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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Option Care, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

(in thousands, except per share amounts)

September 30, 2005

December 31, 2004

(Unaudited) (Note 1)
Assets
Current assets:
Cash and cash equivalents 10,107 $ 19,816
Short-term investments 53,644 75,370
Accounts receivable, net 73,744 69,930
Inventory 11,917 13,191
Deferred income tax benefit 2,894 3,098
Other current assets 8,995 5,459
Total current assets 161,301 186,864
Equipment and other fixed assets, net 18,677 13,709
Goodwill, net 106,507 65,356
Other assets 5,401 3,918
Total assets 291,886 $ 269,847
Liabilities and stockholders equity
Current liabilities:
Trade accounts payable 18,204 $ 21,819
Current portion of long-term debt 47 19
Other current liabilities 7,015 6,573
Total current liabilities 25,266 28,411
Long-term debt, less current portion 86,319 86,306
Deferred income tax liability 8,645 7,468
Other liabilities 600 551
Minority interest 634 548
Total liabilities 121,464 123,284
Stockholders equity:
Common stock, $.01 par value per share, 60,000 shares authorized, 32,708 and
32,183 shares issued and outstanding at September 30, 2005 and December 31,
2004, respectively 327 322
Common stock to be issued, 228 and 171 shares at September 30, 2005 and
December 31, 2004, respectively 1,831 1,085
Additional paid-in capital 112,326 108,062
Retained earnings 55,938 41,612
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Less treasury stock, at cost, 474 shares at December 31, 2004 (4,518)
Total stockholders equity 170,422 146,563
Total liabilities and stockholders equity $ 291,886 $ 269,847

See notes to condensed consolidated financial statements
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Option Care, Inc. and Subsidiaries
Condensed Consolidated Statements of Income
(Unaudited)

(in thousands, except per share amounts)

Three months ended

September 30,

2005 2004
Revenue:
Specialty pharmacy services $ 67,239 $ 57,752 $
Infusion and related healthcare services 51,178 39,405
Other 3,476 2,794
Total revenue 121,893 99,951
Cost of revenue:
Cost of goods sold 71,680 59,153
Cost of services provided 13,688 10,870
Total cost of revenue 85,368 70,023
Gross profit 36,525 29,928
Selling, general and administrative expenses 24,689 19,787
Provision for doubtful accounts 2,248 1,601
Depreciation and amortization 915 724
Total operating expenses 27,852 22,112
Operating income 8,673 7,816
Interest income, net 108 54
Other income (expense), net (73) (154)
Income before income taxes 8,708 7,716
Income tax provision 3,348 3,086
Net income $ 5,360 $ 4,630 $
Net income per common share:
Basic $ 0.16 $ 014 $
Diluted $ 0.16 $ 014 $
Shares used in computing net income per share:
Basic 32,771 32,187
Diluted 34,566 33,075
Cash dividends per share $ 0.0200 $ 0.0133 $

See notes to condensed consolidated financial statements

Nine months ended
September 30,

2005

209,736 $
141,716
10,687
362,139
219,122
38,269
257,391
104,748
69,739
6,727
2,668
79,134
25,614
258
(20)

25,852
9,798

16,054 $

0.49 $

0.47 $
32,496
34,163

0.0533 $

2004

181,091
111,801
8,859
301,751
181,958
32,130
214,088
87,663
58,236
4,622
1,974
64,832
22,831
89
(233)

22,687
9,071

13,616

0.43
0.42
31,920
32,667

0.0267
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Option Care, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(Unaudited)

(in thousands)

Nine Months Ended
September 30,
2005 2004
Cash flows from operating activities:
Net income $ 16,054 $ 13,616
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 4,607 3,542
Provision for doubtful accounts 6,727 4,622
Deferred income taxes 1,244 1,719
Income tax benefit from exercise of stock options 1,973 1,318
Changes in assets and liabilities, net of acquisitions:
Accounts and notes receivable (8,450) (3,746)
Inventory 2,974 1,860
Accounts payable (4,971) (2.414)
Income taxes receivable/payable (273) 3,243
Change in other assets and liabilities (1,995) (3,640)
Net cash provided by operating activities 17,890 20,120
Cash flows from investing activities:
Purchases of short-term investments (170,840)
Sales of short-term investments 192,566
Purchases of equipment and other, net (7,094) (4,147)
Payments for acquisitions, net of cash acquired (46,367) (3,130)
Net cash used in investing activities (31,735) (7,277)
Cash flows from financing activities:
Increase in financing costs (166)
Payments on capital leases and other debt 30) (393)
Proceeds from issuance of stock 6,060 3,088
Payments of cash dividends to common shareholders (1,728) (855)
Payments for purchase of treasury stock (944)
Net cash provided by financing activities 4,136 896
Net increase (decrease) in cash and cash equivalents (9,709) 13,739
Cash and cash equivalents, beginning of period 19,816 3,961
Cash and cash equivalents, end of period $ 10,107 $ 17,700

See notes to condensed consolidated financial statements
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Option Care, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
September 30, 2005

(Unaudited)

1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States for interim financial information and with the instructions to Form 10-Q and Article 10 of

Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting principles generally accepted in
the United States for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation have been included. Operating results for the three and nine months ended September 30, 2005 are
not necessarily indicative of the results that may be expected for the year ending December 31, 2005.

The balance sheet at December 31, 2004 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by accounting principles generally accepted in the United States for complete financial statements.

We completed a 3-for-2 split of our common stock on March 31, 2005 for shareholders of record as of March 17, 2005. All share and per share
amounts in this Quarterly Report on Form 10-Q have been adjusted to reflect the pro forma effects of this stock split.

For further information, refer to the consolidated financial statements and footnotes thereto included in Option Care s Annual Report on
Form 10-K for the year ended December 31, 2004.

2. Long-Term Debt

On November 2, 2004, we completed a $75 million offering of 2.25% convertible senior notes due 2024 in a private placement to qualified
institutional buyers. The initial purchasers were granted the option to purchase up to an additional $11.3 million principal amount of notes and
exercised this option in full on November 9, 2004. We filed a Registration Statement on Form S-3 with the Securities and Exchange
Commission on January 24, 2005 registering the notes and the common stock issuable upon conversion of the notes for resale to the public.

The convertible notes are senior unsecured obligations of Option Care and will be convertible into cash and, if applicable, shares of our common
stock based on an initial conversion rate of 55.5278 shares per $1,000 principal amount of notes, which represents an initial conversion price of
$18.01 per share, subject to adjustment in certain circumstances. The conversion rate and conversion price were subsequently adjusted to
83.3763 and $11.99 per share, respectively, pursuant to the terms of the notes as a result of our 3-for-2 common stock split on March 31, 2005
and $0.02 per share dividends paid on June 10, 2005 and September 2, 2005. Note holders may convert their notes into cash and, if applicable,

10
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shares of our common stock prior to the stated maturity only under the following circumstances: (1) during any calendar quarter beginning after
December 31, 2004, if the closing sale price of our common stock for each of 20 or more consecutive trading days in a period of 30 consecutive
trading days ending on the last trading day of the immediately preceding calendar quarter exceeds 120% of the conversion price in effect on the
last trading day of the immediately preceding calendar quarter; (2) during the five business day period after any five consecutive trading day
period in which the average trading price per $1,000 principal amount of notes was equal to or less than 97% of the average conversion value of
the notes during the note measurement period; (3) upon the occurrence of specified corporate transactions; or (4) if we have called the notes for
redemption. As of September 30, 2005, no triggering event has occurred that would result in the potential conversion of our notes. In general,
upon conversion, the holder of each note will receive the conversion value of the note payable in cash, up to the principal amount of the note,
and common stock for the notes conversion value in excess of such principal amount (plus an additional cash payout in lieu of fractional
shares). If the notes are surrendered for conversion in connection with certain fundamental changes that occur before November 1, 2009,
holders will in certain circumstances also receive a make-whole premium in addition to the cash and shares that holders are otherwise entitled to
receive upon conversion. The convertible senior notes will mature on November 1, 2024 and will not be redeemable by us prior to November 1,
2009. Holders of the convertible notes may require us to repurchase all or a portion of the convertible notes for cash on November 1, 2009,
2014 and 2019. Interest will be paid at 2.25% per annum, payable semi-annually in arrears on May 1 and November 1 of each year to the
holders of record at the close of business on the preceding April 15 and October 15, respectively. The notes are senior unsecured obligations and
will rank equally with all of our existing and future senior unsecured indebtedness.

