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Securities 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

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 (232.405
of this chapter) during the preceding 12 months (or for shorter period that the registrant was required to submit and
post such files. YES _X NO ___

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.(Check one):
Large accelerated filer____ Accelerated filer___ Non-accelerated filer___ Smaller reporting company _X__
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practicable date.

Outstanding
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31,2012
Common Stock, par value $.0001 5,835,428

Class B Common Stock, par value $.0001 158
Class C Common Stock, par value $.0001 382,513
Class A Preferred Stock, par value $.0001 313,451
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FONAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(000's OMITTED)

ASSETS

Current Assets:
Cash and cash equivalents

Marketable securities

Accounts receivable — net

Accounts receivable - related party

Management and other fees receivable - net

Management and other fees receivable — related medical practices — net
Costs and estimated earnings in excess of billings on uncompleted contracts
Inventories

Current portion of notes receivable - net

Prepaid expenses and other current assets

Total Current Assets

Property and equipment — net

Notes receivable

Other intangible assets — net

Other assets

Total Assets

December 31, June 30,

2011 2011

(UNAUDITED)

$ 9911 $9,251
30 33
4,823 5,264
60 —
3,635 3,309
1,307 1,669
1,152 169
3,806 2,400
115 114
270 352
25,109 22,561
3,374 3,769
315 359
4,120 4,318
535 574

$ 33,453 $31,581
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See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(000's OMITTED)

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:
Current portion of long-term debt and capital
Leases
Accounts payable
Other current liabilities
Unearned revenue on service contracts
Unearned revenue on service contracts - related Parties
Customer advances
Billings in excess of costs and estimated earnings on uncompleted contracts
Income tax payable
Total Current Liabilities
Long-Term Liabilities:
Accounts payable
Due to related medical practices
Long-term debt and capital leases, less current Portion
Other liabilities
Total Long-Term Liabilities
Total Liabilities

December 31,

2011

(UNAUDITED)

$ 1,636

1,959
8,956
5,275
55
3,303
736

21,920

141
229
1,490
494
2,354
24,274

June 30,

2011

$2,026

2,187
8,236
5,762
4,846
4

75
23,136

102
228
1,746
502
2,578
25,714
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See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(000's OMITTED)

LIABILITIES AND STOCKHOLDERS' EQUITY (Continued)

LIABILITIES AND STOCKHOLDERS' EQUITY

(continued)

STOCKHOLDERS' EQUITY:

Class A non-voting preferred stock $.0001 par value; 453,000 shares authorized at
December 31, 2011 and June 30, 2011, 313,451 issued and outstanding at December 31,
2011 and June 30, 2011

Preferred stock $.001 par value; 567,000 shares authorized at December 31, 2011 and
June 30, 2011, issued and outstanding — none

Common Stock $.0001 par value; 8,500,000 shares authorized at December 31, 2011
and June 30, 2011, 5,774,371 and 5,636,571 issued at December 31, 2011 and June 30,
2011, respectively; 5,762,728 and 5,624,928 outstanding at December 31, 2011 and June
30, 2011, respectively

Class B Common Stock (10 votes per share) $ .0001 par value; 227,000 shares
authorized at December 31, 2011 and June 30, 2011, 158 issued and outstanding at
December 31, 2011 and June 30, 2011

Class C Common Stock (25 votes per share) $.0001 par value; 567,000 shares
authorized at December 31, 2011 and June 30, 2011, 382,513 issued and outstanding at
December 31, 2011 and June 30, 2011

Paid-in capital in excess of par value

Accumulated other comprehensive loss

Accumulated deficit

Notes receivable from employee stockholders

Treasury stock, at cost - 11,643 shares of common stock at December 31, 2011 and June
30, 2011

Non controlling interests

Total Stockholders' Equity

Total Liabilities and Stockholders' Equity

December 31,
2011

(UNAUDITED)

173,729
(20
(171,061
(74

(675

7,279
9,179
$ 33,453

~ P N —

June 30,
2011

173,476

(16 )
(174,110)
(115 )

(675 )

7,306
5,867
$31,581



Edgar Filing: FONAR CORP - Form 10-Q

See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(000's OMITTED, except per share data)

