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PART I - FINANCIAL INFORMATION
RADNET, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS EXCEPT SHARE DATA)

September 30, December 31,

2010 2009
(unaudited)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $24.462 $10,094
Accounts receivable, net 94,604 87,825
Prepaid expenses and other current assets 16,472 9,990
Total current assets 135,538 107,909
PROPERTY AND EQUIPMENT, NET 190,031 182,571
OTHER ASSETS
Goodwill 125,011 106,502
Other intangible assets 52,569 54,313
Deferred financing costs, net 16,003 8,229
Investment in joint ventures 16,020 18,741
Deposits and other 2,478 2,406
Total assets $537,650 $480,671
LIABILITIES AND EQUITY DEFICIT
CURRENT LIABILITIES
Accounts payable and accrued expenses $84,640 $69,641
Due to affiliates 2,382 7,456
Current portion of notes payable 8,043 6,927
Current portion of deferred rent 717 560
Obligations under capital leases, current portion 10,227 14,121
Total current liabilities 106,009 98,705
LONG-TERM LIABILITIES
Deferred rent, net of current portion 10,638 8,920
Deferred taxes 277 277
Notes payable, net of current portion 480,684 416,699
Obligations under capital leases, net of current portion 6,565 13,568
Other non-current liabilities 21,004 17,263
Total liabilities 625,177 555,432
COMMITMENTS AND CONTINGENCIES
EQUITY DEFICIT
Common stock - $.0001 par value, 200,000,000 shares authorized; 36,979,725 and
36,259,279 shares issued and outstanding at September 30, 2010 and December 31,
2009, respectively 4 4
Paid-in-capital 161,018 156,758
Accumulated other comprehensive loss (2,453 ) (1,588
Accumulated deficit (246,141 ) (229,989
Total Radnet, Inc.'s equity deficit (87,572 ) (74,815

Noncontrolling interests 45 54

~—
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Total equity deficit (87,527 ) (74,761 )
Total liabilities and equity deficit $537,650 $480,671

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

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,

2010 2009 2010 2009
NET REVENUE $140,093 $133,404 $403,222 $392,553
OPERATING EXPENSES
Cost of operations 106,634 101,924 311,478 298,653
Depreciation and amortization 13,002 13,593 40,153 39,979
Provision for bad debts 8,458 8,386 24,603 24,729
Loss on sale of equipment 451 72 606 375
Severance costs 164 286 731 643
Total operating expenses 128,709 124,261 377,571 364,379
INCOME FROM OPERATIONS 11,384 9,143 25,651 28,174
OTHER EXPENSES
Interest expense 12,781 12,367 35,477 38,538
Loss on extinguishment of debt - - 9,871 -
Gain on bargain purchase - - - (1,387
Other expenses (income) 821 2 ) 1,971 416
Total other expenses 13,602 12,365 47,319 37,567
LOSS BEFORE INCOME TAXES AND
EQUITY
IN EARNINGS OF JOINT VENTURES (2,218 ) (3,222 ) (21,668 ) (9,393
Provision for income taxes (317 ) (231 ) (523 ) (281
Equity in earnings of joint ventures 2,282 1,751 6,114 6,839
NET LOSS (253 ) (1,702 ) (16,077 ) (2,835
Net income attributable to noncontrolling interests 32 24 75 69
NET LOSS ATTRIBUTABLE TO RADNET,
INC.
COMMON STOCKHOLDERS $(285 ) $(1,726 ) $(16,152 ) $(2,904
BASIC AND DILUTED NET LOSS PER SHARE
ATTRIBUTABLE TO RADNET, INC.
COMMON STOCKHOLDERS $(0.01 ) $(0.05 ) $(0.44 ) $(0.08

WEIGHTED AVERAGE SHARES
OUTSTANDING
Basic and diluted 36,979,725 36,105,149 36,755,781 35,982,558
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The accompanying notes are an integral part of these financial statements.




BALANCE -
JANUARY 1,
2010

Issuance of
common stock to
shareholders of
Union Imaging
Issuance of
common stock to
shareholders of
Truxtun Medical
Group

Issuance of
common stock
upon exercise of
options/warrants
Stock-based
compensation
Distributions paid
to noncontrolling
interests

Change in
cumulative
foreign currency
translation
adjustment
Change in fair
value of interest
rate swap from
prior periods
reclassified to
earnings

