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PART 1. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements

CRDENTIA CORP.
Condensed Consolidated Balance Sheets

March 31, 2005

(Unaudited)

Current assets:

Cash and cash equivalents S 208,713

Accounts receivable, net of allowance for doubtful

accounts of $99,838 in 2005 and $114,957 in 2004 3,943,127

Unbilled receivables 456,558

Other current assets 322,734
Total current assets 4,931,132
Property and equipment, net 373,230
Goodwill 22,569,976
Intangible assets, net 2,369,593
Other assets 809,024
Total assets $ 31,052,955

December
2004
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Current liabilities:
Accounts payable and accrued expenses
Accrued dividends on convertible preferred stock
Accrued employee compensation and benefits
Revolving lines of credit
Current portion of note payable to lender, net of discount
Note payable to stockholder
Current portion of notes payable to sellers
Other current liabilities
Subordinated convertible note, net of discount

Total current liabilities

Note payable to lender, less current portion
Long term bonus payable

Notes payable to sellers, less current portion
Other long-term liabilities

Total liabilities

Commitments and contingencies

Convertible preferred stock, 10,000,000 shares authorized:

Series B Convertible Preferred Stock
$0.0001 par value, no shares outstanding at 2005 and
3,750,000 shares outstanding at 2004 (liguidation
preference of $750,000 in 2004)

Series B-1 Convertible Preferred Stock
$0.0001 par wvalue, no shares outstanding at
2005 and 93,043 shares outstanding at 2004
(liguidation preference of $5,582,580 in 2004)

Series C Convertible Preferred Stock
$0.0001 par value, 160,840 shares outstanding at 2005 and
52,501 shares outstanding at 2004 (liquidation preference
of $48,252,000 in 2005 and $15, 750,300 in 2004)

Series C preferred stock warrants

Stockholders' equity (deficit):

Common stock, par value $0.0001, 150,000,000 shares
authorized in 2005 and 50,000,000 shares authorized
in 2004, 27,614,285 shares issued and
26,537,879 shares outstanding in 2005 and 14,202,883
shares issued and 13,126,477 shares outstanding in 2004

Additional paid in capital

Treasury stock, 1,076,406 shares at cost

Deferred non-cash stock compensation

Accumulated deficit

Total stockholders' equity (deficit)

Total liabilities and stockholders' equity (deficit)

$ 2,552,865
636,945
2,613,055

710,899
243,319
50,000

6,807,083

2,117,315
907,271
2,620,844
33,045

8,611,963
974,144

2,761
105,272,888

(569,900)
(95,724,459)

750,

30,123

1,070
2,079

The accompanying notes are an integral part of these condensed consolidated

financial statements.
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CRDENTIA CORP.

Condensed Consolidated Statements of Operations

Three Months Ended March 31,

2005 2004
(Unaudited) (Unaudited)
Revenue from services $ 5,122,313 $ 6,217,554
Direct operating expenses 4,048,820 4,947,715
Gross profit 1,073,493 1,269,839
Operating expenses:
Selling, general, and administrative expenses 1,715,880 2,113,151
Non-cash stock based compensation 78,846 17,246
Total operating expenses 1,794,726 2,130,397
Loss from operations (721,233) (860,558)
Interest expense, net (524,034) (402,241)
Loss before income taxes (1,245,267) (1,262,799)
Income tax expense - -
Net loss $ (1,245,267) $ (1,262,799)
Deemed dividend related to beneficial
conversion feature on Series A
convertible preferred stock —— (1,000,000)
Non-cash preferred stock dividends (2,162,187) ——
Net loss attributable to common stockholders S (3,407,454) S (2,262,799)
Basic and diluted loss per common share
attributable to common stockholders S (0.25) S (0.36)
Weighted average number of common
shares outstanding 13,634,963 6,279,352

The accompanying notes are an integral part of these condensed consolidated
financial statements.
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CRDENTIA CORP.

Condensed Consolidated Statements of Cash Flows

Operating activities
Net loss
Adjustments to reconcile net loss to
net cash used in operating activities:
Amortization of subordinated convertible
note discounts
Amortization of lender note discounts
Amortization of debt issue costs
Amortization of long-term bonus payable
Non-cash stock based expense related to
short-term borrowings
Depreciation and amortization
Bad debt expense
Non-cash stock based compensation
Changes in operating assets and liabilities, net
of effects of
purchases of subsidiaries:
Accounts receivable
Unbilled receivables
Other current assets and liabilities
Accounts payable and accrued expenses
Accrued employee compensation and benefits
Long term bonus payable

Net cash used in operating activities

Investing activities

Purchases of property and equipment

Cash paid for acquisition of subsidiaries, net of
cash received

Other

Net cash used in investing activities

Financing activities

Issuance of preferred stock

Exercise of warrants for Series C preferred stock,
net of expenses

Net decrease in revolving lines of credit

Proceeds from notes payable to majority stockholder

Repayment of notes payable to majority stockholder

Repayment of note payable to lender

Repayment of notes payable to sellers

Debt issuance costs

Net cash provided by financing activities

Three Months Ended March 31,

2005
(Unaudited)

$(1,245,267)

67,500
56,510
22,309

162,500
173,218

78,846

10,123
(152,932)
380,771
(120,204)

82,000

(3,724)

(4,753,994)
(28,473)

6,435,687

(849, 934)
1,050,000
(1,450,000)

(68,695)

2004
(Unaudited)

$(1,262,799)

242,411

245,348
(120,085)
17,246

(208, 943)
23,604
(327, 665)
73,216
179,919
20,194

(49,583)

(36,407)
(18,983)

1,000,000

(192,836)
(66,667)
(287,712)
(31,411)
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Net decrease in cash and cash equivalents (153,759) (801,153)
Cash and cash equivalents at beginning of year 362,472 1,469,076
Cash and cash equivalents at end of year $ 208,713 $ 667,923

The accompanying notes are an integral part of these condensed consolidated
financial statements.

CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Note 1. Organization and Summary of Significant Accounting Policies
Organization
Crdentia Corp (the "Company"), a Delaware corporation, 1s a provider of

healthcare staffing services in the United States. Such services include travel
nursing, per diem staffing, contractual clinical services and private duty home
health care. The Company considers these services to be one segment. Each of
these services relate solely to providing healthcare staffing to customers and
the Company utilizes common procedures, processes and similar methods of
identifying and serving these customers.

