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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

CURRENT REPORT

Pursuant to Section 13 Or 15(d) of The Securities Exchange Act of 1934

Date of Report (Date of earliest event reported)  March 3, 2005

Vital Images, Inc.
(Exact name of registrant as specified in its charter)

Minnesota 0-22229 41-1321776
(State or other jurisdiction

of incorporation)
(Commission
File Number)

(IRS Employer
Identification No.)

5850 Opus Parkway, Suite 300, Minnetonka, Minnesota 55343
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code  (952) 487-9500

3300 Fernbrook Lane No., Suite 200, Plymouth, Minnesota 55447
(Former name or former address, if changed since last report.)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions (see General Instructions A.2. below):

o  Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
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o  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o  Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR
240.14d-2(b))

o  Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Section 2 � Financial Information

Item 2.02.  Results of Operations and Financial Condition.

On March 3, 2005, Vital Images, Inc. issued a press release announcing financial results for the quarter and year ended December 31, 2004.  A
copy of the press release is attached hereto as Exhibit 99.1 and is incorporated herein by reference.

The information in this Current Report on Form 8-K, including the exhibit, shall not be deemed �filed� for the purposes of Section 18 of the
Securities Exchange Act of 1934, as amended (�Exchange Act�), or otherwise subject to the liabilities under that Section.  Furthermore, the
information in this Current Report on Form 8-K, including the exhibit, shall not be deemed to be incorporated by reference into the filings of
Vital Images, Inc. under the Exchange Act or the Securities Act of 1933, as amended.

Section 9 � Financial Statements and Exhibits

Item 9.01.  Financial Statements and Exhibits.

(c)  Exhibits.

The following exhibit is being furnished with this Current Report on Form 8-K:

99.1  A copy of the press release issued by Vital Images, Inc. on March 3, 2005 reporting its financial
results for the quarter and year ended December 31, 2004.

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 hereunto duly authorized.

Vital Images Inc.

Date:  March 3, 2005.
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By /s/ Jay D. Miller
Jay D. Miller
President and Chief Executive Officer
(Principal Executive Officer)
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ONT> $9,614

December 24, 2005

$6,674 $1,414 $(867) $7,221

(17) Restructuring Accrual
Workforce reduction

As of the dates of acquisition of AEG and R2 (See Note 5), management of the Company began assessing and formulating a plan to
involuntarily terminate certain employees of the acquired companies. In the fourth quarter of fiscal 2006, the Company finalized and approved a
headcount reduction plan under which the Company terminated 53 manufacturing and administrative personnel and 21 manufacturing and
administrative personnel of the acquired AEG subsidiaries in Germany and the United States, respectively. In the fourth quarter of fiscal 2006,
the Company also approved a headcount reduction plan under which the Company terminated 58 personnel of R2 across all functional areas of
the acquired entity. The reduction plans resulted in a liability for costs associated with an employee severance arrangement of approximately
$2,886 in accordance with EITF Issue No. 95-3, Recognition of Liabilities in Connection with a Purchase Business Combination. These costs
were included in the respective purchase price allocations. The Company has made payments totaling $1,925 through December 30, 2006 and
anticipates all remaining amounts of $961, which is included in accrued expenses, to be paid in fiscal 2007.

Lease charges

In conjunction with the acquisition of R2 (see Note 5), the Company recorded a liability for lease abandonment costs of $312 related to lease
payments on leased facilities in Santa Clara, California. The costs were included in the purchase price allocation as part of goodwill in
accordance with EITF Issue No. 95-3. The Company has made payments of $47 related to this liability as of December 30, 2006 and anticipates
paying substantially all of remaining balance of $265 which is included in accrued expenses, in fiscal 2007.

(18) Related Party Transactions
In May 2006, the Company entered into retention and severance agreements with certain executives that provide for retention payments in cash
totaling $3,000 if these executives remain employed with the Company through December 31, 2008 (�Retention Date�). The Company has
determined that it is probable that these amounts will be paid and therefore, is accruing these amounts ratably through the Retention Date. In
addition, in connection with the retention and severance agreement, these executives were awarded 54 restricted stock units with an aggregate
value of $2,500. These restricted stock units cliff vest on the Retention Date. These shares are excluded from the computation of basic earnings
per share until the shares vest because the employee is not entitled to the reward of stock ownership. The Company is recording the $2,500 of
stock based compensation, over the vesting period of the restricted stock. As a result, the Company recorded stock based compensation expense
of $234 during the three months ended December 30, 2006. The retention and severance agreement also provide these executives with certain
cash payment and continuation of benefits, as defined, in the event of termination without cause.

(19) Supplemental Executive Retirement Plan; Restricted Stock Units
Effective March 15, 2006, the Company adopted a Supplemental Executive Retirement Plan (the �SERP�), to provide non-qualified retirement
benefits to a select group of executive officers, senior management and highly compensated employees of the Company. Eligible employees
may elect to contribute up to 75% of their annual base salary and 100% of their annual bonus to the SERP. In addition, the Company may elect
to make annual discretionary contributions on behalf of participants in the SERP. Each Company contribution is subject to a three year vesting
schedule, such that each contribution is one third vested each year and is fully vested 3 years after the contribution is made. The Company
contributions become fully vested upon death or disability of the participant or a change in control of the Company. Voluntary contributions
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made by the participant are 100% vested. All voluntary contributions have been recorded as a component of accrued expenses in the
accompanying consolidated balance sheet.
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Upon enrollment into the SERP, employees make investment elections for both their voluntary contributions and discretionary contributions
made by the Company. Earnings and losses on contributions based on these investment elections are recorded as a component of compensation
expense in the period earned.

On October 30, 2006 the Compensation Committee of the Board of Directors approved a $1,500 discretionary cash contribution to the SERP. In
addition, the Compensation Committee also approved the award of 31 restricted stock unit with a fair value of $1,500 on date of grant. The
restricted stock units vest upon the earlier of (i) October 30, 2009, (ii) death or disability of the participant or (iii) a change in control of the
Company subject to certain conditions. Discretionary contributions by the Company to the SERP are held in a Rabbi Trust. In accordance with
EITF Issue No. 97-14, Accounting for Deferred Compensation Arrangements Where Amounts Earned Are Held in a Rabbi Trust and Invested,
as the SERP does not permit diversification of the restricted stock units contributed by the Company and must be settled by the delivery of a
fixed number of shares of the Company�s stock, subsequent changes in the fair value of the Company�s stock are not recognized. The Company is
recording compensation expense for both the SERP discretionary contribution and restricted stock unit awards ratably over the three-year
vesting period, which totaled $250 in the three months ended December 30, 2006. The full amount of the discretionary contribution has been
recorded as a component of accrued expenses in the accompanying consolidated balance sheet. The 31 shares have been excluded from the
computation of basic earnings per share until the shares vest because the employee is not entitled to the reward of stock ownership.