Change in fair
value of interest
rate swap

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

Common Stock
Shares

36,259,279 $ 4

75,000 -

375,000 -

270,446 -

Amount

(unaudited)
Accumulated Total
Radnet,
Other Inc.'s Total
Paid-in AccumulatedComprehersSiuty Noncontrollitgrjuity
Capital Deficit Loss Deficit Interests Deficit
# $156,758 $(229,989) $(1,588) $(74,815) $ 54  $(74,761)
153 - - 153 - 153
1,238 - - 1,238 - 1,238
49 - - 49 - 49
2,820 - - 2,820 - 2,820
- - - - 84 ) (84 )
- - “4 ) @ ) - (4 )
- - 611 611 - 611
- - (1,472) (1,472 ) - (1,472 )
(16,152 ) (16,152) 75 (16,077)
- - - (17,013) 75 (16,938)

9



BALANCE -
SEPTEMBER 30,
2010
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36,979,725 $4 # $161,018 $(246,141) $(2,453) $(87,572) $ 45

Comprehensive loss for the nine months ended

September 30, 2009:
Net loss

Change in fair value
of interest rate swap
Comprehensive

loss

$ (2,904 )
2,555

$(349 )

The accompanying notes are an integral part of these financial statements

$ (87,527)

10
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (IN THOUSANDS)

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss

Adjustments to reconcile net loss

to net cash provided by operating activities:
Depreciation and amortization

Provision for bad debts

Equity in earnings of joint ventures

Distributions from joint ventures

Deferred rent amortization

Deferred financing cost amortization

Amortization of bond discount

Loss on sale of equipment

Loss on extinguishment of debt

Gain on bargin purchase

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

Accounts payable and accrued expenses

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of imaging facilities

Proceeds from sale of imaging facilities

Purchase of property and equipment

Proceeds from sale of imaging equipment

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
Repayment of debt

Proceeds from borrowings

Deferred financing costs

Distributions paid to noncontrolling interests

Payments on line of credit

Payments to counterparties of interest rate swaps, net of amounts received
Proceeds from issuance of common stock

Net cash provided by (used in) financing activities
EFFECT OF EXCHANGE RATE CHANGES ON CASH
NET INCREASE IN CASH AND CASH EQUIVALENTS

Nine Months Ended
September 30,
2010 2009
$(16,077 ) $(2,835
40,153 39,979
24,603 24,729
(6,114 ) (6,839
8,339 6,852
1,875 614
2,074 2,009
107 -
606 375
9,871 -
- (1,387
2,820 2,936
(27,678 ) (20,896
(5,675 ) 3,213
(48 ) 592
15,298 908
50,154 50,250
(34,580 ) (3,917
- 650
(33,135 ) (22,805
94 -
- (315
(67,621 ) (26,387
(16,295 ) (17,684
(412,000 ) -
482,360 -
(17,407 ) -
(84 ) (88
- (1,742
(4,783 ) (3,151
49 -
31,840 (22,665
© J
14,368 1,198
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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

6

10,094
$24,462

$23,579

$1,198

$32,046
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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 entered into capital leases and equipment notes for approximately $32,000 and $10.4 million, excluding capital

leases assumed in acquisitions, during the nine months ended September 30, 2010 and 2009, respectively. We also
acquired equipment for approximately $9.9 million and $8.2 million during the nine months ended September 30,

2010 and 2009, respectively, that we had not paid for as of September 30, 2010 and 2009, respectively. The offsetting

amount due was recorded in our consolidated balance sheet under accounts payable and accrued expenses.
As discussed in Note 2, we entered into interest rate swap modifications in the first quarter of 2009. These
modifications include a significant financing element and, as such, all cash inflows and outflows subsequent to the

date of modification are presented as financing activities.

Detail of investing activity related to acquisitions can be found in Note 4.

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

NOTE 1 - NATURE OF BUSINESS AND BASIS OF PRESENTATION

At September 30, 2010, we operated a group of regional networks comprised of 192 diagnostic imaging facilities
located in seven states with operations primarily in California, Maryland, Florida, Kansas, Delaware, New Jersey 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. The Company’s 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 Management 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

LR N3 LEINT3

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

Accounting Standards Codification 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 Codification which evidence a controlling financial
interest, is considered a Variable Interest Entity (“VIE”). We consolidate all voting interest entities 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 owns
approximately 15% 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. (99%), Breastlink
Medical Group, Inc. (100%) and Beverly Radiology Medical Group, Inc. (99%), each of which are 99% or 100%
owned by Dr. Berger. RadNet provides non-medical, technical and administrative services to BRMG for which it
receives a management fee, per the management agreement. Through the management agreement and our relationship
with Dr. Berger, we have exclusive authority over all non-medical decision making related to the ongoing business

