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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
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was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files.

Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

99 ¢

or a smaller reporting company. See the definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ™ Accelerated filer x Non-accelerated filer ©  Smaller reporting company ~
(do not check if a smaller
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act)
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PART I - FINANCIAL INFORMATION

RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS EXCEPT SHARE DATA)

June 30, December
31,

2013 2012

(unaudited)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $251 $362
Accounts receivable, net 139,373 129,194
Current portion of deferred tax assets 5,888 7,607
Prepaid expenses and other current assets 16,758 18,737
Total current assets 162,270 155,900
PROPERTY AND EQUIPMENT, NET 219,679 216,560
OTHER ASSETS
Goodwill 196,090 193,871
Other intangible assets 51,462 51,674
Deferred financing costs 11,210 11,977
Investment in joint ventures 28,646 28,598
Deferred tax assets, net of current portion 53,817 52,790
Deposits and other 3,559 3,749
Total assets $726,733  $715,119
LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
CURRENT LIABILITIES
Accounts payable, accrued expenses and other $108,417 $105,929
Due to affiliates 1,230 1,602
Deferred revenue 1,348 1,273
Current portion of deferred rent 1,360 1,164
Current portion of notes payable 5,544 4,703
Current portion of obligations under capital leases 2,540 3,942
Total current liabilities 120,439 118,613
LONG-TERM LIABILITIES
Deferred rent, net of current portion 17,498 15,850
Line of credit 1,000 33,000

Notes payable, net of current portion 571,740 537,009
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Obligations under capital lease, net of current portion
Other non-current liabilities
Total liabilities

STOCKHOLDERS' EQUITY (DEFICIT)

Common stock - $.0001 par value, 200,000,000 shares authorized; 40,089,196, and
38,540,482 shares issued and outstanding at June 30, 2013 and December 31, 2012,
respectively

Paid-in-capital

Accumulated other comprehensive (loss) income

Accumulated deficit

Total RadNet, Inc.'s stockholders' equity (deficit)

Noncontrolling interests

Total stockholders' equity (deficit)

Total liabilities and stockholders' equity (deficit)

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

2,922 3,753
8,194 8,895
721,793 717,120

4 4

172,667 168,415

(78 ) 39
(169,749 ) (171,093)
2,844 (2,635 )
2,096 634
4,940 (2,001 )

$726,733  $715,119
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)

NET SERVICE FEE REVENUE

Service fee revenue, net of contractual allowances and
discounts

Provision for bad debts

Net service fee revenue

OPERATING EXPENSES

Cost of operations

Depreciation and amortization

Loss on sale and disposal of equipment
Severance costs

Total operating expenses

INCOME FROM OPERATIONS

OTHER EXPENSES

Interest expense

Equity in earnings of joint ventures
Gain on sale of imaging centers
Other expense (income)

Total other expenses

INCOME BEFORE INCOME TAXES
Provision for income taxes

NET INCOME

Net income (loss) attributable to noncontrolling interests
NET INCOME ATTRIBUTABLE TO RADNET, INC.
COMMON STOCKHOLDERS

BASIC NET INCOME PER SHARE ATTRIBUTABLE
TO RADNET, INC. COMMON STOCKHOLDERS

DILUTED NET INCOME PER SHARE
ATTRIBUTABLE TO RADNET, INC. COMMON

Three Months Ended
June 30,
2013 2012
$183,475 $171,746
(6,955 ) (6,395
176,520 165,351
148,698 136,554
14,528 14,893
192 276
117 163
163,535 151,886
12,985 13,465
11,343 13,475
(1,658 ) (1,986
(2,108 ) —
150 (1,344
7,727 10,145
5,258 3,320
(2,497 ) (421
2,761 2,899
75 47
$2,686 $2,946
$0.07 $0.08
$0.07 $0.07

Six Months Ended

June 30,

2013 2012

$363,237 $340,246
(13,777 ) (12,879
349,460 327,367
298,260 271,954
29,288 29,785
362 300
240 612
328,150 302,651
21,310 24,716
23,490 27,042
(2,864 ) (3,248
(2,108 ) —
148 (2,491
18,666 21,303
2,644 3,413
(1,249 ) (666
1,395 2,747
51 (88

$1,344 $2,835

$0.03 $0.08

$0.03 $0.07
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STOCKHOLDERS

WEIGHTED AVERAGE SHARES OUTSTANDING
Basic 39,217,122 37,761,316

Diluted 39,829,663 39,430,716

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

39,038,904

39,853,298

37,715,723

39,215,632
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands)

(unaudited)

NET INCOME

Foreign currency translation adjustments

Reclassification of net cash flow hedge losses included in net income during the
period

COMPREHENSIVE INCOME

Less comprehensive income (loss) attributable to non-controlling interests
COMPREHENSIVE INCOME ATTRIBUTABLE TO RADNET, INC.
COMMON STOCKHOLDERS

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

Three Months Six Months
Ended Ended

June 30, June 30,
2013 2012 2013 2012

$2,761 $2,899 $1,395 $2,747
S8 ) 20 117 ) 26
- 275 - 551
2,703 3,194 1,278 3,324
75 47 ) 51 88 )

$2,628 $3,241 $1,227 $3,412

10
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF EQUITY (DEFICIT)
(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)

Accumulatedotal
Common Stock Paid-in Accumulated Other Rad,N et, N oncontrolliTOta}1
Comprehensiue.'s ]u:%lulty
Income Equity
Shares Amourftapital Deficit (loss) (Deficit) Interests (Deficit)
?g{;f}NCE - JANUARY 38,540,482 $ 4 $168,415 $(171,093 ) $ 39 $(2,635) $ 634 $(2,001)
Issuance of common
stock upon exercise of 898,714 - 469 - - 469 - 469
options/warrants
Stock-based - -1 - - 1,582 - 1,582
compensation
Issuance of restricted 650.000 B B B B B B B
stock
Sale of a noncontrolling
interest in one of our - _ - 2200 - - 2201 439 2,640
consolidated joint
ventures
Purchage of a gontrolhng B L B B B 979 979
Interest 1n a joint venture
Dividends paid to
paie. - - - - - - 7 ) a )
noncontrolling interests
Change in cumulative
foreign currency - - - - (17 ) a17 ) - (117 )
translation adjustment
Net income - - - 1,344 - 1,344 51 1,395

BALANCE - June 30,

2013 40,089,196 $ 4 $172,667 $(169,749 ) $ (78 ) $2,844 $ 2,096 $4,940

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

11
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (IN THOUSANDS)

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Provision for bad debt

Equity in earnings of joint ventures
Distributions from joint ventures
Deferred rent amortization
Amortization of deferred financing cost
Amortization of bond and term loan discount
Loss on sale and disposal of equipment
Gain on sale of imaging centers
Amortization of cash flow hedge
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, accrued expenses and other
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
Purchase of equity interest in joint ventures

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Principal payments on notes and leases payable
Deferred financing costs

Six Months Ended
June 30,

2013 2012
$1,395 $2,747
29,288 29,785
13,777 12,879
(2,864 ) (3,248 )
3,971 3,375
1,844 2,582
1,066 1,205
1,025 469
362 300
(2,108 ) -

— 551
1,582 1,706
(23,171) (14,097)
423 ) (1,887 )
190 (29 )
692 —

75 (68 )
2,076 4,547
28,777 40,817
(3,625 ) (9917 )
(28,349) (25,347)
505 446
3,920 2,300
2,640 —
(1,803 ) (920 )
(26,712) (33,438)
(5,211 ) (8,016 )
432 ) -

13
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Proceeds from borrowings upon refinancing

Net (payments on) proceeds from line of credit

Payments to counterparties of interest rate swaps, net of amounts received
Distributions to noncontrolling interests

Proceeds from issuance of common stock upon exercise of options/warrants
Net cash 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.

35,122 -
(32,000) 1,500
- (3,046 )
(7 ) (64 )
469 -
(2,059 ) (9,626 )

117 ) 26

111 ) (2,221 )

362 2,455
$251 $234

$21,792  $24,451

14
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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 $13.3 million and $12.5 million during
the six months ended June 30, 2013 and 2012, respectively, that we had not paid for as of June 30, 2013 and 2012,
respectively. The offsetting amount due was recorded in our consolidated balance sheet under accounts payable and
accrued expenses.

Detail of investing activity related to acquisitions can be found in Note 2.

15
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RADNET, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

NOTE 1 - NATURE OF BUSINESS AND BASIS OF PRESENTATION

At June 30, 2013, we operated directly or indirectly through joint ventures, 248 centers located in California,
Maryland, Florida, Delaware, New Jersey, Rhode Island and New York. We provide diagnostic imaging services
including magnetic resonance imaging (MRI), computed tomography (CT), positron emission tomography (PET),
nuclear medicine, mammography, ultrasound, diagnostic radiology, or X-ray, fluoroscopy and other related
procedures. 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 13.5% of our outstanding common stock.
Dr. Berger also owns, indirectly, 99% of the equity interests in BRMG. BRMG provides all of the professional

16
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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 are 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 also owns a controlling interest in three medical groups (“Crues Entities””) which provide professional medical
services at our imaging facilities located in New York, New York, which we acquired as part of our December 31,
2012 acquisition of Lenox Hill.

RadNet provides non-medical, technical and administrative services to BRMG and the Crues 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 Crues Entities. Through our
management agreements with BRMG and the Crues Entities, we determine the annual budget of BRMG and the Crues
Entities and make all physician employment decisions. BRMG and the Crues Entities both have insignificant
operating assets and liabilities, and de minimis equity. Through the management agreements with us, all cash flows of
both BRMG and the Crues Entities are transferred to us.

17
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We have determined that BRMG and the Crues Entities are variable interest entities, and that we are the primary
beneficiary, and consequently, we consolidate the revenue, expenses, assets and liabilities of each. BRMG and the
Crues Entities combined recognized $16.1 million and $13.5 million of revenue, net of management service fees to
RadNet, Inc., for the three months ended June 30, 2013 and 2012, respectively, and $16.1 million and $13.5 million of
operating expenses for the three months ended June 30, 2013 and 2012, respectively. RadNet, Inc. recognized in its
condensed consolidated statement of operations $77.7 million and $67.1 million of total billed net service fee revenue
relating to these VIE’s for the three months ended June 30, 2013 and 2012, respectively, of which $61.7 million and
$53.6 million was for management services provided to BRMG and the Crues Entities relating primarily to the
technical portion of total billed net service fee revenue for the three months ended June 30, 2013 and 2012,
respectively.

BRMG and the Crues Entities combined recognized $33.5 million and $26.2 million of revenue, net of management
service fees to RadNet, Inc., for the six months ended June 30, 2013 and 2012, respectively, and $33.5 million and
$26.2 million of operating expenses for the six months ended June 30, 2013 and 2012, respectively. RadNet, Inc.
recognized in its condensed consolidated statement of operations $158.3 million and $130.2 million of total billed net
service fee revenue relating to these VIE’s for the six months ended June 30, 2013 and 2012, respectively, of which
$124.8 million and $104.0 million was for management services provided to BRMG and the Crues Entities relating
primarily to the technical portion of total billed net service fee revenue for the six months ended June 30, 2013 and
2012, respectively.

The cash flows of BRMG and the Crues 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, 2013 and December 31, 2012, we have included approximately $59.9 million and $51.8 million,
respectively, of accounts receivable and approximately $7.6 million and $6.3 million, respectively, of accounts
payable and accrued liabilities, related to BRMG and the Crues Entities combined.

The creditors of both BRMG and the Crues 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 Crues Entities. However, both BRMG and
the Crues Entities are managed to recognize no net income or net loss and, therefore, RadNet may be required to
provide financial support to cover any operating expenses in excess of operating revenues.

Aside from centers in California and New York, New York where we contract with BRMG and the Crues Entities for
the provision of professional medical services, at the remaining centers in California and at all of the centers which are
located outside of California except for New York, New York, 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

18
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(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 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-Crues 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, 2013 and 2012 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, 2012, as amended.

