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PDI, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited, in thousands, except share and per share data)

 
June 30, 

2014  
December 31,

2013
ASSETS    

Current assets:    
Cash and cash equivalents $ 35,621  $ 45,639
Short-term investments 103  103
Accounts receivable, net 3,846  2,422
Unbilled costs and accrued profits on contracts in progress 6,936  7,982
Other current assets 6,670  6,563

Total current assets 53,176  62,709
Property and equipment, net 2,812  2,789
Goodwill 2,523  2,523
Other long-term assets 948  1,043

Total assets $ 59,459  $ 69,064
    

LIABILITIES AND STOCKHOLDERS' EQUITY    
Current liabilities:    

Accounts payable $ 2,055  $ 2,350
Unearned contract revenue 7,851  9,379
Accrued salary and bonus 6,257  9,643
Other accrued expenses 9,458  10,028

Total current liabilities 25,621  31,400
Long-term liabilities 4,486  5,185

Total liabilities 30,107  36,585
    

Commitments and contingencies (Note 7)  
    

Stockholders’ equity:    
Preferred stock, $.01 par value; 5,000,000 shares authorized, no shares issued and

outstanding —  —
Common stock, $.01 par value; 40,000,000 shares authorized  

16,551,739 and 16,316,169 shares issued, respectively;    
15,361,725 and 15,169,898 shares outstanding, respectively 165  163

Additional paid-in capital 131,585  130,229
Accumulated deficit (88,093)  (83,823)
Accumulated other comprehensive income 16  16

Treasury stock, at cost (1,190,014 and 1,146,271 shares, respectively) (14,321)  (14,106)
Total stockholders' equity 29,352  32,479
Total liabilities and stockholders' equity $ 59,459  $ 69,064

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PDI, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME

(unaudited, in thousands, except for per share data)

 Three Months Ended  Six Months Ended
 June 30  June 30
 2014  2013  2014  2013
        

Revenue, net $ 31,578  $ 37,245  $ 64,356  $ 80,168
Cost of services 26,787  30,396  54,456  64,846

Gross profit 4,791  6,849  9,900  15,322
        

Compensation expense 3,862  4,914  7,403  9,069
Other selling, general and administrative expenses 3,452  2,782  6,517  4,847

Total operating expenses 7,314  7,696  13,920  13,916
Operating (loss) income (2,523)  (847)  (4,020)  1,406

Other expense, net (13)  (24)  (30)  (34)
(Loss) income from continuing operations before income
tax (2,536)  (871)  (4,050)  1,372

Provision for income tax 65  64  131  128
(Loss) income from continuing operations (2,601)  (935)  (4,181)  1,244

(Loss) income from discontinued operations, net of tax (57)  52  (89)  (2)
Net (loss) income $ (2,658)  $ (883)  $ (4,270)  $ 1,242

        

Other comprehensive income (loss):        
Unrealized holding gain (loss) on available-for-sale
securities, net —  —  —  —

Comprehensive income (loss) $ (2,658)  $ (883)  $ (4,270)  $ 1,242
        
Basic (loss) income per share of common stock from:        

Continuing operations $ (0.17)  $ (0.06)  $ (0.28)  $ 0.08
Discontinued operations (0.01)  —  (0.01)  —

Net (loss) income per basic share of common stock $ (0.18)  $ (0.06)  $ (0.29)  $ 0.08
        

Diluted (loss) income per share of common stock from:        
Continuing operations

$ (0.17)  $ (0.06)  $ (0.28)  $ 0.08
Discontinued operations (0.01)  —  (0.01)  —

Net (loss) income per diluted share of common stock $ (0.18)  $ (0.06)  $ (0.29)  $ 0.08
        

Weighted average number of common shares and
common share equivalents outstanding:        

Basic 14,910  14,713  14,860  14,691
Diluted 14,910  14,713  14,860  15,154

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PDI, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited, in thousands)

 Six Months Ended
 June 30,
 2014  2013
Cash Flows From Operating Activities    
Net (loss) income $ (4,270)  $ 1,242
Adjustments to reconcile net (loss) income to net cash used in operating activities:    

Depreciation and amortization 837  577
Realignment accrual accretion 71  71
Stock-based compensation 1,358  1,073

Other changes in assets and liabilities:    
(Increase) decrease in accounts receivable (1,424)  4,584
Decrease (increase) in unbilled costs 1,046  (5,599)
Decrease in other current assets 505  804
Decrease in other long-term assets 138  —
Decrease in accounts payable (295)  (241)
Decrease in unearned contract revenue (1,528)  (2,532)
(Decrease) increase in accrued salaries and bonus (3,386)  1,903
Decrease in other accrued expenses (570)  (1,737)
Decrease in long-term liabilities (770)  (719)

Net cash used in operating activities (8,288)  (574)
    

Cash Flows From Investing Activities
   

Purchase of property and equipment (860)  (956)
Loan to the Diagnostics Company (655)  —

Net cash used in investing activities (1,515)  (956)
    

Cash Flows From Financing Activities    
Cash paid for repurchase of restricted shares (215)  (230)

Net cash used in financing activities (215)  (230)
    

Net decrease in cash and cash equivalents (10,018)  (1,760)
Cash and cash equivalents – beginning 45,639  52,783
Cash and cash equivalents – ending $ 35,621  $ 51,023

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Tabular information in thousands, except per share amounts)
 

1. BASIS OF
PRESENTATION

The accompanying unaudited interim condensed consolidated financial statements and related notes (the interim financial
statements) should be read in conjunction with the consolidated financial statements of PDI, Inc. and its subsidiaries (the Company
or PDI) and related notes as included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2013 as
filed with the Securities and Exchange Commission (SEC) on March 6, 2014.  The interim financial statements of the Company
have been prepared in accordance with generally accepted accounting principles in the United States (GAAP) for interim financial
reporting and 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 GAAP for complete financial statements.  The interim financial statements include all normal
recurring adjustments that, in the judgment of management, are necessary for a fair presentation of such interim financial
statements.  All significant intercompany balances and transactions have been eliminated in consolidation.  Operating results for the
three- and six-month periods ended June 30, 2014 are not necessarily indicative of the results that may be expected for the year
ending December 31, 2014.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Accounting Estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts of assets and liabilities reported and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.  Management's estimates
are based on historical experience, facts and circumstances available at the time, and various other assumptions that are believed to
be reasonable under the circumstances.  Significant estimates include best estimate of selling price in multiple element
arrangements, valuation allowances related to deferred income taxes, self-insurance loss accruals, allowances for doubtful accounts
and notes, income tax accruals, acquisition accounting, asset impairments and facilities realignment accruals.  The Company
periodically reviews these matters and reflects changes in estimates as appropriate.  Actual results could materially differ from those
estimates.

Basic and Diluted Net Loss per Share

A reconciliation of the number of shares of common stock used in the calculation of basic and diluted (loss) income per share for
the three- and six-month periods ended June 30, 2014 and 2013 is as follows:

 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2014  2013  2014  2013
Basic weighted average number of common shares 14,910  14,713  14,860  14,691
Dilutive effect of stock-based awards —  —  —  463
Diluted weighted average number of common
shares 14,910  14,713  14,860  15,154

The following outstanding stock-based awards were excluded from the computation of the effect of dilutive securities on loss per
share for the following periods because they would have been anti-dilutive:
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2014  2013  2014  2013
Options 35  50  35  50
Stock-settled stock appreciation rights
(SARs) 1,276  901  1,276  711
Restricted stock/units 613  665  613  129
Market contingent SARs 188  280  188  280
 2,112  1,896  2,112  1,170

Goodwill and Other Intangible Assets

The Company allocates the cost of acquired companies to the identifiable tangible and intangible assets acquired and liabilities
assumed, with the remaining amount classified as goodwill. Since the entities the Company has acquired do not have significant
tangible assets, a significant portion of the purchase price has been allocated to intangible assets and goodwill. The identification
and valuation of these intangible assets and the determination of the estimated useful lives at the time of acquisition, as well as the
completion of impairment tests require significant management judgments and estimates. These estimates are made based on,
among other factors, consultations with an accredited independent valuation consultant, reviews of projected future operating results
and business plans, economic projections, anticipated highest and best use of future cash flows and the market participant cost of
capital. The use of alternative estimates and assumptions could increase or decrease the estimated fair value of goodwill and other
intangible assets, and potentially result in a different impact to the Company's results of operations. Further, changes in business
strategy and/or market conditions may significantly impact these judgments thereby impacting the fair value of these assets, which
could result in an impairment of the goodwill.

The Company tests goodwill and indefinite lived intangible assets for impairment at least annually (as of December 31) and
whenever events or circumstances change that indicate impairment may have occurred. A significant amount of judgment is
involved in determining if an indicator of impairment has occurred. Such indicators may include, among others: a significant
decline in expected future cash flows; a sustained, significant decline in stock price and market capitalization; a significant adverse
change in legal factors or in the business climate of the pharmaceutical industry; unanticipated competition; and slower growth
rates. Any adverse change in these factors could have a significant impact on the recoverability of goodwill and our consolidated
financial results. At June 30, 2014, no indicators of impairment were identified. 

Accounting Standards Updates

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update No. 2014-09 (ASU 2014-
09), “Revenue from Contracts with Customers,” which provides guidance for revenue recognition. ASU 2014-09's core principle is
that a company will recognize revenue when it transfers promised goods or services to customers in an amount that reflects the
consideration to which the company expects to be entitled in exchange for those goods or services. ASU 2014-09 defines a five step
process to achieve this core principle and, in doing so, more judgment and estimates may be required within the revenue recognition
process than are required under existing GAAP.

The standard is effective for annual periods beginning after December 15, 2016, and interim periods therein, using either of the
following transition methods: (i) a full retrospective approach reflecting the application of the standard in each prior reporting
period with the option to elect certain practical expedients; or (ii) a retrospective approach with the cumulative effect of initially
adopting ASU 2014-09 recognized at the date of adoption (which includes additional footnote disclosures). Early application is not
permitted. The Company is currently evaluating the impact of adopting ASU 2014-09 on its consolidated financial statements and
has not yet determined the method by which it will adopt the standard.