The Company has purchased a Company-owned life insurance contract, to invest both voluntary and discretionary Company SERP contributions
and to fund payment of these amounts and related earnings, in the amount of $3,300 which approximates the total of employee voluntary
contributions into the plan and the Company�s cash portion of its discretionary contribution. The value of this life insurance contract has been
recorded as a component of other long-term assets in the accompanying Consolidated Balance Sheet. Changes in the cash surrender value of life
insurance contract are recorded as a component of interest and other income (expense) in the accompanying Consolidated Statement of Income.

(20) Goodwill and Intangible Assets
Consistent with prior years, the Company conducted its annual impairment test of goodwill during the second quarter of fiscal 2006. The
Company considered a number of factors, including an independent valuation, to conduct this test. The valuation is based upon expected future
discounted operating cash flows of the mammography reporting unit as well as analysis of recent sales or offerings of similar companies. The
timing and size of impairment charges involved the application of management�s judgment and could significantly affect the Company�s operating
results. The Company determined that it met all of the criteria under SFAS No. 142 to carry-forward the prior year determination of reporting
unit fair value and based on the applicable valuation determined that no impairment exists.

Goodwill by reporting segment consists of the following:

Reporting Segment

Balance as of

December 30, 2006

Balance as of

September 30, 2006
Mammography/Breast Care $ 334,864 $ 335,021
Other $ 6,973 $ 6,973

$ 341,837 $ 341,994

Intangible assets consist of the following:

As of December 30, 2006 As of September 30, 2006

Reporting Segment Description

Weighted Average
Estimated

Useful Life

Gross

Carrying

Value

Accumulated

Amortization

Gross

Carrying

Value

Accumulated

Amortization
Osteoporosis Assessment Patents 12.9 years $ 4,952 4,683 $ 4,952 4,650
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Mammography/Breast Care Developed Technology 9.3 years 117,826 11,496 117,826 8,853
Customer Relationship 8.5 years 37,793 2,631 37,793 1,437
Trade Name 8.5 years 9,100 313 9,100 134
Order Backlog 6 months 800 800 800 430
Patents 5.7 years 850 626 777 531

Other Patents 4 years 2,000 2,000 2,000 2,000
Developed Technology 8.5 years 1,900 155 1,900 93
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As of December 30, 2006 As of September 30, 2006

Reporting Segment Description

Weighted Average
Estimated

Useful Life

Gross

Carrying

Value

Accumulated

Amortization

Gross

Carrying

Value

Accumulated

Amortization
Customer Relationship 8.5 years 800 66 800 40
Trade Name 8.5 years 400 33 400 20

Amortization expense related to developed technology and order backlog is classified as a component of cost of product sales � amortization of
intangible assets in the accompanying consolidated statement of income. Amortization expense related to customer relationship and trade name
is classified as a component of amortization of other acquired intangible assets in the accompanying Consolidated Statement of Income.

The estimated remaining amortization expense for each of the five succeeding fiscal years:

Remainder of Fiscal 2007 $ 12,200
Fiscal 2008 20,600
Fiscal 2009 21,300
Fiscal 2010 21,700
Fiscal 2011 19,500

(21) Recent Accounting Pronouncements
In July 2006, the Financial Accounting Standards Board (FASB) issued Financial Interpretation No. (FIN) 48, Accounting for Uncertainty in
Income Taxes, which applies to all tax positions related to income taxes subject to SFAS No. 109 (SFAS 109), Accounting for Income Taxes.
This includes tax positions considered to be �routine� as well as those with a high degree of uncertainty. FIN 48 utilizes a two-step approach for
evaluating tax positions. Recognition (step one) occurs when an enterprise concludes that a tax position, based solely on its technical merits, is
more-likely-than-not to be sustained upon examination. Measurement (step two) is only addressed if step one has been satisfied (i.e., the position
is more-likely-than-not to be sustained). Under step two, the tax benefit is measured as the largest amount of benefit, determined on a cumulative
probability basis that is more-likely-than-not to be realized upon ultimate settlement. FIN 48�s use of the term �more-likely-than-not� in steps one
and two is consistent with how that term is used in SFAS 109 (i.e., a likelihood of occurrence greater than 50 percent).

Those tax positions failing to qualify for initial recognition are recognized in the first subsequent interim period they meet the
more-likely-than-not standard, or are resolved through negotiation or litigation with the taxing authority, or upon expiration of the statue of
limitations. Derecognition of a tax position that was previously recognized would occur when a company subsequently determines that a tax
position no longer meets the more-likely-than-not threshold of being sustained. FIN 48 specifically prohibits the use of a valuation allowance as
a substitute for derecognition of tax positions.

In addition, FIN 48 will require expanded disclosure requirements, which include a tabular rollforward of the beginning and ending aggregate
unrecognized tax benefits as well as specific detail related to tax uncertainties for which it is reasonably possible the amount of unrecognized tax
benefit will significantly increase or decrease within twelve months. These disclosures are required at each annual reporting period unless a
significant change occurs in an interim period.

FIN 48 is effective for fiscal years beginning after December 15, 2006. The Company expects to adopt FIN 48 in its first quarter of fiscal 2008,
which begins on September 30, 2007. Differences between the amounts recognized in the statements of financial position prior to the adoption
of FIN 48 and the amounts reported after adoption should be accounted for as a cumulative-effect adjustment recorded to the beginning balance
of retained earnings. The cumulative effect adjustment would not apply to those items that would not have been recognized in earnings, such as
the effect of adopting FIN 48 on tax positions related to business combinations.

The Company is currently evaluating the impact of the adoption of FIN 48, but do not believe the adoption will have a material impact on its
results of operation or financial position.

On September 29, 2006, the FASB issued SFAS No. 158 (SFAS 158), Employers� Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R). SFAS 158 requires an entity to recognize in its statement
of financial position an asset for a defined benefit postretirement plan�s overfunded status or a liability for a plan�s underfunded status, measure a
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determine its funded status as of the end of the employer�s fiscal year, and recognize changes in the funded status of a defined benefit
postretirement plan in comprehensive income in the year in which changes occur. SFAS 158 does not change the amount of net periodic benefit
cost included in net income or address the various measurement issues associated with postretirement benefit plan accounting. The requirement
to recognize the funded status of a defined benefit postretirement plan and the disclosure requirements are effective for fiscal years ending after
December 31, 2006 for public entities, which would be the year ending September 29, 2007 for the Company. The requirement to measure plan
assets and benefit obligations as of the date of the employer�s fiscal year-end statement of financial position is effective for fiscal years ended
after December 15, 2008, which would be the year ending September 27, 2009 for the Company. The Company is currently evaluating the
impact of the adoption of SFAS 158, but does not believe the adoption will have a material impact on its results of operation or financial
position.

PART I - FINANCIAL INFORMATION (Continued)

Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
HOLOGIC, INC. AND SUBSIDIARIES

CAUTIONARY STATEMENT

This report contains forward-looking information that involves risks and uncertainties, including statements regarding our plans, objectives,
expectations and intentions. Such statements include, without limitation, statements regarding various estimates we have made in preparing our
financial statements, statements regarding expected future trends relating to our results of operations and the sufficiency of our capital resources.
These forward-looking statements are subject to known and unknown risks and uncertainties that could cause actual results to differ materially
from those anticipated.

