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Dear Fellow Shareholders,

| am very excited to be writing to you at the cosahn of a very successful year at Digirad — 2015
was the most profitable year Digirad’s history!

We have been working hard oveetlast few years, building a strger, more profitable company for
all of you, and returning exceptionallva along the way. In the lagtar we have seen great stock
price appreciation and we continue to return &alith our consistent ansustained dividend.

Further, we completed two compelling acquisititimst broadened our company scope and markets.
The first, MD Office Solutions, which closed March of 2015, opened up markets in Northern and
Central California to us. And the second, DMS ldte@iechnologies, opened up several new services
and expanded our market access across the eniitedBtates, and further, we effectively doubled
the size of our company. We are now more theh a diagnostic imaging company — we are a
healthcare solutions company that sees aburaigrtunities as we move forward to broaden and
expand our reach into the healthcare industry.

As | have stated over the last few years and will comtito state, we are not done yet. As we look at
our business and market moving forward, we arg e&cited about our prospects and our potential
for growth. Of course, our main prioritiesearunning our underlying businesses in a sustainable
manner to generate cash and profit, and contipagthent of our quarterly cash dividend. However,
looking to the future, we will continue to execuate our three tier growtktrategy at Digirad:

1. Acquisitions. Our goal is to acquire companies tHatwithin our business model of
healthcare solutions on an as needed, wiegded and where needed basis in a very
financially disciplined manner.

2. New Services.Adding new services that we can provideur extensive service distribution
channels.

3. Organic Growth. Within our existing core busass service lines and products.

The entire Executive Team at Digirés dedicated to this growftlan strategy, and we are working
hard to ensure its continued deploymamd aontinued value to YOU, our shareholder.



Finally, | would like to thank all ouemployees; both employees that have been with Digirad for years
and employees that have just joined. Your hard vokdedication is an inteagrpart of what we are
accomplishing at Digirad. The Executive Teaanly appreciates your hard work.

Sincerely,

Matthew G. Molchan
President and Chief Executive Officer
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PART |

Cautionary Statement Regarding Forward-Looking Statements

Portionsof this AnnualReporton Form 10-K (including informationincorporatedby refelence)include“forwar d-looking
statementsbasedonour currentbeliefs expectationsandprojectionsregading our businesstrategiesmarketpotential future
financial performanceindustry andothermatters Thisincludesjn particular, “ltem 7—ManagemensDiscussiorandAnalysis
of Financial Conditionand Resultof Operations” of this AnnualReporton Form 10-K, aswell asotherportionsof this Annual
Reporton Form 10-K. Thewords “believe,” “expect,” “anticipate,” “pr oject,” “could,” “would,” and similar expessions,
amongothers,generallyidentify “forwar d-lookingstatements,which speakonly as of the datethe statementsvere made.The
mattersdiscussedn theseforward-lookingstatementsire subjectto risks, uncertaintiesand otherfactorsthat could causeour
actual resultsto differ materially from those projected,anticipated,or implied in the forward-looking statementsThe most
significantof theserisks, uncertaintiesand other factorsare describedn “ltem 1A— RiskFactors” of this AnnualReporton
Form 10-K. Exceptto thelimited extentrequired by applicablelaw, we undertakeno obligationto updateor reviseanyforward-
looking statementsyhetherasa resultof newinformation,future eventspr otherwise.

Corporate Information

Digirad Corporatiorwasincorporatedn Delawaren 1997.Unlesghecontextrequiresotherwisejn thisreporttheterms‘we,”
“us,” and “our” refer to Digirad® Corporationand our wholly-owned subsidiaries,Digirad Imaging Solutiong’, Inc.,
Telerhythmic§, LLC, andMD Office Solution$.

ITEM 1. BUSINESS

Overview

Digirad deliversconvenienteffective, and efficient diagnosticsolutionson an asneededwhenneededandwhereneeded
basisWe areoneof thelargestnationalprovidersof in-office nuclearcardiologyandultrasoundservicesandalsoprovidecardiac
evenimonitoringservicesTheseserviceareprovidedo physiciarpracticeshospitalsandimagingcentershroughourDiagnostic
ServicesreportablesegmentWe also sell solid-stategammacamerasfor nuclearcardiology and generalnuclearmedicine
applicationsaswell asprovideserviceon the productswe sell throughour Diagnosticimagingreportablesegment.

We designedandcommercializedhefirst solid-statenucleargammacamerafor the detectionof cardiovasculadiseaseand
othermedicalconditions Ourimagingsystemsresoldin bothportableandfixed configurationsandprovideenhancedperability
andimprovedpatientcomfort. Our nuclearcamerasit easilyinto floor spacesassmallassevenfeetby eightfeet,andfacilitate
thedeliveryof nucleamrmedicineproceduresn a physicians office, anoutpatientospitalsetting,or within multiple departments
of ahospital(e.g.,emegencyandoperatingrooms).

ThroughDiagnosticServiceswe offer aconvenientandeconomicallyefficient imagingservicegprogramasanalternativeto
purchasinga gammacameraor ultrasoundequipmenbr outsourcinghe procedure$o anotherphysicianor imagingcenter For
physiciansvho wish to performnuclearimaging,echocardiographyascularor generalultrasoundests,or any combinationof
theseproceduresn their offices, we providethe ability for themto engageour serviceswhich includesthe useof ourimaging
systemgualifiedpersonnelandrelateditemsrequiredto performimagingin thetheir own officesandbill Medicare Medicaid,
or one of the third-party healthcarensurersdirectly for thoseservicesThe flexibility of our productsandour serviceallows
physiciango ensurecontinuity of careandconveniencéor their patientsandallowsthemto retainrevenudrom procedureshey
would otherwiserefer to imaging centersand hospitals. The imaging servicesare primarily providedto cardiologistsjnternal
medicinephysiciansandfamily practicedoctorswho enterinto annualcontractdor a setnumberof daysrangingfrom onceper
monthto five timesperweek.We experiencsomeseasonalityelatedto vacationsholidays,andinclementweatherMost of the
imagingservicesarefocusedon cardiaccare.Many of our physiciancustomersarerelianton reimbursementfrom Medicare,
Medicaid,andthird-partyinsurerswhere,in the past,therehasbeendownwardprice pressurenduncertaintyof reimbursement
ratesdueto factorsoutsidethephysicianstontrol. Theuncertaintycreatedy the2010healthcareeformlawsandotherlegislation
hasimpactedour busines$n thepast,andwill likely havesomeimpacton our businessn thefuture. Futurechangesndrelated
impactsmayrequiremodificationsto our currentbusinessnodelin orderfor our physiciancustomers&ndusto maintainaviable
economianodel.

With the acquisitionof TelerhythmicsLLC (Telerhythmicson March13,2014,we broadeneaur suiteof serviceofferings
throughthe DiagnosticServicesegmentenablingtheprovisionof outsourceaardiaceventmonitoringservicesProvidingthese
serviceffersflexibility andconveniencéo ourcustomersvhodonothaveto incurthecostsof stafing, equipmentandlogistics
to monitor patientsas part of their standardof care.Our cardiaceventmonitoring servicesare providedprimarily throughan
independentliagnostictestingfacility modelwhich allows usto bill Medicare,Medicaid, or one of the third-party healthcare
insurerdirectlyfor servicegprovided As such our cardiaceventmonitoringservicesaredirectly subjecto reimbursementsom
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Medicare,Medicaid, and third-party insurers,which are subjectto changeon a periodic basis.Our cardiaceventmonitoring
servicesaaremainly providedto physicianpracticesandhospitals.

Our Diagnosticimagingsegmentevenueresultsprimarily from selling solid-stategammacamerasindcameramaintenance
contractsWe sell ourimagingsystemso physicianofficesandhospitalsprimarily in the United Statesalthoughwe havesolda
smallnumberof imagingsystemsnternationally

Formanyyearssinceour Initial PublicOfferingin 2004,we focusedsignificantefforts onresearctanddevelopmenéctivities
to developandfurther enhanceour nuclearimagingcamerasprimarily for alternativeuseswithin the healthcareenvironment.
Theseefforts, alongwith afixed infrastructurehatwassizedfor amuchhighervolumeof manufacturingandsalesof ournuclear
imagingcamerashanwe haveexperiencedresultedn severalyearsof financiallossesOn February28,2013,we announcea
plantorestructureur Diagnostidmagingbusinesso significantlyreducecostsandimproveprofitability (theDiagnostidmaging
restructuringnitiative). The Diagnosticilmagingrestructuringnitiative involved a reductionin force focusedon manufacturing
researctanddevelopmentandadministrativepersonnelln addition,we enterednto anagreemenin Septembe2013with athird
party to outsourcethe majority of the manufacturingassociatedvith our camerasAll restructuringefforts associatedvith the
initiative werecompleteasof June30, 2014.Further on January27,2014,we enterednto a terminationagreemento endthe
leaseonour47,000squardoot formerheadquarter&cility in Poway California(theFacilitiesrestructuringnitiative) andmoved
ourDiagnostidmagingoperationsgnto aseparat@1,300squardoot facility. All restructuringeffortsassociatewith theFacilities
restructuringnitiative werecompleteasof DecembeB1,2014.With theserestructuringnitiativescompletewe planto continue
sellingandservicingour camerasbut ata moreprofitablelevel with our restructuredleanerinfrastructure We believethatour
camerahaveunderlyingtechnologyandrelatedpatentghat makethemrelevantinto the future. However manyothermarket,
regulatoryandcompetitivefactorscouldimpacttheeffectivenessf ourrestructuringlan. SeeNote11 totheauditedconsolidated
financial statement$or furtherinformation.

Our main strategicfocusis on growing our DiagnosticServicesbusinessyhich we planto accomplishby driving revenue
densitywith our existing customersy providing additionalserviceofferings, suchas cardiaceventmonitoring,aswell asby
increasingour overallnumberof customershroughterritory expansiorandacquisitionof otherhealthcaresolutionscompanies.
Recently theseacquisitionshaveincludedthe acquisitionof Telerhythmicson March 13, 2014; our acquisitionof MD Office
SolutionsonMarch5, 2015,a providerof in-office nuclearcardiologyimagingin thenorthernandcentralCaliforniaregions;and
mostrecentlyonJanuaryl, 2016,DMS HealthTechnologie$DMS Health),aproviderof mobilehealthcareolutionsandaseller
of medicalequipmentindservicego smallandregionalhospitalghroughouthe United Stateswith aconcentratiorin theupper
Midwest region. The scopeof our operationalfootprint within the United Stateson a basisof statesservedis expectedto
approximatelydoublein 2016comparedo 2015asaresultof theDMS Healthacquisitionandwill significantlyimpactfinancial
resultggoingforward.In thefuture , weexpecto continugo evaluateadditionalacquisitioropportunitieselatedo complementary
healthcaresolutionsto diversify andexpandour currentofferings.

Market Opportunity

Nuclear Imaging

Nuclearimagingis a form of diagnosticimagingin which depictionsof the internalanatomyor physiologyare generated
primarily through non-invasivemeans.Diagnosticimaging facilitates the early diagnosisof diseasesand disorders,often
minimizingthescope cost,andamountof carerequiredandreducingtheneedfor moreinvasiveproceduresCurrently themajor
typesof non-invasivediagnosticimagingtechnologiesavailableare: x-ray, magneticresonancémaging (MRI), computerized
tomography(CT), ultrasound positronemissiontomography(PET, which is a form of nuclearimaging),andnuclearimaging.
Themostwidely usedimagingacquisitiontechnologyutilizing gammacamerass singlephotonemissionrcomputedomography
or SPECTAII of our currentcardiacgammacameragmploySPECTtechnology

Thoughthe utilization ratesof competingmodalitiessuchas CT, PET, and MRI, and diagnosticproceduresuchas CT
angiographyarehigh, SPECTprocedureperformedwith gammacamerasareexpectedo continueto be usedfor a substantial
numberof cardiac-specifitmagingproceduresiWe believecontinuedutilization of SPECTtechnologywill bedrivenby patients
havingeasiermccesso nucleamedicineservicesatphysiciansbffices,lower purchas@andmaintenanceostsasmallerphysical
footprint, andeasierservicelogisticsof gammacameras.

Clinical Applications for Nuclear Imaging

Nuclearimagingis usedprimarily in cardiovascularoncology andneurologicalapplicationsNuclearimaginginvolvesthe
introductionof very low-level radiopharmaceuticalsto the patients bloodstreamwhich arespeciallyformulatedto concentrate
temporarilyin the specificpartof the bodyto be studied.Theradiationsignalsemittedby the radiopharmaceuticahaterialsare
thenconvertednto animageof the body partor organ.Nuclearimaginghasseveraladvantagesver otherdiagnostidmaging
modalities,showingnot only the anatomyor structureof anorganor body part, but alsoits functionincludingbloodflow, organ
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function, metabolicactivity, andbiochemicakctivity. Cardiologistsaaswell asa numberof internistsandotherphysiciansither
purchaseurnuclearcamera®r subscribeo our DiagnosticServiceservicedor in-office cardiadmagingfor theseadvantages.

Ultrasound Imaging

Ultrasoundmagingis aform of diagnostiagmagingin whichdepictionsof theinternalanatomyaregenerategrimarily through
non-invasiveameansUltrasoundmagersusesonartechniquego generataliagnostiamagesthatfacilitate the early diagnosisof
diseaseanddisorderspftenminimizing the scopeandcostof carerequiredandreducingthe needfor invasiveprocedures.

Clinical Applications for Ultrasound Imaging

Ultrasoundis oneof the mostwidely usedimagingtechniquesn the United StatesUltrasoundimagingis usedprimarily in
obstetricsinternalmedicine cardiovasculacare andvasculahealthapplicationsUltrasoundmaginginvolvesthetransmission
anddetectionof soundwavesinto andfrom a patients body. The soundwavestransmittedby the ultrasoundsystemarethen
convertednto animageof thebodypartor organ.Ultrasoundmagingalsoshowstheanatomyor structureof manyinternalorgans
orbodypartsaswell askeyfunctionalinformationincludingbloodflow, wall motion,andorganfunction.Ourultrasoundservices
areusedby cardiologistsjnternists,andotherphysiciangor in-office echocardiographgndgeneralltrasoundmaging.

Cardiac Event Monitoring

Cardiaceventmonitoringis a diagnostictestthatallows physiciangto seethe electrocardiogranfECG) of a patients heart
rhythmovera periodof time or relatedto a specificevent.The testincludesa smallmonitorthatis worn on the patients waist
andis connectedo leadwires affixed to the patients chest.The purposeof this testis to captureinfrequentheartconditionsthat
may only be experiencedutsidea physicians office, aswell asto observethe stateof the heartin variousrestingandactive
situations.

Clinical Applications for Cardiac Event Monitoring

Cardiaeventmonitoringisawidely utilizedcardiadestthatprovide<linicalbenefitdn situationsvherethepatientssymptoms
occurerraticallyor infrequently Oftensymptomsanoccurinfrequently but still berelatedto life-threateningcardiacconditions
thatneedto becorrectedThe useof acardiaceventmonitorallowsthesesymptomdo becapturecanddiagnosedandultimately
correctedvia prescriptionmedicationsor useof invasiveproceduresf required.

Our Imaging Services

DiagnosticServicesoffers portablenuclearand ultrasoundimaging services We haveobtainedintersocietalAccreditation
Commissior{IAC) andintersocietaCommissiorfor EchocardiographiyaboratorieglCAEL) accreditatioror ourservicesOur
nuclearmodality servicesinclude animagingsystem.a certified nuclearmedicinetechnologistanda cardiacstresstechnician
(often a certified or trainednurseor paramedic)the supply of radiopharmaceuticalgnd requiredlicensingservicesfor the
performanceof nuclearimaging proceduresunder the supervisionof physicians.Our licensing infrastructureprovidesthe
radioactivematerialdicense radiationsafetyofficer servicesyadiationsafetytraining, monitoringandcompliancepoliciesand
proceduresand the quality assurancdunction, to ensureadherencedo applicablestateand federalnuclearregulations.The
ultrasoundmagingserviceis similar, in thatwe providethe ultrasoundcequipmentaindanexperiencedlltrasoundechnologisto
performtheservice.

Ourportablenucleaimagingoperationsisea“hub andspoke”modelin which centrallylocatedregionalhubsanchomultiple
van routesin the surroundingmetropolitanareas At our Diagnostic Serviceshubs, clinical personnelload the equipment,
radiopharmaceuticalgndothersuppliesonto speciallyequippedvansfor transportto the physicians office or othercustomer
locations,wherethey setup the equipmentfor the day After quality assuranceesting,a technologistunderthe physicians
supervisionwill gatherpatientinformation, inject the patientwith a radiopharmaceuticagnd then acquirethe imagesfor
interpretatiorby the physician.

We providenuclearandultrasoundservicesprimarily undercontractsfor servicesdeliveredon a perday basis.Underthese
agreementphysiciangay usa fixed amountfor eachday andthey committo the schedulingof a minimum numberof service
daysduringthe contractterm,which typically runsfor oneyear aswell asavariablecostassociateavith theassociategdolume
of patientautilizing our servicesandradiopharmaceutical$he samefixed paymentamountis duefor eachdayregardlessf the
numberof patientsseenor the reimbursementr paymentbtainedby the physician practice hospital,or imagingcenter

Our Cardiac Event Monitoring Services

DiagnosticServiceslsooffersremotecardiaceventmonitoringservicesTheseservicesncludeprovisionof amonitor, remote
monitoringby registerechursesand24 hoursa day, 7 daysa weekmonitoringsupportfor our patientsandphysiciancustomers.



We offer modalitiesof: mobilecardiactelemetry(MCT), mobile cardiaceventmonitoring(bothin wirelessandanalogversions),
holtermonitoring,andpacemakeanalysis.

Ourmonitoringserviceoperate®ut of a centralizednonitoringcenterlocatednearMemphis, Tennessed=romthis location,
themajority of monitoringequipmentis shippeddirectly to patienthomesoncetheyareenrolledin our service Patientshookup
theequipmentvith easyto follow instructionsaswell asassistancéom our monitoringcenter Oncetheyarehookedup to the
monitoringdevice,patientsare monitoredfor a periodof time rangingfrom 2 to 30 days.At the conclusionof the monitoring
period,theequipments packagedip andsentbackto our monitoringcenter afterwhich theequipments redeployedo the next
patient.

We provideour servicesundercontractswith our customerghattypically allow for directbilling to Medicare,Medicaid,or
third-party private payorsoncethe monitoringcycle is complete Typically, our contractscanbe canceledat anytime, andare
generallypresento createunderstandingn billing responsibilities.

Our Products

Digirad sellsaline of nucleaimagingcameragor nuclearcardiologyandgenerahucleamedicineapplicationsOurcameras
areusedin hospitals,imagingcentersphysicianoffices, andby mobile serviceproviders.The centralcomponenbf a nuclear
camerasthedetectorandit ultimatelydeterminesheoverallclinical quality of theimageacamergroducesOurnuclearcameras
featuredetectordasedon advancedroprietarysolid-statetechnologydevelopeddy us. Solid-statesystemshavea numberof
benefitsover conventionalphotomultiplier tube-basedcameradesignstypically offered by our competitors.Our solid-state
technologysystemaretypically 2 - 5timeslighterandconsiderablynorecompacthanmosttraditionalnuclearsystemsgnaking
themfar easierandlesscostlyto build, veryreliable,andableto beutilized for mobileapplicationsWe areamarketieaderin the
mobile solid-statenuclearcamerasegment.

Our Cardius®family of dedicatedcardiacSPECTsolid-statdmagersarenotedfor their compactnesgortability, andunique
uprightimagingcapabilitieghatmakeit possibleto imagepatientaup to 500poundsn asitting position.Uprightimagingmakes
it possibleto imagelargebariatric,chronicobstructivepulmonarydiseas€ COPD),or claustrophobipatientshattypically could
notbeimagedying downon competitivesystemsWe offer fixed dual-headandtriple-headcardiaccameramodelsfor dedicated
usewithin afacility, andportableconfigurationghatmakeit possibleto movethesystento provideserviceto multiple roomsor
sites.Our Cardius®XACT SPECT/CTsystemfeaturesa triple-headdesignanda low dosevolume CT attenuatiorcorrection
methodologymakingit possibleto performstudiesfasterwith greaterinterpretationdiagnosticconfidence Our XACT camera
is soughtby departmentseekingto improveproductivity increaseelinical accuracyor employnewlow doseclinical protocols.

Ourergo™ large-field-of-viewimagingsystenis tametedo hospitalavith multi-camerayenerahucleamedicinedepartments,
academicenterspediatrichospitals regionaltraumacentersywwomens healthcentersandcancercentersMost generahuclear
medicinedepartmentfavetheneedfor a single-heagblanarportablecamerdgor imagingpatientasmoreconvenientlyon hospital
stretchersfor imagingpatientshatcannotbe moved,andfor imagingpatients attheir bedsidgpediatricsjntensivecareunits,
critical careunits,emegencyrooms,sugical suites,womens healthclinics, or on regularpatientfloors). A single-headlanar
camergrovidesamoreeconomicahndconvenientvayto performapproximately25%or moreof all studiecommonlyperformed
in generahucleamedicine It alsoopenghedoorto performstudiesoncritically ill patientsin thepatients roomandtheability
to performmoleculatbreasimagingprotocolsthatoffer newrevenuegeneratiorpotentialwhile improvingthestandaraf patient
care.

Competitive Strengths

We believethat our competitivestrengthis our streamlinedand costefficient approacho providing medicalserviceso our
customeratthepoint of need,aswell asour proprietarysolid-stateechnologyin generahucleamedicineandcardiology

Imaging Services and Products

» Broad Portfolio of Cardiovascularimaging ServicesOne of our main competitiveadvantagess our ability to offer
nuclearcardiologyimaging, echocardiographimaging, and vascularimaging services.Our ability to offer multiple
servicesstrengthensur competitivepositionat eachcustometocation. The depthof imagingservicesofferedvaries
dependingon the local marketopportunity availability of personneland credentialingrequirementsn the individual
markets.

* UniqueDual Salesand ServiceOffering. We sellimagingsystemso physiciansavho wish to performnuclearimaging
in their facilities and managethe relatedservicelogistics. Through DiagnosticServices,we offer both nuclearand
ultrasoundservicesn which we provideour systemsandcertified personneto physicianson anannuabasisin flexible
incrementstangingfrom onedaypermonthto severatiaysperweekwithoutrequiringthemto makeacapitalinvestment,
hire personnelpbtainlicensure or manageotherlogisticsassociatedvith operatinga nuclearimagingsite. Our ability
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to serviceour customersn avarietyof capacitiesrom sellingthecapitalequipmentirectly atthepointof needor being
moreflexible in a service-orientednodelallows usto serveour customer®xactlyaccordingto their needs.