At the beginning of 2003, the Company was a development stage company with no
commercial operations. During that year, the Company pursued its operational
plan of acquiring companies in the healthcare staffing field and completed the
acquisition of four operating companies. The companies acquired in 2003 -- Baker
Anderson Christie, Inc., New Age Nurses, Inc., Nurses Network, Inc., and PSR
Nurses, Ltd. (through the acquisition of PSR Nurses Holdings Corp. and PSR Nurse
Recruiting, 1Inc., which hold the limited partner and general partner interests
in PSR Nurses, Ltd.) —-- provide the foundation for future growth. During 2004,
the Company completed the acquisitions of Arizona Home Health Care/Private Duty,
Inc. and Care Pros Staffing, Inc. On March 29, 2005, the Company acquired
TravMed USA, Inc. and Health Industry Professionals, LLC.

Organization

The accompanying financial statements include the results of the wholly-owned
subsidiaries discussed above from their respective dates of acquisition. All
intercompany transactions have been eliminated in consolidation.

On June 28, 2004, the Company executed a one-for-three reverse stock split of
the outstanding shares of Common Stock. All common share and per share
information included in these financial statements have been retroactively
adjusted to reflect the reverse stock split.

Basis of Presentation

The accompanying unaudited financial data as of and for the three months ended
March 31, 2005 and 2004 have been prepared by the Company pursuant to the rules
and regulations of the Securities and Exchange Commission. Certain information
and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of
America have been condensed or omitted pursuant to such rules and regulations.
These unaudited condensed consolidated financial statements should be read in
conjunction with the audited financial statements and the notes thereto included
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in the Company's annual Report on Form 10-KSB for the year ended December 31,
2004.

In the opinion of management, all adjustments (which 1include only normal
recurring adjustments) necessary to present fairly the financial position,
results of operations, and cash flows as of and for the three months ended March
31, 2005 have been made. The results of operations for the three months ended
March 31, 2005 are not necessarily indicative of the operating results for the
full year.

CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Liquidity

The Company generated a loss of $1,245,267 for the quarter ended March 31, 2005
and used cash in operations of $484,626 during the first quarter of 2005.
Additionally, although the Company ended the first quarter of 2005 with a
working capital deficit of $1.9 million, the Company was able to secure
additional funding during 2004 and the first quarter of 2005 to finance its
operations as it continues to execute its business plan to acquire and grow
companies involved in healthcare staffing. As discussed in Note 9, in March 2005
the Company's majority stockholder exercised warrants to purchase 108,333 shares
of Series C Convertible Preferred Stock providing $6.5 million to the Company.
Also, as discussed in Note 13, in May 2005 the Company's majority stockholder
exercised warrants to purchase 22,187 shares of Series C Convertible Preferred
Stock providing $1.3 million to the Company. The infusion of $7.8 million into
the Company enabled it to acquire additional companies and to retire certain
liabilities and to fund operations for the next twelve months. The Company will
also be able to borrow on its existing 1line of credit to the extent it has
availability under the line.

Trade Receivables

Accounts receivable are wuncollateralized customer obligations due under normal
trade terms. The Company provides services to various public and private medical
facilities such as hospitals, prisons, and nursing care facilities. Management
performs continuing credit evaluations of the customers' financial condition. In
addition, the Company provides home healthcare to individuals on a private pay
arrangement or state funded insurance reimbursement.

Senior management reviews accounts receivable on a regular basis to determine if
any receivables will potentially be wuncollectible. An allowance for doubtful
accounts is recorded based upon management's evaluation of current industry
conditions, historical collection experience and other relevant factors which,
in the opinion of management, require recognition in estimating the allowance.
After all attempts to collect a receivable have failed, the receivable 1is
written off against the allowance.

Long-Lived Assets

Long-lived assets are assessed for possible impairment whenever events or
changes 1in circumstances indicate that the carrying amounts may not Dbe
recoverable or whenever management has committed to a plan to dispose of the
assets. Such assets are carried at the lower of book value or fair value as
estimated by management based on appraisals, current market value, and
comparable sales value, as appropriate. Long-lived assets affected by such
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impairment loss are depreciated or amortized at their new carrying amount over
the remaining estimated life. Assets to be sold or otherwise disposed are not
subject to further deprecation or amortization.

CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Goodwill and Intangible Assets

Intangible assets other than goodwill consist of customer relationships and
international nurse contracts, are presented net of accumulated amortization and
are amortized over their respective wuseful lives estimated to be five years.
Goodwill is assessed for impairment at least annually. The valuation of these
intangibles is determined Dbased wupon valuations performed Dby third-party
specialists and management's Dbest estimates of fair value. As a result, the
ultimate value and recoverability of these assets is subject to the validity of
the assumptions used.

Revenue Recognition

The Company recognizes revenue generally on the date the Company's healthcare
staff provides services to healthcare facilities or individuals in their home.
For certain permanent placement contracts, revenue 1is recognized over the life
of the guarantee period provided in the contract.

Unbilled receivables represent an estimate of revenue earned during the period
in excess of amounts billed.

Stock-Based Compensation

As permitted under the provisions of Statement of Financial Accounting Standard
(SFAS) No. 123, Accounting for Stock-Based Compensation, the Company continues
to account for employee stock-based transactions under Accounting Principles
Board Opinion (APB) No. 25, Accounting for Stock Issued to Employees. However,
SFAS 123 requires the Company to disclose pro forma net loss and loss per share
as if the fair value method had been adopted. Under the fair wvalue method,
compensation cost is measured at the grant date based on the fair value of the
award and is recognized over the service period, which is usually the vesting
period. For non-employees, cost is also measured at the grant date, using the
fair value method, but is actually recognized in the financial statements over
the vesting period or immediately if no further services are required.

If the Company had elected the fair value method of accounting for employee
stock-based compensation, compensation cost would be accrued at the estimated
fair value of the stock award grants over the service period, regardless of
later changes 1in stock prices and price wvolatility. The date of grant fair
values for options granted have been estimated based on the Black-Scholes
pricing model.