In April 2014, the FASB issued ASU 2014-08 “Reporting Discontinued Operations and Disclosures of Disposals of Components of
an Entity.” ASU 2014-08 provides new guidance related to the definition of a discontinued operation and requires new disclosures
of both discontinued operations and certain other disposals that do not meet the definition of a discontinued operation. The new
guidance is effective on a prospective basis for fiscal years beginning after December 15, 2014, and interim periods within annual
periods beginning on or after December 15, 2015. The Company is currently assessing the future impact of ASU 2014-08 on its
consolidated financial statements.
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

3. INVESTMENTS IN MARKETABLE
SECURITIES

Available-for-sale securities are carried at fair value with the unrealized holding gains or losses, net of tax, included as a
component of accumulated other comprehensive income (loss) in stockholders’ equity. Realized gains and losses on available-for-
sale securities are computed based upon specific identification and included in other income (expense), net in the consolidated
statement of operations.  Declines in value judged to be other-than-temporary on available-for-sale securities are recorded in other
income (expense), net in the consolidated statement of operations and the cost basis of the security is reduced. The fair values for
marketable equity securities are based on quoted market prices.  Held-to-maturity investments are stated at amortized cost which
approximates fair value.  Interest income is accrued as earned.  Realized gains and losses on held-to-maturity investments are
computed based upon specific identification and included in other income (expense), net in the condensed consolidated statement of
comprehensive (loss) income.  The Company does not have any investments classified as trading.

Available-for-sale securities consist of assets in a rabbi trust associated with the Company’s deferred compensation plan.  As of both
June 30, 2014 and December 31, 2013, the carrying value of available-for-sale securities was approximately $103,000 and is
included in short-term investments.  Available-for-sale securities as of both June 30, 2014 and December 31, 2013 consisted of
approximately $55,000 in mutual funds and approximately $48,000 in money market accounts.

The Company’s other marketable securities consist of investment grade debt instruments such as obligations of U.S. Treasury and
U.S. Federal Government agencies.  These investments are categorized as held-to-maturity since the Company’s management has
the ability and intent to hold these securities to maturity.  The Company’s held-to-maturity investments are carried at amortized cost
which approximates fair value and are maintained in separate accounts to support the Company’s letters of credit.  The Company
had standby letters of credit of approximately $1.8 million a n d $2.0 million as of June 30, 2014 and December 31, 2013,
respectively, as collateral for its existing insurance policies and facility leases.

At June 30, 2014 and December 31, 2013, held-to-maturity investments included the following:

   Maturing    Maturing

 
June 30, 

2014  
within
1 year  

after 1 year
through
3 years  

December 31, 
2013  

within
1 year  

after 1 year
through
3 years

Cash/money accounts $ 184  $ 184  $ —  $ 116  $ 116  $ —
U.S. Treasury securities 1,813  1,029  784  1,730  1,360  370
Government agency
securities 241  95  146  382  382  —

Total $ 2,238  $ 1,308  $ 930  $ 2,228  $ 1,858  $ 370

At June 30, 2014 and December 31, 2013, held-to-maturity investments were recorded in the following accounts: 

 
June 30, 

2014  
December 31, 

2013
Other current assets $ 1,308  $ 1,858
Other long-term assets 930  370

Total $ 2,238  $ 2,228

4. GOODWILL

Goodwill recorded as of June 30, 2014 is attributable to the 2010 acquisition of Group DCA.  As of June 30, 2014 and
December 31, 2013, the carrying amount of goodwill for Group DCA was approximately $2.5 million.

5. FACILITIES
REALIGNMENT
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

The following table presents a rollforward of the Company’s restructuring reserve from December 31, 2013 to June 30, 2014, of
which approximately $0.7 million is included in other accrued expenses and $0.4 million is included in long-term liabilities as of
June 30, 2014. The Company recognizes accretion expense in Other expense, net in the Condensed Consolidated Statement of
Comprehensive (Loss) Income. 

 
Sales

Services  
Marketing
Services  

Discontinued
Operations  Total

Balance as of December 31, 2013 $ 1,125  $ 458  $ 379  $ 1,962
Accretion 56  —  15  71
Adjustments —  (16)  —  (16)
Payments (338)  (421)  (104)  (863)

Balance as of June 30, 2014 $ 843  $ 21  $ 290  $ 1,154

6. FAIR VALUE
MEASUREMENTS

The Company's financial assets and liabilities reflected at fair value in the consolidated financial statements include: cash and cash
equivalents; short-term investments; accounts receivable; other current assets; and accounts payable. Fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. In determining fair value, the Company uses various methods including market, income and cost approaches.
Based on these approaches, the Company often utilizes certain assumptions that market participants would use in pricing the asset
or liability, including assumptions about risk and/or the risks inherent in the inputs to the valuation technique. These inputs can be
readily observable, market-corroborated, or generally unobservable inputs. The Company utilizes valuation techniques that
maximize the use of observable inputs and minimize the use of unobservable inputs. Based upon observable inputs used in the
valuation techniques, the Company is required to provide information according to the fair value hierarchy. The fair value hierarchy
ranks the quality and reliability of the information used to determine fair values into three broad levels as follows:

Level
1:

Valuations for assets and liabilities traded in active markets from readily available pricing sources for market
transactions involving identical assets or liabilities.

Level
2:

Valuations for assets and liabilities traded in less active dealer or broker markets. Valuations are obtained from third-
party pricing services for identical or similar assets or liabilities.

Level
3:

Valuations incorporate certain assumptions and projections in determining the fair value assigned to such assets or
liabilities.

In instances where the determination of the fair value measurement is based on inputs from different levels of the fair value
hierarchy, the level in the fair value hierarchy within which the entire fair value measurement falls is based on the lowest level input
that is significant to the fair value measurement in its entirety. The Company's assessment of the significance of a particular input to
the fair value measurement in its entirety requires judgment, and considers factors specific to the asset or liability. The valuation
methodologies used for the Company's financial instruments measured on a recurring basis at fair value, including the general
classification of such instruments pursuant to the valuation hierarchy, is set forth in the tables below.
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

 As of June 30, 2014  Fair Value Measurements
 Carrying  Fair  As of June 30, 2014
 Amount  Value  Level 1  Level 2  Level 3
Assets:          
Cash and cash equivalents:         
       Cash $ 6,800  $ 6,800  $ 6,800  $ —  $ —
       Money Market Funds 28,821  28,821  28,821  —  —

Total $ 35,621  $ 35,621  $ 35,621  $ —  $ —
          

Marketable securities:          
Money Market Funds $ 48  $ 48  $ 48  $ —  $ —
Mutual Funds 55  55  55  —  —
U.S. Treasury securities 1,813  1,813  1,813  —  —
Government agency securities 241  241  241  —  —
Total $ 2,157  $ 2,157  $ 2,157  $ —  $ —

 
The fair value of cash and cash equivalents and marketable securities is valued using market prices in active markets (level 1). As of
June 30, 2014, the Company did not have any marketable securities in less active markets (level 2) or without observable market
values that would require a high level of judgment to determine fair value (level 3).

The Company considers carrying amounts of accounts receivable, accounts payable and accrued expenses to approximate fair value
due to the short-term nature of these financial instruments. There is no fair value ascribed to the letters of credit as management
does not expect any material losses to result from these instruments because performance is not expected to be required.

7. COMMITMENTS AND
CONTINGENCIES

Letters of Credit

As of June 30, 2014, the Company had outstanding letters of credit of $1.8 million as required by its existing insurance policies and
facility leases.  These letters of credit are supported by investments in held-to-maturity securities.  See Note 3, Investments in
Marketable Securities, for additional detail regarding investments in marketable securities.

Litigation

Due to the nature of the businesses in which the Company is engaged, such as product detailing and in the past, the distribution of
products, it is subject to certain risks. Such risks include, among others, risk of liability for personal injury or death to persons using
products the Company promotes or distributes. There can be no assurance that substantial claims or liabilities will not arise in the
future due to the nature of the Company’s business activities and recent increases in litigation related to healthcare products,
including pharmaceuticals. The Company seeks to reduce its potential liability under its service agreements through measures such
as contractual indemnification provisions with customers (the scope of which may vary from customer to customer, and the
performance of which is not secured) and insurance. The Company could, however, also be held liable for errors and omissions of
its employees in connection with the services it performs that are outside the scope of any indemnity or insurance policy. The
Company could be materially adversely affected if it were required to pay damages or incur defense costs in connection with a
claim that is outside the scope of an indemnification agreement; if the indemnity, although applicable, is not performed in
accordance with its terms; or if the Company’s liability exceeds the amount of applicable insurance or indemnity.

The Company routinely assesses its litigation and threatened litigation as to the probability of ultimately incurring a liability, and
records its best estimate of the ultimate loss in situations where the Company assesses the likelihood of loss as probable. The
Company accrues for a liability when it is both probable that a liability has been incurred and the amount of the loss can be
reasonably estimated. Significant judgment is required in both the determination of probability and the determination as to whether
a loss is reasonably estimable. In addition, in the event the Company determines that a loss
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

is not probable, but is reasonably possible, and it becomes possible to develop what the Company believes to be a reasonable range
of possible loss, then the Company will include disclosures related to such matter as appropriate and in compliance with ASC 450.
To the extent there is a reasonable possibility that the losses could exceed the amounts already accrued, the Company will, as
applicable, adjust the accrual in the period the determination is made, disclose an estimate of the additional loss or range of loss,
indicate that the estimate is immaterial with respect to its financial statements as a whole or, if the amount of such adjustment
cannot be reasonably estimated, disclose that an estimate cannot be made. As of June 30, 2014, the Company's accrual for litigation
and threatened litigation was not material to the consolidated financial statements.

8. ACCRUED EXPENSES AND LONG-TERM
LIABILITIES

Other accrued expenses consisted of the following as of June 30, 2014 and December 31, 2013:

 June 30, 2014  December 31, 2013
Accrued pass-through costs $ 1,747  $ 2,089
Facilities realignment accrual 710  997
Self insurance accruals 434  1,020
Indemnification liability 875  875
All others 5,692  5,047
 $ 9,458  $ 10,028

Long-term liabilities consisted of the following as of June 30, 2014 and December 31, 2013:

 June 30, 2014  December 31, 2013
Rent payable $ 713  $ 969
Uncertain tax positions 3,187  3,109
Facilities realignment accrual 444  965
Other 142  142
 $ 4,486  $ 5,185

9. STOCK-BASED
COMPENSATION

In February 2014, under the terms of the stockholder-approved PDI, Inc. 2004 Stock Award Incentive Plan (the 2004 Plan), the
Compensation and Management Development Committee of the Board (the Compensation Committee) approved grants of
restricted stock to certain executive officers and members of senior management of the Company. The full Board approved the
portion of these grants made to the Company’s Chief Executive Officer.  As part of the Company's 2013 long-term incentive plan,
these grants aggregated 173,990 shares of restricted stock issued with a weighted average grant date fair value of $5.12 per share
and 489,846 SARs with a weighted average grant date fair value of $1.82.