We have recently acquired AEG Elektrofotografie, R2 Technologies and Suros Surgical Systems. Risks and uncertainties relating to these
acquisitions could cause actual results to materially differ from those contemplated by the forward-looking statements include, without
limitation: our ability to successfully integrate acquired businesses, which may result in the combined companies not operating as effectively and
efficiently as expected; the ability and time it may take to achieve the expected synergies from our acquisitions; the risk that we may incur
unexpected costs or unexpected liabilities in connection with an acquisition; the risk that the combined companies may be adversely affected by
future legislative, regulatory, or tax changes as well as other economic, business and/or competitive factors; risks associated with international
operations, particularly in respect of the acquisition of AEG, which has headquarters in Germany and operates a manufacturing facility in China;
financing risks associated with the acquisitions, including risks relating to our obligation to meet financial covenants and payment obligations
under bank or other financing obtained to fund our earn-out obligations under the Suros acquisition.

Other risks and uncertainties that could adversely affect our business and prospects include without limitation: manufacturing risks that may
limit our ability to increase commercial production of the Selenia and other of our digital products, including our reliance on a single source of
supply for some key components of our products as well as the need to comply with especially high standards for those components and in the
manufacture of digital X-ray products in general; uncertainties inherent in the development of new products and the enhancement of existing
products, including technical and regulatory risks, cost overruns and delays; the risk that newly introduced products may contain undetected
errors or defects or otherwise not perform as anticipated; the ability of our sales force to successfully service our product offerings; our ability to
successfully manage current or future acquisitions, alliances or joint ventures; our ability to predict accurately the demand for our products, and
products under development, and to develop strategies to address our markets successfully; the early stage of market development for digital
mammography products; expenses and uncertainties relating to litigation; risks relating to compliance with financial covenants under our credit
facility and leases; technical innovations that could render products marketed or under development by us obsolete; competition; and
reimbursement policies for the use of our products and products under development.
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Other factors that could adversely affect our business and prospects are described in our filings with the Securities and Exchange Commission,
including our Annual Report on Form 10-K for the fiscal year ended September 30, 2006. Except as required by law, we expressly disclaim any
obligation or undertaking to release publicly any updates or revisions to any such statements to reflect any change in our expectations or any
change in events, conditions or circumstances on which any such forward-looking statement is based.

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of our financial condition and results of operations are based upon our interim consolidated financial statements,
which have been prepared in accordance with accounting principles generally accepted in the U.S. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure
of contingent assets and liabilities. On an on-going basis, we evaluate our estimates, including those related to revenue recognition for multiple
element arrangements and product warranties, accounts receivable reserves, inventory and related reserves, expected cash flows used to evaluate
the recoverability of long-lived assets, estimated fair values of long-lived assets used to record impairment charges related to intangible assets
and goodwill, amortization periods, certain accrued expenses, restructuring and other related charges, stock-based compensation, pension
liabilities, contingent liabilities, and recoverability of our certain deferred tax assets and related valuation allowance. We base our estimates on
historical experience and on various other assumptions that are believed to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions. Any differences may have a material impact on our financial condition
and results of operations. For a discussion of how these and other factors may affect our business, see the �Cautionary Statement� above and
�Management�s Discussion and Analysis of Financial Condition and Results of Operations � Risk Factors� in our Annual Report on Form 10-K for
the fiscal year ended September 30, 2006.

The critical accounting estimates used in the preparation of our financial statements that we believe affect our more significant judgments and
estimates used in the preparation of our consolidated financial statements presented in this report are described in Management�s Discussion and
Analysis of Financial Condition and Results of Operations and in the Notes to the Consolidated Financial Statements included in our Annual
Report on Form 10-K for the fiscal year ended September 30, 2006. There have been no material changes to the critical accounting policies.

OVERVIEW

We are a leading developer, manufacturer and supplier of diagnostic and medical imaging systems primarily dedicated to serving the healthcare
needs of women. Our businesses are reported as three segments: mammography/breast care; osteoporosis assessment and other.

Our mammography/ breast care products include a broad product line of breast imaging and related products, including film-based and digital
mammography systems, computer-aided detection (CAD), breast biopsy systems and digital detector products. These products are inclusive of
those recently acquired from R2 and Suros. Our digital detector products are a digital component for our digital mammography equipment and,
to a much lesser extent, are a digital component for original equipment manufacturers to incorporate into their own equipment. Our osteoporosis
assessment products primarily consist of dual-energy X-ray bone densitometry systems and, to a lesser extent, an ultrasound-based osteoporosis
assessment product. Our other business segment includes our AEG photoconductor materials businesses, mini C-arm, extremity MRI,
conventional general radiography service, and digital general radiography systems.

ACQUISITIONS

Fischer

On September 29, 2005, for a purchase price of $32 million, we acquired intellectual property relating to Fischer Imaging Corporation�s
mammography business and products, including the intellectual property relating to its Mammotest prone breast biopsy and Senoscan digital
mammography systems. As a part of the purchase price allocation we recorded a charge to in process research and development of $4.2 million
in the three months ended December 24, 2005. As a result of the FTC inquiry in the fourth quarter of 2006, we sold, to Siemens AG for a cash
payment of $6.5 million, all of the intellectual property we acquired from Fischer relating to the Mammotest system, subject to our retention of a
royalty-free, non-exclusive, perpetual, irrevocable, worldwide right and license to use that intellectual property.
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AEG Elektrofotografie

On May 2, 2006, we acquired AEG Elektrofotografie and its group of related companies. AEG was a privately held group of companies
headquartered in Warstein, Germany, with manufacturing operations in Germany, China and the United States. AEG specializes in the
manufacture of photoconductor materials for use in a variety of electro photographic applications, including for the coating of our digital
detectors. The acquisition of AEG allows us to have control over this critical step in our detector manufacturing process, which should allow us
to more efficiently manage our supply chain and improve manufacturing margins. Our acquisition of AEG should also facilitate further
manufacturing efficiencies and accelerate research and development of new detector products. The results of AEG operations have been
included in our consolidated financial statements since the date of acquisition and is a component of our other business segment.

The aggregate purchase price for AEG was approximately $31.3 million (subject to adjustment) consisting of EUR 20.5 million (approximately
$24.1 million) and 110,000 shares of our common stock valued at $5.3 million, and approximately $1.9 million for acquisition related fees and
expenses. These 110,000 shares are subject to a contingent put options pursuant to which the holders have the option to resell the shares to us
during a period of one year following the completion of the acquisition if the closing price of our stock falls and remains below a threshold price.
The repurchase price would be the closing price of our common stock on the date of exercise. Our maximum aggregate obligation under these
put options would be approximately $4.1 million if the put option were exercised for all the shares covered by those options and the closing
price of our shares on the date of exercise equaled the maximum threshold price permitting the exercise of the option. As of September 30, 2006,
the shares were not subject to the contingent put right as the price of our common stock exceeded the minimum value.