FOR THE THREE
MONTHS ENDED
DECEMBER 31,
REVENUES 2011 2010
Product sales — net $1,615 $1,789
Service and repair fees — net 2,807 2,653
Service and repair fees — related parties - net 27 55
Management and other fees — net 3,308 2,380
Mana}gement and other fees — related medical 1571 1,142
practices — net
Total Revenues — Net 9,328 8,019
COSTS AND EXPENSES
Costs related to product sales 1,171 1,368
Costs related to service and repair fees 868 700
Costs related to service and repair fees — 9 15

related parties
Costs related to management and other fees 1,887 1,707
Costs related to management and other fees —

related medical practices 201 633
Research and development 293 153
Selling, general and administrative 1,995 1,745
Provision for bad debts 310 255

Total Costs and Expenses 7,434 6,576
Income From Operations 1,894 1,443
Interest Expense (124 ) (137 )
Investment Income 64 58
Other Expense ( ) )
Provision for Income Taxes (21 ) —
Net Income 1,812 1,363
Net Income - Non Controlling Interests 276 —
Net Income - Controlling Interests $1,536 $1,363

Net Income Available to Common Stockholders $1,432 $1,262
Net Income Available to Class A Non-Voting $78 $75
Preferred Stockholders

Net Income Available to Class C Common

Stockholders $26 $26



Edgar Filing: FONAR CORP - Form 10-Q

Basic Net Income Per Common Share $0.25 $0.25
Diluted Net Income Per Common Share $0.24 $0.24
Basic and Diluted Income Per Share-Common C  $0.07 $0.07
Weighted Average Basis Shares Outstanding 5,728,528 5,149,499

Weighted Average Diluted Shares Outstanding 5,856,032 5,277,003

See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(000's OMITTED, except per share data)

REVENUES
Product sales — net
Service and repair fees — net
Service and repair fees — related parties - net
Management and other fees — net
Management and other fees — related medical
practices — net

Total Revenues — Net

COSTS AND EXPENSES
Costs related to product sales
Costs related to service and repair fees
Costs related to service and repair fees —
related parties
Costs related to management and other fees
Costs related to management and other fees —
related medical practices
Research and development
Selling, general and administrative
Provision for bad debts

Total Costs and Expenses

Income From Operations

Interest Expense

Interest Expense — Related Party

Investment Income

Interest Income - Related Party

Other Income

Provision for Income Taxes

Net Income

Net Income - Non Controlling Interests

Net Income - Controlling Interests

Net Income Available to Common Stockholders
Net Income Available to Class A Non-voting
Preferred Stockholders

FOR THE SIX MONTHS
ENDED
DECEMBER 31,
2011 2010
$3,391 $4,448
5,712 5,342
55 110
6,637 4,469
3,141 2,335
18,936 16,704
2,646 3,873
1,682 1,366
16 28
4,072 3,021
1,720 1,372
622 607
4,037 4,128
485 431
15,280 14,826
3,656 1,878
(231 (231 )
— (4 )
126 96
— 1
55 8
(21 —
3,585 1,748
535 —
$3,050 $1,748
$2,842 $1,618
$155 $97

13
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Net Income Available to Class C Common

Stockholders $33 $33

Basic Net Income Per Common Share $0.50 $0.32
Diluted Net Income Per Common Share $0.49 $0.31
Basic and Diluted Income Per Share-Common C  $0.14 $0.09
Weighted Average Basic Shares Outstanding 5,698,645 5,080,872

Weighted Average Diluted Shares Outstanding 5,826,149 5,208,376

See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(UNAUDITED)

(000'S OMITTED)

FOR THE
THREE
MONTHS
ENDED
DECEMBER
31,
2011 2010

Net income $1,812 $1,363

Other comprehensive income, net of tax:

Unrealized gains on marketable securities, 1 1

net of tax

Total comprehensive income $1,813 $1,364

Comprehensive income-non controlling interests 276 —
Comprehensive income-controlling interests $1,537 $1,364
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See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(UNAUDITED)

(000'S OMITTED)

FOR THE SIX
MONTHS
ENDED
DECEMBER 31,
2011 2010

Net income $3,585 $1,748

Other comprehensive income, net of tax:

Unrealized gains on marketable securities, 4 ) 5

net of tax

Total comprehensive income $3,581 $1,753

Comprehensive income-non controlling interests 535 —
Comprehensive income-controlling interests $3,046 $1,753
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See accompanying notes to condensed consolidated financial statements (unaudited).
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FONAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(000'S OMITTED)

