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Cautionary Note Regarding Forward-Looking Statements

This annual report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended and Section 21E of the Securities Exchange Act of 1934, as amended. These statements relate to
future events or our future financial performance, and involve known and unknown risks, uncertainties and other
factors that may cause our actual results, levels of activity, performance or achievements to be materially different
from any future results, levels of activity, performance or achievements expressed or implied by these
forward-looking statements. These risks and other factors include, among other things, those listed in Item 1A, “Risk
Factors,” Item 7 — “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
elsewhere in this annual report. In some cases, you can identify forward-looking statements by terminology such as

“may,” “will,” “should,” “expect,” “intend,” “plan,” “anticipate,” “believe,” “estimate,” “predict,
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potential,” “continue,” ““ass
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negative of these terms or other comparable terminology. The forward-looking statements contained herein reflect our
current views with respect to 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 the Company’s operations, markets, services, prices and other factors. Important factors
that could cause actual results to differ materially from those in the forward-looking statements include, but are not
limited to statements concerning RadNet’s ability to successfully acquire and integrate new operations, to grow our
contract management business, our financial guidance, our statements regarding future cost savings, our statements
regarding increased business from new equipment or operations and our statements regarding our ability to finance
our operations.

We do not undertake any responsibility to release publicly any revisions to these forward-looking statements to take
into account events or circumstances that occur after the date of this annual report. Additionally, we do not undertake
any responsibility to update you on the occurrence of any unanticipated events which may cause actual results to
differ from those expressed or implied by the forward-looking statements contained in this annual report.
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PART I
Item 1. Business
Business Overview

With 180 centers located in California, Delaware, Maryland, New Jersey, Florida, Kansas and New York, we are the
leading national provider of freestanding, fixed-site outpatient diagnostic imaging services in the United States based
on number of locations. Our centers provide physicians with imaging capabilities to facilitate the diagnosis and
treatment of diseases and disorders and may reduce unnecessary invasive procedures, often minimizing 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, a
key point of differentiation from our competitors. 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.

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

We derive substantially all of our revenue, directly or indirectly, from fees charged for the diagnostic imaging services
performed at our facilities. For the year ended December 31, 2009, we performed 3,174,006 diagnostic imaging
procedures and generated net revenue from continuing operations of $524.4 million. Additional information
concerning RadNet, Inc., including our consolidated subsidiaries, for each of the years ended December 31, 2009,
December 31, 2008 and December 31, 2007 is included in the consolidated financial statements and notes thereto in
this Annual Report.

History of our Business

We were originally incorporated in the State of New York in 1985 and have been continuously engaged in the medical
imaging business since that time.
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On November 15, 2006, we completed the acquisition of Radiologix, Inc. Radiologix, a Delaware corporation, then
employing approximately 2,200 people, through its subsidiaries, was a national provider of diagnostic imaging
services through the ownership and operation of freestanding, outpatient diagnostic imaging centers. Radiologix
owned, operated and maintained equipment in 69 locations, with imaging centers in seven states, including primary
operations in the Mid-Atlantic; the Bay-Area, California; the Treasure Coast area, Florida; Northeast Kansas; and the
Finger Lakes (Rochester) and Hudson Valley areas of New York State. Under the terms of the acquisition agreement,
Radiologix stockholders received aggregate consideration of 11,310,950 shares (after giving effect to the one-for-two
reverse stock split effected in November 2006) of our common stock and $42,950,000 in cash. We financed the
transaction and refinanced substantially all of our outstanding debt with a $405 million senior secured credit facility
with GE Commercial Healthcare Financial Services.

Since that time we have continued to develop our medical imaging business through a combination of organic growth
and acquisitions. For a discussion of acquisitions and dispositions of facilities, see “Management’s Discussion and
Analysis and Results of Operations—Facility Acquisitions” below.