The grant date fair values of SARs awards are determined using a Black-Scholes pricing model.  Assumptions utilized in the model
are evaluated and revised, as necessary, to reflect market conditions and experience. The following table provides the weighted
average assumptions used in determining the fair value of the non-market based SARs awards granted during the six-month periods
ended June 30, 2014 and June 30, 2013: 
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PDI, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

  Six Months Ended  Six Months Ended
  June 30, 2014  June 30, 2013
Risk-free interest rate  0.71%  0.33%
Expected life  3.5 years  3.5 years
Expected volatility  47.94%  49.80%
Dividend yield  —%  —%

In February 2014, the Company’s chief executive officer was granted 188,165 market contingent SARs.  The market contingent
SARs have an exercise price of $5.10, a five year term to expiration, and a weighted-average fair value of $1.87.  The fair value
estimate of the market contingent SARs was calculated using a Monte Carlo Simulation model.  The market contingent SARs are
subject to a time-based vesting schedule, but will not vest unless and until certain additional, market-based conditions are satisfied:
(1) with respect to the initial 36,496 market contingent SARs, which vest on a time-based schedule on the first anniversary of the
date of grant, the closing price of the Company’s common stock is at least $7.65 per share for the average of 60 consecutive trading
days anytime within five years from the grant date; (2) with respect to the next 64,460 market contingent SARs, which vest on a
time-based schedule on the second anniversary of the date of grant, the closing price of the Company’s common stock is at least
$10.20 per share for the average of 60 consecutive trading days anytime within five years from the grant date; and (3) with respect
to the final 87,209 market contingent SARs, which vest on a time-based schedule on the third anniversary of the date of grant, the
closing price of the Company’s common stock is at least $15.30 per share for the average of 60 consecutive trading days anytime
within five years from the grant date.  These stock prices represent premiums in excess of at least 50% of the closing stock price of
the Company’s common stock on the date of grant.

The Company recognized $0.7 million of stock-based compensation expense during each of the three-month periods ended June 30,
2014 and 2013, and $1.4 million and $1.1 million for the six-month periods ended June 30, 2014 and 2013, respectively.

10. INCOME
TAXES

Generally, accounting standards require companies to provide for income taxes each quarter based on their estimate of the effective
tax rate for the full year. The authoritative guidance for accounting for income taxes allows use of the discrete method when it
provides a better estimate of income tax expense. Due to the Company's valuation allowance position, it is the Company's position
that the discrete method provides a more accurate estimate of income tax expense and therefore income tax expense for the current
quarter has been presented using the discrete method.  As the year progresses, the Company refines its estimate based on the facts
and circumstances by each tax jurisdiction.  The following table summarizes income tax expense on (loss) income from continuing
operations and the effective tax rate for the three- and six-month periods ended June 30, 2014 and 2013: 

 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2014 2013  2014  2013
Provision for income tax $ 65  $ 64  $ 131  $ 128
Effective income tax rate (2.6)%  (7.3)%  (3.2)%  9.3%

Income tax expense for each of the three- and six-month periods ended June 30, 2014 and 2013 was primarily due to state and local
taxes as the Company and its subsidiaries file separate income tax returns in numerous state and local jurisdictions.

11. SEGMENT
INFORMATION

The accounting policies of the segments are described in Note 1 of the Company’s audited consolidated financial statements in its
Annual Report on Form 10-K for the year ended December 31, 2013.  Corporate charges are allocated to each of the reporting
segments on the basis of total salary expense. Corporate charges include corporate headquarters costs and
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular information in thousands, except per share amounts)

certain depreciation expenses. Certain corporate capital expenditures have not been allocated from the Sales Services segment to the
other reporting segments since it is impracticable to do so.

 
Sales

Services  
Marketing
Services  

Product
Commercialization

Services  Consolidated
Three months ended June 30, 2014:        

Revenue $ 28,067  $ 614  $ 2,897  $ 31,578
Operating (loss) income $ (509)  $ (1,684)  $ (330)  $ (2,523)
Capital expenditures $ 339  $ 7  $ —  $ 346
Depreciation expense $ 250  $ 120  $ 10  $ 380

        

Three months ended June 30, 2013:        
Revenue $ 32,294  $ 1,644  $ 3,307  $ 37,245
Operating (loss) income

$ (1,017)  $ (518)  $ 688  $ (847)
Capital expenditures $ 86  $ 425  $ —  $ 511
Depreciation expense $ 216  $ 48  $ 25  $ 289

        

Six months ended June 30, 2014:        
Revenue $ 56,862  $ 1,617  $ 5,877  $ 64,356
Operating (loss) income

$ (459)  $ (3,007)  $ (554)  $ (4,020)
Capital expenditures $ 853  $ 7  $ —  $ 860
Depreciation expense $ 457  $ 349  $ 31  $ 837

        

Six months ended June 30, 2013:        
Revenue $ 70,519  $ 3,185  $ 6,464  $ 80,168
Operating income (loss) $ 1,347  $ (1,201)  $ 1,260  $ 1,406
Capital expenditures $ 255  $ 701  $ —  $ 956
Depreciation expense $ 450  $ 99  $ 28  $ 577

12. DISCONTINUED
OPERATIONS

On December 29, 2011 the Company entered into an agreement to sell certain assets of our Pharmakon business unit to Informed
Medical Communications, Inc. (“Informed”) in exchange for potential future royalty payments and an ownership interest in
Informed. In the fourth quarter of 2012, the Company wrote-off all of the assets related to the sale of Pharmakon to Informed as it
believes that these assets have become impaired. On July 19, 2010, the Board approved closing the TVG business unit. The
Company notified employees and issued a press release announcing this decision on July 20, 2010. The Consolidated Statements of
Comprehensive Loss (Income) reflect the presentation of Pharmakon and TVG as discontinued operations in all periods presented.

The table below presents the significant components of Pharmakon's and TVG’s results included in Loss from discontinued
operations in the Condensed Consolidated Statements of Comprehensive (Loss) Income for the three- and six-month periods ended
June 30, 2014 and 2013.
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(Tabular information in thousands, except per share amounts)

 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2014 2013  2014  2013
Revenue, net $ —  $ —  $ —  $ —
Loss from discontinued operations, before income
tax (56)  53  (87)  —
Provision for income tax 1  1  2  2
Loss from discontinued operations, net of tax $ (57)  $ 52  $ (89)  $ (2)

The major classes of assets and liabilities included in the Condensed Consolidated Balance Sheets for TVG and Pharmakon as of
June 30, 2014 and December 31, 2013 are as follows:

 
June 30, 

2014  
December 31, 

2013
Current assets $ —  $ —
Non-current assets 150  150

Total assets $ 150  $ 150
Current liabilities $ 390  $ 405
Non-current liabilities 469  619

Total liabilities $ 859  $ 1,024
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13. INVESTMENT IN NON-CONTROLLED ENTITY AND OTHER
ARRANGEMENTS

In August 2013, PDI entered into phase one of a collaboration agreement with a privately held, emerging molecular diagnostics
company (the Diagnostics Company) to commercialize its fully-developed, molecular diagnostic tests. The Diagnostics Company
does not have experience in, or a history of, successfully commercializing diagnostic products. Under the terms of phase one of the
collaboration agreement, PDI paid an initial fee of $1.5 million and has the ability to enter the second phase of the collaboration
agreement in the form of a call option to purchase the outstanding common stock of the Diagnostics Company. PDI has recorded
the initial fee as an investment in a non-controlled entity within Other current assets in the Consolidated Balance Sheets in
accordance with ASC 325-20 Investments Other - Cost Method Investments.

The Company also has the option to contribute an additional $0.5 million for mutually agreed upon activities in furtherance of
collaboration efforts. The option price is dependent on the achievement of certain milestones during the collaboration period (the
period up to the exercise of the purchase option or termination of the collaboration agreement) and could be up to $6.0 million if all
milestones are achieved at their maximum levels. PDI can terminate the collaboration agreement if all milestones are not achieved
by August 2014 and would receive a $1.0 million termination fee, leaving the Company with a maximum exposure of $0.5 million
plus amounts contributed in furtherance of collaboration efforts.

If all milestones are achieved by August 2014 and PDI has not exercised its option, the Diagnostics Company can require PDI to
exercise the option to purchase its outstanding common stock or terminate the collaboration agreement and pay PDI a termination
fee of approximately $2.0 million. If PDI purchases the outstanding common stock of the Diagnostics Company, in addition to the
option price based on the achievement of milestones, beginning in 2015, PDI would pay a royalty of 7% on annual net revenue up to
$50.0 million with escalating royalty percentages for higher annual net revenue capped at 11% for annual net revenue in excess of
$100.0 million.

During the three month period ended March 31, 2014, PDI provided the Diagnostics Company approximately a loan of
approximately $0.6 million for the acquisition of a CLIA approved laboratory bearing a 4% interest rate. During the three month
period ended June 30, 2014, PDI made additional loans of $0.1 million bearing the same interest rate. These loans are secured by
the laboratory and the assets of the laboratory and are payable to PDI at the sooner of: May 31, 2015; the expiration or termination
of the collaboration agreement between the parties; the acquisition of the Diagnostics Company by PDI; or default by the
Diagnostics Company. PDI has recorded the loan receivable within Other current assets in the Condensed Consolidated Balance
Sheets.
Other Arrangements

In October 2013, the Company entered into phase one of a collaboration agreement to commercialize CardioPredict™, a molecular
diagnostic test developed by Transgenomic, in the United States. Under the terms of the strategic collaboration agreement, PDI was
responsible for all U.S.-based marketing and promotion of CardioPredict™, while Transgenomic would be responsible for
processing CardioPredict™ in its state-of-the-art CLIA lab and all customer support. Both parties were responsible for their
respective expenses. Subsequently, the Company has determined that it would not enter into the second phase of the collaboration
agreement with Transgenomic and notified Transgenomic of its decision to terminate the collaboration agreement effective June 30,
2014. If the Company had determined that it would enter the second phase of the collaboration agreement, profits would have been
split on a formula basis and PDI may have provided Transgenomic with funding support of up to $3.0 million, principally to finance
working capital requirements for the product. The Company did not provide any funding to Transgenomic.