14
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operations of BRMG. Through our management agreement with BRMG we determine the annual budget of BRMG
and make all physician employment decisions. BRMG has insignificant operating assets and liabilities, and
deminimis equity. Through the management agreement with us, all of BRMG’s cash flows are transferred to us. We
have determined that BRMG is a variable interest entity, and that we are the primary beneficiary, and consequently,
we consolidate the revenue and expenses of BRMG. BRMG recognized $38.6 million and $36.2 of net revenue for the
nine months ended September 30, 2010 and 2009, respectively, and $38.6 million and $36.3 million of operating
expenses for the nine months ended September 30, 2010 and 2009, respectively. RadNet recognized $137.9 million
and $130.7 million of net revenues for the nine months ended September 30, 2010 and 2009, respectively, for
management services provided to BRMG relating primarily to the technical portion of total billed revenue. The cash
flows of BRMG are included in the accompanying consolidated statements of cash flows. All intercompany balances
and transactions have been eliminated in consolidation.

15
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The creditors of BRMG do not have recourse to our general credit and there are no other arrangements that could
expose us to losses. However, BRMG is 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. BRMG is a
guarantor of the New Credit Facilities described below under “Liquidity and Capital Resources.”

In June 2009, the Financial Accounting Standards Board (FASB) issued new guidance which made significant
changes to the model for determining who should consolidate a VIE and addressed how often this assessment should
be performed. The guidance was effective for us on January 1, 2010 (see Note 3).

At the remaining centers in California and at all of the centers which are located outside of California, 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. We have no financial
controlling interest in the independent (non-BRMG) radiology practices; accordingly, we do not consolidate the
financial statements of those practices in our condensed 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 September 30, 2010 and 2009
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, 2009.

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, 2009 except for
the following:

Foreign Currency Translation

The functional currency of our foreign subsidiaries is the local currency. In accordance with ASC 830, Foreign
Currency Matters, assets and liabilities denominated in foreign currencies are translated using the exchange rate at the
balance sheet dates. Revenues and expenses are translated using average exchange rates prevailing during the
reporting period. Any translation adjustments resulting from this process are shown separately as a component of
accumulated other comprehensive income (loss). Foreign currency transaction gains and losses are included in the

16
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determination of net loss.
Liquidity and Capital Resources

We had a working capital balance of $29.5 million and $9.2 million at September 30, 2010 and December 31, 2009,
respectively. We had a net loss attributable to RadNet, Inc.’s common stockholders of $285,000 and $1.7 million for
the three months ended September 30, 2010 and 2009, respectively, and $16.2 million and $2.9 million for the nine
months ended September 30, 2010 and 2009, respectively. $9.9 million of the loss in 2010 relates to extinguishment
of debt which occurred on April 6, 2010. We also had an equity deficit of $87.5 million and $74.8 million at
September 30, 2010 and December 31, 2009, respectively.

17
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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 expense of new diagnostic imaging facilities, the acquisition of additional facilities and new diagnostic
imaging equipment, and to service our existing debt and contractual obligations. 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.

Our business strategy with regard to operations focuses on the following:
maximizing performance at our existing facilities;
focusing on profitable contracting;
expanding MRI, CT and PET applications;
optimizing operating efficiencies; and
expanding our networks.

On April 6, 2010 we completed our debt refinancing plan for an aggregate of $585 million. The debt refinancing plan
included the issuance of a $285 million senior secured term loan due April 6, 2016, a $100 million senior secured
revolving credit facility due April 6, 2015 and $200 million in aggregate principal amount of senior unsecured notes

due April 1, 2018 (the “Notes”). We used $412.0 million of the proceeds from the debt restructuring to pay off our prior
credit facility and an additional $1.7 million to settle a call premium associated with our prior credit facilities. As a
result of this refinancing, we recorded during the second quarter of 2010 a loss on extinguishment of debt of
approximately $9.9 million which is made up of the $1.7 million call premium, $7.6 million write-off of deferred loan
costs associated with the prior credit facility, as well as $600,000 of additional debt settlement costs.

At September 30, 2010, the balance of the senior secured term loan was approximately $283.6 million and the par
value of our senior unsecured notes was $200.0 million.

Just prior to our refinancing discussed above, our outstanding indebtedness included a $242.0 million senior secured
term loan B and a $170.0 million second lien term loan both with GE Commercial Finance Healthcare Financial
Services originally entered into on November 15, 2006 (the “GE Credit Facility”).

New Credit Agreement

Radnet Management, Inc., a wholly-owned subsidiary of RadNet, Inc., entered into a new Credit and Guaranty
Agreement (the “New Credit Agreement”) pursuant to which we obtained $385 million in senior secured bank
financing, consisting of a $285 million, six-year term loan facility and a $100 million, five-year revolving credit
facility (the New Credit Facilities). In connection with the New Credit Facilities, Radnet Management, Inc.,
terminated the GE Credit Facility.

