximatelyl$illion of undistributed
earnings from its non-U.S. operations as of Decer@bhe2005 because such earnings are intendedrirhested indefinitely outside of the
United States.

The Company, in the normal course of conductingn®ss, maintains certain tax positions that maguigect to review by the Internal
Revenue Service. The Company has not recordedariyngent liabilities for these tax exposures at@maber 31, 2005 and 2004, since they
are not believed to be probable of occurring.

13. Derivatives

All derivatives are recognized in our ConsolidaBtdtement of Operations and in other comprehemsomme on the Balance Sheet at
fair value and are reported in prepaid expensesotrat current assets on the Balance Sheet. Tifgt@lhedge accounting in accordance
with SFAS No. 133, “Accounting for Derivative Instnents and Hedging Activities,” as amended by SRN&S138, “Accounting for Certain
Derivative Instruments and Certain Hedging Actesti’ (SFAS No. 133), we require that the instrurseme effective in reducing the risk
exposure that they are designated to hedge. Routinents that are associated with the hedge offtask, hedge effectiveness criteria also
require that it be probable that the underlyinggeection will occur. Instruments that meet estalklisaccounting criteria are formally
designated as hedges at the inception of the ainirhese criteria demonstrate that the derivasivexpected to be highly effective at
offsetting changes in fair value or cash flowstaf tinderlying exposure both at inception of thegiregirelationship and on an ongoing basis.
The assessment for effectiveness is formally doctieaeat hedge inception and reviewed at least ejiyathroughout the designated hedge
period.

In accordance with our current foreign exchange risk management policy, during the twelve momthded December 31, 2005, we
purchased nineteen monthly Euro call options imatim@unt of 250,000 Euros each and one 200,000 ¢aliroption for anticipated additional
costs in May, 2006, with the first expiration oyJ27, 2005 and the last expiration on Decembe2B06 with a strike price ranging from
$1.26 to $1.27 to hedge against the exposure tabibiy in our cash flows due to the Euro denonméthcosts for our Netherlands subsidiary.
We paid a total premium of $118,032 for the optiand at December 31, 2005 have recorded an Acctedu@@ther Comprehensive Loss of
$61,578 in the stockholderstuity section of the Balance Sheet due to chaimgise value of this derivative. During the twelv®nths ende
December 31, 2005, we recognized a loss in our @iolaged Statement of Operations of $29,100.

Upon expiration or ineffectiveness of the derivatiwe will record a gain or loss from the derivatthat is deferred in stockholders’
equity to cost of revenues and general and admatiis® expenses in the Consolidated Statement efddipns based on the nature of the
underlying cash flow hedged.
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14. Foreign Operations
Foreign customers accounted for 24% and 10% ofcerevenues for the year ended December 31, 2002@04, respectively.

15. Business Segments

FASB Statement No. 131, “Disclosures about Segnrdas Enterprise and Related Informatiomefjuires companies to provide cert
information about their operating segments. In Noler 2003, the Company acquired the intellectugp@rty of CapMed Corporation.
Accordingly, the Company now has two reportablarsegts: pharmaceutical contract services and thé/@dmlivision. The pharmaceutical
contract service segment provides services thatstithe product development process of the phagntaal, biotechnology and medical
device industries. The CapMed segment offers avanft application that enables users to managetaralgersonal health information,
including their medical images, on the privacytit desktop computer, while linking directly toosisor-directed resources such as drug
information, patient education, or disease guidslinThe operating segments are managed separatelyde each offers different services
applications to different markets. Management eatalsi the performance of each segment based upaatiogesarnings or losses before
interest and income taxes.