PDI's costs related to both of these agreements are expensed in the Company's PC Services segment and reflected in Cost of
services o r Selling, general and administrative expenses in the Consolidated Statement of Comprehensive (Loss) Income,
depending upon the underlying nature of the expenses incurred.
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14. SUBSEQUENT
EVENT

On August 13, 2014, the Company, through its wholly-owned subsidiary Interpace Diagnostics, LLC (“Interpace”), acquired
miRInform® Thyroid and Pancreas cancer diagnostic tests, other tests in development for thyroid cancer, associated intellectual
property and a biobank with more than 5,000 patient tissue samples (the “Transaction”) from Asuragen, Inc. (“Asuragen”) pursuant
to an asset purchase agreement dated August 13, 2014 (the “Agreement”). The Company paid $8.0 million at the closing of the
Transaction on August 13, 2014 and will be obligated to pay an additional $0.5 million to Asuragen upon the successful completion
by Asuragen of certain transition service obligations set forth in a transition services agreement, entered into by Interpace and
Asuragen concurrently with the Agreement. In addition, the Company will be obligated to make a milestone payment of $0.5
million to Asuragen upon the earlier of the launch of a miR Inform® Pancreas product or February 13, 2016, and through August
13, 2015, to pay royalties of 5.0% on the future net sales of the miRInform® Pancreas diagnostics product line, 3.5% on the future
net sales of the miRInform® Thyroid diagnostics product line and 1.5% on the future net sales of certain other thyroid diagnostics
product lines.

In connection with the Transaction, on August 13, 2014, Asuragen also agreed to supply the Company with cellular RNA
preservation solution (RNARetain®) pursuant to terms set forth in a supply agreement between the parties as well as to certain
restrictions on its ability to compete with the Company with regard to the acquired product lines for a period of five years pursuant
to a non-competition agreement between the parties. On August 13, 2014, in connection with the Transaction, the Company also
entered into two license agreements with Asuragen relating to the Company’s ability to sell miR Inform® Thyroid and Pancreas
cancer diagnostic tests and other tests in development for thyroid cancer.

The acquisition of these product lines is part of our recently announced strategy focused on becoming a leading commercialization
company for the molecular diagnostics industry via in-licensing, acquiring or partnering. Management of the Company believes this
is a natural extension for the Company and the strength of its core capabilities, installed infrastructure and the ability to gain
synergies significantly mitigates the risks associated with this strategy.
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

FORWARD-LOOKING STATEMENTS

 This quarterly report on Form 10-Q contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933, as amended (the Securities Act) and Section 21E of the Securities Exchange Act of 1934 (the Exchange Act).  Statements that are not
historical facts, including statements about our plans, objectives, beliefs and expectations, are forward-looking statements.  Forward-
looking statements include statements preceded by, followed by or that include the words “believes,” “expects,” “anticipates,” “plans,”
“estimates,” “intends,” “projects,” “should,” “may,” “will” or similar words and expressions.  These forward-looking statements are
contained throughout this Form 10-Q.

Forward-looking statements are only predictions and are not guarantees of future performance.  These statements are based on current
expectations and assumptions involving judgments about, among other things, future economic, competitive and market conditions and
future business decisions, all of which are difficult or impossible to predict accurately and many of which are beyond our control.  These
statements are also affected by known and unknown risks, uncertainties and other factors that may cause our actual results to be materially
different from those expressed or implied by any forward-looking statement.  Many of these factors are beyond our ability to control or
predict.  Such factors include, but are not limited to, the following: 

• Changes in outsourcing trends or a reduction in promotional, marketing and sales expenditures in the pharmaceutical,

biotechnology and healthcare industries;

• Our customer concentration risk in light of continued consolidation within the pharmaceutical industry and our current business

development opportunities;

• Early termination of a significant services contract, the loss of one or more of our significant customers or a material reduction in

service revenues from such customers;

• Our ability to obtain additional funds in order to implement our business model and

strategy;

• Our ability to successfully identify, complete and integrate any future acquisitions or successfully complete and integrate our

diagnostic commercialization opportunities and the effects of any such items on our revenues, profitability and ongoing business;

• Our ability to meet performance goals in incentive-based arrangements with

customers;

• Our ability to successfully negotiate contracts with reasonable margins and favorable payment

terms;

• Competition in our

industry;

• Our ability to attract and retain qualified sales representatives and other key employees and management

personnel;

• Product liability claims against

us;

• Failure of third-party service providers to perform their obligations to

us;

• Volatility of our stock price and fluctuations in our quarterly and annual revenues and

earnings;

• Failure of, or significant interruption to, the operation of our information technology and communication systems;

and

• The results of any future impairment testing for goodwill and other intangible

assets.

Please see Part I – Item 1A – “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2013, as well as
other documents we file with the United States Securities and Exchange Commission (SEC) from time-to-time, for other important factors
that could cause our actual results to differ materially from our current expectations as expressed in the forward-looking statements
discussed in this Form 10-Q.  Because of these and other risks, uncertainties and assumptions, you should not place undue reliance on these
forward-looking statements. In addition, these statements speak only as of the date of the report in which they are set forth and, except as
may be required by law, we undertake no obligation to revise or update publicly any forward-looking statements for any reason.

OVERVIEW
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We are a leading provider of outsourced commercial services to established and emerging pharmaceutical, biotechnology and
healthcare companies in the United States.  We are a leading provider of outsourced sales teams that target healthcare providers, offering a
range of complementary sales support services designed to achieve our customers' strategic and financial product objectives.  In addition to
outsourced sales teams, we also provide other promotional services including clinical educator services, digital communications,
teledetailing and through our Interpace BioPharma business unit, we provide pharmaceutical, biotechnology, medical device and
diagnostics clients with full-service product commercialization solutions.  Combined, our services offer customers a range of both personal
and non-personal promotional options for the commercialization of their products throughout their lifecycles, from development through
maturity.  We provide innovative and flexible service offerings designed to drive our customers' businesses forward and successfully
respond to a continually changing market.  Our services provide a vital link between our customers and the medical community through the
communication of product information to physicians and other healthcare professionals for use in the care of their patients. We provide
these services through three reporting segments: Sales Services; Marketing Services; and Product Commercialization Services. These
segments are described in detail under the caption Description of Reporting Segments below.
 

Our business depends in large part on demand from the pharmaceutical, biotechnology and healthcare industries for outsourced
promotional services.  In recent years, this demand has been impacted by certain industry-wide factors affecting pharmaceutical,
biotechnology and healthcare companies, including, among other things, pressures on pricing and access, successful challenges to
intellectual property rights (including the introduction of competitive generic products), a strict regulatory environment, decreased pipeline
productivity and a slow-down in the rate of approval of new products by the United States Food and Drug Administration
(FDA).  Additionally, a number of pharmaceutical companies have made changes to their commercial models by reducing the internal
number of sales representatives.  A significant portion of our revenue is derived from our sales force arrangements with large
pharmaceutical companies, and we have therefore benefited from cost control measures implemented by these companies and their resultant
increased reliance on outsourced promotional services.  However, we are also experiencing fluctuations in revenue due to certain clients
renewing with a smaller salesforce and the expiration of certain other contracts due to the timing of new business and the variable nature of
our business. We believe that we will continue to experience a high degree of customer concentration and this trend may continue as a
result of the continuing consolidation within the pharmaceutical industry.

With our proven record of outsourced promotional services expertise, we took action in 2013 on our stated strategy of searching for
product in-licensing, acquisition and partnering opportunities that could add more predictable, higher growth, higher margin business that
can reduce the natural volatility of our current core businesses, and at the same time leverage the breadth of our installed infrastructure and
strength of our core commercialization capabilities. Through our Interpace Diagnostics entity, we have recently begun executing on our
announced strategy focused on becoming a leading commercialization company for the molecular diagnostics industry via in-licensing,
acquiring or partnering. The molecular diagnostics industry is highly fragmented with numerous strong science-based companies that have
developed clinically important tests which are ready or near ready for market. A vast majority of these companies have very limited
experience bringing a test to market and many of them do not have the capital to build an infrastructure to effectively commercialize their
test. Due to their complexity, most molecular diagnostic tests require a specialized go-to-market strategy, which includes messaging to
physicians and potentially patients, similar to launching of a new drug in the pharmaceutical market. Developing and delivering these kinds
of messages, fully leveraging our extensive commercial infrastructure in an impactful, innovative and ROI centric manner is one of our
strengths. Given our proven core sales and marketing and full commercialization capabilities, we believe this is a natural extension for us
and the strength of these core capabilities, our installed infrastructure and the ability to gain synergies significantly mitigates the risks
associated with this strategy. We will require additional resources in 2014 and future opportunities may require up-front investment to
continue this strategy.

On August 13, 2014, we entered into a definitive agreement to acquire the worldwide rights to the thyroid diagnostic product line and
the miRInformR pancreas product line from Asuragen, Inc (Asuragen). We will pay $8.5 million upfront with an additional milestone
payment of $0.5 million contingent upon the launch of a miRInformR pancreas product. In addition, we will pay royalties of 5% on the
future net sales of the miRInformR pancreas product line for 10 years and 3.5% on the future net sales of the thyroid diagnostics product
line for 10 years plus 1.5% on the future net sales of a certain other product.

In October 2013, we entered into phase one of a collaboration agreement to commercialize CardioPredict™, a molecular diagnostic test
developed by Transgenomic, in the United States. Under the terms of the strategic collaboration agreement, we were responsible for all
U.S.-based marketing and promotion of CardioPredict™, while Transgenomic would be responsible for processing CardioPredict™ in its
state-of-the-art CLIA lab and all customer support. Both parties were responsible for their respective expenses. We have subsequently
determined that we would not enter into the second phase of the collaboration agreement with Transgenomic and have notified
Transgenomic of our decision to terminate the collaboration agreement effective June 30, 2014. If we had determined that we would enter
the second phase of the collaboration agreement, profits would have been split

18



PDI, Inc.

on a formula basis and we may have provided Transgenomic with funding support of up to $3.0 million, principally to finance working
capital requirements for the product. We did not provide any funding to Transgenomic.