Significant Accounting Policies

As of 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, 2012 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 BRMG centers, this service fee revenue includes payments for the professional medical
interpretations as well as payment for all other aspects of providing the imaging services, for which we earn
management fees from BRMG. As it relates to non-BRMG 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 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.

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

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Commercial Insurance/Managed Care Capitation $122,693 $115,332 $243,043 $228,788
Medicare 36,815 34,500 72,591 68,107
Medicaid 6,285 5,833 11,997 11,572
Workers Compensation/Personal Injury 8,802 7,500 18,307 14,878
Other 8,880 8,581 17,299 16,901

Service fee revenue, net of contractual allowances and discounts 183,475 171,746 363,237 340,246

Provision for bad debts (6,955 ) (6,395 ) (13,777) (12,879)
Net service fee revenue $176,520 $165,351 $349,460 $327,367
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The break-out of our service fee revenue, net of contractual allowances and discounts, is calculated based upon the
aggregate payments received from all consolidated imaging centers from dates of service during each respective
period illustrated.

Provision for Bad Debts

Although outcomes vary, our policy is to attempt to collect amounts due from patients, including co-payments and
deductibles due from patients with insurance, at the time of service. We provide for an allowance against accounts
receivable that could become uncollectible by establishing an allowance 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 by patients with insurance. 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.

Liquidity and Capital Resources

We had cash and cash equivalents of $251,000 and accounts receivable of $139.4 million at June 30, 2013, compared
to cash and cash equivalents of $362,000 and accounts receivable of $129.2 million at December 31, 2012. We had a
working capital balance of $41.8 million and $37.3 million at June 30, 2013 and December 31, 2012,

respectively. We had net income attributable to RadNet, Inc. common stockholders for the six months ended June 30,
2013 and 2012 of $1.3 million and $2.8 million, respectively. We also had stockholders’ equity (deficit) of $4.9
million and ($2.0 million) at June 30, 2013 and December 31, 2012, 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 short-term and long-term
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

22



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

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, 2013 are $198.2 million of senior notes (net of
unamortized discounts of $1.8 million), $375.7 million of senior secured term loan debt (net of unamortized discounts
of $11.6 million) and $1.0 million aggregate principal amount outstanding under the revolving credit facility.

Accordingly, the par values outstanding of our senior notes and senior secured term loan are $200 million and $387.3
million, respectively.

The following describes our most recent financing activities:

2010 Credit Agreement

On April 6, 2010, we completed a series of transactions which we refer to as our “debt refinancing plan” for an
aggregate of $585.0 million. As part of the debt refinancing plan, our wholly owned subsidiary, Radnet Management,
Inc., issued and sold $200.0 million in 10 3/8% senior unsecured notes due 2018 (the “senior notes”). All payments of
the senior notes, including principal and interest, are 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 agreement dated April 6, 2010 (the “Indenture”), by and among Radnet
Management, as issuer, RadNet, Inc., as parent guarantor, the subsidiary guarantors thereof and U.S. Bank National
Association, as trustee, in a private placement that was not subject to the registration requirements of the Securities

Act of 1933, as amended (the “Securities Act”). The senior notes initially issued on April 6, 2010 in a private placement
were subsequently publicly offered for exchange enabling holders of the outstanding senior notes to exchange the
outstanding notes for publicly registered exchange notes with nearly identical terms. The exchange offer was

completed on February 14, 2011.
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In addition to the issuance of senior notes, Radnet Management entered into a Credit and Guaranty Agreement with a
syndicate of lenders (the “Credit Agreement”), whereby Radnet Management obtained $385.0 million in senior secured
first-lien bank financing, consisting of (i) a $285.0 million, six-year term loan facility and (ii) a $100.0 million,
five-year revolving credit facility, including a swing line subfacility and a letter of credit subfacility (collectively, the
“Credit Facilities”).

Radnet Management’s obligations under the Credit Agreement were unconditionally guaranteed by RadNet, Inc., all of
Radnet Management’s current and future domestic subsidiaries as well as certain affiliates, including Beverly
Radiology Medical Group III and its equity holders (Beverly Radiology Medical Group, Inc., BreastLink Medical
Group, Inc. and ProNet Imaging Medical Group, Inc.). The Credit Facilities created by the Credit Agreement were
secured by a perfected first-priority security interest in all of Radnet Management’s and the guarantors’ tangible and
intangible assets, including, but not limited to, pledges of equity interests of Radnet Management and all of our

current and future domestic subsidiaries.

2012 Refinancing

On October 10, 2012 we completed the refinancing of the Credit Facilities by entering into a new Credit and Guaranty
Agreement with a syndicate of banks and other financial institutions (the “Refinance Agreement”). The total amount of
refinancing was $451.25 million, consisting of (i) a $350 million senior secured term loan and (ii) a $101.25 million
senior secured revolving credit facility. The obligations of Radnet Management, Inc. under the Refinance Agreement
are guaranteed by RadNet, Inc. and all of Radnet Management’s current and future domestic subsidiaries and certain of
our affiliates. The obligations under the Refinance Agreement, including the guarantees, are secured by a perfected
first-priority security interest in all of Radnet Management’s and the guarantors’ tangible and intangible assets,
including, but not limited to, pledges of equity interests of Radnet Management and all of our current and future
domestic subsidiaries.

The termination date for the $350 million term loan is the earliest to occur of (i) the sixth anniversary of the closing
date (October 10, 2012), (ii) the date on which all of the term loans shall become due and payable in full under the
Refinance Agreement whether by acceleration or otherwise and (iii) October 1, 2017 if our senior notes due 2018 have
not been refinanced by such date. The termination date for the $101.25 million revolving credit facility is the earliest
to occur of (i) the fifth anniversary of the closing date, (ii) the date the revolving credit facility is permanently reduced
to zero pursuant to section 2.13(b) of the Refinance Agreement, (iii) the date of the termination of the revolving credit
facility pursuant to section 8.01 of the Refinance Agreement and (iv) October 1, 2017 if our senior notes due 2018
have not been refinanced by such date.

In connection with the refinancing of the Credit Facilities in 2012, Radnet Management used the net proceeds to repay
in full its existing six year term loan facility for $277.9 million in principal amount outstanding, which would have
matured on April 6, 2016, and its revolving credit facility for $59.8 million in principal amount outstanding, which
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would have matured on April 6, 2015.

Refinance Agreement

Interest. The Refinance Agreement bears interest through maturity at a rate determined by adding the applicable
margin to either (a) the Base Rate, which is defined in the Refinance Agreement as the highest of (i) the prime rate
quoted in the Wall Street Journal, (ii) the rate which is 0.5% in excess of the federal funds rate, (iii) (with respect to
term loans only) 2.25% and (iv) 1.00% in excess of the one-month Adjusted Eurodollar Rate at such time, or (b) the
Adjusted Eurodollar Rate, which is defined in the Refinance Agreement as the higher of (i) the London interbank
offered rate, adjusted for statutory reserve requirements, for the respective interest period, as determined by the
administrative agent and (ii) (with respect to term loans only) 1.25%. As used in the Refinance Agreement, applicable
margin means (i) (a) with respect to term loans that are Eurodollar Rate Loans, 4.25% per annum and (b) with respect
to term loans that are Base Rate Loans, 3.25% per annum; and (ii) (a) with respect to revolving loans that are
Eurodollar Rate Loans, 4.25% per annum and (b) with respect to revolving loans and swing line loans that are Base
Rate Loans, 3.25% per annum.

Payments. Commencing on December 31, 2012 we began making quarterly amortization payments on the term loan
facility under the Refinance Agreement, each in the amount of $875,000, with the remaining principal balance to be
paid at maturity. Under the Refinance Agreement, we are also required to make mandatory prepayments, subject to
specified exceptions, from consolidated excess cash flow, and upon certain events, including, but not limited to, (i) the
receipt of net cash proceeds from the sale or other disposition of any property or assets by us or any of our
subsidiaries, (ii) the receipt of net cash proceeds from insurance or condemnation proceeds paid on account of any loss
of any property or assets of us or any of our subsidiaries, and (iii) the receipt of net cash proceeds from the incurrence
of indebtedness by us or any of our subsidiaries (other than certain indebtedness otherwise permitted under the
Refinance Agreement).
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Guarantees and Collateral. The obligations under the Refinance Agreement are guaranteed by us, all of our current
and future domestic subsidiaries and certain of our affiliates. The obligations under the Refinance Agreement and the
guarantees are secured by a perfected first priority security interest in all of Radnet Management’s and the guarantors’
tangible and intangible assets, including, but not limited to, pledges of equity interests of Radnet Management and all
of our current and future domestic subsidiaries.

Restrictive Covenants. In addition to certain customary covenants, the Refinance Agreement places limits on our
ability to declare dividends or redeem or repurchase capital stock, prepay, redeem or purchase debt, incur liens and
engage in sale-leaseback transactions, make loans and investments, incur additional indebtedness, amend or otherwise
alter debt and other material agreements, engage in mergers, acquisitions and asset sales, enter into transactions with
affiliates and alter the business we and our subsidiaries currently conduct.

Financial Covenants. The Refinance 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 Refinance Agreement
include failure to pay principal or interest when due, a material breach of any representation or warranty contained in
the loan documents, covenant defaults, events of bankruptcy and a change of control. The occurrence of an event of
default could permit the lenders under the Refinance Agreement to declare all amounts borrowed, together with
accrued interest and fees, to be immediately due and payable and to exercise other default remedies.

2013 Amendment to the Refinance Agreement

On April 3, 2013, we entered into a first amendment to the Refinance Agreement. Pursuant to this amendment, we
re-priced the balance of our term loan of $348.3 million and borrowed an additional $40.0 million for a new senior
secured term loan total of $388.3 million. The proceeds from the amendment were used to: (i) repay in full all existing
Term Loans under the Refinance Agreement; (ii) repay outstanding revolving loans; (iii) repay premium, fees and
expenses incurred; and (iv) general corporate purposes.

The amendment provides for the following:

Interest. The interest rate spread over LIBOR for the senior secured term loans was reduced from 4.25% to 3.25% and
the interest rate spread over the alternative base rate for the senior secured term loans was reduced from 3.25% to
2.25%. The minimum LIBOR rate underlying the senior secured term loans was reduced from 1.25% to 1.0%. The
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minimum alternative base rate was reduced from 2.25% to 2.0%. On a same principal basis of $348.3 million, the rate
changes listed above will result in a reduction of interest expense by approximately $19.9 million over the same
financing period of the 2012 Refinance Agreement.

Payments. Commencing on June 28, 2013, we began making quarterly amortization payments on the term loan facility
under the amendment in the amount of $975,000, with the remaining principal balance to be paid at maturity.

The other material terms of the amendment remain unchanged compared to the Refinance Agreement, as described
above under the heading “2012 Refinancing.”

Senior Notes

On April 6, 2010, we issued $200 million in aggregate amount of unsecured senior notes which have a coupon of
10.375% and were issued at a price of 98.680%. The senior notes were issued by Radnet Management, Inc. and
guaranteed jointly and severally on a senior unsecured basis by us and all of our current and future wholly-owned
domestic restricted subsidiaries. The senior notes were offered and sold in a private placement exempt from
registration under the Securities Act to qualified institutional buyers pursuant to Rule 144A and Regulation S under
the Securities Act. We pay interest on the senior notes on April 1 and October 1, commencing October 1, 2010, and
they will expire on April 1, 2018. The senior notes are governed under the Indenture. Under the terms of the
Indenture, we agreed to file a registration statement with the SEC relating to an offer to exchange the senior notes for
registered publicly tradable notes that have substantially identical terms as the senior notes. On August 30, 2010, we
filed a registration statement on Form S-4 with the SEC relating to the offer to exchange the senior notes. On January
13, 2011, our registration statement was declared effective by the SEC. On February 14, 2011, we completed an
exchange offer whereby all senior notes were exchanged for registered publicly tradable notes.
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Ranking. The senior notes and the guarantees:

-rank equally in right of payment with any existing and future unsecured senior indebtedness of the guarantors;

-rank senior in right of payment to all existing and future subordinated indebtedness of the guarantors;

are effectively subordinated in right of payment to any secured indebtedness of the guarantors (including
‘indebtedness under the Refinance Agreement) to the extent of the value of the assets securing such indebtedness; and
are structurally subordinated in right of payment to all existing and future indebtedness and other liabilities of any of
"the Company’s subsidiaries that is not a guarantor of the senior notes.

