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SPECIAL NOTE ON FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. Such statements are based upon current expectations that involve risks and
uncertainties. Any statements contained herein that are not statements of historical fact may be deemed to be forward-looking statements.
Statements that include the words �believes,� �anticipates,� �plans,� �expects,� �intends,� and similar expressions are forward-looking statements. Our
actual results could differ materially from those discussed or suggested in the forward looking statements herein. Factors that could cause or
contribute to these differences or prove our forward-looking statements, by hindsight, to be overly optimistic or unachievable include factors
described in Item 1A of the 10-K under the Section �Risk Factors.� Other factors also may contribute to the differences between our
forward-looking statements and our actual results. All forward-looking statements in this document are based on information available to us as
of the date we file this 10-K, and we assume no obligation to update any forward-looking statement or the reasons why our actual results may
differ.
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PART I

Item 1.  Business

Overview and History

On Assignment, Inc. is a diversified professional staffing firm providing flexible and permanent staffing solutions in specialty skills including
Laboratory/Scientific, Healthcare, and Medical Financial and Health Information Services. Through the acquisition of VISTA Staffing Solutions
(VISTA) on January 3, 2007, we now provide physician staffing, and through the acquisition of Oxford Global Resources, Inc. (Oxford) on
January 31, 2007, we now offer staffing in the areas of information technology and engineering. We provide clients in these markets with
short-term or long-term assignments of contract professionals, contract-to-permanent placement and direct placement of these professionals. As
of December 31, 2006, our business consists of two operating segments: Lab Support and Healthcare Staffing.

The Lab Support segment includes our domestic and international life science staffing businesses. Lab Support segment revenues for 2006 were
$117,462,000 and represented 40.8 percent of our total revenues. We provide locally-based contract life science professionals to clients in the
biotechnology, pharmaceutical, food and beverage, medical device, personal care, chemical, automotive, educational and environmental
industries. Our contract professionals include chemists, clinical research associates, clinical lab assistants, engineers, biologists, biochemists,
microbiologists, molecular biologists, food scientists, regulatory affairs specialists, lab assistants and other skilled scientific professionals.

The Healthcare Staffing segment includes our Nurse Travel and Medical Financial and Allied (MF&A) lines of business. Healthcare Staffing
segment revenues for 2006 were $170,104,000 and represented 59.2 percent of our total revenues. We offer our healthcare clients contract
professionals, both locally-based and traveling, from more than ten healthcare and medical financial and allied occupations. Our contract
professionals include nurses, specialty nurses, health information management professionals, dialysis technicians, surgical technicians, imaging
technicians, x-ray technicians, medical technologists, phlebotomists, coders, billers, claims processors and collections staff.

We were incorporated on December 30, 1985, and commenced operation of Lab Support, our first contract staffing line of business. Utilizing
our experience and unique approach in servicing our clients and contract professionals, we expanded our operations into other industries
requiring specialty staffing. In 1994, through our acquisition of 1st Choice Personnel, Inc. and Sklar Resource Group, Inc., we
established our Healthcare Financial Staffing service line. Originally named Finance Support, this service line
changed its name in 1997 along with a shift in its business development focus to medical billing and collections for
hospitals, HMO�s and physician groups. In 1996, through our acquisition of Enviro Staff, we began providing contract
professionals to the environmental services industry. LabStaffers, Inc. was acquired in 1998 to enhance our domestic
Lab Support business. In 1999, we expanded our Lab Support operations into Europe. Also in 1999, we formed our
Clinical Lab Staff service line, and in 2001, we formed our Diagnostic Imaging Staff service line. Both of these
service lines provide scientific and medical professionals to hospitals, physicians� offices, clinics, reference
laboratories and HMO�s. In 2002, through our acquisition of Health Personnel Options Corporation (HPO), we
established our Nurse Travel line of business, which provides registered nurses to hospitals and managed healthcare
organizations. In 2003, we expanded our service offerings for the Lab Support segment to include clinical research
and engineering. Clinical research provides life science professionals in medical and clinical trial research, and
engineering provides contract professionals in manufacturing, packaging, research and development and quality
control positions. For the Healthcare Staffing segment, our expanded service offerings in 2004 included local nursing
and health information management (HIM). HIM provides health information professionals to healthcare clients to
process insurance claims and manage patient data. On January 3, 2007, we acquired VISTA, a company that
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provides short and long-term physician staffing (locum tenens) solutions to healthcare providers. VISTA was founded in 1990 and its
headquarters are located in Salt Lake City, Utah. On January 31, 2007 we acquired Oxford, a company that provides high-end consultants with
expertise in specialized Information Technology; Software & Hardware Engineering; and Mechanical, Electrical, Validation and
Telecommunications Engineering Fields. Oxford was founded in 1984 and is headquartered in Beverly, Massachusetts.

Financial information regarding our operating segments and our domestic and international revenues are included under �Financial Statements
and Supplementary Data� in Part II, Item 8 of this Annual Report.

Our principal executive office is located at 26651 West Agoura Road, Calabasas, California 91302, and our telephone number is (818)
878-7900. We have approximately 60 branch offices in 23 states and 3 foreign countries. With the addition of VISTA and Oxford, we will have
approximately 85 branch offices in the United States and 4 foreign countries.

Industry and Market Dynamics

The U.S. Bureau of Labor Statistics estimates that total employment will grow by 18 million jobs, or 13%, between 2004 and 2014. By
comparison, there were 16.4 million new jobs created in the prior ten-year period. Employment growth will continue to be concentrated in the
service sector with education services, healthcare and social assistance, and professional and business services providing the strongest
employment growth.

The Staffing Industry Report (February 28, 2007), an independent staffing industry publication, estimated that total staffing industry revenues
would be $137 billion in 2007 and $147 billion in 2008, up from $129 billion in 2006. The biggest industry segment, contract help, was
forecasted to grow at an annual rate of 5.2% in 2007 with revenues of $100 billion in 2007 Permanent placement is expected to grow 13%. We
believe that management at healthcare and scientific facilities are realizing the cost advantages, improved flexibility to meet unexpected
increases in business and access to greater expertise provided by outsourcing their labor needs to professional staffing firms.

As of December 31, 2006, our staffing service offerings were grouped under two operating segments: Healthcare Staffing and Lab Support.

Healthcare Staffing

The Staffing Industry Report estimates that the healthcare staffing industry will grow 7% in 2007 and 8% in 2008. The healthcare staffing
industry grew by 3% in 2005 and 6% in 2006. Within the healthcare staffing industry, travel nursing and allied healthcare are expected to grow
at slightly higher rates in 2007.

In prior years, nursing employment levels were affected by cutbacks in the use of agency workers by hospitals and medical groups and their
reluctance to pay market rates. Looking forward, nursing contract employment growth should be stimulated by various factors including a
limited supply of nurses, more favorable nurse-patient ratios and an aging population.

The combination of increased demand for health services and advances in life science and medical technology is expected to create significant
demand for workers with specialized science and medical skills. Also influencing the demand for these workers is the departure of mature
professionals from the ranks of full-time employment as they retire, reduce hours worked and pursue other career opportunities.

Our Healthcare Staffing segment provides locally-based and traveling contract professionals to healthcare clients, including hospitals, integrated
delivery systems, imaging centers, clinics, physician offices, reference laboratories, universities, managed care organizations and third-party
administrators.
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These healthcare clients face shortages of operations-critical staff that limit their ability to generate revenues.

Lab Support

The Staffing Industry Report (February 28, 2007) states that professional staffing will increase 10.2% in 2007. We believe that the lab support
business will mirror the growth of the professional staffing industry as a whole, which includes the engineering industry.

Our Lab Support segment includes our domestic and international life science staffing businesses. We provide locally-based contract life science
professionals to clients in the biotechnology, pharmaceutical, food and beverage, personal care, chemical, medical device, automotive, education
and environmental industries. Lab Support recruits staff and clients from local branch offices in the United States, United Kingdom, Netherlands
and Belgium.

Sales and Fulfillment

Our strategy is to serve the needs of our targeted industries by effectively matching client staffing needs with qualified contract life science and
healthcare professionals. In contrast to the mass market approach generally used for contract office/clerical and light industrial personnel, we
believe effective assignments of contract healthcare and life science professionals require the people involved in making assignments to have
significant knowledge of the client�s industry and the ability to assess the specific needs of the client as well as the contract healthcare and life
science professionals� qualifications. We believe that face-to-face selling is significantly more effective than the telephonic solicitation of clients,
a strategy favored by many of our competitors. We believe our strategy of using industry professionals to develop personal relationships
provides us with a competitive advantage with our clients.

Lab Support and MF&A Lines of Business

We have developed a tailored approach to the assignment-making process that utilizes staffing consultants. Unlike traditional approaches that
tend to be focused on telephonic solicitation, staffing consultants are experienced professionals who work in our branch office network in the
United States, United Kingdom, Netherlands and Belgium to enable face-to-face meetings with clients and contract professionals. At
December 31, 2006, we had 44 Lab Support segment branch offices and 31 MF&A branch offices, of which 16 of these branch offices share
office space among the lines of business. Most of our staffing consultants are either focused on sales and business development or on fulfillment.
Sales staffing consultants meet with clients� managers to understand client needs, formulate position descriptions and assess workplace
environments. Fulfillment staffing consultants meet with contract professional candidates to assess their qualifications and interests and place
these professionals on quality assignments with clients.

Our corporate office is organized to perform many functions that allow staffing consultants to focus more effectively on business development
and the assignment of contract professionals. These functions include the recruiting and hiring of staffing consultants and support staff, ongoing
training, coaching and administrative support. Our corporate office also selects, opens and maintains branch offices.

Contract professionals assigned to clients are our employees, although clients provide on-the-job supervisors for these professionals. Therefore,
clients control and direct the work of contract professionals and approve hours worked, while we are responsible for many of the activities
typically handled by the client�s human resources department.
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Nurse Travel

The sales and fulfillment functions of our Nurse Travel line of business are aligned with more traditional nurse travel companies. We employ
regional sales directors and account managers to identify and sell services to healthcare clients who need nurses. We employ recruiters to find
nurses and place them on assignment as contract professionals with healthcare providers for periods ranging from three weeks to thirteen weeks
and longer. We serve a diverse collection of healthcare clients, including hospitals, integrated delivery systems and managed care organizations
on a national basis. We seek to address occupations that represent �high demand and highly-skilled� staff such as operating room nurses, which are
essential to maintaining the hospital�s ability to care for patients and maintain business and revenues. The critical nature of these occupations to
drive revenue motivates clients to respond to our ability to rapidly fill open positions with experienced nurses. The recruitment and assignment
of nurses placed on travel assignments is primarily managed at our locations in Cincinnati, Ohio and San Diego, California.

Clients

In our Healthcare Staffing segment, we serve a diverse collection of healthcare clients, including hospitals, integrated delivery systems, imaging
centers, clinics, physician offices, reference laboratories, universities, managed care organizations and third-party administrators. In doing so, we
address occupations that are �high demand and highly-skilled� staff, such as operating room nurses and health information professionals that are
essential to maintaining the hospital�s ability to care for patients and maintain business and revenues. Today, many of our healthcare clients face
shortages of these operations-critical staff.

Our clients in the Lab Support segment include biotechnology and pharmaceutical companies, along with a broad range of clients in food and
beverage, medical device, personal care, chemical, automotive, education and environmental industries. Our primary contacts with our clients
are a mix of end users and process facilitators. End users consist of lab directors and managers and department heads. Facilitators consist of
human resource managers, procurement departments and administrators and are more price sensitive than end users who typically are more
focused on technical capabilities.

During the year ended December 31, 2006, we provided contract professionals to approximately 4,800 clients. In 2006, we earned 13.1 percent
of our consolidated revenues from several customers operating under a single contract with Los Angeles County. The revenues from this
contract are included in Healthcare segment revenues. No other single customer or contract accounted for 10 percent or more of total revenues
during the period. Assignments for our Lab Support segment typically have a term of three to six months. Assignments for our Healthcare
Staffing segment typically have a term of three to thirteen weeks. All contract assignments, regardless of their planned length, may be terminated
without prior notice by the client or the contract professional.

The Contract Professional

Our Healthcare Staffing segment�s contract professionals include nurses, specialty nurses, health information management professionals, dialysis
technicians, surgical technicians, imaging technicians, x-ray technicians, medical technologists, phlebotomists, coders, billers, claims processors
and collections staff.