Interest. The New Credit Facilities bear interest through maturity at a rate determined by adding the applicable margin
to either (a) the Base Rate, which is the highest of the (i) Prime Rate, (ii) the rate which is 0.5% in excess of the
Federal Funds Effective Rate, (iii) 3.00% and (iv) 1.00% in excess of the one-month Adjusted Eurodollar Rate at such
time, or (b) the Adjusted Eurodollar Rate, which is 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)
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2.00%. Applicable margin means (i) (a) with respect to Tranche B Term Loans that are Eurodollar Rate Loans, 3.75%
per annum and (b) with respect to Tranche B Term Loans that are Base Rate Loans, 2.75% per annum; and (ii) (a)
with respect to Revolving Loans that are Eurodollar Rate Loans, 3.75% per annum and (b) with respect to Revolving
Loans and Swing Line Loans that are Base Rate Loans, 2.75% per annum.

Payments. Commencing on June 30, 2010, we are required to make quarterly amortization payments on the term loan
facility, each in the amount of $712,500, with the remaining principal balance paid at maturity. Under the New Credit
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, (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 loan documents relating to the New Credit Facilities)
and (iv) the receipt of net cash proceeds by us or any of our subsidiaries from Extraordinary Receipts, as defined in the
New Credit Agreement.

10
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Guarantees and Collateral. The obligations under the New Credit Facilities are guaranteed by us, all of our current and
future wholly-owned domestic restricted subsidiaries and certain of our affiliates. The obligations under the New
Credit Facilities 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 New Credit 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 New Credit Agreement contains financial covenants including a minimum interest coverage
ratio, a maximum total leverage ratio and a limit on annual capital expenditures. Failure to comply with these
covenants could permit the lenders under the New Credit Facilities to declare all amounts borrowed, together with
accrued interest and fees, to be immediately due and payable.

Events of Default. In addition to certain customary events of default, events of default under the New Credit Facilities
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.

Senior Unsecured Notes

Also on April 6, 2010, we issued $200 million in aggregate amount of senior unsecured Notes which have a coupon of
10.375% and were issued at a price of 98.680%. The 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 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. The
Notes will mature on April 1, 2018, and bear interest at the rate of 10.375% per year. We will pay interest on the
Notes on April 1 and October 1, commencing October 1, 2010. The Notes are governed under an indenture agreement
with U.S. Bank National Association as trustee. We have agreed to file a registration statement with the Securities and
Exchange Commission relating to an offer to exchange the Notes for registered publicly tradable notes that have
substantially identical terms as the Notes. On August 30, 2010, we filed a registration statement on Form S-4 with the
Securities and Exchange Commission relating to the offer to exchange the Notes. The registration statement has not
yet been declared effective.

Ranking. The Notes and the guarantees:

¢ rank equally in right of payment with any existing and future unsecured senior indebtedness of the guarantors;
e  rank senior in right of payment to all existing and future subordinated indebtedness of the Guarantors;
eare effectively subordinated in right of payment to any secured indebtedness of the guarantors (including
indebtedness under the New Credit Facilities) to the extent of the value of the assets securing such indebtedness;
and
eare 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 Notes.

Optional Redemption. Radnet Management may redeem the 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, we may redeem up to 35% of
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aggregate principal amount of the 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 Notes redeemed, plus accrued and unpaid interest, if
any. Radnet Management is also permitted to redeem the 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.

11
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Change of Control and Asset Sales. If a change in control of Radnet Management occurs, Radnet Management must
give holders of the Notes the opportunity to sell their 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 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;

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.

Our ability to generate sufficient cash flow from operations to make payments on our debt and other contractual
obligations will depend on our future financial performance. A range of economic, competitive, regulatory, legislative
and business factors, many of which are outside of our control, will affect our financial performance. Although no
assurance can be given, taking these factors into account, including our historical experience, we believe that through
implementing our strategic plans, we will obtain sufficient cash to satisfy our obligations as they become due in the
next twelve months.

NOTE 2 - DERIVITIVE INSTRUMENTS

We are exposed to certain risks relating to our ongoing business operations. The primary risk managed by using
derivative instruments is interest rate risk. We have entered into interest rate swap agreements to manage interest rate
risk exposure. The interest rate swap agreements utilized by us effectively modifies our exposure to interest rate risk
by converting our floating-rate debt to a fixed rate basis during the period of the interest rate swap, thus reducing the
impact of interest-rate changes on future interest expense.