Optional Redemption. Radnet Management may 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, 2013, Radnet Management
may redeem up to 35% of aggregate principal amount of the senior notes issued under the Indenture from the net
proceeds of one or more equity offerings at a redemption price equal to 110.375% of the senior notes redeemed, plus
accrued and unpaid interest, if any. Radnet Management is also permitted to redeem the senior notes prior to April 1,
2014, in whole or in part, at a redemption price equal to 100% of the principal amount redeemed, plus a make-whole
premium and accrued and unpaid interest, if any.

Change of Control and Asset Sales. If a change in control of Radnet Management occurs, Radnet Management must
give holders of the senior notes the opportunity to sell their senior notes at 101% of their face amount, plus accrued
interest. If we or one of our restricted subsidiaries sells assets under certain circumstances, Radnet Management will
be required to make an offer to purchase the senior notes at their face amount, plus accrued and unpaid interest to the
purchase date.

Restrictive Covenants. The Indenture contains covenants that limit, among other things, the ability of us and our
restricted subsidiaries, to:

-pay dividends or make certain other restricted payments or investments;

-incur additional indebtedness and issue preferred stock;

create liens (other than permitted liens) securing indebtedness or trade payables unless the notes are
secured on an equal and ratable basis with the obligations so secured, and, if such liens secure subordinated
indebtedness, the notes are secured by a lien senior to such liens;

-sell certain assets or merge with or into other companies or otherwise dispose of all or substantially all of our assets;
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-enter into certain transactions with affiliates;

-create restrictions on dividends or other payments by our restricted subsidiaries; and

-create guarantees of indebtedness by restricted subsidiaries.

However, these limitations are subject to a number of important qualifications and exceptions, as described in the
Indenture. As of June 30, 2013, we were in compliance with all covenants.

NOTE 2 - FACILITY ACQUISITIONS & DISPOSITIONS

On May 1, 2013, we acquired a 40% equity interest in Orange County Radiation Oncology, LLC, a Radiation
Oncology Center located in Orange County, California for cash consideration of $1.0 million. As of May 1, 2013 we
have accounted for this investment under the equity method.

On April 1, 2013, we sold one of our wholly-owned multi-modality imaging centers located in Northfield, New Jersey
for $3.9 million in cash. The net book value associated with the imaging center was $1.8 million on the date of sale
and accordingly a gain of $2.1 million was recorded with respect to this transaction.
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On February 28, 2013, we completed our acquisition of a multi-modality imaging center located in Brooklyn, New
York by exercising a $1.00 purchase option to acquire an initial 50% interest (we acquired this option through our
December 31, 2012 acquisition of Lenox Hill Radiology which we valued at approximately $2.5 million) and then by
purchasing the remaining 50% interest from the existing partner for approximately $2.4 million in cash. We have
made a fair value determination of the acquired assets and assumed liabilities and approximately $813,000 of fixed
assets, $4.2 million of goodwill and $124,000 of notes payable was recorded with respect to this transaction.

On February 8, 2013, we completed the acquisition of a multi-modality imaging center located in New York, New
York for $1.0 million. The facility provides MRI, CT, mammography, ultrasound and X-ray services. We have made a
fair value determination of the acquired assets and assumed liabilities and approximately $1.0 million of fixed assets
was recorded with respect to this transaction.

On February 5, 2013, we sold a 10% interest in a wholly owned limited liability company consisting of two
multi-modality imaging centers located in Bel Air, Maryland for approximately $2.6 million. On the date of sale, we
recorded approximately $439,000 of non-controlling interests and $2.2 million of additional paid in capital with
respect to this transaction.

On January 30, 2013, we purchased for $430,000 an additional 20.9% interest in a joint venture multi-modality
imaging center located in New York, New York of which we initially held a 31.5% interest from our December 31,
2012 acquisition of Lenox Hill Radiology which we valued at approximately $648,000. This additional 20.9% interest
gave us a 52.4% controlling interest and so accordingly, we began consolidating this imaging center, recording all of
its assets and liabilities at their fair value at January 30, 2013.We have made a fair value determination of the acquired
assets and assumed liabilities and approximately $358,000 of working capital, $2.1 million of fixed assets, $2.0
million of goodwill, $2.4 million of notes payable and $979,000 of non-controlling interests was recorded with respect
to this transaction.

On January 1, 2013, we completed our acquisition of a breast surgery practice located in Mission Viejo, California for
$350,000. We have made a fair value determination of the acquired assets and assumed liabilities and approximately
$135,000 of working capital, $30,000 of fixed assets and $185,000 of goodwill was recorded with respect to this
transaction.

On December 31, 2012, we completed our acquisition of Lenox Hill Radiology, consisting of three multi-modality
imaging centers as well as three additional x-ray facilities all located in New York, New York. We also acquired in
this transaction a 31.5% interest in a joint venture multi-modality imaging center in New York, New York and an
option to purchase a 50% interest in a multi-modality imaging center located in Brooklyn, New York for $1.00. The
purchase price consisted of approximately $28.4 million in cash. In the first quarter of 2013, with the services of an
external valuation expert, we made a final fair value determination of the acquired assets and assumed liabilities and
$4.5 million of working capital, $8.7 million of fixed assets, which is approximately $1.5 million higher than our
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initial estimate, $648,000 of joint venture interests, $2.5 million in a $1.00 joint venture purchase option, $100,000 of
intangible assets , $14.0 million of goodwill and indefinite life intangibles which is approximately $1.3 million lower
than our initial estimate, the assumption of approximately $650,000 of other liabilities, which is approximately
$150,000 higher than our initial estimate, and $1.3 million of capital lease debt was recorded with respect to this
transaction.

NOTE 3 - RECENT ACCOUNTING STANDARDS

Reclassifications Out of Accumulated Other Comprehensive Income. In February 2013, the Financial Accounting
Standards Board (FASB) issued guidance for the reporting of amounts reclassified out of accumulated other
comprehensive income. The new guidance requires entities to report the effect of significant reclassifications out of
accumulated other comprehensive income on the respective line items in net income if the amount being reclassified is
required under U.S. generally accepted accounting principles (GAAP) to be reclassified in its entirety to net income.
The new guidance does not change the current requirements for reporting net income or other comprehensive income
in financial statements and is effective prospectively for reporting periods beginning after December 15, 2012. The
adoption of this new guidance in 2013 did not impact our financial position, results of operations or cash flows.

Balance Sheet Offsetting. In December 2012, the FASB issued guidance for new disclosure requirements related to the
nature of an entity’s rights of set-off and related arrangements associated with its financial instruments and derivative
instruments. The new guidance is effective for annual reporting periods, and interim periods within those years,
beginning on or after January 1, 2013. The adoption of this new guidance in 2013 did not impact our financial
position, results of operations or 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):

Three Months Ended Six Months Ended

June 30, June 30,

2013 2012 2013 2012
Net income attributable to RadNet, Inc.'s common $2.686 $2.946 $1.344 $2.835

stockholders

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

Weighted average number of common shares outstanding
during the period

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

39,217,122 37,761,316 39,038,904 37,715,723

$0.07 $0.08 $0.03 $0.08

DILUTED NET INCOME 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 per share attributable to RadNet, Inc.'s
common stockholders

39,217,122 37,761,316 39,038,904 37,715,723
302,799 521,667 302,438 494,744
309,742 1,147,733 511,956 1,005,165
39,829,663 39,430,716 39,853,298 39,215,632

$0.07 $0.07 $0.03 $0.07

NOTE 5 - INVESTMENT IN JOINT VENTURES

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
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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, 2013 (in
thousands):

Balance as of December 31, 2012 $28,598
Acquisition of a controlling interest in a joint venture (see Note 2) (648 )
Purchase of a 40% interest in a new joint venture (see Note 2) 1,000
Equity contributions in existing joint ventures 803
Equity earnings in these joint ventures 2,864
Distribution of earnings (3,971)
Balance as of June 30, 2013 $28,646

We received management service fees from the centers underlying these joint ventures of approximately $2.7 million
and $1.7 million for the three months ended June 30, 2013 and 2012, respectively, and $4.7 million and $3.4 million
for the six months ended June 30, 2013 and 2012, respectively, and eliminated the uncollected portion of the fees
earned associated with our ownership from our net revenue with an offsetting increase to our equity earnings.
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The following table is a summary of key financial data for these joint ventures as of June 30, 2013 and for the six

months ended June 30, 2013 and 2012 (in thousands):

June 30,
Balance Sheet Data: 2013
Current assets $14,802
Noncurrent assets 49,216
Current liabilities (6,995 )
Noncurrent liabilities (6,286 )
Total net assets $50,737
Book value of Radnet joint venture interests $22.880
Cost in excess of book value of acquired joint venture interests 5,273
Elimination of intercompany profit remaining on Radnet's consolidated balance sheet 493
Total value of Radnet joint venture interests $28,646
Total book value of other joint venture partner interests $27,857
Income Statement Data for the six months ended June 30, 2013 2012
Net revenue $45,209 $41,955
Net income $5,952 $7,016

NOTE 6 - STOCK-BASED COMPENSATION

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, 2013, 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.

As of June 30, 2013, 4,916,250, or approximately 89.3%, of the 5,506,250 outstanding stock options and warrants
granted under our option plans are fully vested. During the six months ended June 30, 2013, we did not grant options
or warrants under the 2006 Plan.
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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, 2013, 330,000, or 100%, of all the outstanding warrants outside the 2006 Plan are fully vested. During
the six months ended June 30, 2013, we did not grant warrants outside of our 2006 Plan.
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The following summarizes all of our option and warrant transactions for the six months ended June 30, 2013:

Outstanding Options and Warrants Weighted Average Weighted Average Aggregate

Under the 2006 Plan and 2000 Shares Exercise Price Per Remaining Contractual Life Intrinsic

Plan Common Share (in years) Value

Balance, December 31, 2012 6,231,250 $3.58

Granted - -

Exercised - -

Canceled or expired (725,000 ) 6.82

Balance, June 30, 2013 5,506,250 3.16 1.61 $960,013

Exercisable at June 30, 2013 4,916,250 3.19 1.48 894,879
Weighted Average Exercise Weighted Average Remaining Aggregate
Price Per Contractual Life Intrinsic

Non-Plan Outstanding Shares Common Share (in years) Value

Warrants

Balance, December 31,

2012 1,502,898  $1.50

Granted - -

Exercised (1,172,898) 1.12

Canceled or expired - -

Balance, June 30, 2013 330,000 2.87 1.60 $ 6,000

Exercisable at June 30,

2013 330,000 2.87 1.60 6,000

The aggregate intrinsic value in the tables above represents the total pretax intrinsic value (the difference between our
closing stock price on June 30, 2013 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, 2013. The total intrinsic value of options and warrants exercised during the six
months ended June 30, 2013 and 2012 was approximately $2.3 million and $265,000, respectively. As of June 30,
2013, total unrecognized stock-based compensation expense related to non-vested employee awards was
approximately $470,000, which is expected to be recognized over a weighted average period of approximately 0.8
years.

Restricted Stock Awards

The 2006 Plan permits the award of restricted stock. On January 2, 2013, we granted awards for 450,000 shares of our
common stock to certain employees. Of the awards granted, 170,000 were vested on the award date, 140,000 cliff vest
after one year provided that the employees remain continuously employed through the vesting date and 140,000 cliff
vest after two years provided that the employees remain continuously employed through the vesting date. We valued
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the awards based on the closing market price of our stock on January 2, 2013 which was $2.51 per share. On April 1,
2013, we granted an award for 200,000 shares of our common stock to an affiliated physician. Of this award granted,
40,000 was vested on the award date, 40,000 cliff vests after one year provided that the affiliated physician remains
continuously affiliated with the Company through the vesting date, 40,000 cliff vests after two years provided that the
affiliated physician remains continuously affiliated with the Company through the vesting date, 40,000 cliff vests after
three years provided that the affiliated physician remains continuously affiliated with the Company through the
vesting date and 40,000 cliff vests after four years provided that the affiliated physician remains continuously
affiliated with the Company through the vesting date. We valued this award based on the closing market price of our
stock on April 1, 2013 which was $2.82 per share.