Our Lab Support segment�s life science professionals include chemists, clinical research associates, clinical lab assistants, engineers, biologists,
biochemists, microbiologists, molecular biologists, food scientists, regulatory affairs specialists, lab assistants and other skilled scientific
professionals. These life science professionals range from individuals with bachelor�s and/or master�s degrees and considerable experience, to
technicians with limited chemistry or biology backgrounds and lab experience.
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Hourly wage rates for our contract professionals are established according to local market conditions. We pay the related costs of employment
including social security taxes, federal and state unemployment taxes, workers� compensation insurance and other similar costs. After minimum
service periods and hours worked, we also provide paid holidays, allow participation in our 401(k) Retirement Savings Plan, create eligibility for
bonuses and facilitate access to and supplement the cost of health insurance for our contract professionals. For travel assignments, we pay for all
travel-related costs including airfare, car rentals, mileage and housing, or alternatively, we provide per diem allowances.

Contract professionals often work with a number of staffing companies and develop relationships or loyalty based on a number of factors,
including competitive salaries and benefits, availability and variety of assignments, quality and duration of assignments and responsiveness to
requests for placement. Contract professionals seeking traveling positions are also interested in the quality of travel and housing
accommodations as well as the quality of the clinical experience while on assignment.

Growth Strategy

We remain committed to growing our operations in the life science and healthcare markets that we currently serve, primarily through supporting
our core service offerings and growing our newer service lines. Our 2005 strategy focused on growing revenues, lowering fixed costs and
expanding gross margins. We met these objectives by increasing our billable hours with more contract professionals on assignment as well as
higher bill rates and increased direct hire revenues across all divisions, which enabled us to return to profitability in the later half of 2005. In
addition to top-line revenue growth, we made progress in tightening management controls over our cost of services and further developing our
newer service lines.

In 2006, our strategy continued to focus on optimizing our income generating capabilities by growing revenues, maintaining or expanding
margins and leveraging selling, general and administrative expenses. Another key initiative for us in 2006 was to focus on increasing our
staffing consultant productivity, which we define as quarterly gross profit per staffing consultant, for both the Lab Support and Healthcare
Staffing segments. Our growth strategy in 2006 also included potential acquisitions, and to that end we completed a public stock offering in
November which netted $71.7 million and in January we completed the acquisitions of VISTA and Oxford.

As part of our initiative to improve our sales capabilities, we completed Phase I of the implementation of Vurv Technology (formerly known as
RecruitMax), a new front office system, for our domestic Lab Support and certain MF&A service lines in the second quarter of 2006.
Subsequent phases of this software implementation are expected to be substantially competed in the first half of 2007. Additionally, we continue
to make progress on implementing PeopleSoft finance and payroll modules for our Nurse Travel line of business and certain foreign operations.
We believe these improvements should continue to increase the productivity of our staffing consultants and streamline corporate operations.

We will continue to review acquisition opportunities that may enable us to leverage our current infrastructure and capabilities, increase our
service offerings and expand our geographic reach. We periodically engage in discussions with possible acquisition candidates but have no
formal commitments at this time.

Competition

The temporary staffing industry is highly competitive and fragmented, with low barriers to entry. We believe Lab Support is one of the few
nationwide temporary staffing providers that specializes exclusively in life science professionals. Although other nationwide temporary staffing
companies compete with us with respect to scientific, clinical laboratory, medical billing and collection personnel, many of these companies
focus on office/clerical and light and heavy industrial personnel, which account for a significant portion of the overall contract staffing market.
These companies include
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Manpower, Inc., Kelly Services, Inc., Adecco, SA, Kforce, Inc. and the scientific division of the Yoh Company. In the Nurse Travel line of
business, our competitors include AMN Healthcare Services, Inc., Cross Country, Inc. and several privately-held companies. For the recently
acquired VISTA, competitors include the locum tenens divisions of CHG Healthcare Services, TeamHealth, Inc. and AMN Healthcare
Services, Inc., along with several other privately-held companies providing locum tenens. Oxford�s competition includes Robert Half
International, Accenture, International Business Machines Corporation (IBM) and the Yoh Company Many of these competitors are larger and
have substantially greater financial and marketing resources than we do.

We also compete with privately-owned temporary staffing companies on a regional and local basis. Frequently, the strongest competition in a
particular market is a privately-held local company with established relationships. These companies oftentimes are extremely competitive on
pricing. While their pricing strategies are not typically sustainable, they can be problematic in the short term.

The principal competitive factors in attracting qualified candidates for temporary employment are salaries and benefits, availability and variety
of assignments, quality and duration of assignments and responsiveness to requests for placement. We believe that many people seeking
temporary employment through us are also pursuing employment through other means, including other temporary staffing companies.
Therefore, the speed at which we place prospective contract professionals and the availability of appropriate assignments are important factors in
our ability to complete assignments of qualified candidates. In addition to having high quality contract professionals to assign in a timely
manner, the principal competitive factors in obtaining and retaining clients in the temporary staffing industry are properly assessing the clients�
specific job requirements, the appropriateness of the contract professional assigned to the client, the price of services and the monitoring of
client satisfaction. Although we believe we compete favorably with respect to these factors, we expect competition to continue to increase.

Seasonality

Demand for our staffing services historically has been lower during the first and fourth quarters as a result of fewer business days resulting from
client shutdowns and the fall off of the number of contract professionals willing to work during the holidays. As is common in the staffing
industry, we run special incentive programs to keep our contract professionals, particularly nurses, working through the holidays. Demand for
our staffing services usually increases in the second and third quarters of the year.

Employees

At December 31, 2006, we employed approximately 460 full-time employees, including staffing consultants, regional sales directors, account
managers, recruiters and corporate office employees. During the year ended December 31, 2006, we employed approximately 13,300 contract
professionals.

Government Regulation

The healthcare industry is subject to extensive and complex federal and state laws and regulations related to professional licensure, conduct of
operations, payment for services and payment for referrals. Our operations are subject to applicable state and local regulations, both domestically
and internationally, governing the provision of temporary staffing that require temporary staffing companies to be licensed or separately
registered. To date, we have not experienced any material difficulties in complying with such regulations.

Some states require state licensure for businesses that employ and/or assign healthcare personnel to provide healthcare services on-site at
hospitals and other healthcare facilities. We are currently licensed in the states that require such licenses. Most of the contract healthcare
professionals that we employ are required to be individually licensed or certified under applicable state laws. We take
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reasonable steps to ensure that our contract professionals possess all necessary licenses and certifications in all material respects. Currently, we
provide state mandated workers� compensation and unemployment insurance for our contract professionals and regular employees. These
expenses have a direct effect on our cost of services, margins and likelihood of achieving or maintaining profitability.

Executive Officers of the Registrant

The executive officers of On Assignment are as follows:

Name Age Position
Peter T. Dameris 47 Chief Executive Officer and President
James L. Brill 55 Senior Vice President, Finance and Chief Financial Officer
Shawn M. Mohr 36 President, Healthcare Staffing and Chief Sales Officer
Emmett B. McGrath 45 President, Lab Support
Mark S. Brouse 51 President, VISTA Staffing Solutions
Michael J. McGowan 54 President, Oxford Global Resources, Inc.

Peter T. Dameris joined the Company in November 2003 as Executive Vice President, Chief Operating Officer and was
promoted to President and Chief Executive Officer in September 2004. He was appointed to the Board of Directors of
the Company in February 2005. From February 2001 through October 2002, Mr. Dameris served as Executive Vice
President and Chief Operating Officer of Quanta Services, Inc. (NYSE: PWR), a leading provider of specialized
contracting services for the electric and gas utility, cable and telecommunications industries. From December 1994
through September 2000, Mr. Dameris served in a number of different positions at Metamor Worldwide, Inc.
(formerly, NASDAQ: MMWW), an international, publicly-traded IT consulting/staffing company, including
Chairman of the Board, President and Chief Executive Officer, Executive Vice President, General Counsel, Senior
Vice President and Secretary. In June 2000, Mr. Dameris successfully negotiated the sale of Metamor for $1.9 billion.
From November 2002 to January 2006, Mr. Dameris was a member of the Board of Directors of Bindview
Corporation (acquired by Symatec Corporation in January 2006). Mr. Dameris holds a Juris Doctorate from the
University of Texas Law School and a Bachelor�s in Business Administration from Southern Methodist University.

James L. Brill joined the Company in January 2007 as Senior Vice President, Finance and Chief Financial Officer.
Mr. Brill was Vice President, Finance and Chief Financial Officer of Diagnostic Products Corporation since
July 1999, which was acquired by Siemens in July 2006. From August 1998 to June 1999, Mr. Brill served as Chief
Financial Officer of Jafra Cosmetics International, and as Vice President of Finance and Administration and Chief
Financial Officer of Vertel Corporation from 1996 to 1998. Mr. Brill also served as Senior Vice President, Finance
and Chief Financial Officer of Merisel, Inc. from 1988 to 1996. Mr. Brill has been a member of the Board of Directors
of Onvia Inc. since March 2004. He holds a Bachelor of Science from the United States Naval Academy and a
Masters of Business Administration from the University of California Los Angeles.

Shawn M. Mohr joined the Company in May 2004 as President, Healthcare Staffing and Chief Sales Officer. From
May 2001 through June 2003, Mr. Mohr was Corporate Vice President, Sales and Marketing for RemedyTemp, Inc. a
California-based staffing organization. Prior to his tenure at Remedy Temp, Mr. Mohr was a Senior Vice President of
Marketing for Opus360, a provider of vendor management software for acquiring and managing skilled
professionals from March 2000 through January 2001. From November 1997 through March 2000, Mr. Mohr served
as Vice President, Kforce Scientific as the initial hire in the Scientific Division within Kforce Inc., a national provider
of professional and technical specialty staffing services. Mr. Mohr received a Bachelor of Science degree in Marketing
from California State University, Northridge in 1994.
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Emmett B. McGrath joined the Company in September 2004 as President, Lab Support U.S. In August 2005,
Mr. McGrath was also appointed as President of Lab Support Europe. From February 1985 through August 2004,
Mr. McGrath worked at the Yoh Company, a privately-held technology staffing organization. During his tenure at
Yoh, Mr. McGrath held various staffing positions, including Technical Recruiter, Account Manager, Branch and
District Management, Vice President and Regional President. As Regional President, Mr. McGrath was responsible
for core lines of businesses, including Scientific, Information Technology, Engineering, Healthcare,
Telecommunications and Vendor on Premise (VOP) programs. In addition, Mr. McGrath served on Yoh�s Executive
Committee and the Chairman�s Board of the Day & Zimmermann Group, the parent company. Mr. McGrath received a
Bachelors of Science Degree in Business Administration, emphasis in Human Resources, from California State
University, Northridge in 1991.

Mark S. Brouse is president of VISTA Staffing Solutions, On Assignment�s physician staffing division. Mark joined On
Assignment as a result of VISTA�s acquisition by On Assignment in January 2007. Mark co-founded VISTA Staffing
Solutions in 1990. Mark began his career in pharmaceutical sales in 1980, and in 1986, joined CompHealth, a locum
tenens staffing company, where he led specialty teams serving psychiatry and internal medicine before founding
VISTA. He holds a bachelor�s degree in chemistry from California State, Dominguez Hills, and is a member of the
boards of directors of the YMCA of Greater Salt Lake and PEHR Technologies, an electronic medical records
company.

Michael J. McGowan is President of Oxford Global Resources, Inc., a position he has held since 1998. He joined Oxford
in May of 1997 as Chief Operating Officer. Formerly, Mr. McGowan was Senior Vice President and General Manager
for Kelly Services� Middle Markets Division. Prior to that time he was Vice President & General Manager for The
MEDSTAT Group, a healthcare information firm, and held increasingly responsible positions for Automatic Data
Processing (ADP) during a sixteen year tenure. Mr. McGowan holds a Bachelor of Science degree in Electrical
Engineering from Michigan State University and a Master of Business Administration from the Eli Broad Graduate
School of Management, also at Michigan State University

Available Information and Access to Reports

We electronically file our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and all amendments to
those reports with the Securities and Exchange Commission (SEC). You may read and copy any of our reports that are filed with the SEC in the
following manner:

•  At the SEC�s Public Reference Room at 100 F Street NE, Washington, DC 20549. You may obtain information on
the operation of the Public Reference Room by calling the SEC at (800) SEC-0330;

•  At the SEC�s website, http://www.sec.gov;

•  At our website, http://www.onassignment.com; or

•  By contacting our Investor Relations Department at (818) 878-7900.