Cash Flows from Operating Activities:
Net income
Adjustments to reconcile net income to
net cash provided by operating activities:
Depreciation and amortization
Provision for bad debts
Stock issued for costs and expenses
Compensatory element of stock issuances
(Increase) decrease in operating assets, net:
Accounts, management fee and medical receivable(s)
Notes receivable
Costs and estimated earnings in excess of billings on uncompleted contracts
Inventories
Prepaid expenses and other current assets
Other assets
Advances and notes to related medical practices
Increase (decrease) in operating liabilities, net:
Accounts payable
Other current liabilities
Customer advances
Billings in excess of costs and estimated
earnings on uncompleted contracts
Other liabilities
Due to related medical practices
Income tax payable
Net cash provided by operating activities

Cash Flows from Investing Activities:
Sales of marketable securities

Purchases of property and equipment
Costs of capitalized software development
Cost of patents

Net cash used in investing activities

Cash Flows from Financing Activities:

FOR THE SIX
MONTHS
ENDED
DECEMBER 31,
2011 2010
$3,585 $1,748
1,049 872
485 431
220 247
34 118
68 ) (469 )
42 291 )
983 ) 5
(1,406) 70
82 259
38 (119 )
— 83
(189 ) (694 )
(312 ) 1,328
(943 ) (364 )
732 (1,611)
8 ) 19
1 (296 )
a ) —
2,284 1,336
(1 ) A )
(380 ) —
— 66 )
as ) @2 )
456 ) (149 )
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Repayment of borrowings and capital lease obligations (646 )
Distributions to non controlling interests (563 )
Repayment of notes receivable from employee A1
Stockholders

Net cash used in financing activities (1,168)
Net Increase in Cash and Cash Equivalents 660
Cash and Cash Equivalents — Beginning of Period 9,251
Cash and Cash Equivalents - End of Period $9,911

See accompanying notes to condensed consolidated financial statements (unaudited).

Page 10

597 )

72

(525 )

662

1,299
$1,961
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 1 - BASIS OF PRESENTATION & LIQUIDITY & CAPITAL RESOURCES

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America for complete financial statements. In the
opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair
presentation have been included. Operating results for the three and six months ended December 31, 2011, are not
necessarily indicative of the results that may be expected for the fiscal year ending June 30, 2012. For further
information, refer to the consolidated financial statements and footnotes thereto included in the Company's Annual
Report on Form 10-K filed on September 30, 2011 for the fiscal year ended June 30, 2011.

Liquidity and Going Concern

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“US GAAP”) and assume that the Company
will continue as a going concern.

Although the Company has experienced seven consecutive fiscal quarters of profitability, we previously had a history
of operating losses and negative cash flows from operating activities. We had a stockholders’ deficiency as recently as
the fourth fiscal quarter of fiscal 2011, until we completed a private placement of $6 million on May 2, 2011. In the
event that we are unable to sustain our current profitability or are otherwise unable to secure external financing, we
may not be able to meet our obligations as they come due, raising substantial doubts as to our ability to continue as a
going concern. Our condensed consolidated financial statements, which have been prepared in accordance with
generally accepted accounting principles, contemplate that we will continue as a going concern and do not contain any
adjustments that might result if we were unable to continue as a going concern. Changes in our operational plans, our

23
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existing and anticipated working capital needs, the acceleration or modification of our business plans, lower than
anticipated revenues, increased expenses, potential acquisitions or other events will all affect our ability to continue as
a going concern.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The unaudited condensed consolidated financial statements include the accounts of FONAR Corporation, its majority
and wholly-owned subsidiaries and partnerships (collectively the “Company”). All significant intercompany accounts
and transactions have been eliminated in consolidation.

Page 11
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Earnings Per Share

Basic earnings per share (“EPS”) is computed based on weighted average shares outstanding and excludes any potential
dilution. In accordance with ASC topic 260-10, “Participating Securities and the Two-Class method”, the Company used
the Two-Class method for calculating basic earnings per share and applied the if converted method in calculating

diluted earnings per share for the three and six months ended December 31, 2011 and December 31, 2010.

