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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington D.C. 20549

FORM 10-Q

(Mark One)

x      QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2018

OR

o     TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission File Number 001-33307

RadNet, Inc.

(Exact name of registrant as specified in charter)
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Delaware 13-3326724
(State or other jurisdiction of

Incorporation or organization)

(I.R.S. Employer

Identification No.)

1510 Cotner Avenue
Los Angeles, California 90025
(Address of principal executive offices) (Zip Code)

(310) 478-7808

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities and Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

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 o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer”, “smaller reporting company”, and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one)

Large accelerated filer  o Accelerated filer  x
Non-accelerated filer  o Smaller reporting company   o
Emerging growth company  o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act) Yes o No x
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The number of shares of the registrant’s common stock outstanding on August 6, 2018 was 48,284,926 shares.
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PART I - FINANCIAL INFORMATION

Item 1 – Financial Statements

RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS EXCEPT SHARE AND PER SHARE DATA)

June 30, December
31,

2018 2017
(unaudited)

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 16,252 $51,322
Accounts receivable, net 152,174 155,518
Due from affiliates 516 2,343
Prepaid expenses and other current assets 34,690 26,168
Assets held for sale 2,499 –
Total current assets 206,131 235,351
PROPERTY AND EQUIPMENT, NET 286,484 244,301
OTHER ASSETS
Goodwill 275,272 256,776
Other intangible assets 39,795 40,422
Deferred financing costs 1,624 1,895
Investment in joint ventures 54,077 52,435
Deferred tax assets, net of current portion 30,930 30,852
Deposits and other 18,671 6,947
Total assets $ 912,984 $868,979
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Accounts payable, accrued expenses and other $ 144,467 $135,809
Due to affiliates 10,450 16,387
Deferred revenue 2,759 2,606
Current portion of deferred rent 2,713 2,714
Current portion of notes payable 30,219 30,224
Current portion of obligations under capital leases 3,364 3,866
Total current liabilities 193,972 191,606
LONG-TERM LIABILITIES
Deferred rent, net of current portion 28,040 26,251
Notes payable, net of current portion 557,257 572,365
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Obligations under capital lease, net of current portion 4,053 2,672
Other non-current liabilities 4,728 6,160
Total liabilities 788,050 799,054
EQUITY
RadNet, Inc. stockholders' equity:
Common stock - $.0001 par value, 200,000,000 shares authorized; 48,284,925, and
47,723,915 shares issued and outstanding at June 30, 2018 and December 31, 2017,
respectively

5 5

Additional paid-in-capital 235,713 212,261
Accumulated other comprehensive income (loss) 3,677 (548 )
Accumulated deficit (152,090 ) (150,158)
Total RadNet, Inc.'s stockholders' equity 87,305 61,560
Noncontrolling interests 37,629 8,365
Total equity 124,934 69,925
Total liabilities and equity $ 912,984 $868,979

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 Six Months Ended
June 30, June 30,
2018 2017 2018 2017

NET REVENUE
Service fee revenue, net of contractual allowances and
discounts $214,056 $426,806

Provision for bad debts (11,854 ) (23,500 )
Net service fee revenue $219,416 202,202 $423,584 403,306
Revenue under capitation arrangements 24,979 27,812 52,203 55,721
Total net revenue 244,395 230,014 475,787 459,027
OPERATING EXPENSES
Cost of operations, excluding depreciation and
amortization 210,055 198,611 425,689 404,065

Depreciation and amortization 18,086 16,612 35,942 33,266
Loss (gain) on sale and disposal of equipment 105 453 (1,831 ) 408
Severance costs 279 177 1,005 380
Total operating expenses 228,525 215,853 460,805 438,119
INCOME FROM OPERATIONS 15,870 14,161 14,982 20,908

OTHER INCOME AND EXPENSES
Interest expense 10,641 10,303 20,680 20,543
Equity in earnings of joint ventures (3,748 ) (2,994 ) (6,725 ) (4,922 )
Gain on sale of imaging centers – (2,301 ) – (2,301 )
Other expenses (income) 5 7 6 (240 )
Total other expenses 6,898 5,015 13,961 13,080
INCOME BEFORE INCOME TAXES 8,972 9,146 1,021 7,828
Provision for income taxes (2,505 ) (3,523 ) (8 ) (3,065 )
NET INCOME 6,467 5,623 1,013 4,763
Net income attributable to noncontrolling interests 1,061 313 2,945 663
NET INCOME (LOSS) ATTRIBUTABLE TO RADNET,
INC. COMMON STOCKHOLDERS $5,406 $5,310 $(1,932 ) $4,100

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

$0.11 $0.11 $(0.04 ) $0.09
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DILUTED NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC. COMMON
STOCKHOLDERS

$0.11 $0.11 $(0.04 ) $0.09

WEIGHTED AVERAGE SHARES OUTSTANDING
Basic 47,969,003 46,756,276 47,896,216 46,662,420
Diluted 48,526,033 47,195,898 47,896,216 47,068,563

The accompanying notes are an integral part of these financial statements.
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(IN THOUSANDS)

(unaudited)

Three Months
Ended June 30,

Six Months
Ended June 30,

2018 2017 2018 2017

NET INCOME $6,467 $5,623 $1,013 $4,763
Foreign currency translation adjustments (91 ) 20 (69 ) 22
Change in fair value of cash flow hedge, net of taxes 1,199 (944 ) 4,294 (1,722)
COMPREHENSIVE INCOME 7,575 4,699 5,238 3,063
Less comprehensive income attributable to noncontrolling interests 1,061 313 2,945 663
COMPREHENSIVE INCOME ATTRIBUTABLE TO RADNET, INC.
COMMON STOCKHOLDERS $6,514 $4,386 $2,293 $2,400

The accompanying notes are an integral part of these financial statements.
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)

The following table summarizes changes in the Company’s consolidated stockholder’s equity, including noncontrolling
interest, during the six months ended June 30, 2018.

Common Stock Additional
Paid-In

Accumulated
Other
Comprehensive

Accumulated

Total

Radnet,
Inc.'s

NoncontrollingTotal

Shares AmountCapital (Loss)
Income Deficit Equity Interests Equity

BALANCE -
JANUARY 1, 2018 47,723,915 $ 5 $212,261 $ (548 ) $ (150,158 ) $61,560 $ 8,365 $69,925

Stock-based
compensation – – 4,696 – – 4,696 – 4,696

Issuance of restricted
stock and other awards 562,160 – 100 – – 100 – 100

Forfeiture of restricted
stock (1,150 ) – (7 ) (7 ) – (7 )

Sale of noncontrolling
interests, net of taxes – – 18,663 – – 18,663 27,232 45,895

Distributions paid to
noncontrolling
interests

– – – – – – (913 ) (913 )

Change in cumulative
foreign currency
translation adjustment

– – – (69 ) – (69 ) – (69 )

Change in fair value
cash flow hedge, net
of taxes

– – – 4,294 – 4,294 – 4,294

Net (loss) income – – – – (1,932 ) (1,932 ) 2,945 1,013
BALANCE - JUNE
30, 2018 48,284,925 $ 5 $235,713 $ 3,677 $ (152,090 ) $87,305 $ 37,629 $124,934
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)

(unaudited)

Six Months Ended
June 30,
2018 2017

 CASH FLOWS FROM OPERATING ACTIVITIES
 Net income $1,013 $4,763
 Adjustments to reconcile net income to net cash provided by operating activities:
 Depreciation and amortization 35,942 33,266
 Provision for bad debts – 23,500
 Equity in earnings of joint ventures (6,725 ) (4,922 )
 Distributions from joint ventures 7,083 3,993
 Amortization deferred financing costs and loan discount 1,949 1,636
 (Gain) loss on sale and disposal of equipment (1,831 ) 408
 Gain on sale of imaging centers – (2,301 )
 Stock-based compensation 4,890 4,314
 Changes in operating assets and liabilities, net of assets acquired and liabilities assumed in
purchase transactions:
 Accounts receivable (7,113 ) (29,445 )
 Other current assets (568 ) 4,553
 Other assets (900 ) (835 )
 Deferred taxes (78 ) 1,940
 Deferred rent 1,788 1,830
 Deferred revenue 153 445
 Accounts payable, accrued expenses and other 11,345 7,014
 Net cash provided by operating activities 46,948 50,159
 CASH FLOWS FROM INVESTING ACTIVITIES
 Purchase of imaging facilities (14,094) (9,904 )
 Investment at cost (2,200 ) (500 )
 Purchase of property and equipment (45,133) (42,647 )
 Proceeds from sale of equipment 2,324 63
 Proceeds from sale of imaging facilities – 5,627
 Cash distribution from new JV partner – 1,473
 Equity contributions in existing and purchase of interest in joint ventures (2,000 ) (80 )
 Net cash used in investing activities (61,103) (45,968 )
 CASH FLOWS FROM FINANCING ACTIVITIES
 Principal payments on notes and leases payable (3,393 ) (3,769 )
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 Payments on Term Loan Debt (16,540) (12,125 )
 Distributions paid to noncontrolling interests (913 ) (655 )
 Deferred financing costs and debt discount – (570 )
 Proceeds from sale of noncontrolling interest, net of taxes – 4,850
 Contributions from noncontrolling partners – 125
 Proceeds from revolving credit facility 19,800 139,400
 Payments on revolving credit facility (19,800) (139,400)
 Net cash used in financing activities (20,846) (12,144 )
 EFFECT OF EXCHANGE RATE CHANGES ON CASH (69 ) 22
 NET DECREASE IN CASH AND CASH EQUIVALENTS (35,070) (7,931 )
 CASH AND CASH EQUIVALENTS, beginning of period 51,322 20,638
 CASH AND CASH EQUIVALENTS, end of period $16,252 $12,707

 SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
 Cash paid during the period for interest $17,509 $19,023

The accompanying notes are an integral part of these financial statements.
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

(unaudited)

Supplemental Schedule of Non-Cash Investing and Financing Activities

We acquired equipment and certain leasehold improvements for approximately $13.6 million and $17.5 million during
the six months ended June 30, 2018 and 2017, respectively, which were not paid for as of June 30, 2018 and 2017,
respectively. The offsetting amounts due were recorded in our condensed consolidated balance sheet under accounts
payable, accrued expenses and other. 

During the six months ended June 30, 2017 we added capital lease debt of approximately $5.2 million. 

We recorded an investment in joint venture of $3.0 million to ScriptSender, LLC, on January 6, 2017, representing our
capital contribution to the venture. The offsetting amount was recorded on the due to affiliates account of
ScriptSender, LLC. As of June 30, 2018, the balance remaining to be contributed is approximately $1.3 million. See
Note 2, Significant Accounting Policies Investment in Joint Ventures section to the condensed consolidated financial
statements contained herein for further information. 

The Company received $16.8 million in fixed assets and assumed $4.0 million in capital lease debt in January 2018
from the Company’s partner in Beach Imaging LLC. See Note 4, Facility Acquisitions and Assets Held for Sale
contained herein for further information.