Our reports are available through any of the foregoing means and are available free of charge on our website as soon as practicable after such
material is electronically filed with or furnished to the SEC. Also available on our website, free of charge, are copies of our Code of Ethics for
the Principle Executive Officer and Senior Financial Officers, Code of Business Conduct and Ethics and the charters for the committees of our
Board of Directors. We intend to disclose any amendment to, or waiver from, a provision of our Code of Ethics for Principal Executive Officer
and Senior Financial Officers on our website within five business days following the date of the amendment or waiver.
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Item 1A.  Risk Factors

Our business is subject to a number of risks, including the following:

Our results of operations may vary from quarter to quarter as a result of a number of factors, which may make it difficult to evaluate our
business and could cause instability in the trading price of our common stock.

Factors that may cause our quarterly results to fluctuate include:

•  the level of demand for our temporary staffing services and the efficiency with which we source and assign our
contract professionals and support our staffing consultants in the execution of their duties;

•  changes in our pricing policies or those of our competitors; and

•  our ability to control costs and manage our accounts receivable balances.

In addition, most temporary staffing companies typically experience seasonal declines in demand during the first and fourth quarters as a result
of fewer business days and the fall off of the number of contract professionals willing to work during the holidays. Historically, we have
experienced variability in the duration and depth of these seasonal declines, which in turn have materially affected our quarterly results of
operation and made period-to-period comparisons of our financial and operating performance difficult.

If our operating results are below the expectations of public market analysts or investors in a given quarter, the trading price of our common
stock could decline.

If we are unable to attract and retain qualified contract professionals for our Lab Support and Healthcare Staffing segments, our business
could be negatively impacted.

Our business is substantially dependent upon our ability to attract and retain healthcare and life science contract professionals who possess the
skills, experience and, as required, licenses to meet the specified requirements of our clients. We compete for such contract professionals with
other temporary staffing companies and with our clients and potential clients. Currently, there is a shortage of qualified nurses in most areas of
the United States. Competition for nursing personnel is increasing and salaries and benefits have risen. Further, there can be no assurance that
qualified healthcare and life science professionals will be available to us in adequate numbers to staff our operating segments. Moreover, our
contract professionals are often hired to become regular employees of our clients. Attracting and retaining contract professionals depends on
several factors, including our ability to provide contract professionals with attractive assignments and competitive benefits and wages. The cost
of attracting and retaining contract professionals may be higher than we anticipate and, as a result, if we are unable to pass these costs on to our
clients, our likelihood of achieving or maintaining profitability could decline. If we are unable to attract and retain a sufficient number of
contract professionals to meet client demand, we may be required to forgo staffing and revenue opportunities, which may hurt the growth of our
business.

11

Edgar Filing: ON ASSIGNMENT INC - Form 10-K

14



We may not successfully make or integrate acquisitions, which could harm our business and growth.

As part of our growth strategy, we intend to opportunistically pursue selected acquisitions. In January 2007, we acquired VISTA Staffing
Solutions and Oxford Global Resources. We compete with other companies in the professional staffing and consulting industries for acquisition
opportunities, and we cannot assure you that we will be able to effect future acquisitions on commercially reasonable terms or at all. With our
two recent acquisitions or to the extent we enter into acquisition transactions in the future, we may experience:

•  delays in realizing or a failure to realize the benefits, cost savings and synergies that we anticipate;

•  difficulties or higher-than-anticipated costs associated with integrating any acquired companies into our
businesses;

•  attrition of key personnel from acquired businesses;

•  diversion of management�s attention from other business concerns;

•  inability to maintain the business relationships and reputation of the acquired companies;

•  difficulties in integrating the acquired companies into our information systems, controls, policies and procedures;

•  additional risks relating to the businesses or industry of the acquired companies that are different from ours;

•  unexpected costs or charges; or

•  unforeseen operating difficulties that require significant financial and managerial resources that would otherwise
be available for the ongoing development or expansion of our existing operations.

We incurred debt for our recent acquisitions and may do so in the future, which will increase our interest expense. We may face unexpected
contingent liabilities arising from these acquisitions that could harm our business. We may also issue additional equity in connection with these
transactions, which would dilute our existing shareholders.

If we cannot attract, develop and retain qualified and killed staffing consultants, our business growth will suffer.

A key component of our ability to grow our lines of business includes our ability to attract, develop and retain qualified and skilled staffing
consultants, particularly persons with industry experience. The available pool of qualified staffing consultant candidates is limited. We cannot
assure that we will be able to recruit, develop and retain qualified staffing consultants in sufficient numbers or that our staffing consultants will
achieve productivity levels sufficient to enable growth of our business. Failure to attract and retain productive staffing consultants could
adversely affect our business, financial condition and results of operations.

If we lose a major client in our Nurse Travel line of business and are not able to replace the lost business quickly, our business could be
negatively impacted.

Our top ten clients in the Nurse Travel line of business accounted for 47.3% of Nurse Travel revenues in 2006. The loss of a major client in
Nurse Travel and the failure to replace the lost business with existing or new clients could adversely affect our business, financial condition and
results of operations. In 2006, we earned 13.1 percent of our consolidated revenues from several customers operating under a single contract
with Los Angeles County. The revenues from this contract are
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included in Healthcare segment revenues. No other single customer or contract accounted for 10 percent or more of total revenues during 2006.

If our information systems do not function in a cost effective manner, our business will be harmed.

The operation of our business is dependent on the proper functioning of our information systems. In 2005 and 2006, we continued to upgrade
our information technology systems, including PeopleSoft and Vurv Technology, enterprise-wide information systems. Critical information
systems used in daily operations identify and match staffing resources and client assignments, track regulatory credentialing, manage scheduling
and also perform billing and accounts receivable functions. If the systems fail to perform reliably or otherwise do not meet our expectations, or if
we fail to successfully complete the implementation of other modules of the systems, we could experience business interruptions that could
result in deferred or lost sales. Our information systems are vulnerable to fire, storm, flood, power loss, telecommunications failures, physical or
software break-ins and similar events. Our network infrastructure is currently co-located at a single facility in Burbank, California. As a result,
any system failure or service outage at this primary facility could result in a loss of service for the duration of the failure of the outage. Our
location in Southern California is susceptible to earthquakes and has, in the past, experienced power shortages and outages, any of which could
result in system failures or outages. If our information systems fail or are otherwise unavailable, these functions would have to be accomplished
manually, which could impact our ability to identify business opportunities quickly, to pay our staff in a timely fashion and to bill for services
efficiently.

If we are not able to remain competitive in obtaining and retaining temporary staffing clients, our future growth will suffer.

The contract staffing industry is highly competitive and fragmented with limited barriers to entry. We compete in national, regional and local
markets with full-service agencies and in regional and local markets with specialized contract staffing agencies. Some of our competitors in the
Nurse Travel line of business include AMN Healthcare Services, Inc. Cross Country, Inc. and several privately-held companies. Some of our
competitors in the Lab Support and MF&A lines of business include Kelly Services, Inc., Manpower, Inc., Adecco, SA, Kforce, Inc. and Yoh
Scientific. Several of these companies have significantly greater marketing and financial resources than we do. Our ability to attract and retain
clients is based on the value of the service we deliver, which in turn depends principally on the speed with which we fill assignments and the
appropriateness of the match based on clients� requirements and the skills and experience of our contract professionals. Our ability to attract
skilled, experienced contract professionals is based on our ability to pay competitive wages, to provide competitive benefits and to provide
multiple, continuous assignments, thereby increasing the retention rate of these employees. To the extent that competitors seek to gain or retain
market share by reducing prices or increasing marketing expenditures, we could lose revenues and our gross and operating margins could
decline, which could seriously harm our operating results and cause the trading price of our stock to decline. As we expand into new geographic
markets, our success will depend in part on our ability to gain market share from competitors. We expect competition for clients to increase in
the future, and the success and growth of our business depend on our ability to remain competitive.

Because our contract staffing agreements may be terminated by clients and contract professionals at will, the termination of a significant
number of such agreements would adversely affect our revenues and results of operations.

Each contract professional�s employment with us is terminable at will. The duration of agreements with clients are generally dictated by the
contract. Usually, contracts with clients may be terminated with 30 days notice by us or by the clients. We cannot assure that existing clients will
continue to use our services at historical levels, if at all. If clients terminate a significant number of our staffing
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agreements and we are unable to generate new contract staffing orders to replace lost revenues or a significant number of our contract
professionals terminate their employment with us and we are unable to find suitable replacements, our revenues and results of operations could
be harmed.

We are subject to business risks associated with international operations, which could make our international operations significantly more
costly.

As of December 31, 2006, we had international operations in the United Kingdom, Netherlands and Belgium. Our acquisitions of VISTA and
Oxford added operations in Ireland and Hong Kong. We have limited experience in marketing, selling and, particularly, supporting our services
outside of North America.

Operations in certain markets are subject to risks inherent in international business activities, including:

•  fluctuations in currency exchange rates;

•  complicated work permit requirements;

•  varying economic and political conditions;

•  seasonal reductions in business activity during the summer months in Europe and Asia;

•  overlapping or differing tax structures;

•  difficulties collecting accounts receivable; and

•  regulations concerning pay rates, benefits, vacation, union membership, redundancy payments and the termination
of employment.

Our inability to effectively manage our international operations could result in increased costs and adversely affect our results of operations.

Improper activities of our contract professionals could result in damage to our business reputation, discontinuation of our client
relationships and exposure to liability.

We may be subject to possible claims by our clients related to errors and omissions, misuse of proprietary information, discrimination and
harassment, theft and other criminal activity, malpractice and other claims stemming from the improper activities or alleged activities of our
contract professionals. We cannot assure that our current liability insurance coverage will be adequate or will continue to be available in
sufficient amounts to cover damages or other costs associated with such claims. Claims raised by clients stemming from the improper actions of
our contract professionals, even if without merit, could cause us to incur significant expense associated with the costs or damages related to such
claims. Further, such claims by clients could damage our business reputation and result in the discontinuation of client relationships.

Claims against us by our contract professionals for damages resulting from the negligence or mistreatment by our clients could result in
significant costs and adversely affect our recruitment and retention efforts.

We may be subject to possible claims by our contract professionals alleging discrimination, sexual harassment, negligence and other similar
activities by our clients. Our physicians may also be subject to medical malpractice claims. We cannot assure that our current liability insurance
coverage will be adequate or will continue to be available in sufficient amounts to cover damages or other costs associated with such claims.
Claims raised by our contract professionals, even if without merit, could cause us to incur significant expense associated with the costs or
damages related to such claims.
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Further, any associated negative publicity could adversely affect our ability to attract and retain qualified contract professionals in the future.

If we are required to further write down goodwill or identifiable intangible assets, the related charge could materially impact our reported
net income or loss for the period in which it occurs.

In 2004, we recorded a charge of $26.4 million related to impairment of goodwill and an impairment charge of $3.9 million related to our
identifiable intangible assets. We did not record any such charges in 2005 or 2006. However, we continue to have approximately $17.1 million
in goodwill on our balance sheet at December 31, 2006, as well as $0.7 million in identifiable intangible assets. As part of the analysis of
goodwill impairment, SFAS No. 142, �Goodwill and Other Intangible Assets� (SFAS 142), requires the Company�s management to estimate the
fair value of the reporting units on at least an annual basis. At December 31, 2006, we performed our annual goodwill impairment test and
concluded that there was no further impairment of goodwill. In addition, at December 31, 2006, we determined that there were no events or
changes in circumstances that indicated that the carrying values of other identifiable intangible assets subject to amortization may not be
recoverable. Although a future impairment of the remaining $17.1 million in goodwill and $0.7 million in identifiable intangible assets on our
balance sheet at December 31, 2006 would not affect our cash flow, it would negatively impact our operating results.

If we are subject to material uninsured liabilities under our partially self-insured workers� compensation program, our financial results
could be adversely affected.

We maintain a partially self-insured workers� compensation program. In connection with this program, we pay a base premium plus actual losses
incurred up to certain levels. We are insured for losses greater than certain levels, both per occurrence and in the aggregate. There can be no
assurance that our loss reserves and insurance coverage will be adequate in amount to cover all workers� compensation claims. If we become
subject to substantial uninsured workers� compensation liabilities, our results of operations and financial condition could be adversely affected.

Our costs of providing travel and housing for nurses and other healthcare personnel may be higher than we anticipate and, as a result, our
margins could decline.