At June 30, 2013, the total unrecognized fair value of all restricted stock awards was approximately $1.6 million,
which will be recognized over the remaining vesting period of 3.75 years.

In sum, of the 11,000,000 shares of common stock reserved for issuance under the 2006 Plan, at June 30, 2013, we
had 7,138,750 options, warrants and shares of restricted stock outstanding, 20,000 options exercised and 3,841,250
available for grant.

19

37



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

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.

The table below summarizes the estimated fair value and carrying amount of our long-term debt as follows (in
thousands):

As of June 30, 2013

Total Total
]l“evfével 2 Igevel Fair Carrying

Value Value
Senior Secured Term Loan $—$388,243 $§ — $388,243 $387,275
Senior Notes — 213,500 — 213,500 200,000

As of December 31, 2012
Levetvel 2  Level Total Total
1 3 Fair
Carrying
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Value Value
Senior Secured Term Loan $—$352,180 $ — $352,180 $349,125
Senior Notes — 204,500 — 204,500 200,000

The carrying value of our line of credit at June 30, 2013 and December 31, 2012 of $1.0 million and $33.0 million,
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.

NOTE 8 - SUPPLEMENTAL GUARANTOR INFORMATION

In accordance with SEC Regulation S-X, Rule 3-10, Paragraph (d), the following tables present unaudited interim
condensed consolidating financial information for: (a) RadNet, Inc. (the “Parent”) on a stand-alone basis as a guarantor
of the registered senior notes due 2018 ; (b) Radnet Management, Inc., the subsidiary borrower and issuer (the
“Subsidiary Issuer”) of the registered senior notes due 2018; (c) on a combined basis, the guarantor subsidiaries (the
“Guarantor Subsidiaries”) of the registered senior notes due 2018, which include all other 100% owned subsidiaries of
the Subsidiary Issuer; (d) on a combined basis, the non-guarantor subsidiaries, which include joint venture

partnerships of which the Subsidiary Issuer holds investments of 50% or greater, as well as BRMG and the Crues
Entities, which we consolidate as VIEs. Separate financial statements of the Subsidiary Issuer or the Guarantor
Subsidiaries are not presented because the guarantee by the Parent and each Guarantor Subsidiary is full and
unconditional, joint and several.
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEET
June 30, 2013

(in thousands)

(unaudited)
Subsidiary Guarantor Non-Guarantor

Parent Issuer Subsidiaries Subsidiaries Eliminations Consolidated
ASSETS
CURRENT ASSETS
Cash and cash equivalents $- $- $251 $ - $- $251
Accounts receivable, net - - 68,473 70,900 - 139,373
Current deferred tax assets - - 5,888 - - 5,888
I:Srsegtz:d expenses and other current B 11,490 4.443 825 B 16,758
Total current assets - 11,490 79,055 71,725 - 162,270
;%?PERTY AND EQUIPMENT, - 51,654 162,097 5,928 - 219,679
OTHER ASSETS
Goodwill — 49,139 142,211 4,740 — 196,090
Other intangible assets - 150 51,217 95 - 51,462
Deferred financing costs, net - 11,210 - - - 11,210
Investment in subsidiaries 2,844 359,976 15,386 - (378,206 ) -
Investment in joint ventures - 1,001 27,645 - - 28,646
Defe‘:rred tax assets, net of current B B 53.817 B B 53.817
portion
Deposits and other - 1,521 1,959 79 - 3,559
Total assets $2,844 $486,141 $533,387 $ 82,567 $(378,206 ) $ 726,733
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Intercompany $— $(153,744) $102,353 $ 51,391 $— $-
Accounts payable, accrued expenses B 49,937 47744 10,736 B 108.417
and other
Due to affiliates - - 1,230 - - 1,230
Deferred revenue - - 1,348 - - 1,348
Current portion of deferred rent - 658 653 49 - 1,360
Current portion of notes payable - 3,900 1,479 165 - 5,544
Cur‘rent portion of obligations under B 720 917 903 B 2,540
capital leases
Total current liabilities — (98,529 ) 155,724 63,244 — 120,439
LONG-TERM LIABILITIES
Deferred rent, net of current portion - 10,423 6,851 224 - 17,498
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Line of Credit - 1,000
Notes payable, net of current portion - 570,011
Obligations under capital leases, netof 390
current portion

Other non-current liabilities - -

Total liabilities - 483,297
EQUITY

Total Radnet, Inc.'s equity 2,844 2,844
Noncontrolling interests - -

Total equity 2,844 2,844
Total liabilities and equity $2,844 $486,141
21

425
2,217
8,194
173,411
359,976

359,976
$ 533,387

1,304
313

65,085

15,386

2,096

17,482
$ 82,567

- 1,000
- 571,740

- 2,922

- 8,194
- 721,793

(378,206 ) 2,844
- 2,096
(378,206 ) 4,940
$(378,206 ) $726,733

41



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

RADNET, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
December 31, 2012

(in thousands)

Subsidiary Guarantor Non-Guarantor

Parent  Issuer Subsidiaries Subsidiaries Eliminations Consolidated
ASSETS
CURRENT ASSETS
Cash and cash equivalents $— $362 $- $ - $- $362
Accounts receivable, net - - 76,838 52,356 - 129,194
Current portion of deferred tax assets — - 7,607 — - 7,607
::g;ld expenses and other current B 9.735 8.308 694 B 18,737
Total current assets - 10,097 92,753 53,050 - 155,900
;%?PERTY AND EQUIPMENT, - 48,025 168,401 134 - 216,560
OTHER ASSETS
Goodwill — 48,954 144,072 845 — 193,871
Other intangible assets - 170 51,394 110 - 51,674
Deferred financing costs - 11,977 — - - 11,977
Investment in subsidiaries (2,635) 342,796 9,217 - (349,378 ) -
Investment in joint ventures - - 28,598 - - 28,598
Defe;rred tax assets, net of current B B 52.790 B B 52.790
portion
Deposits and other - 1,821 1,928 - - 3,749
Total assets $(2,635) $463,840 $549,153 $ 54,139 $(349,378 ) $715,119
LIABILITIES AND EQUITY (DEFICIT)
CURRENT LIABILITIES
Intercompany $— $(176,217) $138223  $ 37,994 $- $-
Accounts payable, accrued expenses 57.939 41,696 6.294 B 105.929
and other
Due to affiliates - - 1,602 - - 1,602
Deferred revenue - - 1,273 - - 1,273
Current portion of notes payable - 3,500 1,203 - - 4,703
Current portion of deferred rent - 574 590 - - 1,164
Cur.rent portion of obligations under 1,186 2,756 B B 3.942
capital leases
Total current liabilities - (113,018) 187,343 44,288 - 118,613
LONG-TERM LIABILITIES
Deferred rent, net of current portion - 9,579 6,271 - - 15,850
Line of Credit - 33,000 — - - 33,000
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Notes payable, net of current portion — —
Obligations under capital leases, net

of current portion

Other non-current liabilities -
Total liabilities -

EQUITY (DEFICIT)

536,248
666

466,475

Total Radnet, Inc.'s equity (deficit) (2,635) (2,635

Noncontrolling interests
Total equity (deficit)

761
3,087

8,895
206,357

342,796

(2,635) (2,635 ) 342,796

Total liabilities and equity (deficit) ~ $(2,635) $463,840 $549,153

22

44,288

9,217

634

9,851
$ 54,139

- 537,009
- 3,753

- 8,895
- 717,120

(349,378 ) (2,635
- 634
(349,378 ) (2,001
$(349,378 ) $715,119

)
)
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For The Three Months Ended June 30, 2013

(in thousands)

(unaudited)
Subsidiary  Guarantor ~ Non-Guarantor

Parent Issuer Subsidiaries Subsidiaries Eliminations Consolidated
NET SERVICE FEE REVENUE
Service fee revenue, net of
contractual allowances and $ - $36,940 $118,924 $ 27611 $ - $ 183,475
discounts
Provision for bad debts - (1,362 ) (3,909 ) (1,684 ) - (6,955 )
Net service fee revenue - 35,578 115,015 25,927 - 176,520
OPERATING EXPENSES
Cost of operations - 28,731 95,386 24,581 - 148,698
Depreciation and amortization - 3,152 10,984 392 - 14,528
(Gam)' loss on sale and disposal B 199 ) 391 B B 192
of equipment
Severance costs - 20 97 - - 117
Total operating expenses - 31,704 106,858 24,973 - 163,535
INCOME FROM OPERATIONS — 3,874 8,157 954 — 12,985
OTHER EXPENSES
Interest expense - (1,333 ) 12,575 101 - 11,343
Equity in earnings of joint B B (1658 ) - B (1658 )
ventures
Gain on Sale of Imaging Centers - - (2,108 ) - - (2,108 )
Other expenses - 120 30 - - 150
Total other expenses - (1,213 ) 8,839 101 - 7,727
INCOME (LOSS) BEFORE
INCOME TAXES - 5,087 (682 ) 853 - 5,258
Beneflt from (provision for) B 694 3191 ) B B 2497 )
income taxes
Equity in earnings of
consolidated subsidiaries 2,686 (3,095 ) 778 - (369 ) -
NET INCOME (LOSS) 2,686 2,686 (3,095 ) 853 369 ) 2761

— — — 75 — 75
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Net income attributable to
noncontrolling interests
NET INCOME (LOSS)
ATTRIBUTABLE TO
RADNET, INC. COMMON
STOCKHOLDERS
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$ 2,686

$ 2,686

$ 3095 ) $ 778

$ (369 ) § 2,686
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For The Three Months Ended June 30, 2012

(in thousands)

(unaudited)

NET SERVICE FEE
REVENUE

Service fee revenue, net of
contractual allowances and
discounts

Provision for bad debts
Net service fee revenue

OPERATING EXPENSES
Cost of operations
Depreciation and amortization
Loss on sale and disposal of
equipment

Severance costs

Total operating expenses

INCOME FROM
OPERATIONS

OTHER EXPENSES
Interest expense

Equity in earnings of joint
ventures

Other expenses (income)
Total other expenses

(LOSS) INCOME BEFORE
INCOME TAXES
Provision for income taxes
Equity in earnings of
consolidated subsidiaries

NET INCOME

Parent

2,946

2,946

Subsidiary
Issuer

$38,168

(1,324 )
36,844

32,633
3,214

102

9
35,958

886

7,934

(1,437 )
6,497

(5,611 )
as )
8,576

2,946

Guarantor

Subsidiaries

$118,562

(4,458
114,104

89,674
11,617

174

154
101,619

12,485

5,541
(1,986

93
3,648

8,837
(397
136

8,576

)

)

)

Non-Guarantor
Subsidiaries

$ 15,016

(613
14,403

14,247
62

14,309

94

S

89

Eliminations Consolidated

$—

(11,658 )

(11,658 )

$ 171,746

(6,395 )
165,351

136,554
14,893

276

163
151,886

13,465

13,475
(1,986 )

(1,344 )
10,145

3,320
(421 )

2,899
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Net loss attributable to
noncontrolling interests
NET INCOME
ATTRIBUTABLE TO
RADNET, INC. COMMON
STOCKHOLDERS
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$ 2,946

$ 2946

$ 8,576

47

$ 136

- 47

$ (11,658 ) $ 2,946
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For The Six Months Ended June 30, 2013

(in thousands)