LeadingSolid-StatdechnologyOursolid-stategammeacamerasitilize proprietaryphoto-detectomodulesvhichenable
usto build smallerandlighter cameraghatare portable with a degreeof ruggednesghat canwithstandthe vibration
associateavith transportationWe offer amoregeometric-dicient designfor cardiologyandwith our ergo™ imaging
systemthefirst largefield-of-view solid-statedetectorsystemfor usein generahucleamedicine pediatricswomens
health,andsugery.

PortableApplicationsthroughReducedsizeand Weight Our camerasdependingn the model,weigh anywhererom
600to 1,000pounds Competitiveangemphotomultipliertube-basetechnologycameragenerallyweigh?2 to 5 timesas
much.Our dedicateccardiacimagersrequirea floor spaceof aslittle assevenfeetby eightfeetandgenerallycanbe
installedwithout facility renovationsand usestandardpower Our portablecamerasare ideal for mobile operatorsor
practicesdesiringto servicemultiple office locationsor imagingfacilities, andfor usein our DiagnosticServicesin-
office servicebusinessWe bring nucleartechnologyto the patient.

SpeedndimageQuality. WebelieveourCardius@3 XPOandX-ACT rapidimagingdedicated¢ardiaccamerasgquipped
with our proprietarynSPEED3DOSEMsoftware canacquireimagesup to four timesfasterthanconventionafixed 90
or variabledual-headphotomultipliervacuumtube cameradesignswith equivalentimagequality. Increasedmaging
speedoptimizesworkflow andresourceutilization and allows for reductionof the administerecddoseof radiationto
patientortheuseof low doseimagingprotocolswhichwe believeis increasinglyof interesto our physiciancustomers.

Improved Patient Comfortand Utilization. We believethe upright and openarchitectureof our patientchair on our
imaging camerageducespatientclaustrophobiandincreasegpatientcomfort when comparedo traditionalvacuum
tube-basedmagingsystemsthe majority of which requirethe patientto lie flat andhavedetectotheadsotatearound
thepatient.Uprightimagingpositioningalsoreducedalseindicationsthatcanresultfrom organspushing-upgainsthe
heartwhile patientsareontheirbacks.Our Cardius®XPO cameraseriesallowsfor theimagingof patientsveighingup
to 500pounds.

IntellectualPropertyPortfolio. We havedevelopedanintellectualpropertyportfolio thatincludesproduct,component,
andprocesgatentcoveringvariousaspectof our imagingsystemsWe have32 issuedU.S. patentsWe alsolicense
patent§romthird partiedoenhanceurproducbffering.ln additionto ourpateniportfolio,wehavedevelopegbroprietary
manufacturingbusinesknow-how andtradesecretsThis portfolio of intellectualpropertyprovidesuswith a distinct
competitiveadvantage.

Cardiac Event Monitoring Services

ConsistenandRelevanPortfolio of ServicesIn additionto ourimagingservicesmanyof ourcustomersequirecardiac
eventmonitoring services,and preferto dealwith one serviceproviderto ensurecontinuity of servicesand easeof
communicationWith thisnewserviceoffering sinceouracquisitionof Telerhythmicsye strengthemur positionateach
customeitocation.

ExcellentCustomerService.We operateour cardiacevent monitoring servicesutilizing equipmentthat meetsour
customersheedsWe do not manufactureany cardiaceventmonitorsourselvesandarethereforenot tetheredo any
particulardeviceor productunlike manyof ourcompetitorsyve utilize thebesttechnologyfor ourcustomersapplication
andto meettheir needs.

Utilization of Highly Trained Staff. We staf our monitoringcenteronly with registerechurseswhich providesa much
higherlevel of experienceanalysis,and assistancéo our customersMany of our competitorsstaf their monitoring
centerswith lessertrainedtechnicianghatarenot registerechurseswhich canleadto poorcustomerserviceandpoor
clinical outcomes.

Business Strategy

Our goalsareto achieveandmaintainconsistenprofitability andoperatingcashflow generationandgrow our busines®ver
time via thefollowing:

DiagnosticServicesAs aresultof our Diagnosticimagingrestructuringannouncedn February2013,we haverefocusedur
efforts to drive profitability andcashflow generatiorin our DiagnosticServicesbusinesswith effortsto helpit grow overtime.
Since2013, webelievethemarkethasshownsignsof stabilizatiorin relationto healthcareeformandreimbursemenincertainties
andwe believethemarkethasbeenandwill be,morestablegoingforward.In addition,we believethatthemarketwill bepushed
moretowarda “marketefficient model,” similarto themodelprovidedby our DiagnosticServicesusiness Our modeltakesthe



inefficienciesoftenassociatedvith medicalpracticesowningtheir own capitalequipmentandproviding their own stafing, and
movesit into a streamlinecandefficient operation exactlywherewe believehealthcaref thefutureis movingto.

Further we believethatwe havethe opportunityto focusour salesapproachwithin our currentoperatingmarketsto drive
densityof operationswhich will allow usto takeadvantagef economieof scaleandachievebetterutilization of our capital
equipmengandpersonnel.Finally, we alsobelievetherearea variety of healthcareservicedusinessewithin the United States,
bothinsideandoutsideour currentoperatingmarkets thatwe may be ableto acquireandfurtherincreaseour growth rateand
densityof operationsOur patternof acquisitionsoverthe lastthreeyears,including the acquisitionof DMS Healthon January
1, 2016, illustratesthe availableacquisitionopportunitieswithin the healthcareservicesmarketandour intentto capitalizeon
thoseopportunities.

As we havedonein the past,we expectto continuesupportingour physiciancustomersy working with themto adjustour
DiagnosticServicesusinessnodelfor changedn themarket,aswell ascontinuingto focusonaligningourlaborandothercosts
with thevariablenatureof our revenuestreamsGoingforward,we continueto seevaluein our servicechannelia strategicand
technologicalnitiatives designedo increaseevenueperdayfor usandour physiciancustomersaswell asexpandour service
modelofferings.

Diagnosticlmaging.In orderto diversify our offerings beyondcardiacspecificcameraswe haveincreasedur efforts on
marketsdeyondhecardiac-specifiaucleamarket OurCardius®XACT cameras particularlygearedowardhospitalsandlarge
physicianpracticesOuremyo™ imagingsystemalsoaddressethelargermarketof generahucleaimagingandprovidesuswith
anenhancednarketopportunitywithin the hospital.Our ergo™ imagingsystemis notjust partof a hospitalnuclearsuite, it is a
camerahatenablegheimagingto be performedwhereverthe patientis located,andhasgreatpromisein areasof the hospital
wherepreviouslyno nuclearimaginghasbeenperformed suchastheemegencyroomandthe sugical suite.Further asaresult
of our Diagnosticlmagingrestructuringannouncedn February2013,we have,andbelievewe cancontinueto maintain,the
overall profitability and cashflow from our Diagnosticlmaging businessprimarily from reducedbut focusedresearchand
developmenefforts, reducedverheacaindmanufacturingosts aswell asour outsourceananufacturingperationskurtherwe
havedevelopedelationshipswith distributorsoutsidethe United Stateshat we believemay, overtime, enhanceour ability to
increasesaleof ournucleaimagingcamerasutsideheUnitedStatesSeeNote 11 totheauditedconsolidatedinancialstatements
for furtherinformationregardingour Diagnosticlmagingrestructuring.

Business Segments

Our businesds organizedinto two reportablesegmentsDiagnosticServicesand Diagnosticlmaging. SeeNote 15 to the
auditedconsolidatedinancialstatementfor certainsegmenfinancialdatarelatingto ourbusinesskortheyearendeddecember
31,2015,we hadonecustomerEmoryHealthcarethatexceeded 0%of our consolidatedevenuesk-or2015,EmoryHealthcare
represented 0.2%of our consolidatedevenuesand 13.4%of our DiagnosticServicesrevenuesFor 2014, Emory Healthcare
represented0.9%0f ourconsolidatedevenuesandl14.3%of our DiagnosticServicegevenuesPriorto 2014,nosinglecustomer
exceeded 0% of our consolidatedevenuesWe believewe havegoodrelationswith EmoryHealthcarehowever if we wereto
loseEmoryHealthcareasa customerit would likely havea materialadverseaffect on our operations.

Manufacturing

We manufactureur advancedsolid-statenuclearimagingcamera®y employingastrategythatcombinesour internaldesign
expertiseandproprietaryprocesgechnologywith highly-qualifiedcontractmanufacturersPrior to 2013,we manufacturedhe
majority of thecomponenpartsassociatewvith ourcamerasalongwith selectiveoutsourcingln Septembe2013,weannounced
anagreemento move muchof this procesgo a qualified, third party manufacturerwith the transitioncompleteat the end of
2014.We believethat our outsourcingefforts resultedin increasedefficiencies,flexibility to meetcustomerdemandand cost
reductionsWe will continueto performfinal assemblyandfinal systemperformanceestsat our facility. All of our outsourced
suppliersof critical materialscomponentsandsubassembliesndego ongoingquality auditsby us.

Weandourcontracimanufactureraresubjecto FDA Quality SystemRegulationsstateregulationssuchasthosepromulgated
by the CaliforniaDepartmenbf HealthServicesandstandardsetby the InternationalOrganizatiorfor Standardizationgr 1ISO.
We arecurrentlycertifiedto the EN ISO 13485:201 2juality standardWe havereceivedcertificationauthorizingCE Marking of
our Cardius®XPO, Cardius®X-ACT, andergo'™ gammacamerasaswell asU.S.FoodandDrugAdministration(FDA) 510(k)
clearancdor our completenuclearimagingcamergroductline. The CE Mark is arequiremenfor sellingin manyinternational
marketsIn addition,theX-ACT camerautilizesanx-raytechnologyto provideattenuatiorcorrectioninformationfor theSPECT
reconstructionWe alsohavereceived=DA Indicationsfor Usefor ourergo™ LFOV GeneraPurposémagerfor moleculabreast
imaging.

Raw Materials



We, aswell asour contractmanufacturergisea wide variety of materialsmetals,andmechanicabndelectricalcomponents
for productionof our productsin addition,our operationgnvolve the useof radiopharmaceutical¥hesematerialsareprimarily
purchasedrom externalsuppliers,someof which aresingle-sourcesuppliers.Materialsare purchasedrom selectedsuppliers
basedn quality assurance;osteffectivenessandconstraintsesultingfrom regulatoryrequirementsandwe work closelywith
our suppliergo assurecontinuity of supplywhile maintaininghigh quality andreliability. Globalcommoditysupplyanddemand
canultimately affect pricing of certainof theseraw materials.Thoughwe believewe haveadequatevailablesourcesof raw
materials therecanbe no guaranteg¢hatwe will be ableto accesghe quantityof raw materialneededo sustainoperationsas
well asata costeffective price.

Competition

Themarketfor diagnosticservicesandnucleaimagingsystemss highly competitive Our businessn the privatepracticeand
hospitalsectorscontinuesto facethe challengesf demandfor nuclearimaging equipmentand diagnosticserviceswhich we
believereflectsin part,theimpactof theDeficit ReductiorAct onthereimbursemergnvironmentindthe2010Healthcardreform
laws,competitionfrom competingmagingmodalities suchasCT angiographyPET, andhybrid technologiesaswell asgeneral
uncertaintyin overallhealthcareandchangesn healthcaresuchasthe AffordableCareAct. Theseconceptdhaveimpactedour
operationsWebelievethattheprincipalcompetitivefactorsin ourmarketincludeacceptancky physiciansincludingrelationships
thatwe developwith our customershudgetavailability for our capitalequipmentgqualificationfor reimbursemengricing, ease-
of-usereliability, andmobility.

In providing Diagnostic Servicesimaging services,we competeagainstmany smallerlocal and regional nuclearand/or
ultrasoundproviders,often owneroperatorghat may or may not follow all relevanthealthcardaws and proceduresteducing
their overall operatingcosts.The fixed-installationoperatorsoften utilize older, usedequipmentandthe mobile operatoramay
useolder Digirad single-headcameraor newerdual-headcamerasWe arethe only mobile providerwith our own exclusive
sourceof triple-headnobilesystemsSomecompetingoperatorplacenewor usedcameranto physiciarofficesandthenprovide
thestafing, suppliesandothersupporiasanalternativeo aDiagnosticServiceservicecontractln addition,we competeagainst
imagingcenterghatinstall fixed nucleargammacamerasand makethemavailableto referringphysiciandn their geographic
vicinity. In thesecasesthe physiciansendgheir patientsto theimagingcenter

In providingcardiaceventmonitoringservicesye competeagainsimanysmalleriocal andregionalserviceproviders aswell
asagainsiafew larger, well establishednedicaldevicecompanieshatprovidedevicesandalsoprovidea servicemodelsimilar
to ours.We believeour advantagen providing our servicess the ability to utilize any cardiaceventdeviceon the market,and
notbeingconstrainedby usinganyparticulardevice.However ourlargercompetitordavelargersaledorcesanddeepefinancial
resourceshatmay allow themto havehighercostefficiencies.Further larger competitoramay developdevicesthatmay make
our owneddevicesobsolete causingusto suffer financial lossesaswe attemptto changeour technologyandservicemodelto
adapt.

In sellingourimagingsystemsywe competeagainsseveralargemedicaldevicemanufacturerssho offer afull line of imaging
cameragor eachdiagnostiamagingtechnologyincludingx-ray, MRI, CT, ultrasoundnucleamedicine or SPECT/CTandPET/
CT hybridimagersTheexistingnuclearimagingsystemssold by thesecompetitorshavebeenin usefor alongerperiodof time
thanour productsandare morewidely recognizedandusedby physiciansandhospitalsfor nuclearimaging;howevertheyare
generallynot solid-statejight-weight, asflexible, or portable Additionally, certainmedicaldevicecompaniehavedevelopedch
versionof solid-stategammacamerasvhich maydirectly competewith our productofferings.Many of thelargermulti-modality
competitorenjoysignificantcompetitiveadvantagesverus,includinggreatebrandrecognition greatefinancialandtechnical
resourcesestablishedelationshipswith healthcareprofessionalsproaderdistribution networks,more resourcedor product
developmenandmarketingandsales andthe ability to bundleproductsto offer discounts.

Sales

We maintaintwo salesorganizationswhich operateindependenthput in cooperatiorwith eachother: Diagnosticimaging
saleswhich sellsour nucleargammacameragndsupportandour DiagnosticServicesaleswhich sellsour mobilenuclearand
ultrasoundmagingservicesaswell asour cardiaceventmonitoringservicesRelativeto nucleaimaging thesesaleseamswork
togetherto ensurethat our customersnakethe right decisionsin eitherutilizing our mobile imagingservicesor purchasinga
nuclearimagingcameraor whicheversituationbestsuitstheir needsyolume,andoverallimpactto their businessDiagnostic
Servicessalesteamsare alignedacrossgeographicareaswe haveestablishedn orderto betterservelocal marketneedsOur
DiagnosticServicesbusinesds segregatedhto twelve areas;eachareais led by a local or regionalbusinesdirectorwho is
responsibléor theneed®f ourcustomern thataresandwhohasocaloperationatesponsibilityWeexpectoincreasdiagnostic
Servicegnarketpenetratiorby focusingon thosehospitalsandpracticeshatarealreadywithin anexistingDiagnosticServices
operationabreain orderto increasehedensityof our currentoperationsandincreaseaheefficiency of our overallcoststructure,
aswell ascrosssellingour cardiaceventmonitoringservicego our currentnuclearandultrasoundmagingcustomers We also



plan,overtime, to utilize the customersandrelationshipghat we haveto offer otheremeging servicesghathaveclinical need
andcanbe providedwhile atthatcustomessite.

The Diagnosticlmaging businessellsimagingsystemdirectly to physicians primary caremulti-specialtygroups,clinics,
andhospitalcustomersn the United States Diagnosticimagingalsohasdistributionagreementsvith third partiesthroughout
theworld andwe believe,overtime, theserelationshipsanbedevelopedo increaseresencandsalesto countriesoutsidethe
United States.

Reseach and Development

In thepastwe havecommittedasignificantamountof resourceso researctanddevelopmenéctivities,primarily surrounding
developingnewnuclearimagingcamerasandalternativeapplicationof thattechnologyln February2013,we madea decision
to changeour strategidirectionandfocusefforts on expandingour DiagnosticServicesusinessaswell aslimiting our nuclear
imagingsystemsaleshroughDiagnosticimagingto thosecamerashatalreadyhavea proventrackrecordof quality, reliability,
and customemeed.Basedon the new strategicdirection, we have beenfocusingsignificantly lesseffort on developingnew
diagnostidmagingsystemsWe believeour currentsystemsyith their stateof thearttechnologyandrobustunderlyingpatents,
will beveryrelevantsystemdor manyyearsinto thefuture.We will continueto enhanceandadjustour existingsystemdor the
changingnuclearimagingmarket,including softwareupdatesandsmallerenhancement$iowever to accomplishany changes
andenhancementsye will utilize whatwe believeis a deepavailablepool of contractengineerson aflexible, asneededasis.
We haveeliminatedthefixed costsof afully stafedresearctanddevelopmentlepartmentandasaresult,we expectourresearch
anddevelopmentoststo be minimal goinginto thefuture.

As mentionedreviously priorto early2013,ourresearclanddevelopmenéfforts havebeenprimarily focusedbndeveloping
our nextgeneratiorproductsandalternativeapplicationof ourtechnologyOur researclanddevelopmenéexpensaverezeroin
both2015and2014 and$1.0million in 2013

Government Regulation

We andour medicalprofessionatustomersnustcomplywith anarrayof federalandstatelawsandregulationsViolationsof
suchlaws andregulationscan be punishableby criminal, civil, and/oradministrativesanctionsjncluding, in someinstances,
exclusionfrom participationin healthcareprogramssuch as Medicareand Medicaid. Accordingly, we maintaina vigorous
complianceprogramanda hotlinethatpermitsour personneto reportviolationswhile remaininganonymousf theywish.

Thefollowing is a summaryof someof thelawsandregulationsapplicableto our business:

e Anti-KickbackLaws.The Medicare/MedicaidPatientProtectionAct of 1987,asamendedyhichis commonlyreferred
to astheAnti-Kickback Statute prohibitsusfrom knowingly andwillingly offering, paying,soliciting, or receivingany
formof remuneratioin returnfor thereferralof itemsor servicesprto purchasdgaseprder orarrangdor orrecommend
purchasingleasing,or orderingany good,facility, service,or item, for which paymentmay be madeundera federal
healthcarg@rogramyViolationof thefederalanti-kickbacKkaw is afelony, punishabldy criminalfinesandimprisonment,
or both,andcanresultin civil penaltiesandexclusionfrom participationin healthcargorogramssuchasMedicareand
Medicaid.Many stateshaveadoptedsimilar statutegprohibiting paymentsntendedto inducereferralsof productsor
servicegaid by Medicaidor othernongovernmentahird-partypayors.

« PhysicianSelf-ReferraLaws.Federakegulationscommonlyreferredto asthe“Stark Law” prohibit physicianreferrals
of Medicareor Medicaid patientsto an entity for certaindesignatecealthservicesf the physicianor animmediate
family memberhasanindirector directfinancial relationshipwith the entity, unlessa statutoryexceptionapplies.We
believethatreferralamadeby ourphysiciarcustomersreeligibleto qualify for the“in-office ancillaryservices'exception
tothe StarkLaw, providedthattheservicesareprovidedor supervisedby thephysicianoramembeiof hisor her“Group
Practice,”asthattermis definedunderthelaw, the servicesare performedn the samebuilding in which the physician
regularlypracticesnedicine andtheservicesarebilled by or for thesupervisingohysicianor GroupPracticeViolations
of the StarkLaw mayleadto theimpositionof penaltiesandfines,theexclusionfrom participationin federalhealthcare
programsandliability underthe federalFalseClaimsAct andits whistleblowerprovisions.Many stateshaveadopted
similarstatuteprohibitingself-referralarrangementthatcoverall patientsandnotjust MedicareandMedicaidpatients.

e HIPAA The Health InsurancePortability and Accountability Act of 1996, or HIPAA, prohibits schemedo defraud
healthcaréenefitprogramsandfraudulentonducin connectiorwith thedeliveryof, or paymenfor, healthcardenefits,
items, or servicesHIPAA also establishestandardgoverningelectronichealthcargransactionsand protectingthe
securityandprivacy of individually identifiablehealthinformation. Somestateshavealsoenactedrivacy andsecurity
statutesr regulationghat,in somecasesaremorestringentthanthoseissuedunderHIPAA.

TheAmericanRecoveryandReinvestmenfct of 2009,enacted-ebruary 172009madesignificantchangeso HIPAA
privacy and securityregulations Effective February 172010, we areregulateddirectly underall of the HIPAA rules
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protectingthe securityof electronicindividually identifiable healthinformationand many of the rulesgoverningthe
privacy of suchinformation.

* MedicalDeviceRegulationTheFDA classifieanedicaldevicessuchasourcamerasinto oneof threeclassesjepending
on the degreeof risk associatedvith the deviceandthe extentof control neededo ensuresafetyand effectiveness.
Devicesdeemedo poselowerrisk areplacedin eitherclassl or Il, whichgenerallyrequiregshemanufactureto submit
to the FDA a pre-markemnotification requestingpermissiorfor commercialdistribution. This procesds knownas510
(k) clearanceDevicesdeemedo posethe greatestisk, suchaslife-sustainingJife-supporting,or implantabledevices,
areplacedn Clasdlll, requiringanapproved®’remarkeApprovalApplication(PMA). OurcamerasreClassll medical
deviceswhichhavebeenclearedor marketingby the FDA. We arealsosubjectto post-marketegulatoryrequirements
relatingto our manufacturingorocessmarketingandsalesactivities,productperformanceandmedicaldevicereports
shouldtherebe deathsandseriousinjuriesassociateavith our products.

« PharmaceuticaRegulation.Federaland stateagenciesjncluding the FDA and statepharmacyboards,regulatethe
radiopharmaceuticalssedin our DiagnosticServiceshusiness.

« RadioactiveMaterialsLaws.We mustmaintainlicensureunder andcomplywith, federalandstateradioactivematerials
laws,or RAM laws.RAM lawsrequire,amongotherthings,thatradioactivematerialsareusedby, or thattheir usebe
supervisedy, individualswith specifiedtraining, expertiseandcredentialsandincludespecificprovisionsapplicable
to the medicaluseof radioactivematerials.

Intellectual Property

We rely on a combinationof patent,trademarkcopyright,tradesecret,and otherintellectualpropertylaws, nondisclosure
agreementgndothermeasureto protectourintellectualproperty Werequireouremployees;onsultantsandadvisorgo execute
confidentiality agreementandto agreeto discloseand assignto us all inventionsconceivedduring the work day, usingour
property or which relateto our businessDespiteany measuresakento protectour intellectualproperty unauthorizecparties
may attemptto copyaspect®f our productsor to obtainanduseinformationthatwe regardasproprietary

Patents

We havedevelopeda patentportfolio that coversour overall products,componentsand processesiVe have32 issuedU.S.
patents.The patentscover amongother things, aspectsof solid-stateradiation detectors,ncluding our photodiodessignal
processingandsystenconfiguration OurissuedpatentexpirebetweerOctoberl 3,2015andAugust 272030.We havemultiple
patentscoveringuniqueaspectandimprovementgor manyof our products We haveenterednto royalty-bearindicensesor
severall.S. patentswith third parties wherewe arethelicenseefor exclusiveor non-exclusivaisein nuclearimaging(subject
to certainreservatiorof rightsby theU.S. Government)While eachof our patentsappliesto nucleamrmedicine manyalsoapply
to the constructiorof areadetectordor othertypesof medicalandnon-medicalmagersandimagingmethods.

