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PART I - FINANCIAL INFORMATION

ITEM 1. Condensed Consolidated Financial Statements (unaudited)

RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS EXCEPT SHARE DATA)

December

June 30, 31,

2014 2013

(unaudited)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 831 $8,412
Accounts receivable, net 147,017 133,599
Current portion of deferred tax assets 16,692 13,321
Prepaid expenses and other current assets 23,776 21,012
Total current assets 188,316 176,344
PROPERTY AND EQUIPMENT, NET 225,451 218,547
OTHER ASSETS
Goodwill 197,086 196,395
Other intangible assets 48,575 50,042
Deferred financing costs, net of current portion 7,242 8,735
Investment in joint ventures 27,521 28,949
Deferred tax assets, net of current portion 40,660 39,914
Deposits and other 3,595 3,650
Total assets $ 738,446 $722.576
LIABILITIES AND STOCKHOLDERS' (DEFICIT) EQUITY
CURRENT LIABILITIES
Accounts payable, accrued expenses and other $98,736 $106,316
Due to affiliates 331 2,655
Deferred revenue 1,476 1,344
Current portion of notes payable 18,838 3,103
Current portion of deferred rent 2,119 1,896
Current portion of obligations under capital leases 6,114 3,075
Total current liabilities 127,614 118,389
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LONG-TERM LIABILITIES

Deferred rent, net of current portion

Line of credit

Notes payable, net of current portion

Obligations under capital lease, net of current portion
Other non-current liabilities

Total liabilities

STOCKHOLDERS' (DEFICIT) EQUITY

Common stock - $.0001 par value, 200,000,000 shares authorized; 42,361,788, and
40,089,196 shares issued and outstanding at June 30, 2014 and December 31, 2013,
respectively

Paid-in-capital

Accumulated other comprehensive loss

Accumulated deficit

Total RadNet, Inc.'s stockholders' deficit

Noncontrolling interests

Total stockholders' (deficit) equity

Total liabilities and stockholders' (deficit) equity

The accompanying notes are an integral part of these financial statements.

19,186
18,980
559,648
8,939
6,837
741,204

4

175,931
(69 )
(180,936 )
(5070 )
2,312
(2,758 )
$ 738,446

18,989

572,669
2,779
7,540
720,366

4

173,622
(50 )
(173,656)
(80 )
2,290
2,210
$722,576
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)

Three Months Ended

June 30,

2014 2013
NET REVENUE
S?I‘VICC fee revenue, net of contractual allowances and $168.675 $167.310
discounts
Provision for bad debts (7,520 ) (6,955
Net service fee revenue 161,155 160,355
Revenue under capitation arrangements 17,927 16,165
Total net revenue 179,082 176,520
OPERATING EXPENSES
Cost qf operatlons, excluding depreciation and 147.808 148,698
amortization
Depreciation and amortization 15,199 14,528
Loss on sale and disposal of equipment 46 192
Severance costs 383 117
Total operating expenses 163,436 163,535
INCOME FROM OPERATIONS 15,646 12,985
OTHER INCOME AND EXPENSES
Interest expense 10,336 11,343
Meaningful use incentive - -
Equity in earnings of joint ventures (1,646 ) (1,658
Gain on sale of imaging centers - (2,108
Loss on early extinguishment of Senior Notes 471 -
Other (income) expenses 4 ) 150
Total other expenses 9,157 7,727
INCOME (LOSS) BEFORE INCOME TAXES 6,489 5,258
(Provision for) benefit from income taxes (1,233 ) (2,497
NET INCOME (LOSS) 5,256 2,761
Net income attributable to noncontrolling interests 112 75
NET INCOME (LOSS) ATTRIBUTABLE TO RADNET, $5.144 $2.686

INC. COMMON STOCKHOLDERS

)
)

Six Months Ended

June 30,

2014 2013

$327,438 $331,051
(14,413 ) (13,777
313,025 317,274
34,933 32,186
347,958 349,460
292,838 298,260
30,770 29,288
292 362
864 240
324,764 328,150
23,194 21,310
22,108 23,490
(1,762 ) —
(2,713 ) (2,864
- (2,108
15,927 -
2 ) 148
33,558 18,666
(10,364 ) 2,644
3,245 (1,249
(7,119 ) 1,395
161 51

$(7,280 ) $1,344
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BASIC NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC. COMMON $0.13 $0.07 $(0.18 ) $0.03
STOCKHOLDERS

DILUTED NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC. COMMON $0.12 $0.07 $(0.18 ) $0.03
STOCKHOLDERS

WEIGHTED AVERAGE SHARES OUTSTANDING

Basic 40,817,333 39,217,122 40,413,863 39,038,904
Diluted 43,262,995 39,829,663 40,413,863 39,853,298

The accompanying notes are an integral part of these financial statements.



Edgar Filing: RadNet, Inc. - Form 10-Q

RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(IN THOUSANDS)
(unaudited)

Three Months Six Months

Ended Ended

June 30, June 30,

2014 2013 2014 2013
NET INCOME (LOSS) $5,256 $2,761 $(7,119) $1,395
Foreign currency translation adjustments a Hy ¢8 ) a9 H 117)
COMPREHENSIVE INCOME (LOSS) 5,255 2,703  (7,138) 1,278
Less comprehensive income attributible to non-controlling interests 112 75 161 51

COMPREHENSIVE INCOME (LOSS) ATTRIBUTABLE TO RADNET, INC.

COMMON STOCKHOLDERS $5,143 $2,628 $(7,299) $1,227

The accompanying notes are an integral part of these financial statements.
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY (DEFICIT)

(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)
Accumulated Ezgﬁet Total
Common Stock Paid-in AccumulatedOther 7 Noncontrollingtockho1 ders'
Comprehensiv§ ¢S .
tockholders
Shares Amount Capital Deficit Loss Deficit Interests (Deficit)
BALANCE -
JANUARY 1, 40,089,196 $ 4 $173,622 $(173,656) $ (50 ) $(80 )$ 2,290 $ 2210
2014
Issuance of
commonstock -y 53 607 _ 78 - - 78 - 786
upon exercise of
options/warrants
Stock-based - - 1523 - - 1523 - 1,523
compensation
Issuance of
restricted stock 1,041,785 a - - a a a a
Dividends paid to
noncontrolling - - - - - - (139 ) (139 )
interests
Change in
cumulative
foreign currency - - - - (19 ) (19 ) - (19 )
translation
adjustment
Net (loss) income — - - (7,280 ) - (7,280 ) 161 (7,119 )
BALANCE - 42,361,788 $4 $175,931 $(180,936 ) $(69 ) $(5,070 ) $2,312 $(2,758 )

JUNE 30, 2014

The accompanying notes are an integral part of these financial statements.
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES

Net (loss) income

Adjustments to reconcile net (loss) income to net cash provided by operating activities:

Depreciation and amortization

Provision for bad debts

Equity in earnings of joint ventures
Distributions from joint ventures

Deferred rent amortization

Amortization of deferred financing costs
Write off of deferred loan costs due to refinance
Amortization of bond and term loan discounts
Loss on sale and disposal of equipment

Loss on early extinguishment of Senior Notes
Gain on Sale of Imaging Centers

Stock-based compensation

Changes in operating assets and liabilities, net of assets acquired and liabilities assumed in

purchase transactions:

Accounts receivable

Other current assets

Other assets

Deferred taxes

Deferred revenue

Accounts payable and accrued expenses
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of imaging facilities

Purchase of property and equipment

Proceeds from sale of equipment

Proceeds from sale of imaging facilities

Proceeds from sale of joint venture interests

Equity contributions in existing joint ventures

Net cash used in investing activities

Six Months Ended
June 30,
2014 2013

$(7,119 ) $1,395

30,770
14,413
2,713 )
5,041

420

1,148

665

1,343

292
15,927

1,636

(27,361 )
2,877 )
55
4,117 )
132
7,977 )
19,678

(1,811 )
(26,798 )
4

(900 )
(29,505 )

29,288
13,777
(2,864 )
3,971
1,844
1,066

1,025
362

(2,108 )
1,582

(23,171)
423 )
190

692

75

2,076
28,777

(3,625 )
(28,349)
505
3,920
2,640
(1,803 )
(26,712)

11
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CASH FLOWS FROM FINANCING ACTIVITIES

Principal payments on notes and leases payable

Proceeds from borrowings

Payments on Senior Notes

Deferred financing costs

Net proceeds (payments) on line of credit

Distributions to noncontrolling interests

Proceeds from issuance of common stock upon exercise of options/warrants
Net cash provided by (used in) financing activities

EFFECT OF EXCHANGE RATE CHANGES ON CASH

NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period

CASH AND CASH EQUIVALENTS, end of period
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during the period for interest

The accompanying notes are an integral part of these financial statements.

(9,368
210,000

)

(211,344)

(6,650
18,980
(139
786
2,265
(19
(7,581
8,412

$831

$23,464

)
)

)
)

(5,211 )
35,122
432 )
(32,000)
(7 )
469

(2,059 )
a17 )
a1 )
362

$251

$21,792

12
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

(unaudited)

Supplemental Schedule of Non-Cash Investing and Financing Activities

We acquired equipment and certain leasehold improvements for approximately $13.8 million and $13.3 million during
the six months ended June 30, 2014 and 2013, respectively, which were not paid for as of June 30, 2014 and 2013,
respectively. The offsetting amounts due were recorded in our consolidated balance sheet under accounts payable and
accrued expenses.

During the six months ended June 30, 2014, we added capital lease debt of approximately $12.6 million relating to
radiology equipment.

13
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RADNET, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

NOTE 1 - NATURE OF BUSINESS AND BASIS OF PRESENTATION

We provide diagnostic imaging services including magnetic resonance imaging (MRI), computed tomography (CT),
positron emission tomography (PET), nuclear medicine, mammography, ultrasound, diagnostic radiology (X-ray),
fluoroscopy and other related procedures. At June 30, 2014, we operated directly or indirectly through joint ventures,
251 imaging centers located in California, Maryland, Florida, Delaware, New Jersey, Rhode Island and New

York. Our operations comprise a single segment for financial reporting purposes.

The condensed consolidated financial statements include the accounts of Radnet Management, Inc. (or “Radnet
Management”) and Beverly Radiology Medical Group III, a professional partnership (“BRMG”). The condensed
consolidated financial statements also include Radnet Management I, Inc., Radnet Management II, Inc., Radiologix,
Inc., Radnet Managed Imaging Services, Inc., Delaware Imaging Partners, Inc., New Jersey Imaging Partners, Inc. and
Diagnostic Imaging Services, Inc. (“DIS”), all wholly owned subsidiaries of Radnet Management. All of these affiliated

LR I3 LR INT3

entities are referred to collectively as “RadNet”, “we”, “us”, “our” or the “Company” in this report.

Accounting Standards Codification (“ASC”) Section 810-10-15-14 stipulates that generally any entity with a)
insufficient equity to finance its activities without additional subordinated financial support provided by any parties,
or b) equity holders that, as a group, lack the characteristics specified in the ASC which evidence a controlling
financial interest, is considered a Variable Interest Entity (“VIE”). We consolidate all VIEs in which we own a majority
voting interest and all VIEs for which we are the primary beneficiary. We determine whether we are the primary
beneficiary of a VIE through a qualitative analysis that identifies which variable interest holder has the controlling
financial interest in the VIE. The variable interest holder who has both of the following has the controlling financial
interest and is the primary beneficiary: (1) the power to direct the activities of the VIE that most significantly impact
the VIE’s economic performance and (2) the obligation to absorb losses of, or the right to receive benefits from, the
VIE that could potentially be significant to the VIE. In performing our analysis, we consider all relevant facts and
circumstances, including: the design and activities of the VIE, the terms of the contracts the VIE has entered into, the
nature of the VIE’s variable interests issued and how they were negotiated with or marketed to potential investors, and
which parties participated significantly in the design or redesign of the entity.

Howard G. Berger, M.D. is our President and Chief Executive Officer, a member of our Board of Directors and is
deemed to be the beneficial owner, directly and indirectly, of approximately 13.12% of our outstanding common stock
as of June 30, 2014. Dr. Berger also owns, indirectly, 99% of the equity interests in BRMG. BRMG provides all of the

15
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professional medical services at the majority of our facilities located in California under a management agreement
with us, and employs physicians or contracts with various other independent physicians and physician groups to
provide the professional medical services at most of our other California facilities. We generally obtain professional
medical services from BRMG in California, rather than provide such services directly or through subsidiaries, in order
to comply with California’s prohibition against the corporate practice of medicine. However, as a result of our close
relationship with Dr. Berger and BRMG, we believe that we are able to better ensure that medical service is provided
at our California facilities in a manner consistent with our needs and expectations and those of our referring
physicians, patients and payors than if we obtained these services from unaffiliated physician groups. BRMG is a
partnership of ProNet Imaging Medical Group, Inc., Breastlink Medical Group, Inc. and Beverly Radiology Medical
Group, Inc., each of which is 99% or 100% owned by Dr. Berger.

John V Crues, III, M.D. is our Medical Director, a member of our Board of Directors and a 1% owner of BRMG. Dr.
Crues owns a controlling interest in three medical groups (“Crues Entities”) which provide professional medical services
at some of our facilities in Manhattan and Brooklyn, New York while Dr. Berger owns a controlling interest in two
medical groups (“NY Berger Entities””) which provide professional medical services at one of our Manhattan, New York
facilities. The Crues Entities and the NY Berger Entities are collectively hereinafter referred to as the “B&C Entities.”