(unaudited)
Subsidiary  Guarantor Non-Guarantor

Parent Issuer Subsidiaries Subsidiaries  Eliminations Consolidated
NET SERVICE FEE
REVENUE
Service fee revenue, net of
contractual allowances and $ - $ 74,448 $241,653 $ 47,136 $-— $ 363,237
discounts
Provision for bad debts - (2,747 ) (8,499 ) (2,531 ) - (13,777 )
Net service fee revenue - 71,701 233,154 44,605 - 349,460
OPERATING EXPENSES
Cost of operations - 61,967 193,910 42,383 - 298,260
Depreciation and amortization - 6,280 22,307 701 - 29,288
(Gam) loss on s‘ale and B 114 ) 476 B B 362
disposal of equipment
Severance costs - 31 207 2 - 240
Total operating expenses - 68,164 216,900 43,086 - 328,150
INCOME FROM
OPERATIONS - 3,537 16,254 1,519 - 21,310
OTHER EXPENSES
Interest expense - 5,340 17,966 184 - 23,490
Equity in earnings of joint B B (2.864 ) B B 2.864 )
ventures
Gain on Sale of Imaging
Centers - (2,108 ) - - (2,108 )
Other expenses - 120 28 - - 148
Total other expenses - 5,460 13,022 184 - 18,666
(LOSS) INCOME BEFORE
INCOME TAXES - (1,923 ) 3,232 1,335 - 2,644
Beneflt from (provision for) B 694 (1937 ) © ) (1249 )
income taxes
Equity in earnings of 1,344 2,573 1,278 (5,195 ) -

consolidated subsidiaries
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NET INCOME

Net income attributable to
noncontrolling interests
NET INCOME
ATTRIBUTABLE TO
RADNET, INC. COMMON
STOCKHOLDERS
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1,344

$ 1,344

1,344

$ 1,344

2,573

$ 2,573

1,329
51

$ 1,278

(5,195 ) 1,395
- 51

$ (5,195 ) § 1,344
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For The Six Months Ended June 30, 2012

(in thousands)

(unaudited)
Subsidiary  Guarantor Non-Guarantor

Parent Issuer Subsidiaries Subsidiaries  Eliminations Consolidated
NET SERVICE FEE
REVENUE
Service fee revenue, net of
contractual allowances and $ - $72,712 $238,143 $ 29,391 $- $ 340,246
discounts
Provision for bad debts - (2,591 ) (9,056 ) (1,232 ) - (12,879 )
Net service fee revenue — 70,121 229,087 28,159 - 327,367
OPERATING EXPENSES
Cost of operations — 63,019 181,179 27,756 - 271,954
Depreciation and amortization — 6,361 23,300 124 - 29,785
Los§ on sale and disposal of 3 239 61 B B 300
equipment
Severance costs - 42 544 26 - 612
Total operating expenses — 69,661 205,084 27,906 - 302,651
INCOME FROM
OPERATIONS - 460 24,003 253 - 24,716
OTHER EXPENSES
Interest expense — 15,912 11,130 - - 27,042
Equity in earnings of joint 3 B (3248 ) B B (3248 )
ventures
Other (income) expense - (2,650 ) 159 - - 2,491 )
Total other expenses - 13,262 8,041 - - 21,303
(LOSS) INCOME BEFORE
INCOME TAXES - (12,802 ) 15,962 253 - 3,413
Provision for income taxes - (21 ) (640 ) (5 ) - (666 )
Equity in earnings of
consolidated subsidiaries 2,835 15,658 336 - (18,829 ) -
NET INCOME 2,835 2,835 15,658 248 (18,829 ) 2,747

_ _ - (88 ) - (88 )
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Net loss attributable to
noncontrolling interests
NET INCOME
ATTRIBUTABLE TO
RADNET, INC. COMMON
STOCKHOLDERS
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2,835

$ 2,835

$

15,658

$ 336

$ (18,829 ) $ 2,835
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Six Months Ended June 30, 2013

(unaudited)

Parent Subsidiary Guar?l n.mF Non_.G.ua?antorEliminations Consolidated

Issuer Subsidiaries Subsidiaries

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $1,344 $1,344 $2,573 $ 1,329 $5,195 ) $1,395
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization - 6,280 22,307 701 - 29,288
Provision for bad debt - 2,747 8,499 2,531 - 13,777
Equity in earnings of consolidated
subsidiaries (1,344) (2,573 ) (@A278 ) - 5,195 -
Distr'ib.uti‘ons from consolidated B _ 138 - (138 ) -
subsidiaries
Equity in earnings of joint ventures - - 2,864 ) - - 2,864 )
Distributions from joint ventures - - 3,971 - - 3,971
Deferred rent amortization - 928 858 58 - 1,844
Amortization of deferred financing cost — 1,066 - - - 1,066
Amortlzatlon of term loan and bond B 1,025 B B B 1,025
discount
(Ga.in) loss on sale and disposal of B 114 ) 476 B B 362
equipment
Gain on sale of imaging centers - - 2,108 ) - - (2,108 )
Stock-based compensation - 395 1,187 - - 1,582
Changes in operating assets and
liabilities, net of assets acquired and
liabilities assumed in purchase
transactions:
Accounts receivable - - (6,292 ) (16,879 ) - (23,171 )
Other current assets - (1,720 ) 1,269 28 - (423 )
Other assets - 300 (110 ) - - 190
Deferred taxes - - 692 692
Deferred revenue - - 75 - - 75
?t;ce(r)unts payable, accrued expenses and (1763 ) (10161 ) 14.000 2,076
Net cash provided by operating - 7,915 19,232 1,768 (138 ) 28777
activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of imaging facilities - 350 ) @275 ) - - (3,625 )
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Purchase of property and equipment - (8,256 ) (20,025 ) (68 ) - (28,349 )
Proceeds from sale of equipment - 145 360 - - 505
Proceeds from sale of imaging centers - - 3,920 - - 3,920
Proceeds from sale of joint venture B B 2,640 B B 2.640
interests
Purchase of equity interest in joint B B (1803 ) - B (1.803 )
ventures
Net cash used in investing activities - (8,461 ) (18,183 ) (68 ) - (26,712 )
CASH FLOWS FROM FINANCING ACTIVITIES
Principal payments on notes and leases
payable - (2,858 ) (1,049 ) (1,304 ) - 6,211 )
Deferred financing costs - 432 ) - - - (432 )
Proceeds from, net of payments, on B 35.122 B B B 35.122
Term Loan
Proceec‘ls from, net of payments, on line B (32,000 ) — B B (32,000 )
of credit
Dlstrlbutlons paid to noncontrolling _ _ (145 ) 138 @ )
interests
Proceeds from issuance of common B 469 B B B 469
stock
NeF c.a‘sh provided by (used in) financing 301 (1049 ) (1.449 ) 138 2059 )
activities
EFFECT OF EXCHANGE RATE
CHANGES ON CASH a7 - B B (117 )
NET (DECREASE) INCREASE IN
CASH AND CASH EQUIVALENTS - (362 ) - 251 a i )
CASH AND CASH EQUIVALENTS,

.. . - 362 - - - 362
beginning of period
CASH AND CASH EQUIVALENTS, $— $- $_ $ 251 $_ $251

end of period
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RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For The Six Months Ended June 30, 2012

(in thousands)

(unaudited)

Parent Subsidiary Guar.an‘tor Non_.G.uarantorEliminations Consolidated

Issuer Subsidiaries Subsidiaries

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $2,835 $2,835 $ 15,658 $ 248 $ (18,829 ) $2,747
Adjustments to reconcile net income to
net cash provided by (used in) operating
activities:
Depreciation and amortization - 6,361 23,300 124 — 29,785
Provision for bad debt - 2,591 9,056 1,232 — 12,879
Equi'ty. in‘ earnings of consolidated (2.835) (15658) (336 )y - 18,829 B
subsidiaries
Distr'ib.uti‘ons from consolidated B B 642 B (642 )y -
subsidiaries
Equity in earnings of joint ventures - - (3,248 ) - - (3,248 )
Distributions from joint ventures - - 3,375 - — 3,375
Deferred rent amortization - 1,388 1,194 - — 2,582
Deferred financing cost interest expense — 1,205 - - — 1,205
Amortization of bond discount - 469 - - - 469
Loss on sale and disposal of equipment — 239 61 - - 300
Amortization of cash flow hedge - 276 275 - - 551
Stock-based compensation - 426 1,280 - — 1,706

Changes in operating assets and
liabilities, net of assets acquired and
liabilities assumed in purchase
transactions:

Accounts receivable - - (1,133 ) (12,964 ) - (14,097 )
Other current assets - 460 ) (1,269 ) (158 ) - (1,887 )
Other assets - (68 ) 39 - - 29 )
Deferred revenue - - (68 ) - - (68 )
Accounts payable, accrued expenses B 17.189 23777 ) 11135 B 4,547

and other

Net cash provided by (used in) - 16,793 25,049 (383 ) (642 ) 40817
operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of imaging facilities - 8,144 H» 1,773 ) - - 9,917 )
Purchase of property and equipment - (5,544 ) (19,803 ) - - (25,347 )
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Proceeds from sale of equipment - 43 403 - - 446
Proceeds from sale of imaging facilities — - 2,300 - — 2,300
Purchase of equity interest in joint B B 920 )y - B 920
ventures

Net cash used in investing activities - (13,645 ) (19,793 ) - - (33,438
CASH FLOWS FROM FINANCING ACTIVITIES

Principal payments on notes and leases (2968 ) (5.048 ) - B (8,016
payable

Deferred financing costs - - - - - -
Proceec‘ls from, net of payments, on line B 1,500 B B B 1,500
of credit

Payments to counterparties of 1r}terest B (3.046 ) - B B (3.046
rate swaps, net of amounts received

Dlstrlbutlons paid to noncontrolling B B B (706 ) 642 (64
interests

Proceeds from issuance of common B B B B B B
stock

Net cash (used in) provided by - 4,514 ) (5,048 ) (706 ) 642 (9,626
financing activities

EFFECT OF EXCHANGE RATE 2 B 2%
CHANGES ON CASH

NET (DECREASE) INCREASE IN

CASH AND CASH EQUIVALENTS (1,366 ) 234 (1,089 ) - (2221
CASH‘AND CA.SH EQUIVALENTS, 1366 B 1,089 B 2,455
beginning of period

CASH AND CASH EQUIVALENTS, $— $_ $ 234 $_ $— $ 234

end of period
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NOTE 9 - SUBSEQUENT EVENTS

On August 1, 2013, we completed our acquisition of Manhattan Diagnostic Radiology, four multi-modality imaging
centers located in New York, New York, for cash consideration of $2.3 million.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

This quarterly report on Form 10-Q contains “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934, 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 are forward-looking statements. In some cases,
you can identify forward-looking statements by terminology such as “may,” “will,” “should,” “expect,” “intend,” “plan,
“believe,” “estimate,” “predict,” “potential,” “continue,” “assumption” or the negative of these terms or other comparable

terminology.

29 ¢
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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, 2012,
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, 2013 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 (“SEC”), 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. Moreover, in the future, the Company, through senior management, may make
forward-looking statements that involve the risk factors and other matters described in this quarterly report as well as
other risk factors subsequently identified, including, among others, those identified in the Company’s filings with the
SEC.

Overview
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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, 2013, we operated directly or indirectly
through joint ventures, 248 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, 2013, we performed 2,255,530 diagnostic imaging
procedures and generated total net service fee revenue of $349.5 million.

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.
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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 13.5% of our outstanding common stock.
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 are 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 also owns a controlling interest in three medical groups (“Crues Entities””) which provide professional medical
services at our imaging facilities located in New York, New York, which we acquired as part of our December 31,
2012 acquisition of Lenox Hill.