Trademarks

As of December 312015 we hold trademarkregistrationsn the United Statesfor the following marks:202Gc IMAGER®,
Digirad®, DigiSen”, Cardiu§’, SPECBur®, SPECTpallus’, Solidiunt®, DigiTecH, Telerhythmic§ andMD Office Solutions.
We haveobtainedrademarlprotectionfor someof thesdisted marksin the Europearlnion andJapan.

Reimbursement

Our customergypically rely primarily on the Medicareand Medicaid programsand private payorsfor reimbursementis a
result,demandor our productsandservicesaredependenin parton the coverageandreimbursemenpoliciesof thesepayors.
Third partycoverageandreimbursemernis subjectio extensivdederal stateJocal,andforeignregulation andprivatepayorrules
andpolicies.In manyinstancesheapplicableegulationspolicies andruleshavenotbeerdefinitively interpretedytheregulatory
authoritiesor the courts,andareopento a variety of interpretation@andaresubjectto changewithout notice.

The scopesof coverageand paymentpolicies vary amongthird-party private payors.For example,somepayorswill not
reimbursea providerunlesgheproviderhasa contractwith the payor andin manyinstancesuchpayorswill notenterinto such
contractswithout the approvalof a third party “radiology benefitmanagerthatthe payorcompensatebasedon reducingthe
payor'simagingexpenseOtherpayorsprohibit reimbursementinlessphysiciansown or leaseour camera®n a full-time basis,
or meetcertainaccreditatioror privileging standardsSuchpayorrequirementandlimitations cansignificantlyrestrictthetypes
of businessnodelswe cansuccessfullytilize.

Medicarereimbursementulesaresubjectto annualchangeshatmay affect paymentor serviceghatour customergprovide.
In addition,Congres$aspassedealthcareeformproposalghatareintendedto expandthe availability of healthcareoverage



andreducethegrowthin healthcarespendingn theU.S. Many of thesdawsimpactthe serviceghatour customergprovide,and
couldchangdurtherovertime.

Medicarereimbursememntulesimposemanystandardandpoliciesonthe paymenbf serviceghatour customergrovide.For
instance physiciansilling for the technicalcomponenbf nuclearimagingtestsmustbe accreditecby a government-approved
independentccreditationbody and many private payorsare adoptingsimilar requirementsWe have madeavailableto our
customersa serviceto assistthemin obtainingand maintainingthe requiredaccreditationWe believewe havestructuredour
contractdn amannetthatallows our customerdo seekreimbursementrom third-partypayorsin compliancewith thelaw. Our
physiciancustomergypically bill for both the technicalandprofessionatomponent®f the tests Assumingthey meetcertain
requirementsncluding, but not limited to, performingand documentingbonafide interpretationsand providing the requisite
supervisiorof the non-physiciarpersonneperformingthetests theymaybill andbe paidby Medicare.If thefailureto comply
is deemedo be “knowing” or “willful,” the governmentould seekto imposefines or penalties andwe may be requiredto
restructureour agreementand/orrespondo anyresultantlaimsby suchcustomeror the governmentOur hospitalcustomers
typically seekreimbursemenby Medicarefor outpatientservicesunderthe MedicareHospitalOutpatientProspectivdPayment
System.

Employees

As of December 312015 we hadatotal of 323full time employeesof which 224wereemployedn clinical relatedpositions,
41in operationatoles,42in generabndadministrativdunctions,and16in marketingandsales.We alsoutilize varyingamounts
of temporaryworkersasnecessaryo fulfill customerequirementsWe havenot experiencednywork stoppagesindconsider
ouremployeerelationsto begood.

Availability of Public Reports

We file electronicallywith the SecuritiesandExchangeCommission(the SEC),our annualreportson Form 10-K, quarterly
reportson Form10-Q,andcurrentreportson Form8-K pursuanto Section 13(apr 15(d)of the SecuritiesExchangeict of 1934
(ExchangéAct). The public may readandcopy any materialsfiled by uswith the SECat the SEC'sPublic ReferenceRoomat
100 FStreetNW, WashingtonD.C. 20549. The public may obtaininformationon the operationof the SEC'sPublic Reference
Roomby calling the SECat 1-800-SEC-0330.The SEC maintainsan Internetsite (www.sec.qoy, thatcontainsreports,proxy
andinformationstatementsandotherinformationregardingssuerghatfile electronicallywith the SEC.

TheCompanysannuafreportsonForm10-K, quarterlyreportsonForm10-Q,currentreportson Form8-K, andall amendments
tothosereportsareavailablefreeof chageonourwebsiteatwww.digirad.comassoonasreasonablyracticableaftersuchmaterial
is electronicallyfiled with, or furnishedto, the SEC. Suchreportswill remainavailableon ourwebsitefor atleastl2 monthsand
arealsoavailablefree of chage by written requesbr by contactingthe InvestorRelationsDepartmentt 858-726-1600.

The contentsof our websiteor any otherwebsitearenotincorporatedy referenceanto this AnnualReporton Form 10-K.

ITEM 1A. RISK FACTORS
RisksRelatedto Our Businessand Industry

We may not be able to achievethe anticipated synergiesand benefits fr om businessacquisitions, including our recent
acquisition of DMS Health Technologies)nc.

Partof our businessstrategyis to acquirebusinessethat we believecancomplemenbur currentbusinessactivities, both
financially and strategically On Januaryl, 2016, we acquiredProject RendezvoudHolding Corporation(“PRHC”) and its
subsidiariesincludingDMS HealthTechnologiesinc., with thesesynegisticbenefitan mind. PreviouslyweacquiredMD Office
Solutionson March 5, 2015,andTelerhythmicsLLC, on March 13, 2014.Acquisitionsinvolve manycomplexities,ncluding,
but not limited to, risks associatedvith the acquiredbusinesspastactivities,lossof customersregulatorychangeghatarenot
anticipateddifficultiesin integratingpersonnedndhumarresourcgrogramsintegratingE RPsystemsandotherinfrastructures,
generalunderperformancef the businessinderDigirad controlversusthe prior owners,unanticipategxpensesndliabilities,
andtheimpacton ourinternalcontrolsandcompliancewith theregulatoryrequirementsinderthe Sarbanes-Oxlect of 2002.
Thereis no guaranteghat our acquisitionswill increasehe profitability andcashflow of Digirad, andour efforts could cause
unforeseegomplexitiesandadditionalcashoutflows,includingfinanciallossesAs aresult therealizatiorof anticipatedynegies
or benefitsfrom acquisitionamaybe delayedor substantiallyeduced.

Our revenuedgmay declinedueto reductionsin Medicare and Medicare reimbursementrates.

The succes®f our businesss largely dependentiponour medicalprofessionatustomersability to providediagnosticcare
totheirpatientdn aneconomicallysustainablenannereitherthroughthepurchasef ourimagingsystem®r usingourdiagnostic
servicespr both. Our customersaredirectly impactedby changegdecreaseandincreases)n governmentaandprivate payor
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reimbursementfr diagnosticservicesWe aredirectly andindirectlyimpactedoy changesn reimbursementsin ourbusinesses,
wherewe areindirectly affectedby reimbursementhangeswe makeeveryeffort to actasbusinesgpartnerswith our physician
customersFor example,in 2010, we proactively adjustedour diagnosticimaging servicesratesdown due to the dramatic
reimbursemendeclinesthat our customersexperiencedrom the Centersfor Medicare& Medicaid ServicesReimbursements
remaina sourceof concerrfor our customeranddownwardpressuren reimbursementsausegreaterpricing pressuren our
servicesandinfluenceghebuyingdecisionof ourcustomersAlthoughthegapis closing,hospitalreimbursementemainhigher
thanin-office reimbursementur Diagnosticimagingsegment'groductsaretargetedto servethe hospitalmarket.A smaller
portionof our DiagnosticServicedusinessegmenbperatesn the hospitalmarket.

Reductionsin reimbursementgould significantly impact the viability of in-office imaging performedby independent
physiciansaswell astheviability of our cardiaceventmonitoringservicesusinessThehistoricaldeclinein reimbursementi
diagnostidmaginghasresultedin cancellation®f imagingdaysin our DiagnosticServicesdbusinessandthe delayof purchase
andservicedecisionshy our existingandprospectivecustomersn our Diagnosticimagingbusiness.

Unexpectedchangesin our relationship with Emory Healthcare could resultin a significant reduction in our salesand
pr ofits.

EmoryHealthcarédEmory)hascontributecahigh percentagef ourconsolidatedevenueFor2015,Emoryrepresented0.2%
of our consolidatedrevenuesand 13.4% of our Diagnostic ServicesrevenuesFor 2014, Emory represented 0.9% of our
consolidatedevenuesndl4.3%of ourDiagnosticServicesevenuesPriorto 2014 Emorydid notexceed 0%of ourconsolidated
revenueshowever they werestill a significantcustomerAlthough we expectthat Emorywill continueto be one of our most
importantcustomersandwedonotanticipateanyneartermchange ourrelationshippurbusinesgouldbemateriallyadversely
affectedif Emoryterminatests arrangemenwith us,negotiatesower prices,or otherwisealtersthenatureof its relationshipwith
us.

Our DiagnosticServicesrevenuesnay declinedueto changesn diagnosticimaging regulationsand the useof third party
benefit managersby statesand private payorsto drive down diagnosticimaging volumes.

Nucleammedicineis a“designatedhealthservice”underthefederalphysicianself-referraprohibitionlaw knownasthe“Stark
Law,” whichstateghataphysicianmaynotreferdesignatedhealthservicego anentity with whichthe physicianor animmediate
family memberhasa financialrelationship unlessa statutoryexceptionapplies.Our businessnodelandserviceagreementare
structuredo enableour physiciancustomerso meetthe statutoryin-office ancillary serviceIOAS) exceptiorto the StarkLaw,
allowingthemto performnucleardiagnostiamagingservicesontheir patientan theconveniencef theirown office. Fromtime-
to-time, the Centersfor Medicareand Medicaid Servicesand Congresshaveproposedo modify the IOAS to further limit or
eliminate this exception.Various lobbying organizationsare pushingfor, and the Medicare PaymentAdvisory Commission
(MedRAC) is actively discussingrecommendinghat Congresdimit the availability of the IOAS exceptionin orderto reduce
federalhealthcarecosts.Legislationhasbeenintroducedin prior Congresset modify or eliminatethe exception but hasnot
beenenactedTheoutcomeof theseefforts is uncertaimtthistime; howeverthelimitation or eliminationof theIOAS exception
couldsignificantlyimpactour DiagnosticServiceshusinessegmenascurrentlystructured.

Our customersvho performimagingservicedn their office alsoexperiencehe continuingefforts by someprivateinsurance
companiego reducehealthcareexpendituredy hiring radiologybenefitmanagerso helpthemmanagendlimit imaging.The
federalgovernmenthasalsosetasidemoniesin the 2009recessiomecoveryactsto hire radiologybenefitmanagerso provide
imagemanagemenserviceso Medicare/MedicaicandMedFAC hasrecommende@ndthe Centersfor Medicare& Medicaid
Servicedhas,in the past,proposedegislationrequiringMedicarephysiciansvho engagen arelatively high volumeof medical
imagingberequiredo obtainpre-authorizatiothrougharadiologybenefitmanagertA radiologybenefitmanagers anunregulated
entity that performsvariousfunctionsfor private payorsandmanagecdareorganizationsRadiologybenefitmanagemctivities
canincludepre-authorizatioffior imagingproceduressettingandenforcingstandardsapprovingwhich contracteghysiciangan
performthe servicessuchasrequiringeventhe mostexperiencedndhighly qualified cardiologistgo obtainadditionalboard
certifications,or interferingwith the financial decisionof the private practitionerby requiringthemto own their own imaging
systemandnotallowingthemto leasethesystemTheradiologybenefitmanagersftendo not providewritten documentatiormf
their decisionsor anappealgrocess|eavingleasingphysiciansunableto challengetheir decisionswith the carrieror the state
insurancalepartmentUnregulatedadiologybenefitmanagearctivitieshaveandcouldcontinueto adverselaffectour physician
customersability toreceivereimbursementhereforampactingourcustomerdiecisiorto utilize our DiagnosticServicesmaging
services.

We outsource the manufacturing of the majority of the componentsassociatedwith our nuclear gamma camerasto
streamlineoperationsand reducecosts.Outsourcing our manufacturing processmay be difficult, could resultin business
disruptions causedby the outsource partner, and may not resultin significant costsavings.
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In Septembe013,we announce@nagreemento outsourcehemajority of ournucleargammacamergroductionprocesses
to athird party We arenowrelianton ourthird partymanufacturemwhich couldexposeaisto anydisruptiondn theirsupplychain,
processesemployeesand other underlying activities associatedvith their manufacturingprocess.Shouldwe experiencea
disruptionin their supplyingof cameraswe maynot beableto find a suitablealternativesolutionin areasonablg@eriodof time
which may causea disruptionin camerasales.

Manufacturing and providing servicefor our nuclearimaging camerasis highly dependentuponthe availability of certain
suppliers, thereby making us vulnerable to supply problemsthat could harm our business.

Our manufacturingorocesseventhroughan outsourcemanufacturgrandour after salecamerasupportbusinesstelieson a
limited numberof third partiesto supplycertainkey component®f our products Alternative sourcesof productionandsupply
may not be readily availableor maytakeseveraimonthsto scale-upanddevelopeffective productionprocessedf adisruption
in theavailability of partsor in the operationf our supplierswereto occut our ability to havegammacamerasuilt aswell as
our ability to provide supportcould be materially adverselyaffected.We have developedbackupplansand havealternative
procedureshouldwe experience disruption.However if theseplansareunsuccessfuljelaysin the productionandsupportof
our gammacamerador an extendedperiod of time could causea loss of revenueand/orhigherproductionand supportcosts,
which couldsignificantlyharmour busines@andresultsof operations.

Our Diagnostic Servicesoperationsare highly dependentupon the availability of certain radiopharmaceuticals,thereby
making us vulnerable to supply problemsand price fluctuations that could harm our business.

OurDiagnosticServicebusinesinvolvestheuseof radiopharmaceutical$hereweresignificantdisruptionsn theinternational
supplyof theseradiopharmaceuticals 2010,which causedisto cancelserviceghatwould haveotherwisebeenprovidedand
thisadversehaffectedour customersaswell asourfinancialconditionin 2010.Sincethis eventwe generallyhavehadsufficient
supply butdo experienceshort-termshortage$rom time to time.

Thereisalimitednumbeiof majornucleareactorsupplyingmedicaradiopharmaceuticalgorldwideandthereisnoguarantee
that the reactorswill remainin good repair or that our supplier will have continuing accessto ample supply of our
radiopharmaceuticgdroduct.If we areunableto obtainan adequatesupplyof the necessaryadiopharmaceuticalsye may be
unableto utilize ourpersonnedndequipmenthroughourin-office serviceoperationsor thevolumeof our servicesoulddecline
andour businessnaybeadversehaffected.Shortageganalsocausepriceincreaseshatmaynotbeaccountedor in third party
reimbursementates therebycausingusto losemamin or requireusto passincrease®n to our physiciancustomers.

Our businessis not widely diversified.

We provide our diagnosticservicesand sell our productsprimarily into the cardiacnuclearandultrasoundmaging private
practiceandin-office markets We may not be ableto leverageour assetandtechnologyto diversify our productsandservices
in orderto generataevenuebeyondthe cardiacnuclearand ultrasoundimaging private practicemarkets.If we areunableto
diversify our productandserviceofferings,our financialconditionmay suffer.

We competeagainstbusinesseshat havegreaterresourcesand differ ent competitive strengths.

Themarketfor cardiacnucleaimagingcamerags limited andhasexperiencegomedeclines Someof our competitorshave
greaterresourcesindamorediverseproductofferingthanwe do. Someof our competitorsalsoenjoysignificantadvantagesver
us, including greaterbrand recognition, greaterfinancial and technicalresourcesgstablishedelationshipswith healthcare
professionalslargerdistributionnetworks,andgreateresourcegor productdevelopmentaswell asmoreextensivemarketing
andsalegesourcedf weareunableto expandburcurrentmarketsharepurrevenueandrelatedinancialconditioncoulddecline.

In addition,our DiagnosticServicesustomersnay switchto otherserviceproviders.Our DiagnosticServicessegmentboth
in diagnostidmagingandcardiaceventmonitoring,competeagainst variety of competitorssomeof whomhavetheadvantage
of alower coststructure andin the caseof diagnostidmaging,againstmagingcenterghatinstall nucleargammacameragnd
makethemavailableto physiciansn their geographiovicinity. If thesecompetitorsareableto win significantportionsof our
businessopur salescould declinesignificantly Our financialconditioncould be adverselyaffectedundersuchcircumstances.

Our quarterly and annual financial resultsare difficult to predict and arelikely to fluctuate fr om period to period.

We havehistoricallyexperiencedeasonalityn our DiagnosticServicesdusinessandin thepast,volatility duetothechanging
healthcareenvironmentthe variablesupplyof radiopharmaceuticalgndthe downturnsbasedon the changingU.S. economy
While our physiciansaretypically obligatedto payusfor imagingdaysto whichtheyhavecommitted our contractpermitsome
flexibility in schedulingwhen servicesare to be performed.We cannotpredictwith certaintythe degreeto which seasonal
circumstancesuchasthe summerslowdown,winter holiday vacations,and weatherconditionsmay affect the resultsof our
operationsWe havealsoexperiencedluctuationsin demandf our cardiacnucleargammeacamerasiueto economiaconditions,
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capitalbudgetavailability, andotherfinancialor businesseasonsln addition,dueto thewaythatcustomersn ourtargetmarkets
acquireourproductsalargepercentagef ourcamerardersarebookedduringthelastmonthof eachquarterlyaccountingperiod.
As such,adeliverydelayof only afew daysmaysignificantlyimpactquarterto-quartercomparison®f our resultsof operations.
Moreover thesalescyclein our Diagnosticlmagingsegmentor camerass typically lengthy particularlyin the hospitalmarket,
which may causeusto experiencesignificantrevenudluctuations.

We spendconsiderabletime and moneycomplying with federal and statelaws, regulations,and other rules, and if weare
unable to fully comply with suchlaws, regulations,and other rules, we could face substantial penalties.

We aredirectly, or indirectly throughour physiciancustomerssubjectto extensivaregulationby boththefederalgovernment
andthe statesin which we conductour businessincluding: the federalMedicareand Medicaid anti-kickbacklaws and other
Medicarelaws, regulations rules, manualprovisions,and policies that prescriberequirementgor coverageand paymentfor
serviceperformedoy usandour physiciancustomersthefederalFalseClaimsstatutesthefederalHealthinsurancePortability
andAccountabilityAct of 1996,0r HIPAA, asamendedn 2009underthe HITECH Act that placesdirectlegal obligationsand
higherliability on uswith respecto the securityandhandlingof personahealthinformation;the StarkLaw; the federalFood,
DrugandCosmetidAct; federalandstateradioactivematerialdaws; statefood anddrugandpharmacyawsandregulationsstate
laws that prohibit the practiceof medicineby non-physiciansand fee-splitting arrangement®etweenphysiciansand non-
physiciansstatescope-of-practicéaws; andfederalrulesprohibiting the mark-upof diagnosticteststo Medicareundercertain
circumstancedf our physiciancustomersareunableor unwilling to complywith thesestatutesregulationsrules,andpolicies,
ratesof our servicesandproductscoulddeclineandour businesgouldbe harmed Additionally, newgovernmentmandatesvill
requireusto providea certainbaselineof healthbenefitsandpremiumcontributionfor our employeesandtheir familiesor pay
governmentapenalties Someof thesecostsarenottax deductible We haveoptedto providethis coverageo ouremployedbase
in orderto maintainretentionof qualified medicaltechniciansand other professionalsatherthanplanto pay penaltiesto the
governmentEitheroptionwill resultin additionalcoststo usandcould negativelyimpactour cashreserves.

We maintainacomplianceprogranto identify andcorrectanycompliancassuesandremainin compliancewith all applicable
laws,to train employeesto auditandmonitorour operationsandto achieveothercompliancegoals.Like mostcompaniesvith
complianceprogramsweoccasionallyliscovercomplianceoncernsin suchcasesywetakeresponsivaction,includingcorrective
measuresvhennecessarylherecanbe no assuranceéhat our responsiveactionswill insulateus from liability associateavith
anydetecteccomplianceconcerns.

If our pastor presenbperationsarefoundto bein violation of anyof thelaws,regulationsyules,or policiesdescribedabove
or the otherlaws or regulationsto which we or our customersare subject,we may be subjectto civil and criminal penalties,
damagedines,exclusiorfrom federalor statehealthcareprogramsor thecurtailmenbr restructuringdf ouroperationsSimilarly,
if ourphysiciancustomerarefoundto benon-compliantvith applicabldaws,theymaybesubjecto sanctionsvhichcouldhave
anegativeimpacton us.Any penaltiesdamagesfines, curtailment,or restructuringof our operationsould adverselyaffect our
ability to operateour busines@andour financialresults Any actionagainstusfor violation of thesdaws, evenif we successfully
defendagainsit, couldcauseusto incur significantlegalexpensegjlivert our managementattentionfrom the operationof our
businessanddamageour reputation Although complianceprogramscanmitigatethe risk of investigationand prosecutiorfor
violationsof thesdaws,regulationstules,andpolicies theriskscannobeentirelyeliminated Moreover achievingandsustaining
compliancewith applicablefederalandstateprivacy, security andfraudlaws may provecostly.

Healthcare policy changescould have a material adverseeffecton our business.

In responséo perceivedncreasesn healthcarecostsin recentyears,therehavebeenandcontinueto be proposalshy the
federalgovernmentstategovernmentsiegulatorsandthird-partypayergo controlthesecostsand,moregenerallyto reformthe
U.S.healthcaresystem Certainof theseproposalsouldlimit the priceswe areableto chagefor our productsor theamountsof
reimbursemendvailablefor our productsandcouldlimit theacceptancandavailability of our productsTheadoptionof some
or all of theseproposalsould havea materialadverseeffect on our financial positionandresultsof operations.

A portion of our operationsare locatedin a facility that may be at risk from fir e, earthquakes,or other disasters.