The acquisition also provides for a one-year earn out of EUR 1.7 million (approximately $2.0 million USD) which will be payable in cash if
AEG calendar year 2006 earnings, as defined, exceeds a pre-set amount. We have considered the provisions of EITF Issue No. 95-8, Accounting
for Contingent Consideration Paid to the Shareholders of and Acquired Enterprise in a Purchase Business Combination, and concluded that this
contingent consideration would represent additional purchase price. As a result, goodwill would be increased by the amount of such additional
consideration, if any, when it becomes due and payable.

We have formulated a plan to restructure certain of AEG�s historical activities. We have recorded a liability of approximately $2.4 million in
accordance with EITF Issue No. 95-3, Recognition of Liabilities in Connection with a Purchase Business Combination, related to the termination
of certain employees under this plan and approximately $1.6 million has been paid as of December 30, 2006. We believe this plan will be
finalized within one year from the acquisition date and will record any additional liabilities at such time resulting in an increase to goodwill.

R2 Technology

On July 13, 2006, we completed the acquisition of R2 Technology, Inc, (R2). R2 located in Santa Clara, California, develops and sells
computer-aided detection technology and products (CAD), an innovative technology that assists radiologists in the early detection of breast
cancer. The aggregate purchase price for R2 of approximately $220.6 million (subject to adjustment) consisted of 4.4 million shares of our
common stock valued at $205.5 million, cash paid of $6.9 million, debt assumed of $5.7 million and approximately $2.5 million for acquisition
related fees and expenses. The results of operations for R2 have been included in our consolidated financial statements from the date of
acquisition as part of our Mammography /Breast Care business segment.

We have formulated a plan to restructure certain of R2�s historical activities. As of the acquisition date we have recorded a liability of
approximately $798,000 in accordance with EITF Issue No. 95-3, Recognition of Liabilities in Connection with a Purchase Business
Combination, related to the termination of certain employees and a loss related to the abandonment of certain lease space under this plan.
Approximately $372,000 related to these liabilities has been paid as of December 30, 2006. We believe this plan will be finalized within one
year from the acquisition date and will record any additional liabilities at such time resulting in an increase to goodwill. The final purchase price
allocations will be completed within one year of the acquisition and any adjustments are not expected to have a material impact on our financial
position or results of operation.

Suros Surgical Systems

On July 27, 2006, we completed the acquisition of Suros Surgical Systems, Inc, (Suros). Suros, located in Indianapolis, Indiana, develops,
manufactures and sells minimally invasive interventional breast biopsy technology and products for biopsy, tissue removal and biopsy site
marking. The purchase price for Suros was approximately $240 million paid in a combination of cash and 2.3 million shares of our common
stock. The common stock value of approximately $106.5 million, cash paid of $139 million inclusive of certain liabilities assumed, and
approximately $2.6 million for acquisition related fees and expenses resulted in an aggregate purchase price of approximately $248 million. The
results of operations for Suros have been included in our consolidated financial statements from the date of acquisition as part of our
Mammography / Breast Care business segment.
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The acquisition also provides for a two-year earn-out. The earn-out is payable in two annual cash installments equal to the incremental revenue
growth in Suros� business in the two years following the closing. We have considered the provisions of EITF Issue No. 95-8, Accounting for
Contingent Consideration Paid to the Shareholders of and Acquired Enterprise in a Purchase Business Combination, and concluded that this
contingent consideration represents additional purchase price. As a result, goodwill will be increased by the amount of this additional
consideration, if any, when it becomes due and payable.

RESULTS OF OPERATIONS

All dollar amounts in tables are presented in thousands.

Product Sales.

Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Total

Revenue Amount

% of Total

Revenue Amount %
Product Sales
Mammography / Breast Care $ 109,506 67% $ 54,306 62% $ 55,200 102%
Osteoporosis Assessment $ 12,776 8% $ 15,010 17% $ (2,234) (15)%
Other $ 17,338 11% $ 2,903 3% $ 14,435 497%

$ 139,620 86% $ 72,219 82% $ 67,401 93%

In the current three month period, our product sales increased 93% compared to the corresponding period in the prior year, primarily due to an
increase in revenues from our mammography / breast care products, and to a lesser extent an increase in other product sales. Partially offsetting
these increases was a decrease in our osteoporosis assessment segment product sales.

Mammography / Breast Care product sales increased 102% in the current quarter compared to the corresponding period in the prior year,
primarily due to a $42.2 million increase in worldwide digital mammography system sales, a $12.0 million increase in breast biopsy device sales
from Suros and a $3.8 million increase in CAD product sales from R2. Suros and R2 are entities acquired in the fourth quarter of fiscal 2006.
Prior to our acquisition of R2 we had sold CAD products together with our digital mammography systems, primarily from R2, as a distributor.
The increase in CAD product sales represents the additional CAD sales made without our digital mammography systems. The increases
described above were partially offset by a $2.9 million decrease in worldwide analog mammography sales. The increase in our digital
mammography product sales was primarily attributable to an increase in the number of Selenia systems and related components sold. In the
current quarter we sold 228 digital mammography systems compared to 97 systems in the first quarter of fiscal 2006. We attribute the increase in
digital mammography system sales primarily to the growing acceptance of our Selenia mammography system and of digital mammography in
general. The decrease in sales of our analog mammography systems was due to a decrease in the number of systems sold and a decrease in the
average selling prices primarily in the United States. We believe that this decrease in analog system sales was primarily attributable to the shift
in product sales to digital systems.

Osteoporosis assessment product sales decreased 15% in the current quarter compared to the first quarter of fiscal 2006, primarily attributable to
a $2.2 million decrease in product sales in the United States. The decrease was due to a reduction in the number of bone densitometry systems
sold and a slight decrease in the average selling prices. This decrease was offset in part by a slight increase in the number of our lower-priced
bone densitometry systems sold internationally.

Other product sales increased 497% in the current quarter compared to the corresponding period in the prior year. This increase was primarily
attributable to $11.9 million of photoconductor sales as a result of the acquisition of AEG in the third quarter of fiscal 2006, $1.8 million of sales
from our third party line of extremity MRI systems which we started to sell in the second quarter of fiscal 2006 and, to a lesser extent, an
$830,000 increase in our mini C-arm system sales.

In the first three months of fiscal 2007, approximately 72% of product sales were generated in the United States, 17% in Europe, 5% in Asia,
and 6% in other international markets. In the first three months of fiscal 2006, approximately 67% of product sales were generated in the United
States, 19% in Europe, 7% in Asia, and 7% in other international markets. We believe the higher growth in sales dollars in the United States
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Service and Other Revenue.

Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Total

Revenue Amount

% of Total

Revenue Amount %
Service and Other Revenue $ 23,592 14% $ 15,737 18% $ 7,855 50%

Service and other revenue is primarily comprised of revenue generated from our field service organization to provide ongoing service,
installation and repair of our products. Service and other revenue increased 50% in the current quarter compared to the corresponding period of
the prior year. The increase in service and other revenue in the current quarter was primarily due to increases in service contract revenues of $7.2
million from an increase in the number of service contracts sold, primarily in our mammography/breast care segment. We believe that this
increase reflects the continued growth in our installed base of systems and detectors.