RadNet provides non-medical, technical and administrative services to BRMG and the B&C Entities for which it
receives a management fee, pursuant to the related management agreements. Through these management agreements
and our relationship with both Dr. Berger and Dr. Crues, we have exclusive authority over all non-medical
decision-making related to the ongoing business operations of BRMG and the B&C Entities and we determine the
annual budget of BRMG and the B&C Entities. BRMG and the B&C Entities both have insignificant operating assets
and liabilities, and de minimis equity. Through these management agreements, we are paid the fair market value of
our services, the result of which is that generally all net cash flows of both BRMG and the B&C Entities are
transferred to us.

16
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We have determined that BRMG and the B&C Entities are VIEs, and that we are the primary beneficiary, and
consequently, we consolidate the revenue, expenses, assets and liabilities of each such entity. BRMG and the B&C
Entities on a combined basis recognized $21.4 million and $16.1 million of revenue, net of management service fees
to RadNet for the three months ended June 30, 2014 and 2013, respectively, and $21.4 million and $16.1 million of
operating expenses for the three months ended June 30, 2014 and 2013, respectively. RadNet, Inc. recognized in its
condensed consolidated statement of operations $92.6 million and $77.7 million of total billed net service fee revenue
relating to these VIE’s for the three months ended June 30, 2014 and 2013, respectively, of which $71.2 million and
$61.7 million was for management services provided to BRMG and the B&C Entities relating primarily to the
technical portion of total billed net service fee revenue for the three months ended June 30, 2014 and 2013,
respectively.

BRMG and the B&C Entities on a combined basis recognized $42.0 million and $33.5 million of revenue, net of
management service fees to RadNet for the six months ended June 30, 2014 and 2013, respectively, and $42.0 million
and $33.5 million of operating expenses for the six months ended June 30, 2014 and 2013, respectively. RadNet, Inc.
recognized in its condensed consolidated statement of operations $181.6 million and $158.3 million of total billed net
service fee revenue relating to these VIE’s for the six months ended June 30, 2014 and 2013, respectively, of which
$139.6 million and $124.8 million was for management services provided to BRMG and the B&C Entities relating
primarily to the technical portion of total billed net service fee revenue for the six months ended June 30, 2014 and
2013, respectively.

The cash flows of BRMG and the B&C Entities are included in the accompanying consolidated statements of cash
flows. All intercompany balances and transactions have been eliminated in consolidation. In our consolidated balance
sheets at June 30, 2014 and December 31, 2013, we have included approximately $77.7 million and $65.2 million,
respectively, of accounts receivable and approximately $12.2 million and $11.9 million, respectively, of accounts
payable and accrued liabilities, related to BRMG and the B&C Entities combined.

The creditors of both BRMG and the B&C Entities do not have recourse to our general credit and there are no other
arrangements that could expose us to losses on behalf of BRMG and the B&C Entities. However, because of the
relationship RadNet may be required to provide financial support to cover any operating expenses in excess of
operating revenues.

Aside from certain centers in California and all of our centers in New York City where we contract with BRMG and
the B&C Entities, respectively, for the provision of professional medical services, at all of our other centers, we have
entered into long-term contracts with independent radiology groups in the area to provide physician services at those
facilities. These third party radiology practices provide professional services, including supervision and interpretation
of diagnostic imaging procedures, in our diagnostic imaging centers. The radiology practices maintain full control
over the provision of professional services. In these facilities we enter into long-term agreements with radiology
practice groups (typically 40 years). Under these arrangements, in addition to obtaining technical fees for the use of
our diagnostic imaging equipment and the provision of technical services, we provide management services and
receive a fee intended to compensate us for the fair market value of our services which in some instances may be

17
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based on the practice group’s professional revenue, including revenue derived outside of our diagnostic imaging
centers. We own the diagnostic imaging equipment and, therefore, receive 100% of the technical reimbursements
associated with imaging procedures. The radiology practice groups retain the professional reimbursements associated
with imaging procedures after deducting management service fees paid to us. We have no financial controlling
interest in the independent (non-BRMG or non-B&C Entities) radiology practices; accordingly, we do not consolidate
the financial statements of those practices in our consolidated financial statements.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the
instructions to Form 10-Q and Rule 10-01 of Regulation S-X and, therefore, do not include all information and
footnotes necessary for a fair presentation of financial position, results of operations and cash flows in conformity
with U.S. generally accepted accounting principles for complete financial statements; however, in the opinion of our
management, all adjustments consisting of normal recurring adjustments necessary for a fair presentation of the
financial position, results of operations and cash flows for the interim periods ended June 30, 2014 and 2013 have
been made. The results of operations for any interim period are not necessarily indicative of the results for a full year.
These interim condensed consolidated financial statements should be read in conjunction with the consolidated
financial statements and related notes thereto contained in our annual report on Form 10-K for the year ended
December 31, 2013 filed on March 17, 2014, as amended.

Significant Accounting Policies

During the period covered in this report, there have been no material changes to the significant accounting policies we
use, and have explained, in our annual report on Form 10-K for the fiscal year ended December 31, 2013, as amended.
The information below is intended only to supplement the disclosure in our annual report on Form 10-K for the fiscal
year ended December 31, 2013, as amended.

10
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Revenues

Service fee revenue, net of contractual allowances and discounts, consists of net patient fees received from various
payers and patients themselves based mainly upon established contractual billing rates, less allowances for contractual
adjustments. As it relates to centers affiliated with both BRMG and the B&C Entities, this service fee revenue
includes payments for both the professional medical interpretation revenue recognized by BRMG and the B&C
Entities as well as the payment for all other aspects related to our providing the imaging services, for which we earn
management fees from BRMG and the B&C Entities. As it relates to non-BRMG and B&C Entity centers, this service
fee revenue is earned through providing the administration of the non-medical functions relating to the professional
medical practice at our non-BRMG and B&C Entity centers, including among other functions, provision of clerical
and administrative personnel, bookkeeping and accounting services, billing and collection, provision of medical and
office supplies, secretarial, reception and transcription services, maintenance of medical records, and advertising,
marketing and promotional activities.

Service fee revenues are recorded during the period the patient services are provided based upon the estimated
amounts due from the patients and third-party payers. Third-party payers include federal and state agencies (under the
Medicare and Medicaid programs), managed care health plans, commercial insurance companies and employers.
Estimates of contractual allowances under managed care health plans are based upon the payment terms specified in
the related contractual agreements. Contractual payment terms in managed care agreements are generally based upon
predetermined rates per discounted fee-for-service rates. We also record a provision for doubtful accounts (based
primarily on historical collection experience) related to patients and copayment and deductible amounts for patients
who have health care coverage under one of our third-party payers.

Under capitation arrangements with various health plans, we earn a per-enrollee amount each month for making
available diagnostic imaging services to all plan enrollees under the capitation arrangement. Revenue under capitation
arrangements is recognized in the period in which we are obligated to provide services to plan enrollees under
contracts with various health plans.

Our revenue, net of contractual allowances, discounts and provision for bad debts for the three and six months ended
June 30, 2014 and 2013 is summarized in the following table (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Commercial Insurance $104,901 $104,256 $204,977 $206,208
Medicare 39,412 38,313 77,317 75,638
Medicaid 6,230 6,540 12,049 12,490
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Workers' Compensation/Personal Injury 7,853 9,160 15,034 19,103
Other 10,280 9,040 18,062 17,612
Service fee revenue, net of contractual allowances and discounts 168,675 167,310 327,438 331,051
Provision for bad debts (7,520 ) (6,955 ) (14,413) (13,777)
Net service fee revenue 161,155 160,355 313,025 317,274
Revenue under capitation arrangements 17,927 16,165 34,933 32,186
Total net revenue $179,082 $176,520 $347,958 $349,460
Provision for Bad Debts

We provide for an allowance against accounts receivable that could become uncollectible to reduce the carrying value
of such receivables to their estimated net realizable value. We estimate this allowance based on the aging of our
accounts receivable by each type of payer over an 18-month look-back period, and other relevant factors. A significant
portion of our provision for bad debt relates to co-payments and deductibles owed to us from patients with insurance.
Although we attempt to collect deductibles and co-payments due from patients with insurance at the time of service,
this attempt to collect at the time of service is not an assessment of the patient’s ability to pay nor are revenues
recognized based on an assessment of the patient’s ability to pay. There are various factors that can impact collection
trends, such as changes in the economy, which in turn have an impact on the increased burden of co-payments and
deductibles to be made by patients with insurance. These factors continuously change and can have an impact on
collection trends and our estimation process.

11
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Deferred Tax Assets

Income tax expense is computed using an asset and liability method and using expected annual effective tax rates.
Under this method, deferred income tax assets and liabilities result from temporary differences in the financial
reporting bases and the income tax reporting bases of assets and liabilities. The measurement of deferred tax assets is
reduced, if necessary, by the amount of any tax benefit that, based on available evidence, is not expected to be
realized. When it appears more likely than not that deferred taxes will not be realized, a valuation allowance is
recorded to reduce the deferred tax asset to its estimated realizable value. For net deferred tax assets we consider
estimates of future taxable income, including tax planning strategies, in determining whether our net deferred tax
assets are more likely than not to be realized.

Deferred Financing Costs

Costs of financing are deferred and amortized on a straight-line basis over the life of the associated loan, which
approximates the effective interest rate method.

Meaningful Use Incentive

Under the American Recovery and Reinvestment Act of 2009, a program was enacted that provides financial
incentives for providers that successfully implement and utilize electronic health record technology to improve patient
care. Our software development team in Canada established an objective to build a Radiology Information System
(RIS) software platform that has been awarded Meaningful Use certification. As this certified RIS system is
implemented throughout our imaging centers, the radiologists that utilize this software will be eligible for the
available financial incentives. In order to receive such incentive payments providers must attest that they have
demonstrated meaningful use of the certified RIS in each stage of the program. Once an attestation is accepted by
Medicare, payments will be made in four to eight weeks to the same taxpayer identification number and through the
same channels as their claims payments are made. We account for this meaningful use incentive under the Gain
Contingency Model outlined in ASC 450-30. Under this model, we record within non-operating income, meaningful
use incentive only after Medicare accepts an attestation from the qualified eligible professional demonstrating
meaningful use. We recorded approximately $1.8 million during the six months ended June 30, 2014 relating to this
incentive. This amount was earned under a Medicare program to promote the use of electronic health record
technology.

Liquidity and Capital Resources
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We had cash and cash equivalents of $831,000 and accounts receivable of $147.0 million at June 30, 2014, compared
to cash and cash equivalents of $8.4 million and accounts receivable of $133.6 million at December 31, 2013. We had
a working capital balance of $60.7 million and $58.0 million at June 30, 2014 and December 31, 2013, respectively.
We had net income attributable to RadNet, Inc. common stockholders for the three months ended June 30, 2014 and
2013 of $5.1 million and $2.7 million, respectively, and net (loss) income attributable to RadNet, Inc. common
stockholders for the six months ended June 30, 2014 and 2013 of ($7.3 million) and $1.3 million, respectively. We
also had stockholders’ (deficit) equity of ($2.8 million) and $2.2 million at June 30, 2014 and December 31, 2013,
respectively.

We operate in a capital intensive, high fixed-cost industry that requires significant amounts of capital to fund
operations. In addition to operations, we require a significant amount of capital for the initial start-up and
development of new diagnostic imaging facilities, the acquisition of additional facilities and new diagnostic imaging
equipment. Because our cash flows from operations have been insufficient to fund all of these capital requirements,
we have depended on the availability of financing under credit arrangements with third parties.

Based on our current level of operations, we believe that cash flow from operations and available cash, together with
available borrowings from our senior secured credit facilities, will be adequate to meet our liquidity needs. Our future
liquidity requirements will be for working capital, capital expenditures, debt service and general corporate purposes.
Our ability to meet our working capital and debt service requirements, however, is subject to future economic
conditions and to financial, business and other factors, many of which are beyond our control. If we are not able to
meet such requirements, we may be required to seek additional financing. There can be no assurance that we will be
able to obtain financing from other sources on terms acceptable to us, if at all.
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On a continuing basis, we also consider various transactions to increase shareholder value and enhance our business
results, including acquisitions, divestitures and joint ventures. These types of transactions may result in future cash
proceeds or payments but the general timing, size or success of any acquisition, divestiture or joint venture effort and
the related potential capital commitments cannot be predicted. We expect to fund any future acquisitions primarily
with cash flow from operations and borrowings, including borrowing from amounts available under our senior secured
credit facilities or through new equity or debt issuances.

We and our subsidiaries or affiliates may from time to time, in our or their sole discretion, purchase, repay, redeem or
retire any of our outstanding debt or equity securities in privately negotiated or open market transactions, by tender
offer or otherwise.

Included in our condensed consolidated balance sheet at June 30, 2014 are $576.7 million of senior secured term loan
debt (net of unamortized discounts of $13.4 million), broken down by loan agreement as follows (in thousands):

Total
Face Discount Carryin
Value ymg

Value

2014 First Lien Term Loans $410,133 $(10,542) $399,591
Second Lien Term Loans 180,000 (2,879 ) 177,121
Total $590,133 $(13,421) $576,712

Our revolving credit facility has a $19.0 million aggregate principal amount outstanding as of June 30, 2014.

The following describes our most recent financing activities:

2014 Amendment to the Refinance Agreement and Second Lien Credit and Guaranty Agreement:

On March 25, 2014, Radnet Management simultaneously entered into two agreements which resulted in the creation
of a direct financial obligation as follows:

2014 Amendment of the Refinance Agreement. Radnet Management amended that certain Credit and Guaranty
Agreement dated October 10, 2012, as amended by that certain first amendment dated April 3, 2013 (the “2013
Amendment”) (collectively, the Refinance Agreement”), by entering into a second amendment to the Refinance
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Agreement (the “2014 Amendment”) to provide for, among other things, the borrowing by Radnet Management of $30.0
million of additional first lien term loans (the “2014 First Lien Term Loans”).