Summarized financial information concerning the @amy’s reportable segments is shown in the followable:

Pharmaceutica

Contract CapMed Consolidated
Services Division Total
Fiscal 2005
Total revenue $30,125,89 $ 359,74 $30,485,64
Total cost and expens $33,352,57 $ 1,467,59! $34,820,17
Income (loss) from operatiol $(3,226,68)  $(1,107,85)  $(4,334,53)
Total assets at December 31, 2! $27,605,71 $1,185,22. $28,790,93
Fiscal 2004
Total revenue $29,579,64 $ 111,13( $29,690,77
Total cost and expens $27,145,79 $ 940,50( $28,086,29
Income (loss) from operatiol $ 2,433,85: $ (829,37() $ 1,604,48
Total assets at December 31, 2I $27,377,77. $ 996,04( $28,373,81
Fiscal 2003
Total revenue $25,210,70 — $25,210,70
Total cost and expens $23,012,46 — $23,012,46
Income from operatior $ 2,198,24. — $ 2,198,24.
Total assets at December 31, 2| $25,051,02 $ 855,58! $25,906,61

The Company maintains offices in Newtown, Pennsyitvand Leiden, the Netherlands. Total assetsdddatNewtown, Pennsylvania
were $27,643,632 and $26,774,968 at December 85, &0d 2004, respectively. Net fixed assets locatéeiden, the Netherlands were
$725,716 and $764,341 at December 31, 2005 and 2&&dectively.

16. Related Party Transactions

At December 31, 2005, Covance, Inc. owned 21.1%hefCompany’s outstanding Common Shares. The Coyrgrasth Covance, Inc.
have entered into various services agreement®iorifinary course of business. The Company’s sereicenues include $307,016, $804,509
and $929,619 for the year ended December 31, 2WIE, and 2003, respectively. At December 31, 20@62004, the amounts due from
Covance, Inc. were $97,834 and $40,302, respegtivel
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Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure.
None.

Item 9A. Controls and Procedures.

Evaluation of disclosure controls and procedur&ased on their evaluation of our disclosure aistand procedures (as defined in
Rules 13a-14(c) and 15d-14(c) under the Exchandeasoof a date within 90 days of the filing datehias Annual Report on Form 10-K, our
president and chief executive officer (principateutive officer) and our chief financial officerifpcipal accounting and financial officer)
have concluded that our disclosure controls andgaiores are designed to ensure that informatianinestjto be disclosed by us in the reports
that we file or submit under the Exchange Act orded, processed, summarized and reported whkitirne periods specified in the
Securities and Exchange Commission’s rules ands@ma are operating in an effective manner fopttéod covered by this report.

Changes in internal controlsThere were no changes in our internal controls other factors that could materially affect thesntrols
subsequent to the date of our most recent evatuatio
Item 9B. Other Information.

None.

PART 1lI

Item 10. Directors and Executive Officers.

The information relating to our directors, nominéaselection as directors and executive officarder the headings “Election of
Directors” and “Executive Officers” in our definig proxy statement for the 2006 Annual Meeting tofc8holders is incorporated herein by
reference to such proxy statement.

We have adopted a written code of business coradutethics that applies to our principal executiffieer and principal financial and
accounting officer, or persons performing similandtions. We intend to disclose any amendmentsrtevaivers from, our code of business
conduct and ethics that are required to be pubtidglosed pursuant to rules of the SecuritiesEx@hange Commission and the NASDAQ
National Market by filing such amendment or waiwgth the Securities and Exchange Commiss
Item 11. Executive Compensation.

The discussion under the heading “Executive Congiems’ in our definitive proxy statement for the@BAnnual Meeting of
Stockholders is incorporated herein by referencgitth proxy statement.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter.

The discussion under the heading “Security OwnprehCertain Beneficial Owners and Management’un aefinitive proxy statement
for the 2006 Annual Meeting of Stockholders is immrated herein by reference to such proxy statemen
Item 13. Certain Relationships and Related Transaans.

The discussion under the heading “Certain Relatigmssand Related Transactioris”our definitive proxy statement for the 2006 Aat
Meeting of Stockholders is incorporated hereindfgmrence to such proxy statement.

53



Table of Contents

Item 14. Principal Accountant Fees and Services.

The discussion under the heading “Principal AccaonEees and Services” in our definitive proxyestant for the 2006 Annual
Meeting of Stockholders is incorporated hereindfgmrence to such proxy statement.

Item 15. Exhibits and Financial Statement Schedules
(a)(2) Financial Statements.
The financial statements filed as part of this repoe listed on the Index to the Consolidated e Statements.
(a)(2) Financial Statement Schedules.