On September 3, 2008 we reincorporated from New York into Delaware and have operated as a Delaware corporation
since that time. References to

“RadNet,” “we,” “us,” “our” or the “Company” in this report refer to RadNet, Inc., its subsidiaries and affiliated entities.
See “Management’s Discussion and Analysis and Results of Operations—Overview.”

Company Website

We maintain a website at www.radnet.com. We make available, free of charge, on our website our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those reports as soon
as is reasonably practicable after the material is electronically filed with the Securities and Exchange Commission.
References to our website addressed in this report are provided as a convenience and do not constitute, or should be
viewed as, an incorporation by reference of the information contained on, or available through, the website. Therefore,
such information should not be considered part of this report.

Industry Overview

Diagnostic imaging involves the use of non-invasive procedures to generate representations of internal anatomy and
function that can be recorded on film or digitized for display on a video monitor. Diagnostic imaging procedures
facilitate the early diagnosis and treatment of diseases and disorders and may reduce unnecessary invasive procedures,
often minimizing the cost and amount of care for patients. Diagnostic imaging procedures include MRI, CT, PET,
nuclear medicine, ultrasound, mammography, X-ray and fluoroscopy. We estimate that the national imaging market in
the United States is $100 billion, with projected mid-single digit growth for MRI, CT and PET/CT driven by the aging
of the U.S. population, wider physician and payor acceptance for imaging technologies, and greater consumer and
physician awareness of diagnostic screening capabilities.

While general X-ray remains the most commonly performed diagnostic imaging procedure, the fastest growing and
higher margin procedures are MRI, CT and PET. The rapid growth in PET scans is attributable to the increasing
recognition of the efficacy of PET scans in the diagnosis and monitoring of cancer. The number of MRI and CT scans
continues to grow due to their wider acceptance by physicians and payors, an increasing number of applications for
their use and a general increase in demand due to the aging population in the United States.

Industry Trends
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We believe the diagnostic imaging services industry will continue to grow as a result of a number of factors, including
the following:

Escalating Demand for Healthcare Services from an Aging Population

Persons over the age of 65 comprise one of the fastest growing segments of the population in the United States.
According to the United States Census Bureau, this group is expected to increase as much as 33% from 2010 to 2020.
Because diagnostic imaging use tends to increase as a person ages, we believe the aging population will generate more
demand for diagnostic imaging procedures.

New Effective Applications for Diagnostic Imaging Technology

New technological developments are expected to extend the clinical uses of diagnostic imaging technology and
increase the number of scans performed. Recent technological advancements include:
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o MRI spectroscopy, which can differentiate malignant from benign lesions;
* MRI angiography, which can produce three-dimensional images of body parts and assess the status of blood vessels;

eenhancements in teleradiology systems, which permit the digital transmission of radiological images from one
location to another for interpretation by radiologists at remote locations; and

ethe development of combined PET/CT scanners, which combine the technology from PET and CT to create a
powerful diagnostic imaging system.

Additional improvements in imaging technologies, contrast agents and scan capabilities are leading to new
non-invasive methods of diagnosing blockages in the heart’s vital coronary arteries, liver metastases, pelvic diseases
and vascular abnormalities without exploratory surgery. We believe that the use of the diagnostic capabilities of MRI
and other imaging services will continue to increase because they are cost-effective, time-efficient and non-invasive,
as compared to alternative procedures, including surgery, and that newer technologies and future technological
advancements will further increase the use of imaging services. At the same time, the industry has increasingly used
upgrades to existing equipment to expand applications, extend the useful life of existing equipment, improve image
quality, reduce image acquisition time and increase the volume of scans that can be performed. We believe this trend
toward equipment upgrades rather than equipment replacements will continue, as we do not foresee new imaging
technologies on the near-term horizon that will displace MRI, CT or PET as the principal advanced diagnostic
imaging modalities.