Costs of Product Sales.

Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Product

Sales Amount

% of Product

Sales Amount %
Cost of Product Sales $ 61,385 44% $ 34,653 48% $ 26,732 77%

The cost of product sales increased 77% in the current quarter compared to the corresponding period in the prior year primarily due to the
increased product sales discussed above.

The cost of product sales decreased as a percentage of product sales to 44% in the first quarter of fiscal 2007 from 48% in the first quarter of
fiscal 2006. These costs decreased as a percentage of product sales primarily due to increased revenues and improved profitability associated
with the shift in mammography product sales to Selenia, our full field digital mammography systems and to a lesser extent, lower cost of CAD
in connection with our acquisition of R2. Selenia systems have significantly higher selling prices, more than offsetting the higher costs of the
product, when compared to analog mammography. In addition, higher Selenia sales resulted in an improved absorption of fixed manufacturing
costs. This improvement was partially offset by a slight reduction in the average selling prices for bone densitometry systems, sold both
internationally and into the primary care market in the United States.

Cost of Product Sales � Amortization of Intangible Assets.

Three Months Ended
December 30, 2006 December 24, 2005

% of Product % of Product Change
Amount Revenue Amount Revenue Amount %

Cost of Product Sales � Amortization of intangible assets $ 3,072 2% $ 692 1% $ 2,380 344%

Costs of Sales �Amortization of intangibles increased primarily due to the increase in acquired intangible assets as a result of the acquisitions of
AEG, R2, Suros and the intangible assets acquired from Fischer Imaging during fiscal 2006. The underlying intangible assets substantially relate
to acquired developed technology and know-how. These intangible assets are being amortized over their estimated useful lives of between 8.5
and 12.5 years. We expect amortization expense of $8.0 million related to these intangibles during the remainder of fiscal 2007.

Costs of Service and Other Revenue.

Edgar Filing: VITAL IMAGES INC - Form 8-K

Table of Contents 16



Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Service

Revenue Amount

% of Service

Revenue Amount %
Cost of Service and Other Revenue $ 24,400 103% $ 16,321 104% $ 8,079 50%
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Cost of service and other revenue increased in absolute dollars primarily related to additional personnel and other costs to expand our service
capabilities, especially in the United States to support our growing installed base of products. We expect our costs of service and other revenue
to remain relatively high as a percentage of service and other revenue, reflecting our need to employ the required personnel for warranty,
non-warranty and installation activities to service our growing installed base of products. We also expect a continued increase in customers
entering into service agreements in connection with our transition to digital mammography and direct service coverage.

Operating Expenses.

Three Months Ended
December 30, 2006 December 24, 2005

% of Total % of Total Change
Amount Revenue Amount Revenue Amount %

Operating Expenses
Research and Development $ 10,816 7% $ 5,507 6% $ 5,309 96%
Selling and Marketing $ 20,883 12% $ 10,977 12% $ 9,906 90%
General and Administrative $ 14,731 9% $ 7,635 9% $ 7,096 93%
Amortization of Acquired Intangibles $ 1,408 1% $ 165 0% $ 1,243 753%
Charge for In-Process Research and Development �  �  $ 4,200 5% $ (4,200) (100)%

$ 47,838 29% $ 28,484 32% $ 19,354 68%

Research and Development Expenses. Research and development expenses increased 96% in the current quarter as compared to the
corresponding period in the prior year. This increase was primarily due to compensation and related expenses which increased $3.1 million
including $2.2 million for additional personnel as a result of the AEG, R2 and Suros acquisitions, and $114,000 of incremental stock-based
compensation. Also contributing to the increase was an increase in mammography related expenses of $450,000 primarily related to our
tomosynthesis development project. We expect total research and development expenses to increase in absolute dollars in fiscal 2007 with a full
year of headcount and compensation related expenses for the acquired entities as well as our continued development of tomosynthesis
technology for mammography.

Selling and Marketing Expenses. Selling and marketing expenses increased by 90% in the current quarter as compared to the corresponding
period in the prior year. The increase was primarily due to increased headcount related to the new acquisitions and to support our revenue
growth together with increased commissions on the higher sales volume. Salaries, benefits and travel expenses increased approximately $3.1
million as a result of increased personnel to support our increased product sales, of which $2.2 million was the result of the acquisitions of AEG,
R2 and Suros. In addition, commissions expense increased approximately $2.5 million to our direct sales force due to increased product sales in
direct territories and increased $1.7 million to international distributors for increased product sales through these channels. Our current quarter
selling and marketing expenses included approximately $2.5 million for our annual RSNA trade show expenses, compared to approximately
$1.8 million of such expenses in the first quarter of fiscal 2006. We expect total sales and marketing expenses in absolute dollars to increase in
fiscal 2007 with a full year of compensation and related expenses for additional personnel related to the acquired entities and an increase in total
product sales.

General and Administrative Expenses. General and administrative expenses increased 93% in the current quarter compared to the
corresponding period in the prior year primarily due to an increase of $4.9 million in compensation and related benefits primarily due to an
increase in personnel including $2.6 million from the increased headcount as a result of the acquisitions of AEG, R2 and Suros. Also
contributing to the increase was $985,000 in professional services primarily related to audit and tax compliance and consultation for the acquired
entities, and $576,000 of incremental stock-based compensation. We expect total general and administrative expenses in absolute dollars to
increase in fiscal 2007 with a full year of compensation and related expenses for additional personnel related to the acquired entities.

Amortization of Acquired Intangible Assets. We incurred amortization expense for acquired intangible assets of $1.4 million in the current
quarter primarily due to the acquisitions of AEG, R2, and Suros in the third and fourth quarters of fiscal 2006 and the intangible assets acquired
from Fischer Imaging during the first quarter of fiscal 2006. The corresponding period in the prior year only included the amortization of
intangible assets acquired from Fischer Imaging. The underlying intangible assets substantially relate to acquired customer relationships and
trade names. These intangible assets are being amortized over their estimated useful lives of between 8.5 and 10 years. We expect amortization
expense of approximately $4.1 million related to these intangibles during the remainder of fiscal 2007.
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Charge for In-Process Research and Development Expenses. The $4.2 million charge for in-process research and development during fiscal
2006 was in connection with our acquisition of Fischer Imaging�s intellectual property relating to its digital mammography product on
September 29, 2005. We did not incur any similar charges in the current period.

Interest Income.

Three Months Ended
ChangeDecember 30, 2006December 24, 2005

Amount Amount Amount %
Interest Income $ 261 $ 1,295 $ (1,034) (80)%

Interest income decreased 80% in the current quarter compared to the corresponding period in the prior year primarily due to the substantial
reduction in our investment balances as a result of our acquisitions of AEG, R2 and Suros during fiscal 2006.

Interest and Other Income (Expense), net.

