


Dear Shareholders;
2005 has been a year of change and progress for MDX Medical. 2005 was a year of

repositioning and growth resulting in management changes, the acquisition of a new
technology and progress towards the optimization of the prior investment in AVID.

Highlights of 2005:

Technology:

In June 2005, Management acquired the rights to a very compelling piece of technology
from the University of British Columbia. Management under direction of the Board of
Directors sought out and negotiated the exclusive world wide rights to a technology for
the non-invasive measurement of bladder function specifically in the field of urinary
incontinence (UI) using near infra-red spectrophotometry (NIRS).

Management selected the NIRS technology from a wide range of potential choices
because it met its key criteria;
e Large Market: Bladder dysfunction is a significant disease affecting over 25
million in North America alone,
* Demographic trends drive growth: As the Baby Boom ages, the number of
adults suffering from this disease will grow dramatically,
* Disruptive Technology; the current technology is very low tech and invasive,
* Minimal Competition: there are no other non-invasive diagnostic devices for
bladder function on the market,
* Attractive Reimbursement: Well established re-imbursement patterns; NIRS
will provide a lower cost test than current offerings,

Your Company is focused on the aggressive commercialization of this technology to
revolutionize the tools and methods for diagnosing Ul and bladder conditions. This
NIRS technology will replace an invasive procedure which requires the insertion of two
catheters, with a fast, safe and painless procedure using a disposable light emitting
Sensor.

Your Company is focused on the commercialization of this technology in a number of
spin-off applications that will leverage our strong intellectual property position.

Management believes this first product will be market ready in late 2007 and has the
potential for annual sales in excess of $100 million in North America only.

In early 2005, the Company revised its sales and marketing strategy to focus on the sale
of AVID’s software. AVID is an innovative product including software and hardware for
the quality assurance and validation of high dosage radiation treatments for cancer
(IMRT). Management determined that it was in the Company’s best interest to focus on
the sale of the software due to the ability to control the sales channel, improve margins
and accelerate penetration. The Company undertook and executed on this plan, however
it subsequently determined it was in the best interest of the Company to focus its energies
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on the significant opportunities provided by its new NIRS technology. Management is
currently pursuing options to optimize shareholder value through the sale or disposition
of the AVID product line. Management is confident that it will conclude such a
transaction in the first half of 2006.

Management:

As your Company evolves and adapts to its needs going forward so has its Management
team. I am pleased to state in the past year your Company has been strengthened by the
addition of a seasoned experienced medical device team in finance, engineering, product
development, regulatory and quality assurance. MDX has now built a cost effective
skilled team with all of the essential elements to commercialize its products. Through
this same time frame, I assumed the leadership role of the Company. In addition to being
a significant shareholder, I now fulfill the role of Chairman, President and Chief
Executive and am committed to the successful growth of your Company.

Capital Markets:

In March 2005, the Board approved and led a financing for $278,000 prior to the
acquisition of the NIRS technology to provide a bridge to a more significant financing.
In August 2005, the Board approved and led a subsequent financing of $1.725 million to
provide adequate funds to support this crucial next stage of development of the NIRS
technology. This financing was also a significant event as it brought in our first
institutional shareholder, BC Advantage Funds. Management and the Board believe
institutional shareholders are a key factor for the ongoing success of your Company. I
am pleased to say that as of this date the Company has grown from a market
capitalization of $1.6 million to $6.6 million since the changes and additions of last year.

Board of Directors:

In addition, there were changes at the Board level to improve corporate governance,
increase capital market and industry experience. I would like to thank Kenneth Phillippe
and Jeremy Teraoka for their past contribution and welcome Jim Heppell of BC
Advantage Funds.

In closing, I am pleased to say that your Company is stronger than ever with a very
compelling and high potential lead product. The Company has strong leadership and a

seasoned medical device commercialization team. The Company has a well defined
capital market strategy and the tools to deliver increasing shareholder value.

I look forward to providing updates over the upcoming year. Thank you for your
ongoing support.

Regards,

Barry J. Allen
Chairman, President and CEO
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MDX Medical Inc.

Notes to the Consolidated Financial Statements
December 31, 2005 and 2004

7. Capital stock (Continued)
Warrants

A summary of share warrant activity during the years ended December 31, 2005 and 2004 is as follows:

005 2004
Outstanding, beginning of year 11,626,403 5,232,437
Issued 28,105,000 6,546,966
Exercised (150,000) {(25,000)
Expired (7,360,949) (128,000)
Outstanding, end of year 32,220,454 11,626,403

The following table summarizes information concerning warrants outstanding and exercisable at
December 31, 2005:

Number Average Weighted
Outstanding and Remaining Average Exercise
Exercisable Contractual Life Price Per Share
(In Years)
4,265,454 0.4 0.55
3,557,000 1.2 0.10
23,107,000 1.6 0.13
1,291,000 1.6 0.08
32.220.454 14 $0.18
Contributed surplus
Balance, December 31, 2003 $ 199,880
Options cancelled 35,779
Expiration of warrants 55,000
Balance, December 31, 2004 290,659 ]
Options cancelled 99,335
Escrow shares cancelled 1,875
Expiration of warrants 552,143
Balance, December 31, 2005 3 944 012
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MDX Medical Inc.

