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PART 1 - FINANCIAL INFORMATION
RADNET, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS EXCEPT SHARE DATA)

March 31, December
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2008 2007
(unaudited)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ - $
Restricted cash 8,046
Accounts receivable, net 96,963 87,
Refundable income taxes 103
Prepaid expenses and other current assets 11,356 10,
Total current assets 116,468 97,
PROPERTY AND EQUIPMENT, NET 194,599 164,
OTHER ASSETS
Goodwill 94,040 84,
Other intangible assets 59,064 58,
Deferred financing costs, net 12,825 9,
Investment in Jjoint ventures 16,011 15,
Deposits and other 4,916 4,
Total other assets 186,856 171,
Total assets S 497,923 S 433,
LIABILITIES AND STOCKHOLDERS' DEFICIT
CURRENT LIABILITIES
Accounts payable and accrued expenses S 73,684 S 59,
Due to affiliates 809 1,
Notes payable 4,802 3,
Current portion of deferred rent 195
Obligations under capital leases 11,780 9,
Total current liabilities 91,270 74,
LONG-TERM LIABILITIES
Line of credit 12,379 4,
Deferred rent, net of current portion 4,684 4,
Deferred taxes 277
Notes payable, net of current portion 420,050 382,
Obligations under capital lease, net of current portion 27,268 22,
Other non-current liabilities 20,357 15,
Total long-term liabilities 485,015 428,
COMMITMENTS AND CONTINGENCIES
MINORITY INTERESTS 220
STOCKHOLDERS' DEFICIT
Common stock - $.0001 par value, 200,000,000 shares authorized;
35,667,891 and 35,239,558 shares issued and outstanding at
March 31, 2008 and December 31, 2007, respectively 4
Paid-in-capital 150, 346 149,
Accumulated other comprehensive loss (8,571) (4,
Accumulated deficit (220, 361) (214,
Total stockholders' deficit (78,582) (69,
Total liabilities and stockholders' deficit S 497,923 S 433,

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

(unaudited)

NET REVENUE

OPERATING EXPENSES
Operating expenses
Depreciation and amortization
Provision for bad debts
Loss on sale of equipment
Severance costs

Total operating expenses

INCOME FROM OPERATIONS

OTHER EXPENSES (INCOME)
Interest expense
Other income

Total other expense

LOSS BEFORE INCOME TAXES, MINORITY
INTERESTS AND EARNINGS FROM
JOINT VENTURES
Provision for income taxes
Minority interest in income of subsidiaries
Equity in earnings of joint ventures

NET LOSS

BASIC AND DILUTED NET LOSS PER SHARE

WEIGHTED AVERAGE SHARES OUTSTANDING
Basic and diluted

Three Months Ended

March 31,
2008 2007
S 114,698 $ 105,815
88,966 82,405
12,469 10,910
6,487 7,553
8 J—
31 538
107,961 101,406
6,737 4,409
13,588 10,837
(32) -=
13,556 10,837
(6,819) (6,428)
(123) (16)
(24) (115)
1,491 995
$ (5,475) $ (5,564)
$ (0.15) $ (0.16)
35,561,041 34,386,915

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

RADNET,

INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIT

THREE MONTHS ENDED MARCH 31,

2008

(unaudited)
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(IN THOUSANDS EXCEPT SHARE DATA)

Accu
Common Stock C
—————————————————————————— Paid-in Accumulated Comg
Shares Amount Capital Deficit
BALANCE - DECEMBER 31, 2007 35,239,558 $ 4 $ 149,631 $ (214,886) S
Issuance of common stock upon
exercise of options/warrants 428,333 261 -
Share-based compensation - 454 -
Change in fair value of - -
cash flow hedge - - - -
Net loss —— —— —— (5,475)
Comprehensive loss

BALANCE - MARCH 31, 2008 35,667,891 $ 4 $ 150, 346 $ (220,361) $

The accompanying notes are an integral part of these financial statements

RADNET, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (IN THOUSANDS)

(unaudited)
Three Months Ended
March 31,
2008 200
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (5,475) $ (
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Depreciation and amortization 12,469 1
Provision for bad debts 6,487
Minority interest in income of subsidiaries 24
Distributions to minority interests (10)
Equity in earnings of joint ventures (1,491)
Distributions from joint ventures 844
Deferred rent amortization 290
Amortization of deferred financing costs 531
Net loss on disposal of assets 8
Share-based compensation 454
Changes in operating assets and liabilities, net of assets
acquired and liabilities assumed in purchase transactions:
Accounts receivable (14,182) (1
Other current assets (1,027) (
Other assets (573)
Accounts payable and accrued expenses (1,042)
Net cash provided by (used in) operating activities (2,693)

CASH FLOWS FROM INVESTING ACTIVITIES
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Purchase of imaging facilities (15,028)
Purchase of property and equipment (9,743)
Purchase of Radiologix, net of cash acquired -
Purchase of equity interest in joint ventures (328)
Proceeds from sale of equipment 228

Purchase of covenant not to compete contract -
Payments collected on notes receivable -

Net cash used in investing activities (24,871)

CASH FLOWS FROM FINANCING ACTIVITIES
Cash disbursements in transit -

Change in restricted cash (8,046)

Principal payments on notes and leases payable (4,410) (

Proceeds from borrowings on credit facility 35,000

Net proceeds from borrowings on notes and revolving credit facility 8,936

Deferred financing costs (4,195)

Payments on line of credit -

Proceeds from issuance of common stock 261

Net cash provided by (used in) financing activities 27,546 (

NET DECREASE IN CASH (18) (
CASH, beginning of period 18
CASH, end of period $ - $
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during the period for interest S 11,446 S

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

RADNET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED) (CONTINUED)

SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND FINANCING ACTIVITIES

We entered into capital leases for approximately $12.1 million and $4.2
million, excluding capital leases assumed in acquisitions, for the three months
ended March 31, 2008 and 2007, respectively. We also acquired capital equipment
for approximately $13.2 million during the three months ended March 31, 2008
that we had not paid for as of March 31, 2008. The offsetting amount due is
recorded in our consolidated balance sheet under Accounts Payable and Accrued
Expenses.

Detail of non-cash investing and financing activity related to
acquisitions can be found in Note 2.
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RADNET, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - NATURE OF BUSINESS

RadNet, Inc. or RadNet (formerly Primedex Health Systems, Inc.) ("we" or
the "Company") was incorporated on October 21, 1985. We operate a group of
regional networks comprised of 155 diagnostic imaging facilities located in
seven states with operations primarily in California, the Mid-Atlantic, the
Treasure Coast area of Florida, Kansas and the Finger Lakes (Rochester) and
Hudson Valley areas of New York, providing diagnostic imaging services including
magnetic resonance imaging (MRI), computed tomography (CT), positron emission
tomography (PET), nuclear medicine, mammography, ultrasound, diagnostic
radiology, or X-ray, and fluoroscopy. The Company's operations comprise a single
segment for financial reporting purposes.

The results of operations of Radiologix and its wholly-owned subsidiaries
have been included in the consolidated financial statements from November 15,
2006, the date of the Company's acquisition of Radiologix. The consolidated

financial statements also include the accounts of RadNet Management, Inc., or
RadNet Management, and Beverly Radiology Medical Group III (BRMG), which is a
professional partnership, all collectively referred to as "us" or "we". The

consolidated financial statements also include RadNet Sub, Inc., RadNet
Management I, Inc., RadNet Management II, Inc., SoCal MR Site Management, Inc.,
Radiologix, Inc., Delaware Imaging Partners, Inc. and Diagnostic Imaging
Services, Inc. (DIS), all wholly owned subsidiaries of RadNet Management.

Howard G. Berger, M.D. is our President and Chief Executive Officer, a
member of our Board of Directors and owns approximately 16% of our outstanding
common stock. Dr. Berger also owns, indirectly, 99% of the equity interests in
BRMG. BRMG provides all of the professional medical services at 80 of our
facilities located in California under a management agreement with us, and
contracts with various other independent physicians and physician groups to
provide the professional medical services at most of our other California
facilities. We generally obtain professional medical services from BRMG in
California, rather than provide such services directly or through subsidiaries,
in order to comply with California's prohibition against the corporate practice
of medicine. However, as a result of our close relationship with Dr. Berger and
BRMG, we believe that we are able to better ensure that medical service is
provided at our California facilities in a manner consistent with our needs and
expectations and those of our referring physicians, patients and payors than if
we obtained these services from unaffiliated physician groups. At 13 centers in
California and at all of the centers which are located outside of California, we
have entered into long-term contracts with prominent radiology groups in the
area to provide physician services at those facilities. The operations of BRMG
are consolidated with the Company as a result of the contractual and operational
relationship among BRMG, Dr. Berger, and us. We are considered to have a
controlling financial interest in BRMG pursuant to the guidance in Emerging
Issues Task Force Issue 97-2 (EITF 97-2). BRMG is a partnership of Pronet
Imaging Medical Group, Inc. and Beverly Radiology Medical Group, both of which
are 99%-owned by Dr. Berger. RadNet provides non-medical, technical and
administrative services to BRMG for which it receives a management fee.

Outside of California (and in 13 of our California facilities) we contract
with third party radiology practices to 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 radiological services. The contracted radiology
practices generally have: outstanding physician and practice credentials and
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reputations; strong competitive market positions; a broad sub-specialty mix of
physicians; a history of growth and potential for continued growth. In these
facilities we enter into long-term agreements with radiology practice groups
(typically 40 years). Under these arrangements, in addition to obtaining
technical fees for the use of our diagnostic imaging equipment and the provision
of technical services, we provide management services and receive a fee based on
the practice group's professional revenue, including revenue derived outside of
our diagnostic imaging centers. We own the diagnostic imaging equipment and,
therefore, receive 100% of the technical reimbursements associated with imaging
procedures. The radiology practice groups retain the professional reimbursements
associated with imaging procedures after deducting management service fees. Our
management service fees are included in net revenue in the consolidated
statement of operations and totaled $8.3 million and $7.9 million for the three
months ended March 31 2008 and 2007, respectively. We have no financial
controlling interest in the contracted radiology practices, as defined in EITF
97-2; accordingly, we do not consolidate the financial statements of those
practices in our consolidated financial statements.

The accompanying unaudited consolidated financial statements have been
prepared in accordance with the instructions to Form 10-Q and Rule 10-01 of
Regulation S-X and, therefore, do not include all information and footnotes
necessary for a fair presentation of financial position, results of operations
and cash flows in conformity with U.S. generally accepted accounting principles
complete financial statements; however, in the opinion of our management, all
adjustments consisting of normal recurring adjustments necessary for a fair
presentation of financial position, results of operations and cash flows for the
interim periods ended March 31, 2008 and 2007 have been made. The results of
operations for any interim period are not necessarily indicative of the results
for a full year. These interim 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, 2007.

LIQUIDITY AND CAPITAL RESOURCES

We had a working capital balance of $25.2 million and $23.2 million at
March 31, 2008, and December 31, 2007, respectively. We had net losses of $5.5
million and $5.6 million for the three months ended March 31, 2008 and 2007,
respectively. We also had a stockholders' deficit of $78.6 million and $69.8
million at March 31, 2008 and December 31, 2007, respectively.

We operate in a capital intensive, high fixed-cost industry that requires
significant amounts of capital to fund operations. In addition to operations, we
require a significant amount of capital for the initial start-up and development
expense of new diagnostic imaging facilities, the acquisition of additional
facilities and new diagnostic imaging equipment, and to service our existing
debt and contractual obligations. Because our cash flows from operations have
been insufficient to fund all of these capital requirements, we have depended on
the availability of financing under credit arrangements with third parties.

Our business strategy with regard to operations focuses on the following:

Maximizing performance at our existing facilities;
Focusing on profitable contracting;

Expanding MRI, CT and PET applications;

Optimizing operating efficiencies; and

Expanding our networks.

O O O O O

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

On February 22, 2008, we secured a second incremental $35 million ("Second
Incremental Facility") of capacity as part of our existing credit facilities
with GE Commercial Finance Healthcare Financial Services. The Second Incremental
Facility consists of an additional $35 million as part of our second lien term
loan and the first lien term loan or revolving credit facility may be increased
by up to an additional $40 million sometime in the future. As part of the
transaction, partly due to the drop in LIBOR of over 2.00% since the credit
facilities were established in November 2006, we increased the Applicable LIBOR
Margin to 4.25% for the revolving credit facility and the term loan to 9% from
6% for the second lien term loan. The additions to our existing credit
facilities are intended to provide capital for near-term opportunities and
future expansion.

NOTE 2 - FACILITY ACQUISITIONS AND DIVESTITURES

On February 1, 2008, we acquired the net assets and business of The
Rolling Oaks Imaging Group, located in Westlake and Thousand Oaks, California,
for $6.0 million in cash and the assumption of capital leases of $2.7 million.
The practice consists of two centers, one of which is a dedicated women's
center. The centers are multimodality and include a combination of MRI, CT,
PET/CT, mammography, ultrasound and x-ray. The centers are positioned in the
community as high-end, high-quality imaging facilities that employ
state-of-the-art technology, including 3 Tesla MRI and 64 slice CT units. The
facilities have been fixtures in the Westlake/Thousand Oaks market since 2003.
We have made a preliminary purchase price allocation of the acquired assets and
liabilities, and approximately $6.7 million of goodwill was recorded with
respect to this transaction.

On March 12, 2008, we acquired the net assets and business of Papastavros
Associates Medical Imaging for $9.0 million in cash and the assumption of
capital leases of $337,000. Founded in 1958, Papastavros Associates Medical
Imaging is one of the largest and most established outpatient imaging practices
in Delaware. The 12 Papastavros centers offer a combination of MRI, CT, PET,
nuclear medicine, mammography, bone densitometry, fluoroscopy, ultrasound and
X-ray. We have made a preliminary purchase price allocation of the acquired
assets and liabilities, and approximately $3.2 million of goodwill, and $1.2
million for covenants not to compete, was recorded with respect to this
transaction.

NOTE 3 - LOSS PER SHARE

Loss per share is based upon the weighted average number of shares of
common stock and common stock equivalents outstanding, as follows (in thousands
except share and per share data):

Three Months Ended
March 31,
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(unaudited)

Net loss $ (5,475) $ (5,564)
BASIC LOSS PER SHARE
Weighted average number of common shares

outstanding during the period 35,561,041 34,386,915
Basic loss per share $ (0.15) S (0.16)
DILUTED LOSS PER SHARE
Weighted average number of common shares

outstanding during the period 35,561,041 34,386,915
Add additional shares issuable upon

exercise of stock options and warrants - -
Weighted average number of common shares

used in calculating diluted earnings per share 35,561,041 34,386,915
Diluted loss per share $ (0.15) $ (0.16)

For the three months ended March 31, 2008 and 2007, we excluded all
options and warrants in the calculation of diluted loss per share because their
effect is antidilutive.

NOTE 4 - INVESTMENT IN JOINT VENTURES

We have nine unconsolidated joint ventures with ownership interests
ranging from 22% to 50%. These joint ventures represent partnerships with
hospitals, health systems or radiology practices and were formed for the purpose
of owning and operating diagnostic imaging centers. Professional services at the
joint venture diagnostic imaging centers are performed by contracted radiology
practices or a radiology practice that participates in the joint wventure. Our
investment in these joint ventures is accounted for under the equity method.
Investment in joint ventures increased $1.0 million to $16.0 million at March
31, 2008 compared to $15.0 million at December 31, 2007. This increase is
primarily related to our purchase of an additional $328,000 of share holdings in
joint ventures that were existing as of December 31, 2007 as well as our equity
earnings of $1.5 million for the three months ended March 31, 2008, offset by
$844,000 of distributions received during the period.

Total assets at March 31, 2008 include notes receivable from certain
unconsolidated Jjoint ventures aggregating $254,000. Interest income related to
these notes receivable was approximately $5,000 and $17,000 for the three months
ended March 31, 2008 and 2007, respectively. We also received management service
fees from the centers underlying these joint ventures of $1.8 million and $1.0
million for the three months ended March 31, 2008 and 2007, respectively.

10
The following table is a summary of key financial data for these joint

ventures as of and for the three months ended March 31, 2008 and 2007 (in
thousands) :

March 31,
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Balance Sheet Data: 2008 2007
Current assets $ 17,322 $ 16
Noncurrent assets 24,826 12
Current liabilities (5,342) (3
Noncurrent liabilities (9,397)
Total net assets $ 27,409 $ 25
Book value of Radnet joint venture interests $ 12,831 $ 9
Cost in excess of book value of acquired joint venture interests 3,180
Total value of Radnet joint venture interests $ 16,011 S 9
Total book value of other joint venture partner interests $ 14,578 S 15
Statement of Operations Data:
Net revenue $ 19,507 $ 14
Net income S 3,831 S 3

NOTE 5 - SHARE BASED COMPENSATION

We have three long-term incentive plans. The 1992 plan has not issued
options since the inception of the 2000 plan and the 2000 plan has not issued
options since the adoption of the 2006 plan. The 2006 plan reserves 2,500,000
shares of common stock. Options granted under the plan are intended to qualify
as incentive stock options under existing tax regulations. In addition, we have
issued non-qualified stock options and warrants from time to time in connection
with acquisitions and for other purposes and have also issued stock under the
plans. Employee stock options and warrants generally vest over three to five
years and expire five to ten years from date of grant.

As of March 31, 2008, 345,250, or approximately 28.3%, of all the
outstanding stock options and warrants are fully vested. During the three months
ended March 31, 2008, we granted options and warrants to acquire 120,000 shares
of common stock.

We have issued warrants outside the 2006 plan under various types of
arrangements to employees, in conjunction with debt financing and in exchange
for outside services. All warrants outside the plan are issued with an exercise
price equal to the fair market value of the underlying common stock on the date
of issuance. The warrants expire from five to seven years from the date of
grant. Vesting terms are determined by the board of directors or the
compensation committee of the board of directors at the date of issuance.

As of March 31, 2008, 2,817,904, or approximately 79.5%, of all the
outstanding warrants outside the 2006 plan are fully vested. During the three
months ended March 31, 2008, we did not grant any warrants outside the 2006
plan.

The compensation expense recognized for all equity-based awards is net of
estimated forfeitures and is recognized over the awards' service period. In
accordance with Staff Accounting Bulletin ("SAB") No. 107, we classified
equity-based compensation in operating expenses with the same line item as the
majority of the cash compensation paid to employees.

The following tables illustrate the impact of equity-based compensation on

11
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(in thousands except per share data):

Income from operations

Loss before income tax

Net loss

Net basic and diluted loss per share

For the Three Months Ended March 31,

Impact of Equity-Based

Impact of Equity-Based

Compensation Compensation
As Reported Compensation As Reported Compensation
$ 6,737 S (454) $ 4,409 $ (2,220)
$ (5,352) $ (454) $ (5,548) $ (2,220)
$ (5,475) $ (454) $ (5,564) $ (2,220)
$ (0.15) $ (0.01) $ (0.16) $ (0.06)
11

The following summarizes all of our option and warrant activity for the

three months ended March 31, 2008:

Outstanding Options and Warrants
Under the 2006 Plan

Balance, December 31, 2007
Granted

Exercised

Canceled or expired

Balance, March 31, 2008

Exercisable at March 31, 2008

Non-Plan
Outstanding Warrants

Balance, December 31, 2006
Granted

Exercised

Canceled or expired

Balance, March 31, 2008

Exercisable at March 31, 2008

Shares

1,165,250
120,000
(50,000)
(15,000)

Shares

3,996,667

(378,333)
(73,763)

Weighted Av

Weighted Average Remainin
Exercise Price Contractual
Per Common Share (in vyea

$ 5.74

7.78

1.44

9.50
$ 6.07 5.48
$ 3.96 1.08

Weighted A

Weighted Average Remaini
Exercise Price Contractua
Per Common Share (in vyea
$ 1.85
1.07
1.85
$ 1.93 3.53
S 1.29 2.77

The aggregate intrinsic value in the table above represents the difference

between our closing stock price on March 31,

2008 and the exercise price,

multiplied by the number of in-the-money options and warrants on March 31, 2008.
Total intrinsic value of options and warrants exercised during the three months
ended March 31, 2008 was approximately $3.2 million. As of March 31, 2008, total
unrecognized share-based compensation expense related to non-vested employee

12
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awards was approximately $5.6 million, which is expected to be recognized over a
weighted average period of approximately 4.0 years.

The fair value of each option/warrant granted is estimated on the grant
date using the Black-Scholes option pricing model which takes into account as of
the grant date the exercise price and expected life of the option/warrant, the
current price of the underlying stock and its expected volatility, expected
dividends on the stock and the risk-free interest rate for the term of the
option/warrant.

The following is the weighted average data used to calculate the fair

value:
Risk-free Expected Expected Expected
Interest Rate Life Volatility Dividends
March 31, 2008 2.52% 4.2 years 86.17% -
March 31, 2007 4.66% 3.8 years 94.36% -

We have determined the expected term assumption under the "Simplified
Method" as defined in SAB 107, as amended by SAB 110. The expected stock price
volatility is based on the historical volatility of our stock. The risk-free
interest rate is based on the U.S. Treasury yield in effect at the time of grant
with an equivalent remaining term. We have not paid dividends in the past and do
not currently plan to pay any dividends in the near future.

The weighted-average grant date fair value of stock options and warrants
granted during the three months ended March 31, 2008 and 2007 was $4.95 and
$3.19, respectively.

12

NOTE 6 - FAIR VALUE MEASUREMENTS

In September 2006, the FASB issued SFAS 157, FAIR VALUE MEASUREMENTS. SFAS
157 defines fair value, establishes a framework for measuring fair value in
accordance with accounting principles generally accepted in the United States,
and expands disclosures about fair value measurements. We have adopted the
provisions of SFAS 157 as of January 1, 2008 for financial instruments. Although
the adoption of SFAS 157 did not materially impact our financial position,
results of operations, or cash flow, we are now required to provide additional
disclosures as part of our financial statements.

SFAS 157 establishes a three-tier fair value hierarchy, which prioritizes
the inputs used in measuring fair value. These tiers are: Level 1, defined as
observable inputs such as quoted prices in active markets; Level 2, defined as
inputs other than quoted prices in active markets that are either directly or
indirectly observable; and Level 3, defined as unobservable inputs in which
little or no market data exists, therefore requiring an entity to develop its
own assumptions.

The Company maintains interest rate swaps which are required to be
recorded at fair value on a recurring basis. At March, 31, 2008 the fair value
of these swaps of $11.1 million was determined using Level 2 inputs and is
included in other non-current liabilities.

NOTE 7 - SUBSEQUENT EVENTS

On April 15, 2008, we completed our purchase of the assets of five of six
previously announced Los Angeles area imaging centers from InSight Health Corp.

13
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The completion of our purchase of the sixth center, in Van Nuys, California, is
pending third-party approvals. The centers we acquired include the former
InSight centers in Simi Valley, Thousand Oaks, Westlake, Encino, and Valencia.
The centers provide a combination of imaging modalities, including MRI, CT,
X-ray, Ultrasound and Mammography. The cash purchase price was funded by a
portion of the recently completed incremental term loan provided by GE
Healthcare Financial Services. The operations of the five centers historically
have produced approximately $7 million in annual revenue.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains "forward-looking statements"
within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. These
forward-looking statements reflect, among other things, management's current
expectations and anticipated results of operations, all of which are subject to
known and unknown risks, uncertainties and other factors that may cause our
actual results, performance or achievements, or industry results, to differ
materially from those expressed or implied by such forward-looking statements.
Therefore, any statements contained herein that are not statements of historical
fact may be forward-looking statements and should be evaluated as such. Without
limiting the foregoing, the words "believes," "anticipates," "plans," "intends,"
"will," "expects," "should" and similar words and expressions are intended to
identify forward-looking statements. Except as required under the federal
securities laws or by the rules and regulations of the SEC, we assume no
obligation to update any such forward-looking information to reflect actual
results or changes in the factors affecting such forward-looking information.

The factors included in "Risks Relating to Our Business," in our Annual Report
on Form 10-K for the fiscal year ended December 31, 2007, as amended or
supplemented by the information if any, in Part II - Item 1A below, among

others, could cause our actual results to differ materially from those expressed
in, or implied by, the forward-looking statements.

The Company intends that all forward-looking statements made will be
subject to the safe harbor protection of the federal securities laws pursuant to
Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. Forward-looking statements are based upon, among other
things, the Company's assumptions with respect to:

future revenues;

expected performance and cash flows;

changes in regulations affecting the Company;
changes in third-party reimbursement rates;

the outcome of litigation;

the availability of radiologists at BRMG and our other contracted
radiology practices;

competition;

acquisitions and divestitures of businesses;
joint ventures and other business arrangements;
access to capital and the terms relating thereto;
technological changes in our industry;

successful execution of internal plans;
compliance with our debt covenants; and
anticipated costs of capital investments.
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forward-looking statements and not unduly rely on the accuracy of predictions
contained in such forward-looking statements. As noted above, these
forward-looking statements speak only as of the date when they are made. The
Company does not undertake any obligation to update forward-looking statements
to reflect events, circumstances, changes in expectations, or the occurrence of
unanticipated events after the date of those statements. Moreover, in the
future, the Company, through senior management, may make forward-looking
statements that involve the risk factors and other matters described in this
Form 10-Q as well as other risk factors subsequently identified, including,
among others, those identified in the Company's filings with the Securities and
Exchange Commission on Form 10-K, Form 10-Q and Form 8-K.

OVERVIEW

The following discussion should be read along with the unaudited
consolidated condensed financial statements included in this Form 10-Q, as well
as the Company's 2007 Annual Report on Form 10-K filed with the Securities and
Exchange Commission, which provides a more thorough discussion of the Company's
services, industry outlook, and business trends.

We operate a group of regional networks comprised of 155 diagnostic
imaging facilities located in seven states with operations primarily in
California, the Mid-Atlantic, the Treasure Coast area of Florida, Kansas and the
Finger Lakes (Rochester) and Hudson Valley areas of New York, providing
diagnostic imaging services including magnetic resonance imaging (MRI), computed
tomography (CT), positron emission tomography (PET), nuclear medicine,
mammography, ultrasound, diagnostic radiology, or X-ray, and fluoroscopy. The
Company's operations comprise a single segment for financial reporting purposes.

The results of operations of Radiologix and its wholly-owned subsidiaries
have been included in the consolidated financial statements from the date of
acquisition, November 15, 2006. The consolidated financial statements also
include the accounts of Radnet Management, Inc., or RadNet Management, and
Beverly Radiology Medical Group III (BRMG), which is a professional partnership,
all collectively referred to as "us" or "we". The consolidated financial
statements also include Radnet Sub, Inc., Radnet Management I, Inc., Radnet
Management II, Inc., SoCal MR Site Management, Inc., Diagnostic Imaging
Services, Inc. (DIS), Delaware Imaging Partners, Inc. and Radiologix, Inc., all
wholly owned subsidiaries of RadNet Management.

Howard G. Berger, M.D. is our President and Chief Executive Officer, a
member of our Board of Directors and owns approximately 16% of our outstanding
common stock. Dr. Berger also owns, indirectly, 99% of the equity interests in
BRMG. BRMG provides all of the professional medical services at 77 of our
facilities located in California under a management agreement with us, and
contracts with various other independent physicians and physician groups to
provide the professional medical services at most of our other California
facilities. We 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. At 13 centers in California
and at all of the centers which are located outside of California, we have
entered into long-term contracts with prominent radiology groups in the area to
provide physician services at those facilities. The operations of BRMG are
consolidated with us as a result of the contractual and operational relationship
among BRMG, Dr. Berger, and us. We are considered to have a controlling
financial interest in BRMG pursuant to the guidance in Emerging Issues Task
Force Issue 97-2 (EITF 97-2). BRMG is a partnership of Pronet Imaging Medical
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Group, Inc. and Beverly Radiology Medical Group, both of which are 99%-owned by
Dr. Berger. RadNet provides non-medical, technical and administrative services
to BRMG for which it receives a management fee (see "BRMG" for a discussion of
our management agreement with BRMG) .

Outside of California we contract with radiology practices to provide
professional services, including supervision and interpretation of diagnostic
imaging procedures, in our non-California diagnostic imaging centers and 10
California centers. The radiology practices maintain full control over the
provision of professional radiological services. The contracted radiology
practices generally have outstanding physician and practice credentials and
reputations; strong competitive market positions; a broad sub-specialty mix of
physicians; a history of growth and potential for continued growth.

In these facilities we enter into long-term agreements with radiology
practice groups (typically 40 years). Under these arrangements, in addition to
obtaining technical fees for the use of our diagnostic imaging equipment and the
provision of technical services, we provide management services and receive a
fee based on the practice group's professional revenue, including revenue
derived outside of our diagnostic imaging centers. We own the diagnostic imaging
assets and, therefore, receive 100% of the technical reimbursements associated
with imaging procedures. We have no financial controlling interest in the
contracted radiology practices, as defined in EITF 97-2; accordingly, we do not
consolidate the financial statements of those practices in our consolidated
financial statements.

14

CRITICAL ACCOUNTING ESTIMATES

Our discussion and analysis of financial condition and results of
operations are based on our consolidated financial statements that were prepared
in accordance with U.S. generally accepted accounting principles, or GAAP.
Management makes estimates and assumptions when preparing financial statements.
These estimates and assumptions affect various matters, including:

o Our reported amounts of assets and liabilities in our consolidated
balance sheets at the dates of the financial statements;

o Our disclosure of contingent assets and liabilities at the dates of
the financial statements; and

o Our reported amounts of net revenue and expenses in our consolidated

statements of operations during the reporting periods.

These estimates involve judgments with respect to numerous factors that
are difficult to predict and are beyond management's control. As a result,
actual amounts could 