Schedules are omitted because they are not aplglioakhe required information is shown in the aditsted financial statements
or notes thereto.

(a)(3) Exhibits.

Reference is made to the Exhibit Index on pagdfié.exhibits are included, or incorporated by rfee, in the Annual Report
Form 10-K and are numbered in accordance with B8fnof Regulation S-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Regyigthas duly caused this report to
be signed on its behalf by the undersigned, théoedmy authorized this 16th day of March, 2006.

BIO-IMAGING TECHNOLOGIES, INC.

By: /sl MARK L. W EINSTEIN

Mark L. Weinstein,
President and Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Title Date

/sl MARK L. W EINSTEIN President and Chief Executive Officer and March 16, 2006
Director (principal executive officer)

Mark L. Weinstein

/sl Tebpl. K AMINER Senior Vice President and Chief Financial Offi March 16, 2006
(principal financial and accounting officer)

Ted I. Kaminer

/s/ JerFrReYyH. BERG, PH.D Director March 16, 2006

Jeffrey H. Berg, Ph.D.

/'s/ RicHARD F. CiMINO Director March 16, 2006

Richard F. Cimino

/s/ E. MARTIN D AvIDOFF, EsQ., CPA Director March 16, 2006

E. Martin Davidoff, Esq., CPA

/s/ Davib E. Nowicki, D.M.D. Chairman of the Board and Director March 16, 2006

David E. Nowicki, D.M.D.

/s/ DAvID STACK Director March 16, 2006
David Stack
/sl JAaMESA. T AYLOR, PH.D. Director March 16, 2006

James A. Taylor, Ph.D.

/s/ PAuLA B ROWN S TAFFORD Director March 16, 2006

Paula Brown Stafford
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No.

2.1

3.1

10.1*

10.2*

10.c

10.4

10.2*

10.€

EXHIBIT INDEX

Description of Exhibit

Asset Purchase Agreement dated October 25, 200dndpetween Bio-Imaging Technologies, Inc. andh@es, Inc.
Incorporated by reference to Exhibit 2.1 of our@uat Report on Form-K dated October 25, 200

Restated Certificate of Incorporation of Bio-Imagifiechnologies, Inc. Incorporated by referencexbiliit 3.1 of our
Registration Statement on Form S-1 (File Numbed3871), which became effective on June 18, 1992edments
incorporated by reference to Exhibit 3.1 of our AahReport on Form 10-K for the year ended Septerdde1993 and to
Exhibit 3.1 of our Quarterly Report on Form-QSB for the quarter ended March 31, 1€

Amended and Restated By-Laws of Bio-Imaging Tecbgiels, Inc. Incorporated by reference to Exhikit &. our
Quarterly Report on Form -QSB for the quarter ended June 30, 2(

Specimen Common Stock Certificate. Incorporatedetigrence to Exhibit 4.1 of our Registration Stagatron Form S-1
(File Number 3-47471), which became effective on June 18, 1

Registration Agreement dated October 13, 1994, &etvBio-Imaging Technologies, Inc. and Corning Riaeuticals
Services Inc., now Covance Inc. Incorporated bgrefce to Exhibit 4.1 of our Current Report on F8nK dated October
13, 1994

Registration Rights Agreement dated as of OctobeRQ01, by and between Bio-Imaging Technologies, &and Quintiles,
Inc. Incorporated by reference to Exhibit 2 of Qurrent Report on Forr-K/A dated October 25, 200

Promissory Note dated October 25, 2001, made byiBaging Technologies, Inc. in favor of Quintilésc. Incorporated
by reference to Exhibit 4.1 of our Current Reportrmrm &K dated October 25, 200

Promissory Note for $5,000,000, dated May 15, 20@2de by Bio-Imaging Technologies, Inc. in favoiMédchovia Bank,
National Association. Incorporated by referenc&xbibit 4.5 of our Annual Report on Form-K for the fiscal year ended
December 31, 200!