 
In August 2013, we entered into phase one of a collaboration agreement with a privately held, emerging molecular diagnostics

company (the Diagnostics Company) to commercialize their molecular diagnostic tests. The Diagnostics Company does not have
experience in, or a history of, successfully commercializing diagnostic products. The initial test to be commercialized is fully developed.
Under the terms of the collaboration agreement, we paid an initial fee of $1.5 million and have received an option to purchase the
outstanding common stock of the Diagnostics Company. The option price is dependent on the achievement of certain milestones during the
collaboration period (the period up to the exercise of the purchase option or termination of the collaboration agreement) and could be up to
$6 million if all milestones are achieved at their maximum levels and we enter into phase two of the collaboration agreement. We can
terminate the collaboration agreement if all milestones are not achieved by August 2014 and would receive a $1.0 million termination fee.
If all milestones are achieved by August 2014 and we have not exercised our option, the Diagnostics Company can require us to exercise
the option to purchase the outstanding stock of the Diagnostics Company or terminate the collaboration agreement and pay us a termination
fee of approximately $2.0 million. If we purchase the Diagnostics Company, in addition to the option price based on the achievement of
milestones, beginning in 2015, we would pay a royalty of 7% on annual net revenue up to $50 million with escalating royalty percentages
for higher annual net revenue capped at 11% for annual net revenue in excess of $100 million.

While we recognize that there is currently significant volatility in the markets in which we provide services, we believe there are
opportunities for growth in our Sales Services, Marketing Services and Product Commercialization Services businesses. These businesses
provide our customers with the flexibility to successfully respond to a constantly changing market and a means of controlling costs through
promotional outsourcing partnerships.  In particular, we believe that the significant reduction in the number of pharmaceutical sales
representatives within the industry during the past few years is placing increasing demands on our customers' product portfolios and
therefore we expect the market share penetration of outsourced sales organizations to increase in order to address these needs.  We have
recently intensified our focus on strengthening all aspects of the core outsourced pharmaceutical sales teams business that we believe will
most favorably position PDI as the leading outsourced promotional services organization in the United States. In addition, we continue to
diligently evaluate the risks and rewards of opportunities within our PC Services segment as they arise, while enhancing future value-
added service offerings, as well as continue to evaluate acquisitions that will enhance our current service offerings and provide new
business opportunities.

DESCRIPTION OF REPORTING SEGMENTS

For the quarter ended June 30, 2014, our three reporting segments were as follows:

▪ Sales Services, which consists of the following business units:

• Dedicated Sales

Teams;

• Established Relationship Teams;

and

• EngageCE.

▪ Marketing Services, which consists of the following business units:

• Group DCA;

and

• Voice.

▪ Product Commercialization Services (PC Services), which consists of efforts related to our collaboration agreements through

Interpace Diagnostics and the following business unit:

• Interpace

BioPharma.

Selected financial information for each of these segments is contained in Note 11, Segment Information, to these interim financial
statements and in the discussion under the caption Consolidated Results of Operations.

Nature of Contracts by Segment

Sales Services

Contracts within our Sales Services reporting segment consist primarily of detailing agreements and are nearly all fee-for-service
arrangements.  The term of these contracts is typically between one and three years. On occasion, certain contracts have
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terms that are modestly shorter or longer due to the seasonal nature of the products or at the request of the customer. All agreements,
whether or not specifically provided for by terms within the contract, may be renewed or extended upon mutual agreement of the parties.
Renewed or extended contracts may include revised terms for provisions such as pricing, penalties, incentives and performance metrics.

 
The majority of our Sales Services contracts are terminable by the customer without cause upon 30 days’ to 180 days’ prior written

notice. Additionally, certain contracts include provisions mandating that such notice may not be provided prior to a pre-determined future
date and also provide for termination payments if the customer terminates the agreement without cause.  Typically, however, the total
compensation provided by minimum service periods (otherwise referred to as minimum purchase obligations) and termination payments
within any individual agreement will not fully offset the revenue we would have earned from fully executing the contract or the costs we
may incur as a result of its early termination. The loss or termination of multiple Sales Services contracts could have a material adverse
effect on our financial condition, results of operations and cash flow.

 
Our Sales Services contracts generally include standard mutual representations and warranties as well as mutual confidentiality and

indemnification provisions, including product liability indemnification for our protection. Some of our contracts also include exclusivity
provisions limiting our ability to promote competing products during the contract service period unless consent has been provided by the
customer, and may also require the personnel we utilize to be dedicated exclusively to promoting the customer’s product for the term of the
contract.

 
Some of our contracts, including contracts with significant customers of ours, may contain performance benchmarks requiring

adherence to certain call plan metrics, such as a minimum amount of detailing activity to certain physician targets. Our failure to meet these
benchmarks may result in specific financial penalties for us such as a reduction in our program management fee on our dedicated sales
agreements, or a discount on the fee we are permitted to charge per detail on our established relationships agreements. Conversely, these
same agreements generally include risk-based metrics which allow for incentive payments that can be earned if our promotional activities
generate results that meet or exceed agreed-upon performance targets.

 
All of our contracts provide for certain reimbursable out-of-pocket expenses such as travel, meals and entertainment or product sample

distribution costs, for which we are reimbursed at cost by our customers. Certain contracts may also provide for reimbursement of other
types of expenses depending upon the type of services we are providing to the customer.

 
Marketing Services

 
Our Marketing Services reporting segment is comprised of our Group DCA and Voice business units. Our Group DCA business unit

enters into contracts and performs services with our major clients that fall under the scope of a master service agreement(s) (MSAs) or
statements of work (SOWs) and typically have a term of one to three years.  These MSAs, and in certain instances, SOWs, include standard
representations and warranties, as well as confidentiality and indemnification obligations, and are generally terminable by the customer or
us, without cause or prior written notice, for any reason.  If terminated, the customer is responsible for work completed to date, plus the
cost of any nonrefundable commitments we made on their behalf. There is significant customer concentration within our Group
DCA business unit.

Our Voice business unit enters into contracts and performs services with our clients that generally take the form of MSAs and typically
have a term of three months to one year.

 
PC Services

 
Our PC Services segment currently consists of our Interpace BioPharma business unit and our two collaboration agreements entered

into in connection with our strategy of becoming a leading commercialization company for the molecular diagnostics industry.

In August 2011, Interpace BioPharma announced a two and one-half year fee-for-service arrangement with a pharmaceutical company.
This contract includes standard representations and warranties, as well as mutual confidentiality and indemnification obligations for our
protection, and is terminable by the customer without cause upon 180 days prior written notice after the first anniversary of the contract
effective date. This contract includes incentive payments that can be earned if our promotional activities generate results that meet or
exceed agreed-upon performance targets. In addition, this contract provides for certain reimbursable out-of-pocket expenses such as travel,
meals and entertainment and product sample distribution costs, for which we are reimbursed at cost by our customer.
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Due to the success of the program and to allow our customer to begin their long-term plan of building their own capabilities in the
United States, this customer advised us that they wished to internalize selected commercialization activities as of October 1, 2012 and at
the same time, extend other activities six months past the original December 31, 2013 contract expiration date to June 30, 2014. As
anticipated, the contract terminated on its June 30, 2014 contract expiration date. During the quarter ended June 30, 2014, this one
customer accounted for all of the revenue in our PC Services segment.

 
We entered into two separate collaboration agreements to commercialize molecular diagnostic tests in 2013. Under the terms of our

October 2013 strategic collaboration agreement with Transgenomic, we were responsible for all U.S.-based marketing and promotion of
CardioPredict™. Prior to determining not to enter the second phase of the collaboration agreement with Transgenomic and notifying
Transgenomic of our decision to terminate the collaboration agreement effective June 30, 2014, we bore the cost of our expenses only. For
the three- and six-month period ended June 30, 2014, the Company incurred $0.2 million and $0.4 million of costs related to this
agreement.

Under the terms of our August 2013 collaboration agreement with a privately held molecular diagnostics company (the Diagnostics
Company), if we enter into the second phase of collaboration arrangement, we will be responsible for the full commercialization of their
molecular diagnostic tests. Under the terms of the collaboration agreement, we paid an initial fee of $1.5 million and have the ability to
enter the second phase of the collaboration agreement in the form of a call option to purchase the outstanding common stock of the
Diagnostics Company. The option price is dependent on the achievement of certain milestones during the collaboration period (the period
up to the exercise of the purchase option or termination of the collaboration agreement) and could be up to $6 million if all milestones are
achieved at their maximum levels. We can terminate the collaboration agreement if all milestones are not achieved by August 2014 and
would receive a $1.0 million termination fee. If all milestones are achieved by August 2014 and we have not exercised our option, the
Diagnostics Company can require us to exercise the option to purchase the outstanding stock of the Diagnostics Company or terminate the
collaboration agreement and pay us a termination fee of approximately $2.0 million. If we purchase the Diagnostics Company, in addition
to the option price based on the achievement of milestones, beginning in 2015, we would pay a royalty of 7% on annual net revenue up to
$50 million with escalating royalty percentages for higher annual net revenue capped at 11% for annual net revenue in excess of $100
million.

CONSOLIDATED RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated, certain statements of operations data as a percentage of revenue, net. The
trends illustrated in this table may not be indicative of future results.