Diluted EPS reflects the potential dilution from the exercise or conversion of all dilutive securities into common stock
based on the average market price of common shares outstanding during the period. For the three and six months
ended December 31, 2011 and December 31, 2010, the number of common shares potentially issuable upon the
exercise of certain options of 16,205 and 68,000; respectively, have not been included in the computation of diluted
EPS since the effect would be antidilutive.

Three months ended December 31, 2011 Three months ended December 31, 2010
(000's omitted, except per share data)
Basic Total Common Class C Common Total Common Class C Common
Stock Stock Stock Stock
Numerator:
Net income Available
to common $1,536 $1,432 $26 $1,363 $1,262 $26
stockholders
Denominator:
Weighted average
shares 5,729 5,729 383 5,149 5,149 383
outstanding
Basic income per
common $0.27 $0.25 $0.07 $0.26 $0.25 $0.07
share

25



Diluted
Denominator:
Weighted average
shares

outstanding
Stock options
Convertible Class C
Stock
Total Denominator for
diluted

earnings per share
Diluted income per

common share

Page 12
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5,729

128

5,857

$0.24

383

383

$0.07

5,149

128

5,277

$0.24

383

383

$0.07
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FONAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2011

(UNAUDITED)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Earnings Per Share (Continued)

Six months ended December 31, 2011
(000's omitted, except per share data)
Common Class C Common

Total Stock Stock

Basic

Numerator:
Net income available
to

common
stockholders
Denominator:
Weighted average
shares

outstanding
Basic income per
common

share

$3,050 $2,842 $53

5,699 5,699 383

$0.54  $0.50 $0.14

Diluted
Denominator:
Weighted average
shares
outstanding
Stock options — —
Convertible Class C 128 o

Stock
5,857 383

5,699 383

Six months ended December 31, 2010

Total Common Class C Common
Stock Stock
$1,748 $1,618 $33
5,081 5,081 383
$0.34 $0.32 $0.09
5,081 383
128 —
5,209 383
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Total Denominator
for
diluted earnings per
share
Diluted income per

$0.49 $0.14 $0.31 $0.09
common share

Recent Accounting Pronouncements

In September 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
No. 2011-08, Intangibles-Goodwill and Other (Topic 350):Testing Goodwill for Impairment, to simplify how entities
test goodwill for impairment. ASU 2011-08 allows entities to first assess qualitative factors to determine whether it is
more likely than not that the fair value of a reporting unit is less than its carrying amount. If a greater than 50 percent
likelihood exists that the fair value is less than the carrying amount then a two-step goodwill impairment test as
described in Topic 350 must be performed. The guidance provided by this update becomes effective for annual and
interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011. The adoption of this
standard is not expected to have a material impact on the Company’s condensed consolidated financial position and
results of operations.

Page 13
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Recent Accounting Pronouncements Continued

In December 2011, the FASB issued ASU 2011-12, Deferral of the Effective Date for Amendments to the
Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in ASU 2011-05. ASU
2011-12 defers the requirement that companies present reclassification adjustments for each component of
Accumulated Other Comprehensive Income in both net income and Other Comprehensive Income on the face of the
financial statements. All other requirements in ASU No. 2011-05 are not affected by ASU No. 2011-12, including the
requirement to report comprehensive income either in a single continuous financial statement or in two separate but
consecutive financial statements. The guidance provided by this update becomes effective for fiscal years, and interim
periods within those years, beginning after December 15, 2011. The adoption of this standard is not expected to have a
material impact on the Company’s condensed consolidated position and results of operations.

FASB, the Emerging Issues Task Force and the SEC have issued certain other accounting standards, updates, and
regulations as of June 30, 2011 that will become effective in subsequent periods; however, management does not
believe that any of those updates would have significantly affected our financial accounting measures or disclosures
had they been in effect during 2011 or 2010, and it does not believe that any of those pronouncements will have a
significant impact on our condensed consolidated financial statements at the time they become effective.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation. The reclassifcations did
not have any effect on reported consolidated net income for any periods presented.
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 3 - ACCOUNTS, MANAGEMENT & OTHER FEES RECEIVABLE

Receivables, net is comprised of the following at December 31, 2011:

(000’s Omitted)

Allowance
Gross for Net
Receivable doubtful

accounts

Receivables from equipment sales and
service contracts

Receivables from equipment sales and
service contracts — related party

Management and other fees

Receivables

Management and other fees

Receivables from related medical $1,710 $ 403 $1,307

Practices ("PC’s")

$6,610 $1,787  $4,823
$ 60 — $60

$10,593 $6,958  $3,635

The Company's customers are concentrated in the healthcare industry.