Second Lien Credit and Guaranty Agreement. Radnet Management entered into a Second Lien Credit and Guaranty
Agreement (the “Second Lien Credit Agreement”) to provide for, among other things, the borrowing by Radnet
Management of $180.0 million of second lien term loans (the “Second Lien Term Loans”). The proceeds from the
Second Lien Term Loans and the 2014 First Lien Term Loans were used to redeem the senior notes, as more fully
described below under the heading “Senior Notes”, to pay the expenses related to the transaction and for general
corporate purposes.

Revolving Credit Facility. The $101.25 million revolving credit line established in the Credit and Guaranty Agreement
dated October 10, 2012 was unaltered by the agreements above and remains in place.

The 2014 Amendment provides for the following:

Interest. The interest rates payable on the 2014 First Lien Term Loans are the same as the rates currently payable
under the Refinance Agreement, as amended by the 2013 Amendment, which are (a) the Adjusted Eurodollar Rate
plus 3.25% or (b) the Base Rate (as defined in the Refinance Agreement) plus 2.25%. The Adjusted Eurodollar Rate
has a minimum floor of 1.0% on all of the term loans under the Refinance Agreement. The Adjusted Eurodollar Rate
at June 30, 2014 was 0.33%.

Payments. The scheduled amortization of the term loans under the Refinance Agreement has been increased from
quarterly payments of $975,000 to quarterly payments of $5,191,563 starting in June 2014, with the remaining
balance to be paid at maturity.

The other material terms of the Refinance Agreement remain unchanged as described in our annual report on Form
10-K for the fiscal year ended December 31, 2013, as amended.
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The Second Lien Credit Agreement provides for the following:

Interest. The interest rates payable on the Second Lien Term Loans are (a) the Adjusted Eurodollar Rate plus 7.0% or
(b) the Base Rate plus 6.0%. The Adjusted Eurodollar Rate has a minimum floor of 1.0% on the Second Lien Term
Loans. The Eurodollar Rate at June 30, 2014 was 0.33%.

Payments. There is no scheduled amortization of the principal of the Second Lien Term Loans. All principal will be
due and payable on the termination date described below.

Termination. The termination date for the Second Lien Term Loans is the earlier to occur of (i) March 25, 2021, and
(ii) the date on which the Second Lien Term Loans shall otherwise become due and payable in full under the Second
Lien Credit Agreement, whether by acceleration or otherwise.

Restrictive Covenants. In addition to certain customary covenants, the Second Lien Credit Agreement places
restrictions on indebtedness, liens, and investments, and places limits on distributions to stockholders (including the
repurchase of shares) and other junior payments.

Financial Covenants. The Second Lien Credit Agreement contains financial covenants including a maximum total
leverage ratio and a limit on annual capital expenditures.

Events of Default. In addition to certain customary events of default, events of default under the Second Lien Credit
Agreement include failure to pay principal of any loans as and on the date when due, failure to pay any interest on any
loan or any fee or other amount payable under the Second Lien Term Loans within five days after the due date, failure
of any loan party to comply with any covenant or agreements, subject to applicable grace periods and/or notice
requirements, or a material breach of any representation or warranty contained in the loan documents. The occurrence
of an event of default could permit the lenders under the Second Lien Credit Agreement to declare all amounts
borrowed, together with accrued interest and fees, to be immediately due and payable and to exercise other default
remedies.

These limitations are subject to a number of important qualifications and exceptions, as described in the Second Lien
Credit Agreement. As of June 30, 2014, we were in compliance with all covenants.
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Senior Notes

On April 6, 2010, we issued and sold $200 million of 10 3/8% senior unsecured notes due 2018 at a price of 98.680%
(the “senior notes”). All payments of the senior notes, including principal and interest, were guaranteed jointly and
severally on a senior unsecured basis by RadNet, Inc., and all of Radnet Management’s current and future domestic
wholly owned restricted subsidiaries. The senior notes were issued under an indenture dated April 6, 2010 (the
“Indenture”), by and among Radnet Management, Inc., as issuer, RadNet, Inc., as parent guarantor, the subsidiary
guarantors thereof and U.S. Bank National Association, as trustee.” We paid interest on the senior notes on April land
October 1 of each year, commencing October 1, 2010, and they were scheduled to expire on April 1, 2018.

Optional Redemption. Under the Indenture, Radnet Management could redeem the senior notes, in whole or in part, at
any time on or after April 1, 2014, at the redemption prices specified under the Indenture. Prior to April 1, 2014,
Radnet Management was also permitted to redeem the senior notes, in whole or in part, at a redemption price equal to
100% of the principal amount redeemed, plus a make-whole premium established by the Indenture and accrued and
unpaid interest, if any.

Senior Notes Tender Offer and Exercise of Optional Redemption

Radnet Management completed the retirement of its $200 million in Senior Notes on April 24, 2014 and following
such retirement the Company completed the satisfaction and discharge of the Indenture. The transactions leading to
the retirement of the Senior Notes are described below:

Tender Offer and Exercise of Optional Redemption of March 7, 2014. On March 7, 2014, Radnet Management
commenced a tender offer to purchase for cash any and all outstanding senior notes. In connection with the tender
offer, Radnet Management also commenced a consent solicitation to amend the Indenture to eliminate or modify
certain restrictive covenants. On March 25, 2014 (the “Initial Payment Date”), Radnet Management made a payment in
cash for all senior notes tendered prior to 5:00 P.M., New York City time, on March 20, 2014 (the “Consent Payment
Deadline”). As of the Consent Payment Deadline, Radnet Management had received tenders and consents in respect of
$193,464,000 aggregate principal amount of the senior notes, representing 96.73% of the outstanding senior notes, all
of which were accepted for purchase. The total consideration for each $1,000 principal amount of senior notes validly
tendered and not withdrawn at or prior to the Consent Payment Deadline and accepted for purchase was $1,056.88

(the “Total Consideration”), which amount included a consent payment (the “Consent Payment”) of $30.00 per $1,000
principal amount of senior notes. In addition, all senior notes accepted for payment received accrued and unpaid
interest in respect of such notes from the last interest payment date prior to the applicable settlement date to, but not
including, the applicable settlement date. The tender offer expired on April 3, 2014 and between the Consent Payment
Deadline and the expiration of the tender offer, no additional senior notes were tendered. With a net carrying amount
including discount and unamortized issue costs of $189.2 million, a loss on early extinguishment of debt of $15.5
million was recorded in the first quarter of 2014.
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Tender Offer and Exercise of Optional Redemption of March 25, 2014. On March 25, 2014, Radnet Management
called for redemption all of its remaining outstanding senior notes not purchased prior to the expiration of the tender
offer described above, with a redemption date of April 24, 2014 (the “Redemption Date”). Upon redemption on April
24,2014, the holders of the senior notes being redeemed received a redemption price equal to 105.188% of the
outstanding principal amount of the senior notes being redeemed (or $1,051.88 per $1,000 in principal amount of the
senior notes) in accordance with the terms of the Indenture, or approximately $6.9 million in total, including
approximately $43,000 of accrued and unpaid interest up to, but excluding the Redemption Date. As of that date,
Radnet Management completed the satisfaction and discharge of the Indenture in accordance with its terms and no
senior notes remained outstanding. With a net carrying amount including discount and unamortized issue costs of
$6.4 million, a loss on early extinguishment of debt of $470,800 was recorded in the second quarter of 2014.

Capital [.ease Investments

During the six months ended June 30, 2014, we added capital lease debt of approximately $12.6 million relating to
radiology equipment.

NOTE 2 - FACILITY ACQUISITIONS

On January 2, 2014, we acquired the diagnostic imaging practice of Leslie A. Saint-Louis, MD located in New York,
New York for $360,000. Upon acquisition, we relocated the practice to a nearby existing center in New York, New
York. We have made a fair value determination of the assets acquired and have allocated $310,000 to goodwill and
$50,000 to other intangible assets related to a covenant not to compete contract with Dr. Saint-Louis.

On April 1, 2014, we acquired the diagnostic imaging practice of Sidney Friedman, M.D. located in Westchester, CA
for $1.4 million. We have made a preliminary fair value determination of the assets acquired and have allocated
$600,000 to Imaging equipment, $470,000 to accounts receivable and $331,000 to goodwill.

NOTE 3 - NEW ACCOUNTING STANDARDS

In May 2014, the Financial Accounting Standard Board issued a GAAP update "Revenue from Contracts with
Customers". This GAAP update requires an entity to recognize revenue when it transfers promised goods or services
to customers in an amount that reflects what it expects in exchange for the goods or services. This GAAP update also
requires more detailed disclosures to enable users of the financial statements to understand the nature, amount, timing
and uncertainty of revenue and cash flows arising from contracts with customers. The GAAP update is effective for
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fiscal years (and interim reporting periods within fiscal years) beginning after December 15, 2016. We are currently
evaluating the impact of the GAAP update on our consolidated financial position, results of operations and cash flows.
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NOTE 4 - EARNINGS PER SHARE

Earnings per share is based upon the weighted average number of shares of common stock and common stock
equivalents outstanding, net of common stock held in treasury, as follows (in thousands except share and per share

data):

Net income (loss) attributable to RadNet, Inc.'s common
stockholders

BASIC NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC.'S COMMON
STOCKHOLDERS

Weighted average number of common shares outstanding
during the period

Basic net income (loss) per share attributable to RadNet,
Inc.'s common stockholders

DILUTED NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC.'S COMMON
STOCKHOLDERS

Weighted average number of common shares outstanding
during the period

Add nonvested restricted stock subject only to service
vesting

Add additional shares issuable upon exercise of stock
options and warrants

Weighted average number of common shares used in
calculating diluted net income per share

Diluted net income (loss) per share attributable to RadNet,
Inc.'s common stockholders

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013

$5,144 $2,686 $(7,280 ) $1,344
40,817,333 39,217,122 40,413,863 39,038,904

$0.13 $0.07 $(0.18 ) $0.03
40,817,333 39,217,122 40,413,863 39,038,904
1,019,930 302,799 - 302,438
1,425,732 309,742 - 511,956
43,262,995 39,829,663 40,413,863 39,853,298

$0.12 $0.07 $(0.18 ) $0.03

For the six months ended June 30, 2014 we excluded all outstanding options, warrants and restricted stock awards in
the calculation of diluted earnings per share because their effect would be antidilutive.

NOTE 5 - INVESTMENT IN JOINT VENTURES
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We have nine unconsolidated joint ventures with ownership interests ranging from 35% to 50%. These joint ventures
represent partnerships with hospitals, health systems or radiology practices and were formed for the purpose of
owning and operating diagnostic imaging centers. Professional services at the joint venture diagnostic imaging
centers are performed by contracted radiology practices or a radiology practice that participates in the joint

venture. Our investment in these joint ventures is accounted for under the equity method.

The following table is a roll forward of our investment in joint ventures during the six months ended June 30, 2014 (in
thousands):

Balance as of

December 31, 2013 $ 28,949

Equity contributions

in existing joint 900

ventures

Equlty earnings in 2713

these joint ventures

DlStl.‘lbutIOIl of (5.041 )
earnings

Balance as of June

30, 2014 $ 27,521

We earned management service fees from the centers underlying these joint ventures of approximately $2.2 million
and $2.7 million for the three months ended June 30, 2014 and 2013, respectively, and $4.6 million and $4.7 million
for the six months ended June 30, 2014 and 2013, respectively.
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The following table is a summary of key financial data for these joint ventures as of June 30, 2014 (in thousands) and
for the six months ended June 30, 2014 and 2013 (in thousands):

June 30,
Balance Sheet Data: 2014
Current assets $14,537
Noncurrent assets 46,997
Current liabilities (5,587)
Noncurrent liabilities (5,809)
Total net assets $50,138
Book value of Radnet joint venture interests $22.800
Cost in excess of book value of acquired joint venture interests 4,397
Elimination of intercompany profit remaining on Radnet's consolidated balance sheet 324
Total value of Radnet joint venture interests $27,521
Total book value of other joint venture partner interests $27,338

Income Statement Data for the six months ended June 30, 2014 2013

Net revenue $48.835 $45,209
Net income $5,738 $5,952

NOTE 6 - STOCK-BASED COMPENSATION

Stock Incentive Plans

Options and Warrants

We have two long-term incentive plans which we refer to as the 2000 Plan and the 2006 Plan. The 2000 Plan was
terminated as to future grants when the 2006 Plan was approved by the stockholders in 2006. As of June 30, 2014, we
have reserved for issuance under the 2006 Plan 11,000,000 shares of common stock. Certain options granted under the
2006 Plan to employees are intended to qualify as incentive stock options under existing tax regulations. In addition,
we may issue non-qualified stock options and warrants under the 2006 Plan from time to time to non-employees, in
connection with acquisitions and for other purposes and we may also issue restricted stock under the 2006 Plan. Stock
options and warrants generally vest over two to five years and expire five to ten years from date of grant.
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As of June 30, 2014, 2,062,167, or approximately 90.8%, of the 2,272,167 outstanding stock options and warrants
granted under our option plans are fully vested. During the six months ended June 30, 2014, we did not grant options
or warrants under our 2006 Plan.

We have issued warrants outside the 2006 Plan under various types of arrangements to employees, and in exchange
for outside services. All warrants issued to employees or consultants after our February 2007 listing on the NASDAQ
Global Market have been characterized as awards under the 2006 Plan. All warrants outside the 2006 Plan have been
issued with an exercise price equal to the fair value of the underlying common stock on the date of grant. The warrants
expire from five to seven years from the date of grant. Vesting terms are determined by the board of directors or the
compensation committee of the board of directors at the date of grant.