Finalassemblyn ourmanufacturingrrocessandsignificantportionsof ourinventoryarelocatedin asinglefacility in Poway
California,neakknownfire areasmndearthquakéaultzonesFuturenaturadisastersouldcausesubstantiatielaysn ouroperations
andcausausto incur additionalexpensesilthoughwe havetakenprecautionso insureour facilities andcontinuingoperations,
aswell asprovidefor offsite back-upof our informationsystemsthis may not be adequatéo coverour lossesn any particular
caseA disastercouldsignificantly harmour businesandresultsof operations.

The medical deviceindustry is litigious, which could resultin the diversion of our management'stime and efforts, and
requireusto incur expensesnd pay damagesthat may not be covered by our insurance.
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Our operationgntailrisks of claimsor litigation relatingto productliability, radioactivecontaminationpatentinfringement,
tradesecretdisclosure warrantyclaims, vendordisputes productrecalls,propertydamage misdiagnosispreachof contract,
personalnjury, anddeath Any litigation or claimsagainsus,or claimswe bring againsbthers maycausaisto incur substantial
costs,could placea significantstrainon our financial resourcesglivert the attentionof our managemenrfrom our corebusiness,
andharmour reputationWe mayincur significantliability in theeventof anysuchlitigation, regardlessf themeritof theaction.
If we areunableto obtaininsuranceor if ourinsurances inadequatéo coverclaims,our cashreservesandotherassetgouldbe
negativelyimpacted Additionally, costsassociatedvith maintainingour insurancecould becomeprohibitively expensiveand
our ability to becomeor remainprofitablecouldbediminished.

Our ability to protectour intellectual property and proprietary technologythr ough patentsand other meansis uncertain.

Our successlependsin part, on our ability to protectour proprietaryrightsto the technologiesisedin our products Any
patentswe have obtainedor do obtain may be challengedby re-examinationor otherwiseinvalidatedor eventuallyfound
unenforceableBoth the patentapplicationprocessand the processof managingpatentdisputescan be time consumingand
expensive Competitoramay attemptto challengeor invalidateour patentsor may be ableto designalternativetechniquesor
deviceghatavoidinfringementof our patentspr developproductswith functionalitiesthatarecomparablédo ours.In theevent
acompetitorinfringesuponour patentor otherintellectualpropertyrights, litigation to enforceour intellectualpropertyrightsor
to defendour patentsagainsichallengegvenif successfulgcouldbeexpensiveandtime consumingandcouldrequiresignificant
time andattentionfrom our management\Ve may not havesuficient resourceso enforceour intellectualpropertyrightsor to
defendour patentsagainstchallenge$rom others.

We may make financial investmentsin other businesseshat may losevalue.

As we look for the bestwaysto deployour capitaland maximizeour returnsfor our businesseandshareholdersye may
makefinancialinvestmentén otherbusinessesr processefor purpose®f enhancingursupplychain,creatingfinancialreturns,
strategiaddevelopmentsyr otherpurposesTheseanvestmentsnaybespeculativen nature andthereis no guarante¢hatwe will
experienca financialreturnandwe mayloseour entireprincipal balancaf not successful.

Risks Related to our Indebtedness

OnJanuaryl, 2016,weenteedinto a CreditAgreementthe“Cr editAgreement”)byandamongDigirad andcertainsubsidiaries
of Digirad, thelenderspartythereto,andWellsFargoBank ,NationalAssociatiorasadministrativeagentandassoleleadarranger

andsolebookrunner TheCreditAgreemenis a five-yearcreditfacility (maturingin January2021)with amaximuntreditamount
of $40.0million (the“Cr edit Facility”). OnJanuary4, 2016,wedrewdown$33.6million againstthe Credit Facility to fundthe

acquisitionof DMS Health Technologieslinc.

Our indebtednesscould restrict our operationsand make us more vulnerable to adverseeconomicconditions.

Ourindebtednessouldhaveimportantconsequencdsr usandourstockholders-orexampletheCreditAgreementequires
us to dedicatea substantiaportion of our cashflow from operationsto paymentson our indebtednessherebyreducingthe
availability of our cashflow to fund working capital, capital expendituresand acquisitions,and for other generalcorporate
purposeslin addition,ourindebtednessould:

e increasenur vulnerabilityto adverseeconomicandcompetitivepressure our industry;

« placeusatacompetitivedisadvantageomparedo our competitorghathavelessdebt;

< limit ourflexibility in planningfor, or reactingto, changesn our businesandour industry;and
< limit our ability to borrowadditionalfundson termsthatareacceptabléo usor atall.

The CreditAgreemenigoverningour indebtednesgontainsrestrictive covenantshat will restrict our operationalflexibility
and require that we maintain specifiedfinancial ratios. If we cannotcomply with thesecovenantswe may be in default
under the Credit Agreement.

The CreditAgreemengoverningour indebtednessontainsrestrictionsandlimitationson our ability to engagen activities
thatmay be in our long-termbestinterests.The CreditAgreementcontainsaffirmative and negativecovenantghat limit and
restrict,amongotherthings,our ability to:

e incuradditionaldebt;

« sellassets;

e incurliensor otherencumbrances;

« makecertainrestrictedpaymentsandinvestments;
e acquireotherbusinessesand

* memgeorconsolidate.
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In addition theCreditAgreementimits, butdoesnoteliminate purability to paydividends TheCompanyexpectgo continue
to payits quarterlydividendconsistenwith pastpractice howeverthereis no assurancéhatthe Companywill beableto doso
underthe CreditAgreement.

Our CreditAgreementcontainsa minimum liquidity covenantfixed chage coverageratio covenantanda leverageratio
covenantEventsbeyondour controlcould affect our ability to meettheseandothercovenantainderthe CreditAgreementOur
failureto complywith ourcovenantandotherobligationsundertheCreditAgreementnayresultin aneventof defaultthereunder
A default,if notcuredor waived,may permitacceleratiorof ourindebtednesdf ourindebtednesis acceleratedye cannotbe
certainthatwe will havesufiicient fundsavailableto paythe accelerateihdebtednes@ogethemwith accruednterestandfees),
or thatwewill havetheability to refinancetheacceleratethdebtednessntermsfavorableto usor atall. This couldhaveserious
consequences ourfinancialcondition operatingesultsandbusinessandcouldcausaisto becomensolventor enterbankruptcy
proceedingsandshareholdermayloseall or a portionof theirinvestmenbecaus®f the priority of the claimsof our creditors
onourassets.

If we are unable to generateor borr ow sufficient cashto make paymentson our indebtedness.our financial condition
would be materially harmed, our businesscould fail, and shareholdersmay loseall of their investment.

Our ability to make scheduledpaymentson or to refinanceour obligationswill dependon our financial and operating
performancewhichwill beaffectedby economicfinancial,competitive businessandotherfactors,someof which arebeyond
ourcontrol.We cannotassureyou thatour businessvill generatesufiicient cashflow from operationgo serviceourindebtedness
or to fund our otherliquidity needslf we areunableto meetour debtobligationsor fund our otherliquidity needswe mayneed
to restructureor refinanceall or aportionof ourindebtednesen or beforematurityor sell certainof our assetsWe cannotassure
you thatwe will be ableto restructureor refinanceany of our indebtednessn commerciallyreasonabléerms,if atall, which
couldcauseusto defaulton our debtobligationsandimpair our liquidity. Any refinancingof ourindebtednessouldbeathigher
interestratesandmayrequireusto complywith moreonerouscovenantsywhich couldfurtherrestrictour busines®perations.

Increasesn interestrates could adverselyaffect our resultsfrom operationsand financial condition.

An increasen prevailinginterestrateswould haveaneffectontheinterestrateschagedon ourvariableratedebt,whichrise
andfall uponchangesn interestrates.If prevailinginterestratesor otherfactorsresultin higherinterestrates,the increased
interestexpensavould adverselyaffect our cashflow andour ability to serviceour indebtedness.

Risks Related to our Common Stock

The market price of our common stock may be volatile, and the value of youmvestment could decline significantly

Thetradingprice of ourcommonstockhasbeen andwe expeciit to continueto be,volatile. The priceatwhich ourcommon
stocktradesdependsipona numberof factors,includingour historicalandanticipatedperatingresults,our financial situation,
announcementsf newproductsby usor our competitorspur ability or inability to raisethe additionalcapitalwe mayneedand
thetermsonwhichwe raiseit, andgeneramarketandeconomicconditions.Someof thesefactorsarebeyondour control.Broad
marketfluctuationsmaylower the marketprice of our commonstockandaffectthe volumeof tradingin our stock,regardles®f
our financial condition,resultsof operationspusinessor prospectslt is impossibleto assureyou thatthe marketprice of our
sharef commonstockwill notfall in thefuture.

Our commonstock hasa low trading volume and sharesavailable under our shelfregistration statementand our option
plan could affect the trading price of our commonstock.

Ourcommonstockhistoricallyhashadalow tradingvolume.Any significantsalesof ourcommonstockmaycausevolatility
in our stockprice.We alsohaveregisteredshare®f commonstockthatwe mayissueunderour shelfregistrationstatementour
employedenefitplans,orfromourtreasurystock. Accordingly thesesharesanbefreelysoldin thepublicmarketuponissuance,
subjectto restrictionsunderthe securitiedaws. If any of thesestockholderspr othersellingstockholdersgausea large number
of securitiesto be sold in the public marketwithout a correspondinglemand the salescould reducethe trading price of our
commorstock.Oneor morestockholdersioldingasignificantamouniof ourcommorstockmightbeableto significantlyinfluence
mattersrequiringapprovalby our stockholderspossiblyincludingthe electionof directorsandthe approvalof memgersor other
busineszombinationtransactions.

We adopteda tax benefit preservationplan, designedto preservethe value of certain incometax assetsprimarily tax net
operating losscarryforwards (NOLSs), which may discourageacquisition and saleof large blocks of our stock and may
resultin significant dilution for certain stockholders.

We haveadoptedatax benefitpreservatiomplanin theform of a Section382RightsAgreemen{the382Agreement)The 382
Agreements designedo preservestockholdevalueandthevalueof certainincometax assetgprimarily associateavith NOLs
by actingasa deterrento any personacquiringbeneficialownershipof 4.99%or moreof the Companys outstandingcommon
stockwithouttheapprovalof the Board.The 382Agreementnaydiscouragexisting5% stockholderdrom sellingtheirinterest
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in asingleblock,whichmayimpacttheliquidity of theCompany's€ommonstock,maydeterinstitutionalinvestordrominvesting

in our stock,andmay deterpotentialacquirerdrom makingpremiumoffersto acquirethe Companyfactorswhich maydepress
themarketprice of our stock.

Anti-takeover provisionsin our organizational documentsand Delaware law may preventor delay removal of current
managementor a changein control.

Ourrestateatertificateof incorporatiorandamende@ndrestatedylawscontainprovisionghatmaydelayor preventachange
in control,discouragéidsatapremiumoverthe marketprice of our commonstock,andadverselyaffectthe marketprice of our
commonstockandthevoting andotherrightsof the holdersof our commonstock.In addition,asa Delawarecorporationwe are
subjectto Delawarelaw, including Section203 of the DelawareGeneralCorporationLaw. In general,Section203 prohibitsa
Delawarecorporationfrom engagingin any businessombinationwith any interestedstockholderfor a period of threeyears
following thedatethatthe stockholdebecameaninterestedstockholdemunlesscertainspecificrequirementsaremetassetforth
in Sectior?03.Theseprovisionsaloneortogethercouldhavetheeffectof deterringordelayingchanges incumbentmanagement,
proxy contestspr changesn control.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our principalexecutiveofficesarelocatedin anapproximately8,500squarefoot facility in SuwaneeGeogiathathad
beenleasedo usonamonthto monthbasispreviously On Octoberl, 2014,we enterednto along-termleaseagreementor the
samdacility, extendingpurleasegermsto Novembe30,2021 .Ourformercorporatdheadquartenserelocatedn anapproximately
47,000squarefoot facility in Poway California. Consistentvith our Facilitiesrestructuringnitiative, on January22, 2014,we
enterednto aterminationagreemento endthe leaseon the 47,000squarefoot Poway Californiafacility asof April 30,2014.
The original termof the leasewould havecontinuedthroughFebruary29, 2016.Concurrentlywith theterminationof the lease
for the47,000squargoot Poway Californiafacility, we enterednto a newleaseagreementn January23, 2014for a separate
21,300squardoot facility in Poway Californiato houseour DiagnosticimagingoperationsThe newleaseagreemenis for the
term from March 1, 2014 throughFebruary28, 2021.SeeNote 11 to the auditedconsolidatedinancial statementgor further
information. In additionto the aforementionegroperties DiagnosticServicesleasesapproximately28 additionalsmall hub
locationsin the variousstatesn which we operatewhich primarily houseour fleet of camerasndvans.Thehublocationlease
termstypically rangebetweeroneandfive years.DiagnosticServicesalsooperates cardiaceventmonitoringcenterwhich is
locatedin anapproximately8,078squarefoot facility in Collierville, Tennesseél heleasewill expireon March12,2021.

ITEM 3. LEGAL PROCEEDINGS

See Note 7 to the audited consolidated financial statements for a summary of legal proceedings.

ITEM 4. MINE SAFETY DISCLOSURES
Not Applicable.
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PART Il

ITEM 5. MARKET FORREGISTRANT'S COMMON EQUITY,RELATED STOCKHOLDER MATTERSAND
ISSUER PURCHASESOF EQUITY SECURITIES

Market Information

Our commonstockis tradedon the NASDAQ Global Marketunderthe symbol“DRAD”. The following table presentghe
high andlow persharesalepricesof our commonstockduringthe periodsindicated,asreportedon NASDAQ.

Year ended December 31,

2015 2014

High Low High Low
First Quarter $ 548 $ 386 $ 388 $ 3.03
Second Quarter 4.81 3.68 3.73 3.03
Third Quarter 4.49 3.50 4.19 3.11
Fourth Quarter 6.92 3.74 4.49 3.50

As of Februaryl7,2016therewereapproximatelyl68 holdersof recordof our commonstock.We believethatthe numberof
beneficialownersis substantiallygreaterthanthe numberof recordholdersbecause large portion of our commonstockis held
of recordthroughbrokeragdirms in “streetname.”

Dividend Policy

We paidfour quarterlycashdividendsof $0.05percommonsharefor total dividendspaid of $0.20percommonshareduring
theyearendedDecember 312015 We paidfour quarterlycashdividendsof $0.05percommonsharefor total dividendspaid of
$0.20percommonshareduringtheyearendeddecember 312014.0n Februaryl, 2016,we announcedividendof $0.05per
commonsharepayableon February29, 2016to shareholdersf recordasof Februaryl6,2016.

Our ability to paydividendscouldbeaffectedby futurebusinesperformanceliquidity, capitalneedsandfinancialcovenants
underour CreditAgreementvith Wells Faigo. The CreditAgreementimits, butdoesnoteliminate,our ability to paydividends.
We presentlyintend to continue the paymentof regular quarterly cash dividends on our common stock, however there
is no assuranct¢hatthe Companywill beableto do sounderthe CreditAgreement.

Salesof Unregistered Securities

None.

Issuer Purchasesof Equity Securities
Therewerenoissuerpurchasesf equity securitiesduringthefiscal year2015

On February27, 2013, our boardof directorsmodified our stockbuybackprogramoriginally adoptedn February2009to
increaseepurchase® anaggregatef $7.0million, andsubsequentiyon March13,2013,increasedhe stockbuybackprogram
againfor repurchasesf upto anaggregatef $12.0million. Thetiming of stockrepurchaseandthenumberof shareof common
stockto berepurchasedrein compliancewith Rule 10b-18underthe SecuritiefEExchangeict of 1934.Thetiming andextentof
therepurchaseependsiponmarketconditions applicabldegalandcontractuatequirementsandotherfactors.

Total Cumulative Maximum Dollar
Average Price Number of Value of Shaes
Total Number of Paid PerShare Shares Purchased that May Yet

Shares Purchased for Period as Part of Publicly Be Purchased

During the Period Presented Announced Plan Under the Plan
October 1, 2015 — October 31, 2015 - - 2,588,484 $ 6,271,789
November 1, 2015 — November 30, 2015 - - 2,588,484 6,271,789
December 1, 2015 — December 31, 2015 - - 2,588,484 6,271,789
As of December 31, 2015 2,588,484 $ 6,271,789

Stock Performance Graph

Thefollowing informationrelating to the price performanceof our commorstockshall not be deemedfiled” with the SEC
or“Soliciting Material” undertheExchangé\ct,or subjectoRegulation 144r 14C,or toliabilities of Section 1®ftheExchange
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Actexceptotheextentwespecificallyrequesthatsuchinformationbetreatedassolicitingmaterialor to theextenwespecifically
incorporatethis informationby refelence.

The graphbelow compareghe cumulativetotal stockholdereturnon our commonstockwith the cumulativetotal returnon
the NASDAQ StockMarket Index,the NASDAQ Medical Equipmentindex,andthe NASDAQ Healthcardndex. The period
showncommence®n Decembei31, 2010andendson December 312015 the end of our mostrecentfiscal year The graph
assumesninvestmenbf $100on DecembeB1, 2010,andthereinvestmenof anydividends if any Thecomparisonshownin
thegraphbelowarebaseduponhistoricaldata.

Thecomparisongn thegraphbelowarerequiredoy the SecuritiesandExchangeCommissiorandarenotintendedo forecast
or beindicativeof possiblefuture performancesf our commonstock.

12/31/2010 12/31/2011 12/31/2012 12/31/2013 12/31/2014 12/31/2015
Digirad Corporation $ 100.00 $ 93.33 % 97.62% 178.64% 223.10% 309.63
NASDAQ Stock Market (US Companies  100.00$ 100.51$ 11887$% 165.68$% 191.04$% 205.76
NASDAQ Medical Equipment Index $ 100.00$ 114.89% 12790% 14990% 173.89% 204.97
NASDAQ Healthcare $ 100.00$ 10451% 13298% 208.83% 268.28% 286.68
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ITEM 6.

SELECTED CONSOLIDATED FINANCIAL DATA

The following selectedconsolidatedinancial datashouldbe readin conjunctionwith our Audited Consolidated-inancial
Statementandrelateddisclosuresandltem 7,“Managemens DiscussionandAnalysisof FinancialConditionand Resultsof
Operations,which areincludedelsewherén this Form 10-K. Amountsarepresentedn thousandsexceptpershareamounts.

Consolidated Statements of Operations Data:
Revenues:
Diagnostic Services
Diagnostic Imaging
Total revenues
Cost of revenues:
Diagnostic Services
Diagnostic Imaging
Total cost of revenues
Gross profit
Operating expenses:
Research and development
Marketing and sales
General and administrative
Amortization and impairment of intangible assets
Restructuring loss (gain)
Gain on sale of assets and license agreement
Total operating expenses
Income (loss) from operations
Total other income (expense)
Income (loss) before income taxes
Income tax benefit (expense)
Net income (loss)
Net income (loss) per share:
Basic
Diluted
Shares used in per share calculations:
Basic
Diluted
Dividends declared per common share

Consolidated Balance Sheets Data:
Cash and cash equivalents
Working capital

Total assets

Capital lease obligations

Total stockholders’ equity

Year Ended December 31,

2015Y

2014@®

2013®

2012

2011

$ 46,407 $ 42,170 $ 37,171 $ 36,064 $ 37,794

14,419 13,438 12,205 14,449 15,951
60,826 55,608 49,376 50,513 53,745
35,968 31,721 27,828 27,293 29,672
6,949 7,247 7,432 10,128 9,315
42,917 38,968 35,260 37,421 38,987
17,909 16,640 14,116 13,092 14,758
— — 1,025 3,716 2,738
4,741 4,730 4,411 6,402 7,622
9,888 8,344 8,118 7,839 7,741
506 356 231 233 331
— 692 1,728 — (164
— — (1569 — —
15,135 14,122 13,945 18,190 18,268
2,774 2,518 171 (5,099 (3,510
(257) 19 48 97 250
2,517 2,537 219 (5,001 (3,260
19,123 (62) 45 77 (82)
$ 21640 $ 2,475 $ 264 (4924 '$ (3,342
$ 113 $ 013 $ 0.01 026 $ (0.19
$ 110$ 013 $ 001 $ (026 $ (01§
19,210 18,571 18,789 19,274 19,052
~ 19,690 18,878 19,159 19,274 19,052
$ 020% 020$ 005$ — $ —
December 31,

2015 2014 2013 2012 2011
$ 15,868 $ 14,051 $ 18,744 19,514 $ 24,039
23,041 24,659 29,044 31,103 35,585
64,113 41,901 41,451 44,909 50,027
1,567 767 488 96 51
54,155 32,645 33,386 36,449 41,487

@ On March5, 2015,we acquiredMD Office Solutions(MD Office). The resultsof MD Office areincludedin Diagnostic
Servicessincetheacquisitiondate.SeeNote 3 to the auditedconsolidatedinancial statements.

@ On March 13, 2014, we acquired100% of the membershignterestof Telerhythmics,LLC. SeeNote 3 to the audited

consolidatedinancial statements.
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@ OnJanuary®7,2014andFebruary28,2013we enterednto the Facilitiesrestructuringnitiative andthe Diagnostidmaging
restructuringnitiative, respectivelySeeNote 11 to the auditedconsolidatedinancial statements.
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ITEM 7. MANAGEMENT'S DISCUSSIONAND ANAL YSISOF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Thefollowing discussiorcontainsforward-lookingstatementsvhichinvolverisksand uncertaintiesOur actualresultscould
differ materiallyfromthoseanticipatedn theseforward-lookingstatementasa resultof variousfactors,includingthosesetforth
previouslyunderthecaption“Risk Factors.” ThisManagemens'Discussiorand Analysisof Financial Conditionand Resultsof
Operationsshouldbereadin conjunctionwith our auditedconsolidatedinancial statementandrelatednotesincludedelsewheg
in thisreport.

Overview

We areoneof thelargestnationalprovidersof in-office nuclearcardiologyimagingandultrasoundservicesandalsoprovide
cardiaceventmonitoringservices Our servicesare providedto physicianpracticeshospitals andimagingcenterghroughour
DiagnosticServicesreportablesegmentWe also sell solid-stategammacamerador nuclearcardiologyand generalnuclear
medicineapplicationsaswell asprovideserviceonthe productawve sellthroughour DiagnosticimagingreportablesegmentWe
designedand commercializedhe first solid-statenucleargammacamerafor the detectionof cardiovasculadiseaseandother
medicalconditions.Our imagingsystemsare soldin both portableandfixed configurationsandprovide enhanceaperability
andimprovedpatientcomfort. Our nuclearcamerasit easilyinto floor spacesassmallassevenfeetby eightfeet,andfacilitate
thedeliveryof nucleamrmedicineproceduregn aphysicians office, anoutpatientospitalsetting,or within multiple departments
of ahospital(e.g.,emegencyandoperatingrooms).