11
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3. Earnings Per Share Data

The following table sets forth the computation of basic and diluted earnings per share for the periods indicated. All share and per share amounts
reflect the 3-for-2 stock split effective March 31, 2005 for shareholders of record on March 17, 2005. (in thousands, except per share amounts):

Three months ended Nine months ended
September 30, September 30,
2005 2004 2005 2004
Basic:
Net income $ 5,360 $ 4,630 $ 16,054 $ 13,616
Average shares outstanding 32,771 32,187 32,496 31,920
Basic earnings per share $ 0.16 $ 0.14 $ 0.49 $ 0.43
Diluted:
Net income $ 5,360 $ 4,630 $ 16,054 $ 13,616
Average shares outstanding 32,771 32,187 32,496 31,920
Net effect of dilutive stock options Based on
the treasury stock method 960 888 1,002 747
Net dilutive effect of contingently convertible
debt 835 665
Total diluted shares 34,566 33,075 34,163 32,667
Diluted earnings per share $ 0.16 $ 0.14 $ 0.47 $ 0.42
4. Operating Segments

We have one identifiable business segment, with three service lines: specialty pharmacy services; infusion and related healthcare services; and
other.

Specialty pharmacy services involve the distribution of injectible and infused pharmaceuticals to treat a
wide range of chronic health conditions. The pharmaceuticals can be directly distributed to the patient s home or to
their physician s office for in-office administration. These pharmaceuticals may require refrigeration during shipping
as well as special handling to prevent potency degradation. Patients receiving treatment usually require special
counseling and education regarding their condition and treatment program.

Infusion and related healthcare services primarily involve the intravenous administration of medications at
the patient s home or other non-hospital sites such as one of our infusion suites. Infusion pharmacy services treat a
wide range of acute and chronic health conditions, including infections, dehydration, cancer, pain and nutritional
deficiencies. All of our company-owned pharmacies provide infusion pharmacy services. Some of these pharmacies

12
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also provide related healthcare services, such as home health nursing, home hospice services, respiratory therapy
services and durable medical equipment.

Other revenue consists of royalties and other fees generated from our franchised pharmacy network,
software licensing and support revenue generated by our subsidiary, Management by Information, Inc. ( MBI ) and
other miscellaneous revenue.

5. Significant Customers and Concentration of Credit Risk

We generate the majority of our revenue from managed care contracts and other agreements with commercial third party payors by providing
health care services to their members. Our principal managed care contract is with Blue Cross and Blue Shield of Florida, to whose members we
provide infusion pharmacy services and specialty pharmacy services. The contract may be terminated by either party on 90 days notice and,
unless terminated, renews annually each September for an additional one-year term. We also generate revenue from government healthcare
programs such as Medicare and Medicaid.

13
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The following table sets forth information regarding revenue and accounts receivable related to our most significant payors as of the dates and

for the periods presented:

Revenue
Three months ended Nine months ended Accounts Receivable
September 30, September 30, September 30, December 31,

2005 2004 2005 2004 2005 2004
Blue Cross and Blue Shield of
Florida 14% 17% 14% 16% 8% 7%
Medicare & Medicaid 15% 17% 17% 19% 21% 18%
All other payors (1) 71% 66% 69% 65% 71% 75%
Total 100% 100% 100% 100% 100% 100%
(1) No other payor represents 10% or more of our revenue or accounts receivable as of the dates and for the
periods presented.
6. Seasonal Revenue Trends

Synagis®, one of the specialty pharmaceuticals that we provide to patients, is seasonal. Synagis® is a drug used for the prevention of
respiratory synctial virus (RSV) in high-risk pediatric patients. RSV infection is a seasonal condition, with the season generally lasting from

October through April.

Option Care s quarterly Synagis® revenue for the year 2004 and the first three quarters of 2005 was as follows (amounts in thousands):

Quarter ended March 31, 2004 $
Quarter ended June 30, 2004

Quarter ended September 30, 2004

Quarter ended December 31, 2004

Fiscal year 2004 $

Quarter ended March 31, 2005 $

Quarter ended June 30, 2005
Quarter ended September 30, 2005

7. Acquisitions

Synagis® revenue

% of Total
Revenue

14,251 13.8%
3,955 4.0%
571 0.6%
9,455 8.4%
28,232 6.8%
15,536 12.9%
4,492 3.8%
862 0.7%
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During the quarter ended September 30, 2005, we completed two acquisitions of home infusion pharmacy businesses. We acquired the assets of
the home infusion business of Northwestern Memorial Hospital in Chicago and the assets of our franchise operating in Las Vegas and
surrounding areas. These acquisitions further our goal of expanding our national presence of company-owned infusion pharmacies. We used
$20.2 million in cash upon closing these transactions and may owe up to $7.4 million in additional consideration in 2006, contingent upon the
financial performance of the acquired businesses. We anticipate that any additional consideration will be recorded as goodwill. Concurrent with
our payment of the purchase price for the Las Vegas franchise, we recorded a gain of approximately $500,000 on the early termination and
settlement of their pre-existing franchise agreement. The results of operations of these businesses have been consolidated as of their acquisition
dates. We recorded $18.5 million in goodwill from these transactions, all of which we anticipate will be deductible for income tax purposes. In
addition to the two acquisitions completed in the quarter ended September 30, 2005, we paid additional consideration of $300,000 related to one
of our 2004 acquisitions.

We completed two acquisitions of home infusion pharmacies in the quarter ended March 31, 2005 and three during the quarter ended June 30,
2005. Of these five acquisitions, two were of current franchisees, one was a former franchisee and the other two were independent home
infusion providers. Each acquisition was in support of our goal of expanding the size and geographical coverage of our business, and the results
of operations of each was consolidated as of the effect date of its acquisition. We used cash of $7.1 million in the quarter ended March 31, 2005
and $18.7 million in the quarter ended June 30, 2005 to complete these acquisitions and recorded goodwill of $6.6 million and $13.3 million in
each respective quarter, all of which is expected to be deductible for income tax purposes.

15
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The following table sets forth the allocation of purchase price, in aggregate, for the acquisitions we completed in the quarter and nine months
ended September 30, 2005. This allocation includes approximately $300,000 in additional consideration paid during the quarter and nine
months ended September 30, 2005 related to prior year acquisitions. For certain of our acquisitions, the allocation of purchase price is tentative

and subject to adjustment based on final valuation of the acquired assets (amounts in thousands):

Purchase Price:

Three months ended
September 30, 2005

Nine months ended
September 30, 2005

Paid in cash at closing (1) 20,199 $ 46,367
Payable in shares of Option Care common stock 1,500
Liabilities assumed (2) 1,913
20,199 $ 49,780
Allocation of Purchase Price:
Goodwill 18,496 $ 41,152
Accounts receivable 4,604
Inventory 741 1,700
Other tangible assets 841 1,729
Other intangible assets 121 595
Total purchase price 20,199 $ 49,780

(1) The actual cash paid at closing for acquisitions completed in the quarter ended September 30, 2005 was $19,693,
which was net of franchise termination fees valued at $506.