8
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RADNET, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

NOTE 1 – NATURE OF BUSINESS AND BASIS OF PRESENTATION

We are a 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, 2018, we operated directly or indirectly
through joint ventures with hospitals, 304 centers located in California, Delaware, Florida, Maryland, New Jersey, and
New York. Our centers provide physicians with imaging capabilities to facilitate the diagnosis and treatment of
diseases and disorders. 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. The vast majority of our centers offer multi-modality imaging services. Our
multi-modality strategy diversifies revenue streams, reduces exposure to reimbursement changes and provides patients
and referring physicians one location to serve the needs of multiple procedures.

The consolidated financial statements include the accounts of Radnet Management, Inc. (or “Radnet Management”) and
Beverly Radiology Medical Group III, a professional partnership (“BRMG”). BRMG is a partnership of ProNet Imaging
Medical Group, Inc., Beverly Radiology Medical Group, Inc. and Breastlink Medical Group, Inc. (formerly known as
Westchester Medical Group Inc.). The 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., all wholly owned subsidiaries of
Radnet Management. All of these affiliated entities are referred to collectively as “RadNet”, “we”, “us”, “our” or the “Company”
in this report.

Accounting Standards Codification (“ASC”) 810-10-15-14, Consolidation, 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 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
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redesign of the entity.

Howard G. Berger, M.D., is our President and Chief Executive Officer, a member of our Board of Directors, and also
owns, indirectly, 99% of the equity interests in BRMG. BRMG is responsible for all of the professional medical
services at nearly all 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 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.

We contract with six medical groups which provide professional medical services at all of our facilities in Manhattan
and Brooklyn, New York (‘the NY Groups’). These contracts are similar to our contract with BRMG. Four of the NY
Groups are owned by John V. Crues, III, M.D., RadNet’s Medical Director, a member of our Board of Directors, and a
1% owner of BRMG. Dr Berger owns a controlling interest in two of the NY Groups which provide professional
medical services at one of our Manhattan facilities. 

9
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RadNet provides non-medical, technical and administrative services to BRMG and the NY Groups for which it
receives a management fee, pursuant to the related management agreements. Through the management agreements we
have exclusive authority over all non-medical decision making related to the ongoing business operations of BRMG
and the NY Groups and we determine the annual budget of BRMG and the NY Groups. BRMG and the NY Groups
both have insignificant operating assets and liabilities, and de minimis equity. Through management agreements with
us, substantially all cash flows of BRMG and the NY Groups after expenses including professional salaries are
transferred to us.

We have determined that BRMG and the NY Groups are VIEs, that we are the primary beneficiary, and consequently,
we consolidate the revenue and expenses, assets and liabilities of each. BRMG and the NY Groups on a combined
basis recognized $33.5 million and $33.5 million of revenue, net of management service fees to RadNet, for the three
months ended June 30, 2018 and 2017, respectively, and $33.5 million and $33.5 million of operating expenses for the
three months ended June 30, 2018 and 2017, respectively. RadNet recognized in its condensed consolidated statement
of operations $133.4 million and $108.2 million of net revenues for the three months ended June 30, 2018, and 2017
respectively, for management services provided to BRMG and the NY Groups relating primarily to the technical
portion of total billed revenue.

BRMG and the NY Groups on a combined basis recognized $67.5 million and $69.0 million of revenue, net of
management service fees to RadNet, for the six months ended June 30, 2018 and 2017, respectively, and $67.5 million
and $69.0 million of operating expenses for the six months ended June 30, 2018 and 2017, respectively. RadNet
recognized in its condensed consolidated statement of operations $252.0 million and $221.5 million of net revenues
for the six months ended June 30, 2018, and 2017 respectively, for management services provided to BRMG and the
NY Groups relating primarily to the technical portion of total billed revenue.

The cash flows of BRMG and the NY Groups 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, 2018 and December 31, 2017, we have included approximately $102.0 million and $96.3 million,
respectively, of accounts receivable and approximately $12.6 million and $7.4 million of accounts payable and
accrued liabilities related to BRMG and the NY Groups.

The creditors of BRMG and the NY Groups 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 NY Groups. However, RadNet may be
required to provide financial support to cover any operating expenses in excess of operating revenues.

We also own a 49% economic interest in ScriptSender, LLC, which provides secure data transmission services of
medical information. Through a management agreement, RadNet provides management and accounting services and
receives an agreed upon fee. ScriptSender LLC is dependent on the Company to finance its own activities, and as such
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we determined that it is a VIE but we are not a primary beneficiary since we do not have the power to direct the
activities of the entity that most significantly impact the entity’s economic performance.

At all of our centers we have entered into long-term contracts with radiology groups in the area to provide physician
services at those facilities. These radiology practices provide professional services, including supervision and
interpretation of diagnostic imaging procedures, in our diagnostic imaging centers. The radiology practices maintain
full control over the provision of professional services. In these facilities we enter into long-term agreements with
radiology practice groups (typically 40 years). Under these arrangements, in addition to obtaining technical fees for
the use of our diagnostic imaging equipment and the provision of technical services, we provide management services
and receive a fee based on the value of the services we provide. Except in New York City, the fee is based on the
practice group’s professional revenue, including revenue derived outside of our diagnostic imaging centers. In New
York City we are paid a fixed fee set in advance for our services.  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 and we have no financial controlling interest in the radiology practices.

10
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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 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, 2018 and 2017 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, 2017.

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

During the period covered in this report, there have been no material changes to the significant accounting policies we
use and have explained, in our annual report on Form 10-K for the fiscal year ended December 31, 2017. The
information below is intended only to supplement the disclosure in our annual report on Form 10-K for the fiscal year
ended December 31, 2017.

On January 1, 2018, the Company adopted the new revenue recognition accounting standard issued by the Financial
Accounting Standards Board (“FASB”) and codified in the ASC as topic 606 (“ASC 606”). The revenue recognition
standard in ASC 606 outlines a single comprehensive model for recognizing revenue as performance obligations,
defined in a contract with a customer as goods or services transferred to the customer in exchange for consideration,
are satisfied. The standard also requires expanded disclosures regarding the Company’s revenue recognition policies
and significant judgments employed in the determination of revenue.

REVENUES - The Company applied the modified retrospective approach to all contracts when adopting ASC 606. As
a result, at the adoption of ASC 606 the majority of what was previously classified as the provision for bad debts in
the statement of operations is now reflected as implicit price concessions (as defined in ASC 606) and therefore
included as a reduction to net operating revenues in 2018. For changes in credit issues not assessed at the date of
service, the Company will prospectively recognize those amounts in other operating expenses on the statement of
operations. For periods prior to the adoption of ASC 606, the provision for bad debts has been presented consistent
with the previous revenue recognition standards that required it to be presented separately as a component of net
operating revenues. Additionally, upon adoption of ASC 606 the allowance for doubtful accounts of approximately
$13.6 million as of January 1, 2018 was reclassified as a component of net patient accounts receivable. Other than
these changes in presentation on the condensed consolidated statement of operations and condensed consolidated
balance sheet, the adoption of ASC 606 did not have a material impact on the consolidated results of operations for the
three and six months ended June 30, 2018, and the Company does not expect it to have a material impact on its
consolidated results of operations for the remainder of 2018 and on a prospective basis.
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Our revenues generally relate to net patient fees received from various payers and patients themselves under contracts
in which our performance obligations are to provide diagnostic services to the patients. Revenues are recorded during
the period our obligations to provide diagnostic services are satisfied. Our performance obligations for diagnostic
services are generally satisfied over a period of less than one day. The contractual relationships with patients, in most
cases, also involve a third-party payer (Medicare, Medicaid, managed care health plans and commercial insurance
companies, including plans offered through the health insurance exchanges) and the transaction prices for the services
provided are dependent upon the terms provided by (Medicare and Medicaid) or negotiated with (managed care health
plans and commercial insurance companies) the third-party payers. The payment arrangements with third-party payers
for the services we provide to the related patients typically specify payments at amounts less than our standard charges
and generally provide for payments based upon predetermined rates per diagnostic services or discounted
fee-for-service rates. Management continually reviews the contractual estimation process to consider and incorporate
updates to laws and regulations and the frequent changes in managed care contractual terms resulting from contract
renegotiations and renewals.

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 use of our diagnostic imaging equipment and the provision of technical
services as well as providing administration services such as 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.

11
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Our revenues are based upon the estimated amounts we expect to be entitled to receive from patients and third-party
payers. Estimates of contractual allowances under managed care and commercial insurance plans are based upon the
payment terms specified in the related contractual agreements. Revenues related to uninsured patients and uninsured
copayment and deductible amounts for patients who have health care coverage may have discounts applied (uninsured
discounts and contractual discounts). We also record estimated implicit price concessions (based primarily on
historical collection experience) related to uninsured accounts to record self-pay revenues at the estimated amounts we
expect to collect.

As part of the adoption of ASC 606, the Company elected two of the available practical expedients provided for in the
standard. First, the Company did not adjust the transaction price for any financing components as those were deemed
to be insignificant. Additionally, the Company expensed all incremental customer contract acquisition costs as
incurred as such costs are not material and would be amortized over a period less than one year.

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

The Company’s total net revenues during the three and six months ended June 30, 2018 and 2017 are presented in the
table below based on an allocation of the estimated transaction price with the patient between the primary patient
classification of insurance coverage (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017

Commercial insurance $145,538 $142,691 $281,981 $283,683
Medicare 50,302 47,611 95,867 95,291
Medicaid 6,928 6,525 13,179 13,259
Workers' compensation/personal injury 8,660 8,867 17,407 17,925
Other (1) 7,988 8,362 15,150 16,648
Service fee revenue, net of contractual allowances and discounts 219,416 214,056 423,584 426,806
Provision for bad debts – (11,854 ) – (23,500 )
Net service fee revenue 219,416 202,202 423,584 403,306
Revenue under capitation arrangements 24,979 27,812 52,203 55,721
Total net revenue $244,395 $230,014 $475,787 $459,027

___________________
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(1) Other consists of revenue from teleradiology services, consulting fees and software revenue.

The collection of outstanding receivables for Medicare, Medicaid, managed care payers, other third-party payers and
patients is our primary source of cash and is critical to our operating performance. The primary collection risks relate
to uninsured patient accounts, including patient accounts for which the primary insurance carrier has paid the amounts
covered by the applicable agreement, but patient responsibility amounts (deductibles and copayments) remain
outstanding. Implicit price concessions relate primarily to amounts due directly from patients. Estimated implicit price
concessions are recorded for all uninsured accounts, regardless of the aging of those accounts. Accounts are written
off when all reasonable internal and external collection efforts have been performed.
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The estimates for implicit price concessions are based upon management’s assessment of historical write offs and
expected net collections, business and economic conditions, trends in federal, state and private employer health care
coverage and other collection indicators. Management relies on the results of detailed reviews of historical write offs
and collections at facilities that represent a majority of our revenues and accounts receivable (the “hindsight analysis”)
as a primary source of information in estimating the collectability of our accounts receivable. We perform the
hindsight analysis quarterly and believe our quarterly updates to the estimated implicit price concession amounts
provide reasonable estimates of our revenues and valuations of our accounts receivable. These routine, quarterly
changes in estimates have not resulted in material adjustments to the valuations of our accounts receivable or
period-to-period comparisons of our results of operations.

RECLASSIFICATION – We have reclassified certain amounts within other income and expenses for 2017 to conform
to our 2018 presentation.