Wider Physician and Payor Acceptance of the Use of Imaging

During the last 30 years, there has been a major effort undertaken by the medical and scientific communities to
develop higher quality, cost-effective diagnostic imaging technologies and to minimize the risks associated with the
application of these technologies. The thrust of product development during this period has largely been to reduce the
hazards associated with conventional x-ray and nuclear medicine techniques and to develop new, harmless imaging
technologies. As a result, the use of advanced diagnostic imaging modalities, such as MRI, CT and PET, which
provide superior image quality compared to other diagnostic imaging technologies, has increased rapidly in recent
years. These advanced modalities allow physicians to diagnose a wide variety of diseases and injuries quickly and
accurately without exploratory surgery or other surgical or invasive procedures, which are usually more expensive,
involve greater risk to patients and result in longer rehabilitation time. Because advanced imaging systems are
increasingly seen as a tool for reducing long-term healthcare costs, they are gaining wider acceptance among payors.

Greater Consumer Awareness of and Demand for Preventive Diagnostic Screening

Diagnostic imaging, such as elective full-body scans, is increasingly being used as a screening tool for preventive care
procedures. Consumer awareness of diagnostic imaging as a less invasive and preventive screening method has added
to the growth in diagnostic imaging procedures. We believe that further technological advancements allowing for
early diagnosis of diseases and disorders using less invasive procedures will create additional demand for diagnostic
imaging.

Diagnostic Imaging Settings

Diagnostic imaging services are typically provided in one of the following settings:

Fixed-site, freestanding outpatient diagnostic facilities
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These facilities range from single-modality to multi-modality facilities and are generally not owned by hospitals or
clinics. These facilities depend upon physician referrals for their patients and generally do not maintain dedicated,
contractual relationships with hospitals or clinics. In fact, these facilities may compete with hospitals or clinics that
have their own imaging systems to provide services to these patients. These facilities bill third-party payors, such as
managed care organizations, insurance companies, Medicare or Medicaid. All of our facilities are in this category.

Hospitals
Many hospitals provide both inpatient and outpatient diagnostic imaging services, typically on site. These inpatient
and outpatient centers are owned and operated by the hospital or clinic, or jointly by both, and are primarily used by

patients of the hospital or clinic. The hospital or clinic bills third-party payors, such as managed care organizations,
insurance companies, Medicare or Medicaid.
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While many hospitals own or lease their own equipment, certain hospitals provide these services by contracting with
providers of mobile imaging equipment. Using specially designed trailers, mobile imaging service providers transport
imaging equipment and provide services to hospitals and clinics on a part-time or full-time basis, thus allowing small
to mid-size hospitals and clinics that do not have the patient demand to justify fixed on-site access to advanced
diagnostic imaging technology. Diagnostic imaging providers contract directly with the hospital or clinic and are
typically reimbursed directly by them.

Diagnostic Imaging Modalities
The principal diagnostic imaging modalities we use at our facilities are:
MRI

MRI has become widely accepted as the standard diagnostic tool for a wide and fast-growing variety of clinical
applications for soft tissue anatomy, such as those found in the brain, spinal cord and interior ligaments of body joints
such as the knee. MRI uses a strong magnetic field in conjunction with low energy electromagnetic waves that are
processed by a computer to produce high-resolution, three-dimensional, cross-sectional images of body tissue,
including the brain, spine, abdomen, heart and extremities. A typical MRI examination takes from 20 to 45 minutes.
MRI systems can have either open or closed designs, routinely have magnetic field strength of 0.2 Tesla to 3.0 Tesla
and are priced in the range of $0.6 million to $2.5 million. As of December 31, 2009, we had 139 MRI systems in
operation.

CT

CT provides higher resolution images than conventional X-rays, but generally not as well defined as those produced
by MRI. CT uses a computer to direct the movement of an X-ray tube to produce multiple cross-sectional images of a
particular organ or area of the body. CT is used to detect tumors and other conditions affecting bones and internal
organs. It is also used to detect the occurrence of strokes, hemorrhages and infections. A typical CT examination takes
from 15 to 45 minutes. CT systems are priced in the range of $0.3 million to $1.2 million. As of December 31, 2009,
we had 79 CT systems in operation.