We generateevenueswithin two primary reportablesegmentsDiagnosticServicesand Diagnosticlmaging. Our primary
serviceofferingthroughDiagnosticServicess aconvenienandeconomicallyefficientimagingservicegprogramasanalternative
to purchasinga gammacameraor ultrasoundequipmentbor outsourcingthe procedureso anothermphysicianor imagingcenter
Forphysiciansvhowishto performnuclearimaging,echocardiographyascularor generalltrasoundests,or anycombination
of theseproceduren their offices,we providetheability for themto engageur serviceswhichincludestheuseof ourimaging
system gualified personnelandrelateditemsrequiredto performimagingin their own officesandbill Medicare Medicaid,or
oneofthethird-partyhealthcarénsurerdlirectlyfor thoseservicesTheflexibility of ourproductsandourserviceallowsphysicians
to ensurecontinuity of careand conveniencdor their patientsandallows themto retainrevenuefrom procedureshey would
otherwisereferto imagingcentersandhospitalsTheimagingservicesareprimarily providedto cardiologistsjnternalmedicine
physiciansandfamily practicedoctorswho enterinto annualcontractsor a sethumberof daysrangingfrom oncepermonthto
five timesperweek.We experiencesomeseasonalityelatedto vacationsholidays,andinclementweatherMost of theimaging
servicesarefocusedon cardiaccare.Many of our physiciancustomersrerelianton reimbursementdom Medicare Medicaid,
andthird-partyinsurerswhere,in the past,therehasbeendownwardprice pressureanduncertaintyof reimbursementatesdue
to factorsoutsidethe physicians'control. The uncertaintycreatedby the 2010healthcareeform laws andotherlegislationhas
alsoimpactedour businessn the past,andwill likely havesomeimpacton our businessn thefuture.Futurechangesndrelated
impactsmayrequiremodificationsto our currentbusinessnodelin orderfor our physiciancustomers&ndusto maintainaviable
economianodel.

With theacquisitionof Telerhythmics.LC onMarch13,2014,we broadenedur suiteof serviceofferingsprovidedthrough
theDiagnosticServicesegmentenablingtheprovisionof outsourceaardiaceventmonitoringservicesProvidingtheseservices
offersflexibility andconvenienceo our customersvho do not haveto incur the costsof stafing, equipmentandlogisticsto
monitor patientsas part of their standardof care.Our cardiaceventmonitoring servicesare provided primarily throughan
independentliagnostictestingfacility modelwhich allows usto bill Medicare,Medicaid, or one of the third-party healthcare
insurerdirectlyfor serviceprovided As suchpurcardiaceventmonitoringservicesaresubjectoreimbursementsomMedicare,
Medicaid,andthird-partyinsurerswhich are subjectto changeon a periodicbasis.Our cardiaceventmonitoring servicesare
mainly providedto physicianpracticesandhospitals.

Our Diagnosticilmagingsegmentevenueresultsprimarily from selling solid-stategammacamerasndcameranaintenance
contractsWe sell ourimagingsystemso physicianofficesandhospitalsprimarily in the United Statesalthoughwe havesolda
smallnumberof imagingsystemsnternationally

Formanyyearssinceour Initial PublicOfferingin 2004,we focusedsignificantefforts onresearclanddevelopmenéctivities
to developandfurther enhanceour nuclearimagingcamerasprimarily for alternativeuseswithin the healthcareenvironment.
Theseefforts, alongwith afixed infrastructurghatwassizedfor amuchhighervolumeof manufacturingandsalesof our nuclear
imagingcamerashanwe haveexperiencedresultedn severalyearsof financiallossesOn February?28,2013,we announcea
planto restructureur Diagnostidmagingbusinesso significantlyreducecostsandimproveprofitability (theDiagnostidmaging
restructuringnitiative). The Diagnosticimagingrestructuringnitiative involveda reductionin forcefocusedon manufacturing,
researctanddevelopmentandadministrativepersonnelln addition,we enterednto anagreemenin Septembe2013with athird
partyto outsourcehe majority of the manufacturingassociatedvith our camerasAll restructuringefforts associatedvith this
initiative werecompleteasof June30, 2014.Further on January?27,2014,we enterednto a terminationagreemento endthe
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leasennour47,000squardoot formerheadquartericility in Poway California(theFacilitiesrestructuringnitiative) andmoved
ourDiagnostidmagingoperationsnto aseparat@1,300squardootfacility. All restructuringeffortsassociatewith theFacilities
restructuringnitiative werecompleteasof DecembeB1,2014.With theserestructuringnitiativescompletewe planto continue
sellingandservicingour camerasbut at a moreprofitablelevel with our restructuredleanerinfrastructure We believethatour
camerasaveunderlyingtechnologyandrelatedpatentghatmakethemrelevantinto the future.

Our main strategicfocusis on growing our DiagnosticServicesbusinessyhich we planto accomplishby driving revenue
densitywith our existing customersyy providing additionalserviceofferings, suchas cardiaceventmonitoring,aswell asby
increasingour overallnumberof customershroughterritory expansiorandacquisitionof otherhealthcaresolutionscompanies.
Recently theseacquisitionshaveincludedthe acquisitionof Telerhythmicson March 13, 2014; our acquisitionof MD Office
SolutionsonMarch5, 2015,aproviderof in-office nuclearcardiologyimagingin thenorthernandcentralCaliforniaregions;and
mostrecently on Januaryl, 2016,DMS Health,a providerof mobile healthcaresolutionsandsellerof medicalequipmeniand
servicedo smallandregionalhospitalghroughoutheUnited Stateswith aconcentration theupperMidwestregion.Thescope
of our operationalfootprint within the United Stateson a basisof statesservedis expectedo approximatelydoublein 2016
comparedo 2015asaresultof the DMS Healthacquisition,andwill significantlyimpactfinancialresultsgoingforward.In the
future, we expectto continueto evaluateadditionalacquisitionopportunitiesrelatedto complementanhealthcaresolutionsto
diversify andexpandour currentofferings.

Thefinancialandoperationatliscussiorthatfollows doesnotincludetheimpactof theacquisitionof DMS Health,whichwas
completedbn Januaryl, 2016.

Our Market

The target marketfor our productsandservicess comprisedof cardiologistsjnternalmedicinephysiciansfamily practice
physiciansandhospitalsn theUnitedStateghatperformor couldperformnucleamndultrasoundiiagnostidmagingprocedures,
or haveaneedfor cardiaceventmonitoring.DuringtheyearendedDecember 312015 throughDiagnosticServicesve provided
imagingservicego 663 physiciansandphysiciangroupsandcardiaceventmonitoringservicego 390 physiciansandphysician
groups.Our DiagnosticServicesbusinessurrentlyoperatesn 25 statesin the pastour markethasbeennegativelyaffectedby
lower physicianreimbursement8om the Centerfor MedicareandMedicaidServiceCMS) andthird partyinsuranceproviders
for the codesunderwhich our physiciancustomerill for our servicesalthoughreimbursementbavestabilizedin the lastfew
yearsWe haveaddressedandwill continueto addressthesemarketpressure®y modifying our DiagnosticServicesbusiness
model,andby assistingour physiciancustomersn complyingwith newregulationsandrequirements.

Trendsand Drivers

Themedicaldeviceandservicesndustry includingthe marketfor nuclearandultrasoundmagingsystemsandservicesand
cardiaceventmonitoring, is highly competitive.Our businesscontinuesto be affectedby manyfactors,including healthcare
reimbursememates competitionfrom alternativémagingmodalitiessuchaspositronemissiortomographyPET)andcomputed
tomography(CT) angiographycompetitionfrom smallowneroperatednobile nucleaimagingprovidersaswell asfrom larger
entrenched@ompetitoran the cardiaceventmonitoringmarket,andgeneraluncertaintyin the healthcarenarketplace.

In our DiagnosticServicesegmentour physiciancustomergontinueto experienceincertaintyin reimbursementsom CMS
andthird partyinsuranceprovidersfor thecodesunderwhich our physiciancustomerdill for ourservicesalthoughwe haveseen
reimbursementstabilizein thelastfew years.In addition,therehasbeenatrendof physiciancustomersellingtheir practiceso
hospitalsor largerhealthcaresystemsandotherdoctorshreakingawayfrom hospitalandhealthcaresystemswhich affectsboth
positivelyandnegativelythevolumeof our serviceon ayearby yearbasis As aresult,we arecontinuingto modify our offerings
and pricing for our servicesupon contractrenewal. The uncertaintyover the enactmenbf future legislationthat may impact
reimbursemenmtatescontinuego linger andcauseconcernwith our physiciancustomersWe continueto considemodifications
to our businessnodelin orderto adaptto environmentahndregulatorychangesn our dynamichealthcaranarketplace.

In our Diagnostidmagingsegmentye continueto focuson singlephotonemissiorcomputedomographySPECT products
targeted specifically at the larger physicianpracticesand hospital marketplace The most widely usedimaging acquisition
technologyutilizing gammacamerags singleSPECT andall of our currentcardiacgammacameragmploySPECTtechnology
Despitehighutilizationratesof competingnodalitiessuchasCT, PET, andMRI, anddiagnostigproceduresuchasCTangiography
SPECTprocedureperformedvith gammacamerasireexpectedo continugo beusedor asubstantiahumberf cardiac-specific
imagingprocedureaccordingoindustryexpertsWebelievecontinueditilizationof SPECTtechnologywill bedrivenby patients
havingeasiermaccesso nucleamedicineservicesatphysiciansbffices,lower purchas@andmaintenanceostsasmallerphysical
footprint, and easierservicelogistics of gammacamerasin an emeging trendin cardiology SPECTtechnologiesare being
integratedwith otherimagingmodalities to form hybrid imagingmodalities,suchasSPECT/CTresultingin improvedclinical
quality anddiagnosticcertainty

2015Financial Highlights
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Our consolidatedevenuesvere$60.8million for theyearendedDecember 312015 Thisis anincreaseof $5.2 million, or
9.4% comparedo theprior yearperioddrivenby a$4.2million, or 10.0% increaseén our DiagnosticServicegevenueyearover
year Theincreasen DiagnosticServicegevenuas primarily dueto $2.6million of incrementatevenueassociatevith theMD
Office acquisition,which occurredon March 5, 2015,aswell as$1.6 million of incrementakardiaceventmonitoringrevenue
resultingfrom the Telerhythmicsacquisition which occurredon March 13, 2014.Excludingtheimpactof acquisitionsrevenue
in the DiagnosticServicedusinessncreasedlightly comparedo the prior yeardrivenby anincreasen thenumberof daysour
physiciancustomeraitilized ourimagingservicespartially offsetby a decreasén our averagemobileimagingrateperdayand
a decreasen ancillary revenuefrom short-termequipmentrentals.Diagnosticimaging segmentrevenuedor the yearended
December 312015increasedy $1.0million, or 7.3% comparedo theprior year, primarily dueto anincreasen thevolumeof
camerassold. The numberof camerassold increasedo 31 from 27 during the yearsendedDecember 312015 and 2014
respectivelyTheincreasen Diagnostidmagingrevenuevasalsodueto amorefavorableproductmix soldduringtheyearended
December 312015ascomparedo the prior yearwhichled to a higherblendedaverageselling price percamerayearoveryear
partially offsetby attrition in the numberof cameramaintenanceontracts Consolidatedyrossprofit increaseds1.3million, or
7.6% comparedo the prior year Theincreasdn consolidatedyrossprofit is primarily the resultof increasedverall revenue
volumeaswell asimprovedgrossprofit asa percentagef revenudn our DiagnosticimagingbusinessOur Diagnosticimaging
businessegmenbenefitedfrom a morefavorablemix of camerasold duringtheyearendedDecember 312015comparedo
the prior year aswell asthe releaseof excessnventoryreservesiueto the saleof previouslyreservednventory Diagnostic
Servicegyrossprofit decreasedbr the yearendedDecember 312015comparedo the prior yeardrivenby a decreasén gross
profit asa percentagef revenuepffsetpartially by increasedevenue Our total operatingexpensegncreaseds1.0million for
theyearendedDecember 312015comparedo the prior year driven by a $1.5million increasdan generalandadministrative
expensegprimarily asa resultof $1.3 million in legal and professionakervicescostsrelatedto the DMS Health acquisition
completedbn Januaryl, 2016,partially offsetby the non-recurrencef $0.7million in restructuringcostswhich occurredduring
theyearendedDecember 312014 Ourconsolidatechetincomefor theyearendedDecember 312015was$21.6million, which
is anincreaseof $19.2million comparedo our netincomeof $2.5million duringthe prior year primarily dueto anincometax
benefitof $19.1million recognizeduringthe yearendedDecember 312015 aswe concludedhatit wasmorelikely thannot
thataportionof our deferredax assetsvould berealizedthroughfuturetaxableincomeandthereforewe releasedhe associated
valuationallowancerelatedto thosetax assets.

FortheyearendedDecember 312015 DiagnosticServicesperatedB6 nucleargammacameragnd61 ultrasoundmaging
systemsWe continueto striveto improveouroverallprofitability throughmoreefficient utilization of ourfleetof gammeacameras
andultrasoundequipmentWe measureefficiency by trackingsystemutilization, which is measuredbasedon the percentagef
daysthatour nucleargammacamerasandultrasouncequipmentreusedto deliverservicedo customersut of thetotal number
of daysthattheyareavailableto deliversuchservicesSystenutilizationdecreasetb 62%for theyearendeddecember 312015
comparedo 66% in the prior year dueto anincreasdn the numberof mobile camerasandultrasoundmachinesn operation,
partially offsetby anincreasan the numberof daysour physiciancustomersitilized ourimagingservices.

Critical Accounting Policies

Managemens discussiorandanalysisof our financial conditionandresultsof operationsare baseduponour consolidated
financialstatementahicharepreparedn accordancwith UnitedStategienerallyaccepte@dccountingrinciples Thepreparation
of thesdiinancialstatementsequiresusto makeestimategndjudgmentghataffectthereportedamountsf assetandliabilities,
relateddisclosureof contingentassetandliabilities at the dateof thefinancial statementsandthereportedamountof revenues
andexpensesluringthereportingperiod.We evaluateour estimatesandjudgmentsthe mostcritical of which arethoserelated
torevenueecognitionreservegor contractuaallowancesanddoubtfulaccountsinventoryvaluation,andincometaxesWe base
our estimatesandjudgmentn historicalexperiencendotherfactorsthatwe believeto bereasonableinderthe circumstances.
Materially differentresultscanoccurascircumstanceshangeandadditionalinformationbecomegknown.

RevenueRecognition

We derive revenuesprimarily from providing in-office servicesrelatedto the performanceof cardiacdiagnosticimaging
procedurescgardiaceventmonitoring,andfrom selling andservicingsolid-statedigital gammacamerasWe recognizerevenue
in accordancwith theauthoritativeguidancdor revenuaecognitionwhenall of thefollowing four criteriaaremet: (i) acontract
or salesarrangemengxists;(ii) productshavebeenshippedandtitle hastransferredr servicehavebeenrendered(iii) the price
of theproductsor servicess fixed or determinableand(iv) collectabilityis reasonablyssuredThetiming of revenueecognition
is baseduponfactorssuchaspassagef title andrisk of loss,theneedfor installation,andcustomecceptancel hesefactorsare
basednthe specifictermsof eachcontractor salesarrangement.

DiagnosticServicesmagingservicegevenuas derivedfrom our ability to provideour physiciancustomersvith ourservices,
whichincludesuseof ourimagingsystemgualifiedpersonnelandrelateditemsrequiredto performimagingin theirownoffices
andbill Medicare Medicaid,andotherpayordor in-office nucleamndultrasoundliagnostidmagingproceduresRevenueelated
to diagnosticimaging servicess recognizedat the time servicesare performedand collectionis reasonablyassuredimaging
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servicesaaregenerallybilled onaperdaybasisunderannualcontractdor nucleardiagnostiamaging,which specifieshenumber
of daysof serviceto be provided,or on aflat ratemonth-to-monthbasisfor ultrasoundmaging.

Our cardiaceventmonitoringservicesareprovidedprimarily throughanindependendiagnostidestingfacility modelwhich
allowsusto bill Medicare Medicaid,or oneof thethird-partyhealthcarensurersdirectly for servicegprovided.We alsoreceive
reimbursemendirectly from patientghroughco-paysandself-payarrangement®illings for serviceseimbursedy third party
payors,including Medicare arerecordedasrevenuenetof contractuabllowancesContractuakllowancesareestimatedased
on historicalcollectionsby CurrentProceduralferminology(CPT) codefor specificpayors,or classof payors Adjustmentso
theestimatedeceiptspasedn final settlementvith thethird party payors arerecordeduponsettlement.

Diagnosticlmaging productrevenuesare generatedrom the salesof gammacamerasand follow-on maintenanceservice
contractsWe generallyrecognizerevenueupondeliveryandacceptancey customersWe alsoprovideinstallationandtraining
for camerasalesin the United Stateslinstallationandinitial trainingis generallyperformedshortly afterdeliveryandrepresents
acostwhichweaccrueatthetimerevenudsrecognizedNeitherservicds essentialo thefunctionalityof theproduct Maintenance
servicesare sold beyondthe term of the warranty which is generallyoneyearfrom the dateof purchaseRevenudrom these
contractds deferredandrecognizedatablyoverthe periodof the obligationandis includedin Diagnosticlmagingsales.

Allowancefor Doubtful Accountsand Billing Adjustments

Weprovidereservesor doubtfulaccountsindbilling adjustmentdiNereviewreservesnaquarterlybasisandmakeadjustments
basedn our historicalexperienceateandknown collectabilityissuesanddisputesWe alsoconsiderour baddebtwrite-off and
billing adjustmentsistory. Our estimate®f collectabilitycouldbeimpactedby materialamountsiueto changedircumstances,
suchasa highernumberof defaultsor materialadversechangesn a payor's ability to meetits obligations.Within Diagnostic
Serviceswe recordadjustmentandcreditmemoghatrepresenbilling adjustmentsubsequertb the performancef service A
provisionfor billing adjustmentss chagedagainsDiagnosticServicegevenuesindaprovisionfor doubtfulaccountss chaged
to generalandadministrativeexpenses.

ContractualAllowances

Our cardiaceventmonitoringservicesare providedprimarily throughanindependentliagnostictestingfacility modelwhich
allowsustobill Medicare Medicaid oroneof thethird-partyhealthcarénsurerdirectlyfor serviceprovided Accountgeceivable
for cardiaceventmonitoringarerecordechtthetimerevenuas recognizednetof contractuabllowancesContractualllowances
areestimatedasednhistoricalcollectionsby CurrentProceduralerminology(CPT)codefor specificpayors pr classof payors.
Theultimatecollectionof accountseceivablanaynotbeknownfor severaimonthsafterserviceshavebeenprovidedandbilled.
Becausef continuingchangesn the healthcarendustryandthird party reimbursementt is possiblethat our estimatesould
changewhich couldhavea materialimpacton our operationsandcashflows.

BusinessCombinations

Undertheacquisitionmethodof accountingwe allocatethefair valueof thetotal consideratiortransferredo thetangibleand
identifiableintangibleasset@cquiredandliabilities assumedbasedon their estimatedair valueson the dateof acquisition.The
fair valuesassigneddefinedasthepricethatwouldbereceivedo sellanassebr paidto transferaliability in anorderlytransaction
betweerwilling marketparticipantsarebasedon estimateandassumptionsleterminedy management\Ve recordthe excess
consideratiomvertheaggregatéair valueof tangibleandintangibleassetsyetof liabilities assumedasgoodwill. Thesevaluations
requireusto makesignificantestimateandassumptionsgspeciallywith respecto intangibleassets.

In connectiorwith certainof our acquisitionsadditionalcontingeniconsideratioris earnedy the sellersuponcompletionof
certainfutureperformancenilestonesln thesecasesaliability is recordedntheacquisitiondatefor anestimatenf theacquisition
datefair valueof thecontingentonsideratioiy applyingtheincomeapproachutilizing variableinputssuchasanticipateduture
cashflows, risk-freeadjustedliscountates andnonperformancask. Any changen thefair valueof thecontingentonsideration
subsequertb the acquisitiondateis recognizedasgeneralandadministrativeexpensd€income),in our consolidatecgtatements
of comprehensivaencome.This methodrequiressignificantmanagemerjudgmentjncludingthe probabilityof achievingcertain
future milestonesanddiscountrates.Futurechangesn our estimatesouldresultin expensesr gains.

Managementypically usesthe discountedcashflow methodto value our acquiredintangibleassetsThis methodrequires
significantmanagemerjtdgmentto forecasfutureoperatingesultsandestablishresidualgrowthratesanddiscountfactors.The
estimatesve useto valueandamortizeintangibleassetsare consistentith the plansandestimateghatwe useto manageour
businesandarebasedon availablehistoricalinformationandindustryestimateandaverageslf the subsequerdctualresults
andupdategrojectionsof theunderlyingbusinessctivity changecomparedvith theassumptionandprojectionusedo develop
thesevalues,we could experiencempairmentchages.In addition,we haveestimatedhe economiclives of certainacquired
asset@ndthesdives areusedto calculatedepreciatiorandamortizationexpenself our estimate®f theeconomidives change,
depreciatioror amortizationexpensesouldbe acceleratedr slowed.
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Inventory

We stateinventoriesat thelower of cost(first-in, first-out) or market(netrealizablevalue)andreviewour inventorybalances
for excessand obsoleteinventorylevelson a quarterlybasis.Costsinclude material,labor, and manufacturingoverheadand
variancecosts.We rely on historicalinformationto supportour reserveand utilize managemers’businesgudgment.Perour
policy, we generallyreservel 00%of the costof inventoryquantitiesn excesof a definedperiodof demandOnceinventoryis
reservedye do notadjustthereservebalanceuntil theinventoryis soldor disposed.

Fair Value of Financial Instruments

The authoritativeguidancefor fair value measurementdefinesfair valuefor accountingpurposesestablishes framework
for measurindair value,andprovideddisclosureequirementsegardindair valuemeasurement3heguidancelefinedair value
asanexit price,which is the price thatwould be receiveduponsaleof anassebr paid upontransferof a liability in anorderly
transactiorbetweermarketparticipantsatthe measuremerdate. The degreeof judgmentutilized in measuringhefair valueof
assetandliabilities generallycorrelatedo thelevel of pricing observabilityAssetsandliabilities with readilyavailable actively
guotedprices,or for whichfair valuecanbe measuredrom activelyquotedpricesin activemarketsgenerallyhavemorepricing
observabilityandrequirelessjudgmentin measuringair value. Converselyassetsandliabilities that arerarely tradedor not
quotedchavelesspricingobservabilityandaregenerallymeasureatfair valueusingvaluationmodelghatrequiremorejudgment.
Thesevaluationtechniquesnvolve somelevel of managemenrgstimatiorandjudgment the degreeof whichis dependentnthe
price transparencyf the assetliability, or market,andthe natureof the assetor liability. We havecategorizedur assetsand
liabilities measuredtfair valueintoathree-levehierarchyin accordancwith thisguidanceSee\ote 5Stotheauditedconsolidated
financial statement$or afurtherdiscussionmegardingour measuremerdf assetandliabilities at fair value.