(2) Liabilities assumed includes estimated additional consideration payable in future periods.

8. Franchise-related Revenue

Our franchise-related revenue includes: (1) royalties; (2) vendor rebates and administration fees; and (3) franchise settlements and related fees.
Our franchise-related revenue has fluctuated and may continue to fluctuate over time, primarily as a result of franchise acquisitions and
terminations. During the quarter and nine months ended September 30, 2005, we recorded $500,000 and $3.0 million in franchise settlement
revenue, respectively, compared to $100,000 and $1.1 million in the corresponding prior year periods. The current year settlement revenue
primarily related to settling the future royalty obligations of franchisees we acquired during the year, with the settlement gain equaling the
present value of the excess of the estimated future royalties receivable under the terminated franchise agreement over current market rates. The
prior year settlement revenue was primarily related to our settlement with a franchisee that terminated its franchise agreement early and left our
network.

The following table sets forth our franchise-related revenue for the periods indicated (amounts in thousands):

Nine months ended
September 30,

Three months ended
September 30,
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2005 2004 2005 2004

Franchise-related Revenue:

Royalties $ 1,775 $ 2,121 $ 5,690 $ 6,198
Vendor rebates and

administration fees 113 249 302 536
Franchise settlements and

related fees 506 100 2,997 1,136
Total franchise-related

revenue $ 2,393 $ 2,470 $ 8,989 $ 7,870

9, Stock-based Compensation

Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, as amended by Statement of Financial
Accounting Standards No. 148, Accounting for Stock-Based Compensation Transition and Disclosure, encouraged, but did not require,
companies to record compensation cost for stock-based compensation plans at fair value. We have chosen to account for stock-based
compensation using the intrinsic value method prescribed in Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, and related interpretations. Accordingly, compensation expense for stock options is measured as the excess, if any, of the quoted
market price of our common stock at the date of grant over the amount an employee must pay to acquire the stock. We grant options at fair
market value and therefore recognize no compensation expense when options are granted. Likewise, our Employee Stock Purchase Plan was
structured to qualify under Section 423 of the Internal Revenue Code. Therefore, no compensation expense is recognized from employees
purchase of shares under this plan.

17
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The following table sets forth our net income and net income per common share for the three and nine months ended September 30, 2005 and
2004, had compensation cost for our stock-based compensation plan been determined based on FASB Statement No. 123. All share and per
share amounts in the following table have been adjusted to reflect the pro forma effects of the 3-for-2 split of our common stock that became
effective March 31, 2005 for shareholders of record on March 17, 2005 (in thousands, except per share amounts):

Three months ended

Nine months ended

September 30, September 30,

2005 2004
Net income:
As reported $ 5,360 $ 4,630 $ 16,054 $ 13,616
Deduct: Total stock-based employee
compensation expense determined
under the fair value based method for
the following awards, net of related
tax effects:
Stock option grants (191) (350) (653) (1,049)
Employee stock purchase plan
withholdings (65) (42) (174) (110)
Pro forma $ 5,105 $ 4,238 $ 15,228 $ 12,457
Net income per common share basic:
As reported $ 0.16 $ 0.14 $ 0.49 $ 0.43
Pro forma $ 0.16 $ 0.13 $ 0.47 $ 0.39
Net income per common
share diluted:
As reported $ 0.16 $ 0.14 $ 0.47 $ 0.42
Pro forma $ 0.15 $ 0.13 $ 0.45 $ 0.38

The fair value of options granted under our stock option plan during the three and nine months ended September 30, 2005 and 2004 was
estimated on the date of grant using the Black-Scholes option pricing model with the following assumptions (as pro forma adjusted for our

3-for2 stock split on March 31, 2005):

Three months ended

Nine months ended

September 30, September 30,

2005 2004
Annual dividend yield per share $ 0.08 $ 005 $ 0.08 $ 0.05
Expected volatility 30% 40% 32% 40%
Weighted average risk-free interest
rate 4.08% 3.05% 3.77% 2.88%
Expected grant life (years) 4.0 4.0 4.0 4.0
Weighted average per share fair
value of options granted $ 3.77 $ 580 $ 3.93 $ 4.43

10. Recently Issued Accounting Pronouncement

On December 16, 2004, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards (SFAS) No. 123(R),
Share-Based Payment, which will change the way we account for employee stock options in future periods. SFAS No. 123(R), which is a
revision to SFAS No. 123, Accounting for Stock-Based Compensation, supersedes APB Opinion No. 25, Accounting for Stock Issued to
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Employees, and amends SFAS No. 95, Statement of Cash Flows. Generally, the approach in SFAS No. 123(R) is similar to the approach
described in SFAS No. 123, but with certain enhancements to improve the accuracy of fair value estimates. However, SFAS 123(R) requires all
share-based payments to employees, including grants of employee stock options, to be recognized in the income statement based on their fair
values. Pro forma disclosure is no longer an alternative.

SFAS No. 123(R) permits public companies to adopt its requirements using one of two methods:

A modified prospective method in which compensation cost is recognized beginning with the effective date
(a) based on the requirements of Statement 123(R) for all share-based payments granted after the effective date and
(b) based on the requirements of SFAS No. 123 for all awards granted to employees prior to the effective date of
Statement 123(R) that remain unvested on the effective date.

A modified retrospective method which includes the requirements of the modified prospective method
described above, but also permits entities to restate based on the amounts previously recognized under SFAS No. 123
for purposes of pro forma disclosures either (a) all prior periods presented or (b) prior interim periods of the year of
adoption.

Initially, the SEC announced that SFAS No. 123(R) must be adopted in the first interim or annual period beginning after June 15, 2005.
Subsequently, on April 14, 2005, the SEC announced that calendar year-end companies will be allowed to delay implementation of the new
standard until their first interim period beginning after December 15, 2005. We will adopt SFAS No. 123(R) in our fiscal quarter ending
March 31, 2006. Adoption of SFAS No. 123(R) may materially affect our results of operations for periods following adoption, but will have no
effect on our financial condition.

10
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11.  Quarterly Dividends

Our Board of Directors initiated a quarterly dividend policy on May 11, 2004. During the quarter ended September 30, 2005, our Board of
Directors declared a $0.02 per share cash dividend paid on September 2, 2005 to shareholders of record as of August 19, 2005. During the nine
months ended September 30, 2005, we have paid cash dividends totaling $0.0533 per share. During the corresponding period in 2004, we paid
cash dividends totaling $0.0267 per share.

12. Subsequent Events

Effective October 1, 2005, we entered into a joint venture with Legacy Health Systems to operate an infusion pharmacy business in the Portland,
Oregon market. Concurrent with our entry into this joint venture, we also acquired the assets and ongoing operations of Legacy VNA s home
health agency business. Our initial combined cash investment in these businesses was $1.5 million. This joint venture and acquisition expand
our national presence to include the Portland, Oregon market.

Effective November 1, 2005, we entered into a joint venture with The University Home Care Services Corporation to operate an infusion
pharmacy business in Columbus, Ohio. Our existing infusion pharmacy business in that market is being merged into the joint venture. Our
initial investment into the joint venture was $1.3 million in cash, plus the inventory and other assets of our existing Columbus, Ohio pharmacy.
The objective of this joint venture is the expansion of revenue and improvement of our position in the Columbus, Ohio market.