If our travel and housing costs, including the costs of airline tickets, rental cars, apartments and rental furniture for our nurses and other contract
healthcare personnel exceed the levels we anticipate, and we are unable to pass such increases on to our clients, our margins may decline. To the
extent the length of our apartment leases exceed the terms of our staffing contracts, we bear the risk that we will be obligated to pay rent for
housing we do not use. If we cannot source a sufficient number of appropriate short-term leases in regional markets, or if, for any reason, we are
unable to efficiently utilize the apartments we do lease, we may be required to pay rent for unutilized or underutilized housing. As we continue
to expand our travel nurse business, effective management of travel costs will be necessary to prevent a decrease in gross profit and gross and
operating margins.

Demand for our services is significantly impacted by changes in the general level of economic activity and continued periods of reduced
economic activity could negatively impact our business and results of operations.

Demand for the contract staffing services that we provide is significantly impacted by changes in the general level of economic activity,
particularly any negative effect on healthcare, research and development and quality control spending. As economic activity slows, many clients
or potential clients for our services reduce their usage of and reliance upon contract professionals before laying off their regular, full-time
employees. During periods of reduced economic activity, we may also be subject to increased competition for market share and pricing pressure.
As a result, continued periods of reduced economic activity could harm our business and results of operations.
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We do not have long-term or exclusive agreements with our temporary staffing clients and growth of our business depends upon our ability
to continually secure and fill new orders.

We do not have long-term agreements or exclusive guaranteed order contracts with our temporary staffing clients. Assignments for our Lab
Support segment typically have a term of three to six months. Assignments for our Healthcare Staffing segment typically have a term of two to
thirteen weeks. The success of our business depends upon our ability to continually secure new orders from clients and to fill those orders with
our contract professionals. Our agreements do not provide for exclusive use of our services, and clients are free to place orders with our
competitors. As a result, it is imperative to our business that we maintain positive relationships with our clients. If we fail to maintain positive
relationships with these clients, we may be unable to generate new contract staffing orders, and the growth of our business could be adversely
affected.

Fluctuation in patient occupancy rates at client facilities could adversely affect demand for services of our Healthcare Staffing segment and
our results of operations.

Client demand for our Healthcare Staffing segment services is significantly impacted by changes in patient occupancy rates at our hospital and
healthcare clients� facilities. Increases in occupancy often result in increased client need for contract professionals before full-time employees can
be hired. During periods of decreased occupancy, however, hospitals and other healthcare facilities typically reduce their use of contract
professionals before laying off their regular, full-time employees. During periods of decreased occupancy, we may experience increased
competition to service clients, including pricing pressure. Occupancy at certain healthcare clients� facilities also fluctuates due to the seasonality
of some elective procedures. Periods of decreased occupancy at client healthcare facilities could materially adversely affect our results of
operations.

The loss of key members of our senior management team could adversely affect the execution of our business strategy and our financial
results.

We believe that the successful execution of our business strategy and our ability to build upon the significant recent investments in our business
and acquisitions of new businesses depends on the continued employment of key members of our senior management team. If any members of
our senior management team become unable or unwilling to continue in their present positions, our financial results and our business could be
materially adversely affected.

Future changes in reimbursement trends could hamper our Healthcare Staffing segment clients� ability to pay us, which would harm our
financial results.

Many of our Healthcare Staffing segment clients are reimbursed under the federal Medicare program and state Medicaid programs for the
services they provide. In recent years, federal and state governments have made significant changes in these programs that have reduced
reimbursement rates. In addition, insurance companies and managed care organizations seek to control costs by requiring that healthcare
providers, such as hospitals, discount their services in exchange for exclusive or preferred participation in their benefit plans. Future federal and
state legislation or evolving commercial reimbursement trends may further reduce, or change conditions for, our clients� reimbursement.
Limitations on reimbursement could reduce our clients� cash flows, thereby hampering their ability to pay us.

If our insurance costs increase significantly, these incremental costs could negatively affect our financial results.
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The costs related to obtaining and maintaining workers� compensation insurance, professional and general liability insurance and health insurance
for our contract professionals have been increasing. If
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the cost of carrying this insurance continues to increase significantly, this may reduce our gross and operating margins and financial results.

Healthcare reform could negatively impact our business opportunities, revenues and gross and operating margins.

The U.S. and state governments have undertaken efforts to control increasing healthcare costs through legislation, regulation and voluntary
agreements with medical care providers and drug companies. In the recent past, the U.S. Congress has considered several comprehensive
healthcare reform proposals. The proposals were generally intended to expand healthcare coverage for the uninsured and reduce the growth of
total healthcare expenditures. While the U.S. Congress did not adopt any comprehensive reform proposals, members of Congress may raise
similar proposals in the future. If any of these proposals are approved, hospitals and other healthcare facilities may react by spending less on
healthcare staffing, including nurses. If this were to occur, we would have fewer business opportunities, which could seriously harm our
business.

Furthermore, third-party payors, such as health maintenance organizations, increasingly challenge the prices charged for medical care. Failure by
hospitals and other healthcare facilities to obtain full reimbursement from those third-party payors could reduce the demand or the price paid for
our staffing services.

We operate in a regulated industry and changes in regulations or violations of regulations may result in increased costs or sanctions that
could reduce our revenues and profitability.

Our organization is subject to extensive and complex federal and state laws and regulations including but not limited to; professional licensure,
payroll tax regulations, conduct of operations, payment for services and payment for referrals. If we fail to comply with the laws and regulations
that are directly applicable to our business, we could suffer civil and/or criminal penalties or be subject to injunctions or cease and desist orders.

Extensive and complex laws that apply to our hospital and healthcare facility clients, including laws related to Medicare, Medicaid and other
federal and state healthcare programs, could indirectly affect the demand or the prices paid for our services. For example, our hospital and
healthcare facility clients could suffer civil and/or criminal penalties and/or be excluded from participating in Medicare, Medicaid and other
healthcare programs if they fail to comply with the laws and regulations applicable to their businesses. In addition, our hospital and healthcare
facility clients could receive reduced reimbursements or be excluded from coverage because of a change in the rates or conditions set by federal
or state governments. In turn, violations of or changes to these laws and regulations that adversely affect our hospital and healthcare facility
clients could also adversely affect the prices that these clients are willing or able to pay for our services.

The trading price of our common stock has experienced significant fluctuations, which could make it difficult for us to access the public
markets for financing or use our common stock as consideration in a strategic transaction.

In 2006, the trading price of our common stock experienced significant fluctuations, from a high of $13.60 to a low of $8.36. The closing price
of our common stock on the NASDAQ National Market was $13.12 on March 8, 2007. Our common stock may continue to fluctuate widely as a
result of a large number of factors, many of which are beyond our control, including:

•  period to period fluctuations in our financial results or those of our competitors;

•  failure to meet previously announced guidance or analysts� expectations of our quarterly results;

•  announcements by us or our competitors of acquisitions, significant contracts, commercial relationships or capital
commitments;
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•  commencement of, or involvement in, litigation;

•  any major change in our board or management;

•  changes in government regulations, including those related to Medicare and Medicaid reimbursement policies;

•  recommendations by securities analysts or changes in earnings estimates;

•  announcements about our earnings that are not in line with analyst expectations;

•  the volume of shares of common stock available for public sale;

•  announcements by our competitors of their earnings that are not in line with analyst expectations;

•  sales of stock by us or by our shareholders;

•  short sales, hedging and other derivative transactions in shares of our common stock; and

•  general economic conditions, slow or negative growth of unrelated markets and other external factors.

The stock market has experienced extreme price and volume fluctuations that have affected the market prices of many companies involved in the
temporary staffing industry. As a result of these fluctuations, we may encounter difficulty should we determine to access the public markets for
financing or use our common stock as consideration in a strategic transaction.

Future sales of our common stock and the future exercise of options may cause the market price of our common stock to decline and may
result in substantial dilution.

We cannot predict what effect, if any, future sales of our common stock, or the availability of our common stock for sale will have on the market
price of our common stock. Sales of substantial amounts of our common stock in the public market by management or us, or the perception that
such sales could occur, could adversely affect the market price of our common stock and may make it more difficult for you to sell your
common stock at a time and price which you may deem appropriate.

We have adopted anti-takeover measures that could prevent a change in our control.

In June 2003, we adopted a shareholder rights plan that has certain anti-takeover effects and will cause substantial dilution to a person or group
that attempts to acquire us in a manner or on terms that have not been approved by our board of directors. This plan could delay or impede the
removal of incumbent directors and could make more difficult a merger, tender offer or proxy contest involving us, even if such events could be
beneficial, in the short term, to the interests of our shareholders. In addition, such provisions could limit the price that some investors might be
wiling to pay in the future for shares of our common stock. Our certificate of incorporation and bylaws contain provisions that limit liability and
provide for indemnification of our directors and officers, and provide that our stockholders can take action only at a duly called annual meeting
of stockholders. These provisions and others also may have the affect of deterring hostile takeovers or delaying changes in control or
management.

Provisions in our corporate documents and Delaware law may delay or prevent a change in control that our stockholders consider favorable.
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Provisions in our certificate of incorporation and bylaws could have the effect of delaying or preventing a change of control or changes in our
management. These provisions include the following:

•  Our board of directors has the right to elect directors to fill a vacancy created by the expansion of the board of
directors or the resignation, death or removal of a director, which prevents stockholders from being able to fill
vacancies on our board of directors.
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•  Our stockholders may not act by written consent. In addition, a holder or holders controlling a majority of our
capital stock would not be able to take certain actions without holding a stockholder�s meeting, and only stockholders
owning at least 50% of our entire voting stock must request in writing in order to call a special meeting of
stockholders (which is in addition to the authority held by our board of directors to call a special stockholder
meetings).

•  Stockholders must provide advance notice to nominate individuals for election to the board of directors or to
propose matters that can be acted upon at a stockholders� meeting. These provisions may discourage or deter a
potential acquirer from conducting a solicitation of proxies to elect the acquirer�s own slate of directors or otherwise
attempting to obtain control of our company.

•  Our board of directors may issue, without stockholder approval, up to 1,000,000 shares of undesignated or �blank
check� preferred stock. The ability to issue undesignated or �blank check� preferred stock makes it possible for our board
of directors to issue preferred stock with voting or other rights or preferences that could impede the success of any
attempt or make it more difficult for a third party to acquire us.

As a Delaware corporation, we are also subject to certain Delaware anti-takeover provisions, including Section 203 of the Delaware General
Corporation Law. Under these provisions, a corporation may not engage in a business combination with any large stockholders who hold 15% or
more of our outstanding voting capital stock in a merger or business combination unless the holder has held the stock for 3 years, the board of
directors has expressly approved the merger or business transaction or at least two-thirds of the outstanding voting capital stock not owned by
such large stockholder approve the merger or the transaction. These provisions of Delaware law may have the effect of delaying, deferring or
preventing a change of control, and may discourage bids for our common stock at a premium over its market price. In addition, our board of
directors could rely on these provisions of Delaware law to discourage, prevent or delay an acquisition of us.

Item 1B.  Unresolved Staff Comments

Not applicable.

Item 2.  Properties

As of December 31, 2006, we leased approximately 30,500 square feet of office space through March 2011 for our field support and corporate
headquarters in Calabasas, California and 15,900 square feet of office space through March 2008 for our field support offices in Cincinnati,
Ohio. In addition, we lease approximately 120,000 square feet of office space in approximately 60 branch office locations in the United States,
United Kingdom, Netherlands and Belgium. A branch office typically occupies space ranging from approximately 1,000 to 3,000 square feet
with lease terms that typically range from six months to five years.

Item 3.  Legal Proceedings

From time to time, we are involved in litigation and proceedings arising out of the ordinary course of our business. As of the date of this report,
there are no material pending legal proceedings to which we are a party or to which our property is subject.

Item 4.  Submission of Matters to a Vote of Security Holders

There were no matters submitted to a stockholder vote during the fourth quarter of the fiscal year ended December 31, 2006.
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PART II

Item 5.  Market for Registrant�s Common Equity and Related Stockholder Matters

Our common stock trades on the NASDAQ National Market under the symbol ASGN. The following table sets forth the range of high and low
sales prices as reported on the NASDAQ National Market for each quarterly period within the two most recent fiscal years. At March 8, 2007,
we had approximately 57 holders of record, approximately 9,500 beneficial owners of our common stock and 35,065,478 shares
outstanding, net of 2,711,566 shares of treasury stock.