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. 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.

On June 30, 2018, we entered into a factoring arrangement with a third party and sold certain accounts receivable
under a non-recourse agreement. The amount factored under this agreement was $10.5 million and the cost of
factoring was approximately $440,000. Proceeds will be received as a combination of cash and payments on a note
receivable through August of 2020 bearing an annual rate of 4%, and will be reflected as operating activities on our
statement of cash flows and on our balance sheet as prepaid expenses and other current assets for the current portion
and deposits and other for the long term portion. We do not utilize factoring arrangements as an integral part of our
financing for working capital.

DEFERRED FINANCING COSTS - Costs of financing are deferred and amortized on a straight-line basis over the
life of the associated loan, which approximates the effective interest rate method. Deferred financing costs, net of
accumulated amortization, were $1.6 million and $1.9 million, as of June 30, 2018 and December 31, 2017,
respectively and related to the Company’s line of credit. See Note 5, Revolving Credit Facility, Notes Payable, and
Capital Leases for more information.

INVENTORIES - Inventories, consisting mainly of medical supplies, are stated at the lower of cost or net realizable
value with cost determined by the first-in, first-out method.
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PROPERTY AND EQUIPMENT - Property and equipment are stated at cost, less accumulated depreciation and
amortization. Depreciation and amortization of property and equipment are provided using the straight-line method
over the estimated useful lives, which range from 3 to 15 years. Leasehold improvements are amortized at the lesser of
lease term or their estimated useful lives, which range from 3 to 30 years. Maintenance and repairs are charged to
expense as incurred.

BUSINESS COMBINATION - In January 2017, the FASB issued ASU No. 2017-01 (“ASU 2017-01”), Clarifying the
Definition of a Business. The update provides a framework for evaluating whether a transaction should be accounted
for as an acquisition and/or disposal of a business versus assets. In order for a purchase to be considered an acquisition
of a business, and receive business combination accounting treatment, the set of transferred assets and activities must
include, at a minimum, an input and a substantive process that together significantly contribute to the ability to create
outputs. If substantially all of the fair value of the gross assets acquired is concentrated in a single identifiable asset or
a group of similar identifiable assets, then the set of transferred assets and activities is not a business. The adoption of
this standard requires future purchases to be evaluated under the new framework. The impact on our financial
statements as a result of this adoption was immaterial.
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When the qualifications for business combination accounting treatment are met, it requires us to recognize separately
from goodwill the assets acquired and the liabilities assumed at their acquisition date fair values. Goodwill as of the
acquisition date is measured as the excess of consideration transferred over the net of the acquisition date fair values
of the assets acquired and the liabilities assumed. While we use our best estimates and assumptions to accurately value
assets acquired and liabilities assumed at the acquisition date, our estimates are inherently uncertain and subject to
refinement. As a result, during the measurement period, which may be up to one year from the acquisition date, we
record adjustments to the assets acquired and liabilities assumed with the corresponding offset to goodwill. Upon the
conclusion of the measurement period or final determination of the values of assets acquired or liabilities assumed,
whichever comes first, any subsequent adjustments are recorded to our consolidated statements of operations.

GOODWILL- Goodwill at June 30, 2018 totaled $275.3 million. Goodwill is recorded as a result of business
combinations. Management evaluates goodwill at a minimum, on an annual basis and whenever events and changes in
circumstances suggest that the carrying amount may not be recoverable. We tested goodwill for impairment on
October 1, 2017, noting no impairment, and have not identified any indicators of impairment through June 30, 2018.
Activity in goodwill for the six months ended June 30, 2018 is provided below (in thousands):

Balance as of December 31, 2017 $256,776
 Goodwill acquired through the acquisition of Imaging Services Company of New York, LLC 2,692
 Goodwill acquired through the acquisition of certain assets of MemorialCare Medical Foundation 10,158
 Goodwill transferred to assets held for sale (1,059 )
 Goodwill acquired through the acquisition of Women's Imaging Specialists in Healthcare 4,089
 Goodwill acquired through the acquisition of Valley Metabolic Imaging 1,469
 Goodwill acquired through the acquisition of Sierra Imaging Associates 1,147
Balance as of June 30, 2018 $275,272

INCOME TAXES - 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 in determining whether our net deferred tax assets are more likely than not to be
realized.

The Company recorded an income tax expense of $2.5 million, or an effective tax rate of 27.9%, for the three months
ended June 30, 2018 compared to income tax expense for the three months ended June 30, 2017 of $3.5 million, or an
effective tax rate of 38.5%. The Company recorded an income tax expense of $8,000, or an effective tax rate of 0.8%
for the six months ended June 30, 2018 compared to income tax expense for the six months ended June 30, 2017 of
$3.1 million, or an effective tax rate of 39.2%. The income tax rates for the three and six months ended June 30, 2018
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diverge from the federal statutory rate primarily due to (i) noncontrolling interests due to the controlled partnerships;
(ii) effects of state income taxes; (iii) excess tax benefits attributable to share-based compensation; and adjustments
associated with uncertain tax positions.

U.S. GAAP requires that the impact of tax legislation be recognized in the period in which the law was enacted. As a
result, the Company recorded provisional amounts due to the revaluation of deferred tax assets and liabilities and the
transition tax on deemed repatriation of accumulated foreign income during the year ended December 31, 2017. Both
of these tax charges represent provisional amounts and the Company’s current best estimates. Any adjustments
recorded to the provisional amounts will be included as an adjustment to tax expense. The provisional amounts
incorporate assumptions made based upon the Company’s current interpretation of the Tax Reform Act and may
change as the Company receives additional clarification and implementation guidance.

14

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

28



The Company is not under examination in any jurisdiction and the years ended December 31, 2017, 2016, and 2015
remain subject to examination. The Company believes no significant changes in the unrecognized tax benefits will
occur within the next 12 months.

EQUITY BASED COMPENSATION – We have one long-term incentive plan that we adopted in 2006 and which we
first amended and restated as of April 20, 2015, and again on March 9, 2017 (the “Restated Plan”). The Restated Plan
was approved by our stockholders at our annual stockholders meeting on June 8, 2017. We have reserved for issuance
under the Restated Plan 14,000,000 shares of common stock. We can issue options, stock awards, stock appreciation
rights, stock units and cash awards under the Restated Plan. Certain options granted under the Restated Plan to
employees are intended to qualify as incentive stock options under existing tax regulations. Stock options and
warrants generally vest over three to five years and expire five to ten years from date of grant. The compensation
expense recognized for all equity-based awards is recognized over the awards’ service periods. Equity-based
compensation is classified in operating expenses within the same line item as the majority of the cash compensation
paid to employees. See Note 6 Stock-Based Compensation for more information.

COMPREHENSIVE INCOME - ASC 220, Comprehensive Income, establishes rules for reporting and displaying
comprehensive income and its components. Our unrealized gains or losses on foreign currency translation adjustments
and our interest rate cap agreement are included in comprehensive income. The components of comprehensive income
for the three and six months in the period ended June 30, 2018 are included in the consolidated statements of
comprehensive income.

DERIVATIVE INSTRUMENTS - In the fourth quarter of 2016, we entered into two forward interest rate cap
agreements ("2016 Caps"). The 2016 Caps will mature in September and October 2020. The 2016 Caps had notional
amounts of $150,000,000 and $350,000,000, respectively, which were designated at inception as cash flow hedges of
future cash interest payments associated with portions of the our variable rate bank debt. Under these arrangements,
the Company purchased a cap on 3 month LIBOR at 2.0%. We are liable for a $5.3 million premium to enter into the
caps which is being accrued over the life of the agreements.

At inception, we designated our 2016 Caps as cash flow hedges of floating-rate borrowings. 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 of the hedge (i.e. change in fair value) is reported as a component of accumulated other
comprehensive income in the consolidated statement of equity.  See Fair Value Measurements section below for the
fair value of the 2016 Caps at June 30, 2018.

A tabular presentation of the effect of derivative instruments on our consolidated statement of comprehensive loss is
as follows (amounts in thousands):
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For the three months ended June 30, 2018

Account April 1, 2018
Balance

Amount of gain recognized on
derivative

June 30, 2018
Balance Location

Other Comprehensive
Income 2,725 1,199 3,924 Current Assets &

Equity

For the six months ended June 30, 2018

Account Jan 1, 2018
Balance

Amount of gain recognized on
derivative

June 30, 2018
Balance Location

Other Comprehensive
Income (370 ) 4,294 3,924 Current Assets &

Equity
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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 values of certain of our financial assets that are subject to fair value
measurements, and the classification of these assets on our consolidated balance sheets, as follows (in thousands):

As of June 30, 2018
Level
1

Level
2

Level
3 Total

Current and other non-current liabilities
Interest Rate Contracts $– $5,159 $ – $5,159

As of December 31, 2017
Level 1 Level 2 Level 3 Total 

Current assets
Interest Rate Contracts $– $(595 ) $– $(595 )

The estimated fair value of these contracts was determined using Level 2 inputs. More specifically, the fair value was
determined by calculating the value of the difference between the fixed interest rate of the interest rate swaps and the
counterparty’s forward LIBOR curve. The forward LIBOR curve is readily available in the public markets or can be
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derived from information available in the public markets.

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

As of June 30, 2018

Level
1 Level 2 Level

3

Total
Fair
Value

Total
Face
Value

First Lien Term Loans $– $605,240 $ – $605,240 $603,731

As of December 31, 2017

Level
1 Level 2 Level

3 Total
Total
Face
Value

First Lien Term Loans $– $628,801 $ – $628,801 $620,272

Our revolving credit facility had no aggregate principal amount outstanding as of June 30, 2018.

The estimated fair value of our long-term debt, which is discussed in Note 5, was determined using Level 2 inputs
primarily related to comparable market prices.
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We consider the carrying amounts of cash and cash equivalents, receivables, other current assets, current liabilities
and other notes payables 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.

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,
2018 2017 2018 2017

Net income (loss) attributable to RadNet, Inc.'s common
stockholders $5,406 $5,310 $(1,932 ) $4,100

BASIC NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC.'S COMMON
STOCKHOLDERS
Weighted average number of common shares outstanding
during the period 47,969,003 46,756,276 47,896,216 46,662,420

Basic net income (loss) per share attributable to RadNet,
Inc.'s common stockholders $0.11 $0.11 $(0.04 ) $0.09

DILUTED NET INCOME (LOSS) PER SHARE
ATTRIBUTABLE TO RADNET, INC.'S COMMON
STOCKHOLDERS
Weighted average number of common shares outstanding
during the period 47,969,003 46,756,276 47,896,216 46,662,420

Add nonvested restricted stock subject only to service
vesting 409,162 250,153 – 198,477

Add additional shares issuable upon exercise of stock
options and warrants 147,868 189,469 – 207,666

Weighted average number of common shares used in
calculating diluted net income per share 48,526,033 47,195,898 47,896,216 47,068,563

Diluted net income (loss) per share attributable to RadNet,
Inc.'s common stockholders $0.11 $0.11 $(0.04 ) $0.09

Stock options excluded from the computation of diluted per
share amounts:
Weighted average shares for which the exercise price
exceeds average market price of common stock – 165,000 – 325,575
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For the six months ended June 30, 2018 we excluded all outstanding options and restricted stock awards in the
calculation of diluted earnings per share because their effect would be antidilutive.