 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2014  2013  2014  2013
Revenue, net 100.0 %  100.0 %  100.0 %  100.0 %
Cost of services 84.8 %  81.6 %  84.6 %  80.9 %

Gross profit 15.2 %  18.4 %  15.4 %  19.1 %
        
Compensation expense 12.2 %  13.2 %  11.5 %  11.3 %
Other selling, general and administrative expenses 10.9 %  7.5 %  10.1 %  6.0 %

Total operating expenses 23.2 %  20.7 %  21.6 %  17.4 %
Operating (loss) income (8.0)%  (2.3)%  (6.2)%  1.7 %

        

Other expense, net — %  (0.1)%  — %  — %
(Loss) income from continuing operations before income
tax (8.0)%  (2.3)%  (6.3)%  1.7 %

Provision for income tax
0.2 %  0.2 %  0.2 %  0.2 %

(Loss) income from continuing operations (8.2)%  (2.5)%  (6.5)%  1.6 %

Results of Continuing Operations for the Quarter Ended June 30, 2014 Compared to the Quarter Ended June 30, 2013
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Overview

We operate in three business segments: Sales Services; Marketing Services; and PC Services. We are in the pursuit of adding more
predictable, higher growth, higher margin business that will eliminate natural volatility of our current core businesses, and at the same time
leverage the breadth of our installed infrastructure and the strength of our core commercialization capabilities through our recently
announced strategy to become a leading commercialization company for the molecular diagnostics industry via in-licensing, acquiring or
partnering through our Interpace Diagnostics entity. The molecular diagnostics industry is highly fragmented with numerous strong
science-based companies that have developed clinically important tests which are ready or near ready for market. A vast majority of these
companies have very limited experience bringing a test to market and many of them do not have the capital to build an infrastructure to
effectively commercialize their test. Due to their complexity, most molecular diagnostic tests require a specialized go-to-market strategy,
which includes messaging to physicians and potentially patients, similar to launching of a new drug in the pharmaceutical market.
Developing and delivering these kinds of messages, fully leveraging our extensive commercial infrastructure in an impactful, innovative
and ROI centric manner is one of our strengths. Given our proven core sales and marketing and full commercialization capabilities, we
believe that this is a natural extension for us and the strength of our core capabilities, installed infrastructure and the ability to gain
synergies significantly mitigates the risks associated with this strategy. 

 Revenue, net (in thousands) Three Months Ended     
 June 30,     
 2014  2013  Change ($)  Change (%)

Sales Services $ 28,067  $ 32,294  $ (4,227)  (13.1)%
Marketing Services 614  1,644  (1,030)  (62.7)%
PC Services 2,897  3,307  (410)  (12.4)%

Total $ 31,578  $ 37,245  $ (5,667)  (15.2)%

Consolidated revenue, net (revenue) for the quarter ended June 30, 2014 decreased by $5.7 million, or 15.2%, to $31.6 million,
compared to the quarter ended June 30, 2013. The decrease was primarily a result of the expiration or reduction of contracts being
executed in our Sales Services segment exceeding the contracts entered into in 2014.

Revenue in our Sales Services segment for the quarter ended June 30, 2014 decreased by $4.2 million, or 13.1%, to $28.1 million,
compared to the quarter ended June 30, 2013. The decrease in Sales Services revenue, as mentioned above, was primarily due to the
expiration or reduction of contracts being executed in 2014 exceeding the contracts entered into.

Revenue in our Marketing Services segment for the quarter ended June 30, 2014 decreased $1.0 million, or 62.7%, to $0.6 million,
compared to the quarter ended June 30, 2013.  This decrease was primarily due to a decline in revenue at our Group DCA business unit as a
result of fewer contract signings.

Revenue in our PC Services segment for the quarter ended June 30, 2014 decreased $0.4 million, or 12.4%, to $2.9 million in the
second quarter of 2013.

Cost of services (in thousands) Three Months Ended     
 June 30,     
 2014  2013  Change ($)  Change (%)

Sales Services $ 23,302  $ 27,042  $ (3,740)  (13.8)%
Marketing Services 1,140  1,006  134  13.3 %
PC Services 2,345  2,348  (3)  (0.1)%

Total $ 26,787  $ 30,396  $ (3,609)  (11.9)%

Consolidated cost of services for the quarter ended June 30, 2014 decreased by $3.6 million, or 11.9%, to $26.8 million, compared to
the quarter ended June 30, 2013. This decrease was due to the 2014 expiration or reduction of contracts being executed within our Sales
Services segment.

Cost of services in our Sales Services segment for the quarter ended June 30, 2014 decreased by $3.7 million, or 13.8%, to $23.3
million, compared to the quarter ended June 30, 2013. This decrease was directly attributable to the decrease in revenue discussed above.
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Cost of services in our Marketing Services segment for the quarter ended June 30, 2014 increased slightly to $1.1 million, as compared
to $1.0 million for the quarter ended June 30, 2013.

Cost of services in our PC Services  segment for the quarter ended June 30, 2014 remained essentially flat when compared to the
quarter ended June 30, 2013. As anticipated, this contract ended June 30, 2014.

Gross profit (in thousands)           

Three Months Ended  Sales  % of  Marketing  % of  PC  
 

% of    % of
June 30,  Services  Sales  Services  Sales  Services  Sales  Total  Sales

2014  $ 4,765  17.0%  $ (526)  (85.7)%  $ 552  19.1%  $ 4,791  15.2%
2013  5,252  16.3%  638  38.8 %  959  29.0%  6,849  18.4%

Change  $ (487)    $ (1,164)    $ (407)    $ (2,058)   

Consolidated gross profit for the quarter ended June 30, 2014 decreased by $2.1 million, or 30.0%, to $4.8 million, compared to the
quarter ended June 30, 2013. The change in consolidated gross profit was primarily attributable to the decrease in revenue in our Marketing
Services segment and the negative gross profit attributable to the investment and launch costs of PD One™.

The gross profit percentage in our Sales Services segment for the quarter ended June 30, 2014 increased to 17.0%, from 16.3% in the
quarter ended June 30, 2013. This increase was primarily due to performance fees earned in the second quarter of 2014 related to
Established Relationship Team contracts.

The gross profit percentage in our Marketing Services segment for the quarter ended June 30, 2014 decreased to a negative 85.7%,
from 38.8% in the quarter ended June 30, 2013. This decrease was primarily due to the impact of certain fixed costs over a lower revenue
base and the business unit not being able to reduce its cost structure in proportion with the decline in revenue due to the launching of its
new product, PD One™.

The gross profit percentage in our PC Services segment for the quarter ended June 30, 2014 decreased to 19.1%, from 29.0% in the
quarter ended June 30, 2013. The decrease in gross profit percentage was primarily due to the expenses related to a collaboration agreement
for our molecular diagnostic strategy in Interpace Diagnostics.

Compensation expense (in thousands)             
Three Months

Ended  Sales  % of  Marketing  % of  PC  % of    % of
June 30,  Services  Sales  Services  Sales  Services  Sales  Total  Sales

2014  $ 2,980  10.6%  $ 559  91.0%  $ 323  11.1%  $ 3,862  12.2%
2013  4,105  12.7%  658  40.0%  151  4.6%  4,914  13.2%

Change  $ (1,125)    $ (99)    $ 172    $ (1,052)   

 
Consolidated compensation expense for the quarter ended June 30, 2014 decreased by $1.1 million, to $3.9 million, as compared to the

quarter ended June 30, 2013. As a percentage of consolidated revenue, consolidated compensation expense increased to 12.2% for the
quarter ended June 30, 2014, from 13.2% for the quarter ended June 30, 2013, due to the decrease in quarter-over-quarter revenue.

Compensation expense in our Sales Services segment for the quarter ended June 30, 2014 decreased $1.1 million, or 27.4%, to $3.0
million compared to the quarter ended June 30, 2013.  As a percentage of segment revenue, compensation expense decreased 2.1%, to
10.6% for the quarter ended June 30, 2014, from 12.7% for the quarter ended June 30, 2013, due to the decrease in Sales Services
compensation expense.

Compensation expense in our Marketing Services segment for the quarter ended June 30, 2014 decreased by $0.1 million, to $0.6
million, compared to the quarter ended June 30, 2013. As a percentage of segment revenue, compensation expense increased 51.0%, to
91.0% for the quarter ended June 30, 2014, from 40.0% for the quarter ended June 30, 2013. The increase in segment compensation
expense as a percentage of segment revenue was a result of the decrease in revenue within the segment more than offsetting the decrease in
compensation costs.
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Compensation expense in our PC Services segment for the quarter ended June 30, 2014 is attributable to the employee costs in
Interpace Diagnostics and the allocated costs of corporate support activities. Compensation expense for the quarter ended June 30, 2013 is
attributable to the allocated costs of corporate support activities.

Other selling, general and administrative expenses (in thousands)       
Three Months

Ended  Sales  % of  Marketing  % of  PC  % of    % of
June 30,  Services  Sales  Services  Sales  Services  Sales  Total  Sales

2014  $ 2,294  8.2%  $ 599  97.6%  $ 559  19.3%  $ 3,452  10.9%
2013  2,164  6.7%  498  30.3%  120  3.6%  2,782  7.5%

Change  $ 130    $ 101    $ 439    $ 670   

Consolidated other selling, general and administrative expenses for the quarter ended June 30, 2014 increased by $0.7 million, to $3.5
million, compared to the quarter ended June 30, 2013. The increase was driven by $0.5 million in costs related to collaboration agreement
efforts for molecular diagnostic tests. As a percentage of consolidated revenue, consolidated other selling, general and administrative
expenses increased to 10.9% for the quarter ended June 30, 2014, from 7.5% in the quarter ended June 30, 2013, due to the increase in
consolidated other selling, general and administrative expenses and the decrease in revenue discussed above.

Other selling, general and administrative expenses in our Sales Services segment for the quarter ended June 30, 2014 increased by $0.1
million, to $2.3 million, compared to the quarter ended June 30, 2013, primarily due to the increase in allocated corporate costs. As a
percentage of segment revenue, other selling, general and administrative expenses increased 1.5%, to 8.2% for the quarter ended June 30,
2014, from 6.7% in the quarter ended June 30, 2013, primarily due to the decrease in segment revenue.

Other selling, general and administrative expenses in our Marketing Services segment for the quarter ended June 30, 2014 increased by
$0.1 million compared to the quarter ended June 30, 2013. Other selling, general and administrative expenses as a percentage of
revenue increased 67.3%, to 97.6% for the quarter ended June 30, 2014, from 30.3% in the quarter ended June 30, 2013 due to the increase
in other selling, general and administrative costs and the segment decrease in revenue.

Other selling, general and administrative expense in our PC Services segment for the quarter ended June 30, 2014 of $0.6 million
represents the costs related to collaboration agreement efforts for molecular diagnostic tests and the allocated cost of corporate support
activities. Other selling, general and administrative expense for the quarter ended June 30, 2013 of $0.1 million represents the allocated
cost of corporate support activities.