As of June 30, 2014, all 200,000 of the outstanding warrants outside the 2006 Plan are fully vested. During the six
months ended June 30, 2014, we did not grant warrants outside of our 2006 Plan.
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The following summarizes all of our option and warrant transactions during the six months ended June 30, 2014:

Weighted
Average
vaeelfal\gzd Remaining Aggregate
. . Exercise  Contractual .
Outstanding Options and Warrants . . Intrinsic
price Life
Per
Under the 2006 Plan and 2000 Plan Shares Common (in years)  Value
Share
Balance, December 31, 2013 4,701,250 $ 3.15
Granted - -
Exercised (2,129,083) 2.40
Canceled or expired (300,000 ) 6.10
Balance, June 30, 2014 2,272,167 3.46 1.65 $7,799,490
Exercisable at June 30, 2014 2,062,167 3.54 1.51 6,972,755
Weighted
Average
vaeelfallgzd Remaining Aggregate
Non-Plan E)Sercise Clontractual Intrinsic
price Life
Per
Outstanding Warrants Shares ~ Common (in years) Value
Share
Balance, December 31, 2013 200,000 $ 2.62
Granted - -
Exercised - -
Canceled or expired - -
Balance, June 30, 2014 200,000 2.62 1.42 $802,000
Exercisable at June 30, 2014 200,000 2.62 1.42 802,000

Aggregate intrinsic value in the table above represents the total pretax intrinsic value (the difference between our
closing stock price on June 30, 2014 and the exercise price, multiplied by the number of in-the-money options or
warrants, as applicable) that would have been received by the holder had all holders exercised their options or
warrants, as applicable, on June 30, 2014. Total intrinsic value of options and warrants exercised during the six
months ended June 30, 2014 and 2013 was approximately $5.9 million and $2.3 million, respectively. As of June 30,
2014, total unrecognized stock-based compensation expense related to non-vested employee awards was $82,310,
which is expected to be recognized over a weighted average period of approximately 1.6 years.
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Restricted Stock Awards (“RSA’s”)

The 2006 Plan permits the award of restricted stock. On January 2, 2014, we granted awards for 1,011,785 shares of
our common stock to certain employees and outside directors. Of these awards granted, 337,262 shares vested on the
award date, with the remaining 674,524 shares vesting at the completion of each year’s service by 337,262 shares per
year over the next two years. We valued this award based on the closing market price of our stock on January 2, 2014
which was $1.62 per share.

At June 30, 2014, the total unrecognized fair value of all restricted stock awards was approximately $1.3 million,
which will be recognized over the remaining vesting period of 2.75 years.

In sum, of the 11,000,000 shares of common stock reserved for issuance under the 2006 Plan, at June 30, 2014, we
had 5,003,952 options, warrants and shares of restricted stock outstanding, 2,141,583 options exercised and 3,854,465
available for grant.

NOTE 7 - FAIR VALUE MEASUREMENTS

FAIR VALUE MEASUREMENTS — Assets and liabilities subject to fair value measurements are required to be
disclosed within a fair value hierarchy. The fair value hierarchy ranks the quality and reliability of inputs used to
determine fair value. Accordingly, assets and liabilities carried at, or permitted to be carried at, fair value are classified
within the fair value hierarchy in one of the following categories based on the lowest level input that is significant to a
fair value measurement:

Level 1—Fair value is determined by using unadjusted quoted prices that are available in active markets for identical
assets and liabilities.

Level 2—Fair value is determined by using inputs other than Level 1 quoted prices that are directly or indirectly
observable. Inputs can include quoted prices for similar assets and liabilities in active markets or quoted prices for
identical assets and liabilities in inactive markets. Related inputs can also include those used in valuation or other
pricing models such as interest rates and yield curves that can be corroborated by observable market data.

Level 3—Fair value is determined by using inputs that are unobservable and not corroborated by market data. Use of
these inputs involves significant and subjective judgment.
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The table below summarizes the estimated fair value of our long-term debt as follows (in thousands):

As of June 30, 2014
Total Total
%evilevel 2 Igevel Fair Face
Value Value
2014 First Lien Term Loans $— $412,697 $ - $412,697 $410,133
Second Lien Term Loans $180,450 $ - 180,450 $180,000

As of December 31, 2013

Total
Levf%:vel 2 Level Total Face
1 3
Value
Senior Term Loan $—-$380,508 $ — $380,508 $349,125
Senior Notes — 199,000 — 199,000 200,000

The carrying value of our line of credit at June 30, 2014 and December 31, 2013 of $19.0 million and $0, respectively,
approximated its fair value.

We consider the carrying amounts of cash and cash equivalents, receivables, other current assets and current liabilities
to approximate their fair value because of the relatively short period of time between the origination of these
instruments and their expected realization or payment. Additionally, we consider the carrying amount of our capital
lease obligations to approximate their fair value because the weighted average interest rate used to formulate the
carrying amounts approximates current market rates.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion of our financial condition and results of operations should be read in conjunction with our
consolidated financial statements and the related notes and other financial information appearing elsewhere in this
quarterly report.

Forward-Looking Statements

This quarterly report on Form 10-Q contains “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934, as
amended. Forward-looking statements reflect current views about future events and are based on our currently
available financial, economic and competitive data and on current business plans. Actual events or results may differ
materially depending on risks and uncertainties that may affect our operations, markets, services, prices and other
factors.

Statements in this quarterly report concerning our ability to successfully acquire and integrate new operations, to grow
our contract management business, our financial guidance, our future cost saving efforts, our increased business from
new equipment or operations and our ability to finance our operations and repay our outstanding indebtedness,
including our increased amortization payments, are forward-looking statements. In some cases, you can identify
forward-looking statements by terminology such as “may,” “will,” “should,” “expect,” “intend,” “plan,” “anticipate,” “believe,

“estimate,” “predict,” “potential,” “continue,” “assumption” or the negative of these terms or other comparable terminology.

99 ¢
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The factors included in “Risk Factors,” in our annual report on Form 10-K for the fiscal year ended December 31, 2013,
as amended or supplemented by the information, if any, in Part IT — Item 1A in our quarterly report on Form 10-Q for
the quarter ended March 31, 2014 and in Part II — Item 1A below, among others, could cause our actual results to differ
materially from those expressed in, or implied by, the forward-looking statements. You should consider the inherent
limitations on, and risks associated with, forward-looking statements and not unduly rely on the accuracy of
predictions contained in such forward-looking statements. These forward-looking statements speak only as of the date
when they are made. Except as required under the federal securities laws or by the rules and regulations of the
Securities and Exchange Commission, we do not undertake any responsibility to release publicly any revisions to

these forward-looking statements to take into account events or circumstances that occur after the date of those
statements. Additionally, we do not undertake any responsibility to update you on the occurrence of any unanticipated
events which may cause actual results to differ from those expressed or implied by the forward-looking statements
contained in this quarterly report.
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Overview

We are the leading national provider of freestanding, fixed-site outpatient diagnostic imaging services in the United
States based on number of locations and annual imaging revenue. At June 30, 2014, we operated directly or indirectly
through joint ventures, 251 centers located in California, Maryland, Florida, Delaware, New Jersey, Rhode Island and
New York. Our centers provide physicians with imaging capabilities to facilitate the diagnosis and treatment of
diseases and disorders and may reduce unnecessary invasive procedures, often reducing the cost and amount of care
for patients. Our services include magnetic resonance imaging (MRI), computed tomography (CT), positron emission
tomography (PET), nuclear medicine, mammography, ultrasound, diagnostic radiology (X-ray), fluoroscopy and other
related procedures.

We seek to develop leading positions in regional markets in order to leverage operational efficiencies. Our scale and
density within selected geographies provides close, long-term relationships with key payors, radiology groups and
referring physicians. Each of our facility managers is responsible for managing relationships with local physicians and
payors, meeting our standards of patient service and maintaining profitability. We provide corporate training
programs, standardized policies and procedures and sharing of best practices among the physicians in our regional
networks.

We derive substantially all of our revenue, directly or indirectly, from fees charged for the diagnostic imaging services
performed at our facilities. For the six months ended June 30, 2014 and 2013, we performed 2,382,108 and 2,255,530
diagnostic imaging procedures, respectively, and generated total net revenue of $348.0 million and $349.5 million,
respectively.

The condensed consolidated financial statements include the accounts of Radnet Management, Inc. (or “Radnet
Management”) and Beverly Radiology Medical Group III, a professional partnership (“BRMG”). The condensed
consolidated financial statements also include Radnet Management I, Inc., Radnet Management II, Inc., Radiologix,
Inc., Radnet Managed Imaging Services, Inc., Delaware Imaging Partners, Inc., New Jersey Imaging Partners, Inc. and
Diagnostic Imaging Services, Inc. (“DIS”), all wholly owned subsidiaries of Radnet Management. All of these affiliated

LR N3 LR I3 LR INT3

entities are referred to collectively as “RadNet”, “we”, “us”, “our” or the “Company” in this report.
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Accounting Standards Codification (“ASC”) Section 810-10-15-14 stipulates that generally any entity with a)
insufficient equity to finance its activities without additional subordinated financial support provided by any parties,
or b) equity holders that, as a group, lack the characteristics specified in the ASC which evidence a controlling
financial interest, is considered a Variable Interest Entity (“VIE”). We consolidate all VIEs in which we own a majority
voting interest and all VIEs for which we are the primary beneficiary. We determine whether we are the primary
beneficiary of a VIE through a qualitative analysis that identifies which variable interest holder has the controlling
financial interest in the VIE. The variable interest holder who has both of the following has the controlling financial
interest and is the primary beneficiary: (1) the power to direct the activities of the VIE that most significantly impact
the VIE’s economic performance and (2) the obligation to absorb losses of, or the right to receive benefits from, the
VIE that could potentially be significant to the VIE. In performing our analysis, we consider all relevant facts and
circumstances, including: the design and activities of the VIE, the terms of the contracts the VIE has entered into, the
nature of the VIE’s variable interests issued and how they were negotiated with or marketed to potential investors, and
which parties participated significantly in the design or redesign of the entity.

Howard G. Berger, M.D. is our President and Chief Executive Officer, a member of our Board of Directors and is
deemed to be the beneficial owner, directly and indirectly, of approximately 13.12% of our outstanding common stock
as of June 30, 2014. Dr. Berger also owns, indirectly, 99% of the equity interests in BRMG. BRMG provides all of the
professional medical services at the majority of our facilities located in California under a management agreement
with us, and employs physicians or contracts with various other independent physicians and physician groups to
provide the professional medical services at most of our other California facilities. We generally obtain professional
medical services from BRMG in California, rather than provide such services directly or through subsidiaries, in order
to comply with California’s prohibition against the corporate practice of medicine. However, as a result of our close
relationship with Dr. Berger and BRMG, we believe that we are able to better ensure that medical service is provided
at our California facilities in a manner consistent with our needs and expectations and those of our referring
physicians, patients and payors than if we obtained these services from unaffiliated physician groups. BRMG is a
partnership of ProNet Imaging Medical Group, Inc., Breastlink Medical Group, Inc. and Beverly Radiology Medical
Group, Inc., each of which is 99% or 100% owned by Dr. Berger.

John V Crues, III, M.D. is our Medical Director, a member of our Board of Directors and a 1% owner of BRMG. Dr.
Crues owns a controlling interest in three medical groups (“Crues Entities”) which provide professional medical services
at some of our facilities in Manhattan and Brooklyn, New York while Dr. Berger owns a controlling interest in two
medical groups (“NY Berger Entities””) which provide professional medical services at one of our Manhattan, New York
facilities. The Crues Entities and the NY Berger Entities are collectively hereinafter referred to as the “B&C Entities.”

RadNet provides non-medical, technical and administrative services to BRMG and the B&C Entities for which it
receives a management fee, pursuant to the related management agreements. Through these management agreements
and our relationship with both Dr. Berger and Dr. Crues, we have exclusive authority over all non-medical
decision-making related to the ongoing business operations of BRMG and the B&C Entities and we determine the
annual budget of BRMG and the B&C Entities. BRMG and the B&C Entities both have insignificant operating assets
and liabilities, and de minimis equity. Through these management agreements, we are paid the fair market value of
our services, the result of which is that generally all net cash flows of both BRMG and the B&C Entities are
transferred to us.
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We have determined that BRMG and the B&C Entities are VIEs, and that we are the primary beneficiary, and
consequently, we consolidate the revenue, expenses, assets and liabilities of each such entity. BRMG and the B&C
Entities on a combined basis recognized $21.4 million and $16.1 million of revenue, net of management service fees
to RadNet for the three months ended June 30, 2014 and 2013, respectively, and $21.4 million and $16.1 million of
operating expenses for the three months ended June 30, 2014 and 2013, respectively. RadNet, Inc. recognized in its
condensed consolidated statement of operations $92.6 million and $77.7 million of total billed net service fee revenue
relating to these VIE’s for the three months ended June 30, 2014 and 2013, respectively, of which $71.2 million and
$61.7 million was for management services provided to BRMG and the B&C Entities relating primarily to the
technical portion of total billed net service fee revenue for the three months ended June 30, 2014 and 2013,
respectively.

BRMG and the B&C Entities on a combined basis recognized $42.0 million and $33.5 million of revenue, net of
management service fees to RadNet for the six months ended June 30, 2014 and 2013, respectively, and $42.0 million
and $33.5 million of operating expenses for the six months ended June 30, 2014 and 2013, respectively. RadNet, Inc.
recognized in its condensed consolidated statement of operations $181.6 million and $158.3 million of total billed net
service fee revenue relating to these VIE’s for the six months ended June 30, 2014 and 2013, respectively, of which
$139.6 million and $124.8 million was for management services provided to BRMG and the B&C Entities relating
primarily to the technical portion of total billed net service fee revenue for the six months ended June 30, 2014 and
2013, respectively.