EQUITY INVESTMENTS AT FAIR VALUE– In January 2016, the FASB issued ASU 2016-01, which amends the
measurement, presentation and disclosure requirements for equity investments, other than those accounted for under
the equity method or that require consolidation of the investee. The ASU eliminates the classification of equity
investments as available-for-sale with any changes in fair value of such investments recognized in other
comprehensive income, and requires entities to measure equity investments at fair value, with any changes in fair
value recognized in net income. If there is no readily determinable fair value, the guidance allows entities the ability to
measure investments at cost less impairment, whereby impairment is based on a qualitative assessment. We adopted
this ASU on January 1, 2018, and there was no cumulative effect of adoption.
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As of June 30, 2018, we have two equity investments for which a fair value is not readily determinable and therefore
the total amounts invested are recognized at cost as follows:

Medic Vision:

Medic Vision, based in Israel, specializes in software packages that provide compliant radiation dose structured
reporting and enhanced images from reduced dose CT scans.

On March 24, 2017, we acquired an initial 12.5% equity interest in Medic Vision – Imaging Solutions Ltd for $1.0
million. We also received an option to exercise warrants to acquire up to an additional 12.5% equity interest for $1.4
million within one year from the initial share purchase date, if exercised in full. On March 1, 2018 we exercised our
warrant in part and acquired an additional 1.96% for $200,000. Our initial equity interest has been diluted to 12.25%
and our total equity investment stands at 14.21%.

In accordance with accounting guidance, as we exercise no significant influence over Medic Vision’s operations, the
investment is recorded at its cost of $1.2 million, given that the fair value is not readily determinable. No impairment
in our investment was noted as of the six months ended June 30, 2018.

Turner Imaging:

Turner Imaging Systems, based in Utah, develops and markets portable X-ray imaging systems that provide a user the
ability to acquire X-ray images wherever and whenever they are needed.. On February 1, 2018, we purchased 2.1
million preferred shares in Turner Imaging Systems for $2.0 million. No impairment in our investment was noted for
the six months ended June 30, 2018.

INVESTMENT IN JOINT VENTURES – We have 15 unconsolidated joint ventures with ownership interests ranging
from 25% to 55%. 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, since
RadNet does not have a controlling financial interest in such ventures. We evaluate our investment in joint ventures,
including cost in excess of book value (equity method goodwill) for impairment whenever indicators of impairment
exist. No indicators of impairment existed as of June 30, 2018.
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Formation of a joint venture:

On April 12, 2018 we acquired a 25% economic interest in Nulogix, Inc. for $2.0 million. The Company and Nulogix
will collaborate on projects to improve practices in the imaging industry. As we do not have a controlling economic
interest in Nulogix, the investment is accounted for under the equity method.

Joint venture investment and financial information

The following table is a summary of our investment in joint ventures during the six months ended June 30, 2018 (in
thousands):

Balance as of December 31, 2017 $52,435
Equity in earnings in these joint ventures 6,725
Distribution of earnings (7,083 )
 Equity contributions in existing and purchase of interest in joint ventures 2,000
Balance as of June 30, 2018 $54,077
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We charged management service fees from the centers underlying these joint ventures of approximately $3.3 million
and $3.5 million for the quarters ended June 30, 2018 and 2017, respectively and $7.1 million and $6.6 million for the
six months ended June 30, 2018 and 2017 respectively. We eliminate any unrealized portion of our management
service fees with our equity in earnings of joint ventures.

The following table is a summary of key balance sheet data for these joint ventures as of June 30, 2018 and December
31, 2017 and income statement data for the six months ended June 2018 and 2017 (in thousands):

Balance Sheet Data: June 30,
2018

December
31, 2017

Current assets $42,880 $47,813
Noncurrent assets 106,758 107,481
Current liabilities (14,324 ) (16,655 )
Noncurrent liabilities (37,745 ) (42,072 )
Total net assets $97,569 $96,567

Book value of RadNet joint venture interests $45,964 $45,935
Cost in excess of book value of acquired joint venture interests 8,113 6,500
Total value of Radnet joint venture interests $54,077 $52,435

Total book value of other joint venture partner interests $51,605 $50,632

Income statement data for the six months ended June 30, 2018 2017
Net revenue $91,559 $86,981
Net income $14,174 $10,285

NOTE 3 – RECENT ACCOUNTING STANDARDS

Accounting standards not yet adopted

In February 2016, the FASB issued ASU No. 2016-02 (“ASU 2016-02”), Leases, (Topic 842): Amendments to the
FASB Accounting Standards Codification. ASU 2016-02 amends the existing accounting standards for lease
accounting, including requiring lessees to recognize most leases on their balance sheets and making targeted changes
to lessor accounting. The new standard requires a modified retrospective transition approach for all leases existing at,
or entered into after, the date of initial application, with an option to use certain transition relief. The amendments in
this update are effective for fiscal years (and interim reporting periods within fiscal years) beginning after December
15, 2018. Early adoption of the amendments is permitted for all entities. Because of the number of leases we use to

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

37



support our operations, the adoption of this ASU is expected to have a significant impact on the Company’s
consolidated financial statements. Management is currently evaluating the extent of this anticipated impact on our
consolidated financial position and results of operations, and the quantitative and qualitative factors that will impact
the Company as part of the adoption of this ASU, as well as any changes to its leasing strategy that may occur because
of the changes to the accounting and recognition of leases.

In February 2018, the FASB issued ASU No. 2018-02 (“ASU 2018-02”), Reclassification of Certain Tax Effects from
Accumulated Other Comprehensive Income. ASU 2018-02 allows for the reclassification of certain income tax effects
related to the Tax Cuts and Jobs Act between “Accumulated other comprehensive income” and “Retained earnings.” This
ASU relates to the requirement that adjustments to deferred tax liabilities and assets related to a change in tax laws or
rates to be included in “Income from continuing operations”, even in situations where the related items were originally
recognized in “Other comprehensive income” (rather than in “Income from continuing operations”). ASU 2018-02 is
effective for all entities for fiscal years beginning after December 15, 2018, and interim periods within those fiscal
years, with early adoption permitted. Adoption of this ASU is to be applied either in the period of adoption or
retrospectively to each period in which the effect of the change in the tax laws or rates were recognized. We are
evaluating the effect of this guidance.
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In January 2017, the FASB issued ASU No. 2017-04 (“ASU 2017-04”), Simplifying the Test for Goodwill Impairment.
ASU 2017-04 eliminates the requirement to calculate the implied fair value of goodwill (i.e., Step 2 of the current
goodwill impairment test) to measure a goodwill impairment charge. Instead, entities will record an impairment
charge based on the excess of a reporting unit’s carrying amount over its fair value (i.e., measure the charge based on
the current Step 1). ASU 2017-04 is effective for annual and any interim impairment tests for periods beginning after
December 15, 2019, with early adoption permitted. We are evaluating the effect of this guidance.

NOTE 4 – FACILITY ACQUISITIONS AND ASSETS HELD FOR SALE

Acquisitions

On January 1, 2018 we formed Beach Imaging Group, LLC (“Beach Imaging”) and contributed the operations of 24
imaging facilities spread across southern Los Angeles and Orange Counties. On the same day, MemorialCare Medical
Foundation contributed $22.3 million in cash and $16.8 million in net assets. As a result of the transaction, the
Company will retain a 60% controlling interest in Beach Imaging and MemorialCare Medical Foundation will retain a
40% noncontrolling interest in Beach Imaging.

On February 22, 2018 we completed our acquisition of certain assets of Imaging Services Company of New York,
LLC, consisting of a single multi-modality center located in New York, New York, for purchase consideration of $5.8
million. We have made a fair value determination of the acquired assets and approximately $874,000 in fixed assets,
$2.1 million in equipment, a $100,000 covenant not to compete, and $2.7 million in goodwill were recorded.

On April 1, 2018 we completed our acquisition of certain assets of Women’s Imaging Specialists in Healthcare,
consisting of a single multi-modality center located in the city of Fresno California, for purchase consideration of $5.1
million in cash. We have made a preliminary fair value determination of the acquired assets and approximately
$628,000 of fixed assets and equipment, $383,000 in intangible covenants not to compete, and $4.1 million in
goodwill were recorded.

On April 1, 2018 we completed our acquisition of certain assets of Valley Metabolic Imaging LLC, consisting of a
single multi-modality center located in Fresno, California, for purchase consideration of $1.7 million in cash. We have
made a preliminary fair value determination of the acquired assets and approximately $22,000 of fixed assets and
equipment, $183,000 in intangible covenants not to compete, and $1.5 million in goodwill were recorded.
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On April 1, 2018 we completed our acquisition of certain assets of Sierra Imaging Associates LLC, consisting of a
single multi-modality center located in Clovis, California, for purchase consideration of $1.5 million in cash. We have
made a preliminary fair value determination of the acquired assets and approximately $270,000 of fixed assets and
equipment, $83,000 in intangible covenants not to compete, and $1.1 million in goodwill were recorded.

Assets held for sale:

Effective January 1, 2018 we agreed to sell certain assets of four women’s imaging centers to MemorialCare Medical
Foundation. The sale is anticipated within the next 12 months. The following table summarizes the major categories of
assets which remain classified as held for sale in the accompanying condensed consolidated balance sheets at June 30,
2018 (in thousands):

Property and equipment, net $1,440
Goodwill 1,059
Total assets held for sale $2,499
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NOTE 5 – REVOLVING CREDIT FACILITY, NOTES PAYABLE AND CAPITAL LEASES

Revolving credit facility, notes payable, and capital lease obligations:

As of the six months ended June 30, 2018 our debt obligations consist of the following (in thousands):

June 30, December
31,

2018 2017

First Lien Term Loans 603,731 620,272

Discounts on first lien term loans (16,791 ) (18,470 )

Promissory note payable to the former owner of a practice acquired at an interest rate of 1.5%
due through 2019 396 592

Equipment notes payable at interest rates ranging from 4.3% to 5.6%, due through 2020,
collateralized by medical equipment 140 195

Obligations under capital leases at interest rates ranging from 3.7% to 11.2%, due through
2022, collateralized by medical and office equipment 7,417 6,538

Total debt obligations 594,893 609,127
Less: current portion (33,583 ) (34,090 )
Long term portion debt obligations $561,310 $575,037

Term Loans, Revolving Credit Facility and Financing Activity Information:

At June 30, 2018, our credit facilities were comprised of one tranche of term loans (“First Lien Term Loans”) and a
revolving credit facility of $117.5 million (the “Revolving Credit Facility”). As of June 30, 2018, we were in
compliance with all covenants under our credit facilities.

The balance of our First Lien Term Loans at June 30, 2018, net of unamortized discounts of $16.8 million, was $586.9
million.
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Deferred financing costs at June 30, 2018, net of accumulated amortization, was $1.6 million and is specifically
related to the Company’s line of credit.

We had no balance on our Revolving Credit Facility at June 30, 2018 but had reserved $8.2 million for certain letters
of credit. The remaining $109.3 million of our revolving credit facility was available to draw upon as of June 30,
2018.