Notes to the Consolidated Financial Statements
December 31, 2005 and 2004

8. Income taxes

Income tax expense recorded in these consolidated financial statements differs from the amount that
would be computed by applying federal and provincial statutory income tax rates to loss before income

taxes.
December 31 December 31
2005 2004
Loss before income taxes $ (1,225113) $ (2,074,062)
Expected tax recovery at combined federal
and provincial rates of 34.90% (2004: 35.62%) $ (427,564) % (738,781)
Stock-based compensation 45033 61,826
Financing fees (68,448) (22,004)
Other 40,979 7,406
Change in valuation allowance 410,000 691,553
Income tax provisicn 3 Nil 3 Nil

Future income tax assets consist of the foliowing temporary differences:
December 31

December 31

2005 2004

Loss carry forwards $ 1,690,000 $ 1,354,000
Capital assets 361,000 333,000
Financing fees 118,000 72,000
Valuation allowance (2,169,000) (1,759,000)
$ Nil $ Nil

The Company has operating losses totalling approximately $4,843,000 available to offset future taxable

income. These operating losses expire as follows:

2006 $ 110,000
2007 152,000
2008 317,000
2009 315,000
2010 931,000
2014 1,944,000
2015 1,074,000
5__4.843.000
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MDX Medical Inc.

Notes to the Consolidated Financial Statements
December 31, 2005 and 2004

9. Related party transactions

In addition to the foan bonus referred to in Note 5, the Company had the following transactions with related
parties during the years ended December 31, 2005 and 2004:

(a) Incurred technological consulting fees of $nil (2004 - $13,530) for services provided by a former
director (Dr. James Robar). At December 31, 2005, $nil (2004: $1,012) relating to such services is
included in payables and accruals.

(b) Incurred accounting fees of $nil (2004: $12,000) for services provided by a former director (Kenneth
Phillippe).

(c) Incurred consulting fees of $nil (2004 - $78,750) related to administrative services due to a company
confrolled by a former officer and director (Linda Allison).

(d) Incurred corporate administrative fees of $nil (2004: $17,510) to a company controlled by a former
officer (Dianne Szigety).

(e) Incurred consulting fees of $150,300 (2004: $68,400) for services provided by a company controlied

by a director (Barry Allen).

These related party transactions were recorded at the exchange amount, which is the amount established
and agreed to between the related parties.

10. Commitments

The Company is committed to payments with respect to an agreement to lease its office premises.

Future minimum payments including estimated annual operating costs required under the lease are as
follows:

2006 $ 70,338
2007 77,530
2008 81,126
2009 77,530
2010 67,605

$ 374,129
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MDX Medical Inc.

Notes to the Consolidated Financial Statements
December 31, 2005 and 2004

11. Statement of cash flows — supplementary information

(a) Cash paid for income taxes and interest is summarized as follows:

2005 2004

Cash paid for income taxes $ — $ —

Cash paid for interest $ 2,752 $ 3,802

(b) Significant non-cash transactions occurring during the 2005 and 2004 years were as follows:

(i)

(if)

(i)

(vi)

During the 2005 year, the Company issued options to directors, officers and empioyees to acquire
1,790,000 common shares of the Company, as described in Note 7. The estimated fair value of
the options, totalling $192,213 will be recognized over the vesting period. Of the total, $28,541
was charged to operations for the 2005 year.

During the 2005 year, 714,286 shares were issued at a deemed price of $0.07 per share to UBC
as partial consideration ($50,000) for the initial license fee as described in Notes 4(b) and 7.

During the 2005 year, the Company issued 107,000 units of the private placement described in
Nete 7(d) tc the agents as consideration for cne half of the corperate finance fee of $8,025. In
addition, the agents were issued 1,291,000 agents’ warrants as described in Note 7(d). The
estimated fair value of these warrants of $26,933 has been reported in the shareholder's equity

balance.

During the 2005 year, the Company acquired property and equipment at a cost of $20,893 for
which it assumed obligations under capital leases.

During the 2004 year, 212,121 units of the private placement described in Note 7(b) were issued
as a finance fee. A total of $65,014 was reported in the shareholders’ equity balance.

During the 2004 year, 200,000 units of the private placement described in Note 7(a) were issued
to the agent as corporate finance fee. A fotal amount of $45,000 was reported in the
shareholder's equity balance. In addition, the agent also received warrants to purchase 500,000
additional shares at $0.30 per share. The total estimated fair value of these agent warrants of
$45,000 was reported in the shareholder's equity balance.

12, Comparative figures

Certain of the comparative figures for the 2004 year have been reclassified to conform to the presentation
adopted for the 2005 year.
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MDX Medical Inc.
Years ended December 31, 2005 and 2004

Schedule of Research and Development Expenses

Wages
Consulting (Note 9(a))
Other

Schedule of General and Administrative Expenses

Wages

Consulting (Notes 9(c) and (e))
Professional fees (Note 9(b))
Investor relations

Rent

Other (Note 9(d))

&

2005 2004
178612 $ 429,178
62,687 333,180
22,733 40,077
264,032 $ 802,435

2005 2004
249,809 $ 314,586
162,874 148,130
37,655 87,629
30,884 162,640
69,194 75,348
102,784 171,178
653200 $ 950511
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