The table below shows net loss per share attributable to common stockholders for
March 31, 2005 and 2004 as if the Company had elected the fair value method of
accounting for stock options.
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CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Three Months

Ended
March 31,
2005
Net loss attributable to common
stockholders as reported $(3,407,454)

Add: stock-based employee compensation

in reported net income, net of related tax effects 78,846
Deduct: stock-based employee

compensation determined under fair value

method for all awards, net of related tax effects

(92,234)
Proforma net loss attributable to common
stockholders, as adjusted $(3,420,842)
Loss per share attributable to common stockholders:
Basic and diluted, as reported S (.25)
Basic and diluted, as adjusted S (.25)

Earnings Per Share

The Company adopted the standards set by the Financial Accounting
Board and computes earnings per share in accordance with SFAS No. 128

Three Months
Ended
March 31,

2004

$(2,262,799)

17,246
(17,358)
$(2,262,911)
$ (0.36)
$ (0.36)

Standards
"Earnings

per Share." The basic per share data has been computed on the loss attributable
to common stockholders for the period divided by the weighted average number of
shares of common stock outstanding for the period. Diluted earnings per common
share include both the weighted average number of common shares and any common
share equivalents such as convertible securities, options or warrants in the
calculation. As the Company recorded losses for the three months ended March 31,

2005 and 2004, common share equivalents outstanding would be anti-dilutive, and
as such, have not been included in weighted average shares outstanding. Common
share equivalents that were excluded in the March 31, 2005 calculation amounted
to 36,522,301 shares.

New Accounting Pronouncements

On December 16, 2004, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 123 (revised 2004), Share-Based Payment, which is a revision of SFAS

No. 123, Accounting for Stock-Based Compensation. Statement 123R supersedes APB
Opinion No. 25, Accounting for Stock Issued to Employees, and amends SFAS No.

95, Statement of Cash Flows. Generally, the approach in Statement
similar to the approach described in Statement 123. However, Statement

123R is

123R

requires all share-based payments to employees, including grants of employee
stock options, to be recognized in the income statement Dbased on their fair
values. Pro forma disclosure is no longer an alternative. The Company expects to

adopt Statement 123R on January 1, 2006.
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CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

The Company is evaluating the impact of adopting SFAS 123R and expects that it
will record non-cash stock compensation expense. The adoption of SFAS 123R is
not expected to have a significant effect on the Company's financial condition
or cash flows but is expected to have a significant effect on the company's
results of operations. The future impact of the adoption of SFAS 123R cannot be
predicted at this time Dbecause it will depend on the 1levels of share-based
payments granted by the Company in the future. However, had the Company adopted
SFAS 123R in prior periods, the impact of the standard would have approximated
the impact of SFAS 123 as described in the pro forma net loss attributable to
common stockholders included in the Stock-Based Compensation policy footnote.

Note 2. Acquisitions
TravMed USA, Inc.

On March 29, 2005, the Company acquired TravMed USA, Inc. ("TravMed") in
exchange for $3,215,490 in cash, $3,215,490 in notes payable, and $103,261 of
net acquisition costs. The primary purpose of the acquisition was to enable the
Company to expand its market share in the nurse staffing industry. The following
table summarizes the assets acquired and liabilities assumed as of the closing
date:

Tangible assets acquired $1,189,471
Customer related intangible assets

492,000

Goodwill 5,894,160

Total assets acquired 7,575,631

Liabilities assumed 1,041,390

Net assets acquired $6,534,241

The acquisition was accounted for using the purchase method of accounting.
Customer related intangible assets will be amortized over their estimated useful
life of five years. The purchase price allocated to customer relationships was
determined by management's estimate based on a consistent model for all
acquisitions and has been developed by a professional valutaion group. Goodwill
represents the excess of merger consideration over the fair value of assets
acquired. The Company will be required to issue shares of its Common Stock to
the former stockholders of TravMed should its results of operations exceed
performance standards established in the merger agreement. The goodwill acquired
may not be amortized for federal income tax purposes.

Health Industry Professionals, LLC

On March 29, 2005, the Company acquired Health Industry Professionals, LLC (HIP)
in exchange for $1,350,900 in cash, 1,283,684 shares of the Company's Common
Stock valued at $2,601,600, (determined by the average of $2.03 per share which
approximates the trading value as quoted on the OTC Bulletin Board 3 days before
and 3 days after the acquisition date), and $78,695 of net acquisition costs.
The primary purpose of the acquisition was to enable the Company to expand its
market share in the nurse staffing market. The following table summarizes the

10
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assets acquired and liabilities assumed as of the closing date:
10

CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Tangible assets acquired S 44,000
Customer related intangible assets 342,000
Goodwill 3,695,195
Total assets acquired 4,081,195
Liabilities assumed 50,000
Net assets acquired $4,031,195

The acquisition was accounted for using the purchase method of accounting.
Customer related intangible assets will be amortized over their estimated useful
life of five years. The purchase price allocated to customer relationships was
determined by management's estimate based on a consistent model for all
acquisitions and has been developed by a professional valutaion group. Goodwill
represents the excess of merger consideration over the fair value of assets
acquired. The Company will be required to issue shares of its Common Stock to
the former stockholders of HIP should its results of operations exceed
performance standards established in the merger agreement. The goodwill acquired
may not be amortized for federal income tax purposes.

Unaudited Pro Forma Summary Information

The following unaudited pro forma summary approximates the consolidated results
of operations as if all acquisitions (including 2004 acquisitions) had occurred
as of the Dbeginning of each period presented, after giving effect to certain
adjustments, including amortization of specifically identifiable intangibles and
interest expense. The pro forma financial information does not purport to be
indicative of the results of operations that would have occurred had the
transactions taken place at the beginning of the periods presented or of future
results of operations.

Three Months Three Months
Ended Ended
March 31, March 31,
2005 2004
Revenue from services $ 8,992,940 $ 12,883,508
Net loss (1,000,4006) (948,864)
Net loss attributable to common stockholders (3,162,593) (1,948,864)
Basic and diluted net loss per common share
attributable to common stockholders (.21) (.25)
Weighted-average shares of common stock
outstanding 14,875,858 7,763,036

11

11
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CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Note 3. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of the following:

March 31, December 31,

2005 2004
Accounts payable $1,835,677 $1,815,778
Accrued expenses 717,188 707,291
$2,552,865 $2,523,069

Note 4. Revolving Lines of Credit

On June 16, 2004, the Company entered into a Loan and Security Agreement with a
company specializing in healthcare finance, pursuant to which the Company
obtained a revolving credit facility up to $15,000,000 (the "Loan"). During the
first quarter of 2005, the revolving 1line of credit facility was reduced to
$10,000,000 permitting the Company to lower its effective interest rate through
lower unused line fees. The Loan has a term of three years and bears interest at
a rate equal to the greater of three percent (3.0%) per annum over the prime
rate or nine and one-half percent (9.5%) per annum (9.5% at March 31, 2005) .
Interest is payable monthly. Accounts receivable serves as security for the Loan
and the Loan is subject to certain financial and reporting covenants. Customer
payments are used to repay the advances on the credit facility after deducting
charges for interest expense, unused line and account management fees. The
financial covenants are for the maintenance of minimum net worth, minimum debt
service coverage ratios, minimum EBITDA, maximum capital expenditure limits and
maximum operating lease obligations. At March 31, 2005, the Company was out of
compliance with certain financial covenants of the Loan, for which a waiver was

received from the lender. 1In May 2005, the covenants were restructured and,
based on the Company's projections, management Dbelieves that the Company can
comply with covenants in future periods. The outstanding balance on the Loan is