Valuation of Long-LivedAssetdncluding Finite Lived Purchasedntangible Assets

Long-lived assetonsistof propertyandequipmentandfinite lived intangibleassetsWe recordpropertyandequipmentt
cost,andrecordotherintangibleassetdasedn their fair valuesatthe dateof acquisition We calculatedepreciatioron property
andequipmenusingthestraight-linemethodovertheestimatedisefullife of theassetsChagesrelatedto amortizatiorof assets
recordedundercapitalleasesreincludedwithin depreciatiorexpenseWe calculateamortizatioron otherintangibleassetsising
eithertheacceleratedr thestraight-linemethodovertheestimatedisefullife of theassetshasednthenatureof whenwe expect
to receivecashinflows generatedby theintangibleassets.

Impairmentlosseson long-lived assetaisedin operationsare recordedwhenindicatorsof impairmentare presentandthe
undiscountedashflows estimatedo be generatedy thoseassetarelessthanthe assetstarryingamount.If suchassetsare
consideredo beimpaired theimpairmentto berecognizeds measuredby theamountoy whichthecarryingamounof theassets
exceedsheestimatedair valueof theassetswWhenindicatorsof impairmentexist,we performareviewof the carryingvalueof
ourlong-livedassetso beheldandused ncludingcertainidentifiableintangibleassets No impairmentiossesvererecordecbn
long-livedasset$o beheldandusedduringtheyeareendedecember 312015 2014 or2013 Duringtheyearendeddecember 31,
2015 animpairmentlossof $56,000wasrecordedelatedto the excesof the carryingamountabovefair valueof certainassets
heldfor sale.No impairmentiossesnvererecordecon long-lived asset$heldfor saleduringtheyearsendeddecember 312014
or2013

Valuation of Goodwill

We review goodwill for impairmenton an annualbasisduring the fourth quarter as well as when eventsor changesn
circumstancefdicatethatthe carryingvaluemay not be recoverableWe beginthe procesdy assessingjualitativefactorsin
determiningwhetherit is morelikely thannot that the fair value of our reportingunit is lessthanits carryingamount.After
performingtheaforementionedssessmeminduponreviewof theresultsof suchassessmeniye maybeginperformingstepone
of the two-stepimpairmentanalysisby quantitativelycomparingthe fair valueof the reportingunit to the carryingvalueof the
reportingunit, includinggoodwill. If thecarryingvalueof thereportingunit exceedshefair valueof thereportingunit, thenwe
mustperformthe secondstepof theimpairmenttest,wherebythe carryingvalueof thereportingunit’s goodwill is comparedo
itsimpliedfair value.If thecarryingvalueof thegoodwill exceedsheimpliedfair value animpairmentossequato thedifference
would berecordedNo impairmentossesvererecordedn goodwill duringtheyearsendedDecember 312015 2014 or 2013

Restructuring

Restructuringcostsare includedin incomefrom operationswithin the consolidatedstatement®f comprehensivéncome.
Losseson propertyand equipmentare recordedconsistentwith our accountingpolicy relatedto long-lived assetsOne-time
terminatiorbenefitsarerecordedatthetimetheyarecommunicatetb theaffectedemployees.osseonpropertyleasenbligations
arerecordedvhentheleases abandonedr terminated.
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On February?28,2013,we announcea planto restructureour Diagnosticimagingbusinessln addition,on January27,2014,
we announcee planto exit our 47,000squargoot formerheadquarteriacility in Poway California. SeeNote 11 to theaudited
consolidatedinancial statementsor furtherdetail.

Share-BasedCompensation

We grantoptionsto purchaseour commonstockandrestrictedstockunits (RSUs)to our employeesanddirectorsunderour
equity compensatioiplans.We estimatethe fair value of the stockoption awardsusingthe Black-Schole®ption-pricingmodel
onthedateof grant.Thefair valueof RSUsis basedn thestockprice onthedateof grant. Thefair valueof equityinstruments
thatareexpectedo vestarerecognizedisingthestraight-linemethodovertherequisiteserviceperiod. We estimateheforfeiture
ratebasedon historicaldatafor forfeituresandwe arerecognizingcompensatioostsonly for thoseequity awardsexpectedo
vest.

Income Taxes

We providefor incometaxesunderthe liability method.This approachrequiresthe recognitionof deferredtax assetsand
liabilities for the expecteduturetax consequencesf differencesetweerthetax basisof asset®r liabilities andtheir carrying
amountsn thefinancialstatements/Ve provideavaluationallowancefor deferredaxassetdf it is morelikely thannotthatthese
itemswill expirebeforeweareabletorealizetheirbenefit Wecalculateéhevaluationallowancen accordancwith theauthoritative
guidanceaelatingto incometaxes whichrequiresanassessmerf bothpositiveandnegativeevidenceegardingherealizability
of thesedeferredtax assetsvhenmeasuringhe needfor a valuationallowance Significantjudgmentis requiredin determining
anyvaluationallowanceagainsideferredax assetsAs of December 312014,dueto a history of operatingossesandotherkey
operatingactors,we concludedhatafull valuationallowancevasnecessario offsetall of ourdeferredax assetsA significant
pieceof objectivenegativeevidencesvaluatedasof December 312014,wasthe cumulativepretaxlossincurredoverthethree-
yearperiodended December 32014.During theyearendedDecembefB1,2015,we concludedhatit wasmorelikely thannot
that a portion of our deferredtax assetsvould be realizedthroughfuture taxableincome.This conclusionwas basedon our
restructuringeffortsin 2013and2014andresultingsustainegbrofitability for thesecondhalf of 2013,2014,and2015,aswell as
ourprojectionof positivefutureearningsandotherkeyoperatingactors As of September 32015 ,we hadgeneratedumulative
pretaxincomeoverthe precedingwelve quarterperiod,andthereforethe objectivenegativeevidenceof a history of operating
lossesvasnolongerpresentThepartialreleasef thevaluationallowanceassociate@ith ourdeferredaxassetsvastheprimary
driver of theincometax benefitof $19.1million for theyearendedDecember 312015 Thereleaseof the valuationallowance
will notaffecttheamountof cashpaidfor incometaxes.

We will reassestheability to realizethe deferredax asset®on a quarterlybasis.If it is morelikely thannotthatwe will not
realizethe recognizeddeferredtax assetsthenall or a portion of the valuationallowancemay needto be re-establishedyhich
would resultin a chage to tax expenseConverselyif new eventsindicatethatit is morelikely thannot thatwe will realize
additionaldeferredtax assetsthenall or a portionof theremainingvaluationallowancemay bereleasedwhich would resultin
atax benefit.
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Results of Operations

Thefollowing tablesetsforth ourresultsfrom operationgor theyearsendeddecember 312015 2014 and2013(in thousands,
exceptpercentages):

Year ended December 31, Change from Prior Year
% of 2015 % of 2014
2015 Revenues 2014 Revenues Dollars Percent

Revenues:

Diagnostic Services $ 46,407 76.3% $ 42,170 75.8% $ 4,237 10.0%

Diagnostic Imaging 14,419 23.7% 13,438 24.2% 981 7.3%
Total revenues 60,826 100.0% 55,608 100.0% 5,218 9.4%
Total cost of revenues 42,917 70.6 % 38,968 70.1% 3,949 10.1%
Gross profit 17,909 29.4% 16,640 29.9% 1,269 7.6%
Operating expenses:

Marketing and sales 4,741 7.8% 4,730 8.5% 11 0.2%

General and administrative 9,888 16.3% 8,344 15.0% 1,544 18.5%

Amortization of intangible assets 506 0.8% 356 0.6% 150 42.1%

Restructuring charges — — % 692 1.2% (692 (100.0%
Total operating expenses 15,135 24.9% 14,122 25.4% 1,013 7.2%
Income from operations 2,774 4.6 % 2,518 4.5 % 256 10.2%
Total other income (expense) (257 (0.9% 19 — % (2769  (1,452.6%
Income before income taxes 2,517 41% 2,537 4.6 % (20 (0.89%
Income tax benefit (expense) $ 19,123 31.4% $ (62 (0.)% 19,185 (30,943.5%
Net income $ 21,640 35.6% $ 2,475 45% $ 19,165 774.3%

Year Ended December 31, Change from Prior Year
% of 2014 % of 2013
2014 Revenues 2013 Revenues Dollars Percent

Revenues:

Diagnostic Services $ 42,170 75.8% $ 37,171 75.3% $ 4,999 13.4%

Diagnostic Imaging 13,438 24.2% 12,205 24.7% 1,233 10.1%
Total revenues 55,608 100.0% 49,376  100.0% 6,232 12.6%
Total cost of revenues 38,968 70.1% 35,260 71.4% 3,708 10.5%
Gross profit 16,640 29.9% 14,116 28.6% 2,524 17.9%
Operating expenses:

Research and development — — % 1,025 2.1% (1,029 (100.0%

Marketing and sales 4,730 8.5% 4,411 8.9% 319 7.2%

General and administrative 8,344 15.0% 8,118 16.4% 226 2.8%

Amortization of intangible assets 356 0.6% 231 0.5% 125 54.1%

Restructuring charges 692 1.2% 1,728 3.5% (1,039 (60.0%

Gain on sale of assets and license agreement — — % (1,568 (3.2% 1,568 (100.0%
Total operating expenses 14,122 25.4% 13,945 28.2% 177 1.3%
Income from operations 2,518 4.5% 171 0.3% 2,347 1,372.5%
Total other income 19 — % 48 0.1% (29 (60.9%
Income before income taxes 2,537 4.6 % 219 0.4% 2,318 1,058.4%
Income tax benefit (expense) $ (62 (0.)% 45 0.1% (107 (237.9%
Net income $ 2,475 45% $ 264 05% $ 2,211 837.5%



Comparisonof YearsEndedDecember 312015and 2014
Revenues

ConsolidatedConsolidatedevenuevas$60.8million for theyearendedDecember 312015 anincreasef $5.2million, or
9.49% from the prior year drivenby a$4.2million, or 10.0% increasan our DiagnosticServicesevenueyearoveryeat The
increasdn DiagnosticServicesevenues primarily dueto $2.6 million of incrementarevenueassociatedvith the MD Office
acquisitionwhichoccurredon March5, 2015,aswell as$1.6million of incrementatardiaceventmonitoringrevenueesulting
from theTelerhythmicsacquisitionwhich occurredon March13,2014.Diagnosticdmagingsegmentevenuegor theyearended
December 312015increasedy $1.0million, or 7.3% comparedo theprior year primarily dueto anincreasen thevolumeof
camerasold,aswell asamorefavorableproductmix duringtheyearendedDecember 312015ascomparedo the prior year
whichledto ahigherblendedaveragesellingprice percamerayearoveryear DiagnosticServicegevenueaccountedor 76.3%
of total revenuedor theyearendedDecember 312015 comparedo 75.8%for the prior year We expectconsolidatedevenue
to increasesignificantlyin 2016comparedo 2015asaresultof the DMS Healthacquisition.

DiagnosticServicesOur DiagnosticServicesevenuenvas$46.4million for theyearendedDecember 312015 anincrease
of $4.2million, or 10.0% from the prior year Theincreasdn DiagnosticServicesrevenueis primarily dueto $2.6 million of
incrementakevenueassociatedvith the MD Office acquisition,which occurredon March 5, 2015,aswell as$1.6 million of
incrementatardiaceventmonitoringrevenueresultingfrom the Telerhythmicsacquisition which occurredon March 13, 2014.
Excludingtheimpactof acquisitionsrevenuein the DiagnosticServicesbusinessncreasedlightly comparedo the prior year
drivenby anincreasean the numberof daysour physiciancustomerstilized ourimagingservicespatrtially offsetby adecrease
in our averagamobileimagingrateperdayandadecreasén ancillary revenugrom short-termequipmententals.

Diagnosticimaging.Our Diagnosticimagingrevenuevas$14.4million for theyearendedDecember 312015 anincrease
of $1.0million, or 7.3% comparedo the prior year primarily dueto anincreasen thevolumeof camerasold,aswell asamore
favorableproductmix soldduringtheyearendedecember 312015ascomparedo the prior yearwhichledto ahigherblended
averageselling price percamergperiodover period,partially offsetby attrition in the numberof cameramaintenanceontracts.
Thenumberof camerasoldincreasedo 31 from 27 duringtheyearsendeddecember 312015and2014 respectivelyasaresult
of overallimprovedmarketconditions.

Costof Revenueand GrossProfit

ConsolidatedConsolidatedjrossprofit was$17.9million for theyearendedDecember 312015 anincreaseof $1.3million,
or 7.6% comparedo theprior year Theincreasen consolidatedyrossprofit is primarily theresultof increaseaverallrevenue
volumeaswell asimprovedgrossprofit asa percentagef revenudn our DiagnosticlmagingbusinessOur Diagnosticimaging
businessegmenbenefitedfrom a morefavorablemix of camerasold duringtheyearendedDecember 312015comparedo
theprioryear aswell asareleasef excessnventoryreserveslueto thesaleof previouslyreservednventory DiagnosticServices
grosgrofit decreasedlightly for theyearendeddecember 312015drivenby adecrease grossprofit asapercentagefrevenue,
offsetpartially by increasedevenueConsolidatedjrossprofit asa percentagef revenualecreasetb 29.4%for theyearended
December 312015from 29.9%for the prior year driven by unfavorabilityin our DiagnosticServicesbusines®ffset partially
by favorabilityin ourDiagnostidmagingbusinessWeexpectonsolidatedostof revenuandgrossrofit toincreasesignificantly
in 2016comparedo 2015asaresultof the DMS Healthacquisition.

DiagnosticServicesCostof DiagnosticServicegevenueconsistof labor, radiopharmaceuticalsquipmentiepreciationand
othercostsassociatedvith providing our services.Costof DiagnosticServicesrevenuewas $36.0million for the yearended
December 312015 anincreasef $4.2million, or 13.4% from theprior year Theincreasen costof DiagnosticServicesevenue
is primarily aresultof theprovisionof incrementatardiacventmonitoringservicesassociatedith theTelerhythmicsacquisition,
andanincreasedmountof imagingdaysprovided,drivenin partby theMD Office acquisition DiagnosticServiceggrossprofit
was$10.4million for the yearendedDecember 312015 a decreas@f $10thousandor 0.1% ascomparedo the prior year
primarily asa resultof decreasedrossprofit percentag®f revenueoffset partially by increasedevenuevolume. Diagnostic
Servicegrossprofit asa percentag®f DiagnosticServicesevenuedecreasetb 22.5%for theyearendedDecember 312015
from 24.8%in theprior year Thedecreasén grossprofit asa percentagef revenuevasattributableto adecreasén theaverage
mobileimagingrate per day with the associatedervicecostsremainingrelatively consistentaswell asdecreasedevenueand
grossprofit contributionfrom short-termequipmententalsandancillary services.

Diagnosticimaging Costof Diagnosticimagingrevenueprimarily consistof materialsJabor, andoverheadtostsassociated
with the manufacturingwarranty andservicecontractsassociatedvith our products.Costof Diagnosticimagingrevenuesvas
$6.9million for theyearendedDecember 312015 adecreasef $0.3million, or 4.1% overtheprior year primarily asaresult
of a$0.3million increasean thereleasef excessnventoryreservesiueto the saleof previouslyreservednventoryduringthe
yearendedDecember 312015comparedo the prior year Diagnosticimaginggrossprofit was$7.5million for theyearended
December 312015 anincreasef $1.3million, or20.7% ascomparedo theprioryeardueto agreatevolumeandmorefavorable
mix of camerasalesaswell asthereleasaf excessnventoryreservesliueto thesaleof previouslyreservednventory Diagnostic
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Imaginggrossprofit asa percentag®f Diagnosticimagingrevenuencreasedo 51.8%for the yearendedDecember 312015
from 46.1%for theprior yearprimarily dueto amorefavorablemix of camerasalesandthereleaseof excessnventoryreserves
relatedto the saleof previouslyreservednventory During 2015 we recognizeda benefitwithin costof salesfor Diagnostic
Imagingof $1.0million associatewith thereleasef excessnventoryreserveselatedo thesaleof previouslyreservednventory
Thoughthe accrualandreleaseof inventoryreservess partof a normalmanufacturingoperationwe believethatthe releases
benefitingcostof saleswill largelynotoccurin futureyearsjmpactingourmamgin in Diagnostidmagingin futureyearscompared
to 2015

OperatingExpenses

MarketingandSales Marketingandsalesxpensesonsisiprimarily of salariescommissionshonusesiecruitingcoststravel,
marketingmaterialsandtradeshowcosts Marketingandsalesexpensewere$4.7million for theyearendeddecember 312015
anincreasef $11 thousandor0.2% comparedotheprioryear primarily asaresultof increasedhvestmenin salesandmarketing
resourceassociatedvith the Telerhythmicsbusinessoffset partially by decreasedariablecompensationMarketingandsales
expensessa percentagef total revenuesvere7.8%and8.5%for theyearsendedDecember 312015and2014 respectively
We expectmarketingand salesexpensedo increasesignificantly in 2016 comparedo 2015 as a result of the DMS Health
acquisition.

Generaland Administrative Generaland administrativeexpensesonsistprimarily of salariesand other relatedcostsfor
accounting humanresourcesinformation technology and executivepersonnel)egal relatedcosts,professionafees,outside
servicesinsuranceandcostsrelatedto ourboardof directors Generabndadministrativeexpensesvere$9.9million for theyear
endedDecember 312015 anincreaseof $1.5million, or 18.5% comparedo theprior year primarily asaresultof $1.3million
of legalandprofessionaterviceostsrelatedto the DMS Healthacquisitionandincreasedostsrelatedto the administratiorof
theTelerhythmicdusinesspartially offsetby decreasedariablecompensationGenerabndadministrativeexpensewserel6.3%
of totalrevenudor theyearendedDecember 312015comparedo 15.0%for theprior year We expectgenerabndadministrative
expenseso increasesignificantlyin 2016comparedo 2015asaresultof the DMS Healthacquisition.

RestructuringOnJanuan?7,2014,we announcedplanto exitour47,000squardoot formerheadquarterfacility in Poway
California (the Facilitiesrestructuringnitiative). This actionwasundertakerasthefacility hadexcesspaceandcapacitygiven
our currentoperatingplan. We enteredinto a terminationagreemento endthe leaseon the facility asof April 30,2014.The
originaltermof theleasewould havecontinuedhroughFebruary29,2016.Concurrentlywith theterminationof theleasefor the
47,000squaregfoot Poway Californiafacility, we enterednto a newleaseagreementor a separat@1,300squarefoot facility to
houseour DiagnosticlmagingoperationsAs a resultof the Facilitiesrestructuringnitiative, we incurreda total of $0.7million
of restructuringchages,all of which wereincurredduringtheyearendedDecembe1,2014 No restructuringnitiativeswere
institutedin fiscal year2015

OtherIncome (Expense) Net

ConsolidatedOtherincome(expenseonsistsprimarily of interestincomeandexpenseandothernon-operatingexpenses.
Otherexpensavas$0.3million for the yearendedDecember 312015 anincreaseof $0.3million comparedo the prior year
Theincreasevasdueto animpairmentiossof $0.2million recognizedn theyearendedDecember 3120150n our investment
in Perma-FixMedical,S.A. (Perma-FixMedical). Seenote 12 to the consolidatedinancial statementsor furtherinformation.

Income Tax Benefit (Expense)

Consolidated Incometax benefitwas $19.1million for the yearendedDecember 312015 an increaseof $19.2million
comparedo theprioryeardueto thereleasef thevaluationallowanceassociatewith aportionof ourdeferredaxassetsDuring
theyearendedDecember 312015 we concludedhatit wasmorelikely thannotthata portionof our deferredtax assetsvould
berealizedthroughfuturetaxableincome.This conclusionrwasbasedn our restructuringeffortsin 2013and2014andresulting
sustainegbrofitability for theseconchalf of 2013,2014,and2015,aswell asour projectionsof positivefutureearningsandother
key operatingfactors.As of SeptembeB0, 2015,we hadgeneratedumulativepretaxincomeoverthe precedingwelve quarter
period,andthereforethe objectivenegativeevidenceof a history of operatingossesvasno longerpresent.

Further duringtheyearendedDecember 312015 we recordedanincometax benefitof approximately$0.5million related
to thereleaseof the valuationallowanceassociatedvith the acquisitionof MD Office. The valuationallowanceoccurredwhen
werecordedanincreaseoourdeferredaxliability balanceasaresultof bookandtaxbasigifferencesn acquiredixed,intangible,
andotherasset®f MD Office.

We will reasseseur ability to realizethe deferredax asset®n a quarterlybasis.If it is morelikely thannot thatwe will not
realizethe recognizeddeferredtax assetsthenall or a portion of the valuationallowancemay needto be re-establishedyhich
wouldresultin achageto incometaxexpenseConverselyif neweventdndicatethatit is morelikely thannotthatwewill realize
additionaldeferredtax assetsthenall or a portionof theremainingvaluationallowancemay bereleasedwhich would resultin
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ataxbenefit An acquisitionthatoccursn futureperiodswill causeourconclusiongo bereassessdd theperiodof theacquisition
dependingon the sizeandscopeof theacquisition.

Comparisonof YearsEndedDecember 312014and 2013

Revenues

ConsolidatedConsolidatedevenuevas$55.6million for theyearendedDecember 312014 anincreasef $6.2million, or
12.6% from the prior year drivenby a $5.0million, or 13.4% increasen our DiagnosticServicesevenueyearoveryear The
increasen DiagnosticServicesevenues primarily dueto $3.9million of incrementatardiaceventmonitoringrevenueesulting
from the Telerhythmicsacquisition,which occurredon March 13,2014. Theremainingincreasen DiagnosticServicegevenue
for the yearendedDecember 312014 comparedo the prior yearis dueto a greatemumberof imagingdaysprovided,offset
partially by adecreasén theaverageanobileimagingrateperday Diagnosticimagingrevenuancreasedl.2million, or 10.1%
comparedotheprioryear asaresultof agreatewvolumeof camerainitssoldduringtheyearendedDecember 312014compared
to the prior year DiagnosticServicesrevenueaccountedor 75.8%o0f total revenuedor the yearendedDecember 312014
comparedo 75.3%for the prior year We expectDiagnosticServicesrevenueto continueto representhe larger percentag®f
our consolidatedevenue.

DiagnosticServicesOur DiagnosticServicegevenuevas$42.2million for the yearendedDecember 312014 anincrease
of $5.0million, or 13.4% fromtheprior year Theprimarydriverof theincreasas the Telerhythmicsacquisitionwhichoccurred
on March 13, 2014, and contributed$3.9 million of incrementalcardiacevent monitoring revenueduring the year ended
December 312014 Theremainingincreasen DiagnosticServicegevenuegor theyearendedDecember 312014comparedo
theprioryearwasdueto agreatenumbernf imagingdaysprovided aswell asgreaterancillaryrevenudrom short-termequipment
rentals offsetpartially by adecreasén theaveragenobileimagingrateperday.