The Company's receivables from the related and non-related professional corporations (PC's) substantially consists of

fees outstanding under management agreements. Payment of the outstanding fees is dependent on collection by the
PC's of fees from third party medical reimbursement organizations, principally insurance companies and health
management organizations.
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Payment of the management fee receivables from the PC’s may be impaired by the inability of the PC’s to collect in a
timely manner their medical fees from the third party payors, particularly insurance carriers covering automobile
no-fault and workers compensation claims due to longer payment cycles and rigorous informational requirements and
certain other disallowed claims. Approximately 58% and 32% of the PC's net revenues for the six months ended
December 31, 2011 and 2010, respectively, were derived from no-fault and personal injury protection claims. The
Company considers the aging of its accounts receivable in determining the amount of allowance for doubtful accounts.
The Company generally takes all legally available steps to collect its receivables. Credit losses associated with the
receivables are provided for in the condensed consolidated financial statements and have historically been within
management's expectations.

Page 15
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 3 - ACCOUNTS, MANAGEMENT & OTHER FEES RECEIVABLE (Continued)

Net revenues from management and other fees charged to the related PCs accounted for approximately 16.6% and
14.0% of the consolidated net revenues for the six months ended December 31, 2011 and 2010, respectively.

Tallahassee Magnetic Resonance Imaging, PA, Stand Up MRI of Boca Raton, PA and Stand Up MRI & Diagnostic
Center, PA (all related medical practices) entered in a guaranty for all management fees which were indebted to the
Company. Each entity will jointly and severally guarantee to the Company all payments due to the Company which
have arisen under each individual management agreement.

NOTE 4 - INVENTORIES
Inventories included in the accompanying condensed consolidated balance sheet consist of the following:
(000's omitted)

December June
31, 30,

2011 2011
Purchased parts, components ¢, g0 ¢ g1g
and supplies

Work-in-process 908 582
$3,806 $2,400
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NOTE 5 - COSTS & ESTIMATED EARNINGS ON UNCOMPLETED CONTRACTS

1) Information relating to uncompleted contracts as of December 31, 2011 is as

follows:

(000's omitted)

Costs incurred on uncompleted contracts $3,107

Estimated earnings 1,592

4,699

Less: Billings to date 4,283
$416

Included in the accompanying condensed consolidated balance sheet at December 31, 2011 under the following
captions:

Costs and estimated earnings in excess of billings on

uncompleted contracts $1,152
Less: Billings in excess of costs and estimated earnings 736
on uncompleted contracts
$416

Page 16
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 5 - COSTS & ESTIMATED EARNINGS ON UNCOMPLETED CONTRACTS (Continued)

2) Customer advances consist of the following as of December 31, 2011:

Total Related Other
Party
Total Advances $7,586 $ — $7,586
Less: Advances
on contracts under construction 4,283 — 4,283
$3,303 $ — $3,303

NOTE 6 - STOCKHOLDERS EQUITY

Common Stock

During the six months ended December 31, 2011:

a) The Company issued 20,000 shares of common stock to employees and consultants as compensation valued at
$33,800 under a stock bonus plan.

b) The Company issued 117,800 shares of common stock for costs and expenses of $219,882.
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NOTE 7 - OTHER CURRENT LIABILITIES

Other current liabilities in the accompanying condensed consolidated balance sheet consist of the following:

(000’s omitted)

June

December 31, 30,

2011 2011
Accrued salaries, commissions $567  $839
and payroll taxes
Accrued interest 176 157
Litigation accruals 493 193
Sales tax payable 2,748 2,732
Legal and other professional fees 623 694
Accounting fees 251 435
Insurance premiums 92 22
Interest and penalty - sales tax 2,017 1,923
Penalty - 401k plan (see Note 10) 250 250
Purchase scanners 1,148 105
Rent 283 461
Other 308 425

$8,956 $8,236

Page 17
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 8 - SEGMENT AND RELATED INFORMATION

The Company operates in two industry segments - manufacturing and the servicing of medical equipment and
management of diagnostic imaging centers.

The accounting policies of the segments are the same as those described in the summary of significant accounting
policies as disclosed in the Company’s 10-K as of June 30, 2011. All inter-segment sales are market-based. The
Company evaluates performance based on income or loss from operations.