We designate our interest rate swaps as cash flow hedges of floating-rate borrowings. For interest rate swaps that are
designated and qualify as a cash flow hedge (i.e., hedging the exposure to variability in expected future cash flows
that is attributable to a particular risk), the effective portion of the gain or loss on the derivative instrument is initially
reported as a component of other comprehensive income, then reclassified into earnings in the same line item
associated with the forecasted transaction and in the same period or periods during which the hedged transaction

22



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

affects earnings (e.g., in “interest expense” when the hedged transactions are interest cash flows associated with
floating-rate debt). The remaining gain or loss on the derivative instrument in excess of the cumulative change in the
present value of future cash flows of the hedged item, if any (i.e., the ineffectiveness portion), or hedge components
excluded from the assessment of effectiveness, are recognized in the statement of operations during the current period.

12
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In connection with our GE credit facility, we swapped 50% of the aggregate principal amount of the facilities to a
floating rate within 90 days of the closing. On April 11, 2006, effective April 28, 2006, we entered into an interest
rate swap on $73.0 million fixing the LIBOR rate of interest at 5.47% for a period of three years. This swap was
made in conjunction with the $161.0 million credit facility that closed on March 9, 2006. In addition, on

November 15, 2006, we entered into an interest rate swap, designated as a cash flow hedge, on $107.0 million fixing
the LIBOR rate of interest at 5.02% for a period of three years, and on November 28, 2006, we entered into an interest
rate swap, also designated as a cash flow hedge, on $90.0 million fixing the LIBOR rate of interest at 5.03% for a
period of three years. Previously, the interest rate on the above $270.0 million portion of the credit facility was based
upon a spread over LIBOR which floats with market conditions.

During the first quarter of 2009 we modified the two interest rate swaps designated as cash flow hedges mentioned
above. The modifications, commonly referred to as “blend and extends”, extended the maturity of and re-priced these
two interest rate swaps originally executed in 2006 for an additional 36 months, resulting in an estimated annualized
cash interest expense savings of $2.9 million.

On the LIBOR hedge modification for a notional amount of $107 million of LIBOR exposure, the Company
on January 29, 2009 replaced the existing fixed LIBOR rate of 5.02% with a new rate of 3.47% maturing on
November 15, 2012. On the second LIBOR hedge modification for a notional amount of $90 million of LIBOR
exposure, the Company, on February 5, 2009, replaced the existing fixed LIBOR rate of 5.03% with a new rate of
3.62% also maturing on November 15, 2012. Both modified interest swaps were designated as cash flow hedges.

As part of these modifications, the negative fair values of the original interest rate swaps, as well as a certain amount
of accrued interest, associated with the original cash flow hedges were incorporated into the fair values of the new
modified cash flow hedges. The related Accumulated Other Comprehensive Loss (AOCL) associated with the
negative fair values of the original cash flow hedges on their dates of modification, which totaled $6.1 million, was
amortized on a straight-line basis to interest expense through November 15, 2009, the maturity date of the original
cash flow hedges.

We document our risk management strategy and hedge effectiveness at the inception of the hedge, and, unless the
instrument qualifies for the short-cut method of hedge accounting, over the term of each hedging relationship. Our use
of derivative financial instruments is limited to interest rate swaps, the purpose of which is to hedge the cash flows of
variable-rate indebtedness. We do not hold or issue derivative financial instruments for speculative purposes. In
accordance with ASC Topic 815, derivatives that have been designated and qualify as cash flow hedging instruments
are reported at fair value. The gain or loss on the effective portion of the hedge (i.e., change in fair value) is initially
reported as a component of accumulated other comprehensive loss in the Company’s consolidated statement of equity
deficit. The remaining gain or loss, if any, is recognized currently in earnings.

As a result of our refinancing and the New Credit Agreement and the issuance of the Notes completed on April 6,
2010, our interest rate swaps do not match the terms of our current bank debt and so accordingly, we have determined
that they are no longer designated as cash flow hedges. Accordingly, all changes in their fair value after April 6, 2010
are, and will continue to be recognized in earnings as other expense.