Operating loss

We had operating losses of $2.5 million and $0.8 million for the quarters ended June 30, 2014 and 2013, respectively.  The decrease in
operating income was primarily due to the decrease in revenue and gross profit within our Marketing Services segment as well as the costs
related to collaboration efforts for molecular diagnostic tests.

Provision for income tax

We had income tax expense of approximately $0.1 million for each of the quarters ended June 30, 2014 and June 30, 2013. Income tax
expense for the quarters ended June 30, 2014 and June 30, 2013 was primarily due to state and local taxes as we and our subsidiaries file
separate income tax returns in numerous state and local jurisdictions.

Results of Continuing Operations for the Six Months Ended June 30, 2014 Compared to the Six Months Ended June 30, 2013

 Revenue, net (in thousands) Six Months Ended     
 June 30,     
 2014  2013  Change ($)  Change (%)

Sales Services $ 56,862  $ 70,519  $ (13,657)  (19.4)%
Marketing Services 1,617  3,185  (1,568)  (49.2)%
PC Services 5,877  6,464  (587)  (9.1)%

Total $ 64,356  $ 80,168  $ (15,812)  (19.7)%
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Consolidated revenue for the six months ended June 30, 2014 decreased by $15.8 million, or 19.7%, to $64.4 million, compared to the
six months ended June 30, 2013. The decrease was primarily a result of the expiration or reduction of contracts being executed in our Sales
Services segment exceeding the contracts entered into in 2014.

Revenue in our Sales Services segment for the six months ended June 30, 2014 decreased by $13.7 million, or 19.4%, to $56.9 million,
compared to the six months ended June 30, 2013. The decrease in Sales Services revenue, as mentioned above, was primarily due to the
expiration or reduction of contracts being executed in 2014 exceeding the contracts entered into.

Revenue in our Marketing Services segment for the six months ended June 30, 2014 decreased $1.6 million, or 49.2%, to $1.6 million,
compared to the six months ended June 30, 2013.  This decrease was primarily due to a decline in revenue at our Group DCA business unit
as a result of fewer contract signings.

Revenue in our PC Services segment for the six months ended June 30, 2014 was $5.9 million, slightly lower than the six months
ended of 2013. As anticipated, this contract ended June 30, 2014.

Cost of services (in thousands) Six Months Ended     
 June 30,     
 2014  2013  Change ($)  Change (%)

Sales Services $ 47,354  $ 57,948  $ (10,594)  (18.3)%
Marketing Services 2,311  2,163  148  6.8 %
PC Services 4,791  4,735  56  1.2 %

Total $ 54,456  $ 64,846  $ (10,390)  (16.0)%

Consolidated cost of services for the six months ended June 30, 2014 decreased by $10.4 million, or 16.0%, to $54.5 million, compared
to the six months ended June 30, 2013. This decrease was due to the 2014 expiration or reduction of contracts being executed within our
Sales Services segment.

Cost of services in our Sales Services segment for the six months ended June 30, 2014 decreased by $10.6 million, or 18.3%, to $47.4
million, compared to the six months ended June 30, 2013. This decrease was directly attributable to the decrease in revenue discussed
above.

Cost of services in our Marketing Services segment for the six months ended June 30, 2014 increased slightly to $2.3 million, as
compared to the $2.2 million for the six months ended June 30, 2013.

Cost of services in our PC Services  segment for the six months ended June 30, 2014 increased slightly to $4.8 million, compared to the
six months ended June 30, 2013.

Gross profit (in thousands)           

Six Months Ended  Sales  % of  Marketing  % of  PC  
 

% of    % of
June 30,  Services  Sales  Services  Sales  Services  Sales  Total  Sales

2014  $ 9,508  16.7%  $ (694)  (42.9)%  $ 1,086  18.5%  $ 9,900  15.4%
2013  12,571  17.8%  1,022  32.1 %  1,729  26.7%  15,322  19.1%

Change  $ (3,063)    $ (1,716)    $ (643)    $ (5,422)   

Consolidated gross profit for the six months ended June 30, 2014 decreased by $5.4 million, or 35.4%, to $9.9 million, compared to the
six months ended June 30, 2013. The change in consolidated gross profit was primarily attributable to the decrease in revenue in our Sales
Services segment and the negative gross profit attributed to our Marketing Services segment.

The gross profit percentage in our Sales Services segment for the six months ended June 30, 2014 decreased to 16.7%, from 17.8% in
the six months ended June 30, 2013. This decrease was primarily due to lower margins on our Dedicated Sales Teams.

The gross profit percentage in our Marketing Services segment for the six months ended June 30, 2014 decreased to a negative 42.9%,
from 32.1% in the six months ended June 30, 2013. This decrease was primarily due to the impact of certain fixed costs over a lower
revenue base and the business unit not being able to reduce its cost structure due to the launching of its new product, PD One™.
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The gross profit percentage in our PC Services segment for the six months ended June 30, 2014 decreased to 18.5%, from 26.7% in the
six months ended June 30, 2013. The decrease in gross profit percentage was primarily due to the expenses related to a collaboration
agreement for our molecular diagnostic strategy in Interpace Diagnostics.

Compensation expense (in thousands)             
Six Months Ended  Sales  % of  Marketing  % of  PC  % of    % of

June 30,  Services  Sales  Services  Sales  Services  Sales  Total  Sales
2014  $ 5,910  10.4%  $ 1,015  62.8%  $ 478  8.1%  $ 7,403  11.5%
2013  7,494  10.6%  1,310  41.1%  265  4.1%  9,069  11.3%

Change  $ (1,584)    $ (295)    $ 213    $ (1,666)   

 
Consolidated compensation expense for the six months ended June 30, 2014 decreased by $1.7 million, to $7.4 million, as compared to

the six months ended June 30, 2013. As a percentage of consolidated revenue, consolidated compensation expense increased to 11.5% for
the six months ended June 30, 2014, from 11.3% for the six months ended June 30, 2013, due primarily to the decrease in period-over-
period revenue.

Compensation expense in our Sales Services segment for the six months ended June 30, 2014 decreased $1.6 million, or 21.1%, to $5.9
million compared to the six months ended June 30, 2013.  As a percentage of segment revenue, compensation expense decreased 0.2%, to
10.4% for the six months ended June 30, 2014, from 10.6% for the six months ended June 30, 2013, due to the decrease in Sales Services
compensation expense.

Compensation expense in our Marketing Services segment for the six months ended June 30, 2014 decreased by $0.3 million, to $1.0
million, compared to the six months ended June 30, 2013. As a percentage of segment revenue, compensation expense increased 21.7%, to
62.8% for the six months ended June 30, 2014, from 41.1% for the six months ended June 30, 2013. The increase in segment compensation
expense as a percentage of segment revenue was a result of the decrease in revenue within the segment more than offsetting the decrease in
compensation costs.

Compensation expense in our PC Services segment for the six months ended June 30, 2014 is attributable to the employee costs in our
Interpace Diagnostics division and the allocated costs of corporate support activities. Compensation expense for the six months ended
June 30, 2013 is attributable to the allocated costs of corporate support activities.

Other selling, general and administrative expenses (in thousands)       
Six Months Ended  Sales  % of  Marketing  % of  PC  % of    % of

June 30,  Services  Sales  Services  Sales  Services  Sales  Total  Sales
2014  $ 4,057  7.1%  $ 1,298  80.3%  $ 1,162  19.8%  $ 6,517  10.1%
2013  3,730  5.3%  913  28.7%  204  3.2%  4,847  6.0%

Change  $ 327    $ 385    $ 958    $ 1,670   

Consolidated other selling, general and administrative expenses for the six months ended June 30, 2014 increased by $1.7 million, to
$6.5 million, compared to the six months ended June 30, 2013. The increase was driven by $1.0 million in costs related to collaboration
agreement efforts for molecular diagnostic tests, $0.3 million of costs to early terminate the Group DCA facility lease and $0.2 million
increase in corporate consulting. As a percentage of consolidated revenue, consolidated other selling, general and administrative expenses
increased to 10.1% for the six months ended June 30, 2014, from 6.0% in the six months ended June 30, 2013, due to the increase in
consolidated other selling, general and administrative expenses and the decrease in revenue discussed above.

Other selling, general and administrative expenses in our Sales Services segment for the six months ended June 30, 2014 increased by
$0.3 million, to $4.1 million, compared to the six months ended June 30, 2013, primarily due to the increase in allocated corporate costs. As
a percentage of segment revenue, other selling, general and administrative expenses increased 1.8%, to 7.1% for the six months ended
June 30, 2014, from 5.3% in the six months ended June 30, 2013, primarily due to the decrease in segment revenue.

Other selling, general and administrative expenses in our Marketing Services segment for the six months ended June 30, 2014
increased by $0.4 million compared to the quarter ended June 30, 2013. Other selling, general and administrative expenses
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as a percentage of revenue increased 51.6%, to 80.3% for the six months ended June 30, 2014, from 28.7% in the quarter ended June 30,
2013 due to the increase in other selling, general and administrative costs and the decrease in segment revenue.

Other selling, general and administrative expense in our PC Services segment for the six months ended June 30, 2014 of $1.2 million
represents the costs related to collaboration agreement efforts for molecular diagnostic tests and the allocated cost of corporate support
activities. Other selling, general and administrative expense for the six months ended June 30, 2013 of $0.2 million represents the allocated
cost of corporate support activities during that period.

Operating (loss) income

We had an operating loss of $4.0 million and operating income of $1.4 million for the six months ended June 30, 2014 and 2013,
respectively.  The decrease in operating income was primarily due to the decrease in revenue and gross profit within both our Sales Services
and Marketing Services segments and the costs related to collaboration efforts for molecular diagnostic tests.

Provision for income tax

We had income tax expense of approximately $0.1 million for each of the six-month periods ended June 30, 2014 and June 30, 2013.
Income tax expense for the six-month periods ended June 30, 2014 and June 30, 2013 was primarily due to state and local taxes as we and
our subsidiaries file separate income tax returns in numerous state and local jurisdictions.

LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 2014, we had cash and cash equivalents and short-term investments of approximately $35.7 million and working capital
of $27.6 million, compared to cash and cash equivalents and short-term investments of approximately $45.7 million and working capital of
approximately $31.3 million at December 31, 2013.  As of June 30, 2014, we had no commercial debt.