21

41



Edgar Filing: RadNet, Inc. - Form 10-Q

The cash flows of BRMG and the B&C Entities are included in the accompanying consolidated statements of cash
flows. All intercompany balances and transactions have been eliminated in consolidation. In our consolidated
balance sheets at June 30, 2014 and December 31, 2013, we have included approximately $77.7 million and $65.2
million, respectively, of accounts receivable and approximately $12.2 million and $11.9 million, respectively, of
accounts payable and accrued liabilities, related to BRMG and the B&C Entities combined.

The creditors of both BRMG and the B&C Entities do not have recourse to our general credit and there are no other
arrangements that could expose us to losses on behalf of BRMG and the B&C Entities. However, because of the
relationship RadNet may be required to provide financial support to cover any operating expenses in excess of
operating revenues.

Aside from certain centers in California and all of our centers in New York City where we contract with BRMG and
the B&C Entities, respectively, for the provision of professional medical services, at all of our other centers, we have
entered into long-term contracts with independent radiology groups in the area to provide physician services at those
facilities. These third party radiology practices provide professional services, including supervision and interpretation
of diagnostic imaging procedures, in our diagnostic imaging centers. The radiology practices maintain full control
over the provision of professional services. The contracted radiology practices generally have outstanding physician
and practice credentials and reputations; strong competitive market positions; a broad sub-specialty mix of physicians;
a history of growth and potential for continued growth. In these facilities we enter into long-term agreements with
radiology practice groups (typically 40 years). Under these arrangements, in addition to obtaining technical fees for
the use of our diagnostic imaging equipment and the provision of technical services, we provide management services
and receive a fee intended to compensate us for the fair market value of our services which in some instances may be
based on the practice group’s professional revenue, including revenue derived outside of our diagnostic imaging
centers. We own the diagnostic imaging equipment and, therefore, receive 100% of the technical reimbursements
associated with imaging procedures. The radiology practice groups retain the professional reimbursements associated
with imaging procedures after deducting management service fees paid to us. We have no financial controlling
interest in the independent (non-BRMG or non-B&C Entities) radiology practices; accordingly, we do not consolidate
the financial statements of those practices in our consolidated financial statements.

We typically experience some seasonality to our business. During the first quarter of each year we generally
experience the lowest volumes of procedures and the lowest level of revenue for any quarter during the year. This is
primarily the result of two factors. First, our volumes and revenue are typically impacted by winter weather
conditions in our northeastern operations. It is common for snowstorms and other inclement weather to result in
patient appointment cancellations and, in some cases, imaging center closures. Second, in recent years, we have
observed greater participation in high deductible health plans by patients. As these high deductibles reset in January
for most of these patients, we have observed that patients utilize medical services less during the first quarter,

when securing medical care will result in significant out-of-pocket expenditures.

Critical Accounting Policies
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Use of Estimates

Our discussion and analysis of financial condition and results of operations are based on our consolidated financial
statements that were prepared in accordance with U.S. generally accepted accounting principles, or

GAAP. Management makes estimates and assumptions when preparing financial statements. These estimates and
assumptions affect various matters, including:

our reported amounts of assets and liabilities in our consolidated balance sheets at the dates of the financial
statements;

-our disclosure of contingent assets and liabilities at the dates of the financial statements; and

our reported amounts of net revenue and expenses in our consolidated statements of operations during the reporting
periods.

These estimates involve judgments with respect to numerous factors that are difficult to predict and are beyond
management’s control. As a result, actual amounts could differ materially from these estimates.

The Securities and Exchange Commission defines critical accounting estimates as those that are both most important
to the portrayal of a company’s financial condition and results of operations and require management’s most difficult,
subjective or complex judgment, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain and may change in subsequent periods. In Note 2 to our consolidated financial statements in our
annual report on Form 10-K for the year ended December 31, 2013, as amended, we discuss our significant
accounting policies, including those that do not require management to make difficult, subjective or complex
judgments or estimates. The most significant areas involving management’s judgments and estimates are described
below.

During the period covered in this report, there were no material changes to the critical accounting estimates we use,
and have described in our annual report on Form 10-K for the fiscal year ended December 31, 2013, as amended.
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Revenues

Service fee revenue, net of contractual allowances and discounts, consists of net patient fees received from various
payers and patients themselves based mainly upon established contractual billing rates, less allowances for contractual
adjustments. As it relates to centers affiliated with both BRMG and the B&C Entities, this service fee revenue
includes payments for both the professional medical interpretation revenue recognized by BRMG and the B&C
Entities as well as the payment for all other aspects related to our providing the imaging services, for which we earn
management fees from BRMG and the B&C Entities. As it relates to non-BRMG and B&C Entity centers, this service
fee revenue is earned through providing the administration of the non-medical functions relating to the professional
medical practice at our non-BRMG and B&C Entity centers, including among other functions, provision of clerical
and administrative personnel, bookkeeping and accounting services, billing and collection, provision of medical and
office supplies, secretarial, reception and transcription services, maintenance of medical records, and advertising,
marketing and promotional activities.

Service fee revenues are recorded during the period the patient services are provided based upon the estimated
amounts due from the patients and third-party payers. Third-party payers include federal and state agencies (under the
Medicare and Medicaid programs), managed care health plans, commercial insurance companies and employers.
Estimates of contractual allowances under managed care health plans are based upon the payment terms specified in
the related contractual agreements. Contractual payment terms in managed care agreements are generally based upon
predetermined rates per discounted fee-for-service rates. We also record a provision for doubtful accounts (based
primarily on historical collection experience) related to patients and copayment and deductible amounts for patients
who have health care coverage under one of our third-party payers.

Under capitation arrangements with various health plans, we earn a per-enrollee amount each month for making
available diagnostic imaging services to all plan enrollees under the capitation arrangement. Revenue under capitation
arrangements is recognized in the period in which we are obligated to provide services to plan enrollees under
contracts with various health plans.

Our revenue, net of contractual allowances, discounts and provision for bad debts for the three and six months ended
June 30, 2014 and 2013 is summarized in the following table (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Commercial Insurance $104,901 $104,256 $204,977 $206,208
Medicare 39,412 38,313 77,317 75,638
Medicaid 6,230 6,540 12,049 12,490
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Workers' Compensation/Personal Injury 7,853 9,160 15,034 19,103
Other 10,280 9,040 18,062 17,612
Service fee revenue, net of contractual allowances and discounts 168,675 167,310 327,438 331,051
Provision for bad debts (7,520 ) (6,955 ) (14,413) (13,777)
Net service fee revenue 161,155 160,355 313,025 317,274
Revenue under capitation arrangements 17,927 16,165 34,933 32,186
Total net revenue $179,082 $176,520 $347,958 $349,460
Provision for Bad Debts

We provide for an allowance against accounts receivable that could become uncollectible to reduce the carrying value
of such receivables to their estimated net realizable value. We estimate this allowance based on the aging of our
accounts receivable by each type of payer over an 18-month look-back period, and other relevant factors. A significant
portion of our provision for bad debt relates to co-payments and deductibles owed to us from patients with insurance.
Although we attempt to collect deductibles and co-payments due from patients with insurance at the time of service,
this attempt to collect at the time of service is not an assessment of the patient’s ability to pay nor are revenues
recognized based on an assessment of the patient’s ability to pay. There are various factors that can impact collection
trends, such as changes in the economy, which in turn have an impact on the increased burden of co-payments and
deductibles to be made by patients with insurance. These factors continuously change and can have an impact on
collection trends and our estimation process.
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Accounts Receivable

Substantially all of our accounts receivable are due under fee-for-service contracts from third party payors, such as
insurance companies and government-sponsored healthcare programs, or directly from patients. Services are generally
provided pursuant to one-year contracts with healthcare providers. Receivables generally are collected within industry
norms for third-party payors. We continuously monitor collections from our payors and maintain an allowance for bad
debts based upon specific payor collection issues that we have identified and our historical experience.

Depreciation and Amortization of Long-Lived Assets

We depreciate our long-lived assets over their estimated economic useful lives with the exception of leasehold
improvements where we use the shorter of the assets useful lives or the lease term of the facility for which these assets
are associated.

Deferred Tax Assets

Income tax expense is computed using an asset and liability method and using expected annual effective tax rates.
Under this method, deferred income tax assets and liabilities result from temporary differences in the financial
reporting bases and the income tax reporting bases of assets and liabilities. The measurement of deferred tax assets is
reduced, if necessary, by the amount of any tax benefit that, based on available evidence, is not expected to be
realized. When it appears more likely than not that deferred taxes will not be realized, a valuation allowance is
recorded to reduce the deferred tax asset to its estimated realizable value. For net deferred tax assets we consider
estimates of future taxable income, including tax planning strategies, in determining whether our net deferred tax
assets are more likely than not to be realized. At June 30, 2014, we determined that approximately $57.4 million of
our net deferred tax assets are more likely than not to be realized.

Valuation of Goodwill and Long-Lived Assets

Goodwill at June 30, 2014 totaled $197.1 million. Goodwill is recorded as a result of business combinations.
Management evaluates goodwill, at a minimum, on an annual basis and whenever events and changes in
circumstances suggest that the carrying amount may not be recoverable in accordance with ASC 350, Intangibles —
Goodwill and Other. Impairment of goodwill is tested at the reporting unit level by comparing the reporting unit’s
carrying amount, including goodwill, to the fair value of the reporting unit. The fair value of a reporting unit is
estimated using a combination of the income or discounted cash flows approach and the market approach, which uses
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comparable market data. If the carrying amount of the reporting unit exceeds its fair value, goodwill is considered
impaired and a second step is performed to measure the amount of impairment loss, if any. We tested goodwill for
impairment on October 1, 2013. Based on our test, we noted no impairment related to goodwill as of October 1, 2013.
However, if estimates or the related assumptions change in the future, we may be required to record impairment
charges to reduce the carrying amount of goodwill.

We evaluate our long-lived assets (property and equipment) and intangibles, other than goodwill, for impairment
whenever indicators of impairment exist. The accounting standards require that if the sum of the undiscounted
expected future cash flows from a long-lived asset or definite-lived intangible is less than the carrying value of that
asset, an asset impairment charge must be recognized. The amount of the impairment charge is calculated as the
excess of the asset’s carrying value over its fair value, which generally represents the discounted future cash flows
from that asset or in the case of assets we expect to sell, at fair value less costs to sell. No indicators of impairment
were identified with respect to our long-lived assets as of June 30, 2014.

New Accounting Standards

In May 2014, the Financial Accounting Standard Board issued a GAAP update "Revenue from Contracts with
Customers". This GAAP update requires an entity to recognize revenue when it transfers promised goods or services
to customers in an amount that reflects what it expects in exchange for the goods or services. This GAAP update also
requires more detailed disclosures to enable users of the financial statements to understand the nature, amount, timing
and uncertainty of revenue and cash flows arising from contracts with customers. The GAAP update is effective for
fiscal years (and interim reporting periods within fiscal years) beginning after December 15, 2016. We are currently
evaluating the impact of the GAAP update on our consolidated financial position, results of operations and cash flows.
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Industry Updates

Sequestration spending cuts took effect on April 1, 2013, which reduced our Medicare payments by 2%. Recently
these spending cuts were extended through 2014 and 2015 by a two-year funding bill signed into law on December
26, 2013, which will continue to negatively impact our condensed consolidated financial results.

On March 31, 2014, Congress passed its seventeenth delay to the implementation of the SGR formula, which would
have led to a 24% reduction in Medicare payments to physicians. This delay extends implementation for an additional
twelve months, during which time Congress hopes to be able to pass a more permanent solution to the SGR formula.

On July 3, 2014, CMS published its proposed Medicare Physician Fee Schedule rule for CY 2015.

Results of Operations

The following table sets forth, for the periods indicated, the percentage that certain items in the statements of
operations bears to revenue, net of contractual allowances and discounts and inclusive of revenue under capitation
contracts.
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)

NET REVENUE

Service fee revenue, net of contractual allowances and discounts
Provision for bad debts

Net service fee revenue

Revenue under capitation arrangements

Total net revenue

OPERATING EXPENSES

Cost of operations, excluding depreciation and amortization
Depreciation and amortization

Loss on sale and disposal of equipment

Severance costs

Total operating expenses

INCOME FROM OPERATIONS

OTHER INCOME AND EXPENSES
Interest expense

Meaningful use incentive

Equity in earnings of joint ventures

Gain on sale of imaging centers

Loss on early extinguishment of Senior Notes
Other (income) expenses

Total other expenses

INCOME (LOSS) BEFORE INCOME TAXES
(Provision for) Benefit from income taxes

NET INCOME (LOSS)
Net income (loss) attributable to noncontrolling interests

NET INCOME (LOSS) ATTRIBUTABLE TO RADNET, INC. COMMON
STOCKHOLDERS

Three
Months
Ended
June 30,
2014

90.4 %
-4.0 %
86.4%
9.6 %
96.0%

79.2%
8.1 %
0.0 %
0.2 %
87.6%

84 %

55 %
0.0 %
-0.9 %
0.0 %
0.3 %
0.0 %
49 %

35 %
-0.7 %

2.8 %
0.1 %

2.8 %

2013

91.2%
-3.8 %
87.4%
8.8 %
96.2 %

81.0%
79 %
0.1 %
0.1 %
89.1%

7.1 %

6.2 %
0.0 %
-0.9 %
-1.1 %
0.0 %
0.1 %
4.2 %

29 %
-1.4 %

1.5 %
0.0 %

15 %

Six Months

Ended

June 30,

2014

90.4 %
-4.0 %
86.4%
9.6 %
96.0%

80.8%
85 %
0.1 %
0.2 %
89.6 %

6.4 %

6.1 %
-0.5 %
-0.7 %
0.0 %
44 %
0.0 %
93 %

-2.9 %
09 %

-2.0 %
0.0 %

-2.0 %

2013

91.1%
-3.8 %
87.3%
89 %
96.2 %

82.1%
8.1 %
0.1 %
0.1 %
90.3%

59 %

6.5 %
0.0 %
-0.8 %
-0.6 %
0.0 %
0.0 %
51 %

0.7 %
-0.3 %

04 %
0.0 %

04 %
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Three Months Ended June 30, 2014 Compared to the Three Months Ended June 30, 2013

Service Fee Revenue

Service fee revenue for the three months ended June 30, 2014 was $168.7 million compared to $167.3 million for the
three months ended June 30, 2013, an increase of $1.4 million, or 0.8%.