The following describes our recent financing activities:

Amendment No. 5, Consent and Incremental Joinder Agreement to Credit and Guaranty Agreement

On August 22, 2017, we entered into Amendment No. 5, Consent and Incremental Joinder Agreement to Credit and
Guaranty Agreement (the “Fifth Amendment”) with respect to our First Lien Credit Agreement. Pursuant to the Fifth
Amendment, we issued $170.0 million in incremental First Lien Term Loans, the proceeds of which were used to
repay in full all outstanding Second Lien Term Loans and all other obligations under the Second Lien Credit
Agreement (as defined below).
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Pursuant to the Fifth Amendment, we also changed the interest rate margin applicable to borrowings under the First
Lien Credit Agreement. While borrowings under the First Lien Credit Agreement continue to bear interest at either an
Adjusted Eurodollar Rate or a Base Rate (in each case, as more fully defined in the First Lien Credit Agreement) or a
combination of both, at the election of the Company, plus an applicable margin. The applicable margin for Adjusted
Eurodollar Rate borrowings and Base Rate borrowings was changed from 3.25% and 2.25%, respectively, to 3.75%
and 2.75%, respectively, through an initial period which ends when financial reporting was delivered for the period
ended September 30, 2017. Thereafter, the rates of the applicable margin for borrowing under the First Lien Credit
Agreement adjust depending on our leverage ratio, according to the following schedule:

First Lien Leverage Ratio Eurodollar Rate Spread Base Rate Spread
> 5.50x 4.50% 3.50%
> 4.00x but ≤ 5.50x 3.75% 2.75%
>3.50x but ≤ 4.00x 3.50% 2.50%
≤ 3.50x 3.25% 2.25%

At June 30, 2018 the effective Adjusted Eurodollar Rate and the Base Rate for the First Lien Term Loans was 2.35%
and 5.0%, respectively and the applicable margin for Adjusted Eurodollar Rate and Base Rate borrowings was at
3.75% and 2.75%, respectively.

Pursuant to the Fifth Amendment, the First Lien Credit Agreement was amended so that we can elect to request 1) an
increase to the existing Revolving Credit Facility and/or 2) additional First Lien Term Loans, provided that the
aggregate amount of such increases and additions does not exceed (a) $100.0 million and (b) as long as the First Lien
Leverage Ratio (as defined in the First Lien Credit Agreement) would not exceed 4.00:1.00 after giving effect to such
incremental facilities, an uncapped amount of incremental facilities, in each case subject to the conditions and
limitations set forth in the First Lien Credit Agreement. Each lender approached to provide all or a portion of any
incremental facility may elect or decline, in its sole discretion, to provide an incremental commitment or loan.

Pursuant to the Fifth Amendment, the First Lien Credit Agreement was also amended to (i) provide for quarterly
payments of principal of the First Lien Term Loans in the amount of approximately $8.3 million, as compared to
approximately $6.1 million prior to the Fifth Amendment, (ii) extend the call protection provided to the holders of the
First Lien Term Loans for a period of twelve months following the date of the Fifth Amendment and (iii) provide us
with additional operating flexibility, including the ability to incur certain additional debt and to make certain
additional restricted payments, investments and dispositions, in each case as more fully set forth in the Fifth
Amendment. Total issue costs for the Fifth Amendment aggregated to approximately $4.7 million. Of this amount,
$4.1 million was identified and capitalized as discount on debt, $350,000 was capitalized as deferred financing costs
and the remaining $235,000 was expensed. Amounts capitalized will be amortized over the remaining term of the
agreement.
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Fourth Amendment to First Lien Credit Agreement

On February 2, 2017, we entered into Amendment No. 4 to Credit and Guaranty Agreement (the “Fourth Amendment”)
with respect to our First Lien Credit Agreement. Pursuant to the Fourth Amendment, the interest rate margin per
annum on the First Lien Term Loans and the Revolving Credit Facility was reduced by 50 basis points, from 3.75% to
3.25%. Except for such reduction in the interest rate on credit extensions, the Fourth Amendment did not result in any
other material modifications to the First Lien Credit Agreement. RadNet incurred expenses for the transaction in the
amount of $543,000, which was recorded to discount on debt and will be amortized over the remaining term of the
agreement.

The following describes our applicable financing prior to giving effect to the Fourth Amendment and Fifth
Amendment discussed above.
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First Lien Credit Agreement

On July 1, 2016, we entered into the First Lien Credit Agreement pursuant to which we amended and restated our then
existing first lien credit facilities. Pursuant to the First Lien Credit Agreement, we originally issued $485 million of
First Lien Term Loans and established the $117.5 million Revolving Credit Facility. Proceeds from the First Lien
Credit Agreement were used to repay the previously outstanding first lien loans under the First Lien Credit
Agreement, make a $12.0 million principal payment of the Second Lien Term Loans, pay costs and expenses related
to the First Lien Credit Agreement and provide approximately $10.0 million for general corporate purposes.

Interest. Prior to the Fourth Amendment and Fifth Amendment, the interest rates payable on the First Lien Term
Loans were (a) the Adjusted Eurodollar Rate (as defined in the First Lien Credit Agreement) plus 3.75% per annum or
(b) the Base Rate (as defined in the First Lien Credit Agreement) plus 2.75% per annum. As applied to the First Lien
Term Loans, the Adjusted Eurodollar Rate has a minimum floor of 1.0%.

Payments. Prior to the Fourth Amendment and Fifth Amendment, the scheduled quarterly principal payment of the
First Lien Term Loans was approximately $6.1 million, with the balance due at maturity.

Maturity Date. The maturity date for the First Lien Term Loans shall be on the earliest to occur of (i) July 1, 2023, (ii)
the date on which all First Lien Term Loans shall become due and payable in full under the First Lien Credit
Agreement, whether by acceleration or otherwise, and (iii) September 25, 2020 if our indebtedness under the Second
Lien Credit Agreement had not been repaid, refinanced or extended prior to such date.

Revolving Credit Facility: The First Lien Credit Agreement provides for a $117.5 million Revolving Credit Facility.
Revolving loans borrowed under the Revolving Credit Facility bear interest at either an Adjusted Eurodollar Rate or a
Base Rate (in each case, as more fully defined in the First Lien Credit Agreement), plus an applicable margin.
Pursuant to the Fifth Amendment, the applicable margin was amended to vary based on our leverage ratio in
accordance with the following schedule:

First Lien Leverage Ratio Eurodollar Rate Spread Base Rate Spread
> 5.50x 4.50% 3.50%
> 4.00x but ≤ 5.50x 3.75% 2.75%
>3.50x but ≤ 4.00x 3.50% 2.50%
≤ 3.50x 3.25% 2.25%
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For letters of credit issued under the Revolving Credit Facility, letter of credit fees accrue at the applicable margin
(see table above) for Adjusted Eurodollar Rate revolving loans and fronting fees accrue at 0.25% per annum, in each
case on the average aggregate daily maximum amount available to be drawn under all letters of credit issued under the
First Lien Credit Agreement. In addition a commitment fee of 0.5% per annum accrues on the unused revolver
commitments under the Revolving Credit Facility. As of June 30, 2018, the interest rate payable on revolving loans
was 7.75%. The letters of credit issued under the agreement totaled $8.2 million and the amount available to borrow
under the Revolving Credit Facility was $109.3 million.

The Revolving Credit Facility will terminate on the earliest to occur of (i) July 1, 2021, (ii) the date we voluntarily
agree to permanently reduce the Revolving Credit Facility to zero pursuant to section 2.13(b) of the First Lien Credit
Agreement, and (iii) the date the Revolving Credit Facility is terminated due to specific events of default pursuant to
section 8.01 of the First Lien Credit Agreement.
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Second Lien Credit Agreement:

On March 25, 2014, we entered into the Second Lien Credit and Guaranty Agreement (the “Second Lien Credit
Agreement”) pursuant to which we issued $180 million of second lien term loans (the “Second Lien Term Loans”). The
proceeds from the Second Lien Term Loans were used to redeem our 10 3/8% senior unsecured notes, due 2018, to
pay the expenses related to the transaction and for general corporate purposes. On July 1, 2016, in conjunction with
the restated First Lien Credit Agreement, a $12.0 million principal payment was made on the Second Lien Term
Loans. On August 22, 2017 the Second Lien Credit Agreement was repaid in full with the proceeds of First Lien Term
Loans issued under the Fifth Amendment, as described above.

NOTE 6 – STOCK-BASED COMPENSATION

Stock Incentive Plans

We have one long-term equity incentive plan which we refer to as the 2006 Equity Incentive Plan, which we first
amended and restated as of April 20, 2015 and again on March 9, 2017 (“the Restated Plan”). The Restated Plan was
approved by our stockholders at our annual stockholders meeting on June 8, 2017. We have reserved for issuance
under the 2017 Restated Plan 14,000,000 shares of common stock. We can issue options, stock awards, stock
appreciation rights, stock units and cash awards under the 2017 Restated Plan.

Options

Certain options granted under the Restated Plan to employees are intended to qualify as incentive stock options under
existing tax regulations. Stock options generally vest over three to five years and expire five to ten years from the date
of grant.

As of June 30, 2018, we had outstanding options to acquire 553,282 shares of our common stock, of which options to
acquire 100,211 shares were exercisable. The following summarizes all of our option transactions for the six months
ended June 30, 2018:

Outstanding Options Shares Aggregate
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Under the 2006 Plan Weighted
Average

Exercise
price

Per
Common
Share

Weighted
Average

Remaining

Contractual
Life

(in years)

Intrinsic

Value

Balance, December 31, 2017 420,149 $ 6.82
Granted 133,133 10.05
Balance, June 30, 2018 553,282 7.05 7.71 $4,398,199
Exercisable at June 30, 2018 100,211 4.39 4.28 $1,063,418

Aggregate intrinsic value in the table above represents the total pretax intrinsic value (the difference between our
closing stock price on June 30, 2018 and the exercise price, multiplied by the number of in-the-money options as
applicable) that would have been received by the holder had all holders exercised their options on June 30, 2018. No
options were exercised during the six months ended June 30, 2018. As of June 30, 2018, total unrecognized
stock-based compensation expense related to non-vested employee awards was $1.3 million which is expected to be
recognized over a weighted average period of approximately 2.7 years.
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Restricted Stock Awards (“RSA’s”)

The Restated Plan permits the award of restricted stock awards (“RSA’s”). As of June 30, 2018, we have issued a total of
5,457,620 RSA’s of which 289,254 were unvested at June 30, 2018. The following summarizes all unvested RSA’s
activities during the six months ended June 30, 2018:

Weighted-Average
Remaining
Contractual Weighted-Average

RSA's Term (Years) Fair Value
RSA's unvested at December 31, 2017 447,351 $ 6.17
Changes during the period
Granted 512,160 $ 10.30
Vested (669,107) $ 7.93
Forfeited or Cancelled (1,150 ) $ 6.00
RSA's unvested at June 30, 2018 289,254 0.89 $ 9.67

We determine the fair value of all RSA’s based on the closing price of our common stock on award date.

Other stock bonus awards

The Restated Plan also permits the award of stock bonuses not subject to any future service period. These awards are
valued and expensed based on the closing price of our common stock on the date of award. During the six months
ended June 30, 2018 no such awards were granted.