$2,613,055 at March 31, 2005.
Note 5. Notes Payable to Lender

Pursuant to a loan agreement dated August 31, 2004, the Company obtained a term
loan credit facility ("Term Loan") in the amount up to $10.0 million from a
company specializing in healthcare finance. The Company may obtain loans under
the agreement to fund permitted acquisitions. Any loans obtained under the Term
Loan agreement are due and payable in full on August 31, 2007 and bear interest
at the rate of fifteen and one-quarter percent (15.25%) per annum. Interest is
payvable monthly. The Term Loan is secured by all assets of the Company. On
August 31, 2004, the Company received proceeds from the Term Loan of $2,697,802
for the acquisitions of Arizona Home Health Care/Private Duty, Inc. and Care
Pros Staffing, 1Inc. To date, this is the only advance received under the Term
Loan.

12
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CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

The Term Loan provides that the Company shall issue warrants to purchase shares
of Common Stock to the lender up to 12% of the Company's overall capitalization
on the date of borrowing. On August 31, 2004, the Company issued warrants to
purchase 905,758 shares of Common Stock at a price of $3.15 per share in
connection with the first borrowing under the credit facility. As a result, the
Term Loan has been recorded net of a discount of $810,000 which represents the
estimated fair market value related to the warrants at the date of issuance. The
discount will be amortized to interest expense over the life of the Term Loan.

The Term Loan financial covenants are for the maintenance of minimum net worth,
minimum debt service coverage ratios, minimum EBITDA, maximum capital
expenditure limits and maximum operating lease obligations. At March 31, 2005,
the Company was out of compliance with certain financial covenants of the Term
Loan, for which a waiver was received from the 1lender. In May 2005, the
covenants were restructured and, based on the Company's projections, management
believes that the Company can comply with covenants 1in future ©periods.
Accordingly, the outstanding balance of the Term Loan as of March 31, 2005 has
been classified as a long-term liability on the accompanying Balance Sheet.

Note 6. Notes Payable to Stockholders

On November 29, 2004, MedCap Partners L.P., the Company's majority stockholder,
loaned the Company $400,000 for working capital purposes. During the first
quarter of 2005, the Company borrowed an additional $1,050,000 from the majority
stockholder for working capital purposes. The notes required interest at 5% and
were payable on demand. These notes plus accrued interest were repaid on March
29, 2005. As an incentive to the majority stockholder to provide the working
capital until acquisitions were consummated in the first quarter of 2005, the
Company issued 77,751 shares of common stock to the majority stockholder at an
average market value of $2.09 per share. The related expense of $162,500 has
been recorded as interest expense in the accompanying statement of operations
for the three months ended March 31, 2005.

Note 7. Notes Payable to Sellers

As partial consideration for the acquisition of TravMed USA, Inc. on March 29,
2005, the Company issued unsecured subordinated notes to the former TravMed
stockholders in the total amount of $3,215,490. The notes are three-year
convertible notes bearing interest at Prime plus 2%. Monthly interest payments
are required for the first six months followed by principal and interest
payments the next thirty months to fully repay the debt.

The Company also has notes payable to the former stockholders of Care Pros
Staffing, Inc. of $116,253 at March 31, 2005.

13

CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

At March 31, 2005 and December 31, 2004, the long-term debt discussed in Notes
5, 6, and 7 plus the subordinated convertible note consists of the following:

13
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March 31, December 31,
2005 2004
Term Loan, 15.25% interest, maturity date

August 31, 2007 $ 2,697,802 $ 2,697,802
Stockholder Note - Promissory Note,

5% interest, due on demand —— 400,000
Subordinated Convertible Note 50,000 50,000
Seller Notes-TravMed USA, Inc. 3,215,490 ——
Seller Notes - Care Pros Staffing, Inc. 116,253 184,948

Total long-term debt 6,079,545 3,332,750

Less debt discount (580,487) (647,986)

Less current portion (760,899) (2,684,764)

Long-term debt $ 4,738,159 S -

Amounts reconcile to the financial statements as follows:

March 31, December 31,
2005 2004
Note payable to lender $2,117,315 $2,049,816
Note payable to stockholder - 400,000
Subordinated convertible notes,
net of discount 50,000 50,000
Current portion of notes payable
to sellers 710,899 184,948
Noncurrent portion of notes
payable to sellers 2,620,844
Discount on term loan 580,487 647,986
$6,079,545 $3,332,750

Note 8. Long Term Bonus Payable
On December 16, 2003, the Board of Directors granted the Chief Executive Officer
two cash bonuses in the amount of $540,000 each. The bonuses are to be paid on

December 31, 2006 and January 4, 2007. The present value of bonuses has been
recorded at the Company's estimated incremental cost of borrowing of 10%.
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Note 9. Convertible Preferred Stock
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Convertible Preferred Stock Issued and Outstanding

The Company 1is authorized to issue 10,000,000 shares of preferred stock at a par
value of $0.0001. At March 31, 2005 and December 31, 2004 there are shares
issued and outstanding consisting of the following:

2004

Shar

March 31, 2005 December 31,
Shares Shares Shares
Issued Outstanding Issued

Series A Convertible Preferred Stock —— ——

Series B Convertible Preferred Stock —— —— 6,250,000
Series B-1 Convertible Preferred Stock - - 97,582
Series C Convertible Preferred Stock 160,840 160,840 52,501

The conversion price of all Convertible Preferred Stock 1s subject to
appropriate adjustment in the event of stock splits, stock dividends, reverse
stock splits, capital reorganizations, recapitalizations, reclassifications, and
similar occurrences as well as the issuance of Common Stock in consideration of
an amount less than the then effective conversion price.