PET

PET scanning involves the administration of a radiopharmaceutical agent with a positron-emitting isotope and the
measurement of the distribution of that isotope to create images for diagnostic purposes. PET scans provide the
capability to determine how metabolic activity impacts other aspects of physiology in the disease process by
correlating the reading for the PET with other tools such as CT or MRI. PET technology has been found highly
effective and appropriate in certain clinical circumstances for the detection and assessment of tumors throughout the
body, the evaluation of some cardiac conditions and the assessment of epilepsy seizure sites. The information
provided by PET technology often obviates the need to perform further highly invasive or diagnostic surgical
procedures. PET systems are priced in the range of $0.8 million to $2.5 million. In addition, we employ combined
PET/CT systems that blend the PET and CT imaging modalities into one scanner. These combined systems are priced
in the range of $1.1 million to $2.8 million. As of December 31, 2009, we had 32 PET or combination PET/CT
systems in operation.

Nuclear Medicine

Nuclear medicine uses short-lived radioactive isotopes that release small amounts of radiation that can be recorded by
a gamma camera and processed by a computer to produce an image of various anatomical structures or to assess the
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function of various organs such as the heart, kidneys, thyroid and bones. Nuclear medicine is used primarily to study
anatomic and metabolic functions. Nuclear medicine systems are priced in the range of $300,000 to $400,000. As of
December 31, 2009, we had 40 nuclear medicine systems in operation.

X-ray
X-rays use roentgen rays to penetrate the body and record images of organs and structures on film. Digital X-ray
systems add computer image processing capability to traditional X-ray images, which provides faster transmission of

images with a higher resolution and the capability to store images more cost-effectively. X-ray systems are priced in
the range of $95,000 to $440,000. As of December 31, 2009, we had 155 x-ray systems in operation.

4-
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Ultrasound

Ultrasound imaging uses sound waves and their echoes to visualize and locate internal organs. It is particularly useful
in viewing soft tissues that do not X-ray well. Ultrasound is used in pregnancy to avoid X-ray exposure as well as in
gynecological, urologic, vascular, cardiac and breast applications. Ultrasound systems are priced in the range of
$90,000 to $250,000. As of December 31, 2009, we had 253 ultrasound systems in operation.

Mammography

Mammography is a specialized form of radiology using low dosage X-rays to visualize breast tissue and is the primary
screening tool for breast cancer. Mammography procedures and related services assist in the diagnosis of and
treatment planning for breast cancer. Analog mammography systems are priced in the range of $70,000 to $100,000,
and digital mammography systems are priced in the range of $250,000 to $400,000. As of December 31, 2009, we had
122 mammography systems in operation, 113 of which are digital mammography systems. During the last two years
we converted 92 of our analog mammography systems to digital mammography systems.

Fluoroscopy

Fluoroscopy uses ionizing radiation combined with a video viewing system for real time monitoring of organs.
Fluoroscopy systems are priced in the range of $100,000 to $400,000. As of December 31, 2009, we had 86
fluoroscopy systems in operation.

Our Competitive Strengths

Our Position as the Largest Provider of Freestanding, Fixed-site Outpatient Diagnostic Imaging Services in the United
States, Based on Number of Centers and Revenue

As of December 31, 2009, we operated 180 centers in California, Delaware, Maryland, New Jersey, Florida, Kansas
and New York. Our size and scale allow us to achieve operating, sourcing and administrative efficiencies, including
equipment and medical supply sourcing savings and favorable maintenance contracts from equipment manufacturers
and other suppliers. Our specific knowledge of our geographic markets drives strong relationships with key payors,
radiology groups and referring physicians within our markets.