RadNet provides non-medical, technical and administrative services to BRMG and the Crues 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 Crues Entities. Through our
management agreements with BRMG and the Crues Entities, we determine the annual budget of BRMG and the Crues
Entities and make all physician employment decisions. BRMG and the Crues Entities both have insignificant
operating assets and liabilities, and de minimis equity. Through the management agreements with us, all cash flows of
both BRMG and the Crues Entities are transferred to us.
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We have determined that BRMG and the Crues Entities are variable interest entities, and that we are the primary
beneficiary, and consequently, we consolidate the revenue, expenses, assets and liabilities of each. BRMG and the
Crues Entities combined recognized $16.1 million and $13.5 million of revenue, net of management service fees to
RadNet, Inc., for the three months ended June 30, 2013 and 2012, respectively, and $16.1 million and $13.5 million of
operating expenses for the three months ended June 30, 2013 and 2012, respectively. RadNet, Inc. recognized in its
condensed consolidated statement of operations $77.7 million and $67.1 million of total billed net service fee revenue
relating to these VIE’s for the three months ended June 30, 2013 and 2012, respectively, of which $61.7 million and
$53.6 million was for management services provided to BRMG and the Crues Entities relating primarily to the
technical portion of total billed net service fee revenue for the three months ended June 30, 2013 and 2012,
respectively.

BRMG and the Crues Entities combined recognized $33.5 million and $26.2 million of revenue, net of management
service fees to RadNet, Inc., for the six months ended June 30, 2013 and 2012, respectively, and $33.5 million and
$26.2 million of operating expenses for the six months ended June 30, 2013 and 2012, respectively. RadNet, Inc.
recognized in its condensed consolidated statement of operations $158.3 million and $130.2 million of total billed net
service fee revenue relating to these VIE’s for the six months ended June 30, 2013 and 2012, respectively, of which
$124.8 million and $104.0 million was for management services provided to BRMG and the Crues Entities relating
primarily to the technical portion of total billed net service fee revenue for the six months ended June 30, 2013 and
2012, respectively.

The cash flows of BRMG and the Crues 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, 2013 and December 31, 2012, we have included approximately $59.9 million and $51.8 million,
respectively, of accounts receivable and approximately $7.6 million and $6.3 million, respectively, of accounts
payable and accrued liabilities, related to BRMG and the Crues Entities combined.

31

61



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

The creditors of both BRMG and the Crues 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 Crues Entities. However, both BRMG and
the Crues Entities are managed to recognize no net income or net loss and, therefore, RadNet may be required to
provide financial support to cover any operating expenses in excess of operating revenues.

Aside from centers in California and New York, New York where we contract with BRMG and the Crues Entities for
the provision of professional medical services, at the remaining centers in California and at all of the centers which are
located outside of California except for New York, New York, 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 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-Crues 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, 2013 and 2012 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, 2012, as amended.

Critical Accounting Policies

Use of Estimates
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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, or SEC, 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, 2012, 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.
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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, 2012 as amended.

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 BRMG centers, this service fee revenue includes payments for both the professional
medical interpretation revenue recognized by BRMG as well as the payment for all other aspects related to our
providing the imaging services, for which we earn management fees from BRMG. As it relates to non-BRMG 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 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.

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

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Commercial Insurance/Managed Care Capitation $122,693 $115,332 $243,043 $228,788
Medicare 36,815 34,500 72,591 68,107
Medicaid 6,285 5,833 11,997 11,572
Workers Compensation/Personal Injury 8,802 7,500 18,307 14,878
Other 8,880 8,581 17,299 16,901

Service fee revenue, net of contractual allowances and discounts 183,475 171,746 363,237 340,246
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Provision for bad debts (6,955 ) (6,395 ) (13,777) (12,879)
Net service fee revenue $176,520 $165,351 $349,460 $327,367

The break-out of our service fee revenue, net of contractual allowances and discounts, is calculated based upon the
aggregate payments received from all consolidated imaging centers from dates of service during each respective
period illustrated.

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.
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Provision for Bad Debts

Although outcomes vary, our policy is to attempt to collect amounts due from patients, including co-payments and
deductibles due from patients with insurance, at the time of service. We provide for an allowance against accounts
receivable that could become uncollectible by establishing an allowance 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 by patients with insurance. 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.

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, 2013, we determined that approximately $59.7 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, 2013 totaled $196.1 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

66



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

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
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, 2012. Based on our test, we noted no impairment related to goodwill as of October 1, 2012.
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, 2013.

Recent Accounting Standards

Reclassifications Out of Accumulated Other Comprehensive Income. In February 2013, the Financial Accounting
Standards Board (FASB) issued guidance for the reporting of amounts reclassified out of accumulated other
comprehensive income. The new guidance requires entities to report the effect of significant reclassifications out of
accumulated other comprehensive income on the respective line items in net income if the amount being reclassified is
required under U.S. generally accepted accounting principles (GAAP) to be reclassified in its entirety to net income.
The new guidance does not change the current requirements for reporting net income or other comprehensive income
in financial statements and is effective prospectively for reporting periods beginning after December 15, 2012. The
adoption of this new guidance in 2013 did not impact our financial position, results of operations or cash flows.
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Balance Sheet Offsetting. In December 2012, the FASB issued guidance for new disclosure requirements related to the
nature of an entity’s rights of set-off and related arrangements associated with its financial instruments and derivative
instruments. The new guidance is effective for annual reporting periods, and interim periods within those years,
beginning on or after January 1, 2013. The adoption of this new guidance in 2013 did not impact our financial
position, results of operations or cash flows.

Facility Acquisitions and Dispositions

On May 1, 2013, we acquired a 40% equity interest in Orange County Radiation Oncology, LLC, a Radiation
Oncology Center located in Orange County, California for cash consideration of $1.0 million. As of May 1, 2013 we
have accounted for this investment under the equity method.

On April 1, 2013, we sold one of our wholly-owned multi-modality imaging centers located in Northfield, New Jersey
for $3.9 million in cash. The net book value associated with the imaging center was $1.8 million on the date of sale
and accordingly a gain of $2.1 million was recorded with respect to this transaction.

On February 28, 2013, we completed our acquisition of a multi-modality imaging center located in Brooklyn, New
York by exercising a $1.00 purchase option to acquire an initial 50% interest (we acquired this option through our
December 31, 2012 acquisition of Lenox Hill Radiology which we valued at approximately $2.5 million) and then by
purchasing the remaining 50% interest from the existing partner for approximately $2.4 million in cash. We have
made a fair value determination of the acquired assets and assumed liabilities and approximately $813,000 of fixed
assets, $4.2 million of goodwill and $124,000 of notes payable was recorded with respect to this transaction.

On February 8, 2013, we completed the acquisition of a multi-modality imaging center located in New York, New
York for $1.0 million. The facility provides MRI, CT, mammography, ultrasound and X-ray services. We have made a
fair value determination of the acquired assets and assumed liabilities and approximately $1.0 million of fixed assets
was recorded with respect to this transaction.

On February 5, 2013, we sold a 10% interest in a wholly owned limited liability company consisting of two
multi-modality imaging centers located in Bel Air, Maryland for approximately $2.6 million. On the date of sale, we
recorded approximately $439,000 of non-controlling interests and $2.2 million of additional paid in capital with
respect to this transaction.
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On January 30, 2013, we purchased for $430,000 an additional 20.9% interest in a joint venture multi-modality
imaging center located in New York, New York of which we initially held a 31.5% interest from our December 31,
2012 acquisition of Lenox Hill Radiology which we valued at approximately $648,000. This additional 20.9% interest
gave us a 52.4% controlling interest and so accordingly, we began consolidating this imaging center, recording all of
its assets and liabilities at their fair value at January 30, 2013.We have made a fair value determination of the acquired
assets and assumed liabilities and approximately $358,000 of working capital, $2.1 million of fixed assets, $2.0
million of goodwill, $2.4 million of notes payable and $979,000 of non-controlling interests was recorded with respect
to this transaction.

On January 1, 2013, we completed our acquisition of a breast surgery practice located in Mission Viejo, California for
$350,000. We have made a fair value determination of the acquired assets and assumed liabilities and approximately
$135,000 of working capital, $30,000 of fixed assets and $185,000 of goodwill was recorded with respect to this
transaction.
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On December 31, 2012, we completed our acquisition of Lenox Hill Radiology, consisting of three multi-modality
imaging centers as well as three additional x-ray facilities all located in New York, New York. We also acquired in
this transaction a 31.5% interest in a joint venture multi-modality imaging center in New York, New York and an
option to purchase a 50% interest in a multi-modality imaging center located in Brooklyn, New York for $1.00. The
purchase price consisted of approximately $28.4 million in cash. In the first quarter of 2013, with the services of an
external valuation expert, we made a final fair value determination of the acquired assets and assumed liabilities and
$4.5 million of working capital, $8.7 million of fixed assets, which is approximately $1.5 million higher than our
initial estimate, $648,000 of joint venture interests, $2.5 million in a $1.00 joint venture purchase option, $100,000 of
intangible assets , $14.0 million of goodwill and indefinite life intangibles which is approximately $1.3 million lower
than our initial estimate, the assumption of approximately $650,000 of other liabilities, which is approximately
$150,000 higher than our initial estimate, and $1.3 million of capital lease debt was recorded with respect to this
transaction.

Industry Updates

On April 1, 2013, the Centers for Medicare and Medicaid Services (“CMS”) published its Contract Year 2014 Final Call
Letter. In the Final Call Letter, CMS made the assumption that Congressional action would be taken to prospectively

fix the Medicare physician fee schedule’s sustainable growth rate formula and that there would be a 0% change in the
Medicare physician fee schedule rates for 2014. Based on these assumptions, CMS estimated a 3.3% increase in the
2014 Medicare Advantage rates.

CMS has proposed in the 2014 Medicare Physician Fee Schedule a change in the Practice Expense (“PE”) Relative
Value Units (“RVUs”) that could result in decreased Medicare reimbursement rates. CMS is proposing to limit the
nonfacility PE RVUs for individual codes so that the total nonfacility physician fee schedule payment amount would
not exceed the total combined amount Medicare would pay for the same code in the facility setting, such as a hospital
outpatient department or an ambulatory surgical center. Codes subject to the Deficit Reduction Act (“DRA”) imaging
cap, as well as screening and diagnostic mammography, are exempt from the proposed policy. CMS has not yet posted
the list of impacted codes.

Results of Operations

The following table sets forth, for the periods indicated, the percentage that certain items in the statements of
operations bears to service fee revenue, net of contractual allowances and discounts.

RADNET, INC. AND SUBSIDIARIES
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

NET SERVICE FEE REVENUE

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

Net service fee revenue

OPERATING EXPENSES

Cost of operations

Depreciation and amortization

Loss on sale and disposal of equipment
Severance costs

Total operating expenses

INCOME FROM OPERATIONS

OTHER EXPENSES

Interest expense

Equity in earnings of joint ventures

Gain on sale of imaging centers

Other income

Total other expenses

INCOME BEFORE INCOME TAXES

Provision for income taxes

NET INCOME

Net income (loss) attributable to noncontrolling interests

NET INCOME ATTRIBUTABLE TO RADNET, INC. COMMON

STOCKHOLDERS
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Three Months

Ended

June 30,

2013 2012
100.0% 100.0%
-3.8% -3.7%
96.2%  96.3%
81.0% 79.5%
7.9% 8.7%
0.1% 0.2%
0.1% 0.1%
89.1%  88.4%
7.1% 7.8%
6.2% 7.8%
-0.9% -1.2%
-1.1% 0.0%
0.1% -0.8%
4.2% 5.9%
2.9% 1.9%
-1.4% -0.2%
1.5% 1.7%
0.0% 0.0%
1.5% 1.7%

Six Months Ended

June 30,

2013 2012
100.0% 100.0%
-3.8% -3.8%
96.2% 96.2%
82.1% 79.9%
8.1% 8.8%
0.1% 0.1%
0.1% 0.2%
90.3% 89.0%
5.9% 7.3%
6.5% 7.9%
-0.8% -1.0%
-0.6% 0.0%
0.0% -0.7%
5.1% 6.3%
0.7% 1.0%
-0.3% -0.2%
0.4% 0.8%
0.0% 0.0%
0.4% 0.8%
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Three Months Ended June 30, 2013 Compared to the Three Months Ended June 30, 2012

Service Fee Revenue

Service fee revenue for the three months ended June 30, 2013 was $183.5 million compared to $171.8 million for the
three months ended June 30, 2012, an increase of $11.7 million, or 6.8%.