Diagnosticlmaging.Our Diagnosticimagingrevenuewvas$13.4million for theyearendedDecember 312014 anincrease
of $1.2million, or 10.1% comparedo the prior year primarily dueto anincreasen thevolumeof camerasold,offsetpartially
by attritionin thenumberf associatedameranaintenanceontractsThenumberf camerasoldincreasedo 27 from 20during
theyearsendedDecember 312014and2013 respectivelyasaresultof additionalsalesresourcesandoverallimprovedmarket
conditions.Further a morefavorableproductmix wassold duringthe yearendedDecember 312014ascomparedo the prior
year whichledto a higherblendedaverageselling price percamerayearoveryear

Costof Revenueand GrossProfit

ConsolidatedConsolidatedrossprofit was$16.6million for theyearendedDecember 312014 anincreaseof $2.5million,
or 17.9% comparedo theprior year Theincreasen consolidatedjrossprofit is primarily theresultof increasedverallrevenue
volume,aswell asimprovedgrossprofit asa percentagef revenuan our DiagnosticimagingbusinessOur Diagnosticimaging
businessegmenbenefitedrom thereleaseaf excessnventoryreserveslueto the saleof previouslyreservednventory aswell
asreducedmanufacturingandoverheactostsfor the yearendedDecember 312014 comparedo the prior year Consolidated
grossprofit asa percentagef revenudancreasedo 29.9%for theyearendedDecember 312014from 28.6%for the prior year

DiagnosticServicesCostof DiagnosticServicesevenuevas$31.7million for theyearendeddecember 312014 anincrease
of $3.9million, or 14.0% from the prior year Theincreasean costof DiagnosticServicesevenuds primarily theresultof the
provisionof incrementatardiaceventmonitoringservicesassociateavith the Telerhythmicsacquisition aswell asanincreased
amountof imagingdaysprovided.DiagnosticServiceggrossprofit was$10.4million for theyearendedDecember 312014 an
increasef $1.1million, or 11.8% ascomparedo theprioryearprimarily asaresultof increasedevenue/earoveryear Diagnostic
Servicegyrossprofit asa percentag®ef DiagnosticServicegevenuedecreasetb 24.8%for the yearendedDecember 312014
from 25.1%in theprior year Thedecreasén grossprofit asa percentagef revenuewvasattributableto adecreasén theaverage
mobile imagingrate per day with the associatedervicecostsremainingrelatively consistentaswell asfirst yearintegration
efforts andcostsassociateavith the Telerhythmicsacquisition partially offsetby favorablegrossprofit contributionfrom short-
termequipmententals.

Diagnosticlmaging Costof Diagnosticdmagingrevenuesvas$7.2million for theyearendeddecember 312014 adecrease
of $0.2million, or 2.5% overthe prior yearprimarily asaresultof anet$0.6million releaseof excessnventoryreserveslueto
thesaleof previouslyreservednventoryduringtheyearendedecember 312014 aswell asreducednanufacturingindoverhead
costs.Diagnosticlmaginggrossprofit was$6.2million for the yearendedDecember 312014 anincreaseof $1.4 million, or
29.7% ascomparedo the prior yeardueto a greatervolumeof camerssalesandthereleaseof excessnventoryreservesiueto
thesaleof previouslyreservednventory aswell asreducednanufacturingagndoverheadosts.Diagnosticimaginggrossprofit
asa percentagef Diagnosticimagingrevenuencreasedo 46.1%for the yearendedDecember 312014 from 39.1%for the
prior yearprimarily dueto reducedexcessaandobsoletdnventorycosts reducednanufacturingandoverheadosts,andamore
favorableproductmix for cameras.
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OperatingExpenses

ResearhandDevelopmentResearclanddevelopmenexpensesverethecostsassociateavith thedesigndevelopmentand
expansiorof ourexistingtechnologyandconsisiof salariesdevelopmentahnaterialcostsfacility andoverheadtosts consulting
fees,andnon-recurringengineeringcosts.Therewereno researctanddevelopmenexpensesor the yearendedDecember 31,
2014 representingdecreasef $1.0million, or 100.0% comparedo theprior yeatr Thedecreasés dueto our Diagnostidmaging
restructuringnitiative, whichfocusednourexistingcamergroductofferingsratherthancontinueddevelopmenof newproduct
offeringswith alternativeapplicationsWe believeourcurrentproductline hasatechnologicahdvantagevercompetingproducts
andcontinuedrelevancewell into the future. On a go forward basis,we planto primarily utilize outsideserviceprovidersfor
researchand developmenserviceson an as neededbasisfor updatesand enhancementsyith the amountof corresponding
expenditurdluctuatingcommensuratelguarteby quarterResearclanddevelopmenexpensesere0% and8.4%of Diagnostic
Imagingrevenudor theyearsendedDecember 312014and2013 respectively

Marketingand Sales. Marketingandsalesexpensesvere$4.7million for theyearendedDecember 312014 anincreasenf
$0.3million, or 7.2% comparedo theprioryear primarily asaresultof increase@dalesesourceassociatewith theTelerhythmics
businessaswell asadditionalinvestmentin Diagnosticlmaging salesresourcespffset partially by reducedmarketingcosts
associatedvith newanddevelopmentaproductofferings.Marketingandsalesexpensegsa percentagef total revenuesvere
8.5%and8.9%for theyearsendedDecember 312014and2013 respectively

Generaland Administrative Generalandadministrativeexpensesvere $8.3million for theyearendedDecember 312014
anincreasef $0.2million, or 2.8% comparedo theprioryear primarilyasaresultof increasedostsrelatedo theadministration
of Telerhythmicdusinesspartially offsetby lesscostassociateavith our 2014annuakhareholdemeetingcomparedo the $0.7
million of legal costsincurredin the yearendedDecember31, 2013relatedto the 2013 proxy contestand subsequenkegal
proceeding@associatedvith the proxy contest.Generaland administrativeexpensesvere 15.0%of total revenuefor the year
endedDecember 312014comparedo 16.4%for theprior year

Restructuring On February28, 2013,we announced planto restructureour Diagnosticimaging businesdo significantly
reducecostsjncludingareductionin force(theDiagnostidmagingrestructuringnitiative). TheDiagnostidmagingrestructuring
initiative was completedasof June30, 2014.A total of $1.8million of costswereincurredrelatedto the Diagnosticimaging
restructuringnitiative, with $29thousandncurredin the yearendedDecembe1, 2014and$1.7million incurredin theyear
endedDecembeB1,2013.

OnJanuary7,2014,we announce@ planto exit our47,000squardoot formerheadquartefacility in Poway California(the
Facilitiesrestructuringinitiative). This actionwas undertakerasthe facility had excessspaceand capacitygiven our current
operatingplan.We enterednto aterminationagreemento endtheleaseon thefacility asof April 30,2014.The original termof
theleasewould havecontinuedthroughFebruary29,2016.Concurrentlywith theterminationof theleasefor the47,000square
foot Poway California facility, we enteredinto a new leaseagreementor a separate€21,300squarefoot facility to houseour
DiagnostidmagingoperationsAs aresultof theFacilitiesrestructuringnitiative, weincurredatotalof $0. 7million of restructuring
chagesall of whichwereincurredduringtheyearendeddecembeB1,2014 All restructuringeffortsassociatedith thisinitiative
werecompletedasof DecembeB1,2014.

Gain on saleof assetsandlicenseagreementOn July 31, 2013,we enterednto an assepurchaseagreementvith Novadaq
Technologiednc. (Novadaq).Underthe termsof the assetpurchaseagreementywe sold Novadagall of our assetspecifically
relatedto anuncommercializedumgical imagingsystempreviouslyin developmentWe alsolicensedcertainexistingCompany
technologyto Novadadfor their usein the peri-operativeield. In exchangewe receivedupfrontconsideratiorof $2.0million,
and could receiveup to $1.0 million in deferredcontingentpaymentsbasedon the achievemenof specific regulatoryand
commercialmilestonesas well as a royalty on sales,if any A gain of $1.6 million representinghe $2.0 million of upfront
considerationesslegal,consulting,andothertransactiorfees,aswell asthe costbasisof theinventory wasrecordedduringthe
yearended December 32013.Thesaleof thetechnologyis consistentvith our focuson our existingcamergproductofferings,
ratherthandevelopmenbf completelynew productofferings.

Liquidity and Capital Resources

Overview

We generateds3.7 million of positive cashflow from operationsduring the yearendedDecember 312015 andexpectto
continueto generatgositivecashflow from operationon anannualbasisin the future. Cashflows from operationgrimarily
represeninflows from netincome(adjustedor depreciationamortizationandothernon-castitems),aswell asthe neteffect of
changesn working capital.Cashflows from investingactivitiesprimarily represenbur investmentn capitalequipmentequired
to grow our businessaswell asacquisitionand divestitureactivity. Cashflows from financing activities primarily represent
outflowsrelatedto dividendpaymentandsharerepurchasegffsetby thereceiptof cashrelatedto theexerciseof stockoptions.
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Ourprincipalsource®f liquidity areourexistingcashandcashequivalentsshort-terminvestmentsandcashgeneratedrom
operationsAs of December 312015 we hadcashandcashequivalentof $15.9million. We generallyinvestour cashreserves
in moneymarketfunds,U.S.treasuryandcorporatedebtsecuritiesln regardso additionalsourcesf financing,we currently
haveavailablea shelfregistrationstatemenbn Form S-3 that providesus with increasedapitalflexibility to pursuecorporate
objectivesby allowing usto offer andsellup to $20.0million of securities.

In connectiorwith theacquisitionof DMS Health whichoccurrecbnJanuaryl, 2016 weenterednto afive yearcreditfacility
(maturingin January2021)with Wells Faigo pursuanto which Wells Fago providedthe Companywith a seniorsecuredredit
facility in theaggregateamountof upto $40million. OnJanuary, 2016,we drewdown$33.6million againsthe CreditFacility
to fund the acquisitionof DMS Health.Beginningin 2016,the CreditFacility will requireboth principalandinterestpayments
onamonthlybasiswhich we expectto fund from our operatingcashflow.

We require capital principally for capital expendituresacquisitionactivity, dividend payments,and to finance accounts
receivableandinventory In 2016,we will be requiredto makeboth principal andinterestpaymenton the Wells Fargo Credit
Facility. Ourworkingcapitalrequirementsaryfrom periodto perioddependingninventoryrequirementghetiming of deliveries,
andthe paymentcyclesof our customersOur capital expendituresonsistprimarily of nuclearcamerasgcardiacmonitoring
devicespltrasoundnachinesyans,andcomputethardwareandsoftware Baseduponour currentlevel of expendituresandcash
requirementsyebelieveourcurrentworkingcapital togethemwith cashflows from operatingactivities will bemorethanadequate
to meetour anticipatedcashrequirementsor atleastthe next12 months.

CashFlows

Thefollowing tableshowscashflow informationfor theyearsendedDecember 312015 2014 and2013(in thousands):

Year Ended December 31,

2015 2014 2013
Net cash provided by operating activities $ 3,720 $ 4,280 $ 2,201
Net cash provided by (used in) investing activities $ 2,199 $ (5,079 $ 766
Net cash used in financing activities $ (4102 $ (3,899 $ (3,739

OperatingActivities

Net cashprovidedby operatingactivitiesdecreasethy $0.6 million for the yearendedDecember 312015comparedo the
prioryear Thedecreasisattributabldounfavorablehange# workingcapitalprimarilyrelatedoincreases accountseceivable
andinventoryanddecreaseis accountpayableandaccrueccompensationyith incomebeforeincometaxesemainingelatively
consistentor theyearendedDecember 312015comparedo the prior yeat

Net cashprovidedby operatingactivitiesincreasedy $2.1million for the yearendedDecember 312014comparedo the
prior year Theincreasevasprimarily attributableto netincomeof $2.5million generateéh fiscalyear2014 anincreaseof $2.2
million comparedo netincomeof $0.3 million for fiscal year 2013 driven by increasedevenuejmprovedgrossprofit, and
relatively consistenbperatingexpenses.

InvestingActivities

Net cashprovidedby investingactivitiesincreasedy $7.3million for theyearendedDecember 312015comparedo net
cashusedin theprior year This increasevasprimarily attributableto increasedashprovidedby maturitiesof available-forsale
securitiesn theyearendedDecember 312015 comparedo the outlay of $3.4million of cashto acquireTelerhythmicsn the

yearendedDecember 312014 aswell as$2.6million in purchase®f available-forsecuritiesn the yearendedDecember 31,
2014

Net cashusedin investingactivitiesincreasedy $5.8million for theyearendedDecember 312014 comparedo the prior
year The increasewas primarily attributableto the outlay of $3.4 million of cashto acquireTelerhythmicsin the yearended
December 312014 comparedo approximately$1.7 million of netproceedseceivedin the prior yearfrom the saleof assets
relatedto anuncommercializedumgicalimagingsystemandassociateticenseagreement.

FinancingActivities

Net cashusedin financingactivitiesincreasedy $0.2million for the yearendedDecember 312015comparedo the prior
year This increasewas primarily attributableto $0.3 million in loan issuancecostsrelatedto the acquisitionof DMS Health
completedbnJanuaryl, 2016,aswell as$3.8million of dividendpaymentsluringtheyearendeddecember 312015 compared
to $3.7million duringtheyearendedDecember 312014 andincreasedepayment®f capitalleaseobligations.Theincreasen
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cashusedwaspartiallyoffsetby increasedastreceiveduringtheyearendeddecember 312015relatedo stockoptionexercises
comparedo theprior year

Net cashusedin financingactivitiesincreasedy $0.2million for the yearendedDecember 312014 comparedo the prior
year This increasewas primarily attributableto $3.7 million of dividendpaymentsduring the yearendedDecember 312014
comparedto $0.9 million during the year endedDecember 312013 as well as less cashreceivedduring the year ended
December 312014relatedto stockoptionexercisesomparedo the prior year Offsettingtheincreasen cashusedin financing
activitiesfor the yearendedDecember 312014 comparedo the prior yearwere decreasedharerepurchasesyith no share
repurchaseduringthe yearendedDecember 312014 comparedo $3.6million of cashusedfor sharerepurchasem the prior
year

Off-Balance SheetArrangements

As partof our ongoingbusinesswe do not participatein transactionshatgenerateelationshipsvith unconsolidate@ntities
or financialpartnershipssuchasentitiesoftenreferredto asstructuredinanceor specialpurposeentities,or SPEswhich would
havebeenestablishedor the purposeof facilitating off-balancesheetarrangementsr other contractuallynarrow or limited
purposesAs of December 312015 we werenotinvolvedin anyunconsolidate@PEtransactions.

Contractual Obligations

We are committedto making future cashpaymentson capitalleasegincluding interest)and operatingleasesWe havenot
guaranteedhe debtof any otherparty The following table summarizeour contractualobligationsas of December 312015
(amountdn thousands):

Payments Due by Period

Lessthan 1 More than 5
Contractual Obligations Total year 1-3 years 3-5 years years
Operating lease obligations $ 3849 $ 1125 $ 1389 $ 1,171 $ 164
Capital lease obligatiori8 1,657 780 829 48 —
Total Contractual Obligations $ 5506 $ 1905 $ 2218 $ 1,219 $ 164
@ Capital lease obligations include related interest obligations.
ITEM 7A. QUANTIT ATIVE AND QUALIT ATIVE DISCLOSURESABOUT MARKET RISK

Inter est Rate Risk - Debt Securities.Our exposureto marketrisk dueto changesn interestratesrelatesprimarily to the
increaseor decreasén thevalueof debtsecuritiedn our investmengportfolio. Our risk associateavith fluctuatinginterestrates
is limited to ourinvestmentsn interestratesensitivefinancialinstrumentsUnderour currentpolicies,we do notuseinterestrate
derivativeinstrumentso manageexposureo interestrate changesWe attemptto increasethe safetyand preservatiorof our
investedprincipal funds by limiting defaultrisk, marketrisk, and reinvestmentisk. We mitigate defaultrisk by investingin
investmenigradesecuritiesA 100 basispoint adversanovein interestratesalongthe entireinterestrateyield curvewould not
materiallyaffectthefair valueof our interestsensitivefinancialinstrumentsChangesn interestratesovertime will increaseor
decreaseur interestincome.

Equity Price Risk. We own commonsharesof Perma-FixMedical, a publicly tradedcompanylisted on the NewConnect
marketof the WarsawStock Exchangethataresubjectto equity pricerisk. A 10% decreasén the marketprice of theseequity
securitiesvould havecausedh decreasén the carryingamountof thesesecuritieof $49,000. At DecembeB1, 2015,thegross
unrealizedossrelatedto theseequity securitiesvas$230,000.Althoughwe considerthe unrealizedossto betemporarythere
is arisk thatwe mayincur otherthan-temporarympairmentchagesor realizedosseson the valueof thesesecuritiesf theydo
not recoverin valuewithin areasonabl@eriod.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Boardof DirectorsandStockholders
Digirad Corporation

We haveauditedtheaccompanyingonsolidatedbalancesheebf Digirad Corporation(*Company”)asof December 312015
andtherelatedconsolidategstatementsf comprehensivincome,stockholdersequity andcashflows for theyearthenended.
Thesefinancial statementarethe responsibilityof the Companys managementOur responsibilityis to expressanopinionon
thesefinancial statementdasecdon our audit.

We conducteaurauditin accordancevith thestandardef thePublicCompanyAccountingOversightBoard(United States).
Thosestandardsequirethatwe planandperformtheauditto obtainreasonablassurancaboutwhetherthefinancialstatements
arefree of materialmisstatementn auditincludesexamining,on atestbasis,evidencesupportingheamountsanddisclosures
in the financial statementsassessinghe accountingprinciplesusedandsignificantestimatesnadeby managemengswell as
evaluatingthe overallfinancial statemenpresentationWe believethatour auditprovidesa reasonabl®asisfor our opinion.

In our opinion, the consolidatedinancial statementseferredto abovepresentfairly, in all materialrespectsthe financial
positionof Digirad Corporatiorat December 312015 andtheresultsof its operationsandits cashflows for theyearthenended,
in conformitywith accountingprinciplesgenerallyacceptedn the United Statesof America.

We alsohaveaudited,in accordancevith the standard®f the Public CompanyAccountingOversightBoard(United States),
Digirad Corporation'snternalcontroloverfinancialreportingasof December 312015 basedn criteriaestablishedh Internal
Control — IntegratedFramework(2013)issuedby the Committeeof SponsoringOrganizationf the TreadwayCommission
(COSO)andourreportdatedMarch 1,2016expresse@dnunqualifiedopinionthereon.

/s BDO USA, LLP

La Jolla, California
March 1, 2016
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Boardof DirectorsandStockholderof Digirad Corporation

Wehaveauditedheaccompanyingonsolidatedhalancesheebf Digirad Corporatiorasof December 312014 andtherelated
consolidatedstatement®f comprehensivincome,stockholdersequity, andcashflows for eachof the two yearsin the period
endedDecember 312014 Thesefinancialstatementaretheresponsibilityof the Companys managemen®urresponsibilityis
to expressanopiniononthesefinancial statementbasedon our audits.

We conducteaurauditsin accordanc&ith thestandardsf thePublicCompanyAccountingOversightBoard(UnitedStates).
Thosestandardsequirethatwe planandperformtheauditto obtainreasonabl@ssurancaboutwhetherthefinancialstatements
arefree of materialmisstatementWe were not engagedo performan audit of the Company'snternal control over financial
reporting.Our auditsincludedconsideratiorof internalcontroloverfinancialreportingasa basisfor designingauditprocedures
thatareappropriatén the circumstancedyut not for the purposeof expressingnopiniononthe effectivenes®f the Company's
internalcontrol over financial reporting.Accordingly, we expresano suchopinion.An auditalsoincludesexamining,on a test
basis,evidencesupportingthe amountsanddisclosuresn the financial statementsassessinghe accountingorinciplesusedand
significantestimatesnadeby managemengndevaluatingheoverallfinancialstatemenpresentatioriVe believethatouraudits
provideareasonabl®asisfor our opinion.

In our opinion, the financial statementseferredto abovepresentfairly, in all materialrespectsthe consolidatedinancial
positionof Digirad Corporationat December 312014 andthe consolidatedesultsof its operationsandits cashflows for each
of thetwo yearsin the periodendedDecember 312014 in conformitywith U.S. generallyacceptedccountingprinciples.

/sl Ernst & Young LLP

San Diego, California
March 6, 2015
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DIGIRAD CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands, except peshare amounts)

Revenues:
Diagnostic Services
Diagnostic Imaging
Total revenues
Cost of revenues:
Diagnostic Services
Diagnostic Imaging
Total cost of revenues
Gross profit

Operating expenses:

Research and development

Marketing and sales

General and administrative

Amortization of intangible assets

Restructuring charges

Gain on sale of assets and license agreement
Total operating expenses

Income from operations

Other income (expense):
Interest and other income, net
Interest and other expense, net

Total other income (expense)

Income before income taxes
Income tax benefit (expense)
Net income

Net income per share:
Basic
Diluted
Shares used in per share computations:
Weighted average shares outstanding—basic
Weighted average shares outstanding—diluted
Dividends declared per common share

Net income
Other comprehensive loss:
Unrealized loss on marketable securities
Total other comprehensive loss
Comprehensive income

Year ended December 31,

2015 2014

2013

$ 46,407 $ 42,170 $ 37,171

14,419 13,438 12,205
60,826 55608 49,376
35968 31,721 27,828
6,949 7,247 7,432
42,917 38,968 35,260
17,009 16,640 14,116

— — 1,025
4,741 4,730 4,411
9,888 8,344 8,118

506 356 231

— 692 1,728

— — (1,568
15,135 14,122 13,945
2,774 2,518 171

39 58 63
(299 (39 (15
(257) 19 48
2,517 2,537 219
19,123 (62) 45

$ 21,640 $ 2475 $ 264

$ 113 $ 013 $ 001

$§ 110 $ 013 $ 001
19,210 18,571 18,789

— 19,600 18,878 19,150

$ 020 $ 020 $ 005

$ 21640 $ 2475 $ 264
(227 (17) (19
(227 (17) (19

$ 245

$ 21,419 $ 2,458

See accompanying notes to audited consolidated financial statements.