Our Comprehensive "Multi-Modality" Diagnostic Imaging Offering

The vast majority of our centers offer multi-modality procedures, driving strong relationships with referring
physicians and payors in our markets and a diversified revenue base. At each of our multi-modality facilities, we offer
patients and referring physicians one location to serve their needs for multiple procedures. Furthermore, we have
complemented many of our multi-modality sites with single-modality sites to accommodate overflow and to provide a
full range of services within a local area consistent with demand. This prevents multiple patient visits or unnecessary
travel between facilities, thereby increasing patient throughput and decreasing costs and time delays. Our revenue is
generated by a broad mix of modalities. We believe our multi-modality strategy lessens our exposure to
reimbursement changes in any specific modality.

Our Facility Density in Many Highly Populated Areas of the United States
The strategic organization of our diagnostic imaging facilities into regional networks densely concentrated around
major population centers in seven states offers unique benefits to our patients, our referring physicians, our payors and

us. We are able to increase the convenience of our services to patients by implementing scheduling systems within
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geographic regions, where practical. For example, many of our diagnostic imaging facilities within a particular region
can access the patient appointment calendars of other facilities within the same regional network to efficiently allocate
time available and to meet a patient's appointment, date, time or location preferences. The grouping of our facilities
within regional networks enables us to easily move technologists and other personnel, as well as equipment, from
under-utilized to over-utilized facilities on an as-needed basis, and drive referrals. Our organization of referral
networks results in increased patient throughput, greater operating efficiencies and better equipment utilization rates
and improved response time for our patients. We believe our networks of facilities and tailored service offerings for
geographic areas drives local physician referrals, makes us an attractive candidate for selection as a preferred provider
by third-party payors, creates economies of scale and provides barriers to entry by competitors in our markets.

5.
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Our Strong Relationships with Payors and Diversified Payor Mix

Our revenue is derived from a diverse mix of payors, including private payors, managed care capitated payors and
government payors, which should mitigate 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 and recurring stream of revenue.
We believe that third-party payors representing large groups of patients often prefer to enter into managed care
contracts with providers that offer a broad array of diagnostic imaging services at convenient locations throughout a
geographic area. As of December 31, 2009, we received approximately 56% of our payments from commercial
insurance payors, 15% from managed care capitated payors, 20% from Medicare and 3% from Medicaid. With the
exception of Blue Cross/Blue Shield, which are managed by different entities in each of the states in which we
operate, and Medicare, no single payor accounted for more than 5% of our net revenue for the twelve months ended
December 31, 2009.

Our Strong Relationships with Experienced and Highly Regarded Radiologists

Our contracted radiologists have outstanding credentials, strong relationships with referring physicians, and a broad
mix of sub-specialties. The collective experience and expertise of these radiologists translates into more accurate and
efficient service to patients. Our close relationship with Dr. Berger, our President and Chief Executive Officer, and
BRMG in California and our long-term arrangements with radiologists outside of California enable us to better ensure
that medical service provided at our facilities is consistent with the needs and expectations of our referring physicians,
patients and payors.

Our Experienced and Committed Management Team

Our senior management group has more than 100 years of combined healthcare management experience. Our
executive management team has created our differentiated approach based on their comprehensive understanding of
the diagnostic imaging industry and the dynamics of our regional markets. We have a track record of successful
acquisitions and integration of acquired businesses into RadNet, and have managed the business through a variety of
economic and reimbursement cycles. Our management beneficially owns approximately 29% of our common stock.

Our Technologically Advanced Imaging Systems

We have invested significant capital in our imaging systems over the last three years. Our state-of-the-art imaging
systems can perform high quality scans more rapidly and can be used for a wider variety of imaging applications than
less advanced systems. While general X-ray remains the most commonly performed diagnostic imaging procedure,
the fastest growing and higher margin procedures are MRI, CT and PET. Because technological change in diagnostic
imaging is gradual, most of our systems can be upgraded with software or hardware enhancements, which should
allow us to continue to provide advanced technology without significant capital expenditure to replace an entire
system. In recent years, we have made significant investments in upgrading our facilities to 100% digital imaging
technology, inclusive of x-ray and mammography, and believe our advanced imaging systems will drive increased
applications and higher patient through-put.

Business Strategy

Maximize Performance at Our Existing Facilities
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We intend to enhance our operations and increase scan volume and revenue at our existing facilities by expanding
physician relationships and increasing the procedure offerings.

-6-
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Focus on Profitable Contracting

We regularly evaluate our contracts with third-party payors, industry vendors and radiology groups, as well as our
equipment and real property leases, to determine how we may improve the terms to increase our revenues and reduce
our expenses. Because many of our contracts with third party payors are short-term in nature, we can regularly
renegotiate these contracts, if necessary. We believe our position as a leading provider of diagnostic imaging services
and our long-term relationships with physician groups in our markets enable us to obtain more favorable contract
terms than would be available to smaller or less experienced imaging services providers.

Expand MRI, CT and PET Applications

We intend to continue to use expanding MRI, CT and PET applications as they become commercially available. Most
of these applications can be performed by our existing MRI, CT and PET systems with upgrades to software and
hardware, thereby minimizing capital expenditure requirements. We intend to introduce applications that will decrease
scan and image-reading time to increase our productivity.

Optimize Operating Efficiencies

We intend to maximize our equipment utilization by adding, upgrading and re-deploying equipment where we
experience excess demand. We will continue to trim excess operating and general and administrative costs where it is
feasible to do so, including consolidating, divesting or closing under-performing facilities to reduce operating costs
and improve operating income. We also may continue to use, where appropriate, highly trained radiology physician
assistants to perform, under appropriate supervision of radiologists, basic services traditionally performed by
radiologists. We will continue to upgrade our advanced information technology system to create cost reductions for
our facilities in areas such as image storage, support personnel and financial management.

Expand Our Networks

We intend to continue to expand the number of our facilities through new developments and targeted acquisitions,
using a disciplined approach for evaluating and entering new areas, including consideration of whether we have
adequate financial resources to expand. Our current plans are to strengthen our market presence in geographic areas
where we currently have existing operations and to expand into neighboring and other areas which we determine to be
appropriate. We perform extensive due diligence before developing a new facility or acquiring an existing facility,
including surveying local referral sources and radiologists, as well as examining the demographics, reimbursement
environment, competitive landscape and intrinsic demand of the geographic market. We generally will only enter new
markets where:

o there is sufficient patient demand for outpatient diagnostic imaging services;
. we believe we can gain significant market share;
. we can build key referral relationships or we have already established such relationships; and
o payors are receptive to our entry into the market.

Our Services

We offer a comprehensive set of imaging services including MRI, CT, PET, nuclear medicine, X-ray, ultrasound,
mammography, fluoroscopy and other related procedures. In our centers we focus on providing standardized high
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quality imaging services, regardless of location, to ensure patients, physicians and payors consistency in service and
quality. To ensure the high quality of our services, we monitor patient satisfaction, timeliness of services to patients
and reports to physicians. Based on our conversations with payors, in our experience, our fees are generally lower than
hospital fees for the services we provide.
The key features of our services include:
° patient-friendly, non-clinical environments;
o a 24-hour turnaround on routine examinations;

o interpretations within one to two hours, if needed;

. flexible patient scheduling, including same-day appointments;
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o extended operating hours, including weekends;
o reports delivered by courier, facsimile or email;
o availability of second opinions and consultations;
o availability of sub-specialty interpretations at no additional charge; and
. standardized fee schedules by region.

Radiology Professionals

In the states in which we provide services (except Florida), a lay person or any entity other than a professional
corporation or similar professional organization is not allowed to practice medicine, including by employing
professional persons or by having any ownership interest or profit participation in or control over any medical
professional practice. This doctrine is commonly referred to as the prohibition on the “corporate practice” of medicine.
In order to comply with this prohibition, we contract with radiologists to provide professional medical services in our
facilities, including the supervision and interpretation of diagnostic imaging procedures. The radiology practice
maintains full control over the physicians it employs. Pursuant to each management contract, we make available the
imaging facility and all of the furniture and medical equip
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