Three Months Ended
ChangeDecember 30, 2006 December 24, 2005

Amount Amount Amount %
Interest and Other Income (Expense), net $ (842) $ (35) $ (807) (2,306%)

In fiscal 2007, these expenses consisted primarily of the interest costs on the unsecured revolving line of credit entered into on July 24, 2006
(and amended on September 25, 2006) of $725,000 as well as interest costs on notes payable assumed with the acquisition of AEG in the amount
of $166,000. These interest costs were partially offset by foreign currency transaction gains of $103,000. In fiscal 2006, these expenses consisted
primarily of interest expense of $16,000 and foreign currency transaction losses of $19,000. To the extent that foreign currency exchange rates
fluctuate in the future, we may be exposed to continued financial risk. Although we have established certain debt agreements denominated in the
foreign currency, the euro, in which certain of our subsidiaries currently conduct business to minimize this risk, we cannot assure that we will be
successful or can fully hedge our outstanding exposure. In connection with our recent acquisitions we assumed certain debt as a result of the
AEG acquisition of which approximately $7.1 million remains outstanding as of December 30, 2006 and we borrowed $65 million, of which $40
million was outstanding as of December 30, 2006, under our unsecured revolving line of credit for the Suros acquisition. As a result, we
anticipate that our interest expense will remain higher during fiscal 2007 as compared to fiscal 2006.

Provision for Income Taxes.

Three Months Ended
ChangeDecember 30, 2006December 24, 2005

Amount Amount Amount %
Provision for Income Taxes $ 9,850 $ 3,350 $ 6,500 194%

We account for income taxes under SFAS No. 109, Accounting for Income Taxes. This statement requires that we recognize a current tax
liability or asset for current taxes payable or refundable and a deferred tax liability or asset for the estimated future tax effects of temporary
differences and carry forwards to the extent they are realizable. We record a valuation allowance to reduce our deferred tax assets to the amount
that is more likely than not to be realized. While we have considered future taxable income and ongoing prudent and feasible tax planning
strategies in assessing the need for the valuation allowance, in the event we were to determine that we would be able to realize our deferred tax
assets in the future in excess of the net recorded amount, an adjustment to the deferred tax asset would increase income in the period such
determination was made. Likewise, should we determine that we would not be able to realize all or part of our net deferred tax asset in the
future, an adjustment to the deferred tax asset would be charged to income in the period such determination was made. Our effective tax rate was
38% and 37% of pre-tax earnings in the first quarter of fiscal 2007 and 2006, respectively. In the current quarter, our net deferred tax liability
increased by approximately $900,000 primarily due to the utilization of NOL carryforwards in the current period.
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We report our business as three segments: mammography/breast care, osteoporosis assessment and other. The accounting policies of the
segments are the same as those described in the footnotes to the accompanying consolidated
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financial statements included in our 2006 Annual Report on Form 10-K. We measure segment performance based on total revenues and
operating income or loss. Revenues from product sales of each of these segments are described in further detail above. The discussion that
follows is a summary analysis of total revenues and the primary changes in operating income or loss by segment.

Mammography/Breast Care.

Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Total

Segment

Revenue Amount

% of Total

Segment

Revenue Amount %
Total Revenues $ 125,403 100% $ 62,781 100% $ 62,622 100%

Operating Income $ 23,932 19% $ 4,989 8% $ 18,943 380%

Mammography/breast care revenues increased primarily due to the $55.2 million increase in product sales discussed above and a $7.4 million
increase in service revenues related to the increased number of systems in our installed base. Operating income for this business segment
increased primarily due to the increased revenues. Our gross margin in this business segment was 49% in the current quarter compared to 41% in
the comparable quarter of the prior year. In the current quarter our gross margins improved from the increase in product revenues of our more
profitable Selenia systems versus our analog mammography systems and to a lesser extent, lower cost associated with sales of digital CAD as a
result of the acquisition of R2. In addition, higher total revenues including higher Selenia sales have allowed for the greater absorption of
manufacturing costs. In general, we expect improved gross margins in fiscal 2007 from the shift in product revenues to our more profitable
Selenia full field digital mammography systems from our analog mammography systems as well as from a full year of R2 and Suros product
sales. Operating expenses for this business segment increased 81% in the current quarter primarily due to increased operating expenses in
support of our growing Selenia business and as a result of the Suros acquisition and to a lesser extent the R2 acquisition. Also contributing to the
increase was an increase in intangible amortization of $3.5 million in the current period as well as an increase in stock-based compensation of
$790,000. The first quarter of fiscal 2006 also included a $4.2 million charge for in-process research and development.

Osteoporosis Assessment.

Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Total

Segment

Revenue Amount

% of Total

Segment

Revenue Amount %
Total Revenues $ 17,703 100% $ 20,020 100% $ (2,317) (12)%

Operating Income $ 2,890 16% $ 3,005 15% $ (114) (4)%

Osteoporosis assessment revenues decreased in the current quarter compared to the corresponding period in the prior year primarily due to the
$2.2 million decrease in product sales discussed above. Operating income for osteoporosis assessment decreased primarily from the decrease in
product sales partially offset by a decrease in operating expenses. Our gross margin in this business segment was 46% in both the current quarter
and the comparable quarter of the prior year. Operating income also benefited from lower overhead absorption as there was a higher allocation
of overhead this quarter to the mammography/ breast care business segment reflecting the recent acquisitions and higher growth of that segment.

Other.
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Three Months Ended

Change
December 30, 2006 December 24, 2005

Amount

% of Total

Segment

Revenue Amount

% of Total

Segment

Revenue Amount %
Total Revenues $ 20,106 100% $ 5,155 100% $ 14,951 290%

Operating Income (Loss) $ (305) (2)% $ (188) (4)% $ (118) 63%

Revenues for this business segment, which includes the AEG photoconductor business, mini C-arm business, domestic distribution of a third
party extremity MRI system, the digital general radiography business and the conventional general
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radiography service business, increased primarily due to the incremental revenues of $12.2 million as a result of the AEG acquisition in the third
quarter of fiscal 2006. Also contributing to the increase was $2.0 million of MRI extremity system sales and a $1.0 million increase mini C-arm
sales. The decrease in operating income was primarily due to insufficient revenue volume for the third party extremity MRI systems to cover
certain fixed costs.

Liquidity and Capital Resources

At December 30, 2006 we had approximately $134.7 million of working capital. At that date our cash and cash equivalents totaled $37.3
million. Our cash and cash equivalents balance increased approximately $7.4 million during the first quarter of fiscal 2007 primarily due to cash
provided by operating activities partially offset by cash used to repay amounts outstanding under our line of credit and cash used for purchases
of property and equipment.

Our operating activities provided us with $31.1 million of cash, which included net income of $16.1 million for the first quarter of fiscal 2007
increased by non-cash charges, depreciation and amortization of an aggregate $8.2 million, and stock-based compensation expense of $1.5
million, which were partially offset by the $2.2 million tax benefit related to the exercise of non-qualified stock options. Cash provided by
operations due to changes in our current assets and liabilities included an increase in accrued expenses of $5.7 million, an increase in accounts
payable of $2.9 million and a decrease in accounts receivable of $1.1 million. The cash provided by these changes in our current assets and
liabilities was partially offset by an increase in inventories of $4.6 million. The increase in inventory was to support the increased sales volume,
especially for digital mammography. The increase in accrued expenses is primarily the result of deferred compensation payable under our SERP.
The increase in accounts payable was primarily due to the timing of payments and increased purchases to support our increasing revenues,
especially in digital mammography.