For the six-month period ended June 30, 2014, net cash used in operating activities was $8.3 million, compared to net cash used in
operations of $0.6 million for the six-month period ended June 30, 2013.  The main components of cash used in operating activities during
the six-month period ended June 30, 2014 were a net loss of $4.3 million and a decrease in accrued salaries and bonus of $3.4 million. The
main components of cash used in operating activities during the six-month period ended June 30, 2013 were net income of $1.2 million, a
decrease in accounts receivable of $4.6 million offset by an increase in unbilled receivables of $5.6 million and a decrease in current
liabilities of $2.6 million. The 2013 increase in unbilled costs and decrease in accounts receivable was primarily due to changes in billing
terms in contracts with our largest customer.

As of June 30, 2014 and December 31, 2013, we had $6.9 million and $8.0 million of unbilled costs and accrued profits on contracts in
progress, respectively.  When services are performed in advance of billing, the value of such services is recorded as unbilled costs and
accrued profits on contracts in progress.  Normally, all unbilled costs and accrued profits are earned and billed within 12 months from the
end of the respective period.  As of June 30, 2014 and December 31, 2013, we had $7.9 million and $9.4 million of unearned contract
revenue, respectively.  When we bill clients for services before they have been completed, billed amounts are recorded as unearned
contract revenue and are realized as revenue when earned.

For the six-month period ended June 30, 2014, we had net cash used in investing activities of $1.5 million which consisted of $0.9
million in capital expenditures and $0.6 million in loans made to the Diagnostics Company. There was $1.0 million of cash used in
investing activities during the six-month period ended June 30, 2013 related to capital expenditures. All loans and capital expenditures were
funded out of available cash.

For the six-month periods ended June 30, 2014 and June 30, 2013, net cash used in financing activities consisted of shares of our stock
that were delivered to us and included in treasury stock for the payment of taxes resulting from the vesting of restricted stock.

Going Forward
 

We anticipate 2014 to be a year during which we continue to differentiate ourselves as we build off of our strategy to add more
predictable, higher growth, higher margin business that could reduce the natural volatility of our current core business. Last year we
announced our strategic focus on becoming a leading commercialization company for the molecular diagnostics industry via in-licensing,
acquiring or partnering. The molecular diagnostics industry is highly fragmented with numerous strong science-based companies that have
developed clinically important tests which are ready or near ready for market. A vast majority of these companies have very limited
experience bringing a test to market and many of them do not have the capital to build an infrastructure to effectively commercialize their
test. Due to their complexity, most molecular diagnostic tests require a specialized go-to-market strategy, which includes messaging to
physicians, and potentially patients, similar to launching of a new drug in the pharmaceutical market. Developing and delivering these kinds
of messages, fully leveraging our extensive commercial infrastructure in an
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impactful, innovative and ROI centric manner is one of our strengths. Given our proven core sales and marketing and full
commercialization capabilities, we believe this is a natural extension for us and the strength of these core capabilities, our installed
infrastructure and the ability to gain synergies significantly mitigates the risks associated with this strategy.

In 2014 we will continue to focus on the flawless execution of our customers’ programs in order to consistently deliver desired results.
We recognize that our relationships with customers are dependent upon the quality of our performance and our ability to reach and engage
their target audiences in a positive and meaningful manner. Through our core outsourced promotional services expertise, we must continue
to provide innovative and flexible service offerings designed to drive our customers’ businesses forward and successfully respond to a
continually changing market.  We have, and will continue to, evolve our multi-channel promotional capabilities for many large
pharmaceutical companies, a variety of emerging and specialty pharmaceutical and biotechnology companies as well as nutritional,
diagnostic and other healthcare service providers.

As we have acquired the worldwide rights to the thyroid diagnostic product line and the miRInformR pancreas product line from
Asuragen, Inc our primary strategic focus in the second half of 2014 through Interpace Diagnostics is to pursue commercialization of these
product lines, determine the viability of the significant opportunity with the Diagnostics Company to commercialize innovative molecular
diagnostics tests and continue to identify, evaluate and pursue other molecular diagnostics test commercialization opportunities. Our
determination of moving forward with this, and future collaboration agreements, is dependent upon, among other things, commercial
responsiveness to promotional efforts and the achievement of certain contractual milestones. We are actively seeking opportunities of this
kind, and see the potential to complete at least one additional opportunity during 2014 and multiple deals over the longer term. During the
second quarter of 2014 we determined that we will not move into the second phase of the collaboration agreement with Transgenomic,
notified Transgenomic of our decision and terminated our collaboration agreement with them as of June 30, 2014.

We will continue to be diligent with but are prepared to use a portion of our cash, supplemented by additional financings, to continue
this strategy as these two existing molecular diagnostic opportunities will require additional resources in 2014 and future opportunities may
require up-front investment. We have begun, and will continue, to refocus resources internally and add both internal and external resources
to move this strategy forward.

Our other strategic focus is the active promotion and marketing of our recently launched Group DCA business unit product offering,
PD One™. PD One™ is a proprietary technology platform aimed at expanding relationships between pharmaceutical and life science
companies and health care providers. The subscription-based platform enables clients to extend personal and brand interactions with
physicians through a secure, professional networking platform that features direct messaging and dynamic content. The new platform
complements Group DCA's award-winning companion site, Medical Bag.com, a content-rich, multi-functional digital environment that
receives more than 50,000 visits by medical professionals each month. This offering utilizes the Group DCA database of approximately
400,000 physicians, can be leveraged by our entire organization and will require ongoing support and enhancements.

Our primary sources of liquidity are cash generated from our operations and available cash and cash equivalents.  These sources of
liquidity are needed to fund our working capital requirements, contractual obligations and estimated capital expenditures of approximately
$2.0 million in 2014.  We expect our working capital requirements to increase as a result of new customer contracts generally providing for
longer than historical payment terms.
 

Considering the information provided above, and the impact of the August 13, 2014 acquisition from Asuragen, Inc., we anticipate
2014 operations will result in a loss and 2014 cash flows will be negative. We estimate that cash as of December 31, 2014, excluding the
impact of other transactions that could develop, could be in the range of $22 - $25 million. While we believe that our existing cash balances
and expected cash flows generated from operations will be sufficient to meet our core operating requirements beyond the next 12 months,
we believe we will require alternative forms of financing to achieve our strategic plan of product in-licensing, acquisitions or partnering.
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Item 3.  Quantitative and Qualitative Disclosures about Market Risk

PDI is a smaller reporting company as defined by the disclosure requirements in Regulation S-K of the SEC and therefore not required
to provide this information.

Item 4.  Controls and Procedures

Evaluation of disclosure controls and procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of our
disclosure controls and procedures pursuant to Rule 13a-15 under the Exchange Act as of the end of the period covered by this Quarterly
Report on Form 10-Q. In designing and evaluating the disclosure controls and procedures, management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives.
In addition, management is required to apply its judgment in evaluating the benefits of possible disclosure controls and procedures relative
to their costs to implement and maintain.

Based on our evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls and procedures
are designed at a reasonable assurance level and are effective to provide reasonable assurance that information we are required to disclose
in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified
in the SEC rules and forms, and that such information is accumulated and communicated to our management, including our chief executive
officer and chief financial officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in internal controls

There has been no change in our internal control over financial reporting (as defined in Rule 13a-15(f) and 15d-15(f) under the
Exchange Act) that occurred during the quarter covered by this report that has materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting. 
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PART II.  OTHER INFORMATION

Item 1.  Legal Proceedings

None.

Item 1A. Risk Factors

There have been no material changes to the risk factors discussed in Part I, “Item 1A. Risk Factors,” in our Annual Report on Form 10-
K for the year ended December 31, 2013 (Form 10-K). You should carefully consider the risks described in our Form 10-K, which could
materially affect our business, financial condition or future results. The risks described in our Form 10-K are not the only risks we face.
Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect
our business, financial condition, and/or results of operations. If any of the risks actually occur, our business, financial condition, and/or
results of operations could be negatively affected.
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Item 5. Other Information

None.

Item 6.  Exhibits

Exhibit No.  Description
      31.1  Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed

herewith.
   

31.2  Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed
herewith.

   
32.1  Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.
   

32.2  Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.

   101

 

The following financial information from this Quarterly Report on Form 10-Q for the fiscal quarter ended
June 30, 2014 formatted in XBRL (Extensible Business Reporting Language) and furnished electronically
herewith: (i) the Condensed Consolidated Balance Sheets; (ii) the Condensed Consolidated Statements of
Operations; (iii) the Condensed Consolidated Statements of Cash Flows; and (iv) the Notes to Condensed
Consolidated Financial Statements.
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SIGNATURES

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

behalf by the undersigned, thereunto duly authorized.

Date: August 14, 2014 PDI, Inc.  
  (Registrant)  
    
  /s/ Nancy S. Lurker  
  Nancy S. Lurker  
  Chief Executive Officer  
    
  /s/ Jeffrey Smith  
  Jeffrey Smith  
  Chief Financial Officer  
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Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Nancy S. Lurker, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q for the quarter ended June 30, 2014 of PDI, Inc. (the
“registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries,
is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the
equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: August 14, 2014 /s/ Nancy S. Lurker      
  Chief Executive Officer
  (Principal Executive Officer)
   

 



Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Jeffrey E. Smith, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q for the quarter ended June 30, 2014 of PDI, Inc. (the
“registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries,
is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the
equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: August 14, 2014 /s/ Jeffrey E. Smith
  Chief Financial Officer
  (Principal Financial Officer)
   



Exhibit 32.1

 
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
 

 
In connection with the Quarterly Report of PDI, Inc. (the “Company”) on form 10-Q for the period ended June 30, 2014 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Nancy S. Lurker, as Chief Executive Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my
knowledge, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of
the Company.

Date: August 14, 2014 /s/ Nancy S. Lurker      
  Chief Executive Officer
  (Principal Executive Officer)
 
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company
and furnished to the Securities and Exchange Commission or its staff upon request.



 
Exhibit 32.2

 
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
 

 
In connection with the Quarterly Report of PDI, Inc. (the “Company”) on form 10-Q for the period ended June 30, 2014 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Jeffrey E. Smith, as Chief Financial Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my
knowledge, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of
the Company.

 

Date: August 14, 2014 /s/ Jeffrey E. Smith
  Chief Financial Officer
  (Principal Financial Officer)
   
 
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company
and furnished to the Securities and Exchange Commission or its staff upon request.
 