Effective November 3, 2005, we sold the assets of our wholly-owned subsidiary, Management by Information, Inc. ( MBI ) to Definitive
Homecare Solutions, Ltd., which is the largest software provider in the home infusion industry. The sale price was $1.9 million.

13. Comprehensive Income

Net income was our only component of comprehensive income for the three and nine months ended September 30, 2005 and 2004.

Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

FORWARD LOOKING STATEMENTS

The following discussion should be read in conjunction with our Annual Report on Form 10-K for the year ended December 31, 2004. The
Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements. Certain information included in this
Quarterly Report on Form 10-Q and other materials filed or to be filed by us with the Securities and Exchange Commission (as well as
information included in oral statements or other written statements made or to be made by us) contain statements that are or will be
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forward-looking, such as statements relating to acquisitions and other business development activities, future capital expenditures and the effects
of future regulation and competition. Such forward-looking information involves important risks and uncertainties that could significantly affect
anticipated results in the future and, accordingly, such results may differ from those expressed in any forward-looking statements made by us, or
on our behalf. These risks and uncertainties include, but are not limited to, uncertainties affecting our businesses and our franchisees relating to
acquisitions and divestitures (including continuing obligations with respect to completed transactions), sales and renewals of franchises,
government and regulatory policies (including federal, state and local efforts to reform the delivery of and payment for healthcare services),
general economic conditions (including economic conditions affecting the healthcare industry in particular), the pricing and availability of
equipment and services, technological developments and changes in the competitive environment in which we operate. For a more
comprehensive description of risks applicable to our business, see Risk Factors in our Annual Report on Form 10-K for the year ended
December 31, 2004.

OVERVIEW

We provide specialty pharmacy services and infusion pharmacy and other related healthcare services to patients at home or at other alternate

sites such as infusion suites and physician s offices. We contract with managed care organizations and other third party payors who reimburse us
for the services we provide to their subscriber members. Our services are provided through our national network of company-owned and
independently-owned franchised pharmacies and our two central, high-volume drug distribution facilities.

We have three service lines: specialty pharmacy services, infusion and related healthcare services, and other. Specialty pharmacy services
involve the distribution of injectible and infused pharmaceuticals to treat a wide range of chronic health conditions. The pharmaceuticals can be
directly distributed to the patient s home or to their physician s office for in-office administration. Depending on therapy type, we may also
administer specialty pharmaceuticals to patients at our ambulatory infusion centers. These pharmaceuticals may require refrigeration during
shipping as well as special handling to prevent potency degradation. Patients receiving treatment usually require special counseling and
education regarding their condition and treatment program. Infusion and related services primarily involves the intravenous administration of
medications at the patient s home or other non-hospital site such as one of our infusion suites. Infusion pharmacy services treat a wide range of
acute and chronic health conditions, including
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infections, dehydration, cancer, pain and nutritional deficiencies. All of our company-owned pharmacies provide infusion therapies. Some of
these pharmacies also provide related healthcare services, such as home health nursing, home hospice services, respiratory therapy services and
durable medical equipment. Other revenue consists primarily of royalties and other fees generated from our franchised pharmacy network and
the software licensing and support revenue generated by our subsidiary, MBI, the assets of which were sold effective November 3, 2005.

Summarized information about revenues and gross profit for each of our service lines is provided in the following table (amounts in thousands):

REVENUE
Three months ended September 30, Nine months ended September 30,
2005 2004 2005 2004
% of % of % of % of
Revenue total Revenue total Revenue total Revenue total
Specialty pharmacy
services $ 67,239 552% $ 57,752 57.8% $ 209,736 579% $ 181,091 60.0%
Infusion and related
healthcare services 51,178 42.0% 39,405 39.4% 141,716 39.1% 111,801 37.1%
Other 3,476 2.8% 2,794 2.8% 10,687 3.0% 8,859 2.9%
Total revenue $ 121,893 100.0% $ 99,951 100.0% $ 362,139 100.0% $ 301,751 100.0%
GROSS PROFIT
Three months ended September 30, Nine months ended September 30,
2005 2004 2005 2004
Gross Gross Gross Gross
Gross profit Gross profit Gross profit Gross profit
Profit margin Profit margin Profit margin Profit margin
Specialty pharmacy
services $ 11,507 17.1% $ 10,092 17.5% $ 33,367 159% $ 30,676 16.9%
Infusion and related
healthcare services 21,653 42.3% 17,176 43.6% 61,006 43.0% 48,540 43.4%
Other 3,365 96.8% 2,660 95.2% 10,375 97.1% 8,447 95.4%
Total gross profit $ 36,525 30.0% $ 29,928 299% $ 104,748 289% $ 87,663 29.1%

The majority of our revenue is generated from managed care contracts and other agreements with commercial third party payors. Our principal
managed care contract is with Blue Cross/Blue Shield of Florida. For the three and nine months ended September 30, 2005, approximately 14%
of our revenue was generated from this contract compared to 17% and 16%, respectively, for the corresponding prior year periods. As of
September 30, 2005 and December 31, 2004, respectively, 8% and 7% of our accounts receivable were due from Blue Cross Blue Shield of
Florida. The contract may be terminated by either party on 90 days notice and, unless terminated, renews annually each September for an
additional one-year term.

We also generate revenue from government healthcare programs such as Medicare and Medicaid. For the three and nine months ended
September 30, 2005, approximately 15% and 17% of our revenue, respectively, was generated from government healthcare programs compared
to 17% and 19% for the corresponding prior year periods. As of September 30, 2005 and December 31, 2004, respectively, 21% and 18% of our
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total accounts receivable were due from government healthcare programs.
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RESULTS OF OPERATIONS

The following table shows the results of our operations for the three and nine months ended September 30, 2005 and 2004, expressed in amounts
and percentages of revenue (amounts in thousands):

Three months ended September 30, Nine months ended September 30,
2005 2004 2005 2004
% of % of % of % of
Amount Revenue Amount Revenue Amount Revenue Amount Revenue
Revenue:
Specialty pharmacy
services $ 67,239 552% $ 57,752 57.8% $ 209,736 579% $ 181,091 60.0%
Infusion and related
healthcare services 51,178 42.0% 39,405 39.4% 141,716 39.1% 111,801 37.1%
Other 3,476 2.8% 2,794 2.8% 10,687 3.0% 8,859 2.9%
Total revenue 121,893 100.0% 99,951 100.0% 362,139 100.0% 301,751 100.0%
Cost of revenue:
Cost of goods sold 71,680 58.8% 59,153 59.2% 219,122 60.5% 181,958 60.3%
Cost of services
provided 13,688 11.2% 10,870 10.9% 38,269 10.6% 32,130 10.6%
Total cost of
revenue 85,368 70.0% 70,023 70.1% 257,391 71.1% 214,088 70.9%
Gross profit 36,525 30.0% 29,928 29.9% 104,748 28.9% 87,663 29.1%
Selling, general and
administrative
expenses 24,689 20.3% 19,787 19.8% 69,739 19.2% 58,236 19.3%
Provision for
doubtful accounts 2,248 1.8% 1,601 1.6% 6,727 1.9% 4,622 1.5%
Depreciation and
amortization 915 0.8% 724 0.7% 2,668 0.7% 1,974 0.7%
Total operating
expenses 27,852 22.9% 22,112 22.1% 79,134 21.8% 64,832 21.5%
Operating income 8,673 7.1% 7,816 7.8% 25,614 7.1% 22,831 7.6%
Interest income, net 108 0.1% 54 0.1% 258 % 89 %
Other expense, net (73) (0.1)% (154) (0.2)% (20) % (233) 0.1)%
Income before
income taxes 8,708 7.1% 7,716 7.7% 25,852 7.1% 22,687 7.5%
Income tax
provision 3,348 2.7% 3,086 3.1% 9,798 2.7% 9,071 3.0%
Net income $ 5,360 44% $ 4,630 4.6% $ 16,054 44% $ 13,616 4.5%