In the first quarter of fiscal 2007, we used approximately $10.1 million of cash in investing activities. This use of cash was primarily attributable
to the use of $5.9 million for purchases of property and equipment, which consisted primarily of manufacturing equipment, research and
development test equipment, demonstration equipment and computer hardware. To a lesser extent, other assets increased $4.2 primarily due to
cash used to purchase certain life insurance contracts to fund future payments under our SERP.

In the first quarter of fiscal 2007, financing activities used $13.3 million of cash due to the $15.0 million of repayments under our bank line of
credit and $1.4 million of repayments on certain notes payable assumed with the acquisition of AEG. These cash uses were partially offset by
the tax benefit related to the exercise of non-qualified stock options of $2.2 million and $900,000 of cash from the exercise of stock options.

As a result of the acquisition of AEG, we assumed certain of AEG�s existing debt aggregating $7.1 million as of December 30, 2006. The terms
of the agreements have various maturities ranging from June 30, 2007 through March 15, 2011. Interest rates are variable and at December 30,
2006 ranged from 5.2% to 7.9%. In connection with our acquisition of AEG we issued a total of 109,720 shares of our common stock. These
shares are subject to a contingent put option pursuant to which the holders have the option to resell the shares to us during a period of one year
following the completion of the acquisition if the closing price of our stock falls and remains below a threshold price. The repurchase price
would be the closing price of our common stock on the date of exercise. Our maximum aggregate obligation under these put options would be
approximately $4.1 million if the put option were exercised for all the shares covered by those options and the closing price of our shares on the
date of exercise equaled the maximum threshold price permitting the exercise of the option.

On July 27, 2006, we completed the acquisition of Suros Surgical Systems, Inc. with an initial aggregate purchase price of approximately $248
million paid in a combination of cash and in shares of our common stock. In addition, a cash earn-out will be payable in two annual cash
installments equal to the incremental revenue growth in Suros Surgical�s business in the two years following the closing.

On September 25, 2006, we entered into an amended and restated credit agreement with Bank of America, N.A., and the other lenders party
there to (BOA), providing for a $150 million senior unsecured revolving line of credit. At our option, revolving loans outstanding under the
credit agreement will bear interest at a rate equal to (a) Eurodollar Rate - the British Bankers Association London Inter-Bank Offered Rate for
dollar deposits (known as �LIBOR�) plus the applicable margin (as defined in the credit agreement, which margin ranges from 0.625% to 1.00%
depending on our consolidated leverage ratio) or (b) Base Rate - the higher of (i) the Bank of America prime rate and (ii) the Federal Funds rate
plus .50%. The credit agreement includes financial covenants requiring that we maintain, measured as of the end of each fiscal quarter, a
maximum consolidated leverage ratio of 2.50:1.00 and a minimum consolidated interest coverage ratio of 3.00:1.00. We were in compliance
with these covenants as of December 30, 2006. The credit agreement also contains events of default that permit the acceleration of the loans and
the termination of the credit agreement, including, but not limited to, payment defaults under the credit agreement and cross-default under
certain other indebtedness, the breach of certain covenants, the entry of material judgments, and the occurrence of bankruptcy, insolvency or
change of control events. As of December 30, 2006, there was
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$40 million outstanding under this credit agreement with applicable interest rates ranging from 6.0% to 6.2%. Borrowings under the credit
agreement were used to finance a portion of the Suros Surgical acquisition and for general corporate purposes. The credit agreement matures on
September 24, 2011. As of December 30, 2006, we had $110 million available for future borrowings. Prior to maturity, we may reborrow
amounts repaid for any permitted purpose.

The lease for our headquarters and manufacturing facility located in Bedford, Massachusetts and our Lorad manufacturing facility in Danbury,
Connecticut, has a term of 20 years, with four five-year renewal terms, which we may exercise at our option. The basic rent for the facilities is
$3.2 million per year, which is subject to adjustment for increases in the consumer price index. In addition, we are required to maintain the
facilities during the term of the lease and to pay all taxes, insurance, utilities and other costs associated with those facilities. Under the lease, we
make customary representations and warranties and agree to certain financial covenants and indemnities. In the event we default on the lease, the
landlord may terminate the lease, accelerate payments and collect liquidated damages. We were in compliance with all covenants as of
December 30, 2006.

We maintain an unsecured line of credit with a European bank for the equivalent of $3.0 million, which bears interest at the Europe Interbank
Offered Rate (3.66% at December 30, 2006) plus 1.5%. The borrowings under this line are primarily used by our European subsidiaries to settle
intercompany sales and are denominated in the respective local currencies of its European subsidiaries. The line of credit may be canceled by the
bank with 30 days notice. At December 30, 2006 there were no outstanding borrowings under this line.

The following table summarizes our contractual obligations and commitments as of December 30, 2006:

Payments Due by Period

Contractual Obligations Total
Less than
1 year 1-3 years 3-5 years

More than
5 years

(in thousands)
Operating Leases $ 65,343 $ 6,489 $ 12,085 $ 10,872 $ 35,897
Purchase Obligations (1) 36,244 19,210 17,034 �  �  
Long-Term Debt Obligations 7,131 1,283 2,020 3,828 �  

Total Contractual Obligations $ 108,718 $ 26,982 $ 31,139 $ 14,700 $ 35,897

(1) Approximately $32.1 million of the purchase obligations relates to an exclusive distribution and service agreement in the United States
under which we will sell and service a line of extremity MRI systems. Pursuant to the terms of this contract, we have certain minimum
inventory purchase obligations for the initial term and are subject to renegotiation after the first eighteen month period in the event of any
unforeseen changes in the market dynamics.

We also have outstanding two interest rate swap contracts that mature in 2010 and 9 forward foreign currency exchange agreements that mature
in less than a year. Currently, these derivative instruments are in a net gain position, which is of an immaterial nature.

The amounts above do not include any amounts that may be payable to AEG and Suros for earn outs over the next two fiscal years. Except as set
forth above and potential earn-outs for AEG and Suros, we do not have any other significant capital commitments. We are working on several
projects, with an emphasis on digital mammography. In addition, we expect to continue to review and evaluate potential acquisitions of
businesses, products or technologies, and strategic alliances that we believe will complement our current or future business. Subject to the risk
factors set forth in our most recent Annual Report on Form 10-K and the general disclaimers set forth in our Cautionary Note at the outset of this
Report, we believe that cash flow from operations and cash available from our bank line of credit will provide us with sufficient funds in order to
fund our expected operations over the next twelve months.

The expected timing of payment and amounts of the obligations discussed above are estimated based on current information.