Price Range of
Common Stock
High Low

Fiscal Year Ended December 31, 2005
First Quarter $ 6.30 $ 4.82
Second Quarter $ 5.63 $ 3.99
Third Quarter $ 8.68 $ 4.72
Fourth Quarter $ 12.20 $ 8.25
Fiscal Year Ended December 31, 2006
First Quarter $ 12.56 $ 10.00
Second Quarter $ 13.60 $ 9.19
Third Quarter $ 10.31 $ 8.36
Fourth Quarter $ 12.21 $ 9.49

Since inception, we have not declared or paid any cash dividends on our common stock, and we currently plan to retain all earnings to support
the development and expansion of our business. We have no present intention of paying any dividends on our common stock in the foreseeable
future. However, the board of directors periodically reviews our dividend policy to determine whether the declaration of dividends is
appropriate.

Stock Performance Graph

The following graph compares the performance of On Assignment�s common stock price during the period December 31, 2001 to December 31,
2006 with the composite prices of companies listed on the Nasdaq Stock Market and of companies included in the SIC Code No. 736�Personnel
Supply Services Companies Index. The companies listed in the SIC Code No. 736 include peer companies in the same industry or line of
business as On Assignment.

The graph depicts the results of investing $100 in On Assignment�s common stock, the Nasdaq Stock Market composite index and an index of
the companies listed in the SIC Code No. 736 on December 31, 2001 and assumes that dividends were reinvested during the period.
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The comparisons shown in the graph below are based upon historical data, and we caution stockholders that the stock price performance shown
in the graph below is not indicative of, nor intended to forecast, potential future performance.

Fiscal Year Ending
2001 2002 2003 2004 2005 2006

On Assignment, Inc. $ 100.00 $ 37.09 $ 22.68 $ 22.59 $ 47.50 $ 51.15
SIC Code No. 736 Index�Personnel
Supply Services Company Index $ 100.00 $ 72.28 $ 112.64 $ 110.05 $ 113.86 $ 143.29
Nasdaq Stock Market Index $ 100.00 $ 69.75 $ 104.88 $ 113.70 $ 116.19 $ 128.12
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Item 6.  Selected Financial Data

The following table presents selected financial data of On Assignment as of, and for the fiscal years ended December 31, 2002, 2003, 2004,
2005 and 2006. This selected financial data should be read in conjunction with the consolidated financial statements and notes thereto included
under �Financial Statements and Supplementary Data� in Part II, Item 8 of this report.

Years Ended December 31,
2002 2003 2004 2005 2006
(in thousands, except per share data)

Income Statement Data:
Revenues $ 250,313 $ 209,554 $ 193,574 $ 237,856 $ 287,566
Cost of services 176,520 153,381 143,663 174,627 209,725
Gross profit 73,793 56,173 49,911 63,229 77,841
Selling, general and administrative expenses 54,675 59,435 66,695 64,135 67,900
Impairment of intangibles � � 3,907 � �
Impairment of goodwill � 79,897 26,421 � �
Operating income (loss) 19,118 (83,159 ) (47,112 ) (906 ) 9,941
Interest income 700 392 395 681 1,644
Income (loss) before income taxes 19,818 (82,767 ) (46,717 ) (225 ) 11,585
Provision (benefit) for income taxes 7,570 (967 ) (4,324 ) (129 ) 541
Net income (loss) $ 12,248 $ (81,800 ) $ (42,393 ) $ (96 ) 11,044
Basic earnings (loss) per share $ 0.48 $ (3.22 ) $ (1.68 ) $ (0.00 ) 0.41
Weighted average number of shares
outstanding 25,413 25,422 25,231 25,464 27,155
Diluted earnings (loss) per share $ 0.48 $ (3.22 ) $ (1.68 ) $ (0.00 ) 0.39
Weighted average number of shares and
dilutive shares outstanding 25,542 25,422 25,231 25,464 28,052
Balance Sheet Data:
Cash, cash equivalents, restricted cash
and current portion of marketable securities $ 33,990 $ 35,134 $ 22,787 $ 25,365 $ 110,161
Working capital 57,153 53,258 40,957 47,629 135,501
Total assets 218,059 131,981 92,382 93,705 186,995
Long-term liabilities 2,641 1,450 222 70 627
Stockholders� equity 201,047 115,885 74,471 76,637 165,944

In 2006, there was a reversal of the valuation allowance of $4,928,000 that was recorded against our net deferred income tax assets in 2004 and
2005. Of the $4,928,000 valuation allowance reversal, $4,345,000 resulted in an income tax benefit and $583,000 was recorded as an increase to
additional paid in capital resulting from stock option deductions realized in the current year.

Cash and cash equivalents as of December 31, 2006 included the net proceeds of $71,678,000 raised in conjunction with the sale of 7,643,141
shares of our common stock on November 15, 2006. Subsequent to year-end, we utilized our existing cash and proceeds from a new
$165,000,000 senior secured credit facility to finance the acquisition of VISTA Staffing Solutions and Oxford Global Resources, Inc., as
described in Item 7. The new facility includes a 5-year $20,000,000 revolving credit facility, which was undrawn at closing, and a 6-year
$145,000,000 funded term loan facility. The term loan facility is repayable at the rate of $363,000 per quarter. In addition, within 90 days of
each of our fiscal year ends, we are required to reduce the term loan by up to 50% of our excess cash flow, as defined.
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Item 7.  Management�s Discussion and Analysis of Financial Condition and Results of Operations

This discussion contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. Such statements are based upon current expectations that involve risks and
uncertainties. Any statements contained herein that are not statements of historical fact may be deemed to be forward-looking statements. For
example, the words �believes,� �anticipates,� �plans,� �expects,� �intends� and similar expressions are intended to identify forward-looking statements.
Our actual results could differ materially from those discussed herein. Factors that could cause or contribute to such differences or prove our
forward-looking statements, by hindsight, to be overly optimistic or unachievable include, but are not limited to, the following:

•  actual demand for our services;

•  our ability to attract, train, and retain qualified staffing consultants;

•  our ability to remain competitive in obtaining and retaining temporary staffing clients;

•  the availability of qualified temporary nurses and other qualified contract professionals;

•  our ability to manage our growth efficiently and effectively; and

•  continued performance of our information systems.

For a discussion of these and other factors that may impact our realization of our forward-looking statements, see �Business�Risk Factors� within
Item 1A of Part I.

Overview

In 2006, we continued to focus on growing revenues, improving gross profit and rationalizing and leveraging our selling, general and
administrative expenses, which enabled us to return to profitability for the 2006 fiscal year.

We made significant progress in further strengthening the sales force through the hiring of seasoned professionals with staffing industry
experience and committing more resources to our newer services lines; local nursing, health information management, clinical research,
engineering and direct hire.

Consolidated revenues for 2006 were $287,566,000, up 20.9% from $237,856,000 in 2005. Consolidated gross margin improved 50 basis points
from 26.6% in 2005 to 27.1% in 2006. For the full year, gross profit increased 23.1% to $77,841,000 from $63,229,000 in 2005.

In 2007, our results of operations will be affected significantly by our acquisition of VISTA Staffing Solutions (VISTA) and Oxford Global
Resources, Inc. (Oxford).

Seasonality

Demand for our staffing services historically has been lower during the first and fourth quarters as a result of fewer business days resulting from
client shutdowns and the fall off of the number of contract professionals willing to work during the holidays. As is common in the staffing
industry, we run special incentive programs to keep our contract professionals, particularly nurses, working through the holidays. Demand for
our staffing services usually increases in the second and third quarters of the year.

Critical Accounting Policies

Our accounting policies are described in Note 1 of the Notes to Consolidated Financial Statements in Part II, Item 8 of this report. We prepare
our financial statements in conformity with accounting
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principles generally accepted in the United States, which require us to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the year. Actual results could differ from those estimates. We consider the following policies to be most critical in
understanding the judgments that are involved in preparing our financial statements and the uncertainties that could impact our results of
operations, financial condition and cash flows.

Allowance for Doubtful Accounts.   We estimate an allowance for doubtful accounts as well as an allowance for billing
adjustments related to trade receivables based on our analysis of historical collection and adjustment experience. We
apply actual collection and adjustment percentages to the outstanding accounts receivable balances at the end of the
period. If we experience a significant change in collections or billing adjustment experience, our estimates of the
recoverability of accounts receivable could change by a material amount.

Accrued Workers� Compensation.   We are partially self-insured for our workers� compensation liability. The workers�
compensation program covers all of our contract professionals and regular employees. In connection with this
program, we pay a base premium plus actual losses incurred up to certain levels and are insured for losses greater than
certain levels per occurrence and in the aggregate. The self-insurance claim liability is determined based on claims
filed and claims incurred but not reported. To ensure that the accrued workers� compensation balance is adequate to
cover all costs incurred under our workers� compensation program, at the end of each fiscal quarter, we calculate our
self-insurance claim liability based on historical experience and trends of industry data. If historical experiences and
industry trends change, the self-insurance claim liability calculated could change by a material amount. As of
December 31, 2006, we had three separate unused letters of credit totaling $4,678,000 to secure our obligations
for workers� compensation claims with three insurance carriers. In 2006, we renewed agreements to collateralize these
letters of credit by restricting $4,678,000 in cash and cash equivalents for the sole purpose of paying down the letters
of credit, if necessary.

Contingencies.  We account for contingencies in accordance with Statement of Financial Accounting Standards (SFAS)
No. 5, �Accounting for Contingencies.� SFAS 5 requires that we record an estimated loss from a loss contingency when
information available prior to issuance of our financial statements indicates it is probable that an asset has been
impaired or a liability has been incurred at the date of the financial statements, and the amount of the loss can be
reasonably estimated. Accounting for contingencies, such as legal settlements, workers� compensation matters and
income tax contingencies, requires us to use our judgment. While we believe that our accruals for these matters are
adequate, if the actual loss from a loss contingency is significantly different than the estimated loss, results of
operations may be over or understated.

Income taxes.  As part of the process of preparing our consolidated financial statements, we are required to estimate our
income taxes in each of the jurisdictions in which we operate. This process involves estimating our current tax
exposures in each jurisdiction including the impact, if any, of additional taxes resulting from tax examinations.
Deferred income tax assets and liabilities are computed annually for differences between the financial statement and
income tax bases of assets and liabilities. Such deferred income tax asset and liability computations are based on
enacted tax laws and rates applicable to periods in which the differences are expected to reverse. If necessary, a
valuation allowance is established to reduce deferred income tax assets in accordance with SFAS No. 109, �Accounting
for Income Taxes� (SFAS 109). Tax exposures can involve complex issues and may require an extended period to
resolve. The estimated effective tax rate is adjusted for the tax related to significant unusual items. Changes in the
geographic mix or estimated level of annual pre-tax income can affect the overall effective tax rate.

During the quarter and year ended December 31, 2004, we established a valuation allowance against our net deferred income tax assets. The
valuation allowance was calculated pursuant to
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SFAS 109, which requires an assessment of both positive and negative evidence when measuring the need for a valuation allowance. Such
evidence includes a company�s past and projected future performance, the market environment in which the company operates, the utilization of
past tax credits and the length of carryback and carryforward periods of net operating losses. In determining that a valuation allowance was
required, we placed added weight on the operating results of the past two years and projected operating losses for 2005. At the end of 2006, we
evaluated the need for the valuation allowance in accordance with our valuation allowance reversal methodology and in conjunction with SFAS
109. We concluded that as a result of sustained profitability, which was evidenced by consecutive quarters of pre-tax net income along with
projections of pre-tax net income in future years, that the criteria had been met for the full reversal of the valuation allowance.

Goodwill and Identifiable Intangible Assets.  As discussed in Note 3 to our Consolidated Financial Statements in Part II, Item
8 of this report, SFAS 142 requires that we review and test goodwill and indefinite lived intangible assets for
impairment on at least an annual basis, rather than amortize them. We may be required to review and test for
impairment more frequently if events or changes in circumstances indicate that the assets may be impaired. In testing
for a potential impairment of goodwill, SFAS 142 requires us to: (1) allocate goodwill to our various business units to
which the acquired goodwill relates; (2) estimate the fair value of those businesses to which goodwill relates; and
(3) determine the carrying value of the businesses. If the estimated fair value is less than the carrying value for a
particular business unit, then we are required to estimate the fair value of all identifiable assets and liabilities of the
business unit, in a manner similar to a purchase price allocation for an acquired business unit. This requires the
identification of any previously unrecognized intangible assets. When this process is completed, the amount of
goodwill impairment is determined.

In addition, SFAS 144, �Accounting for the Impairment or Disposal of Long-Lived Assets� (SFAS 144) requires us to test the recoverability of
long-lived assets, including identifiable intangible assets with definite lives, whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. In testing for potential impairment under SFAS 144, if the carrying value of the asset group exceeds
the expected undiscounted cash flows, we must then determine the amount by which the fair value of those assets exceeds the carrying value and
determine the amount of impairment, if any.