Three and Nine Months Ended September 30, 2005 and 2004

For the quarter ended September 30, 2005, we generated revenue of $121.9 million, an increase of 22.0% over the corresponding prior year
quarter. For the nine months ended September 30, 2005, our revenue was $362.1 million, an increase of 20.0% over the corresponding prior
year period. This revenue growth was the result of acquisitions, start-ups and increased same store sales. Gross profit margins remained fairly
consistent in total and across our three service lines. Within our specialty pharmacy service line, supply shortages of IVIG throughout 2005
reduced our margin on this therapy, but margin gains in other specialty therapies partially offset this decline. Our net income for the quarter
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ended September 30, 2005 was $5.4 million, an increase of $700,000, or 15.8%, over the corresponding prior year quarter. Net income per
diluted share was $0.16 for the quarter and $0.47 for the nine months ended September 30, 2005, compared to $0.14 and $0.42 for the
corresponding periods in the prior year. We paid a cash dividend of $0.02 per share during the quarter ended September 30, 2005, an increase of
50% over the $0.0133 per share dividend paid in the corresponding prior year quarter.

During the quarter ended September 30, 2005, we completed two acquisitions. We purchased a home infusion pharmacy business in the
Chicago area to expand our presence in this market and we acquired our largest franchise to establish our presence in the Las Vegas market. We
used $20.2 million in cash to complete these acquisitions. We generated positive operating cash flow of $5.9 million for the quarter and $17.9
million for the nine months ended September 30, 2005. We ended the period with $63.8 million in cash and short-term investments, while our
long-term debt primarily consisted of $86.3 million of 2.25% convertible senior notes issued in November 2004 and due November 2024.
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Option Care will continue evaluating potential acquisitions that we believe will add to shareholders value, as well as pursuing start-ups and
strategic joint ventures. We will also continue to pursue opportunities to expand our business through increased market penetration and by
partnering with biotech manufacturers on the release of new specialty drugs.

Revenue:

We report our operating results in one segment, consisting of three service lines: specialty pharmacy services; infusion and related healthcare
services; and other. For the quarter ended September 30, 2005, our revenue was $121.9 million, an increase of $21.9 million, or 22.0% over the
quarter ended September 30, 2004. For the nine months ended September 30, 2005, our revenue was $362.1 million, an increase of $60.4
million, or 20.0%, over the corresponding prior year period. These increases in revenue were primarily due to same store sales growth, business
acquisitions and new pharmacy start-ups.

Specialty pharmacy services revenue:

Our specialty pharmacy services revenue for the quarter ended September 30, 2005 was $67.2 million, an increase of $9.5 million, or 16.4%,
over the corresponding prior year quarter. For the nine months ended September 30, 2005, our specialty revenue was $209.7 million, an
increase of $28.6 million, or 15.8%, over the corresponding prior year period. Two main factors contributed to this growth: acquisitions and
startups; and increased market penetration for various specialty drugs and therapies. The two acquisitions we completed during the quarter
ended September 30, 2005 and seven overall in the nine months ended September 30, 2005 accounted for approximately one third of our total
specialty pharmacy revenue growth. Sales of many specialty pharmacy products increased on a same store basis during the current year
periods as a result of focused marketing efforts. We anticipate an increase in specialty pharmacy services revenue in the upcoming quarter
ending December 31, 2005 as a result of the seasonal increase in sales of Synagis, a drug used for the prevention of respiratory synctial virus in
premature and other high risk infants.

Infusion and related healthcare services revenue:

Our infusion and related healthcare services revenue for the quarter ended September 30, 2005 was $51.2 million, an increase of $11.8 million,
or 29.9%, over the corresponding prior year quarter. For the nine months ended September 30, 2005, infusion and related healthcare services
revenue was $141.7 million, an increase of $29.9 million, or 26.8%, over the corresponding prior year quarter. Acquisitions, growth in same
store sales and pharmacy start-ups all played a role in this increase. ~Acquisitions and start-ups have accounted for approximately two-thirds of
our quarterly revenue growth and approximately one-half of our growth in the nine months ended September 30, 2005 over the corresponding
prior year periods. Same store sales increases of approximately 10% for the quarter and 13% for the nine months ended September 30, 2005
accounted for the remaining increase in revenue from infusion and related healthcare services.

Other revenue:

Other revenue consists of two primary elements: (1) revenue generated from our franchise network, consisting of royalties, franchise fees and
vendor rebates earned through our franchises purchases under our contracts, and; (2) software licensing and support services provided by our
wholly-owned subsidiary, MBI, and other miscellaneous revenue. Other revenue was $3.5 million for the quarter ended September 30, 2005
compared to $2.8 million in the corresponding prior year quarter. For the nine months ended September 30, 2005, other revenue was $10.7
million compared to $8.9 million in the prior year period. These increases in other revenue in the current year periods were primarily due to
franchise settlements and audits and an increase in other miscellaneous revenue. Franchise-related revenue may continue to fluctuate
significantly in future periods due to our potential acquisition, audit or termination of various franchises.
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Effective November 3, 2005, we sold the assets of our software subsidiary, MBI. The sale of MBI is not expected to have a material impact on
our overall revenue or net income in future periods. During the nine months ended September 30, 2005, MBI generated software license and
support revenue to external customers of $1.0 million.

Cost of revenue:

Cost of revenue consists of the cost of goods and the cost of service provided. Cost of goods includes the cost of drugs and medical supplies
used to provide services to our patients, as well as depreciation expense for medical equipment rented to patients. Cost of service consists of
salaries and related costs for employees directly involved in patient care, including pharmacists, nurses, therapists and delivery drivers. Cost of
service also includes the cost of delivering or shipping products and services to the patient, including depreciation expense for our delivery
vehicles.
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The following table presents our cost of revenue for the quarter and nine months ended September 30, 2005 and 2004 (in thousands):

Three months ended September 30, Nine months ended September 30,
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Dollar Percent Dollar Percent

2005 2004 Change Change 2005 2004 Change Change
Cost of
revenue:
Cost of goods
sold $ 71,680 $ 59,153  $ 12,527 21.2% $ 219,122 % 181,958 $ 37,164 20.4%
Cost of
services
provided 13,688 10,870 2,818 25.9% 38,269 32,130 6,139 19.1%
Total cost of
revenue $ 85,368 $ 70,023 $ 15,345 21.9% $ 257,391 $ 214,088  $ 43,303 20.2%

The increases in cost of revenue of 21.9% and 20.2% for the quarter and nine months ended September 30, 2005 over the respective prior year
periods were primarily due to our 22.0% and 20.0% increases in revenue over the same periods.

Gross profit margin. The following table sets forth the gross profit margin for each of our three service lines: specialty
pharmacy services; infusion and related healthcare services; and other:

Three months ended Nine months ended
September 30, September 30,
2005 2004 2005 2004
Gross profit margin:
Specialty pharmacy
services 17.1% 17.5% 15.9% 16.9%
Infusion and related
healthcare services 42.3% 43.6% 43.0% 43.4%
Other 96.8% 95.2% 97.1% 95.4%
Overall gross profit
margin 30.0% 29.9% 28.9% 29.1%

Our overall gross profit margins in the current year have remained fairly consistent with the prior year periods. Within our service lines, the
gross profit margin on our specialty pharmacy services has decreased slightly due to supply shortages of IVIG, which has driven up the cost of
this product and reduced our margin on this therapy. However, increased sales volume of IVIG partially offset the margin decline, as did
improvements in margin for various other therapies. The gross profit margin on our infusion and related healthcare services is slightly lower in
the current year periods than the prior year periods. This decline is primarily due to fluctuations in our mix of infusion therapies. Other revenue,
which primarily consists of franchise-related revenues and software sales and support, has minimal direct costs and therefore produces a high
gross profit margin.