Summarized financial information concerning the Company's reportable segments is shown in the following table:

(000's omitted)

Management

. of
Med.lcal Diagnostic  Totals
Equipment .

Imaging

Centers
For the three months ended December 31, 2011
Net revenues from external customers $ 4,449 $ 4,879 $9,328
Inter-segment net revenues $ 203 $ — $203
Income from operations $ 791 $ 1,103 $1,894
Depreciation and amortization $ 170 $ 354 $524
Capital expenditures $ 36 $ 264 $300
For the three months ended December 31, 2010
Net revenues from external customers $ 4,496 $ 3,523 $8,019
Inter-segment net revenues $ 225 $ — $225
Income from operations $ 943 $ 500 $1,443
Depreciation and amortization $ 218 $ 375 $593
Capital expenditures $ 97 $ — $97
For the six months ended December 31, 2011
Net revenues from external customers $ 9,158 $ 9,778 $18,936
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Inter-segment net revenues
Income from operations
Depreciation and amortization
Capital expenditures

For the six months ended December 31, 2010
Net revenues from external customers
Inter-segment net revenues

Income from operations

Depreciation and amortization

Capital expenditures

Page 18

$ 405
$ 1,542
$ 345
$ 75

$ 9,900
$ 457
$ 960
$ 412
$ 148

$ —
$ 2,114
$ 704
$ 380

$ 6,804
$ —
$ 918
$ 460
$ —

$405
$3,656
$1,049
$455

$16,704
$457
$1,878
$872
$148
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 9 - SUPPLEMENTAL CASH FLOW INFORMATION

During the six months ended December 31, 2011 and December 31, 2010, the Company paid $76,000 and $146,000
for interest, respectively.

NOTE 10 — COMMITMENTS AND CONTINGENCIES

Litigation

The Company is subject to legal proceedings and claims arising from the ordinary course of its business, including
personal injury, customer contract and employment claims. In the opinion of management, the aggregate liability, if
any, with respect to such actions, will not have a material adverse effect on the consolidated financial position or
results of operations of the Company.

There were no material changes in litigation from that reported in our Form 10-K for the fiscal year ended June 30,
2011. In the Golden Triangle Company v. Fonar Corporation et al case (U.S. District Court for the Eastern District of
New York CV10-2932), the Company made a motion to dismiss the plaintiff’s amended complaint, which was granted,
leaving only the cause of action for breach of contract. The claims against the individual officers and employees were
also dismissed. The Company filed its answer to the complaint, together with a counterclaim alleging the plaintiff, by
attempting to overcharge the end customer, has damaged the Company’s reputation and ability to sell in Kuwait. The
plaintiff, in turn has answered our counterclaim. In the Matt Malek Madison v. Fonar case (U.S. District Court,
Northern District of California), Fonar appealed the judgment against it, but the U.S. Court of Appeals for 9 Circuit
affirmed the judgment of the District Court on January 31, 2012, awarding the plaintiff the $300,000 deposit with
prejudgment interest from July 1, 2006. The $300,000 plus interest of $72,000 has been accrued as of December 31,
2011. Notwithstanding the foregoing, we are planning to ask the Court of Appeals to reconsider its decision in an en
banc (larger panel of judges) proceeding.
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Other Matters

The Company is also delinquent in filing sales tax returns for certain states, for which the Company has transacted
business. As of December 31, 2011, the Company has recorded tax obligations of approximately $2,426,000 plus
interest and penalties of approximately $2,017,000. The Company is in the process of determining the regulatory
requirements in order to become compliant.

The Company has determined they may not be in compliance with the Department of Labor and Internal Revenue
Service regulations concerning the requirements to file Form 5500 to report activity of its 401(k) Employee Benefit
Plan. The filings do not require the Company to pay tax, however they may be subject to penalty for non-compliance.
The Company has recorded provisions for any potential penalties totaling $250,000. The amount was the Company’s
best estimate of potential penalties. Management is unable to determine the outcome of this uncertainty. The
Company has engaged outside counsel to handle such matters to determine the necessary requirements to ensure
compliance. On August 31, 2011, the Company submitted with the Internal Revenue Service a request for a
compliance statement and a determination letter for our 401K plan. On December 9, 2011, the Internal Revenue
Service issued a favorable determination letter on our 401K plan. The Company is still working with outside counsel
to complete and file forms with the US Department of Labor.