2002 Stock Incentive Plan, adopted by the stocldrsldf Bio-Imaging Technologies, Inc. on February 2002.
Incorporated by reference to Exhibit 99.1 of ougR#&ation Statement on Forn-8 dated April 2, 200z

401(k) Plan. Incorporated by reference to Exhibif7lof our Registration Statement on Form S-1 (Nilenber 33-47471),
which became effective on June 18, 1¢

Form of Employee’s Invention Assignment, Confidehthformation and Non-Competition Agreement. Inmmated by
reference to Exhibit 10.9 of our Annual Report amrfr 1(-K for the fiscal year ended September 30, 1!

Stock Purchase Agreement dated October 13, 1984¢bpr Bio-Imaging Technologies, Inc. and Covanee limcorporated
by reference to Exhibit 10.2 of our Current Remort-orm &K dated October 13, 199

Invention Assignment and Confidential Informatiograement dated January 20, 2000, by and betweemiging
Technologies, Inc. and Mark L. Weinstein. Incorpgedsby reference to Exhibit 10.1 of our QuartergpBrt on Form 10-
QSB for the quarter ended December 31, 1

Employment Agreement dated March 28, 2005, by ateiéen Bio-Imaging Technologies, Inc. and Mark Leidgtein.
Incorporated by reference to Exhibit 10.6 of oumaal Report on Form -K for the fiscal year ended December 31, 2(
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10.€

10.12(C

10.17

10.1z

10.1

10.1¢

10.1%*

10.1¢

10.17

10.1¢

21

23.11
31.11

Description of Exhibit

Security Agreement dated April 30, 2002, made by-Biaging Technologies, Inc. in favor of WachoviariR, National
Association. Incorporated by reference to Exhibi#lof our Quarterly Report on Form 10-QSB for djuarter ended June
30, 2002

First Modification of Office Space Lease betwee 8&zwtown Associates, LP and Bio-Imaging Technasglnc. dated
January 11, 2002. Incorporated by reference toliixhd.2 of our Quarterly Report on Form 10-QSBtfwe quarter ended
June 30, 200z

Office Space Lease dated September 22, 1999, betvarelley Road Associates, L.P. and Bio-Imaginghhetogies, Inc.
Incorporated by reference to Exhibit 10.9 of oumAal Report on Form 10-KSB for the fiscal year eh8eptember 30,
1999.

Office Space Lease dated September 11, 2000, betegelo Investment Company and Bio-Imaging Tecbgias, Inc.
Incorporated by reference to Exhibit 10.11 of omnAal Report on Form 10-KSB for the fiscal yeareth&eptember 30,
2000.

Employment Agreement dated February 6, 2003, bybatdeen Bio-Imaging Technologies, Inc. and Tdtaminer.
Incorporated by reference to Exhibit 10.1 of oura@erly Report on Form -QSB/A for the quarter ended March 31, 20

Loan Agreement dated May 15, 2004, by and betweaerBaging Technologies, Inc. and Wachovia Banktidtel
Association. Incorporated by reference to Exhibitl2 of our Annual Report on Form 10-K for the éisgear ended
December 31, 200!

Securities Purchase Agreement dated Septembef@3, By and between Bio-Imaging Technologies, &mel certain
institutional investors. Incorporated by refereta&xhibit 10.1 of our Current Report on Form 8-&ted September 15,
2003.

Registration Rights Agreement dated Septemberd®3,2by and between Bio-Imaging Technologies, &mg certain
institutional investors. Incorporated by referetm&xhibit 10.2 of our Current Report on Form 8-&tell September 15,
2003.

Form of Executive Retention Agreement by and betwgie-Imaging Technologies, Inc. and certain exeeudfficers.
Incorporated by reference to Exhibit 10.1 of oura@erly Report on Form -QSB for the quarter ended September 30, 2

Asset Purchase Agreement, dated November 20, 290d between Bio-Imaging Technologies, Inc. ang\ed, Inc.
Incorporated by reference to Exhibit 10.16 of omndal Report on Form -K for the fiscal year ended December 31, 2(

Stock Purchase Agreement, dated December 10, B9Ghd between Bio-Imaging Technologies, Inc. apditiCore B.V.
Incorporated by reference to Exhibit 10.17 of omndal Report on Form -K for the fiscal year ended December 31, 2(

Fourth Modification of Office Space Lease betweg6 Blewtown Associates, LP and Bio-Imaging Techni@egnc. dated
September 29, 2004. Incorporated by reference Iibix10.18 of our Annual Report on Form 10-K foetfiscal year ended
December 31, 200!