Service fee revenue, including only those centers which were in operation throughout the second quarters of both

2014 and 2013 decreased $2.5 million, or 2.5%. This 2.5% decrease is due to a reduction in volumes during the

current year’s quarter when compared to the prior year’s quarter as well as a reduction in collection rates experienced so
far in 2014. This comparison excludes revenue contributions from centers that were acquired or divested subsequent

to April 1, 2013. For the three months ended June 30, 2014, service fee revenue from centers that were acquired or
divested subsequent to April 1, 2013 and excluded from the above comparison was $3.9 million.
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Provision for Bad Debts

Provision for bad debts increased $565,000, or 8.1%, to approximately $7.5 million, or 4.4% of net revenue, for the
three months ended June 30, 2014 compared to $7.0 million, or 4.2% of service fee revenue, for the three months
ended June 30, 2013.

Revenue Under Capitation Arrangements

Revenue under capitation arrangements for the three months ended June 30, 2014 was $17.9 million compared to
$16.2 million for the three months ended June 30, 2013, an increase of $1.8 million or 10.9%.

Revenue under capitation arrangements, including only those centers which were in operation throughout the second
quarters of both 2014 and 2013 increased $1.5 million, or 9.2%. This 9.2% increase was mainly due to new
contractual relationships with private insurers. For the three months ended June 30, 2014, revenue under capitation
arrangements from centers that were acquired or divested subsequent to April 1, 2013 and excluded from the above
comparison was approximately $278,000.

Operating Expenses

Cost of operations for the three months ended June 30, 2014 decreased approximately $980,000, or 0.6%, from $148.7
million for the three months ended June 30, 2013 to $147.8 million for the three months ended June 30, 2014. The
following table sets forth our cost of operations and total operating expenses for the three months ended June 30, 2014
and 2013 (in thousands):

Three Months Ended
June 30,
2014 2013

Salaries and professional reading fees, excluding stock-based compensation $81,667  $79,530

Stock-based compensation 611 $630
Building and equipment rental 15,648 $16,488
Medical supplies 10,455 $9,115
Other operating expenses * 39,427 42,935
Cost of operations 147,808 148,698
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Depreciation and amortization 15,199 14,528
Loss (gain) on sale and disposal of equipment 46 192
Severance costs 383 117
Total operating expenses $163,436 $163,535

*  Includes billing fees, office supplies, repairs and maintenance, insurance, business tax and license, outside
services, utilities, marketing, travel and other expenses.

Salaries and professional reading fees, excluding stock-based compensation and severance

Salaries and professional reading fees increased $2.2 million, or 2.7%, to $81.7 million for the three months ended
June 30, 2014 compared to $79.5 million for the three months ended June 30, 2013.

Salaries and professional reading fees, including only those centers which were in operation throughout the second
quarters of both 2014 and 2013, increased $44,000, or 0.1%. For the three months ended June 30, 2014, salaries and
professional reading fees from centers that were acquired or divested subsequent to April 1, 2013 and excluded from
the above comparison was approximately $2.1 million.

Stock-based compensation

Stock-based compensation decreased $19,000, or 3.0%, to approximately $611,000 for the three months ended June
30, 2014 compared to $630,000 for the three months ended June 30, 2013.
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Building and equipment rental

Building and equipment rental expenses decreased $840,000, or 5.1%, to $15.6 million for the three months ended
June 30, 2014 compared to $16.5 million for the three months ended June 30, 2013.

Building and equipment rental expenses, including only those centers which were in operation throughout the second
quarters of both 2014 and 2013, decreased $1.4 million, or 8.8%. This 8.8% decrease mainly related to the
re-negotiation of radiology equipment operating leases into capital leases, thus reducing equipment rental expense.
This comparison excludes expenses from centers that were acquired or divested subsequent to April 1, 2013. For the
three months ended June 30, 2014, building and equipment rental expenses from centers that were acquired or
divested subsequent to April 1, 2013 and excluded from the above comparison was approximately $641,000.

Medical supplies

Medical supplies expense increased $1.4 million, or 14.7%, to $10.5 million for the three months ended June 30, 2014
compared to $9.1 million for the three months ended June 30, 2013.

Medical supplies expenses, including only those centers which were in operation throughout the second quarter of
both 2014 and 2013, increased $1.2 million, or 13.2%. This 13.2% increase is primarily due to a decrease in rebates
for key medical supplies over the three months ended June 30, 2014 compared to the three months ended June 30,
2013. This comparison excludes expenses from centers that were acquired or divested subsequent to April 1, 2013.
For the three months ended June 30, 2014, medical supplies expense from centers that were acquired or divested
subsequent to April 1, 2013 and excluded from the above comparison was $145,000.

Other operating expenses

Other operating expenses decreased $3.5 million, or 8.2%, to $39.4 million for the three months ended June 30, 2014
compared to $42.9 million for the three months ended June 30, 2013.

Other operating expenses, including only those centers which were in operation throughout the second quarters of
both 2014 and 2013, decreased $4.3 million, or 10.0%. This 10.0% decrease is primarily due to reduced rates on
certain of our maintenance contracts along with decreased license fees. This comparison excludes expenses from
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centers that were acquired or divested subsequent to April 1, 2013. For the three months ended June 30, 2014, other
operating expense from centers that were acquired or divested subsequent April 1, 2013 and excluded from the above
comparison was $941,000. For the three months ended June 30, 2013, other operating expense from centers that were
acquired or divested subsequent to April 1, 2013 was $112,000.

Depreciation and amortization

Depreciation and amortization increased $671,000, or 4.6%, to $15.2 million for the three months ended June 30,
2014 compared to $14.5 million for the three months ended June 30, 2013.

Depreciation and amortization, including only those centers which were in operation throughout the second quarter of
both 2014 and 2013, increased $218,000, or 1.5%. This 1.5% rise is primarily due to operating leases that were
re-negotiated into capital leases starting in January 2014 resulting in increased depreciation. This comparison excludes
expenses from centers that were acquired or divested subsequent to April 1, 2013. For the three months ended June
30, 2014, depreciation and amortization from centers that were acquired or divested subsequent to April 1, 2013 and
excluded from the above comparison was $453,000.

Loss on sale and disposal of equipment

We recorded a net loss on sale of equipment of approximately $46,000 and $192,000 for the three months ended June
30, 2014 and 2013, respectively. This was related to the difference between the net book value of certain equipment
sold and proceeds we received from the sale.

Interest expense

Interest expense for the three months ended June 30, 2014 decreased approximately $1.0 million, or 8.9%, to $10.3
million for the three months ended June 30, 2014 compared to $11.3 million for the three months ended June 30,
2013. Interest expense for the three months ended June 30, 2014 included $1.4 million of combined non-cash
amortization and write- off of deferred loan costs as well as discount on issuance and refinance of debt. Interest
expense for the three months ended June 30, 2013 included $1.3 million of non-cash amortization of deferred loan
costs and discount on issuance of debt. Excluding these non-cash amounts for each period, interest expense decreased
approximately $1.1 million for the three months ended June 30, 2014 compared to the three months ended June 30,
2013. This decrease was primarily due to a reduction in interest expense stemming from the redemption of the $200
million Senior Notes. See “Liquidity and Capital Resources” below for more details on our debt refinancing.
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Equity in earnings from unconsolidated joint ventures

For the three months ended June 30, 2014 and 2013, we recognized equity in earnings from unconsolidated joint
ventures of $1.6 million.

Loss on early extinguishment of Senior Notes

For the three months ended June 30, 2014, we recognized a $471,000 loss on early extinguishment of debt through our
tender offer for our senior notes. See “Liquidity and Capital Resources” below and Note 1 to the condensed consolidated
financial statements contained herein for more details on our debt refinancing.

Six Months Ended June 30, 2014 Compared to the Six Months Ended June 30, 2013

Service Fee Revenue

Service fee revenue for the six months ended June 30, 2014 was $327.4 million compared to $331.1 million for the six
months ended June 30, 2013, a decrease of $3.7 million, or 1.1%.

Service fee revenue, including only those centers which were in operation throughout the first and second quarters of
both 2014 and 2013 decreased $8.1 million, or 2.5%. This 2.5% decrease is due to a reduction in volumes during the
first two quarters of 2014 when compared to the same period last year as well as a reduction in collection rates
experienced so far in 2014. This comparison excludes revenue contributions from centers that were acquired or
divested subsequent to January 1, 2013. For the six months ended June 30, 2014, service fee revenue from centers that
were acquired or divested subsequent to January 1, 2013 and excluded from the above comparison was $6.6 million.
For the six months ended June 30, 2013, service fee revenue from centers that were acquired or divested subsequent to
January 1, 2013 and excluded from the above comparison was $2.2 million.

Provision for Bad Debts
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Provision for bad debts increased $636,000, or 4.6%, to $14.4 million, or 4.4% of service fee revenue, for the six
months ended June 30, 2014 compared to $13.8 million, or 4.2% of service fee revenue, for the six months ended June
30, 2013.

Revenue Under Capitation Arrangements

Revenue under capitation arrangements for the six months ended June 30, 2014 was $34.9 million compared to $32.2
million for the six months ended June 30, 2013, an increase of $2.7 million or 8.5%.

Revenue under capitation arrangements, including only those centers which were in operation throughout the first and
second quarters of both 2014 and 2013 increased $2.3 million, or 7.3%. This 7.3% increase was mainly due to new
contractual relationships with private insurers. For the six months ended June 30, 2014, revenue under capitation
arrangements from centers that were acquired or divested subsequent to January 1, 2013 and excluded from the above
comparison was approximately $405,000.
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Operating Expenses

Cost of operations for the six months ended June 30, 2014 decreased approximately $5.4 million, or 1.8%, from
$298.3 million for the six months ended June 30, 2013 to $292.8 million for the six months ended June 30, 2014. The
following table sets forth our cost of operations and total operating expenses for the six months ended June 30, 2014
and 2013 (in thousands):

Six Months Ended
June 30,
2014 2013

Salaries and professional reading fees, excluding stock-based compensation $162,314 $161,221

Stock-based compensation 1,636 1,582
Building and equipment rental 31,263 32,791
Medical supplies 19,242 18,293
Other operating expenses * 78,383 84,373
Cost of operations 292,838 298,260
Depreciation and amortization 30,770 29,288
Loss on sale and disposal of equipment 292 362
Severance costs 864 240
Total operating expenses $324,764 $328,150

* Includes billing fees, office supplies, repairs and maintenance, insurance, business tax and license, outside
services, utilities, marketing, travel and other expenses.

Salaries and professional reading fees, excluding stock-based compensation and severance

Salaries and professional reading fees increased $1.1 million, or 0.7%, to $162.3 million for the six months ended
June 30, 2014 compared to $161.2 million for the six months ended June 30, 2013.

Salaries and professional reading fees, including only those centers which were in operation throughout the first and
second quarters of both 2014 and 2013, decreased $2.1 million, or 1.3%. This 1.3% decrease is in line with our
decrease in procedure volumes at these centers. This comparison excludes expenses from centers that were acquired or
divested subsequent to January 1, 2013. For the six months ended June 30, 2014, salaries and professional reading
fees from centers that were acquired or divested subsequent to January 1, 2013 and excluded from the above
comparison was approximately $3.7 million. For the six months ended June 30, 2013, salaries and professional
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reading fees from centers that were acquired subsequent to January 1, 2013 and excluded from the above comparison
was approximately $541,000.

Stock-based compensation

Stock-based compensation was $1.6 million for each of the six months ended June 30, 2014 and 2013.

Building and equipment rental

Building and equipment rental expenses decreased $1.5 million, or 4.7%, to $31.3 million for the six months ended
June 30, 2014 compared to $32.8 million for the six months ended June 30, 2013.

Building and equipment rental expenses, including only those centers which were in operation throughout the first two
quarters of both 2014 and 2013, decreased $2.7 million, or 8.3%. This 8.3% decrease is primarily due to equipment
lease buy-outs occurring subsequent to June 30, 2013. This comparison excludes expenses from centers that were
acquired or divested subsequent to January 1, 2013. For the six months ended June 30, 2014, building and equipment
rental expenses from centers that were acquired or divested subsequent to January 1, 2013 and excluded from the
above comparison was approximately $1.4 million. For the six months ended June 30, 2013, building and equipment
rental expenses from centers that were acquired or divested subsequent to January 1, 2013 and excluded from the
above comparison was $240,000.
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Medical supplies

Medical supplies expense increased $900,000, or 5.2%, to $19.2 million for the six months ended June 30, 2014
compared to $18.3 million for the six months ended June 30, 2013.