The related Accumulated Other Comprehensive Loss (AOCL) of $3.1 million associated with the negative fair values
of these interest rate swaps on April 6, 2010, the date of our refinancing, will be amortized on a straight-line basis to
interest expense through November 15, 2012, the maturity date of these cash flow hedges. As of April 6, 2010, the
fair value of the interest rate swaps was a negative $10.4 million. From April 6, 2010 to September 30, 2010,
approximately $611,000 of AOCL was amortized to interest expense.
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At September 30, 2010 the negative fair value of these interest rate swaps was $12.3 million and was classified as
other non-current liabilities in our consolidated balance sheet. For the nine months ended September 30, 2010, we
recognized approximately $2.0 million in other expense related to the change in fair value of these interest rate swaps
from April 6, 2010 to September 30, 2010.
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A tabular presentation of the fair value of derivative instruments as of September 30, 2010 is as follows (amounts in
thousands):

Fair Value — Asset

(Liability)
Balance Sheet Location Derivatives
Derivatives
Other non-current
Interest rate contracts liabilities $ (12,343 )

A tabular presentation of the fair value of derivative instruments as of December 31, 2009 is as follows (amounts in
thousands):

Fair Value — Asset

(Liability)
Balance Sheet Location Derivatives
Derivatives
Other non-current
Interest rate contracts liabilities $ (8,901 )

A tabular presentation of the effect of derivative instruments on our statement of operations is as follows (amounts in
thousands):

For the Three Months Ended September 30, 2010

Ineffective Amount of Gain  Amount of Gain Location of Gain  Amount of Gain  Location of Gain
Interest Rate (Loss) (Loss) (Loss) (Loss) (Loss)
Swap Recognized in Recognized in Recognized in  Reclassified from Reclassified from
OCI on Income on Income on Accumulated Accumulated OCI
Derivative Derivative Derivative OCI into Income into Income
(Effective (Ineffective (Ineffective (Effective (Effective
Portion) Portion) Portion) Portion) Portion)
Interest rate -—- ($821) Other income/ *($305) Interest
contracts (expense) income/(expense)

*  Amortization of OCI associated with the cash flow hedges through April 6, 2010 (see discussion above).

For the Three Months Ended September 30, 2009

Ineffective Amount of Gain  Amount of Gain Location of Gain Amount of Gain  Location of Gain
Interest Rate (Loss) (Loss) (Loss) (Loss) (Loss)
Swap Recognized in Recognized in Recognized in  Reclassified from Reclassified from
OCI on Income on Income on Accumulated Accumulated OCI
Derivative Derivative Derivative OClI into Income into Income
(Effective (Ineffective (Ineffective (Effective (Effective
Portion) Portion) Portion) Portion) Portion)
($1,856) --- * ($1,836)
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Interest

Other income/
income/(expense)

Interest rate
(expense)

contracts

*  Amortization of OCI associated with the original cash flow hedges prior to modification on January 28, 2009

(see discussion above).
For the Nine Months Ended September 30, 2010

Amount of Gain  Location of Gain

Ineffective Amount of Gain Amount of Gain Location of Gain
(Loss) (Loss)

(Loss) (Loss) (Loss)

Interest Rate
Swap Recognized in Recognized in Recognized in  Reclassified from Reclassified from
OCI on Income on Income on Accumulated Accumulated OCI
Derivative Derivative Derivative OCI into Income into Income
(Effective (Ineffective (Ineffective (Effective (Effective
Portion) Portion) Portion) Portion) Portion)
Interest rate ($1,472) ($1,971) Other income/ * ($611) Interest
contracts (expense) income/(expense)

*  Amortization of OCI associated with the cash flow hedges through April 6, 2010 (see discussion above).
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For the Nine Months Ended September 30, 2009

Ineffective Amount of Gain  Amount of Gain Location of Gain  Amount of Gain  Location of Gain
Interest Rate (Loss) (Loss) (Loss) (Loss) (Loss)
Swap Recognized in Recognized in Recognized in  Reclassified from Reclassified from
OCI on Income on Income on Accumulated Accumulated OCI
Derivative Derivative Derivative OCI into Income into Income
(Effective (Ineffective (Ineffective (Effective (Effective
Portion) Portion) Portion) Portion) Portion)
Interest rate ($2,341) $823 Other income/ * ($4,895) Interest
contracts (expense) income/(expense)

*  Amortization of OCI associated with the original cash flow hedges prior to modification on January 28, 2009
(see discussion above).

NOTE 3 - RECENT ACCOUNTING STANDARDS

In December 2009, the FASB issued ASU 2009-17, Consolidations (Topic 810) — Improvements to Financial
Reporting by Enterprises Involved with Variable Interest Entities. ASU 2009-17 changes how a reporting entity
determines when an entity that is insufficiently capitalized or is not controlled through voting (or similar rights)
should be consolidated. ASU 2009-17 also requires a reporting entity to provide additional disclosures about its
involvement with variable interest entities and any significant changes in risk exposure due to that involvement. ASU
2009-17 is effective at the start of a reporting entity’s first fiscal year beginning after November 15, 2009, or January 1,
2010, for a calendar year entity. Early adoption is not permitted. Our adoption of ASU 2009-17 did not have a
material impact on our consolidated financial position, results of operations or cash flows.