Selling, general and administrative expenses:

For the quarter ended September 30, 2005, selling, general and administrative expenses were $24.7 million, an increase of $4.9 million, or
24.8% over the corresponding prior year quarter. For the nine months ended September 30, 2005, selling, general and administrative expenses
were $69.7 million, an increase of $11.5 million, or 19.8%, over the corresponding prior year period. Wages and related costs increased by $3.9
million and $8.9 million in the quarter and nine months ended September 30, 2005 over the corresponding prior year periods as a result of
business acquisitions, salary adjustments and increased staffing of various corporate departments and field management and support staff.
Travel-related expenses, professional services and building rent also increased, in part due to acquisitions and acquisition-related activities. The
increase in professional services was also due in part to the incremental costs of complying with Section 404 of the Sarbanes-Oxley Act of 2002.

Provision for doubtful accounts:
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Our provision for doubtful accounts for the quarter ended September 30, 2005 was $2.2 million, or 1.8% of revenue, compared to $1.6 million,
or 1.6% of revenue, in the prior year quarter. For the nine months ended September 30, 2005, our provision for doubtful accounts was $6.7
million, or 1.9% of revenue, compared to $4.6 million, or 1.5% of revenue, in the corresponding prior year period. The slight increase in our
provision for doubtful accounts, in both dollar amount and percentage of revenue, was due to the effects of our acquisitions, which resulted in a
higher rate of revenue growth in our local pharmacies than in our two high-volume specialty drug distribution pharmacies. We provide for
doubtful accounts at a higher rate at our local pharmacies than at our high-volume distribution pharmacies.

Depreciation and amortization:

The depreciation expense contained within operating expenses on our statements of income relates to non-revenue producing assets only, such as
furniture and fixtures and leasehold improvements. Depreciation for revenue-producing equipment such as rental medical equipment and
delivery vehicles in included in cost of revenue.

For the quarter ended September 30, 2005, depreciation and amortization expense was $900,000, an increase of $200,000, or 26.4%, over the
corresponding prior year quarter. For the nine months ended September 30, 2005, our depreciation and amortization expense was $2.7 million,
an increase of $700,000, or 35.2%, over the corresponding prior year period. These increases were primarily due to the depreciation of
internally-developed software products in the current year periods.
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Operating income:

For the quarter ended September 30, 2005, operating income was $8.7 million, an increase of $900,000, or 11.0%, over the corresponding prior
year quarter. For the nine months ended September 30, 2005, our operating income was $25.6 million, representing an increase of $2.8 million,
or 12.2%, over the corresponding prior year period. These increases in operating income were primarily the result of same store sales growth,
acquisition activities and an increase in franchise-related revenue. As a percentage of revenue, our operating income was 7.1% for the quarter
and nine months ended September 30, 2005 compared to 7.8% and 7.6% for the respective quarter and nine months ended September 30, 2004.
These declines were primarily due to supply shortages of IVIG which reduced our gross profit margin on this product, as well as increases in
operating expenses due to staffing increases and the effect of acquisition activities.

Interest Income/(Expense):

Our interest income, net of interest expense, was $108,000 for the quarter and $258,000 for the nine months ended September 30, 2005. Our
interest income was $54,000 and $89,000 for the respective quarter and nine months ended September 30, 2004. We raised $86.3 million in
cash through an offering of 2.25% convertible senior notes in November 2004. In the current year periods, our interest income earned from the
proceeds of this offering has exceeded our interest expense on the notes. Before our convertible debt offering in November 2004, we had
virtually no debt and our interest income was generated from our cash reserves.

Income taxes:

Our income tax provision was $3.3 million for the quarter and $9.8 million for the nine months ended September 30, 2005. In the prior year, our
income tax provision was $3.1 million for the quarter and $9.1 million for the nine months ended September 30, 2004. As a percentage of
pre-tax income, our provision for income taxes was 38.4% for the quarter and 37.9% for the nine months ended September 30, 2005 compared
to 40.0% for the corresponding prior year periods. The decline in income tax provision as a percentage of pre-tax income in the current year
periods was primarily due to two factors: re-evaluation of our effective state income tax rate based on our reduced state tax exposure reserve;
and an increase in tax-exempt interest income earned from our short-term investments.

Net income:

Our net income was $5.4 million for the quarter and $16.1 million for the nine months ended September 30, 2005 compared to $4.6 million for
the quarter and $13.6 million for the nine months ended September 30, 2004. Our growth in revenue from same store sales increases,
acquisitions and start-ups and an increase in franchise-related revenue were the primary causes of our increase in net income over the
corresponding prior year periods. As a percentage of revenue, our net income was equal to 4.4% for the quarter and nine month months ended
September 30, 2005 compared to 4.6% for the quarter and 4.5% for the nine months ended September 30, 2004.

Diluted shares & earnings per share:

We completed a 3-for-2 stock split on March 31, 2005. All share and per share amounts in this quarterly report reflect the pro forma effects of
this split. Our earnings per diluted share were $0.16 for the quarter and $0.47 for the nine months ended September 30, 2005, representing
increases of 14.3% and 11.9% over the corresponding periods in the prior year. Total diluted shares were 34.6 million for the quarter and 34.2
million for the nine months ended September 30, 2005 compared to diluted shares of 33.1 million for the quarter and 32.7 million for the nine
months ended September 30, 2004. The increase in diluted shares was due to a number of factors, including (1) an increase in the dilutive effect
of our contingently convertible debt, (2) the dilutive effect of employee stock options and shares issued and issuable under our employee stock
purchase plan and stock incentive plan, and (3) new shares issued and to be issued as partial payment for acquisitions completed in 2005. The
increases from these factors was partially offset by our purchase and subsequent retirement of 474,000 shares of treasury stock in the quarter
ended December 31, 2004. Our contingently convertible debt accounted for 800,000 shares of the total 1.5 million share increase in diluted
shares for the quarter ended September 30, 2005 and 700,000 shares of the total 1.5 million share increase in diluted shares for the nine months
ended September 30, 2005.
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LIQUIDITY AND CAPITAL RESOURCES

During the nine months ended September 30, 2005, we financed our operations and business acquisitions through operating cash flows and the
use of cash reserves and proceeds generated from our $86.3 million offering of 2.25% convertible senior notes, completed in November 2004.
During the three and nine months ended September 30, 2005, we generated positive operating cash flow of $5.9 million and $17.9 million,
respectively. We also used $20.6 million and $46.4 million in cash for business acquisitions during the respective quarter and nine months
ended September 30, 2005. We continue to evaluate opportunities for potential strategic business acquisitions, start-ups and joint ventures.
Accordingly, we may need to seek additional sources of capital in the future to fund these activities. As of September 30, 2005, we had cash and
short-term investments totaling $63.8 million and total long-term debt of $86.3 million.

Operating Cash Flows:

We generated $17.9 million in positive cash flow from operations in the nine months ended September 30, 2005. This positive cash flow was
primarily the result of our positive net income of $16.1 million during the period, affected by non-cash expenses. We also benefited by $1.2
million from tax versus book timing differences, primarily related to the amortization of intangible assets such as goodwill.
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For the nine months ended September 30, 2004, we generated $20.1 million of positive operating cash flow. The positive cash flow was
primarily due to our net income during the period and our accounts receivable collection performance. During the nine months ended
September 30, 2004, our DSO declined from 61 days to 58 days, providing a major part of the reason why our operating cash flow of $20.1
million exceeded our net income of $13.6 million during the period. Tax versus book timing differences related to income taxes were also a
factor, resulting in $1.7 million of positive operating cash flow during the period.