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

2013 and 2012 decreased $9.0 million, or 5.2%. This 5.2% 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 2013. This comparison excludes revenue contributions from centers that were acquired or divested subsequent

to April 1, 2012. For the three months ended June 30, 2013, service fee revenue from centers that were acquired or
divested subsequent to April 1, 2012 and excluded from the above comparison was $20.9 million. For the three

months ended June 30, 2012, service fee revenue from centers that were acquired or divested subsequent to April 1,
2012 and excluded from the above comparison was $227,000.

Provision for Bad Debts

Provision for bad debts increased $560,000, or 8.8%, to approximately $7.0 million, or 3.8% of service fee revenue,
for the three months ended June 30, 2013 compared to $6.4 million, or 3.7% of service fee revenue, for the three
months ended June 30, 2012. This increase is in line with the increase in service fee revenues.

Operating Expenses

Cost of operations for the three months ended June 30, 2013 increased approximately $12.1 million, or 8.9%, from
$136.5 million for the three months ended June 30, 2012 to $148.7 million for the three months ended June 30, 2013.
The following table sets forth our cost of operations and total operating expenses for the three months ended June 30,
2013 and 2012 (in thousands):

Three Months Ended
June 30,
2013 2012
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Salaries and professional reading fees, excluding stock-based compensation  $79,530 $74,784

Stock-based compensation 630 531
Building and equipment rental 16,488 15,572
Medical supplies 9,115 9,666
Other operating expenses * 42,935 36,001
Cost of operations 148,698 136,554
Depreciation and amortization 14,528 14,893
Loss on sale and disposal of equipment 192 276
Severance costs 117 163
Total operating expenses $163,535 $151,886

* 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 $4.8 million, or 6.3%, to $79.5 million for the three months ended

June 30, 2013 compared to $74.8 million for the three months ended June 30, 2012.
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Salaries and professional reading fees, including only those centers which were in operation throughout the second
quarters of both 2013 and 2012, decreased $1.9 million, or 2.6%. This 2.6% 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 April 1, 2012. For the three months ended June 30, 2013, salaries and professional reading fees from
centers that were acquired or divested subsequent to April 1, 2012 and excluded from the above comparison was
approximately $6.8 million. For the three months ended June 30, 2012, salaries and professional reading fees from
centers that were acquired or divested subsequent to April 1, 2012 and excluded from the above comparison was
approximately $66,000.

Stock-based compensation

Stock-based compensation increased $99,000, or 18.6%, to approximately $630,000 for the three months ended June
30, 2013 compared to $531,000 for the three months ended June 30, 2012

Building and equipment rental

Building and equipment rental expenses increased $916,000 , or 5.9%, to $16.5 million for the three months ended
June 30, 2013 compared to $15.6 million for the three months ended June 30, 2012.

Building and equipment rental expenses, including only those centers which were in operation throughout the second
quarters of both 2013 and 2012, decreased $878,000, or 5.7%. This 5.7% decrease is primarily due to equipment lease
buy-outs occurring subsequent to June 30, 2012. This comparison excludes expenses from centers that were acquired
or divested subsequent to April 1, 2012. For the three months ended June 30, 2013, building and equipment rental
expenses from centers that were acquired or divested subsequent to April 1, 2012 and excluded from the above
comparison was approximately $1.8 million. For the three months ended June 30, 2012, building and equipment rental
expenses from centers that were acquired or divested subsequent to April 1, 2012 and excluded from the above
comparison was $49,000.

Medical supplies

Medical supplies expense decreased $551,000, or 5.7%, to $9.1 million for the three months ended June 30, 2013
compared to $10 million for the three months ended June 30, 2012.
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Medical supplies expenses, including only those centers which were in operation throughout the second quarters of
both 2013 and 2012, decreased $1.5 million, or 15.5%. This 15.5% decrease is primarily due to an increase in rebates
we received from certain vendors. This comparison excludes expenses from centers that were acquired or divested
subsequent to April 1, 2012. For the three months ended June 30, 2013, medical supplies expense from centers that
were acquired or divested subsequent to April 1, 2012 and excluded from the above comparison was $965,000. For
the three months ended June 30, 2012, medical supplies expense from centers that were acquired or divested
subsequent to April 1, 2012 was $20,000.

Depreciation and amortization

Depreciation and amortization decreased $365,000, or 2.5%, to $14.5 million for the three months ended June 30,
2013 compared to $14.9 million for the same period last year. The decrease is primarily due to several of our assets
completing their depreciation schedules subsequent to the end of our second quarter of 2012.

Loss on sale and disposal of equipment

We recorded a net loss on sale of equipment of approximately $192,000 for the three months ended June 30, 2013
primarily related to the difference between the net book value of certain equipment sold and proceeds we received
from the sale. We recorded a net loss on the sale of equipment of approximately $276,000 for the three months ended
June 30, 2012 primarily 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 three months ended June 30, 2013 decreased approximately $2.2 million, or 16.4%, to $11.3
million for the three months ended June 30, 2013 compared to $13.5 million for the three months ended June 30,
2012. Interest expense for the three months ended June 30, 2013 included $1.2 million of amortization of deferred
loan costs and discount on issuance of debt. Interest expense for the three months ended June 30, 2012 included
$771,000 of amortization of deferred loan costs and discount on issuance of debt as well as $275,000 of amortization
of Accumulated Other Comprehensive Loss associated with fair value adjustments to our interest rate swaps
accumulated prior to April 6, 2010, the date of our debt refinancing. See “Liquidity and Capital Resources” below for
more details on our debt refinancing. Excluding these adjustments to interest expense for each period, interest expense
decreased approximately $2.3 million for the three months ended June 30, 2013 compared to the three months ended
June 30, 2012. This decrease was primarily due to a reduction in interest relating to our interest rate swaps, which
contractually ended in November 2012, and a reduction in interest expense on the line of credit loan which had lower
outstanding balances on a year over year basis.

Gain on Sale of Imaging Center

On April 1, 2013, we sold one of our wholly-owned multi-modality imaging centers located in Northfield, New Jersey
for $3.9 million in cash. The net book value associated with the imaging center was $1.8 million on the date of sale
and accordingly a gain of $2.1 million was recorded with respect to this transaction.

Other income

For the three months ended June 30, 2012, we recorded approximately $1.1 million of other income primarily related
to fair value adjustments on our interest rate swaps.

Equity in earnings from unconsolidated joint ventures

For the three months ended June 30, 2013, we recognized equity in earnings from unconsolidated joint ventures of
$1.7 million compared to $2.0 million for the three months ended June 30, 2012. This decrease is primarily due to a
change in estimated collection rates applied to revenue recognized subsequent to June, 2012.
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Six Months Ended June 30, 2013 Compared to the Six Months Ended June 30, 2012

Service Fee Revenue

Service fee revenue for the six months ended June 30, 2013 was $363.2 million compared to $340.2 million for the six
months ended June 30, 2012, an increase of $23.0 million, or 6.8%.

Service fee revenue, including only those centers which were in operation throughout the first and second quarters of
both 2013 and 2012 decreased $17.1 million, or 5.2%. This 5.2% decrease is due to a reduction in volumes during the
first two quarters of 2013 when compared to the same period last year well as a reduction in collection rates
experienced so far in 2013. This comparison excludes revenue contributions from centers that were acquired or
divested subsequent to January 1, 2012. For the six months ended June 30, 2013, service fee revenue from centers that
were acquired or divested subsequent to January 1, 2012 and excluded from the above comparison was $49.5 million.
For the six months ended June 30, 2012, service fee revenue from centers that were acquired or divested subsequent to
January 1, 2012 and excluded from the above comparison was $9.4 million.

Provision for Bad Debts

Provision for bad debts increased $898,000, or 7.0%, to $13.8 million, or 3.8% of service fee revenue, for the six
months ended June 30, 2013 compared to $12.9 million, or 3.8% of service fee revenue, for the six months ended June
30, 2012. This increase is in line with the increase in service fee revenues.
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Operating Expenses

Cost of operations for the six months ended June 30, 2013 increased approximately $26.3 million, or 9.7%, from
$271.9 million for the six months ended June 30, 2012 to $298.3 million for the six months ended June 30, 2013. The
following table sets forth our cost of operations and total operating expenses for the six months ended June 30, 2013
and 2012 (in thousands):

Six Months Ended
June 30,
2013 2012

Salaries and professional reading fees, excluding stock-based compensation $161,221 $148,968

Stock-based compensation 1,582 1,706.0
Building and equipment rental 32,791 30,480.0
Medical supplies 18,293 19,665.0
Other operating expenses * 84,373 71,135.0
Cost of operations 298,260 271,954
Depreciation and amortization 29,288 29,785
Loss (gain) on sale and disposal of equipment 362 300
Severance costs 240 612
Total operating expenses $328,150 $302,651

* 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 $12.2 million, or 8.2%, to $161.2 million for the six months ended
June 30, 2012 compared to $149.0 million for the six months ended June 30, 2012.

Salaries and professional reading fees, including only those centers which were in operation throughout the first and
second quarters of both 2013 and 2012, decreased $1.7 million, or 1.2%. This 1.2% 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, 2012. For the six months ended June 30, 2013, salaries and professional reading
fees from centers that were acquired or divested subsequent to January 1, 2012 and excluded from the above
comparison was approximately $18.0 million. For the six months ended June 30, 2012, salaries and professional
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reading fees from centers that were acquired subsequent to January 1, 2012 and excluded from the above comparison
was approximately $4.1 million.

Stock-based compensation

Stock-based compensation decreased $124,000, or 7.3%, to approximately $1.6 million for the six months ended June
30, 2013 compared to $1.7 million for the six months ended June 30, 2012.

Building and equipment rental

Building and equipment rental expenses increased $2.3 million, or 7.6%, to $32.8 million for the six months ended
June 30, 2013 compared to $30.5 million for the six months ended June 30, 2012.

Building and equipment rental expenses, including only those centers which were in operation throughout the first two
quarters of both 2013 and 2012, decreased $1.0 million, or 3.5%. This 3.5% decrease is primarily due to equipment
lease buy-outs occurring subsequent to June 30, 2012. This comparison excludes expenses from centers that were
acquired or divested subsequent to January 1, 2012. For the six months ended June 30, 2013, building and equipment
rental expenses from centers that were acquired or divested subsequent to January 1, 2012 and excluded from the
above comparison was approximately $4.3 million. For the six months ended June 30, 2012, building and equipment
rental expenses from centers that were acquired or divested subsequent to January 1, 2012 and excluded from the
above comparison was $975,000.
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Medical supplies

Medical supplies expense decreased $1.4 million, or 7.0%, to $18.3 million for the six months ended June 30, 2013
compared to $19.7 million for the six months ended June 30, 2012.

Medical supplies expenses, including only those centers which were in operation throughout the second quarters of
both 2013 and 2012, decreased $3.2 million, or 16.4%. This 16.4% decrease is primarily due to an increase in rebates
we received from certain vendors. This comparison excludes expenses from centers that were acquired or divested
subsequent to January 1, 2012. For the six months ended June 30, 2013, medical supplies expense from centers that
were acquired or divested subsequent to January 1, 2012 and excluded from the above comparison was $2.2 million.
For the six months ended June 30, 2012, medical supplies expense from centers that were acquired or divested
subsequent to January 1, 2012 was $382,000

Depreciation and amortization

Depreciation and amortization decreased $497,000, or 1.7%, to $29.3 million for the six months ended June 30, 2013
compared to $29.8 million for the same period last year. The decrease is primarily due to several of our assets
completing their depreciation schedules subsequent to the end of our first quarter of 2012.