In January 2010, the FASB issued authoritative guidance intended to improve disclosures about fair value
measurements. The guidance requires entities to disclose significant transfers in and out of fair value hierarchy levels
and the reasons for the transfers. Additionally, the guidance clarifies that a reporting entity should provide fair value
measurements for each class of assets and liabilities and disclose the inputs and valuation techniques used for fair
value measurements using significant other observable inputs (Level 2) and significant unobservable inputs (Level
3). The Company maintains interest rate swaps which are required to be recorded at fair value on a recurring basis.
See Note 8 below for required disclosures under this guidance.

In February 2010, the FASB issued authoritative guidance on subsequent events. The guidance requires an SEC filer
to evaluate subsequent events through the date the financial statements are issued but no longer requires an SEC filer
to disclose the date through which the subsequent event evaluation occurred. The guidance became effective for the
Company upon issuance and had no impact on the Company’s results of operations or financial position.

NOTE 4 - FACILITY ACQUISITIONS

Based on tests outlined in Rule 1-02(w) of Regulation S-X and the thresholds for these tests set by Rule 3-05 of
Regulation S-X, we have determined that none of the acquisitions listed below for the nine months ended September
30, 2010 and 2009 are, individually or collectively for either reporting period, material.

In December 2007, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting

Standards (SFAS) No. 141(R), Business Combinations, codified in FASB Accounting Standards Codification (ASC)
Topic 805, Business Combinations, which replaces SFAS No. 141. ASC Topic 805 introduced significant changes in
the accounting for and reporting of business acquisitions. Pursuant to ASC Topic 805, an acquiring entity is required
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to recognize all of the assets acquired and liabilities assumed in a transaction at the acquisition-date fair value, with
limited exceptions, and all transaction related costs are expensed. Subsequent changes, if any, to the acquisition-date
fair value that are the result of facts and circumstances that did not exist as of the acquisition date will be recognized
as part of on-going operations.

On September 10, 2010, we completed the acquisition of Korangy Medical Equipment, LL.C in Catonsville, Maryland

for approximately $605,000. We have made a preliminary purchase price allocation of the acquired assets and
assumed liabilities and $605,000 of fixed assets and no goodwill was recorded with respect to this transaction.
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On August 11, 2010, we completed the acquisition of Health Diagnostics of New Jersey in Edison, New Jersey for
approximately $3.5 million. We have made a preliminary purchase price allocation of the acquired assets and
assumed liabilities and $3.0 million of fixed assets, $300,000 of other intangible assets related to covenant not to
compete contracts, and $814,000 of goodwill was recorded with respect to this transaction. Also, we recorded a
reserve of approximately $635,000 for obligations under an existing operating facility lease through February of 2014
that we do not intend to utilize.

On July 1, 2010, we completed the acquisition of an imaging center located in Fremont, California from Insight
Health Corp. for approximately $140,000. We have made a preliminary purchase price allocation of the acquired
assets and assumed liabilities and $170,000 of fixed assets, $150,000 of other intangible assets related to covenant not
to compete contracts, and no goodwill was recorded with respect to this transaction. Also, we recorded a reserve of
approximately $184,000 for obligations under an existing operating facility lease through August of 2012 that we do
not intend to utilize.

On May 1, 2010, we completed the acquisition of Touchstone Imaging of Bowie, LLC in Bowie, Maryland for
approximately $595,000. We have made a preliminary purchase price allocation of the acquired assets and assumed
liabilities and $595,000 of fixed assets and no goodwill was recorded with respect to this transaction.

On April 30, 2010, we completed the acquisition of Delaware Diagnostic Services, Inc. (Limestone) in Wilmington,
Delaware for approximately $87,000. We have made a preliminary purchase price allocation of the acquired assets
and assumed liabilities and $87,000 of fixed assets and no goodwill was recorded with respect to this transaction.

On April 30, 2010, we acquired three multi-modality facilities from Sonix Medical Resources, Inc. through a
bankruptcy proceeding in New York for approximately $2.3 million in cash. The facilities located in Brooklyn, New
York, Chatham, New Jersey and Haddon Heights, New Jersey operate a combination of MRI, CT, mammography,
ultrasound, fluoroscopy, x-ray and related modalities. We have made a preliminary purchase price allocation of the
acquired assets and assumed liabilities and approximately $1.4 million of fixed assets and $900,000 of goodwill was
recorded with respect to this transaction.