All Convertible Preferred Shares issued and outstanding are convertible
currently at the option of the holder. The Company has evaluated the potential
effect of any beneficial conversion terms related to convertible instruments. As

a result, the convertible instruments may have a carrying amount that differs
significantly from its redemption amount. In such cases, the difference between
the carrying amount and the redemption amount (limited to the actual proceeds

received) is recorded as a beneficial conversion feature and deducted as a
deemed dividend in determining net loss attributable to common stockholders. The
table below summarizes the redemption requirements and beneficial conversion of
the Convertible Preferred Shares outstanding as of March 31, 2005:

Common Shares Beneficial

Series of Issuable Conversion

Convertible Shares Carrying Upon Recorded at
Preferred Stock Outstanding Amount Conversion Issuance
C 160,840 $ 8,511,574 16,084,000 $ 1,070,510
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Series B Convertible Preferred Stock (Series B)

The holder of the Series B is entitled to receive a quarterly dividend in an
amount equal to .00833 shares of Common Stock for each share of outstanding
Series B held by them. In the event of any liquidation or winding up of the
Company, the holder of the Series B shares will be entitled to receive in
preference to the holders of Common Stock, and any other series of Preferred

Outstan

3,750,0

15
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Stock, an amount equal to the amount of their purchase ©price. The Series B is
convertible at the option of the holder into common shares at an initial
conversion ratio of one share of Common Stock for three shares of Series B. The
conversion ratio upon voluntary conversion 1is subject to adjustment under
certain circumstances. Unless previously voluntarily converted prior to such
time the Series B shares will be automatically converted into Common Stock at a
conversion ratio of one share of Common Stock for three shares of Series B upon
the earlier of the closing of an underwritten public offering of Common Stock
pursuant to a registration statement under the Securities Act of 1933, as
amended, with aggregate net proceeds of at least $25 million, or the date
specified Dby written consent or agreement of the holders of a majority of the
then outstanding shares of Series B.

On June 16, 2004, the Company issued 6,250,000 shares of Series B at a per share
price of $0.20 to MedCap Partners L.P. The Company recorded a deemed dividend
due to the beneficial conversion price of $1,250,000 which represents the lesser
of the proceeds or the beneficial conversion feature of $3.2 million.

On September 30, 2004 the Board of Directors declared a dividend and
distribution to the Series B holder. The dividend and distribution consisted of
quarterly dividends that were payable on September 30, 2004 for shares not
converted and quarterly dividends that were payable on September 30, 2004,
December 31, 2004, March 31, 2005 and June 30, 2005 for 2,500,000 Series B
shares converted into Common Stock. As a result, 114,583 shares of Common Stock
were issued on September 30, 2004 related to the dividend and distribution. On
March 22, 2005, the Board of Directors declared a dividend to the Series B
holder. The dividend consisted of quarterly dividends that were payable on
December 31, 2004 which had an estimated fair value of $81,218 and quarterly
dividends that were payable on March 31, 2005 which had an estimated fair value
of $59,375. The dividends were paid through the issuance of 62,488 shares of
common stock during March 2005.

On September 30, 2004, the holder voluntarily converted 2,500,000 shares of
Series B into 833,333 shares of Common Stock. On March 29, 2005, the holder
voluntarily converted 3,750,000 shares of Series B into 1,250,000 shares of
Common Stock.

Series B-1 Convertible Preferred Stock (Series B-1)

The holders of the Series B-1 are entitled to receive a quarterly dividend in an
amount equal to 2.5 shares of Common Stock for each share of outstanding Series
B-1 held by them. If any dividend is declared on the Common Stock, the holders
of the Series B-1 will be entitled to receive dividends out of the 1legally
available funds as if each share of Series B-1 had been converted to Common
Stock. The holders of the Series B-1 have the right, at the option of the holder
at any time, to convert shares of the Series B-1 into shares of the Company's
Common Stock at an initial conversion ratio of one hundred shares of Common
Stock for each one share of Series B-1. The Series B-1 is convertible at the
option of the holder into common shares at an initial conversion ratio of one
hundred shares of Common Stock for each share of Series B-1. The conversion
ratio wupon voluntary conversion 1is subject to adjustment under certain
circumstances. Unless previously voluntarily converted prior to such time the
Series B-1 shares will be automatically converted into Common Stock at an
initial conversion ratio of one hundred shares of Common Stock for each share of
Series B-1 upon the earlier of the closing of an underwritten public offering of
Common Stock pursuant to a registration statement under the Securities Act of
1933, as amended, with aggregate net proceeds of at least $25 million, or the
date specified by written consent or agreement of the holders of a majority of
the then outstanding shares of Series B-1.
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On August 9, 2004, the Company issued 3,750 shares of Series B-1 Convertible
Preferred Stock at a per share price of $60 to an investor for cash proceeds of
$225,000. The Company recorded a deemed dividend due to the Dbeneficial
conversion price of $225,000 which represents the lesser of the proceeds or the
beneficial conversion feature of $937,500.

Also on August 9, 2004, the Company issued 4,166 shares of Series B-1
Convertible Preferred Stock at a per share price of $60 to the Company's
Chairman and Chief Executive Officer for cash proceeds of $249,960. The Company
recorded a deemed dividend due to the beneficial conversion price of $249,960
which represents the lesser of the proceeds or the beneficial conversion feature
of $1.0 million.

On August 9, 2004, the Company issued 29,990 shares of Series B-1 Convertible
Preferred Stock, issued 40,822 shares of Common Stock and paid approximately
$225,000 in cash in exchange for the cancellation of all the outstanding
principal and accrued and unpaid interest under certain promissory notes (Seller
Notes) that were issued in 2003 in connection with the purchase of certain
subsidiaries.

On September 30, 2004, the Company issued 12,642 shares of Series B-1
Convertible Preferred Stock in exchange for the conversion of $758,640 in
outstanding principal plus accrued and unpaid interest under certain Convertible
Subordinated Promissory Notes (Notes) issued in 2003. The holders of such Notes
included the Company's Chairman and Chief Executive Officer, a member of the
Company's Board of Directors and an entity whose managing member is also on the
Company's Board of Directors. The Company recorded a deemed dividend due to the
beneficial conversion price of $758,640 which represents the lesser of the
cancelled principal and accrued interest or the beneficial conversion feature of
$3.7 million.

On August 31, 2004, the Company issued MedCap Partners L.P. a warrant to
purchase 6,000 shares of Series B-1 Convertible Preferred Stock for $60 per
share for five years. These warrants have not been exercised at March 31, 2005.
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On September 30, 2004, the Board of Directors declared a dividend and
distribution to the Series B-1 holders. The dividend and distribution consisted
of quarterly dividends that were payable on September 30, 2004 for shares not
converted and a distribution equal to the dividends that would have been payable
on September 30, 2004, December 31, 2004, March 31, 2005 and June 30, 2005 to
those shareholders electing early conversion of their 4,112 shares of Series B-1

into Common Stock. As a result, 157,203 shares of Common Stock were issued on
September 30, 2004 related to the dividend and distribution. On March 22, 2005,
the Board of Directors declared a dividend to the Series B-1 holders. The

dividend consisted of quarterly dividends that were payable on December 31, 2004
which had an estimated fair value of $604,780, and quarterly dividends that were
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payable on March 31, 2005 which had an estimated fair value of $441,940. The
dividends were paid through the issuance of 465,208 shares of common stock
during March 2005.

On September 30, 2004, certain holders of 4,112 shares of Series B-1 converted
their shares into 411,200 shares of Common Stock. On October 19, 2004, a holder
of 427 shares of Series B-1 converted his shares into 42,700 shares of common
stock.

On November 10, 2004, the Company entered into an agreement to convert
approximately $2.7 million of Seller Notes and accrued interest to Series B-1
Convertible Preferred Stock.

On December 16, 2004, the Company issued 1,582 shares of Series B-1 Convertible
Preferred Stock at a per share price of $60 to investors for cash proceeds of
$94,920. The Company recorded a deemed dividend due to the beneficial conversion
price of $94,920 which represents the lesser of the proceeds or the beneficial
conversion feature of $447,962.

On March 29, 2005, holders of all of the Convertible Preferred Series B-1
voluntarily converted their 93,043 shares of preferred Series B-1 into 9,304,300
shares of Common Stock.

Series C Convertible Preferred Stock (Series C)

The holders of Series C are entitled to receive, when declared by the Board of
Directors, a dividend on each quarter end Dbeginning September 30, 2004 and
ending December 31, 2005 in an amount equal to 2.5 shares of Common Stock for
each share of outstanding Series C held by them. In the event of any liquidation
or winding up of the Company, the holders of the Series C will be entitled to
receive in preference to the holders of Common Stock an amount equal to five
times their initial purchase price plus any declared but unpaid dividends and
any remaining liquidation proceeds will thereafter be distributed on a pro rata
basis to the holders of the Company's Common Stock and any other series of
Preferred Stock expressly entitled to participate in such distribution. Assuming
exercise of all of the warrants to purchase shares of Series C Preferred Stock,
upon a liquidation or winding up of the Company, the holders of Series C
Preferred Stock would be entitled to receive approximately $92,000,000 prior to
the payment of any amounts to the holders of other equity securities. The Series
C is convertible at the option of the holder into common shares at an initial
conversion ratio of one hundred shares of Common Stock for each share of Series
C. The conversion ratio upon voluntary conversion is subject to adjustment under
certain circumstances. Unless previously voluntarily converted prior to such
time, the Series C will be automatically converted into Common Stock at an
initial conversion ratio of one hundred shares of Common Stock for each share of
Series C upon the earlier of (i) the closing of an underwritten public offering
of our Common Stock pursuant to a registration statement under the Securities
Act of 1933, as amended, with aggregate net proceeds of at least $25 million, or
(ii) the date specified by written consent or agreement of the holders of a
majority of the then outstanding shares of Series C. The description of the
foregoing rights, preferences and privileges of the Series C is qualified in its
entirety by the Certificate of Designations, Preferences and Rights of Series C
filed with the Secretary of State of the State of Delaware on August 31, 2004.
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On August 31, 2004, the Company issued 35,840 shares of Series C Convertible
Preferred Stock (Series C) in exchange for cash proceeds of $2,150,400. The
shares were issued to certain accredited investors as well as MedCap Partners
L.P. and the Company's Chairman and Chief Executive Officer. The purchasers were
granted Series C Warrants to purchase an aggregate of 89,600 Series C
Convertible Preferred Shares. The Series C Warrants are exercisable for a period

of five vyears at a price per Series C share of $60. The Company valued the
warrants at $1.3 million and has accordingly reduced the face value of the
Series C by this amount. The Company recorded a deemed dividend due to the

beneficial conversion price of $876,000 which represents the lesser of the value
assigned to the Series C and the beneficial conversion feature of $11.7 million.

On September 30, 2004, the Board of Directors declared a dividend to the Series
C holders. The dividend consisted of quarterly dividends that were payable on
September 30, 2004. As a result, 97,325 shares of Common Stock were issued on
September 30, 2004 related to the dividend and distribution. On March 22, 2005,
the Board of Directors declared a dividend to the Series C holders. The dividend
consisted of quarterly dividends that were payable on December 31, 2004 which
had an estimated fair value of $341,257, and quarterly dividends that were
payable on March 31, 2005 which had an estimated fair value of $249,408. The
dividends were paid through the issuance of 262,521 shares of common stock
during March 2005.

Makewell Agreement

Pursuant with the Term Loan, in August 2004, MedCap Partners L.P. (a member of
the Company's Board of Directors is the managing member of MedCap Management &
Research LLC, the general partner of MedCap Partners L.P.) entered 1into a

Makewell Agreement with the lender to provide equity to the Company (in the form
of purchases of additional shares of Series C Convertible Preferred Stock and
warrants) up to $1.0 million to be issued if the Company failed to meet certain
monthly financial targets which did occur and resulted in the purchase of shares
and issuance of warrants. The proceeds from the shares issued under the Makewell
Agreement were to be used to pay down the Dbalance of the revolving 1line of
credit Loan, which allowed the Company additional availability to draw on the
Loan.

In connection with the Makewell Agreement, the Company agreed that for every
share of Series C Convertible Preferred Stock purchased by MedCap Partners L.P.
under the Makewell Agreement, the Company would grant MedCap Partners L.P. a
warrant to purchase 2.5 shares of Series C Convertible Preferred Stock. For
every share over 4,333 shares purchased by MedCap Partners L.P. under the
Makewell Agreement, the Company would grant MedCap Partners L.P. an additional
warrant to purchase 10 shares of Series C Convertible Preferred Stock (for a
total of 12.5 warrants to purchase Series C for every share over 4,333).
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Pursuant to the Makewell Agreement, the Company issued to MedCap Partners L.P.,
(i) 3,090 shares of Series C Convertible Preferred Stock (Series C) on September
23, 2004, (ii) 1,250 shares of Series C on October 12, 2004, (1iii) 5,000 shares
of Series C on October 18, 2004, (iv) 1,417 shares of Series C on October 25,
2004 and (v) 5,910 shares of Series C on November 3, 2004. Such shares of Series
C were 1issued at a cash price per share of $60. Each share of Series C is
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convertible into one hundred shares of the Company's Common Stock. The proceeds
were used to reduce the amount outstanding on the revolving line of credit Loan.

In connection with the Company's 1issuances of the shares of Series C described
above, MedCap Partners L.P., was granted (i) a warrant to purchase 7,725 shares
of Series C on September 25, 2004 (ii) a warrant to purchase 65,685 shares of
Series C on October 18, 2004, (iii) a warrant to purchase 17,712 shares of
Series C on October 25, 2004 and (iv) a warrant to purchase 73,875 shares of
Series C on November 3, 2004. Such warrants are exercisable for a period of five

years at a price per share of Series C of $60. The Company valued the warrants
at $805,000 and has accordingly reduced the face value of the Series C Preferred
Shares Dby this amount. The Company recorded a deemed dividend due to the

beneficial conversion price of $195,000 which represents the lesser of the value
assigned to the Series C and the beneficial conversion of $6.3 million.

The Makewell Agreement terminated on November 3, 2004 as MedCap Partners L.P.
had made an aggregate of $1.0 million 1in contributions wunder the Makewell
Agreement triggered by failure of the Company to meet certain financial targets.

Warrants to Purchase Convertible Preferred Stock

As of March 31, 2005, warrants to purchase Convertible Preferred Stock are
outstanding as follows:

Series of Convertible Exercise Price
Preferred Stock Warrants Per share
B-1 6,000 $60
C 146,264 $60

On March 29, 2005, 108,333 of the Series C warrants were exercised providing
proceeds, net of issue costs, of $6,435,687. On May 2, 2005, 22,187 of the
Series C warrants were exercised providing proceeds of $1,331,220. Dividends
accrue on warrants but are payable only upon exercise. Accordingly, dividends
declared for the quarters September 30, 2004, December 31, 2004 and March 31,
2005 Dbecame payable on the warrants exercised at March 31, 2005, with an
estimated fair value of $1,411,464. These dividends were paid in March 2005
through the issuance of 705,732 shares of common stock. Dividends relative to
the 22,187 warrants exercised in May 2005 will be recorded in the second quarter
of 2005.
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Note 10. Common Stock

The Company 1is authorized to issue 150,000,000 shares of common stock at a par
value of $0.0001. The authorized shares were increased in January 2005 from
50,000,000 shares. Currently there are 27,614,285 shares issued with 26,537,879
shares outstanding. The difference of 1,076,406 shares is held by the Company in
treasury.

On June 28, 2004, the Company executed a one-for-three reverse stock split of
the outstanding shares of Common Stock. All common share and per share
information included in these financial statements and footnotes have been
retroactively adjusted to reflect the reverse stock split.
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In connection with an agreement, 250,000 shares of Common Stock were delivered
by parties to the agreement, to an escrow agent. These shares will be released
from escrow as follows: (i) beginning on July 1, 2004 and continuing on the
first day of each month through and including June 1, 2005, the Company, or its
assignee, shall pay $31,250 to the escrow agent, and the escrow agent shall
cause 10,417 shares to be transferred to the Company or its assignee; and (ii)
beginning on July 1, 2005 and continuing on the first day of each month through
and including June 1, 2006, the Company, or its assignee, shall pay $46,875 to
the escrow agent, and the escrow agent shall cause 10,417 shares to be released
to the Company or its assignee. The escrow agent shall distribute funds received
from the Company, or its assignee, to the stockholders who are parties to the
Stock Purchase Agreement. For July, 2004 through December, 2004, the Company
assigned its right to purchase under the Stock Purchase Agreement to an existing
shareholder.

Note 11. Commitments and Contingencies
Commitment to Issue Additional Common Stock Warrants

In accordance with the terms of the Term Loan (see Note 5), the Company agreed
to issue warrants to purchase Common Shares to the lender up to 12% of the
Company's overall capitalization at a price of $3.15 per share. On August 31,
2004, the Company issued a warrant for 905,758 Common Shares in connection with
the first borrowing on the credit facility. If borrowing were to continue up to
the maximum of $10,000,000, the Company would have to issue an additional
2,451,605 warrants to purchase Common Shares.

21

CRDENTIA CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2005

Note 12. Supplemental Disclosure to the Cash Flow Statement

March 31, March 31,
2005 2004
Supplemental cash flow disclosures:
Cash paid for interest S 157,913 S 159,830

Cash paid for income taxes -

Non-cash investing and financing activities:
Conversion of preferred stock into common stock 30,873,400
Issuance of the following in connection with
a merger:

Common stock issued 2,601,600

Revolving credit line assumed 941,390

Notes payable issued 3,215,490
Common stock issued as payment of preferred stock

dividends 3,189,441
Common stock issued associated with working capital

loans from majority stockholder 162,500
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Note 13. Subsequent Events

On May 2, 2005, MedCap Partners L. P. exercised 22,187 warrants to purchase
Convertible Series C Preferred Stock at $60 per share. This provided the Company
with $1,331,220 which was used to finance the acquisition discussed below and
working capital needs.

On May 4, 2005, the Company acquired Prime Staff, LP and Mint Medical Staffing
Odessa, providers of per diem nursing services throughout Texas, in exchange for
$150,000 in cash and 165,042 shares of common stock wvalued at $350,000. The
primary purpose of the acquisition was to enable the Company to expand it's
presence 1in the nurse staffing industry. The acquired entities reported
unaudited revenues of approximately $8,386,000 for the year ended December 31,
2004.

As discussed in Notes 4 and 5, in May 2005, the covenants related to the
Company's Revolving Credit Facility and Term Loan were restructured and, based

on the Company's projections, management Dbelieves that the Company can comply
with covenants in future periods.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

This report contains forward-looking statements. These statements relate
to future events or our future financial performance. In some cases, you can
identify forward-looking statements by terminology such as "may," "will,"
"should," T"expect," "plan," "anticipate," "believe," T"estimate," "predict,"
"potential" or "continue," the negative of such terms or other comparable

terminology. These statements are only predictions. Actual events or results may
differ materially.

Although we believe that the expectations reflected in the forward-looking

statements are reasonable, we cannot guarantee future results, levels of
activity, performance or achievements. Moreover, neither we, nor any other
person, assume responsibility for the accuracy and completeness of the

forward-looking statements. We are under no obligation to update any of the
forward-looking statements after the filing of this Quarterly Report to conform
such statements to actual results or to changes in our expectations.