Investing Cash Flows:

We used $31.7 million in cash in investing activities during the nine months ended September 30, 2005. We used $46.4 million in cash to
complete seven business acquisitions of which two were completed in the quarter ended September 30, 2005 for a cost of $20.2 million in cash.
During the nine months ended September 30, 2005, we generated $21.7 million in cash from the liquidation of short-term investments in order to
fund our acquisition activities. We also used $7.1 million in cash to acquire equipment and other fixed assets of which $2.5 million was used to
purchase revenue-producing medical equipment such as infusion pumps and other durable medical equipment, $2.2 million was used for
infrastructure items such as furniture, fixtures and computer hardware, $1.6 million was used to purchase computer software and $800,000 was
used for internal software development projects.

In the prior year period ending September 30, 2004, we used $7.3 million in investing activities. Of this total, we used $3.1 million for business
acquisitions and $4.2 million to acquire equipment and other fixed assets. Of the total cash used for equipment purchases, $1.9 million was used
to acquire infusion pumps and other revenue-generating medical equipment, $1.6 million was used for infrastructure improvements and
$700,000 was used on internally and externally developed software products.

Financing Cash Flows:

Financing activities generated a net $4.1 million in positive cash flow for the nine months ended September 30, 2005. We generated $6.0
million in cash from the issuance of shares of common stock through our employee stock purchase and stock option plans, and we used $1.7
million to pay cash dividends to our shareholders. We also used $200,000 to pay trailing debt issuance costs related to our convertible debt
offering completed in November 2004.

In the nine months ended September 30, 2004, financing activities generated $900,000 in cash flow. We generated $3.1 million from the
issuance of common stock, which was offset by our use of $900,000 to pay dividends to our shareholders, $900,000 to purchase treasury stock
and $400,000 to make scheduled debt repayments.

Convertible Senior Notes:

In November 1, 2004, we completed an $86.3 million offering of 2.25% convertible senior notes, due 2024. The purpose of the offering was to
finance our future growth initiatives. The funds have been and may continue to be used for acquisitions, stock repurchases, operating cash needs
and other general corporate purposes. The initial offering was completed on November 2, 2004 for $75.0 million, with an option for an
additional $11.3 million. This option was exercised in full on November 9, 2004. The convertible notes pay interest at 2.25% interest per
annum on the principal amount of the notes, payable semi-annually in arrears on May 1 and November 1 of each year, with the first payment
paid on May 1, 2005. The holders may convert the notes into cash and, if applicable, shares of our common stock if certain conversion criteria
are met, such as our stock reaching a threshold market price or various other criteria. As of September 30, 2005, no triggering event has
occurred that could lead to the potential conversion of the notes. The notes cannot be redeemed by us prior to November 1, 2009. On each of
November 1, 2009, November 1, 2014 and November 1, 2019, the holders can require us to purchase all or a portion of the outstanding notes for
their principal amount plus accrued interest. At any time on or after November 1, 2009, we may redeem the notes, in whole or in part, at a
redemption price equal to 100% of the principal amount, plus any accrued and unpaid interest. We have incurred deferred financing costs of
$3.2 million related to this offering, consisting of underwriting, legal and other related costs. These costs are being amortized straight-line over
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Accounts Receivable:

The following table sets forth information regarding our accounts receivable as of the dates indicated (dollar amounts in thousands):

September 30, June 30, March 31, December 31,
2005 2005 2005 2004

Accounts receivable $ 79,702 $ 78,614 $ 80,029 $ 76,809
Less allowance for doubtful accounts (5,958) (6,039) (5,948) (6,879)
Accounts receivable, net of allowance for
doubtful accounts $ 73,744 $ 72,575 $ 74,081 $ 69,930
Days sales outstanding (DSO)(1) 55 days 57 days 54 days 55 days
(1) DSO is based on trade accounts receivable, net of allowance for doubtful accounts, and is calculated using the

exhaustion method whereby the net accounts receivable balance is exhausted against each preceding month s or partial
month s net revenue. The DSO calculated above includes only our specialty pharmacy service line and infusion and
related healthcare service line.

Our accounts receivable, net of bad debt reserves, was $73.7 million as of September 30, 2005, an increase of $1.2 million, or 1.6%, since
June 30, 2005 and $3.8 million, or 5.5%, since December 31, 2004. The increases in net accounts receivable are primarily due to increases in
revenue, particularly infusion and related healthcare services revenue, over the periods indicated. These increases were due to the impact of
acquisitions, same store sales increases and new pharmacy start-ups. Our DSO, which was 55 days as of September 30, 2005, has remained
consistent throughout 2005 as a result of consistent and effective billing and collection efforts.

The following table sets forth the percentage breakdown of our trade accounts receivable by aging category and by major payor as of the dates
indicated:

September 30, June 30, March 31, December 31,
2005 2005 2005 2004

By Aging Category (1):
0-90 days 73% 72% 74% 72%
91-180 days 13% 15% 13% 13%
181-365 days 9% 8% 8% 9%
Over 365 days 5% 5% 5% 6%
Total 100% 100% 100% 100%
By Major Payor:
Managed care and other payors 79% 80% 83% 82%
Medicare and Medicaid 21% 20% 17% 18%
Total 100% 100% 100% 100%
(1) Accounts receivable by aging category considers only accounts of our specialty pharmacy service line and

infusion and related healthcare service line.
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Capital Resources:

As of September 30, 2005, we had cash and cash equivalents of $10.1 million and short-term investments of $53.7 million for a combined total
of $63.8 million available for operations, acquisitions and other cash requirements. As of December 31, 2004, we had cash and cash equivalents
of $19.8 million and short-term investments of $75.4 million for a combined total of $95.2 million. The $31.4 million decline in cash, cash
equivalents and short-term investments was primarily due to our payment of $46.4 million in cash for business acquisitions completed during the
nine months ended September 30, 2005. We generated positive cash flow from operations of $17.9 million during the period, partially offsetting
our use of cash for acquisitions. We believe that cash flow from operations and our current reserves of cash and short-term investments will be
sufficient to meet our operating cash needs for the immediate future, including any interest due on our $86.3 million of 2.25% convertible senior
notes. In the event that additional capital is required, there can be no assurance that such capital can be obtained on terms acceptable to us, if at
all.

Our business strategy includes the selective acquisition of additional local pharmacy facilities and specialty pharmacy operations. Accordingly,
we may require additional capital in order to complete these acquisitions. It is impossible to predict the amount of capital that may be required
for acquisitions, and there is no assurance that sufficient financing for these activities will be available on terms acceptable to us, if at all.
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Goodwill and Other Intangible Assets

As of September 30, 2005, we had net goodwill and other intangible assets of $107.4 million, consisting of $106.5 million of goodwill and
$900,000 of other intangible assets such as non-competition agreements and managed care contracts. As of December 31, 2004, net goodwill
and other intangible assets equaled $65.9 million, consisting of $65.4 million of goodwill and $500,000 of other intangible assets. During the
nine months ended September 30, 2005, goodwill increased $41.1 million as a result of the seven business acquisitions we completed during the
period. Other intangible assets increased by approximately $700,000 as a result of these acquisitions, offset by amortization of $300,000 during
the period.

As required by Statements of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets (SFAS No. 142), we do not
amortize goodwill, but test our goodwill for impairment annually each October 1, or whenever we identify events or conditions that could
potentially result in impairment of our goodwill. During the quarter ended September 30, 2005, no impairment of goodwill was identified.