Medical supplies expenses, including only those centers which were in operation throughout the first two quarters of
both 2014 and 2013, increased $1.5 million, or 8.6%. This 8.6% increase is primarily due to a decrease in rebates for
key medical supplies over the six months ended June 30, 2014 compared to the six months ended June 30, 2013. This
comparison excludes expenses from centers that were acquired or divested subsequent to January 1, 2013. For the six
months ended June 30, 2014, medical supplies expense from centers that were acquired or divested subsequent to
January 1, 2013 and excluded from the above comparison was $306,000. For the six months ended June 30, 2013,
medical supplies expense from centers that were acquired or divested subsequent to January 1, 2013 and excluded
from the above comparison was $850,000

Depreciation and amortization

Depreciation and amortization increased $1.5 million, or 5.1%, to $30.8 million for the six months ended June 30,
2014 compared to $29.3 million for the same period last year.

Depreciation and amortization, including only those centers which were in operation throughout the first and second
quarters of both 2014 and 2013, increased $713,000, or 2.4%. This 2.4% rise is primarily due to operating leases that
were re-negotiated into capital leases starting in January 2014 resulting in increased depreciation. This comparison
excludes expenses from centers that were acquired or divested subsequent to January 1, 2013. For the six months
ended June 30, 2014, depreciation and amortization from centers that were acquired or divested subsequent to January
1, 2013 and excluded from the above comparison was $928,000. For the six months ended June 30, 2013, depreciation
and amortization from centers that were acquired or divested subsequent to January 1, 2013 and excluded from the
above comparison was $159,000.

Loss on sale and disposal of equipment

We recorded a net loss on sale of equipment of approximately $292,000 and $362,000 for the six months ended June
30, 2014 and 2013, respectively. This was related to the difference between the net book value of certain equipment
sold and proceeds we received from the sale.
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Interest expense

Interest expense for the six months ended June 30, 2014 decreased approximately $1.4 million, or 8.8%, to $22.1
million for the six months ended June 30, 2014 compared to $23.5 million for the six months ended June 30, 2013.
Interest expense for the six months ended June 30, 2014 included $3.2 million of combined non-cash amortization and
write- off of deferred loan costs as well as discount on issuance and refinance of debt. Interest expense for the six
months ended June 30, 2013 included $2.1 million of non-cash amortization of deferred loan costs and discount on
issuance of debt. Excluding these non-cash amounts for each period, interest expense decreased approximately $1.6
million for the six months ended June 30, 2014 compared to the six months ended June 30, 2013. This decrease was
primarily due to a reduction in interest expense stemming from the redemption of the $200 million Senior Notes. See
“Liquidity and Capital Resources” below for more details on our debt refinancing.

Meaningful use incentive

For the six months ended June 30, 2014, we recognized other income from meaningful use incentive in the amount of
$1.8 million. This amount was earned under a Medicare program to promote the use of electronic health record
technology. See Note 1 to the condensed consolidated financial statements contain herein for more detail regarding
this meaningful use incentive.

Equity in earnings from unconsolidated joint ventures

For the six months ended June 30, 2014, we recognized equity in earnings from unconsolidated joint ventures of $2.7
million compared to $2.9 million for the six months ended June 30, 2013, a 5.3% decrease of $151,000.

Loss on early extinguishment of Senior Notes

For the six months ended June 30, 2014, we recognized a $15.9 million loss on early extinguishment of debt through
our tender offers for our senior notes. Completion of the tenders was conditioned on the closing of the amendment to
the First Lien and the Second Lien Credit and Guaranty Agreement. See “Liquidity and Capital Resources” below and
Note 1 to the condensed consolidated financial statements contained herein for more details on our debt refinancing.
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Adjusted EBITDA

We use both GAAP and non-GAAP metrics to measure our financial results. We believe that, in addition to GAAP
metrics, these non-GAAP metrics assist us in measuring our cash generated from operations and ability to service our
debt obligations. We believe this information is useful to investors and other interested parties because we are highly
leveraged and our non-GAAP metrics remove non-cash and certain other charges that occur in the affected period and
provide a basis for measuring the Company's financial condition against other quarters.

One non-GAAP measure we believe assists us is Adjusted EBITDA. We define Adjusted EBITDA as earnings before
interest, taxes, depreciation and amortization, each from continuing operations and exclude losses or gains on the
disposal of equipment, other income or loss, loss on debt extinguishments, bargain purchase gains and non-cash equity
compensation. Adjusted EBITDA includes equity earnings in unconsolidated operations and subtracts allocations of
earnings to non-controlling interests in subsidiaries, and is adjusted for non-cash or extraordinary and one-time events
taking place during the period.

Adjusted EBITDA is reconciled to its nearest comparable GAAP financial measure, net income (loss) attributable to
RadNet, Inc. common stockholders. Adjusted EBITDA is a non-GAAP financial measure used as an analytical
indicator by us and the healthcare industry to assess business performance, and is a measure of leverage capacity and
ability to service debt. Adjusted EBITDA should not be considered a measure of financial performance under GAAP,
and the items excluded from Adjusted EBITDA should not be considered in isolation or as alternatives to net income,
cash flows generated by operating, investing or financing activities or other financial statement data presented in the
consolidated financial statements as an indicator of financial performance or liquidity. As Adjusted EBITDA is not a
measurement determined in accordance with GAAP and is therefore susceptible to varying methods of calculation,
this metric, as presented, may not be comparable to other similarly titled measures of other companies.

The following is a reconciliation of GAAP net income (loss) to Adjusted EBITDA for the three and six months ended
June 30, 2014 and 2013, respectively:

Three Months )
Ended Six Months Ended
June 30, June 30,

2014 2013 2014 2013

Net income (loss) attributable to RadNet, Inc. common stockholders $5,144 $2,686  $(7,280) $1,344

Plus provision for (benefit from) income taxes 1,233 2,497 (3,245) 1,249
Plus other (income) expenses 4 ) 150 (2 ) 148
Plus loss on early extinguishment of Senior Notes 471 - 15,927 -
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Plus interest expense 10,336 11,343 22,108 23,490
Plus severance costs 383 117 864 240
Plus loss on sale and disposal of equipment 46 192 292 362
Less gain on sale of imaging centers - (2,108) - (2,108)
Plus depreciation and amortization 15,199 14,528 30,770 29,288
Plus non-cash employee stock-based compensation 611 630 1,636 1,582
Adjusted EBITDA $33,419 $30,035 $61,070 $55,595

Liquidity and Capital Resources

We had cash and cash equivalents of $831,000 and accounts receivable of $147.0 million at June 30, 2014, compared
to cash and cash equivalents of $8.4 million and accounts receivable of $133.6 million at December 31, 2013. We had
a working capital balance of $60.7 million and $58.0 million at June 30, 2014 and December 31, 2013,

respectively. We had net income attributable to RadNet, Inc. common stockholders for the three months ended June
30, 2014 and 2013 of $5.1 million and $2.7 million, respectively, and net (loss) income attributable to RadNet, Inc.
common stockholders for the six months ended June 30, 2014 and 2013 of ($7.3 million) and $1.3 million,
respectively. We also had stockholders’ (deficit) equity of ($2.8 million) and $2.2 million at June 30, 2014 and
December 31, 2013, respectively.

We operate in a capital intensive, high fixed-cost industry that requires significant amounts of capital to fund
operations. In addition to operations, we require a significant amount of capital for the initial start-up and development
of new diagnostic imaging facilities, the acquisition of additional facilities and new diagnostic imaging

equipment. Because our cash flows from operations have been insufficient to fund all of these capital requirements,
we have depended on the availability of financing under credit arrangements with third parties.
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Under the 2014 Amendment to the Refinance Agreement explained in further detail below, the scheduled annual
amortization payments on the First Lien Term Loan increased from 1% per annum to 5% per annum. As a result,
scheduled amortization increased by $16.8 million from pre-amendment terms. This $16.8 million additional cash
obligation will be partially offset by annual interest savings of approximately $5.0 million under the terms of the
Second Lien Term Loan as compared to that under the retired Senior Notes. We expect to fund this approximately
$11.8 million net increase in amortization payments from cash provided by operating activities

Based on our current level of operations, we believe that cash flow from operations and available cash, together with
available borrowings from our senior secured credit facilities, will be adequate to meet our liquidity needs. Our future
liquidity requirements will be for working capital, capital expenditures, debt service and general corporate purposes.
Our ability to meet our working capital and debt service requirements, however, is subject to future economic
conditions and to financial, business and other factors, many of which are beyond our control. If we are not able to
meet such requirements, we may be required to seek additional financing. There can be no assurance that we will be
able to obtain financing from other sources on terms acceptable to us, if at all.

On a continuing basis, we also consider various transactions to increase shareholder value and enhance our business
results, including acquisitions, divestitures and joint ventures. These types of transactions may result in future cash
proceeds or payments but the general timing, size or success of any acquisition, divestiture or joint venture effort and
the related potential capital commitments cannot be predicted. We expect to fund any future acquisitions primarily
with cash flow from operations and borrowings, including borrowing from amounts available under our senior secured
credit facilities or through new equity or debt issuances.

We and our subsidiaries or affiliates may from time to time, in our or their sole discretion, purchase, repay, redeem or
retire any of our outstanding debt or equity securities in privately negotiated or open market transactions, by tender
offer or otherwise. However, we have no formal plan of doing so at this time.

Included in our condensed consolidated balance sheet at June 30, 2014 are $576.7 million of senior secured term loan
debt (net of unamortized discounts of $13.4 million), broken down by loan agreement as follows (in thousands):

Total
Face Discount Carryin
Value ymg

Value

2014 First Lien Term Loans $410,133 $(10,542) $399,591
Second Lien Term Loans 180,000 (2,879 ) 177,121
Total $590,133 $(13,421) $576,712
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Our revolving credit facility has a $19.0 million aggregate principal amount outstanding as of June 30, 2014.

Sources and Uses of Cash

Cash provided by operating activities was $19.7 million for the six months ended June 30, 2014 compared to $28.8
million for the six months ended June 30, 2013.

Cash used in investing activities was $29.5 million and $26.7 million for the six months ended June 30, 2014 and
2013, respectively. For the six months ended June 30, 2014, we purchased property and equipment for approximately
$26.8 million, acquired the assets and businesses of an additional imaging facility for $1.8 million (see Note 2 to the
condensed consolidated financial statements contained herein), and purchased additional equity interests in
non-consolidated joint ventures for $900,000.

Cash provided by financing activities was $2.3 million for the six months ended June 30, 2014 compared to cash used
in financing activities of $2.1 million for the six months ended June 30, 2013. The cash provided by financing
activities for the six months ended June 30, 2014, was primarily due to amounts received through the First and Second
Lien Credit and Guaranty Agreements and borrowings under our line of credit, offset by the redemption of $200.0
million face value senior notes and principal payments on our notes and capital leases. (See Note 1 to the condensed
consolidated financial statements herein).
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The following describes our most recent financing activities:

2014 Amendment to the Refinance Agreement and Second Lien Credit and Guaranty Agreement:

On March 25, 2014, Radnet Management simultaneously entered into two agreements which resulted in the creation
of a direct financial obligation as follows:

2014 Amendment of the Refinance Agreement. Radnet Management amended that certain Credit and Guaranty
Agreement dated October 10, 2012, as amended by that certain first amendment date April 3, 2013 (collectively, the
Refinance Agreement”), by entering into a second amendment to the Refinance Agreement (the “2014 Amendment”) to
provide for, among other things, the borrowing by Radnet Management of $30.0 million of additional first lien term
loans (the “2014 First Lien Term Loans”).

Second Lien Credit and Guaranty Agreement. Radnet Management entered into a Second Lien Credit and Guaranty
Agreement (the “Second Lien Credit Agreement”) to provide for, among other things, the borrowing by Radnet
Management of $180.0 million of second lien term loans (the “Second Lien Term Loans”). The proceeds from the
Second Lien Term Loans and the 2014 First Lien Term Loans were used to redeem the senior notes, as more fully
described below under the heading “Senior Notes”, to pay the expenses related to the transaction and for general
corporate purposes.

Revolving Credit Facility. The $101.25 million revolving credit line established in the Credit and Guaranty Agreement
dated October 10, 2012 was unaltered by the agreements above and remains in place.

The 2014 Amendment provides for the following:

Interest. The interest rates payable on the 2014 First Lien Term Loans are the same as the rates currently payable
under the Refinance Agreement, as amended by the 2013 Amendment, which are (a) the Adjusted Eurodollar Rate
plus 3.25% or (b) the Base Rate plus 2.25%. The Adjusted Eurodollar Rate has a minimum floor of 1.0% on all of the
term loans under the Refinance Agreement. The Adjusted Eurodollar Rate at June 30, 2014 was 0.33%.

Payments. The scheduled amortization of the term loans under the Refinance Agreement has been increased from
quarterly payments of $975,000 to quarterly payments of $5,191,563 starting in June 2014, with the remaining
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balance to be paid at maturity.

The other material terms of the Refinance Agreement remain unchanged as described in our annual report on Form
10-K for the fiscal year ended December 31, 2013, as amended.

The Second Lien Credit Agreement provides for the following:

Interest. The interest rates payable on the Second Lien Term Loans are (a) the Adjusted Eurodollar Rate plus 7.0% or
(b) the Base Rate plus 6.0%. The Adjusted Eurodollar Rate has a minimum floor of 1.0% on the Second Lien Term
Loans. The Eurodollar Rate at June 30, 2014 was 0.33%.

Payments. There is no scheduled amortization of the principal of the Second Lien Term Loans. All principal will be
due and payable on the termination date described below.

Termination. The termination date for the Second Lien Term Loans is the earlier to occur of (i) March 25, 2021, and
(ii) the date on which the Second Lien Term Loans shall otherwise become due and payable in full under the Second
Lien Credit Agreement, whether by acceleration or otherwise.