Plan summary

In sum, of the 14,000,000 shares of common stock reserved for issuance under the Restated Plan, at June 30, 2018, we
had issued 13,840,452 total shares between options, RSA’s and other stock awards. With options cancelled and RSA’s
forfeited amounting to 3,140,009 and 60,203 shares, respectively, there remain 3,359,760 shares available under the
Restated Plan for future issuance.
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ITEM 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

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

Forward-Looking Statements

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

In some cases, you can identify forward-looking statements by terminology such as “may,” “will,” “should,” “expect,” “intend,”
“plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” “continue,” “assumption” or the negative of these terms or other
comparable terminology. 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 ability to increase business from new equipment or operations and our ability to finance our operations and
repay our outstanding indebtedness, including our increased amortization payments, are forward-looking statements.

Forward-looking statements are not guarantees of future performance and our actual results may differ significantly
from the results discussed in the forward-looking statements. Factors that might cause such differences include, but
are not limited to, the factors included in “Risk Factors,” in our annual report on Form 10-K for the fiscal year ended
December 31, 2017 or supplemented by the information in Part II– Item 1A below. 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. We assume no obligation to revise or
update any forward-looking statements for any reason, except as required by law.

Overview
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We are a 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, 2018, we operated directly or indirectly
through joint ventures with hospitals, 304 centers located in California, Delaware, Florida, Maryland, New Jersey, 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. The vast majority of our centers offer multi-modality imaging services. Our multi-modality strategy
diversifies revenue streams, reduces exposure to reimbursement changes and provides patients and referring
physicians one location to serve the needs of multiple procedures. Our operations compose a single segment for
financial reporting purposes.

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.
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We derive substantially all of our revenue, directly or indirectly, from fees charged for the diagnostic imaging services
performed at our facilities. The following table shows our facilities in operation and revenues for the six months ended
June 30, 2018 and June 30, 2017:

Six Months
Ended June 30,
2018 2017

Facilities in operation 304 295
Net revenues (millions) $475.8 $459.0

Our revenue is derived from a diverse mix of payors, including private payors, managed care capitated payors and
government payors. We believe our payor diversity mitigates our exposure to possible unfavorable reimbursement
trends within any one payor class. In addition, our experience with capitation arrangements over the last several years
has provided us with the expertise to manage utilization and pricing effectively, resulting in a predictable stream of
revenue. The Company’s total net revenues during the three and six months ended June 30, 2018 and 2017 are
presented in the table below based on an allocation of the estimated transaction price with the patient between the
primary patient classification of insurance coverage (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017

Commercial insurance $145,538 $142,691 $281,981 $283,683
Medicare 50,302 47,611 95,867 95,291
Medicaid 6,928 6,525 13,179 13,259
Workers' compensation/personal injury 8,660 8,867 17,407 17,925
Other (1) 7,988 8,362 15,150 16,648
Service fee revenue, net of contractual allowances and discounts 219,416 214,056 423,584 426,806
Provision for bad debts – (11,854 ) – (23,500 )
Net service fee revenue 219,416 202,202 423,584 403,306
Revenue under capitation arrangements 24,979 27,812 52,203 55,721
Total net revenue $244,395 $230,014 $475,787 $459,027

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

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

53



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

During the first quarter of 2018, unusually severe winter weather conditions in our northeastern and mid-Atlantic
operations, which represent slightly over 50% of our total revenue, impacted significantly our operating results, and
consequently our results for the six months ended June 30, 2018. Based on our experience we do not believe that lost
imaging slots in one quarter are made up later in the quarter or in subsequent quarters.
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Investment, Acquisition, and Joint Venture Activity

We have developed our medical imaging business through a combination of organic growth, equity investments,
acquisitions and joint venture formations. The information below updates our activity of such matters contained in our
annual report on Form 10-K for the year ended December 31, 2017.

Equity Investments:

Medic Vision:

Medic Vision, based in Israel, specializes in software packages that provide compliant radiation dose structured
reporting and enhanced images from reduced dose CT scans. On March 24, 2017, we acquired an initial 12.5% equity
interest in Medic Vision – Imaging Solutions Ltd for $1.0 million. We also received an option to exercise warrants to
acquire up to an additional 12.5% equity interest for $1.4 million within one year from the initial share purchase date,
if exercised in full. On March 1, 2018 we exercised our warrant in part and acquired an additional 1.96% for
$200,000. Our initial equity interest has been diluted to 12.25% and our total equity investment stands at 14.21%.

Turner Imaging:

Turner Imaging Systems, based in Utah, develops and markets portable X-ray imaging systems that provide a user the
ability to acquire X-ray images wherever and whenever they are needed. On February 1, 2018, we purchased 2.1
million preferred shares in Turner Imaging Systems for $2.0 million.

Facility acquisitions

On February 22, 2018 we completed our acquisition of certain assets of Imaging Services Company of New York,
LLC, consisting of a single multi-modality center located in New York, New York, for purchase consideration of $5.8
million in cash.

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

55



On April 1, 2018 we completed our acquisition of certain assets of Women’s Imaging Specialists in Healthcare,
consisting of a single multi-modality center located in the city of Fresno, California, for purchase consideration of
$5.1 million in cash.

On April 1, 2018 we completed our acquisition of certain assets of Valley Metabolic Imaging LLC, consisting of a
single multi-modality center located in Fresno, California, for purchase consideration of $1.7 million in cash.

On April 1, 2018 we completed our acquisition of certain assets of Sierra Imaging Associates LLC, consisting of a
single multi-modality center located in Clovis, California, for purchase consideration of $1.5 million in cash.

Formation of Joint Ventures

On January 1, 2018 we formed Beach Imaging Group, LLC (“Beach Imaging”) and contributed the operations of 24
imaging facilities spread across southern Los Angeles and Orange Counties. On the same day, MemorialCare Medical
Foundation contributed $22.3 million in cash and $16.8 million in net assets, including 10 imaging facilities. As a
result of the transaction, the Company will retain a 60% controlling interest in Beach Imaging and MemorialCare
Medical Foundation will retain a 40% noncontrolling interest in Beach Imaging.

On April 12, 2018 we acquired a 25% economic interest in Nulogix, Inc. for $2.0 million. The Company and Nulogix
will collaborate on projects to improve practices in the imaging industry.
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The following table is a summary of our investment in joint ventures during the quarter ended June 30, 2018 (in
thousands):

Balance as of December 31, 2017 $52,435
Equity in earnings in these joint ventures 6,725
Distribution of earnings (7,083 )
 Equity contributions in existing and purchase of interest in joint ventures 2,000
Balance as of June 30, 2018 $54,077

We charged management service fees from the centers underlying these joint ventures of approximately $3.3 million
and $3.5 million for the quarters ended June 30, 2018 and 2017, respectively and $7.1 million and $6.6 million for the
six months ended June 30, 2018 and 2017 respectively.

The following table is a summary of key balance sheet data for these joint ventures as of June 30, 2018 and December
31, 2017 and income statement data for the six months ended June 2018 and 2017 (in thousands):

Balance Sheet Data: June 30,
2018

December
31, 2017

Current assets $42,880 $47,813
Noncurrent assets 106,758 107,481
Current liabilities (14,324 ) (16,655 )
Noncurrent liabilities (37,745 ) (42,072 )
Total net assets $97,569 $96,567

Book value of RadNet joint venture interests $45,964 $45,935
Cost in excess of book value of acquired joint venture interests 8,113 6,500
Total value of Radnet joint venture interests $54,077 $52,435

Total book value of other joint venture partner interests $51,605 $50,632

Income statement data for the six months ended June 30, 2018 2017
Net revenue $91,559 $86,981
Net income $14,174 $10,285

Critical Accounting Policies
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The Securities and Exchange Commission defines critical accounting estimates as those that are both most important
to the portrayal of a company’s financial condition and results of operations and require management’s most difficult,
subjective or complex judgment, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain and may change in subsequent periods. In Note 2 to our consolidated financial statements in this
quarterly report and in our annual report on Form 10-K for the year ended December 31, 2017, 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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Use of Estimates

The financial statements included in this quarterly report were prepared in accordance with U.S. generally accepted
accounting principles (GAAP), which requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. 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 revenues 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 materially differ from these estimates. 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, 2017.

Revenues

On January 1, 2018, the Company adopted the new revenue recognition accounting standard issued by the Financial
Accounting Standards Board (“FASB”) and codified in the ASC as topic 606 (“ASC 606”). The revenue recognition
standard in ASC 606 outlines a single comprehensive model for recognizing revenue as performance obligations,
defined in a contract with a customer as goods or services transferred to the customer in exchange for consideration,
are satisfied. The standard also requires expanded disclosures regarding the Company’s revenue recognition policies
and significant judgments employed in the determination of revenue.

The Company applied the modified retrospective approach to all contracts when adopting ASC 606. As a result, at the
adoption of ASC 606 the majority of what was previously classified as the provision for bad debts in the statement of
operations is now reflected as implicit price concessions (as defined in ASC 606) and therefore included as a
reduction to net operating revenues in 2018. For changes in credit issues not assessed at the date of service, the
Company will prospectively recognize those amounts in other operating expenses on the statement of operations. For
periods prior to the adoption of ASC 606, the provision for bad debts has been presented consistent with the previous
revenue recognition standards that required it to be presented separately as a component of net operating revenues.
Additionally, upon adoption of ASC 606 the allowance for doubtful accounts of approximately $13.6 million as of
January 1, 2018 was reclassified as a component of net patient accounts receivable. Other than these changes in
presentation on the condensed consolidated statement of operations and condensed consolidated balance sheet, the
adoption of ASC 606 did not have a material impact on the consolidated results of operations for the three and six
months ended June 30, 2018, and the Company does not expect it to have a material impact on its consolidated results
of operations for the remainder of 2018 and on a prospective basis.
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Our revenues generally relate to net patient fees received from various payers and patients themselves under contracts
in which our performance obligations are to provide diagnostic services to the patients. Revenues are recorded during
the period our obligations to provide diagnostic services are satisfied. Our performance obligations for diagnostic
services are generally satisfied over a period of less than one day. The contractual relationships with patients, in most
cases, also involve a third-party payer (Medicare, Medicaid, managed care health plans and commercial insurance
companies, including plans offered through the health insurance exchanges) and the transaction prices for the services
provided are dependent upon the terms provided by (Medicare and Medicaid) or negotiated with (managed care health
plans and commercial insurance companies) the third-party payers. The payment arrangements with third-party payers
for the services we provide to the related patients typically specify payments at amounts less than our standard charges
and generally provide for payments based upon predetermined rates per diagnostic services or discounted
fee-for-service rates. Management continually reviews the contractual estimation process to consider and incorporate
updates to laws and regulations and the frequent changes in managed care contractual terms resulting from contract
renegotiations and renewals.
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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 use of our diagnostic imaging equipment and the provision of technical
services as well as providing administration services such as 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.