Regulatory and Other Developments

Health Insurance Portability and Accountability Act of 1996 (HIPAA). To improve the efficiency and effectiveness of the health
care system, the Health Insurance Portability and Accountability Act (HIPAA) of 1996, Public Law 104-191, included

Administrative Simplification provisions that required the Department of Health and Human Services (HHS) to adopt
national standards for electronic health care transactions. The Administrative Simplification provisions address
electronic health care transactions and the security of electronic health information systems. Providers are required to
comply with the standards by specific compliance dates established by HHS. For standards relating to electronic
health care transactions, the compliance date was originally set for October 16, 2002. If the covered entity filed for an
extension, the compliance date was postponed until October 16, 2003. The security standards applicable to
individually identifiable health information maintained electronically were required to be implemented by April 21,
2005. We were materially compliant with these standards by the applicable compliance dates. The standards for a
unique national health identifier for providers used in connection with electronic healthcare transactions must be
implemented by May 23, 2007. We expect to be able to materially comply with this regulation by its applicable
compliance date.

Penalties for non-compliance with the HIPAA Administrative Simplification provisions range from a civil penalty of $100 for each violation
(which can total up to $25,000 per person per year), to criminal penalties, including up to $50,000 and/or one year imprisonment, up to $100,000
and/or five years imprisonment if the offense is committed under false pretenses and up to $250,000 and/or ten years imprisonment for violating
a standard with the intent to sell, transfer or use individually identifiable health information for commercial advantage, personal gain or
malicious harm.

In addition to regulating privacy of individual health information and other provisions relating to Administrative Simplification, HIPAA includes
several anti-fraud and abuse laws, extends criminal penalties to private health care benefit programs and, in addition to Medicare and Medicaid,
to other federal health care programs, and expands the Office of Inspector General s authority to exclude persons and entities from participating
in the Medicare and Medicaid programs.
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Medicare Prescription Drug, Improvement and Modernization Act of 2003. The Medicare Prescription Drug, Improvement and
Modernization Act of 2003 changed the way in which covered outpatient drugs are reimbursed by the Medicare
program. In January 2004, payment for most drugs covered by Medicare decreased to 85% of the AWP for those
drugs, determined as of April 1, 2003. Beginning in 2005, reimbursement for most Medicare Part B drugs not paid on
a cost or prospective payment basis was to be set at either 106% of the average sales price (ASP) or through a
competitive acquisition program to be phased in beginning in 2006. The competitive acquisition program will be
established by the Centers for Medicare and Medicaid Services (CMS) and will enable physicians in designated
competitive acquisition areas to purchase drugs through contractors that have successfully bid for that right. Each
physician will elect annually whether to obtain drugs through the competitive acquisition program. CMS will re-bid
the contracts at least every three years. A significant portion of the infusion drugs provided by us are administered in
connection with covered durable medical equipment (DME). The payment rate for drugs administered in this manner
generally will continue to be 95% of the AWP in effect as of October 1, 2003.

While the majority of our revenue is reimbursed by managed care organizations and other non-government payors, these changes to the way
Medicare pays for outpatient drugs and biologicals may reduce our revenue and gross margins on services provided to Medicare patients.
Further, adoption of ASP as the standard measure for determining reimbursement by state Medicaid programs or managed care companies for
the drugs we provide may reduce our revenue and gross margins.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

We are subject to market risk primarily in relation to our cash and cash equivalents and short-term investments. As of September 30, 2005, we
had no variable-rate debt. In November 2004, we completed an $86.3 million offering of 2.25% convertible senior notes due 2024. The interest
rate on this debt is fixed. However, the interest rate we may earn on the cash generated from this offering, as well as cash generated by our
operations, is subject to market fluctuations. We utilize a mix of investment maturities based on our anticipated cash needs and evaluation of
existing interest rates and market conditions.
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The following table sets forth our cash and cash equivalents and short-term investments as of the dates indicated (in thousands):

September 30, June 30, March 31, December 31,
2005 2005 2005 2004

Cash and cash equivalents (1) $ 10,107 $ 8,860 $ 11,604 $ 19,816
Short-term investments (2) 53,644 71,598 85,814 75,370
Total $ 63,751 $ 80,458 $ 97,418 95,186
(1) Cash equivalents includes highly-liquid investments having a maturity of three months or less at time of
purchase.

) Short-term investments consist of commercial paper with maturities of three months or more at time of

acquisition, as well as variable-rate municipal demand notes, preferred stocks and similar instruments that are either
perpetual in nature or have final maturities greater than three months.

While we attempt to minimize market risk and maximize return, changes in market conditions may significantly affect the income we earn on
our cash and cash equivalents and short-term investments. Based on our actual cash and cash equivalents and short-term investment balances at
September 30, 2005, a 100 basis point decline in interest rates would reduce our interest income by $638,000 on an annualized basis.

ITEM 4. Controls and Procedures

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) under the Securities Exchange Act of 1934 (the Exchange Act)) as of September 30, 2005. Based upon that evaluation, the chief
executive officer and chief financial officer concluded that our disclosure controls and procedures are effective as of September 30, 2005.
Disclosure controls and procedures are controls and procedures that are designed to ensure that information required to be disclosed in our
reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission s rules and forms.

In addition, no change in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) occurred during our
fiscal quarter ended September 30, 2005 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

PART II. OTHER INFORMATION

ITEM 1. Legal Proceedings
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We are subject to claims and legal actions that may arise in the ordinary course of business. However, we maintain insurance to protect against
such claims or legal actions. We are not aware of any litigation, either pending or filed, that we believe is likely to have a material adverse effect
on our results of operation or financial condition.

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 Securities Holders

None.

ITEM 5. Other Information

None.

ITEM 6. Exhibits

See Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Company has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: November 9, 2005

OPTION CARE, INC.
By: /s/ Paul Mastrapa
Chief Financial Officer
(Principal Accounting Officer and Principal Financial Officer)
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EXHIBIT INDEX

Certificate of Incorporation of the Registrant, together with Certificate of Amendment thereto filed February 18, 1992. Filed as
Exhibit 3(a) to Option Care s Registration Statement (No. 33-45836) dated April 15, 1992 and incorporated by reference herein.

Certificate of Amendment to Certificate of Incorporation of the Registrant filed March 25, 1992. Filed as Exhibit 3(c) to Option
Care s Registration Statement (No. 33-45836) dated April 15, 1992 and incorporated by reference herein.

Certificate of Amendment to Certificate of Incorporation of the Registrant filed with the Delaware Secretary of State on June 18,
2002. Filed as Exhibit 3.3 to Option Care s Quarterly Report on Form 10-Q for the quarter ended June 30, 2002 and incorporated

by reference herein.

Restated By-laws of the Registrant dated June 1, 1994. Filed as Exhibit 10.5 to Option Care s Annual Report on
Form 10-K for the year ending December 31, 1994 and incorporated by reference herein.

Indenture Agreement by and among Option Care, Inc. and LaSalle Bank National Association, including the Form of our 2.25%
Convertible Senior Notes due 2024. Filed as Exhibit 4.1 to our Current Report on Form 8-K filed on November 11, 2004 and
incorporated by reference herein.

Registration Rights Agreement dated as of November 2, 2004 by and among Option Care, UBS Securities LLC and

Piper Jaffray & Co. Filed as Exhibit 4.2 to our Current Report on Form 8-K filed on November 11, 2004 and incorporated by
reference herein.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Senior Vice President and Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer and Senior Vice President and Chief Financial Officer pursuant to 18 U.S.C.
Section 1350, and Rule 13a-14(b) of the Exchange Act.
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