Item 3. Quantitative and Qualitative Disclosure About Market Risk.
Financial Instruments, Other Financial Instruments, and Derivative Commodity Instruments. SFAS No. 107, Disclosure of Fair Value of
Financial Instruments, requires disclosure about fair value of financial instruments. Financial instruments consist of cash equivalents, short and
long-term investments, accounts receivable, and debt obligations. The fair value of these financial instruments approximates their carrying
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Primary Market Risk Exposures. Our primary market risk exposures are in the areas of interest rate risk and foreign currency exchange rate risk.
We incur interest expense on borrowings outstanding under our credit agreement with BOA and on the debt assumed as a result of our
acquisition of AEG. At our option, revolving loans outstanding under the credit agreement will bear interest at a rate equal to (a) Eurodollar Rate
- the British Bankers Association London Inter-Bank Offered Rate for dollar deposits (known as �LIBOR�) plus the applicable margin (as defined
in the credit agreement, which margin ranges from 0.625% to 1.00% depending on our consolidated leverage ratio) or (b) Base Rate - the higher
of (i) the Bank of America prime rate and (ii) the Federal Funds rate plus .50%. The terms of the AEG debt agreements have various maturities
ranging from June 30, 2007 through March 15, 2011. Interest rates are variable and at December 30, 2006 ranged from 5.2% to 7.9%. We may
also incur interest expense on loans made under a European line of credit that accrues interest at the Europe Interbank Offered Rate plus 1.50%
to 2.25%, as defined. At December 30, 2006, there were no amounts outstanding under the European line of credit.

We have interest rate swap contracts in place totaling 6 million Euros and $7.6 million U.S. dollars where we pay at a fixed rate and receive at a
floating rate. Fixed rates range from 2.85% to 3.75% and the floating rates range from 2.1% to 3.66%. Maturity dates coincide with those of the
outstanding hedge debt agreements, thus having various maturities ranging from November 2007 through December 2010.

Investments in both fixed rate and floating rate interest earning instruments carry a degree of interest rate risk. Fixed rate securities may have
their fair market value adversely impacted due to a rise in interest rates, while floating rate securities may produce less income than expected if
interest rates fall. Due in part to these factors, our future investment income may fall short of expectation due to changes in interest rates or we
may suffer losses in principal if forced to sell securities that experience a decline in market value due to changes in interest rates. A hypothetical
10% increase or decrease in interest rates, however, would not have a material adverse effect on our financial condition. Interest income on our
investment is recorded as a component of Other Income in our accompanying Consolidated Statements of Income.

Foreign Currency Exchange Risk. Internationally, we currently operate in Belgium, France, Germany, China and Canada. Our international
business is subject to risks, including, but not limited to: unique economic conditions, changes in political climate, differing tax structures, other
regulations and restrictions, and foreign exchange rate volatility. Accordingly, our future results could be materially adversely impacted by
changes in these or other factors.

Substantially all of our sales outside the United States are conducted in U.S. dollar denominated transactions. We operate international
subsidiaries that incur expenses denominated in local currencies. However, we believe that these operating expenses of our international
subsidiaries that are incurred in local currencies will not have a material adverse effect on our business, results of operations or financial
condition. Expenses to service our contracts are incurred both by our international/foreign subsidiaries in the local currency and by the parent
company in U.S. dollars. As such, our operating results and certain assets and liabilities that are denominated in the foreign currencies are
affected by changes in the relative strength of the U.S. dollar against the Euro. Our expenses are positively affected when the United States
dollar strengthens against these currencies and adversely affected when the United States dollar weakens against these currencies. However,
based on the level of operating expenses, we believe that the foreign currency exchange risk is not significant. During the three months ended
December 30, 2006 and December 24, 2005 we incurred foreign currency exchange gains (losses) of $103,000 and $(19,000), respectively.

We occasionally use forward foreign exchange contracts to mitigate our foreign currency exchange rate exposures related to our foreign
currency denominated assets and liabilities, and more specifically, to hedge, on a net basis, the foreign currency exposure of a portion of our
German sales denominated in the U.S. dollar. The terms of these forward contracts are of a short-term nature (6-12 months). At December 30,
2006, we had $3.0 million outstanding forward foreign exchange contracts to exchange U.S. dollars for Euros. The forward foreign exchange
contracts have various maturity dates through the second quarter of fiscal 2007 and had a book value that approximated fair value.

The market risk associated with the forward foreign exchange contracts resulting from currency exchange rate or interest rate movements is
expected to mitigate the market risk of the underlying assets being hedged. A hypothetical 10% movement in the foreign currency exchange rate
between U.S. dollars and Euros would not have a material adverse effect on our financial condition. We do not use forward contracts for trading
or speculative purposes.
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Item 4. Controls and Procedures.
We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our Securities Exchange
Act reports is recorded, processed, summarized and reported within the time periods specified in the SEC�s 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. In designing and evaluating the disclosure controls and procedures,
management recognized that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives, as ours are designed to do, and management necessarily was required to apply its judgment in
evaluating the cost-benefit relationship of possible controls and procedures.

As of December 30, 2006, we carried out an evaluation, under the supervision and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures, as
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934. Based upon that evaluation, our Chief Executive Officer
and Chief Financial Officer concluded that our disclosure controls and procedures are effective in enabling us to record, process, summarize and
report information required to be included in our periodic SEC filings within the required time period.

As a result of our acquisitions during fiscal 2006 we have begun to integrate certain business processes and systems of the acquired entities.
Accordingly, certain changes have been made and will continue to be made to our internal controls over financial reporting until such time as
these integrations are complete. There have been no other changes in our internal control over financial reporting that occurred during the period
covered by this report that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

HOLOGIC, INC. AND SUBSIDIARIES

Item 1. Legal Proceedings.
No material developments.

Item 1A. Risk Factors
There are no material changes from risk factors as previously disclosed in our Annual Report on Form 10-K for our fiscal year ended
September 30, 2006.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
None.

Item 3. Defaults Upon Senior Securities.
None.

Item 4. Submission of Matters to a Vote of Security Holders.
None

Item 5. Other Information.
None.

Item 6. Exhibits
(a) Exhibits :

Exhibit

Number Reference
31.1 Certification of Hologic�s CEO pursuant to Item 601(b)(31) of Regulation S-K, as adopted pursuant to

Section 302 of the Sarbanes-Oxley Act of 2002 filed herewith

31.2 Certification of Hologic�s CFO pursuant to Item 601(b)(31) of Regulation S-K, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002 filed herewith

32.1 Certification of Hologic�s CEO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 filed herewith
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32.2 Certification of Hologic�s CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 filed herewith
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HOLOGIC, INC. AND SUBSIDIARIES

SIGNATURE S

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.

Hologic, Inc.
(Registrant)

February 8, 2007 /s/ JOHN W. CUMMING

Date John W. Cumming
Chairman and Chief Executive Officer

February 8, 2007 /s/ GLENN P. MUIR

Date Glenn P. Muir
Executive Vice President, Finance and Treasurer

(Principal Financial Officer)
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