Our revenues are based upon the estimated amounts we expect to be entitled to receive from patients and third-party
payers. Estimates of contractual allowances under managed care and commercial insurance plans are based upon the
payment terms specified in the related contractual agreements. Revenues related to uninsured patients and uninsured
copayment and deductible amounts for patients who have health care coverage may have discounts applied (uninsured
discounts and contractual discounts). We also record estimated implicit price concessions (based primarily on
historical collection experience) related to uninsured accounts to record self-pay revenues at the estimated amounts we
expect to collect.

As part of the adoption of ASC 606, the Company elected two of the available practical expedients provided for in the
standard. First, the Company did not adjust the transaction price for any financing components as those were deemed
to be insignificant. Additionally, the Company expensed all incremental customer contract acquisition costs as
incurred as such costs are not material and would be amortized over a period less than one year.

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

Accounts Receivable

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

Depreciation and Amortization of Long-Lived Assets
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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.

Income Taxes

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.
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Valuation of Goodwill and Indefinite Lived Intangibles

Goodwill at June 30, 2018 totaled $275.3 million. Indefinite Lived Intangible Assets at June 30, 2018 totaled $7.9
million and are associated with the value of certain trade name intangibles. Goodwill and trade name intangibles are
recorded as a result of business combinations. Management evaluates goodwill and trade name intangibles, at a
minimum, on an annual basis and whenever events and changes in circumstances suggest that the carrying amount
may not be recoverable. 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. Impairment of trade name
intangibles is tested at the subsidiary level by comparing the subsidiary’s trade name carrying amount to its respective
fair value. We tested both goodwill and trade name intangibles for impairment on October 1, 2017, noting no
impairment, and have not identified any indicators of impairment through June 30, 2018.

Long-Lived Assets

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, 2017.

Recent Accounting Standards

See Note 3 to our consolidated financial statements in this quarterly report.

Results of Operations

The following table sets forth, for the three and six months ended June 30, 2018, the percentage that certain items in
the statements of operations bears to total net revenue, and for the three and six months ended June 30, 2017, the
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percentage that certain items in the statements of operations bears to revenue, net of contractual allowances and
discounts and inclusive of revenue under capitation contracts.
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RADNET, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(IN THOUSANDS EXCEPT SHARE DATA)

(unaudited)

Three Months
Ended

Six Months
Ended

June 30, June 30,
2018 2017 2018 2017

NET REVENUE
Service fee revenue, net of contractual allowances and discounts 88.5% 88.5%
Provision for bad debts -4.9% -4.9%
Net service fee revenue 83.6% 83.6%
Revenue under capitation arrangements 11.5% 11.5%
Total net revenue 94.4% 95.1% 94.4% 95.1%
OPERATING EXPENSES
Cost of operations, excluding depreciation and amortization 81.1% 82.0% 84.5% 83.7%
Depreciation and amortization 7.0% 6.9% 7.1% 6.9%
Loss on sale and disposal of equipment 0.0% 0.2% -0.4% 0.1%
Severance costs 0.1% 0.1% 0.2% 0.1%
Total operating expenses 88.2% 89.2% 91.4% 90.8%

INCOME FROM OPERATIONS 6.2% 5.9% 3.0% 4.3%

OTHER INCOME AND EXPENSES
Interest expense 4.1% 4.2% 4.1% 4.3%
Equity in earnings of joint ventures -1.4% -1.2% -1.3% -1.0%
Gain on sale of imaging centers 0.0% -1.0% 0.0% -0.5%
Other expenses 0.0% 0.0% 0.0% -0.1%
Total other expenses 2.7% 2.1% 2.8% 2.7%

INCOME BEFORE INCOME TAXES 3.5% 3.8% 0.2% 1.6%
Provision for income taxes -1.0% -1.5% 0.0% -0.7%
NET INCOME 2.5% 2.3% 0.2% 0.9%
Net (loss) income attributable to noncontrolling interests 0.4% 0.1% 0.6% 0.1%

NET INCOME ATTRIBUTABLE TO RADNET, INC. COMMON
STOCKHOLDERS 2.1% 2.2% -0.4% 0.8%
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Three Months Ended June 30, 2018 Compared to the Three Months Ended June 30, 2017

Total Net Revenue

Total net revenue for the three months ended June 30, 2018 was $244.4 million compared to $230.0 million for the
three months ended June 30, 2017, an increase of $14.4 million or 6.3%.

Total net revenue, limited to centers which were in operation throughout the first quarters of 2018 and 2017, increased
$9.2 million or 4.2%. This comparison excludes revenue contributions from centers that were acquired or divested
subsequent to April 1, 2017. For the three months ended June 30, 2018, total net revenue from centers that were
acquired or divested subsequent to April 1, 2017 and excluded from the above comparison was $16.4 million. For the
three months ended June 30, 2017, revenue under capitation arrangements from centers that were acquired or divested
subsequent to April 1, 2017 and excluded from the above comparison was $11.2 million.

Operating Expenses

Cost of operations for the three months ended June 30, 2018 increased approximately $11.4 million, or 5.8%, from
$198.6 million for the three months ended June 30, 2017 to $210.1 million for the three months ended June 30, 2018.
The following table sets forth our cost of operations and total operating expenses for the three months ended June 30,
2018 and 2017 (in thousands):

Three Months Ended
June 30,
2018 2017

Salaries and professional reading fees, excluding stock-based compensation $134,247 $119,503
Stock-based compensation 1,146 1,038
Building and equipment rental 22,047 19,244
Medical supplies 8,249 12,930
Other operating expenses  * 44,366 45,896
Cost of operations 210,055 198,611

Depreciation and amortization 18,086 16,612
Loss on sale and disposal of equipment 105 453
Severance costs 279 177
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Total operating expenses $228,525 $215,853

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

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

Salaries and professional reading fees increased $14.7 million, or 12.3%, to $134.2 million for the three months ended
June 30, 2018 compared to $119.5 million for the three months ended June 30, 2017.
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Salaries and professional reading fees, limited to only those centers which were in operation throughout the second
quarters of both 2018 and 2017, increased $12.8 million, or 11.3%. 2% of the total increase related to physician
staffing while the remaining 9.3% was attributable to a non-physician staffing ramp up in our reimbursement and self
-pay operations to improve collection rates, which happened over the second through fourth quarters of 2017. This
comparison excludes expenses from centers that were acquired or divested subsequent to April 1, 2017. For the three
months ended June 30, 2018, salaries and professional reading fees from centers that were acquired or divested
subsequent to April 1, 2017 and excluded from the above comparison was $8.0 million. For the three months ended
June 30, 2017, salaries and professional reading fees from centers that were acquired or divested subsequent to April
1, 2017 and excluded from the above comparison was $6.1 million.

Stock-based compensation

Stock-based compensation increased $108,000, or 10.4% to $1.1 million for the three months ended June 30, 2018
compared to $1.0 million for the three months ended June 30, 2017. This increase was driven by the higher fair value
of RSA’s awarded and vested in the three months ended June 30, 2018 as compared to RSA’s awarded and vested in the
same period in 2017.

Building and equipment rental

Building and equipment rental expenses increased $2.8 million or 14.6%, to $22.0 million for the three months ended
June 30, 2018 compared to $19.2 million for the three months ended June 30, 2017.

Building and equipment rental expenses increased $1.2 million or 6.7% for only centers which were in operation
throughout the second quarters of both 2018 and 2017 and was related to new facility and radiology equipment leases
in support of imaging operations. This comparison excludes expenses from centers that were acquired or divested
subsequent to April 1, 2017. For the three months ended June 30, 2018, building and equipment rental expenses from
centers that were acquired or divested subsequent to April 1, 2017 and excluded from the above comparison was $2.3
million. For the three months ended June 30, 2017, building and equipment rental expenses from centers that were
acquired or divested subsequent to April 1, 2017 and excluded from the above comparison was $729,000.

Medical supplies
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Medical supplies expense decreased $4.7 million, or 36.2%, to $8.2 million for the three months ended June 30, 2018
compared to $12.9 million for the three months ended June 30, 2017.

Medical supplies expenses, including only those centers which were in operation throughout the second quarters of
both 2018 and 2017, decreased $1.5 million or 16.8%. Vendor volume rebates based off usage were responsible for
the decline in expense. This comparison excludes expenses from centers that were acquired or divested subsequent to
April 1, 2017. For the three months ended June 30, 2018, medical supplies expenses from centers that were acquired
or divested subsequent to April 1, 2017 and excluded from the above comparison was $797,000. For the three months
ended June 30, 2017, medical supplies expenses from centers that were acquired or divested subsequent to April 1,
2017 and excluded from the above comparison was $4.0 million.

Other operating expenses

Other operating expenses decreased $1.5 million, or 3.3%, to $44.4 million for the three months ended June 30, 2018
compared to $45.9 million for the three months ended June 30, 2017.

Other operating expenses dropped $3.1 million or 7.0% for only centers which were in operation throughout the
second quarters of both 2018 and 2017. Lower utility costs stemming from mild spring weather on the eastern
seaboard and consulting fees reduction owing to successfully completed projects were the main drivers of the
decrease. This comparison excludes expenses from centers that were acquired or divested subsequent to April 1, 2017.
For the three months ended June 30, 2018, other operating expense from centers that were acquired or divested
subsequent April 1, 2017 and excluded from the above comparison was approximately $3.6 million. For the three
months ended June 30, 2017, other operating expenses from centers that were acquired or divested subsequent to April
1, 2017 and excluded from the above comparison was $2.0 million.
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Depreciation and amortization

Depreciation and amortization increased $1.5 million, or 8.9%, to $18.1 million for the three months ended June 30,
2018 compared to $16.6 million for the three months ended June 30, 2017.

Depreciation and amortization, limited to centers which were in operation throughout the second quarters of both 2018
and 2017, increased $126,000, or 0.8%. This comparison excludes expenses from centers that were acquired or
divested subsequent to April 1, 2017. For the three months ended June 30, 2018, depreciation expense from centers
that were acquired or divested subsequent to April 1, 2017 and excluded from the above comparison was $1.6 million.
For the three months ended June 30, 2017, depreciation expense from centers that were acquired or divested
subsequent to April 1, 2017 and excluded from the above comparison was $246,000.

Loss on sale and disposal of equipment

We recorded a loss on sale of equipment of approximately $105,000 for the three months ended June 30, 2018 and
approximately $453,000 for the three months ended June 30, 2017.

Interest expense

Interest expense increased approximately $338,000, or 3.3%, to $10.6 million for the three months ended June 30,
2018 compared to $10.3 million for the three months ended June 30, 2017. Interest expense included $976,000 and
$829,000 of non-cash amortization for the three months ended June 30, 2018 and June 30, 2017, respectively.
Excluding these non-cash amounts for each period, interest expense increased approximately $191,000 or 2.0% for the
three months ended June 30, 2018 compared to the three months ended June 30, 2017. This increase was primarily
due to the current economic environment of rising interest rates. To mitigate our interest expense exposure the
Company has entered into two forward interest rate cap agreements. See Derivative Instruments section of Note 2 to
the consolidated condensed financial statements contained herein and ITEM 3. Quantitative and Qualitative
Disclosure About Market Risk below for more details on our derivative transactions.

Equity in earnings from unconsolidated joint ventures
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For the three months ended June 30, 2018, we recognized equity in earnings from unconsolidated joint ventures of
$3.7 million against $3.0 million earned over the same period ended June 30, 2017.