Stock-Based Compensation.   We account for stock-based compensation in accordance with Statement of Financial
Accounting Standards (FAS) No. 123 (revised 2004), �Share-Based Payment� (FAS 123R). FAS 123R requires that we
estimate the fair value of share-based payments, primarily stock option awards, and record compensation expense as a
charge against net income. The compensation expense is then amortized over the service period, generally four years
from the grant date. To estimate the fair value of stock option awards we are required to analyze historical trends and
observations and assess current circumstances to develop an expectation of certain future activities such as employee
exercise behavior and employee turnover. While we believe that our assumptions and expectations of these activities
are reasonable, a revision to these assumptions could materially impact our operating results but not our cash flows.
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Results of Operations

The following table summarizes, for the periods indicated, selected income statement data expressed as a percentage of revenues:

Year Ended December 31,
2004 2005 2006

Revenues 100.0 % 100.0 % 100.0 %
Cost of services 74.2 73.4 72.9
Gross profit 25.8 26.6 27.1
Selling, general and administrative expenses 34.5 27.0 23.6
Impairment of Intangibles 2.0 0.0 0.0
Impairment of goodwill 13.6 0.0 0.0
Operating (loss) income (24.3 ) (0.4 ) 3.5
Interest income, net 0.2 0.3 0.5
(Loss) income before income taxes (24.1 ) (0.1 ) 4.0
(Benefit) provision for income taxes (2.2 ) (0.1 ) 0.2
Net (loss) income (21.9 )% (0.0 )% 3.8 %

Years Ended December 31, 2005 and 2006

Revenues.  Revenues increased $49,710,000, or 20.9 percent, from $237,856,000 for the year ended December 31,
2005 to $287,566,000 for the year ended December 31, 2006. The most significant revenue driver is the number of
contract professionals on assignment. The increase in revenues was primarily attributable to a 15.8 percent increase in
the average number of contract professionals on assignment and an overall 5.0 percent increase in average bill rates. In
addition, conversion and direct hire fee revenues increased $2,127,000, or 47.9 percent, from $4,444,000 for the year
ended December 31, 2005 to $6,571,000 for the year ended December 31, 2006 as a result of more contract
professionals being converted into or hired directly as permanent employees. Continued development of the direct hire
business had a favorable impact on our operating results and will remain a focus of management.

Our year-over-year revenue growth is a result of both improved demand in our end markets as well as an expanded and more experienced sales
and fulfillment team. Specifically, demand in our Nurse Travel line of business strengthened significantly. We will continue to focus on the
growth of our established product lines as well as our newer product lines, including Health Information Management (HIM), Clinical Research,
Engineering, Local Nursing and further development of our direct hire business. We believe the growth of these service offerings will help
support further organic growth and diversify our client base.

Lab Support segment revenues increased $18,732,000, or 19.0 percent, from $98,730,000 for the year ended December 31, 2005 to
$117,462,000 for the year ended December 31, 2006. The increase in revenues was primarily attributable to an 11.8 percent increase in the
average number of contract professionals on assignment, as well as a 5.4 percent increase in average bill rates. In addition, conversion and direct
hire fee revenues increased $1,704,000, or 45.3 percent, from $3,761,000 for the year ended December 31, 2005 to $5,465,000 for the year
ended December 31, 2006. Our conversion and direct hire fee revenues were higher as more contract professionals were converted into or hired
directly as permanent employees.

Healthcare Staffing segment revenues increased $30,978,000, or 22.3 percent, from $139,126,000 for the year ended December 31, 2005 to
$170,104,000 for the year ended December 31, 2006. Nurse Travel revenues increased $20,522,000, or 20.7 percent, from $99,091,000 for the
year ended December 31, 2005 to $119,613,000 for the year ended December 31, 2006. The increase in Nurse Travel revenues was due, in part,
to a 23.6 percent increase in the average number of nurses on assignment and an increase in bill rates of 2.2 percent, offset by a 2.7 percent
decrease
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in average hours worked per nurse. The Nurse Travel results include a decrease in revenues derived from hospitals that experienced labor
disruptions for the year ended December 31, 2006 of $1,915,000 compared to the year ended December 31, 2005. MF&A revenues increased
$10,456,000, or 26.1 percent, from $40,035,000 for the year ended December 31, 2005 to $50,491,000 for the year ended December 31, 2006.
The increase in revenues was primarily attributable to a 18.9 percent increase in the average number of contract professionals on assignment and
an increase in bill rates of 4.3 percent, as well as a 61.9 percent increase in conversion and direct hire fee revenues from $683,000 for the year
ended December 31, 2005 to $1,106,000 for the year ended December 31, 2006.

Gross Profit and Gross Margins.  Gross profit increased $14,612,000 from $63,229,000 for the year ended December 31,
2005 to $77,841,000 for the year ended December 31, 2006 due to an increase in both revenues and gross margins.
Gross margins increased 50 basis points from 26.6 percent to 27.1 percent for the years ended December 31, 2005 and
2006, respectively. Consolidated gross margins were positively impacted by our decision to focus the sales and
fulfillment team on the development of our direct hire business. Direct hire revenues have no associated cost of
services. Therefore, growth in our direct hire revenues, as well as conversion fee revenues, had a favorable impact on
gross margins.

Lab Support segment gross profit increased $6,407,000 from $31,736,000 for the year ended December 31, 2005 to $38,143,000 for the year
ended December 31, 2006 due to an increase in both revenues and gross margins. Gross margins for the segment increased 40 basis points from
32.1 percent to 32.5 percent for the years ended December 31, 2005 and 2006, respectively. Lab Support gross margins were positively impacted
by our decision to focus the sales and fulfillment team on the development of the direct hire business. Conversion and direct hire fee revenues
have no associated cost of services. Therefore, growth in our direct hire revenues, as well as conversion fee revenues, had a favorable impact on
gross margins. The increases in gross margins were partially offset by increased payroll taxes and a slight increase to workers� compensation
expense and holiday pay.

Healthcare Staffing segment gross profit increased $8,205,000 from $31,493,000 for the year ended December 31, 2005 to $39,698,000 for the
year ended December 31, 2006. Gross margins for the segment increased 70 basis points from 22.6 percent to 23.3 percent for the years ended
December 31, 2005 and 2006, respectively. This segment includes gross profit from the Nurse Travel and MF&A lines of business. Gross
margins for the segment increased due in part to a change in the segment�s service mix towards the higher gross margin lines of business. MF&A
revenues increased as a percentage of segment revenues from 28.8 percent to 29.7 percent for the years ended December 31, 2005 to 2006,
respectively. Nurse Travel gross margins increased from 20.1 percent for the year ended December 31, 2005 and to 20.5 percent for the year
ended December 31, 2006. This slight increase in Nurse Travel gross margin was primarily attributable to the higher bill/pay spreads, offset by
increased travel expenses for nurses on assignment. MF&A gross margins increased from 29.0 percent to 30.0 percent for the years ended
December 31, 2005 and 2006, respectively. MF&A gross margins increased due to a 9.6 percent increase in bill/pay spreads and additional
conversion and direct hire fee revenues, offset by an increase in payroll taxes as well as travel and housing expenses.

Selling, General and Administrative Expenses.  Selling, general and administrative (SG&A) expenses include field operating
expenses, for Lab Support and MF&A, including staffing consultants� compensation, rent, other office expenses and
marketing for contract professionals. Nurse Travel SG&A expenses include compensation for regional sales directors,
account managers and recruiters, as well as rent, other office expenses and marketing for traveling nurses. SG&A
expenses also include our corporate and branch support expenses, such as the salaries of corporate operations and
support personnel, recruiting and training expenses for field staff, marketing staff expenses, rent, expenses related to
being a publicly-traded company and other general and administrative expenses.
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SG&A expenses increased $3,765,000, or 5.9 percent, from $64,135,000 for the year ended December 31, 2005 to $67,900,000 for the year
ended December 31, 2006. This increase was due to an increase of $2,729,000 in field operating expenses, and an increase of $1,036,000 in
corporate expenses. The increase in field operating expenses was primarily the result of increased staffing consultant salaries, commissions and
bonuses in the 2006 period versus the 2005 period due to higher field headcount and increased revenues offset partially by a decrease to
marketing and advertising expenses. The increase in corporate expenses is primarily due to an increase of $2,718,000 in stock-based
compensation expense. This increase was partly offset by decreases in depreciation and amortization expense, Sarbanes-Oxley compliance
expense and loss on the disposal of property and equipment.

Total SG&A as a percentage of revenues decreased from 27.0 percent in the 2005 period to 23.6 percent in the 2006 period, primarily due to a
larger percentage increase in revenues than SG&A expenses. In the 2007 period, we expect SG&A expenses to increase in the aggregate and as a
percentage of revenues as a result of the acquisition of VISTA and Oxford. In particular, depreciation and amortization expense will increase
significantly. We also expect additional stock-based compensation expense as a result of option grants in late 2006 and early 2007.

Interest Income.  Interest income, net, increased from $681,000 for the year ended December 31, 2005 to $1,644,000 for
the year ended December 31, 2006. This increase was primarily due to higher interest rates resulting from a change in
investment strategy from lower yielding tax-exempt investments to other higher return short-term investments, as well
as a higher average cash balance carried in 2006. The net proceeds from the November equity offering of $71,678,000
were included in the increased cash balance. In 2007, we expect interest expense to increase substantially as a result of
debt we incurred to finance the acquisitions.

Benefit/Provision for Income Taxes.  We went from a net loss position in 2005 to a net income position in 2006. Income
taxes increased from a benefit of $129,000 for the year ended December 31, 2005, to a provision of $541,000 for the
year ended December 31, 2006. Our effective rate was 4.7 percent for the year ended December 31, 2006 compared to
57.3 percent for the year ended December 31, 2005. The difference in our effective tax rate for the year ended
December 31, 2006, as compared with the corresponding period in 2005, was primarily due to the reversal in 2006 of
the valuation allowance of $4,928,000 that was recorded against our net deferred income tax assets in 2004 and 2005.
Of the $4,928,000 valuation allowance reversal, $4,345,000 resulted in an income tax benefit and $583,000 was
recorded as an increase to additional paid in capital resulting from stock option deductions realized in the current year.

Years Ended December 31, 2004 and 2005

Revenues.  Revenues increased $44,282,000, or 22.9 percent, from $193,574,000 for the year ended December 31,
2004 to $237,856,000 for the year ended December 31, 2005. The most significant revenue driver is the number of
contract professionals on assignment. The increase in revenues was primarily attributable to an 18.4 percent increase
in the average number of contract professionals on assignment and an overall 4.2 percent increase in average bill rates.
In addition, conversion and direct hire fee revenues increased $1,852,000, or 71.5 percent, from $2,592,000 for the
year ended December 31, 2004 to $4,444,000 for the year ended December 31, 2005 as a result of more contract
professionals being converted into or hired directly as permanent employees. Continued development of the direct hire
business had a favorable impact on our operating results and will remain a focus of management.

As a result of our revitalization plan launched in 2004, we made significant investments in 2005 by hiring additional experienced sales and
fulfillment personnel in all lines of business. Our year-over-year revenue growth is a result of both improved demand in our end markets as well
as an expanded and more experienced sales and fulfillment team. Specifically, demand in our Nurse Travel line of business strengthened
significantly.
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Lab Support segment revenues increased $14,825,000, or 17.7 percent, from $83,905,000 for the year ended December 31, 2004 to $98,730,000
for the year ended December 31, 2005. The increase in revenues was primarily attributable to a 12.4 percent increase in the average number of
contract professionals on assignment, as well as a 3.5 percent increase in average bill rates. In addition, conversion and direct hire fee revenues
increased $1,593,000, or 73.5 percent, from $2,168,000 for the year ended December 31, 2004 to $3,761,000 for the year ended December 31,
2005. Our conversion and direct hire fee revenues were higher as more contract professionals were converted into or hired directly as permanent
employees.

Healthcare Staffing segment revenues increased $29,457,000, or 26.9 percent, from $109,669,000 for the year ended December 31, 2004 to
$139,126,000 for the year ended December 31, 2005. Nurse Travel revenues increased $18,477,000, or 22.9 percent, from $80,614,000 for the
year ended December 31, 2004 to $99,091,000 for the year ended December 31, 2005. The increase in Nurse Travel revenues was due, in part,
to a 25.0 percent increase in the average number of nurses on assignment and an increase in bill rates of 4.6 percent, offset by a 6.0 percent
decrease in average hours worked per nurse. The Nurse Travel results include an increase in revenues derived from hospitals that experienced
labor disruptions for the year ended December 31, 2005 of $1,097,000 compared to the year ended December 31, 2004. MF&A revenues
increased $10,980,000, or 37.8 percent, from $29,055,000 for the year ended December 31, 2004 to $40,035,000 for the year ended
December 31, 2005. The increase in revenues was primarily attributable to a 29.3 percent increase in the average number of contract
professionals on assignment and an increase in bill rates of 4.7 percent, as well as a 61.1 percent increase in conversion and direct hire fee
revenues from $424,000 for the year ended December 31, 2004 to $683,000 for the year ended December 31, 2005.