Restrictive Covenants. In addition to certain customary covenants, the Second Lien Credit Agreement places
restrictions on indebtedness, liens, and investments, and places limits on distributions to stockholders (including the
repurchase of shares) and other junior payments.

Financial Covenants. The Second Lien Credit Agreement contains financial covenants including a maximum total
leverage ratio and a limit on annual capital expenditures.

Events of Default. In addition to certain customary events of default, events of default under the Second Lien Credit
Agreement include failure to pay principal of any loans as and on the date when due, failure to pay any interest on any
loan or any fee or other amount payable under the Second Lien Term Loans within five days after the due date, failure
of any loan party to comply with any covenant or agreements, subject to applicable grace periods and/or notice
requirements, or a material breach of any representation or warranty contained in the loan documents. The occurrence
of an event of default could permit the lenders under the Second Lien Credit Agreement to declare all amounts
borrowed, together with accrued interest and fees, to be immediately due and payable and to exercise other default
remedies.
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These limitations are subject to a number of important qualifications and exceptions, as described in the Second Lien
Credit Agreement. As of June 30, 2014, we were in compliance with all covenants.
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Senior Notes

On April 6, 2010, we issued and sold $200 million of 10 3/8% senior unsecured notes due 2018 at a price of 98.680%
(the “senior notes”). All payments of the senior notes, including principal and interest, were guaranteed jointly and
severally on a senior unsecured basis by RadNet, Inc., and all of Radnet Management’s current and future domestic
wholly owned restricted subsidiaries. The senior notes were issue under an indenture dated April 6, 2010 (the
“Indenture”), by and among Radnet Management, Inc., as issuer, RadNet, Inc., as parent guarantor, the subsidiary
guarantors thereof and U.S. Bank National Association, as trustee.” We paid interest on the senior notes on April land
October 1 of each year, commencing October 1, 2010, and they were scheduled to on April 1, 2018.

Optional Redemption. Under the Indenture, Radnet Management could redeem the senior notes, in whole or in part, at
any time on or after April 1, 2014, at the redemption prices specified under the Indenture. Prior to April 1, 2014,
Radnet Management was also permitted to redeem the senior notes, in whole or in part, at a redemption price equal to
100% of the principal amount redeemed, plus a make-whole premium established by the Indenture and accrued and
unpaid interest, if any.

Senior Notes Tender Offer and Exercise of Optional Redemption

Radnet Management completed the retirement of its $200 million in Senior Notes on April 24, 2014 and following
such retirement the Company completed the satisfaction and discharge of the Indenture. The transactions leading to
the retirement of the Senior Notes are described below:

Tender Offer and Exercise of Optional Redemption of March 7, 2014. On March 7, 2014, Radnet Management
commenced a tender offer to purchase for cash any and all outstanding senior notes. In connection with the tender
offer, Radnet Management also commenced a consent solicitation to amend the Indenture to eliminate or modify
certain restrictive covenants. On March 25, 2014 (the “Initial Payment Date”), Radnet Management made a payment in
cash for all senior notes tendered prior to 5:00 P.M., New York City time, on March 20, 2014 (the “Consent Payment
Deadline”). As of the Consent Payment Deadline, Radnet Management had received tenders and consents in respect of
$193,464,000 aggregate principal amount of the senior notes, representing 96.73% of the outstanding senior notes, all
of which were accepted for purchase. The total consideration for each $1,000 principal amount of senior notes validly
tendered and not withdrawn at or prior to the Consent Payment Deadline and accepted for purchase was $1,056.88

(the “Total Consideration”), which amount included a consent payment (the “Consent Payment”) of $30.00 per $1,000
principal amount of senior notes. In addition, all senior notes accepted for payment received accrued and unpaid
interest in respect of such notes from the last interest payment date prior to the applicable settlement date to, but not
including, the applicable settlement date. The tender offer expired on April 3, 2014 and between the Consent Payment
Deadline and the expiration of the tender offer, no additional senior notes were tendered. With a net carrying amount
including discount and unamortized issue costs of $189.2 million, a loss on early extinguishment of debt of $15.5
million was recorded in the first quarter of 2014.
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Tender Offer and Exercise of Optional Redemption of March 25, 2014. On March 25, 2014, Radnet Management
called for redemption all of its remaining outstanding senior notes not purchased prior to the expiration of the tender
offer described in Note 1of our condensed consolidated financial statements contained herein, with a redemption date
of April 24, 2014 (the “Redemption Date”). Upon redemption on April 24, 2014, the holders of the senior notes being
redeemed received a redemption price equal to 105.188% of the outstanding principal amount of the senior notes
being redeemed (or $1,051.88 per $1,000 in principal amount of the senior notes) in accordance with the terms of the
Indenture, or approximately $6.9 million in total, including approximately $43,000 of accrued and unpaid interest up
to, but excluding the Redemption Date. As of that date, Radnet Management completed the satisfaction and discharge
of the Indenture in accordance with its terms and no senior notes remained outstanding. With a net carrying amount
including discount and unamortized issue costs of $6.4 million, a loss on early extinguishment of debt of $470,800
was recorded in the second quarter of 2014.

Capital [ .ease Investments

During the six months ended June 30, 2014, we added capital lease debt of approximately $12.6 million relating to
radiology equipment.

ITEM 3. Quantitative and Qualitative Disclosures about Market Risk

Foreign Currency Exchange Risk. We sell our services exclusively in the United States and receive payment for our
services exclusively in United States dollars. As a result, our financial results are unlikely to be affected by factors
such as changes in foreign currency, exchange rates or weak economic conditions in foreign markets.

Since the completion of the acquisition of Image Medical Corporation, the parent of eRAD, Inc. on October 1, 2010,
we maintain research and development facilities in Prince Edward Island, Canada and Budapest, Hungary for which
expenses are paid in the local currency. Accordingly, we do have currency risk resulting from fluctuations between
such local currency and the United States Dollar. At the present time, we do not have any foreign exchange currency
contracts to mitigate this risk. Fluctuations in foreign exchange rates could impact future operating results.
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Interest Rate Sensitivity. RadNet Inc. pays interest on various types of debt instruments to its suppliers, investors and
lending institutions. The agreements entail either fixed or variable interest rates. Instruments which have fixed rates
are mainly leases on radiology equipment. Variable rate interest obligations relate primarily to amounts borrowed
under our outstanding credit facilities, which allows elections of either Adjusted Eurodollar or prime rates of

interest. Under the 2014 Amendment to the Refinance Agreement and Second Lien Credit Agreement’s election
facilities’, borrowed funds bear a 1.00% floor or 6 month Adjusted Eurodollar Rate plus an applicable margin of 3.25%
for the 2014 First Lien Term Loans and 7% for the Second Lien Term Loans. At June 30, 2014, we had $404.9
million outstanding subject to an Adjusted Eurodollar election on the 2014 First Lien Term Loans and $180.0 million
on the Second Lien Term Loans. As the Adjusted Eurodollar floor exceeds the current spot rate of 6 month Adjusted
Eurodollar, the spot rate would have to increase more than 67 basis points before an additional interest expense would
be accrued. An increase of 167 basis points would be necessary to realize a hypothetical 1% increase in the borrowing
rate and an annual increase of $5.8 million of interest expense. At June 30, 2014, an additional $29.4 million was tied
to the prime rate. A hypothetical 1% increase in the prime rate for 2013-2014 would have resulted in an annual
increase of approximately $294,000.

ITEM 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in its reports under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and
reported within the time periods specified in the Commission’s rules and forms and that such information is
accumulated and communicated to the Company’s management, including its Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow for timely decisions regarding required disclosure. In designing and
evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter
how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives.

In November 2013 the Company identified a deficiency in controls relating to the accounting for income taxes and
concluded at that time that such a deficiency represented a material weakness in internal control over financial
reporting. As a result of this discovery, the Company’s Chief Executive Officer and Chief Financial Officer concluded
that its disclosure controls and procedures were not effective as of December 31, 2012. Subsequent to November 2013
effort was put forth towards strengthening controls over the accounting for income taxes including placing a senior
accounting professional in a leadership position within the accounting department to ensure the quality of information
delivered to, and improve the review of completed work received from, the Company’s outside tax consultant, and
although some improvements were achieved, the Chief Executive Officer and Chief Financial Officer of RadNet, Inc.
concluded that the Company’s disclosure controls and procedures remain ineffective as of June 30, 2014.

Report of Management on Internal Control over Financial Reporting
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The management of RadNet, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting for the Company. The internal control system for RadNet, Inc. was designed to provide reasonable
assurance regarding the preparation and fair presentation of published financial statements. Because of its inherent
limitations, internal control over financial reporting may not prevent or detect misstatements. Also projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In November 2013, during the preparation of the Company’s third quarter financial statements for the three and nine
months ending September 30, 2013, the Company identified a deficiency in controls relating to the accounting for
income taxes and concluded at that time that such a deficiency represented a material weakness in internal control
over financial reporting.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting such
that there is a reasonable possibility that a material misstatement of the Company’s annual or interim financial
statements will not be prevented or detected on a timely basis.

Under the supervision and with the participation of our management, including our Chief Executive Officer, and Chief
Financial Officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting as of
June 30, 2014 based on the guidelines established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) (1992 framework). Based on this
assessment, management has concluded that as of June 30, 2014, internal control over financial reporting remains
ineffective.

36

72



Edgar Filing: RadNet, Inc. - Form 10-Q

Planned Remediation Efforts to Address Material Weakness

In order to remediate the material weakness discussed above and further strengthen the overall controls surrounding
the Company’s accounting for income taxes, the Company continues to make progress in the following steps to
improve the overall processes and controls in its tax function:

place a senior accounting professional in a leadership position within the accounting department to ensure the quality
-of information delivered to, and improve the review of completed work received from, Company’s outside tax
consultant;

-improve controls over our identification and assessment of uncertain tax positions.

Changes in Internal Control over Financial Reporting

As previously reported, except for the material weakness described above, management did not identify any change in
internal control over financial reporting occurring during the fourth quarter that materially affected, or was reasonably
likely to materially affect, the Company’s internal control over financial reporting.

Limitations on Disclosure Controls and Procedures

Our management, including our chief executive officer and chief financial officer, do not expect that our disclosure
controls or internal controls over financial reporting will prevent all errors or all instances of fraud. A control system,
no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the control
system’s objectives will be met. Further, the design of a control system must reflect the fact that there are resource
constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations
in all control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of
fraud, if any, within our company have been detected. These inherent limitations include the realities that judgments
in decision-making can be faulty, and that breakdowns can occur because of simple error or mistake. Controls can also
be circumvented by the individual acts of some persons, by collusion of two or more people, or by management
override of the controls. The design of any system of controls is based in part upon certain assumptions about the
likelihood of future events, and any design may not succeed in achieving its stated goals under all potential future
conditions. Over time, controls may become inadequate because of changes in conditions or deterioration in the
degree of compliance with policies or procedures. Because of the inherent limitation of a cost-effective control
system, misstatements due to error or fraud may occur and not be detected.
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PART II - OTHER INFORMATION

ITEM 1. Legal Proceedings

We are engaged from time to time in the defense of lawsuits arising out of the ordinary course and conduct of our
business. We believe that the outcome of our current litigation will not have a material adverse impact on our
business, financial condition and results of operations. However, we could be subsequently named as a defendant in
other lawsuits that could adversely affect us.

ITEM 1A. Risk Factors

Information about risk factors for the three and six months ended June 30, 2014, does not differ materially from that
set forth in Part I, Item 1A, of our annual report on Form 10-K for the year ended December 31, 2013, as
supplemented and amended by the risk factors in Part II, Item 1A of our quarterly report on Form 10-Q for the quarter
ended March 31, 2014. Please refer to those sections for disclosures regarding the risks and uncertainties related to our
business; provided, that those risks are not the only risks facing our business, but may include additional risks and
uncertainties not currently known to us or that we currently deem to be immaterial as of the date of this report on
Form 10-Q.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

ITEM 3. Defaults Upon Senior Securities

None.

ITEM 4. Mine Safety Disclosures
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Not applicable.

ITEM 5. Other Information

None.

ITEM 6. Exhibits

Reference is made to the Exhibit Index included herein.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

RADNET, INC.
(Registrant)

Date: August 11, 2014 By:/s/ Howard G. Berger, M.D.
Howard G. Berger, M.D., President and Chief Executive Officer
(Principal Executive Officer)

Date: August 11, 2014 By:/s/ Howard G. Berger, M.D.
Mark D. Stolper, Chief Financial Officer
(Principal Financial and Accounting Officer)
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INDEX TO EXHIBITS

Exhibit Description

Number - cHpuon

31.1 Certification of Howard G. Berger, M.D. pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Mark D. Stolper pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

30 1% Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of The

' Sarbanes-Oxley Act of 2002 of Howard G. Berger, M.D.
30 2% Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of The

Sarbanes-Oxley Act of 2002 of Mark D. Stolper.
101.INS** XBRL Instance Document
101.SCH** XBRL Schema Document
101.CAL** XBRL Calculation Linkbase Document
101.LAB** XBRL Label Linkbase Document
101.PRE** XBRL Presentation Linkbase Document
101.DEF** XBRL Definition Linkbase Document
This certification is being furnished solely to accompany this report pursuant to 18 U.S.C. 1350, and is not being
filed for purposes of Section 18 of the Exchange Act and is not to be incorporated by reference into any filing of the
registrant, whether made before or after the date hereof, regardless of any general incorporation language in such
filing.
Pursuant to Rule 406T of Regulation S-T, the Incentive Data Files on Exhibit 101 hereto are deemed not filed or
s part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as

deemed not filed for purposes of Section 18 of the Securities and Exchange Act of 1934, as amended, and
otherwise are not subject to liability under those sections.
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