List of Subsidiaries of Registrant. Incorporatedréference to Exhibit 21.1 of our Annual ReportFfmrm 10-KSB for the
fiscal year ended September 30, 1¢

Consent of PricewaterhouseCoopers L

Certification of principal executive officer pursuao Section 302 of the Sarba-Oxley Act of 2002
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* A management contract or compensatory plan or geraent required to be filed as an exhibit purstmitem 13(a) of Form K.
T Included herewith

(b) Financial Statement Schedules.
None.
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémtlee Registration Statement on Form S-3 (No-833702) and Form S-8 (No. 333-
85394) of Bio-Imaging Technologies, Inc. and itbsdiaries of our report dated March 15, 2006 medato the financial statements and

financial statement schedules, which appears snRbrm 10-K.
/sl PricewaterhouseCoopers LLP

Philadelphia, Pennsylvania
March 16, 2006



EXHIBIT 31.1
CERTIFICATION

I, Mark L. Weinstein, President and Chief Execui®icer of Bio-Imaging Technologies, Inc., certifyat:

1.
2.

| have reviewed this Annual Report on Forn-K of Bio-Imaging Technologies, In

Based on my knowledge, this report does notatorny untrue statement of a material fact or emnittate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presentet
this report;

The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isiige prepared

b) [Paragraph omitted in accordance with SEC tramsitigtructions contained in SEC Releas-47986]

C) Evaluated the effectiveness of the registsadisclosure controls and procedures and presemtads report our conclusio
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annyabrrg that has materiall
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a) All significant deficiencies and material weakses in the design or operation of internal corttvelr financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaaizd report financial
information; anc

b) Any fraud, whether or not material, that invadveanagement or other employees who have a sigmifiole in the
registran’'s internal control over financial reportir

Is/  MARK L. W EINSTEIN

Dated: March 16, 200
Mark L. Weinstein,
President and Chief Executive Officer
(Principal Executive Officer)



EXHIBIT 31.2
CERTIFICATION

I, Ted I. Kaminer, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Bio-Imaging Technologies, In

Based on my knowledge, this report does notatorny untrue statement of a material fact or emnittate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presentet
this report;

The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isiige prepared

b) [Paragraph omitted in accordance with SEC tramsitigtructions contained in SEC Releas-47986]

C) Evaluated the effectiveness of the registsadisclosure controls and procedures and presemtads report our conclusio
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the

registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annyabrrg that has materiall
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a) All significant deficiencies and material weakses in the design or operation of internal corttvelr financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaaizd report financial
information; anc

b) Any fraud, whether or not material, that invadveanagement or other employees who have a sigmifiole in the
registran’'s internal control over financial reportir

/s/ Tebpl. K AMINER

Dated: March 16, 200
Ted |. Kaminer,
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)



EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Annual Report on Form 10fkBam-Imaging Technologies, Inc. (the “Company”Y the year ended

December 31, 2005 as filed with the SecuritiesExehange Commission on the date hereof (the “R8pthe undersigned, Mark L.
Weinstein, President and Chief Executive Officethef Company, hereby certifies, pursuant to 18 Cl.Section 1350, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and
(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations
of the Company.

/s/ MARK L. W EINSTEIN*

Dated: March 16, 200
Mark L. Weinstein,
President and Chief Executive Officer
(Principal Executive Officer)

* A signed original of this written statement read by section 906 has been provided to the Comaadwill be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:



EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Annual Report on Form 10fkBam-Imaging Technologies, Inc. (the “Company”Y the year ended

December 31, 2005 as filed with the Securitiesxcthange Commission on the date hereof (the “R8pthie undersigned, Ted |. Kaminer,
Chief Financial Officer of the Company, hereby ifie$, pursuant to 18 U.S.C. Section 1350, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and
(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations
of the Company.

/sl Tebpl. K AMINER *

Dated: March 16, 200

Ted |. Kaminer,
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

* A signed original of this written statement read by section 906 has been provided to the Comaadwill be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:





