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Securities and Exchange Commission
Washington, D.C. 20549
Form 10-Q
Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the Quarterly Period Ended September 30, 2006
Commission file number 000-20699
DATATRAK International, Inc.
(Exact name of registrant as specified in its charter)

Ohio 34-1685364
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

6150 Parkland Boulevard
Mayfield Heights, Ohio 44124

(Address of principal executive offices) (Zip Code)
(440) 443-0082

(Registrants telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. p Yes o No
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer
(See definition of large accelerated filer and accelerated filer in Exchange Act Rule 12b-2).

Large accelerated filero ~ Accelerated filerp ~ Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule 12b-2). o Yes p
No
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practical
date.
The number of Common Shares, without par value, outstanding as of October 31, 2006 was 11,406,091.
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Part 1. Financial Information
Item 1 Financial Statements

DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowances
Deferred tax asset
Prepaid expenses and other current assets

Total current assets

Property and equipment, at cost net of accumulated depreciation and
amortization

Other assets

Restricted cash

Deferred tax asset

Deposit

Intangible assets, net of accumulated amortization

Goodwill

Total other assets
Total assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities
Accounts payable
Notes payable
Current portion of long-term debt
Accrued expenses
Deferred revenue

Total current liabilities
Long-term liabilities
Long-term debt
Deferred tax liability

Total long-term liabilities
Total liabilities
Shareholders equity

Serial preferred shares, without par value, 1,000,000 shares authorized,
none issued

Table of Contents

September 30,

2006

(Unaudited)

2,270,464
2,009,386
3,301,259

694,373
8,275,482
5,102,965

74,962
1,200,000
39,549
2,140,040
12,956,842

16,411,393

$ 29,789,840

$

425,136
146,210
670,038
1,707,144
977,707

3,926,235

3,825,235
2,053,600

5,878,835

9,805,070

December 31,
2005
(Note A)

$ 4,407,431
4,955,491
2,853,823

287,000
702,075
13,205,820
1,878,404
69,976

913,000
39,549

1,022,525

$ 16,106,749

$ 549,886

832,860

1,027,015

2,409,761

2,409,761
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Common share warrants 700,176
Common shares, without par value, authorized 25,000,000 shares; issued
14,706,091 shares as of September 30, 2006 and 13,613,161 shares as of
December 31, 2005; outstanding 11,406,091 shares as of September 30,
2006 and 10,313,161 shares as of December 31, 2005

Treasury shares, 3,300,000 shares at cost

Accumulated deficit

Foreign currency translation

70,304,643
(20,188,308)
(30,534,093)

(297,648)

Total shareholders equity 19,984,770

Total liabilities and shareholders equity $ 29,789,840

Note A: The condensed
consolidated
balance sheet at
December 31,
2005 has been
derived from the
audited
consolidated
financial
statements at
that date, but
does not include
all of the
information and
footnotes
required by
accounting
principles
generally
accepted in the
United States
for complete
financial
statements.

See notes to condensed consolidated financial statements.
2

711,872

61,810,321
(20,188,308)
(28,425,289)

(211,608)

13,696,988

$ 16,106,749
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue
Direct costs

Gross profit

Selling, general and administrative expenses
Severance expense

Depreciation and amortization

(Loss) income from operations
Other income (expense):
Interest income

Interest (expense)

(Loss) income before income taxes
Income tax expense

Net (loss) income

Net (loss) income per share:
Basic:

Net (loss) income per share

Weighted-average shares outstanding

Diluted:
Net (loss) income per share

Weighted-average shares outstanding

(Unaudited)
Three Months Ended
September 30,
2006 2005
$ 4,374,360 $ 4,055,914
1,327,173 899,306
3,047,187 3,156,608
3,391,522 2,603,859
628,648 198,272
(972,983) 354,477
50,047 62,272
(106,208)
(1,029,144) 416,749
297,000 4,095
$ (1,326,144) $ 412,654
$ (0.12) $ 0.04
11,400,675 10,284,219
$ (0.12) $ 0.04
11,400,675 11,457,454

Nine Months Ended
September 30,
2006 2005
$13,704,673 $11,415,338
3,877,047 2,740,840
9,827,626 8,674,498
9,911,092 7,024,825
294,974
1,663,692 574,953
(2,042,132) 1,074,720
181,416 159,430
(248,088)
(2,108,804) 1,234,150
28,653
$ (2,108,804) $ 1,205,497
$ (0.19) $ 0.12
11,205,113 10,168,126
$ (0.19) $ 0.11
11,205,113 11,383,493

See notes to condensed consolidated financial statements.
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
September 30,
2006 2005
Operating Activities
Net (loss) income $(2,108,804) $ 1,205,497
Adjustments to reconcile net (loss) income to net cash provided by operating
activities:
Depreciation and amortization 1,663,692 574,953
Stock based compensation 444,373 79,581
Accretion of discount on investments (84,347) (120,290)
Loss from disposal of equipment 357
Changes in operating assets and liabilities:
Accounts receivable (301,176) (653,333)
Prepaid expenses and other current assets 296,377 (196,553)
Accounts payable and accrued expenses 470,887 782
Deferred revenue (252,104) 522,060
Net cash provided by operating activities 128,898 1,413,054
Investing Activities
Acquisition of ClickFind, less cash acquired (4,668,926)
Purchases of property and equipment (483,276) (807,842)
Maturities of short-term investments 6,319,116 6,500,000
Purchases of short-term investments (3,288,664) (6,405,314)
Net cash used in investing activities (2,121,750) (713,156)
Financing Activities
Proceeds from issuance of common shares and stock option exercises 167,094 1,073,936
Gross tax benefits from share based awards 8,000
Share issuance costs (103,125)
Repayment of long-term debt and notes payable (215,614)
Net cash (used in) provided by financing activities (40,520) 970,811
Effect of exchange rate changes on cash (103,595) (140,958)
(Decrease) increase in cash and cash equivalents (2,136,967) 1,529,751
Cash and cash equivalents at beginning of period 4,407,431 2,232,276
Cash And Cash Equivalents At End Of Period $ 2,270,464 $ 3,762,027
Unpaid Acquisition Costs $ 52448 $
See notes to condensed consolidated financial statements.
4
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)
1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of DATATRAK International, Inc. and
subsidiaries ( DATATRAK orthe Company ) have been prepared in accordance with accounting principles generally
accepted in the United States for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting
principles generally accepted in the United States for complete financial statements. In the opinion of management, all
adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been included.
Operating results for the three and nine month periods ended September 30, 2006 are not necessarily indicative of the
results that may be expected for the year ending December 31, 2006. For further information, refer to the consolidated
financial statements and footnotes thereto included in the Company s Form 10-K for the year ended December 31,
2005.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that might affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

2. ClickFind Acquisition

On February 13, 2006, DATATRAK acquired all of the outstanding stock of ClickFind, Inc. ( ClickFind ), a
technology company focused on the clinical trials industry, located in Bryan, Texas. As a result of the acquisition, the
Company s management believes DATATRAK now has the most extensive eClinical software suite in the clinical
trials industry.

The negotiated terms of the acquisition were for an aggregate purchase price of $18,000,000, less approximately
$328,000 in certain transaction expenses and certain indebtedness of ClickFind. A component of the purchase price
was paid with common shares of the Company, priced at $9.25 per share, as determined by the terms of the
acquisition agreement. The acquisition was recorded as a purchase, and as such, for the purpose of recording the
acquisition, the value of the common shares used in the acquisition were valued at $7.66 per share, based on the
average closing price per share of the Company s common shares for the five business day period from February 9
through February 15, 2006.

Based on the common share valuation of $7.66 per share, the total recorded acquisition cost including acquisition
related expenses of $848,000 was $16,672,000. The cash portion of the purchase price, less cash acquired of $87,000
and including unpaid accrued expenses of $52,000 at September 30, 2006, was approximately $4,721,000. The
remainder of the purchase price consisted of $4,000,000 in notes payable and the issuance of approximately
$7,864,000 in common shares (1,026,522 common shares), both of which are excluded from the Company s condensed
consolidated statement of cash flows. The notes payable bear interest at prime plus 1%, and principal payments are
due in installments of $500,000, $500,000 and $3,000,000 on February 1, 2007, 2008 and 2009, respectively.

The acquisition was accounted for as a purchase, and accordingly, fair value adjustments to the assets acquired and
liabilities assumed were recorded as of the date of acquisition. The Company has obtained a third party valuation of
certain tangible and intangible assets acquired. DATATRAK has estimated its acquisition related deferred tax liability
to be $2,054,000, pending final determination of the deductibility of certain intangible assets. The following table
summarizes the preliminary fair values of the assets acquired and liabilities assumed as of the date of the acquisition.

Cash, accounts receivable and other current assets $ 254,000
Amortizable intangible assets 6,040,000
Goodwill 12,957,000
Accounts payable and other current liabilities (408,000)
Long-term debt (117,000)
Deferred tax liability (2,054,000)
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Total acquisition cost $16,672,000
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

Subsequent to the acquisition, the $117,000 of assumed long-term debt was paid in full.

Of the $6,040,000 of acquired amortizable intangible assets, $3,330,000 was assigned to the software now known
as DATATRAK
eClinical(TM) and is being amortized over seven years. Of the remaining $2,710,000 of acquired amortizable
intangible assets, $1,160,000 was assigned to employee non-compete agreements and $1,550,000 was assigned to
contracts and customer relationships, each is being amortized over three years. The $12,957,000 of goodwill is not
deductible for income tax purposes.

In accordance with Statement of Financial Accounting Standard ( SFAS ) No. 142, Goodwill and Other Intangible
Assets , goodwill is deemed to have an indefinite life and is not amortized but is subject to an impairment test at least
annually. The Company is currently performing its initial annual goodwill impairment test as of October 31, 2006. For
purposes of impairment testing, the Company has determined that it has one reporting unit. The Company will
compare the estimated fair value of the reporting unit to its carrying value, including goodwill. If the fair value of its
reporting unit exceeds its carrying value, goodwill will not be deemed to be impaired as of the impairment testing
date.

The Company will assess the recoverability of its finite-lived intangible assets using a projected, undiscounted,
cash flow analysis when impairment indicators arise.

The operating results of ClickFind have been included in the Company s consolidated results of operations for all
periods subsequent to February 13, 2006. Unaudited pro forma operating results for the three and nine months ended
September 30, 2006 and September 30, 2005, as though the Company had acquired ClickFind at the beginning of
2005, are set forth below. The unaudited pro forma operating results are not necessarily indicative of what would have
occurred had the transaction taken place on January 1, 2005.

Three Months Nine Months
Ended September 30, Ended September 30,
2006 2005 2006 2005
Pro forma revenue $ 4,374,360 $4,401,000 $13,913,071 $12,417,000
Pro forma net (loss) income $(1,326,144) $ (97,000) $ (2,386,468) $ (281,000)

Pro forma basic (loss) income per share $ (0.12) $ (0.01) $ (0.21) $ (0.03)
Pro forma diluted (loss) income per

share $ 0.12) $ (0.01) $ (0.21) $ (0.03)
3. Stock Based Compensation

The Company has three share option plans with unexpired options that may be exercised by the holders of such
options. At September 30, 2006, the Company had reserved 3,046,066 common shares for the exercise of common
share options. The Company has granted 2,730,614 options to purchase common shares to employees, directors and
others of which 1,204,104 have been previously exercised. There are 315,452 options to purchase common shares
available for future grants; however, no future option grants are expected be made under the Company s share option
plans. The weighted-average contractual life of all options outstanding was 5 years as of September 30, 2006. The
range of exercise prices for all options outstanding at September 30, 2006 was $1.33 to $12.93.

The Amended and Restated 1996 Outside Directors Stock Option Plan, as amended ( the 1996 Director Plan ) was
established by the Company to provide common share options as compensation to directors of the Company. Certain
options, as approved by the Company s shareholders, were granted under the 1996 Director Plan at exercise prices
below the market value of a common share on the date of approval. All compensation expense related to these
common share options was recognized prior to January 1, 2005. All other options granted under the 1996 Director
Plan have been granted at exercise prices that represented the fair market value of a common share on the date of
grant. Options fully vest in no more than three years following the grant date. All options granted under the 1996

Table of Contents 10
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Director Plan expire ten years after the grant date. At September 30, 2006 there were 61,750 options outstanding
under the 1996 Director Plan with exercise prices ranging from $2.79 to $5.50, all of which were 100% vested. These
options had a weighted-average contractual life of 1.6 years and a weighted-average exercise price of $3.10.

6
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

The Amended and Restated 1996 Key Employees and Consultants Stock Option Plan (the 1996 Plan ) provides for
the granting of options to purchase common shares to key employees and consultants of the Company and its
affiliates. During 2000, common share options totaling 116,031 were granted at exercise prices of less than the fair
market value of a common share on the date of grant. All compensation expense related to these common share
options was recognized prior to January 1, 2005. All other options granted under the 1996 Plan have been granted at
exercise prices that represented the fair market value of a common share on the date of grant. Vesting of options
awarded under the 1996 Plan ranges from two to four years, as determined by the Board of Directors Compensation
Committee, and all options granted under the 1996 Plan expire ten years after the grant date. At September 30, 2006
there were 939,010 options outstanding under the 1996 Plan with exercise prices ranging from $1.33 to $12.93, of
which 727,446 were 100% vested. These options had a weighted-average contractual life of 5.1 years and a
weighted-average exercise price of $3.72.

The Amended and Restated Outside Director Stock Option Plan (the Director Plan ) provides for the granting of
options to purchase common shares to outside directors of the Company. Certain options approved by Company s
Board of Directors and its shareholders have been granted at exercise prices below the market value of a common
share on the grant date in 2000. All compensation expense related to these common share options was recognized
prior to January 1, 2005. All other options granted under the Director Plan have been granted at exercise prices that
represented the fair market value of a common share on the date of grant. Options fully vest one year following the
grant date. All options granted under the Director Plan expire ten years after the grant date. At September 30, 2006
there were 525,750 options outstanding under the Director Plan with exercise prices ranging from $1.33 to $7.56, all
of which were 100% vested. These options had a weighted-average contractual life of 5.1 years and a
weighted-average exercise price of $2.93.

On July 22, 2005, the Company s shareholders approved the DATATRAK International, Inc. 2005 Omnibus Equity
Plan (the Omnibus Plan ). The Omnibus Plan is intended to be the primary share-based award program for covered
employees and directors. The Omnibus Plan gives the Compensation Committee of the Board of Directors flexibility
to grant a wide variety of share-based awards by taking into account such factors as the type and level of employee,
relevant business and performance goals and the prevailing tax and accounting treatments. The fair-value of share
based awards granted under the Omnibus Plan is equal to the fair market value of a common share on the date of
grant.

Pursuant to the Omnibus Plan, during May 2006, an executive officer of the Company was granted 1,364 restricted
common shares by the Compensation Committee of the Board of Directors in lieu of a cash bonus. The fair value of
the award on the date of grant was $10,000. The expense related to this award was recorded during the second quarter
of 2006. In addition, pursuant to the Company s director compensation program, non-employee Directors were
awarded 17,386 common shares under the Omnibus Plan, during the nine months ended September 30, 2006. Total
expense related to the director awards was $118,000.

On January 1, 2006, DATATRAK adopted SFAS No. 123(R), Share Based Payment, using the modified
prospective method. Under this method compensation cost is recognized beginning January 1, 2006 based on the
requirements of SFAS No. 123(R) for all share based payments granted after January 1, 2006, and based on the
requirements of SFAS No. 123, Accounting for Stock Based Compensation, for all awards granted to employees prior
to January 1, 2006 that remain unvested at January 1, 2006. The Company used the Black-Scholes option valuation
model to calculate the fair value of stock options granted prior to January 1, 2006.

Prior to January 1, 2006, the Company accounted for stock based compensation in accordance with Accounting
Principles Board ( APB ) Opinion No. 25, Accounting for Stock Issued to Employees, for stock options granted to
employees and directors, and followed the alternative fair value accounting provided for under SFAS No. 123 and
EITF 96-18 for stock options granted to non-employees. SFAS No. 148, Accounting for Stock-Based Compensation
Transition and Disclosure, requires disclosure of compensation expense under both APB No. 25 and SFAS No. 123.

Table of Contents 12
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The following assumptions were used to estimate the fair value, for the options granted during 2005, using the
Black-Scholes option valuation model.

Weighted-average risk free interest rate 4.2%
Weighted-average volatility of the expected market price of the common shares 1.01
Dividend yield 0.0%
Weighted-average expected life of the options 7 years
Weighted-average fair value per share of options granted $ 9.90
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the
options vesting period.

Because SFAS No. 123(R) was adopted on January 1, 2006, the Company s statement of operations for the three
and nine months ended September 30, 2005 does not include stock compensation expense related to the adoption of
SFAS 123(R). The following table sets forth stock based compensation and pro forma information for the three and
nine months ended September 30, 2005.

Three Months Nine Months
Ended Ended
September 30, September 30,
2005 2005
Net income recorded $ 413,000 $ 1,205,000
Plus: stock compensation expense recognized 16,000 49,000
Less: stock compensation expense that would have been
recognized under SFAS No. 123 175,000 740,000
Pro forma net income $ 254,000 $ 514,000
Pro forma basic income per share $ 0.02 $ 0.05
Pro forma diluted income per share $ 0.02 $ 0.05

The adoption of SFAS 123(R) increased DATATRAK s selling, general and administrative expenses by
approximately $90,000 or $0.01 per share on both a basic and diluted basis, for the three months ended September 30,
2006 and approximately $296,000 or $0.03 per share on both a basic and diluted basis, for the nine months ended
September 30, 2006. Because this expense is all related to incentive stock options, and not deductible for income tax
purposes, deferred tax assets have not been recorded. The Company s unamortized compensation cost, related to
nonvested stock options, at September 30, 2006 was $688,000. These costs are expected to be amortized over a
weighted-average period of approximately 1.9 years.

The Company s share option activity and related information for the nine months ended September 30, 2006 is
summarized below:

Weighted
Average
Weighted Aggregate
Average Intrinsic Remaining
Exercise Contractual
Options Price Value Life
Outstanding at January 1, 2006 1,619,891 $ 3.52
Granted
Exercised (44,400) 3.53
Cancelled (48,981) 6.44
Outstanding at September 30, 2006 1,526,510 $ 3.43 $ 3,288,000 5.0 Years
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Vested or expected to vest at
September 30, 2006 1,523,324 $ 343 $ 3,282,000 5.0 Years

Exercisable at September 30, 2006 1,314,947 ) 2.93 $ 3,479,000 4.5 Years

The total intrinsic value of options exercised during the nine months ended September 30, 2006 and 2005 was
$183,000 and $3,253,000, respectively. Total cash received by the Company from stock option exercises was
$157,000 and $1,074,000 during the nine months ended September 30, 2006 and 2005, respectively.

8
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

4. Net (Loss) Income Per Share

September 30, 2006
(Unaudited)

The following table sets forth the computation of basic and diluted net (loss) income per share.

Net (loss) income used in the calculation
of basic and diluted net (loss) income per
share

Denominator for basic net (loss) income
per share weighted-average common
shares outstanding

Effect of dilutive common share options
and warrants

Denominator for diluted net
(loss) income per share

Basic net (loss) income per share
Diluted net (loss) income per share

Weighted-average common share options
and warrants excluded from the
computation of diluted net (loss) income
per share because they would have an
antidilutive effect on net (loss) income
per share

Three Months Ended
September 30,

2006 2005
$ (1,326,144) $ 412,654
11,400,675 10,284,219
1,173,235
11,400,675 11,457,454
$ (0.12) $ 0.04
$ (0.12) $ 0.04
1,723,437 9,450

9

$

$
$

Nine Months Ended
September 30,

2006 2005
(2,108,804) $ 1,205,497
11,205,113 10,168,126

1,215,367

11,205,113 11,383,493
(0.19) $ 0.12
(0.19) $ 0.11
1,751,664 12,128

Table of Contents
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)
5. Comprehensive (Loss) Income
The following table sets forth comprehensive (loss) income.

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Net (loss) income $ (1,326,144) $ 412,654 $ (2,108,804) $ 1,205,497
Foreign currency translation (88,282) (11,359) (86,040) (166,183)
Comprehensive (loss) income $ (1,414,426) $ 401,295 $ (2,194,844) $ 1,039,314

6. Shareholders Equity

A portion of the purchase price for ClickFind was paid in common shares of the Company. Per the terms of the
acquisition agreement, the former shareholders of ClickFind were issued 1,026,522 DATATRAK common shares on
February 13, 2006.

During March 2006 the holder of 3,258 common share warrants, with an exercise price of $3.20 per share,
surrendered the warrants along with the exercise price in exchange for 3,258 common shares. In addition, during the
nine months ended September 30, 2006, the holders of 44,400 common share options, at a weighted average exercise
price of $3.53 per share, exercised the options and purchased 44,400 common shares.