On April 1, 2010, we completed the acquisition of Truxtun Medical Group in Bakersfield, California for
approximately $20.3 million in cash and the issuance of 375,000 shares of RadNet, Inc. common stock valued at
approximately $1.2 million on the date of acquisition. Truxtun operates four multi-modality facilities in Bakersfield, a
Metropolitan Statistical Area with a population exceeding 800,000 residents in Kern County, California. Truxtun
provides a broad range of services including MRI, CT, PET/CT, mammography, nuclear medicine, fluoroscopy,
ultrasound, x-ray and related procedures. We have made a preliminary purchase price allocation of the acquired assets
and assumed liabilities and approximately $2.4 million of working capital, $6.3 million of fixed assets, $150,000 of
other intangible assets related to covenant not to compete contracts, and $12.7 million of goodwill was recorded with
respect to this transaction.

On March 15, 2010, we acquired the imaging practice of Theodore Feit, M.D., Inc. in Burbank, CA for cash
consideration of $350,000. We have made a preliminary purchase price allocation of the acquired assets and assumed
liabilities, and approximately $350,000 of fixed assets and no goodwill was recorded with respect to this transaction.

On March 1, 2010, we completed the acquisition of Anaheim Open MRI in Anaheim, CA for cash consideration of
$910,000. The facility operates MRI, CT, ultrasound and X-ray, and has been rebranded as Anaheim Advanced
Imaging. We have made a preliminary purchase price allocation of the acquired assets and assumed liabilities, and
approximately $605,000 of fixed assets and $305,000 of goodwill was recorded with respect to this transaction.
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On January 1, 2010, we completed the acquisition of Union Imaging Center in Union, New Jersey from Modern
Medical Modalities Corporation for approximately $5.4 million in cash and the issuance of 75,000 shares of RadNet,
Inc. common stock valued at approximately $153,000 on the date of acquisition. The center operates imaging
modalities including MRI, CT, PET/CT, mammography, ultrasound, nuclear medicine and X-ray. We have made a
preliminary purchase price allocation of the acquired assets and assumed liabilities, and approximately $1.9 million of
fixed assets and $3.7 million of goodwill was recorded with respect to this transaction.
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NOTE 5 - 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 Nine Months Ended
September 30, September 30,

2010 2009 2010 2009
Net loss attributable to Radnet, Inc.'s common
stockholders $(285 ) $(1,726 ) $(16,152 ) $(2,904 )
Weighted average number of common shares
outstanding during the year 36,979,725 36,105,149 36,755,781 35,982,558
Basic and diluted loss per share attributable to
Radnet, Inc.'s common stockholders $(0.01 ) $(0.05 ) $(0.44 ) $(0.08 )

For the three and nine months ended September 30, 2010 and 2009, we excluded all options and warrants (see Note 7)
in the calculation of diluted loss per share because their effect is antidilutive.

NOTE 6 — INVESTMENT IN JOINT VENTURES

We have eight unconsolidated joint ventures with ownership interests ranging from 22% to 50%. These joint ventures
represent partnerships with hospitals, health systems or radiology practices and were formed for the purpose of
owning and operating diagnostic imaging centers. Professional services at the joint venture diagnostic imaging
centers are performed by contracted radiology practices or a radiology practice that participates in the joint

venture. Our investment in these joint ventures is accounted for under the equity method. Investment in joint
ventures decreased $2.7 million to $16.0 million at September 30, 2010 compared to $18.7 million at December 31,
2009. This decrease is primarily related to our respective share of scheduled distributions of $8.8 million offset by our
recording of equity earnings of $6.1 million.

We received management service fees from the centers underlying these joint ventures of approximately $1.7 million
and $1.6 million for the three months ended September 30, 2010 and 2009, respectively, and approximately $5.1
million and $5.4 million for the nine months ended September 30, 2010 and 2009, respectively, and eliminated the
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 September 30, 2010 and
December 31, 2009, and for the nine months ended September 30, 2010 and 2009 (in thousands):

December 31,

Balance Sheet Data: September 30, 2009
Current assets $15,195 $20,920
Noncurrent assets 26,285 27,243
Current liabilities (6,422 ) (5,929 )
Noncurrent liabilities (6,771 ) (7,692 )
Total net assets $28,287 $34,542

Book value of Radnet joint venture interests $12,368 $14,934

Cost in excess of book value of acquired joint venture interests 3,383 3,383
Elimination of intercompany profit remaining on Radnet's consolidated balance

sheet 269 424

Total value of Radnet joint venture interests $16,020 $18,741

Total book value of other joint venture partner interests $15,919 $19,608
Income Statement Data for the nine months ended September 30, 2010 2009

Net revenue $57,745 $56,826

Net income $9,407 $10,334

NOTE 7 - STOCK BASED COMPENSATION

We have two long-term incentive plans that currently have outstanding stock options which we refer to as the 2000
Plan and the 2006 Plan. T