The following discussion of our financial condition and results of
operations should be read in conjunction with our consolidated financial
statements and the related notes and other financial information appearing
elsewhere in this Quarterly Report. Readers are also urged to carefully review
and consider the wvarious disclosures made by us which attempt to advise
interested parties of the factors which affect our business, 1including without
limitation the disclosures made under the caption "Management's Discussion and
Analysis or Plan of Operation," under the caption "Risk Factors," and the
audited consolidated financial statements and related notes included in our
Annual Report on Form 10-KSB for the year ended December 31, 2004, previously
filed with the Securities and Exchange Commission.

OVERVIEW

We are a provider of healthcare staffing services, focusing on the areas
of travel nursing, per diem staffing, contractual clinical services, and private
duty home care. Our travel nurses are recruited domestically as well as
internationally, and placed on temporary assignments at healthcare facilities
across the United States. Our per diem nurses are local nurses placed at
healthcare facilities on short-term assignments. Our contractual clinical
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services group provides complete clinical management and staffing for healthcare
facilities and our private duty home care group provides nursing case management
and staffing for skilled and non-skilled care in the home. We consider the
different services described above to be one segment as each of these services
relate solely to providing healthcare staffing to customers that are healthcare
providers and utilize similar distribution methods, common procedures, processes
and similar methods of identifying and serving these customers.

During 2003, we pursued our operational plan of acquiring companies in the
healthcare staffing field and completed acquisitions of four companies. In 2004,
we purchased two additional companies, and in the first quarter of 2005
purchased two additional companies. We have contracted with more than 1500
healthcare facilities across 49 U.S. states the District of Columbia.

The companies we acquired in 2003 -- Baker Anderson Christie, 1Inc., New
Age Nurses, Inc., Nurses Network, Inc., and PSR Nurses, Ltd. (through our
acquisition of PSR Nurses Holdings Corp. and PSR Nurse Recruiting, Inc., which
hold the limited partner and general partner interests in PSR Nurses, Ltd.) —-
provide the foundation for our continued growth. During 2003 we began operating
the acquired companies, combining the various back offices and support staff and
began streamlining the operations. We continued our acquisition program in 2004
and acquired Care Pros Staffing, Inc. and Arizona Home Health Care/Private Duty,
Inc. On March 29, 2005, we acquired TravMed USA, Inc. and Health Industry
Professionals, LLC. On May 4, 2005, the Company acquired PrimeStaff, LP and Mint
Medical Staffing Odessa. Following the May 4, 2005 acquisition, in the near term
we do not plan to continue to pursue additional acquisitions until we have
completely integrated the three 2005 acquisitions.
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We have achieved a number of significant successes from inception through
the first quarter of 2005:
o We have raised over $14 million through issuance of convertible

preferred stock and over $3 million in debt financing, net of debt
issuance costs.

o We have acquired four companies in 2003, two companies in 2004, and
two companies in the first quarter of 2005.
o We have reorganized our travel Dbusiness 1in 2004 to eliminate

redundancies and to eliminate over $1.5 million in costs on an
annual basis.

o We have converted debt to convertible preferred stock and
convertible preferred stock to common stock with an ultimate benefit
of eliminating certain debt service costs and increasing

stockholders' equity.

In addition to noteworthy successes, the following are a number of
challenges and management's plan as to how these challenges may be addressed:

Challenges Management's Plan
We have experienced a decline in We are hiring experienced management
revenue 1in our travel Dbusiness, and and business development personnel to
travel nurse assignments related to complement existing management in our
one significant customer group efforts to grow the travel Dbusiness.
representing over 16% of our revenue We also have acquired additional
have not been renewed. We need to find travel business as part of our
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ways to attract and retain

clients.

hospital

Access to international nurses has
been limited following the Federal
Government's overhaul of the
immigration system. We expect annual
limits on the immigration of workers
from the Philippines, China, and India
to the ©Unites States in the next two
years.

We have not maintained targeted gross
profit levels of 23% to 24%.

We need to continue to find ways to
attract and retain quality nurses.

We need to overcome corporate overhead
costs that are disproportionately high
relative to our revenue Dbase. Costs
related to SEC reporting and
compliance with Sarbanes-Oxley are
high, and we expect costs to increase
as we comply with new rules applicable
in the future.

We need to continue to raise money to
fund acquisitions.

We need to continue to
quality acquisition targets.

identify
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acquisition program and will use the
management talent from this
acquisition to explore new ways to

expand the travel business and to gain
access to new clients.

For the near future, we intend to
focus our attention on domestic nurses
and enhance our recruitment efforts
relative to domestic nurses.

We intend to install new operating
software to assist us in more
effectively managing gross profits by
nurse and by healthcare facility. We
also intend to vigorously manage
professional liability insurance
costs, workers compensation insurance
costs, and housing and travel costs

related to the travel nurse business.

In addition to keeping nurse
compensation competitive, we are
implementing a stock ownership program
for nurses as an 1innovative way to
attract and retain nurses.

We have completed three acquisitions
in 2005 to enable us to spread

corporate overhead costs over a larger
volume of Dbusiness, and are in the
process of integrating these recent
acquisitions into our Company. We also
have undertaken an exhaustive expense
cutting program to ensure that
corporate costs are minimized.

that the

in the first quarter of
permit us to achieve
positive operating cash flow in the
third and fourth quarters of 2005,
which we anticipate will assist us in
raising additional funding.

We are
acquisitions
2005 will

forecasting

We have a considerable depth of
management and considerable experience
in locating and qualifying excellent
acquisition candidates. We intend to

continue our efforts in this area.
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We have not complied with loan We have revised loan covenants to make

covenants relative to our revolving covenant compliance achievable.

line of credit and term loan

facilities.

Our credit facilities require We have reduced the amount of our

significant interest payments. revolving line of credit facility from
$15 million to $10 million to enable
us to reduce wunused line fees. This

will reduce the effective interest
rate by several percentage points.

Our Convertible Series C Preferred We have two options to address this
Stock has a significant liquidation situation. This liquidation preference
preference 1in excess of $92 million will <cease to exist only if we can
(assuming exercise of all Series C successfully consummate a public
warrants) . offering of at least $25 million or

obtain the consent of a majority of
our Series C Preferred stockholders to
convert to common.

LIQUIDITY AND CAPITAL RESOURCES

During the next twelve months, we intend to continue growing the
businesses acquired and to further expand our operations through acquisitions.
Our goal was to acquire at least three companies in 2005, generally in the areas
of travel nursing, per diem staffing and private duty home care. As we acquire
companies, we expect to realize immediate savings in their operations as we
integrate them into our operations and as we decrease their general and
administrative costs by merging their back office and support o