7. Operating Leases

The Company leases certain office equipment and space. During 2006, the Company entered into new lease
agreements for office space in Mayfield Heights, Ohio and Bryan, Texas. Future minimum lease payments for the
Company under noncancelable operating leases as of September 30, 2006 are as follows:

Twelve Months ended September 30, Amount
2007 $ 883,000
2008 885,000
2009 764,000
2010 584,000
2011 585,000
Subsequent to September 30, 2011 640,000
$4,341,000

8. Income Taxes
Income tax expense consists of the following:

Nine Months Ended September
30,
2006 2005
Current:
Federal $ $ 29,000
State and local

29,000
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$

29,000
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DATATRAK INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)
A reconciliation of income tax expense at the U.S. federal statutory rate to the effective income tax rate is as
follows:

Nine Months Ended September

30,
2006 2005
Income tax (benefit) provision at the United States statutory rate $ (715,000) $ 420,000
Increase (reversal) of valuation allowance 615,000 (391,000)
Non-deductible permanent differences 100,000
$ $ 29,000

During the first six months of 2006, the Company recorded a net tax benefit and deferred tax asset of $297,000.
Due to the uncertainty of the realization of this deferred tax asset DATATRAK provided a full valuation allowance
against this asset, which resulted in income tax expense of $297,000 for the three months ended September 30, 2006.

For the nine months ended September 30, 2006 the Company s pretax loss was $2,109,000, resulting in an
income tax benefit of $615,000. Because recoverability is uncertain, DATATRAK has fully provided for the $615,000
deferred tax asset through a valuation allowance.

In July 2006, the Financial Accounting Standards Board issued Financial Interpretation ( FIN ) No. 48, Accounting
for Uncertainty in Income Taxes. FIN No. 48 clarifies the accounting for uncertain tax positions recognized in an
entity s financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. This interpretation is
effective for the Company beginning in 2007. Management is currently evaluating the requirements of FIN No. 48 and
has not yet determined the impact on its consolidated financial statements.

9. Notes Payable

During May 2006, the Company entered into a financing agreement with Westfield Bank, FSB (the Westfield
Agreement ) for the payment of the Company s insurance premiums. At September 30, 2006, $146,210 is due to
Westfield Bank, FSB. The note bears interest at 7.74% and is due in equal installments of $75,233, including accrued
interest on October 20, 2006 and January 20, 2007. The Westfield Agreement is excluded from the Company s
condensed consolidated statement of cash flows.
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10. Long-term Debt
Long-term debt at September 30, 2006 and December 31, 2005 is summarized below:

December
September 30, 31,
2006 2005
Notes payable held by certain former shareholders of ClickFind (the
ClickFind Notes ). The notes payable bear interest at prime plus 1%, and
principal payments are due in installments of $500,000, $500,000 and
$3,000,000 on February 1, 2007, 2008 and 2009, respectively. Of the
$4,000,000, $2,618,000 is held by an executive officer of the Company who
was the founder of ClickFind. Of the remaining $1,382,000 of ClickFind
Notes, $1,017,000 is held by other current employees of the Company $ 4,000,0000 $

Financing agreement with Oracle Credit Corporation (the Oracle Agreement )

for the purchase of certain computer equipment. The terms of the financing

agreement require DATATRAK to make 36 monthly payments of $9,012,

including accrued interest, beginning in July 2006 through June 2009 254,547

Capital lease agreement with Dell Financial Services (the Dell Agreement )
for the purchase of certain computer equipment. The terms of the lease
agreement require DATATRAK to make 36 monthly payments of $7,340,
including accrued interest, beginning in September 2006 through

August 2009 240,726
4,495,273
Less current maturities 670,038

$ 3,825,235 $

The Oracle Agreement and the Dell Agreement transactions are excluded from the Company s condensed
consolidated statement of cash flows.
11. Severance Expense

During the second quarter of 2006, the Company recorded a charge of $295,000 for severance benefits due to
terminated employees. This charge was related to a June 2006 staff reduction of 10 employees, whose positions
became redundant as a result of the ClickFind acquisition. As of September 30, 2006, $114,000 of these costs
remained unpaid to the former employees. The Company anticipates that substantially all of these costs will be paid
prior to December 31, 2006.

The Company accounts for termination benefits in accordance with SFAS No. 146, Accounting for the Cost of Exit
or Disposal Activities which requires that termination benefit expenses be recorded ratably over the period during
which employees must provide future services in order to obtain the benefit. There were no future service
requirements in connection with the above noted terminations.

12. Restricted Cash
The Company s wholly owned subsidiary, DATATRAK GmbH, is required to provide a bank guarantee to the
lessor of its office space equal to 