Loss on sale and disposal of equipment

We recorded a net loss on sale of equipment of approximately $362,000 for the six months ended June 30, 2013
primarily related to the difference between the net book value of certain equipment sold and proceeds we received
from the sale. We recorded a net loss on the sale of equipment of approximately $300,000 for the six months ended
June 30, 2012 primarily 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 six months ended June 30, 2013 decreased approximately $3.5 million, or 13.1%, to $23.5
million for the six months ended June 30, 2013 compared to $27.0 million for the six months ended June 30, 2012.
Interest expense for the six months ended June 30, 2013 included $2.1 million of amortization of deferred loan costs
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and discount on issuance of debt. Interest expense for the six months ended June 30, 2012 included $1.7 million of
amortization of deferred loan costs and discount on issuance of debt as well as $551,000 of amortization of
Accumulated Other Comprehensive Loss associated with fair value adjustments to our interest rate swaps
accumulated prior to April 6, 2010, the date of our debt refinancing. See “Liquidity and Capital Resources” below for
more details on our debt refinancing. Excluding these adjustments to interest expense for each period, interest expense
decreased approximately $3.6 million for the six months ended June 30, 2013 compared to the six months ended June
30, 2012. This decrease was primarily due to a reduction in interest relating to our interest rate swaps, which
contractually ended in November 2012, and a reduction in interest expense on the line of credit loan which had lower
outstanding balances on a year over year basis.

Gain on Sale of Imaging Center

On April 1, 2013, we sold one of our wholly-owned multi-modality imaging centers located in Northfield, New Jersey
for $3.9 million in cash. The net book value associated with the imaging center was $1.8 million on the date of sale
and accordingly a gain of $2.1 million was recorded with respect to this transaction.

Other income

For the six months ended June 30, 2012, we recorded approximately $2.5 million of other income primarily related to
fair value adjustments on our interest rate swaps.

Equity in earnings from unconsolidated joint ventures

For the six months ended June 30, 2013, we recognized equity in earnings from unconsolidated joint ventures of $2.9
million compared to $3.2 million for the six months ended June 30, 2012 for an 11.8% decrease of $384,000. This
decrease is primarily due to a change in estimated collection rates applied to revenue recognized subsequent to June
30, 2012.

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 removes non-cash and certain other charges that occur in the affected period
and provides a basis for measuring the Company's financial condition against other quarters.
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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 to Adjusted EBITDA for the three and six months ended June
30, 2013 and 2012, respectively:

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

2013 2012 2013 2012

Net Income Attributable to RadNet, Inc. Common Stockholders $2,686 $2,946 $1,344 $2,835

Plus provision for Income taxes 2,497 421 1,249 666
Minus other expense (Income) 150 (1,344 ) 148 (2,491)
Plus interest expense 11,343 13,475 23,490 27,042
Plus severance costs 117 163 240 612
Plus loss on sale and disposal of equipment 192 276 362 300
Minus gain on sale of imaging center (2,108) - (2,108) -

Plus depreciation and amortization 14,528 14,893 29,288 29,785
Plus non cash employee stock-based compensation 630 531 1,582 1,706
Adjusted EBITDA $30,035 $31,361 $55,595 $60,455

Liquidity and Capital Resources

83



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

We had cash and cash equivalents of $251,000 and accounts receivable of $139.3 million at June 30, 2013, compared
to cash and cash equivalents of $362,000 and accounts receivable of $129.2 million at December 31, 2012. We had a
working capital balance of $41.8 million and $37.3 million at June 30, 2013 and December 31, 2012,

respectively. We had net income attributable to RadNet, Inc. common stockholders for the six months ended June 30,
2013 of $1.3 million versus $2.8 million for the six months ended June 30, 2012. We also had stockholders’ equity of
$4.9 million at June 30, 2013 compared to a stockholders’ deficit of $2.0 million at December 31, 2012.

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 short-term and long-term
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. However, we have no formal plan of doing so at this time.

Included in our condensed consolidated balance sheet at June 30, 2013 are $198.2 million of senior notes (net of
unamortized discounts of $1.9 million), $375.7 million of senior secured term loan debt (net of unamortized discounts
of $11.5 million) and $1 million aggregate principal amount outstanding under the revolving credit facility.

Accordingly, the par values outstanding of our senior notes and senior secured term loan are $200 million and $387.2
million, respectively.

Sources and Uses of Cash

Cash provided by operating activities was $28.8 million and $40.8 million for the six months ended June 30, 2013 and
2012, respectively.

Cash used in investing activities was $26.7 million and $33.4 million for the six months ended June 30, 2013 and
2012, respectively. For the six months ended June 30, 2013, we purchased property and equipment for approximately
$28.3 million, acquired the assets and businesses of additional imaging facilities for approximately $3.6 million (see
Note 2 to the condensed consolidated financial statements of this quarterly report), and purchased additional equity
interests in non-consolidated joint ventures for $1.8 million. Offsetting our cash used in investing activities were $2.6
million in proceeds from the sale of a non-controlling interest in one of our consolidated joint ventures, $3.9 million in
proceeds from the sale of a wholly-owned multi-modality imaging center, and $505,000 of proceeds from the sale of
imaging equipment.

Cash used in financing activities was $2.1 million and $9.6 million for the six months ended June 30, 2013 and 2012,
respectively. The cash used in financing activities for the six months ended June 30, 2013, was primarily due to

85



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

principal payments on our notes and leases offset in part by net proceeds from borrowings under our credit
amendment of April 2013 (See Note 1 to the condensed consolidated financial statement of this quarterly report).

Financing Activities

2010 Credit Agreement

In April 2010, we completed a series of transactions for an aggregate of $585 million. As part of the transactions that
were completed, our wholly owned subsidiary, Radnet Management, Inc., issued and sold $200.0 million in 10 3/8%
senior unsecured notes due 2018 (the “senior notes”). The senior notes initially issued on April 6, 2010 in a private
placement were subsequently publicly offered for exchange enabling holders of the outstanding senior notes to
exchange the outstanding notes for publicly registered exchange notes with nearly identical terms. The exchange offer
was completed on February 14, 2011. Additional information regarding the senior notes is provided in Note 1 to our
unaudited condensed consolidated financial statements included in Item 1, Part 1 of this quarterly report.

In addition to the issuance of senior notes, Radnet Management entered into a Credit and Guaranty Agreement with a
syndicate of lenders (the “Credit Agreement”), whereby Radnet Management obtained $385.0 million in senior secured
first-lien bank financing, consisting of (i) a $285.0 million, six-year term loan facility and (ii) a $100.0 million,
five-year revolving credit facility, including a swing line subfacility and a letter of credit subfacility (collectively, the
“Credit Facilities”).
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2012 Refinancing

In October 2012, we completed a refinancing of the Credit Facility by entering into a new Credit and Guaranty
Agreement with a syndicate of banks and other financial institutions (the “Refinance Agreement”). The total amount of
refinancing was $451.25 million, consisting of (i) a $350 million senior secured term loan and (ii) a $101.25 million
senior secured revolving credit facility. The obligations of Radnet Management, Inc. under the Refinance Agreement
are guaranteed by RadNet, Inc. and all of Radnet Management’s current and future domestic subsidiaries and certain of
our affiliates. The obligations under the Refinance Agreement, including the guarantees, are secured by a perfected
first-priority security interest in all of Radnet Management’s and the guarantors’ tangible and intangible assets,
including, but not limited to, pledges of equity interests of Radnet Management and all of our current and future
domestic subsidiaries.

The termination date for the $350 million term loan is the earliest to occur of (i) the sixth anniversary of the closing
date (October 10, 2012), (ii) the date on which all of the term loans shall become due and payable in full under the
Refinance Agreement whether by acceleration or otherwise and (iii) October 1, 2017 if our senior notes due 2018 have
not been refinanced by such date. The termination date for the $101.25 million revolving credit facility is the earliest
to occur of (i) the fifth anniversary of the closing date, (ii) the date the revolving credit facility is permanently reduced
to zero pursuant to section 2.13(b) of the Refinance Agreement, (iii) the date of the termination of the revolving credit
facility pursuant to section 8.01 of the Refinance Agreement and (iv) October 1, 2017 if our senior notes due 2018
have not been refinanced by such date.

In connection with the refinancing of the Credit Facilities, Radnet Management used the net proceeds to repay in full
its existing six year term loan facility for $277.9 million in principal amount outstanding, which would have matured
on April 6, 2016, and its revolving credit facility for $59.8 million in principal amount outstanding, which would have
matured on April 6, 2015.

The terms and conditions of the Refinance Agreement are more fully described in Note 1 to our unaudited condensed
consolidated financial statements included above in Item 1, Part I of this quarterly report.

2013 Amendment to the Refinance Agreement

On April 3, 2013, we entered into a first amendment to the Refinance Agreement. Pursuant to this amendment, we
re-priced the balance of our term loan of $348.3 million and borrowed an additional $40.0 million for a new senior
secured term loan total of $388.3 million. The proceeds from the amendment were used to: (i) repay in full all existing
Term Loans under the Refinance Agreement; (ii) repay outstanding revolving loans; (iii) repay premium, fees and
expenses incurred; and (iv) general corporate purposes.
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The amendment provides for the following:

Interest. The interest rate spread over LIBOR for the senior secured term loans was reduced from 4.25% to 3.25% and
the interest rate spread over the alternative base rate for the senior secured term loans was reduced from 3.25% to
2.25%. The minimum LIBOR rate underlying the senior secured term loans was reduced from 1.25% to 1.0%. The
minimum alternative base rate was reduced from 2.25% to 2.0%. On a same principal basis of $348.3 million, the rate
changes listed above will result in a reduction of interest expense by approximately $19.9 million over the same
financing period of the 2012 Refinance Agreement.

Payments. Commencing on June 28, 2013, we began making quarterly amortization payments on the term loan facility
under the amendment in the amount of $975,000, with the remaining principal balance to be paid at maturity.

The other material terms of the amendment remain unchanged compared to the Refinance Agreement, as described
above under the heading “2012 Refinancing.”

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.

After 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 include leases on equipment and interest due on our $200 million outstanding senior notes. Variable rate interest
obligations relate primarily to amounts borrowed under our outstanding credit facilities, which allows elections of
either LIBOR or prime rates of interest. Under the amendment to the Refinance Agreement’s LIBOR election facility,
borrowed funds bear a 1.00% floor or 6 month LIBOR plus an applicable margin of 3.25%. At June 30, 2013, we had
$386.3 million outstanding subject to a LIBOR election. As the LIBOR floor exceeds the current spot rate of 6 month
LIBOR, the spot rate would have to increase more than 59 basis points before an additional interest expense would be
accrued. An increase of 159 basis points would be necessary to realize a hypothetical 1% increase in the borrowing
rate and an annual increase of $3.9 million of interest expense. At June 30, 2013, an additional $2.95 million was tied
to the prime rate. A hypothetical 1% increase in the prime rate for 2012-2013 would have resulted in an annual
increase of approximately $29,500.

ITEM 4. Controls and Procedures

We maintain disclosure controls and procedures that are designed to provide reasonable assurance that material
information is: (1) gathered and communicated to our management, including our principal executive and financial
officers, on a timely basis; and (2) recorded, processed, summarized, reported and filed with the SEC as required
under the Securities Exchange Act of 1934, as amended.

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as of June 30, 2013. Based on such evaluation, our chief
executive officer and chief financial officer concluded that our disclosure controls and procedures were effective for
their intended purpose described above.

Changes in Internal Control over Financial Reporting

No changes were made in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of
the Exchange Act) during our most recent fiscal quarter that has materially affected, or is likely to materially affect,
our internal control over financial reporting.

Limitations on Disclosure Controls and Procedures.

Our management, including our chief executive officer and chief financial officer, does not expect that our disclosure
controls or internal controls over financial reporting will prevent all errors or all instances of fraud. A control system,
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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.

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.
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Risk

ITEM 1A Factors

Information about risk factors for the three and six months ended June 30, 2013, 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, 2012, 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, 2013. 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

Not applicable.
ITEM 5 Other Information
None.
ITEM 6 Exhibits

Reference is made to the Exhibit Index included herein.

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.
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RADNET, INC.

(Registrant)

Date: August 9, 2013 By:/s/ Howard G. Berger, M.D.
Howard G. Berger, M.D., President and

Chief Executive Officer

(Principal Executive Officer)

Date: August 9, 2013 By:/s/ Mark D. Stolper
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
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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