Page 19
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 11 - INCOME TAXES

Effective January 1, 2007, the Company adopted the provisions of ASC topic 740 (formerly FASB Interpretation No.
48/FASB Statement No. 109, “Accounting for Uncertainty in Income Taxes”). ASC topic 740 prescribes a recognition
threshold and a measurement attribute for the financial statement recognition and measurement of tax positions taken

or expected to be taken in a corporate tax return. For those benefits to be recognized, a tax position must be
more-likely-than-not to be sustained upon examination by taxing authorities. Differences between tax positions taken

or expected to be taken in a tax return and the benefit recognized and measured pursuant to the interpretation are
referred to as “unrecognized benefits”. A liability is recognized (or amount of net operating loss carryforward or amount
of tax refundable is reduced) for an unrecognized tax benefit because it represents an enterprise’s potential future
obligation to the taxing authority for a tax position that was not recognized as a result of applying the provisions of
ASC topic 740.

In accordance with ASC topic 740, interest costs related to unrecognized tax benefits are required to be calculated (if
applicable) and would be classified as “Interest expense, net”. Penalties if incurred would be recognized as a component
of “Selling, general and administrative” expenses.

The Company files corporate income tax returns in the United States (federal) and in various state and local
jurisdictions. In most instances, the Company is no longer subject to federal, state and local income tax examinations
by tax authorities for years prior to 2006.

The adoption of the provisions of ASC topic 740 did not have a material impact on the Company’s consolidated
financial position and results of operations. Upon the adoption and as of December 31, 2011, no liability for
unrecognized tax benefits was required to be recorded. The Company does not expect its unrecognized tax benefit
position to change during the next 12 months.

The Company recognized a deferred tax asset, net of valuation allowance of $605,460 and a deferred tax liability of
$605,460 as of December 31, 2011, primarily relating to net operating loss carryforwards of approximately
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$164,939,000 available to offset future taxable income through 2029. The net operating losses begin to expire in 2012

for federal and state income tax purposes.

The ultimate realization of deferred tax assets is dependent on the generation of future taxable income during the
periods in which those temporary differences become deductible. The Company considers projected future taxable
income and tax planning strategies in making this assessment. At present, the Company does not have a sufficient
history of income to conclude that it is more-likely-than-not that the Company will be able to realize all of its tax
benefits in the near future and therefore a valuation allowance was established for the full value of the deferred tax
asset.

A valuation allowance will be maintained until sufficient positive evidence exists to support the reversal of any
portion or all of the valuation. Should the Company become profitable in future periods with supportable trends, the
valuation allowance will be reversed accordingly.

Page 20
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FONAR CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

(UNAUDITED)

NOTE 12 — SUBSEQUENT EVENTS

During the period from January 1, 2012 through January 31, 2012, the Company issued 72,700 shares of common
stock for costs and expenses of $129,181 under the 2010 Stock Bonus Plan.

Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

For the six month period ended December 31, 2011, we reported a net income of $3.6 million on revenues of $18.9
million as compared to net income of $1.7 million on revenues of $16.7 million for the six month period ended
December 31, 2010. We recognized an operating income of $3.7 million for the six month period ended December 31,
2011 compared to an operating income of $1.9 million for the six month period ended December 31, 2010. The
principal reason for our increased net income in the first six months of fiscal 2012 as compared to our net income for
the first six months of fiscal 2011, was a significant increase in revenues for management fees coupled with a smaller
increase in costs and expenses.

For the three month period ended December 31, 2011, we reported net income of $1.8 million on revenues of $9.3
million as compared to net income of $1.4 million on revenues of $8.0 million for the three month period ended
December 31, 2010.

Overall, our revenues increased 13.4% from $16.7 million for the first six months of fiscal 2011 to $18.9 million for
the first six months of fiscal 2012. Although revenues from service and repair fees increased 5.8% from $5.5 million
the first six months of fiscal 2011 to $5.8 million the first six months of fiscal 2012, and product sales decreased
23.8%, from $4.4 million for the first six months of 2010 to $3.4 million for the first six months of fiscal 2012,
management fees increased by 43.7% from $6.8 million for the first six months of fiscal 2011 to $9.8 million for the
first six mo