Gross Profit and Gross Margins.  Gross profit increased $13,318,000 from $49,911,000 for the year ended December 31,
2004 to $63,229,000 for the year ended December 31, 2005 due to an increase in both revenues and gross margins.
Gross margins increased 80 basis points from 25.8 percent to 26.6 percent for the years ended December 31, 2004 and
2005, respectively. Consolidated gross margins were positively impacted by our decision to focus the sales and
fulfillment team on the development of our direct hire business. Direct hire revenues have no associated cost of
services. Therefore, growth in our direct hire revenues, as well as conversion fee revenues, had a favorable impact on
gross margins. During 2005, we also benefited from reduced workers� compensation claims and the related expense.
Workers� compensation expense expressed as a percent of total revenues decreased from 1.3 percent for the year ended
December 31, 2004 to 0.6 percent for the year ended December 31, 2005. These historically low levels of workers�
compensation expense are the result of fewer claims and improved claims management activities, which in turn, has
resulted in a lowering of our workers� compensation reserves.

Lab Support segment gross profit increased $6,310,000 from $25,426,000 for the year ended December 31, 2004 to $31,736,000 for the year
ended December 31, 2005 due to an increase in both revenues and gross margins. Gross margins for the segment increased 180 basis points from
30.3 percent to 32.1 percent for the years ended December 31, 2004 and 2005, respectively. Lab Support gross margins were positively impacted
by a decrease in workers� compensation expense as well as our decision to focus the sales and fulfillment team on the development of the direct
hire business. Conversion and direct hire fee revenues have no associated cost of services. Therefore, growth in our direct hire revenues, as well
as conversion fee revenues, had a favorable impact on gross margins. The increases in gross margins were partially offset by a slight decrease in
bill/pay spreads as well as increased overtime pay.

Healthcare Staffing segment gross profit increased $7,008,000 from $24,485,000 for the year ended December 31, 2004 to $31,493,000 for the
year ended December 31, 2005. Gross margins for the segment increased 30 basis points from 22.3 percent to 22.6 percent for the years ended
December 31, 2004 and 2005, respectively. This segment includes gross profit from the Nurse Travel and MF&A lines of business. Gross
margins for the segment increased slightly, due in part to a change
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in the segment�s service mix towards the higher gross margin lines of business. MF&A revenues increased as a percentage of segment revenues
from 26.5 percent to 28.8 percent for the years ended December 31, 2004 to 2005, respectively. Nurse Travel gross margins were relatively flat
at 20.0 percent for the year ended December 31, 2004 and to 20.1 percent for the year ended December 31, 2005. This slight increase in Nurse
Travel gross margin was primarily attributable to lower workers� compensation expense. MF&A gross margins increased slightly from 28.8
percent to 29.0 percent for the years ended December 31, 2004 and 2005, respectively. MF&A gross margins increased slightly due to higher
bill/pay spreads and additional conversion and direct hire fee revenues, offset by an increase in employment costs, such as background checks
and drug testing.

Selling, General and Administrative Expenses.  Selling, general and administrative (SG&A) expenses include field operating
expenses, for Lab Support and MF&A, including staffing consultants� compensation, rent, other office expenses and
marketing for contract professionals. Nurse Travel SG&A expenses include compensation for regional sales directors,
account managers and recruiters, as well as rent, other office expenses and marketing for traveling nurses. SG&A
expenses also include our corporate and branch support expenses, such as the salaries of corporate operations and
support personnel, recruiting and training expenses for field staff, marketing staff expenses, rent, expenses related to
being a publicly-traded company and other general and administrative expenses.

SG&A expenses decreased $2,560,000, or 3.8 percent, from $66,695,000 for the year ended December 31, 2004 to $64,135,000 for the year
ended December 31, 2005. This decrease was due to a decrease of $4,878,000 in corporate expenses, offset by an increase of $2,318,000 in field
operating expenses. The increase in field operating expenses was primarily the result of increased staffing consultant salaries, commissions and
bonuses in the 2005 period versus the 2004 period due to higher field headcount and higher revenues. The increase in field compensation was
partially offset by lower branch facility and telecommunication expenses as well as reduced marketing expenses.

In the 2004 period, corporate expenses included a net restructuring charge of $1,911,000 for a reduction in personnel and branch office closures
versus net restructuring charges of $158,000 in the 2005 period. Excluding these items, corporate expenses decreased $3,125,000 due to
decreases in consulting and legal services, amortization of identifiable intangible assets, business insurance, travel and entertainment expenses,
information technology expenses, and lower salaries resulting from fewer corporate employees and a more streamlined senior management
team. These reductions were offset by increased incentive compensation, including non-cash charges for stock-based compensation to
employees and the board of directors of $235,000, higher depreciation expense and increased lease expense related to computer equipment.
Total SG&A as a percentage of revenues decreased from 34.5 percent in the 2004 period to 27.0 percent in the 2005 period, primarily due to
higher revenues and reductions to SG&A expenses noted above.

Impairment of Goodwill and Identifiable Intangible Assets.  At December 31, 2005, we performed our annual impairment test
and concluded that there was no further impairment of goodwill or identifiable intangible assets. No impairment
charges were recorded for the year ended December 31, 2005 versus impairment charges of $26,421,000 and
$3,907,000 recorded against goodwill and identifiable intangible assets, respectively, for the year ended December 31,
2004, as discussed in Part II, Item 8, Note 3 to the consolidated financial statements.

Interest Income.  Interest income, net, increased from $395,000 for the year ended December 31, 2004 to $681,000 for
the year ended December 31, 2005. This increase was primarily due to higher interest rates resulting from a change in
investment strategy from lower yielding tax-exempt investments to other higher return short-term investments.

Benefit for Income Taxes.  Benefit for income taxes decreased from $4,324,000 for the year ended December 31, 2004, to
a benefit of $129,000 for the year ended December 31, 2005. Our effective rate was 57.3 percent for the year ended
December 31, 2005 compared to 9.3 percent for the year ended December 31, 2004. The difference in our effective
tax rate for the year ended
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December 31, 2005, as compared with the corresponding period in 2004, was primarily due to the non-deductibility of goodwill impairment of
$26,421,000 recognized in the 2004 period as well as a valuation allowance of $4,205,000 that was recorded against our net deferred income tax
assets and a tax refund received in 2005 related to the 2004 federal income tax return, which was greater than previously estimated. We recorded
a valuation allowance against our net deferred income tax assets in 2004 and 2005.

Liquidity and Capital Resources

Our working capital at December 31, 2006 was $135,501,000, including $110,161,000 in cash, cash equivalents and restricted cash. Cash and
cash equivalents as of December 31, 2006 included the net proceeds of $71,678,000 raised in conjunction with the sale of 7,643,141 shares of
our common stock on November 15, 2006. The net proceeds from the sale of common stock in this offering will be used for potential future
acquisitions of professional staffing businesses, working capital, capital expenditures and other general corporate purposes.

Subsequent to year-end, we successfully completed two acquisitions. On January 3, 2007, we acquired VISTA Staffing Solutions, a
privately-owned, leading provider of physician staffing and permanent physician search services, for $41,100,000 in cash and an $8,000,000
two-year earn-out provision tied to the acquired entity�s operating performance.

On January 31, 2007, we acquired Oxford Global Resources, Inc., a leading provider of high-end information technology and engineering
staffing services. The final purchase price included approximately $190,000,000 in cash and $10,000,000 in common stock for a total purchase
price of $200,000,000. In addition, Oxford shareholders have the opportunity to achieve an earn-out of up to $12,000,000 based on Oxford�s
2007 and 2008 performance. We utilized our existing cash and proceeds from a new $165,000,000 senior secured credit facility to finance the
acquisition. The new facility includes a 5-year $20,000,000 revolving credit facility, which was undrawn at closing, and a 6-year $145,000,000
funded term loan facility. The term loan facility is repayable at the rate of $363,000 per quarter. In addition, within 90 days of each of our fiscal
year ends, we are required to reduce the term loan by up to 50% of our excess cash flow, as defined. In addition, the Company is required to
maintain certain financial covenants, including a minimum total leverage ratio, a minimum interest coverage ratio and a limitation on capital
expenditures. The facility is secured by the assets of the Company.

While capital raised through our stock offering and debt arrangements has enabled us to execute strategic growth objectives, our operating cash
flows have been our primary source of liquidity and historically have been sufficient to fund our working capital and capital expenditure needs.
Our working capital requirements consist primarily of the financing of accounts receivable and related payroll expenses and repayment of the
$145,000,000 term loan facility noted earlier. We do not currently pay cash dividends on our outstanding common stock and we do not intend to
pay cash dividends for the foreseeable future.

Cash provided by operations of $14,494,000 was primarily comprised of net income of $11,044,000, adjusted for non-cash charges of
$3,782,000. Non-cash charges primarily included depreciation and amortization of $5,629,000 and stock-based compensation of $2,953,000,
offset by the increase to deferred income taxes of $3,906,000 and the excess tax benefits of $1,053,000 related to the exercise of certain
stock-based awards.

Cash used for investing activities was $4,825,000 for the year ended December 31, 2006, which included $4,111,000 in capital expenditures
related to information technology projects as well as leasehold improvements and various property and equipment purchases, an increase in
other assets of $472,000 and cash paid for the acquisition of a Health Information Management business of $430,000. This use of cash was
offset by a decrease in restricted cash of $200,000.

31

Edgar Filing: ON ASSIGNMENT INC - Form 10-K

38



Cash provided by financing activities was $74,936,000 for the year ended December 31, 2006, which consisted primarily of the net proceeds
from the November equity offering of $71,678,000 as well as the gross proceeds from our Employee Stock Purchase Plan and the exercise of
common stock options of $2,613,000, offset by $408,000 for the payment of employee payroll taxes related to restricted stock units that vested
during the period. We expect future cash flows from financing activities to include net proceeds from stock transactions, including excess tax
benefits, as well as debt payments to service the $145,000,000 term loan facility.

Barring dramatic and unexpected changes in U.S. labor markets and demand for our services, we believe that our working capital as of
December 31, 2006, the financing arrangement entered into on January 31, 2007 and positive cash flow from future operating activities will be
sufficient to fund future debt payments, increases in accounts receivable, payroll related expenses and capital expenditure initiatives for the
foreseeable future.

As part of our initiative to improve our sales capabilities, we completed Phase I of the implementation of Vurv Technology (formerly known as
RecruitMax), a new front office system, for our domestic Lab Support and certain MF&A service lines in the second quarter of 2006.
Subsequent phases of this software implementation are expected to be substantially completed in the first half of 2007. Additionally, we
continue to make progress on implementing PeopleSoft finance and payroll modules for our Nurse Travel line of business and certain foreign
operations. We expect to incur approximately $5.3 million to $5.9 million in capital expenditures in 2007 related to PeopleSoft and Vurv
Technology software initiatives, other information-technology projects, leasehold improvements and various equipment purchases. We believe
these improvements should continue to increase the productivity of our staffing consultants and streamline corporate operations.

On June 15, 2001, our board of directors authorized the repurchase, from time to time, of up to 2,941,000 shares of On Assignment Inc.�s
common stock. During the years ended December 31, 2004, 2005 and 2006, we did not repurchase any shares of our common stock on the open
market. To date, we have repurchased 2,662,500 shares of our common stock at a total cost of $22,970,000. At December 31, 2006, we had a
remaining authorization to repurchase 278,500 shares of our common stock.

During 2006, certain stock-based awards issued under our approved stock option plan vested. Under the provisions of this plan, a portion of the
vested shares were withheld by us in order to satisfy payroll tax obligations of the employee. The vested shares withheld have been recorded as
treasury stock, a reduction to stockholder�s equity, at the fair market value on the date that the tax obligation was determined, which was also the
vesting date of the awards. As of December 31, 2006, there were 49,066 shares withheld and included in treasury stock at a fair-market value of
$510,000.