Gain on sale of imaging centers

We recognized a gain on the sale of five wholly owned imaging centers to the Rhode Island Medical Imaging, Inc. of
approximately $1.9 million and a gain of $361,000 on the sale of two oncology practices to Cedars Sinai Medical
Center for the three months ended June 30, 2017.

Provision for income taxes

We had an income tax expense for the three months ended June 30, 2018 of $2.5 million or 27.9% of income before
income taxes, compared to the three months ended June 30, 2017 of an income tax expense of $3.5 million or 38.5%
of the income before income taxes. The effective tax rate decreased by 10.6% over the periods reported because the
federal tax rate was significantly impacted by the recent changes in federal tax law. The Tax Cuts and Jobs Act or Tax
Act was enacted on December 22, 2017 and reduced the US federal corporate tax rate to 21% from 34%.
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Six Months Ended June 30, 2018 Compared to the Six Months Ended June 30, 2017

Total Net Revenue

Total net revenue for the six months ended June 30, 2018 was $475.8 million compared to $459.0 million for the six
months ended June 30, 2017, an increase of $16.8 million or 3.7%.

Total net revenue, limited to centers which were in operation throughout the first two quarters of 2018 and 2017,
increased $12.4 million or 2.8%. This comparison excludes revenue contributions from centers that were acquired or
divested subsequent to April 1, 2017. For the six months ended June 30, 2018, total net revenue from centers that were
acquired or divested subsequent to April 1, 2017 and excluded from the above comparison was $28.1 million. For the
six months ended June 30, 2017, revenue under capitation arrangements from centers that were acquired or divested
subsequent to April 1, 2017 and excluded from the above comparison was $23.7 million.

Operating Expenses

Cost of operations for the six months ended June 30, 2018 increased approximately $21.6 million, or 5.4%, from
$404.1 million for the six months ended June 30, 2017 to $425.7 million for the six months ended June 30, 2018. The
following table sets forth our cost of operations and total operating expenses for the six months ended June 30, 2018
and 2017 (in thousands):

Six Months Ended
June 30,
2018 2017

Salaries and professional reading fees, excluding stock-based compensation $268,163 $243,323
Stock-based compensation 4,890 4,314
Building and equipment rental 43,231 38,810
Medical supplies 17,783 26,168
Other operating expenses  * 91,623 91,450
Cost of operations 425,690 404,065

Depreciation and amortization 35,942 33,266
Loss on sale and disposal of equipment (1,831 ) 408
Severance costs 1,005 380
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Total operating expenses $460,806 $438,119

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

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

Salaries and professional reading fees increased $24.8 million, or 10.2%, to $268.2 million for the six months ended
June 30, 2018 compared to $243.3 million for the six months ended June 30, 2017.

Salaries and professional reading fees, limited to only centers which were in operation throughout the first two
quarters of 2018 and 2017, increased $22.2 million or 9.6%. 2% of the total increase related to physician staffing
while the remaining 7.6% was attributable to a non-physician staffing ramp up in our reimbursement and self -pay
operations to improve collection rates, which happened over the second through fourth quarters of 2017. This
comparison excludes expenses from centers that were acquired or divested subsequent to January 1, 2017. For the six
months ended June 30, 2018, salaries and professional reading fees from centers that were acquired or divested
subsequent to January 1, 2017 and excluded from the above comparison was $14.8 million. For the six months ended
June 30, 2017, salaries and professional reading fees from centers that were acquired or divested subsequent to
January 1, 2017 and excluded from the above comparison was approximately $12.2 million.

37

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

74



Stock-based compensation

Stock-based compensation increased $576,000, or 13.4%, to approximately $4.9 million for the six months ended
June 30, 2018 compared to $4.3 million for the six months ended June 30, 2017. This increase was driven by the
higher fair value of RSA’s awarded and vested in the first six months of 2018 as compared to RSA’s awarded and
vested in the same period in 2017.

Building and equipment rental

Building and equipment rental expenses increased $4.4 million, or 11.4%, to $43.2 million for the six months ended
June 30, 2018 compared to $38.8 million for the six months ended June 30, 2017.

Building and equipment rental expenses, for only those centers which were in operation throughout the first and
second quarters of 2018 and 2017, increased $2.2 million or 5.9% as a result of the addition of new imaging facilities
and related added radiology equipment. This comparison excludes expenses from centers that were acquired or
divested subsequent to January 1, 2017. For the six months ended June 30, 2018, building and equipment rental
expenses from centers that were acquired or divested subsequent to January 1, 2017 and excluded from the above
comparison was $3.9 million. For the six months ended June 30, 2017, building and equipment rental expenses from
centers that were acquired or divested subsequent to January 1, 2017 and excluded from the above comparison was
approximately $1.7 million.

Medical supplies

Medical supplies expense decreased $8.4 million, or 32.0%, to $17.8 million for the six months ended June 30, 2018
compared to $26.2 million for the six months ended June 30, 2017.

Medical supplies expenses, including only those centers which were in operation throughout the first and second
quarters of both 2018 and 2017, decreased $986,000, or 5.6%, due to reductions in purchases of pharmaceutical
supplies. This comparison excludes expenses from centers that were acquired or divested subsequent to January 1,
2017. For the six months ended June 30, 2018, medical supplies expenses from centers that were acquired or divested
subsequent to January 1, 2017 and excluded from the above comparison was $1.2 million. For the six months ended
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June 30, 2017, medical supplies expense from centers that were acquired or divested subsequent to January 1, 2017
and excluded from the above comparison was $8.6 million.

Other operating expenses

Other operating expenses increased $173,000 or 0.2%, to $91.6 million for the six months ended June 30, 2018
compared to $91.5 million for the six months ended June 30, 2017.

Other operating expenses, limited to centers which were in operation throughout the first and second quarters of both
2018 and 2017, decreased $1.9 million, or 2.2%. This comparison excludes expenses from centers that were acquired
or divested subsequent to January 1, 2017. For the six months ended June 30, 2018, other operating expense from
centers that were acquired or divested subsequent to January 1, 2017 and excluded from the above comparison was
$6.2 million. For the six months ended June 30, 2017, other operating expense from centers that were acquired or
divested subsequent to January 1, 2017 was $4.1 million.

Depreciation and amortization

Depreciation and amortization increased $2.7 million, or 8.0%, to $35.9 million for the six months ended June 30,
2018 compared to $33.3 million for the six months ended June 30, 2017.

Depreciation and amortization, including only those centers which were in operation throughout the first and second
quarters of both 2018 and 2017, increased $791,000, or 2.4%. This comparison excludes expenses from centers that
were acquired or divested subsequent to January 1, 2017. For the six months ended June 30, 2018, depreciation
expense from centers that were acquired or divested subsequent to January 1, 2017 and excluded from the above
comparison was $2.5 million. For the six months ended June 30, 2017, depreciation and amortization from centers that
were acquired or divested subsequent to January 1, 2017 and excluded from the above comparison was $633,000.

38

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

76



Gain and loss on sale and disposal of equipment

We recorded a gain on sale of equipment of approximately $1.8 million for the six months ended June 30, 2018 and a
loss on the sale of equipment of approximately $408,000 for the six months ended June 30, 2017.

Interest expense

Interest expense increased approximately $137,000, or 0.7%, to $20.7 million for the six months ended June 30, 2018
compared to $20.5 million for the six months ended June 30, 2017. Interest expense included $2.0 million and $1.7
million of non-cash amortization for the six months ended June 30, 2018 and June 30, 2017, respectively. Excluding
these non-cash amounts for each period, interest expense decreased approximately $167,000 or 0.9% for the six
months ended June 30, 2018 compared to the six months ended June 30, 2017. To mitigate our future interest expense
exposure the Company has entered into two forward interest rate cap agreements. See Derivative Instruments section
of Note 2 to the consolidated condensed financial statements contained herein and ITEM 3. Quantitative and
Qualitative Disclosure About Market Risk below for more details on our derivative transactions.

Equity in earnings from unconsolidated joint ventures

For the six months ended June 30, 2018 we recognized equity in earnings from unconsolidated joint ventures of $6.7
million versus $4.9 million for the six months ended June 30, 2017, an increase of $1.8 million or 36.6%.

Gain on sale of imaging centers

During the six months ended June 30, 2017, we recognized a gain on the sale of five wholly owned imaging centers to
the Rhode Island Medical Imaging, Inc. of approximately $1.9 million and a gain of $361,000 on the sale of two
oncology practices to Cedars Sinai Medical Center.

Provision for income taxes
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We had a tax provision for the six months ended June 30, 2018 of $8,000 or 0.8% of income before income taxes,
compared to a tax provision for the six months ended June 30, 2017 of $3.1 million or 39.2% of income before
income taxes. The effective tax rate was lower in the six months ended June 30, 2018 due to the effect of a windfall
from restricted stock release. In addition, the federal tax rate was significantly impacted by the recent changes in
federal tax law. The Tax Cuts and Jobs Act or Tax Act was enacted on December 22, 2017 and reduced the US federal
corporate tax rate to 21% from 34%.

Adjusted EBITDA

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

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 noncontrolling interests in subsidiaries,
and is adjusted for non-cash or extraordinary and one-time events taking place during the period.
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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.

Adjusted EBITDA is most comparable to the GAAP financial measure, net income (loss) attributable to RadNet, Inc.
common stockholders. The following is a reconciliation of GAAP net income (loss) attributable to RadNet, Inc.
common stockholders to Adjusted EBITDA for the three and six months ended June 30, 2018 and 2017, respectively.

Three Months
Ended June 30,

Six Months Ended
June 30,

2018 2017 2018 2017

Net income (loss) attributable to RadNet, Inc. common stockholders $5,406 $5,310 $(1,932 ) $4,100
Plus provision for income taxes 2,505 3,523 8 3,065
Plus other expenses 5 7 6 10
Less gain on sale of imaging centers – (2,301 ) – (2,301 )
Plus expenses of divested/closed operations – 1,200 – 1,200
Plus interest expense 10,641 10,303 20,680 20,543
Plus severance costs 279 177 1,005 380
Plus loss/less (gain) on sale and disposal of equipment 105 453 (1,831 ) 408
Plus reimbursable legal expenses – 723 – 723
Plus depreciation and amortization 18,086 16,612 35,942 33,266
Plus gain on sale of equipment attributable to noncontrolling interest – – 440 –
Plus non-cash employee stock-based compensation 1,146 1,038 4,890 4,314
Adjusted EBITDA $38,173 $37,045 $59,208 $65,708

Liquidity and Capital Resources

The following table is a summary of key balance sheet data as of June 30, 2018 and December 31, 2017 and income
statement data for the six months ended June 2018 and 2017 (in thousands):

Balance Sheet Data:
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June 30,
2018

December
31, 2017

Cash and cash equivalents $16,252 $51,322
Accounts receivable 152,174 155,518
Working capital 12,159 43,745
Stockholders' equity 87,305 61,560

Income statement data for the three months ended June 30, 2018 2017
Total net revenue $244,395 $230,014
Net income attributable to RadNet common stockholders 5,406 5,310

Income statement data for the six months ended June 30,
Total net revenue $475,787 $459,027
Net (loss) income attributable to RadNet common stockholders (1,932 ) 4,100
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