Commitments and Contingencies

We lease space for our corporate and branch offices. The lease agreement related to our corporate office in Calabasas, California (as amended in
2002) is for a seven-year extension of the existing lease term from March 2004 to March 2011. We have committed to base rental payments
totaling $6,486,000 over the term of the agreement with the last monthly payment due on March 1, 2011. Rent expense (net of sublease income)
for the years ended December 31, 2004, 2005, and 2006 was $4,318,000, $4,575,000, and $5,109,000, respectively.

The following table sets forth, on an aggregate basis, at December 31, 2006, the amounts of specified contractual cash obligations required to be
paid in the periods shown (in thousands):

Contractual Obligations 2007 2008 2009 2010 2011 Thereafter Total
Operating lease obligations $ 3,722 $ 2,681 $ 2,372 $ 2,013 $ 784 $ � $ 11,572
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For additional information about these contractual cash obligations, see Note 5 to our Consolidated Financial Statements appearing in Part II,
Item 8 of this report. Our credit facility entered into in 2007 has principal and interest payment delegations not set forth in the table above.
Contractual obligations for companies acquired in 2007 are also excluded.

We are involved in various legal proceedings, claims and litigation arising in the ordinary course of business. However, based on the facts
currently available, we do not believe that the disposition of matters that are pending or asserted will have a material adverse effect on our
financial position.

We are partially self-insured for workers� compensation expense. In connection with this program, we pay a base premium plus actual losses
incurred up to certain levels and are insured for losses greater than certain levels per occurrence and in the aggregate. The self-insurance claim
liability is determined based on claims filed and claims incurred but not yet reported. We account for claims incurred but not yet reported based
on estimates derived from historical claims experience and current trends of industry data. Changes in estimates and differences in estimates and
actual payments for claims are recognized in the period that the estimates changed or payments were made. The net self-insurance claim liability
was approximately $3,488,000 and $3,551,000 at December 31, 2005 and 2006, respectively. As of December 31, 2006, we had three separate
unused letters of credit totaling $4,678,000 to secure our obligations for workers� compensation claims under three insurance carriers. In 2006,
we renewed agreements to collateralize these letters of credit by restricting $4,678,000 in cash and cash equivalents for the sole purpose of
paying down the letters of credit, if necessary.

Recent Accounting Pronouncements

In June 2006, the FASB issued FASB Interpretation No. 48 �Accounting for Uncertainty in Income Taxes�an interpretation of FASB Statement
No. 109� (FIN 48). FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on accounting for derecognition, interest, penalties,
accounting in interim periods, disclosure and classification of matters related to uncertainty in income taxes, and transitional requirements upon
adoption of FIN 48. FIN 48 is effective with our fiscal year beginning January 1, 2007. We expect that the financial impact, if any, of applying
the provisions of FIN 48 to all tax positions will not be material upon the initial adoption of FIN 48.

In September 2006, the FASB issued SFAS No. 157 �Fair Value Measurements� (SFAS 157), which defines fair value, establishes a framework
for consistently measuring fair value under GAAP and expands disclosures about fair value measurements. SFAS 157 is effective beginning
January 1, 2008, and the provisions of SFAS 157 will be applied prospectively as of that date. We are currently evaluating the effect that
adoption of this statement will have on our consolidated financial position and results of operations when it becomes effective in 2008.

In September 2006, the U.S. Securities and Exchange Commission staff issued Staff Accounting Bulletin No. 108 �Considering the Effects of
Prior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements� (SAB 108). The intent of SAB 108 is to
reduce diversity in practice for the method companies use to quantify financial statement misstatements, including the effect of prior year
uncorrected errors. SAB 108 establishes an approach that requires quantification of financial statement errors using both an income statement
and a cumulative balance sheet approach. SAB 108 is effective for the fiscal year ending after November 15, 2006. The adoption of SAB 108
did not have an impact on our consolidated financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159 �The Fair Value Option for Financial Assets and Liabilities�Including an amendment of FASB
Statement No. 115� (SFAS 159), which permits entities to choose to measure many financial instruments and certain other items at fair value.
SFAS 159 is effective beginning January 1, 2008, and the provisions of SFAS 159 will be applied prospectively as of that date. We are currently
evaluating the effect that adoption of this statement will
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have on our consolidated financial position and results of operations when it becomes effective in 2008.

Item 7A.  Quantitative and Qualitative Disclosures about Market Risk

We are exposed to certain market risks arising from transactions in the normal course of business, principally risks associated with foreign
currency fluctuations and interest rates. We are exposed to foreign currency risk from the translation of foreign operations into U.S. dollars.
Based on the relative size and nature of our foreign operations in 2006, we do not believe that a ten percent change in the value of foreign
currencies relative to the U.S. dollar would have had a material impact on our financial statements. Our interest rate risk in 2006 was immaterial
due to the short maturity of the majority of our investments, which are all classified as cash and cash equivalents or restricted cash. In 2007, we
will have some additional foreign operations as a result of our acquisitions of VISTA and Oxford and additional interest rate risk as a result of
our new credit facility.
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Item 8.  Financial Statements and Supplementary Data

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
On Assignment, Inc.
Calabasas, California

We have audited the accompanying consolidated balance sheets of On Assignment, Inc. and subsidiaries (the �Company�) as of December 31,
2006 and 2005, and the related consolidated statements of income (loss), comprehensive income (loss), stockholders� equity, and cash flows for
each of the three years in the period ended December 31, 2006. Our audits also included the financial statement schedule listed in the Index at
Item 15. These financial statements and financial statement schedule are the responsibility of the Company�s management. Our responsibility is
to express an opinion on the financial statements and financial statement schedule based on our audits.

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

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of On Assignment, Inc. and
subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2006, in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion,
such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in
all material respects, the information set forth therein.

As discussed in Notes 1 and 7 to the consolidated financial statements, the Company adopted, effective January 1, 2006, Statement of Financial
Accounting Standards No. 123R, Share-Based Payment.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness of
the Company�s internal control over financial reporting as of December 31, 2006, based on the criteria established in Internal Control�Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 16, 2007 expressed
an unqualified opinion on management�s assessment of the effectiveness of the Company�s internal control over financial reporting and an
unqualified opinion on the effectiveness of the Company�s internal control over financial reporting.

/s/ Deloitte & Touche LLP
Los Angeles, California
March 16, 2007
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ON ASSIGNMENT, INC.
CONSOLIDATED BALANCE SHEETS

December 31,
2005 2006

ASSETS
Current Assets:
Cash and cash equivalents $ 20,487,000 $ 105,483,000
Restricted cash 4,878,000 4,678,000
Accounts receivable, net of allowance for doubtful accounts and billing adjustments of $1,581,000
(2005) and $1,380,000 (2006) 35,325,000 39,107,000
Advances and deposits 327,000 343,000
Prepaid expenses 3,017,000 2,630,000
Income taxes receivable 567,000 19,000
Deferred income taxes � 3,624,000
Other current assets 26,000 41,000
Total current assets 64,627,000 155,925,000
Property and Equipment, net 9,639,000 9,116,000
Goodwill, net 16,596,000 17,109,000
Identifiable intangible assets, net 1,556,000 667,000
Deferred income taxes, long-term � 865,000
Other assets 1,287,000 3,313,000
Total Assets $ 93,705,000 $ 186,995,000
LIABILITIES AND STOCKHOLDERS� EQUITY
Current Liabilities:
Accounts payable $ 2,604,000 $ 2,867,000
Accrued payroll 8,046,000 8,426,000
Deferred compensation 683,000 1,360,000
Deferred rent expense 169,000 94,000
Income taxes payable 78,000 876,000
Accrued workers� compensation 3,488,000 3,551,000
Other accrued expenses 1,930,000 3,250,000
Total current liabilities 16,998,000 20,424,000
Deferred rent expense 70,000 627,000
Total liabilities 17,068,000 21,051,000
Commitments and Contingencies � �
Stockholders� Equity:
Preferred Stock, $0.01 par value, 1,000,000 shares authorized, no shares issued or outstanding in
2005 and 2006 � �
Common Stock, $0.01 par value, 75,000,000 shares authorized, 25,886,563 issued and outstanding
in 2005 and 34,058,147 issued and outstanding in 2006 286,000 367,000
Paid-in capital 121,232,000 199,355,000
Accumulated deficit (22,904,000 ) (11,860,000 )
Accumulated other comprehensive income 993,000 1,562,000

99,607,000 189,424,000
Less: Treasury Stock at cost, 2,662,500 and 2,711,566 shares in 2005 and 2006, respectively 22,970,000 23,480,000
Total stockholders� equity 76,637,000 165,944,000
Total Liabilities and Stockholders� Equity $ 93,705,000 $ 186,995,000

See notes to consolidated financial statements.

35

Edgar Filing: ON ASSIGNMENT INC - Form 10-K

43



ON ASSIGNMENT, INC.
CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Years Ended December 31,
2004 2005 2006

Revenues $ 193,574,000 $ 237,856,000 $ 287,566,000
Cost of services 143,663,000 174,627,000 209,725,000
Gross profit 49,911,000 63,229,000 77,841,000
Selling, general and administrative expenses 66,695,000 64,135,000 67,900,000
Impairment of Intangibles 3,907,000 � �
Impairment of goodwill 26,421,000 � �
Operating (loss) income (47,112,000 ) (906,000 ) 9,941,000
Interest income 395,000 681,000 1,644,000
(Loss) income before income taxes (46,717,000 ) (225,000 ) 11,585,000
(Benefit) provision for income taxes (4,324,000 ) (129,000 ) 541,000
Net (loss) income $ (42,393,000 ) $ (96,000 ) $ 11,044,000
(Loss) earnings per share:
Basic (loss) earnings per share $ (1.68 ) $ (0.00 ) $ 0.41
Weighted average number of shares outstanding 25,231,000 25,464,000 27,155,000
Diluted (loss) earnings per share $ (1.68 ) $ (0.00 ) $ 0.39
Weighted average number of shares and dilutive shares
outstanding 25,231,000 25,464,000 28,052,000

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Years Ended December 31,
2004 2005 2006

Net (loss) income $ (42,393,000 ) $ (96,000 ) $ 11,044,000
Other comprehensive income (loss):
Foreign currency translation adjustment, net of related tax
effect 595,000 (1,082,000 ) 569,000
Comprehensive (loss) income $ (41,798,000 ) $ (1,178,000 ) $ 11,613,000

See notes to consolidated financial statements.
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ON ASSIGNMENT, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS� EQUITY

Preferred StockCommon Stock Paid-in Retained

Accumulated
Other
Comprehensive
(Loss) Treasury Stock

SharesAmountShares Amount Capital Earnings Income Shares Amount Total
Balance at January 1,
2004 � $ � 27,854,054 $ 279,000 $ 117,511,000 $ 19,585,000 $ 1,480,000 (2,662,500 ) $ (22,970,000 ) $ 115,885,000
Exercise of common
stock options � � 11,434 � 51,000 � � � � 51,000
Employee Stock
Purchase Plan � � 73,969 1,000 304,000 � � � � 305,000
Disqualifying
dispositions � � � � 28,000 � � � � 28,000
Translation
adjustments, net of
related tax effect � � � � � � 595,000 � � 595,000
Net loss � � � � � (42,393,000 ) � � � (42,393,000 )
Balance at
December 31, 2004 � $ � 27,939,457 $ 280,000 $ 117,894,000 $ (22,808,000 ) $ 2,075,000 (2,662,500 ) $ (22,970,000 ) $ 74,471,000
Exercise of common
stock options � � 530,513 5,000 2,848,000 � � � � 2,853,000
Employee Stock
Purchase Plan � � 56,593 1,000 255,000 � � � � 256,000
Stock-based
compensation expense � � � � 235,000 � � � � 235,000
Restricted stock
awards that vested
during the period � � 22,500 � � � � � � �
Translation
adjustments, net of
related tax effect � � � � � � (1,082,000 ) � � (1,082,000 )
Net loss � � � � � (96,000 ) � � � (96,000 )
Balance at
December 31, 2005 � $ � 28,549,063 $ 286,000 $ 121,232,000 $ (22,904,000 ) $ 993,000 (2,662,500 ) $ (22,970,000 ) $ 76,637,000
Stock offering
proceeds, net � � 7,643,141 76,000 71,302,000 � � � � 71,378,000
Exercise of common
stock options � � 338,858 3,000 2,066,000 � � � � 2,069,000
Employee Stock
Purchase Plan � � 78,632 1,000 543,000 � � � � 544,000
Stock issued for
acquisition � � 13,000 � 154,000 � � � � 154,000
Stock-based
compensation expense � � � � 2,953,000 �
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