37



DIGIRAD CORPORATION

CONSOLIDATED BALANCE SHEETS
(In thousands, except shax amounts)

December 31,

2015 2014
Assets:
Current assets:
Cash and cash equivalents $ 15868 $ 14,051
Securities available-for-sale 3,227 7,935
Accounts receivable, net 7,274 5,989
Inventories, net 4,381 3,644
Other current assets 764 856
Restricted cash 233 477
Total current assets 31,747 32,952
Property and equipment, net 6,252 4,766
Intangible assets, net 3,079 2,577
Goodwill 2,897 1,337
Long-term deferred tax assets 18,578 —
Other assets 1,560 269
Total assets $ 64,113 41,901
Liabilities:
Current liabilities:
Accounts payable $ 1,369 1,423
Accrued compensation 2,453 3,261
Accrued warranty 213 176
Deferred revenue 1,673 1,644
Other current liabilities 2,998 1,789
Total current liabilities 8,706 8,293
Other liabilities 1,252 963
Total liabilities 9,958 9,256
Commitments and contingencies (Note 7)
Stockholders’ equity:
Preferred stock, $0.0001 par value: 10,000,000 shares authorized; no shares issued or
outstanding — —
Common stock, $0.0001 par value: 80,000,000 shares authorized; 19,416,070 and 18,615,945
shares issued and outstanding (net of treasury shares) at December 31, 2015 and 2014,
respectively 2 2
Treasury stock, at cost; 2,588,484 shares at December 31, 2015 and 2014 (5,728 (5,728
Additional paid-in capital 153,860 153,769
Accumulated other comprehensive loss (240 (19
Accumulated deficit (93,739 (115,379
Total stockholders’ equity 54,155 32,645
Total liabilities and stockholders’ equity $ 64,113 $ 41,901

See accompanying notes to audited consolidated financial statements.
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DIGIRAD CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year ended December 31,

2015 2014 2013
Operating activities
Net income $ 21640 $ 2,475 $ 264
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation 1,935 1,579 1,682
Amortization of intangible assets 506 356 231
Provision for bad debts 266 311 (150
Stock-based compensation 616 326 340
Loss (gain) on sale of assets 67 (77) (1,621
Amortization of premium on investments 115 198 192
Deferred income taxes (18,599 21 —
Changes in operating assets and liabilities:
Accounts receivable (1,249 (614 1,049
Inventories (811 300 1,136
Other assets 430 (302 (90)
Accounts payable (203 776 (9395
Accrued compensation (889 (380 1,108
Deferred revenue 29 13 (218
Other liabilities (380 (469 (787)
Restricted cash 244 (233 —
Net cash provided by operating activities 3,720 4,280 2,201
Investing activities
Purchases of property and equipment (1,429 (1,258 (726
Net proceeds from sale of assets 18 103 1,697
Purchases of securities available-for-sale — (2,619 (4,679
Maturities of securities available-for-sale 4,602 2,140 4,474
Investment in stock (2,000 — —
Net cash received from (paid for) acquisition 3 (3,449 —
Net cash provided by (used in) investing activities 2,199 (5,079 766
Financing activities
Issuances of common stock 624 188 919
Repurchases of common stock — — (3,642
Loan issuance costs (300 — —
Dividends paid (3,833 (3,713 (925
Repayment of long term debt — (131 —
Repayment of obligations under capital leases (593 (238 (89)
Net cash used in financing activities (4,102 (3,899 (3,739
Net increase (decrease) in cash and cash equivalents 1,817 (4,693 (770
Cash and cash equivalents at beginning of year 14,051 18,744 19,514
Cash and cash equivalents at end of year $ 15868 $ 14,051 $ 18,744
Non-Cash Investing Activities
Assets acquired by entering into capital lease $ 1393 $ 521 $ 490
Leasehold improvements paid for by lessor $ — $ 212 $ —
Issuances of common stock for acquisitions $ 2684 $ — 9 =

See accompanying notes to audited consolidated financial statements.
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DIGIRAD CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands)

Common stock Accumulated

Additional other Total
Treasury paid-in comprehensive Accumulated stockholders’
Shares Amount Stock capital income (loss) deficit equity

Balance January 1, 2013 19,144 $ 2 $ (2,089 $ 156,634 $ 17 $ (118,118 $ 36,449

Stock-based compensation — — — 340 — — 340

Shares issued under stock

incentive plans 875 — — 919 — — 919

Repurchases of common stock (1,515 — (3,642 — — — (3,642

Dividends paid — — — (925 — — (925

Net income — — — — — 264 264

Unrealized loss on securities

available-for-sale — — — — (29 — (29
Balance December 31, 2013 18,504 2 (5,728 156,968 2 (117,853 33,386

Stock-based compensation — — — 326 — — 326

Shares issued under stock

incentive plans 112 — — 188 — — 188

Dividends paid — — — (3,713 — — (3,713

Net income — — — — — 2,475 2,475

Unrealized loss on securities

available-for-sale — — — — (17) - (17)
Balance December 31, 2014 18,616 2 (5,728 153,769 (29 (115,379 32,645

Stock-based compensation — — — 616 — — 616

Issuances of common stock for

acquisition 610 — — 2,684 — — 2,684

Shares issued under stock

incentive plans 190 — — 624 — — 624

Dividends paid — — — (3,833 — — (3,833

Net income — — — — — 21,640 21,640

Unrealized loss on securities

available-for-sale — — — — (221 — (221

Balance December 31, 2015 19,416 $ 2 $ (5728 $ 153,860 $ (240 $ (93,739 $ 54,155

See accompanying notes to audited consolidated financial statements.

40



DIGIRAD CORPORATION
NOTES TO AUDITED CONSOLIDA TED FINANCIAL STATEMENTS

NOTE 1. The Company

Digirad CorporationDigirad),a Delawarecorporationjs oneof thelargestnationalprovidersof in-office nuclearcardiology
imagingandultrasoundservicesandalsoprovidescardiaceventmonitoringservicesTheseservicesareprovidedto physician
practiceshospitalsandimagingcenterghroughour DiagnosticServiceseportablesegmentDigirad alsosellssolid-stateggamma
cameragor nuclearcardiologyandgenerahucleamedicineapplicationsaswell asprovidesserviceontheproductssold,through
our DiagnosticlmagingreportablesegmentThesetwo reportablesegmentsDiagnosticServicesand Diagnosticimaging,are
collectivelyreferredto hereinasthe“Company”

The accompanyingonsolidatedinancial statementsnclude the operationsof both segmentsintercompanyaccountsand
transactionareaccountedor atcostandhavebeereliminatedn consolidationAll ourlong-livedassetsrelocatedn theUnited
Statesandsubstantiallyall of our revenuesrisefrom salesactivity in the United States.

NOTE 2. Basisof Presentationand Significant Accounting Policies

Basisof Presentation

Theconsolidatedinancial statementarepreparedn conformitywith United Stateggenerallyacceptedccountingprinciples
(GAAP) andincludethefinancialstatementsf the Companyandits wholly ownedsubsidiariesGAAP requiresmanagemenb
makeestimatesandassumptionshataffect thereportedamountsof assetandliabilities, the disclosureof contingentassetand
liabilities, andthe reportedamountsof revenuesand expensesBy their nature,estimatesare subjectto aninherentdegreeof
uncertaintyActualresultscoulddiffer from managemerg'estimatesAll significantintercompanyccountandtransactionbave
beereliminated Certainreclassificationiavebeenmadeto theprior periodfinancialstatementso conformto thecurrentperiod
presentation.

The financial resultsfor the year endedDecember 312015 include the financial resultsof MD Office Solutionsand
TelerhythmicsLLC. SeeNote3 to theauditedconsolidatedinancialstatementfor moreinformationrelatedto theacquisitions
of MD Office SolutionsandTelerhythmicsLLC.

RevenueRecognition

We derive revenuesprimarily from providing in-office servicesrelatedto the performanceof cardiacdiagnosticimaging
procedurescgardiaceventmonitoring,andfrom selling andservicingsolid-statedigital gammacameras\We recognizerevenue
in accordancwith theauthoritativeguidancdor revenuaecognitionwhenall of thefollowing four criteriaaremet: (i) acontract
or salesarrangemengxists;(ii) productshavebeenshippedandtitle hastransferredr servicehavebeenrendered(iii) the price
of theproductsor servicess fixed or determinableand(iv) collectabilityis reasonablyssuredThetiming of revenueaecognition
is baseduponfactorssuchaspassagef title andrisk of loss,theneedfor installation,andcustomeacceptancel hesefactorsare
basednthe specifictermsof eachcontractor salesarrangement.

DiagnosticServicesmagingservicegevenuas derivedfrom our ability to provideour physiciancustomersvith ourservices,
whichincludesuseof ourimagingsystemgualifiedpersonnelandrelateditemsrequiredto performimagingin theirownoffices
andbill Medicare Medicaid,andotherpayordor in-office nucleaandultrasoundliagnostidmagingproceduresRevenueelated
to diagnosticimaging servicess recognizedat the time servicesare performedand collectionis reasonablyassuredimaging
servicesaregenerallybilled onaperdaybasisunderannualcontractdor nucleardiagnostiamaging,which specifieshenumber
of daysof serviceto be provided,or on aflat ratemonth-to-monttbasisfor ultrasoundmaging.

Our cardiaceventmonitoringservicesareprovidedprimarily throughanindependendiagnostidestingfacility modelwhich
allowsusto bill Medicare Medicaid,or oneof thethird-partyhealthcarensurersdirectly for servicegprovided.We alsoreceive
reimbursemendirectly from patientshroughco-paysandself-payarrangement®illings for servicegeimbursedy third party
payors,including Medicare arerecordedasrevenuenetof contractuabllowancesContractuakllowancesareestimatedased
on historicalcollectionsby CurrentProceduralferminology(CPT) codefor specificpayors,or classof payors Adjustmentgo
theestimatedeceiptspasedn final settlementvith thethird party payors,arerecordeduponsettlement.

Diagnosticlmaging productrevenuesare generatedrom the salesof gammacamerasand follow-on maintenanceservice
contractsWe generallyrecognizerevenueupondeliveryandacceptancey customersWe alsoprovideinstallationandtraining
for camerasalesin the United Stateslinstallationandinitial trainingis generallyperformedshortly afterdeliveryandrepresents
acostwhichweaccrueatthetimerevenuadsrecognizedNeitherservicds essentialo thefunctionalityof theproduct Maintenance
servicesare sold beyondthe term of the warranty which is generallyoneyearfrom the dateof purchaseRevenudrom these
contractds deferredandrecognizedatablyoverthe periodof the obligationandis includedin Diagnosticimagingsales.
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Multiple ElementArrangements

In fiscal year2013,we soldall of our assetspecificallyrelatedto anuncommercializeduigical imagingsystempreviously
in developmentaswell aslicensedcertainexistingCompanytechnologyThetransactiorwasaccountedor in accordancevith
theauthoritativeguidancefor multiple elementarrangementdVe identifiedthedeliverablesttheinceptionof theagreemenand
determinedvhich itemshadvalueto the customeion a standalondasis,andwerethereforeseparateinits of accountingNon-
contingentarrangementonsideratiorwasallocatedat the inceptionof the agreemento all identified units of accountingoased
ontheirrelativesellingprice. Therelativeselling pricefor eachunit of accountingvasdeterminedisingbestestimateof selling
price,becaus@eithervendorspecificobjectiveevidencgVSOE)of sellingpricenorthird-partyevidenceof sellingpriceexisted
for the units of accounting.The non-contingenamountof arrangementonsideratiorallocatedto eachunit of accountwas
recognizeduponperformancenddelivery of therelatedunit of accounting.

Useof Estimates

Thepreparatiorof financialstatementg conformitywith U.S.generallyacceptecccountingprinciplesrequireananagement
to makeestimatesndassumptionghataffecttheamountgeportedn theconsolidatedinancialstatementanddisclosuresnade
in theaccompanyingotesto the consolidatedinancial statementsSignificantestimatesndjudgmentsncludethoserelatedto
revenuerecognition,reservedor doubtful accountsand contractuakllowancesjnventoryvaluation,andincometaxes.Actual
resultscoulddiffer from thoseestimates.

Concentrationof Credit Risk and Significant Customers

Financiainstrumentswhichpotentiallysubjectusto concentrationsf creditrisk,consisprimarily of cashandcashequivalents,
investmentsandaccountseceivableWe limit our exposureo creditlossby generallyplacingour cashandinvestmentsn high
creditquality financialinstitutionsandinvestmengradecorporatedebtsecuritiesAdditionally, we haveestablishedjuidelines
regardingdiversificationof ourinvestmentsndtheir maturitieswhicharedesignedo maintainprincipalandmaximizeliquidity.
FortheyearsendedDecember 312015and2014 EmoryHealthcareepresented0.2%and10.9%o0f ourconsolidatedevenues,
respectivelyand13.4%an 14.3%of our DiagnosticServicegevenuestespectively Priorto 2014,no singlecustomeexceeded
10%of our consolidatedevenueswe believewe havegoodrelationswith EmoryHealthcarehoweverif wewereto loseEmory
Healthcareasa customerit would likely havea materialadverseaffect on our operations.

Fair Value of Financial Instruments

The authoritativeguidancefor fair valuemeasurementdefinesfair valuefor accountingourposesestablishes framework
for measurindair value,andprovidesdisclosureequirementsegardindair valuemeasurement3heguidancalefinedair value
asanexit price,which is the price thatwould be receiveduponsaleof anassebr paid upontransferof aliability in anorderly
transactiorbetweermarketparticipantsatthe measuremerdate.The degreeof judgmentutilized in measuringhefair valueof
asset@ndliabilities generallycorrelatego thelevel of pricing observability Our financialinstrumentsgrimarily consistof cash
equivalentssecuritiesavailable-forsale,accountgeceivable pthercurrentassetstestrictedcash,accountgpayable contingent
considerationandothercurrentliabilities. The carryingamountof thesefinancialinstrumentgenerallyapproximatefair value
dueto their shorttermnature Securitiesavailable-forsalearerecordedat fair value.

Cashand CashEquivalents

We considerall investmentsvith a maturity of threemonthsor lesswhenacquiredo be cashequivalents.

SecuritiesAvailable-for-Sale

Securitiesavailable-forsale primarily consistof investmentgradecorporatedebtsecurities.In addition,we own sharesof
commonstockissuedby Perma-FixMedical, S.A. (Perma-FixMedical), a publicly tradedcompanylisted on the NewConnect
marketof the WarsawStock ExchangeWe classifyall debtsecuritiesasavailable-forsaleandascurrentassetsasthe saleof
suchsecuritieamayberequiredprior to maturityto executenanagemergtrategiesThe Perma-FixMedicalequity securitiesare
classifiedasanotherasse{non-current)astheinvestmenis strategidn natureandour currentintentis to hold the investment
overaseveralyearperiod.Securitiesavailable-forsalearecarriedat fair value,with the unrealizedyainsandlosseseportedas
acomponentf accumulatesdthercomprehensivéossin stockholderseéquity until realized Realizedgainsandlossedrom the
saleof available-forsalesecuritiesjf any, aredeterminedn a specificidentificationbasis A declinein the marketvalueof any
available-forsalesecuritybelowcostthatis determinedo beotherthantemporarywill resultin animpairmentchaigeto earnings
andanewcostbasisfor the securityis establishedNo suchimpairmentchageswererecordedor anyperiodpresentedit is not
morelikely thannotthatwe will berequiredto sellinvestmentdeforerecoveryof theiramortizedcosts Premiumsanddiscounts
areamortizedor accretedverthelife of therelatedsecurityasanadjustmento yield usingthestraight-linemethodandincluded
in interestincome.Interestincomeis recognizedvhenearnedRealizedyainsandlossesoninvestmentsn securitiesareincluded
in otherincome(expensevithin theconsolidategtatementsf comprehensivencome We recognizedlossof $233,000elated
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to available-forsalesecuritiesfor the yearendedDecember 312015dueto the initial excessf the transactiorprice overfair
valuefor the Perma-FixMedical investmentTherealizedgainsandlosseselatedto securitiesavailable-forsalewereminimal
for theyearsendedDecember 312014and2013.

Thefollowing tablesetsforth thecompositiorof securitiesvailable-forsaleasof December 312015and2014(in thousands):

Maturity in
Years Cost Unrealized Fair Value
As of December 31, 2015 Gains Losses
Corporate debt securities Lessthanlyear$ 2311 $ — $ (5 $ 2,306
Corporate debt securities 1-3 years 926 — ) 921
Equity securities - 721 — (230 491
$ 3958 $ — $ (240 $ 3,718
Maturity in
Years Cost Unrealized Fair Value
As of December 31, 2014 Gains Losses
Corporate debt securities Lessthanlyear$ 4650 $ — $ (5) $ 4,645
Corporate debt securities 1-3 years 3,304 — (14 3,290
$ 7954 $ — $ (19 $ 7,935

Allowancefor Doubtful Accounts,Billing Adjustmentsand ContractualAllowances

Accountgreceivableconsisiprincipally of tradereceivable$rom customerandgovernmenor third-partyhealthcarénsurance
providers,andaregenerallyunsecurecdaind duewithin 30 days Expectedcreditlossesrelatedto tradeaccountgeceivableare
recordedasanallowancefor doubtfulaccountswvithin accountgeceivablenetin theconsolidatedalancesheetsThe provision
for doubtfulaccountss chagedto generalndadministrativeexpensesWheninternalcollectionefforts on accounthavebeen
exhaustedthe accountsarewritten off by reducingthe allowancefor doubtfulaccounts.

Within DiagnosticServiceswe recordadjustmentsaind credit memosthat represenbilling adjustmentsubsequento the
performancef service A provisionfor billing adjustmentss chagedagainstDiagnosticServicesevenues.

Our cardiaceventmonitoringservicesareprovidedprimarily throughanindependentliagnosticestingfacility modelwhich
allowsustobill Medicare Medicaid oroneof thethird-partyhealthcarénsurerdirectlyfor serviceprovided Accountgeceivable
relatedto cardiaceventmonitoringarerecordedat the time revenueis recognizednet of contractuakllowancesContractual
allowancesare estimatedasedon historicalcollectionsby CurrentProcedurailerminology(CPT) codefor specificpayors,or
classof payorsA provisionfor contractuahbllowancess chagedagainstDiagnosticServicegevenues.

The following table summarize®ur allowancefor doubtful accountshilling adjustmentsand contractuakllowancesas of
andfor theyearsendedDecember 312015 2014 and2013(in thousands):

Allowance for Doubtful Reserve forBilling Reserve forContractual
Accounts® Adjustments @ Allowances?
Balance at December 31, 2012 $ 513 $ 81 $ —
Provision adjustment (150 29 —
Write-offs and recoveries, net (93 (102 —
Balance at December 31, 2013 270 8 —
Provision adjustment 571 99 18,675
Write-offs and recoveries, net (577 (100 (17,969
Balance at December 31, 2014 264 7 707
Provision adjustment 483 105 22,256
Write-offs and recoveries, net (303 (102 (22,373
Balance at December 31, 2015 $ 444 $ 10 $ 590

()

Theprovisionwaschagedagainsigeneralndadministrativeexpenses.
@

TheprovisionwaschagedagainstDiagnosticServicegevenue.

Inventory
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Our inventoriesare statedat the lower of cost(first-in, first-out) or market(netrealizablevalue)andwe review inventory
balancedor excesandobsoleténventorylevelson aquarterlybasis.Costsincludematerial Jabor, andmanufacturingpverhead
costsWerely onhistoricalinformationto supportourexcesandobsoleteaeservesndutilize our businesgudgmentwith respect
to estimateduture demandPerour policy, we generallyreservel 00%of the costof inventoryquantitiesin excesf a defined
periodof demandOnceinventoryis reservedwe do not adjustthe reservebalanceuntil theinventoryis soldor disposed.

The following table summarizes our reserves for excess and obsolete inventory as of and for the yeaecemdbed 31,
2015 2014 and2013(in thousands):

Reserve forExcess and
Obsolete Inventories?

Balance at December 31, 2012 $ 2,565
Provision adjustment 210
Write-offs and scrap (232

Balance at December 31, 2013 2,543
Provision adjustment (630
Write-offs and scrap —

Balance at December 31, 2014 1,913
Provision adjustment (967
Write-offs and scrap (227)

Balance at December 31, 2015 $ 719

@ The provision was chged against Diagnostic Imaging cost of revenues.

Long-LivedAssetdncluding Finite Lived Purchasedintangible Assets

Long-lived assetsonsistof propertyandequipmentandfinite lived intangibleassetsWe recordpropertyandequipmentat
cost,andrecordotherintangibleassetdasedn their fair valuesatthe dateof acquisition We calculatedepreciatioron property
andequipmenusingthestraight-linemethodovertheestimatedisefullife of theassetsvhich averages yearsfor machineryand
equipment3 yearsfor computerhardwareandsoftware,andthe lower of the leaseterm or an averageof 5 yearsfor leasehold
improvementsChagesrelatedto amortizationof assetsecordedindercapitalleasesareincludedwithin depreciatiorexpense.
We calculateamortizationon otherintangibleassetsisingeitherthe acceleratedr the straight-linemethodover the estimated
usefullife of the assetshasedon whenwe expectto receivecashinflows generatedy the intangibleassetsEstimateduseful
livesfor intangiblesrangefrom 5 to 9 yearsfor customerelationships5 to 9 yearsfor trademarks8 to 15 yearsfor patentsand
5 yearsfor covenantsiotto compete.

Impairmentlosseson long-lived assetaisedin operationsare recordedwhenindicatorsof impairmentare presentandthe
undiscountedashflows estimatedo be generatedy thoseassetsarelessthanthe assetstarryingamount.If suchassetsare
consideredo beimpaired theimpairmentto berecognizeds measuredy theamountby whichthecarryingamounwof theassets
exceedsheestimatedair valueof theassetsNo impairmentiossesvererecordenlong-livedassets$o be heldandusedduring
theyearsendedDecember 312015 2014 and2013 During theyearendedDecember 312015 animpairmentossof $56,000
wasrecordedelatedto the excesof the carryingamountabovefair valueof certainassetsieldfor sale.No impairmentlosses
wererecordedon long-livedassetheldfor saleduringtheyearsendedDecember 312014 or 2013

Valuation of Goodwill

We review goodwill for impairmenton an annualbasisduring the fourth quarter aswell as when eventsor changesn
circumstancefdicatethatthe carryingvaluemay not be recoverableWe beginthe procesdy assessingjualitativefactorsin
determiningvhetheiit ismorelikely thannotthatthefair valueofitsreportingunitislessthanits carryingamountAfter performing
theaforementionedssessmermnduponreviewof theresultsof suchassessmentye maybeginperformingsteponeof thetwo-
stepimpairmentanalysisby quantitativelycomparingthe fair value of the reportingunit to the carryingvalue of the reporting
unit, includinggoodwill. If the carryingvalueof the long-termassetexceedshe fair valueof thereportingunit, thenwe must
performthe secondstepof the impairmenttest,wherebythe carryingvalue of the reportingunit’'s goodwill is comparedo its
impliedfair value.If thecarryingvalueof thegoodwill exceedsheimpliedfair value,animpairmentiossequalto thedifference
would berecordedNo goodwill impairmentiossesvererecordedduringtheyearsendedDecember 312015 2014 and2013

RestrictedCash

As of December 312015 we held$0.2million of moneymarketfundsthatarerestrictedrom withdrawalastheyareheldas
collateralfor aletterof creditrelatedto the building leasefor the Poway CA facility.
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Restructuring

Restructuringcostsare includedin incomefrom operationswithin the consolidatedstatement®f comprehensivéncome.
Losseson propertyand equipmentare recordedconsistentwith our accountingpolicy relatedto long-lived assetsOne-time
terminatiorbenefitsarerecordedatthetimetheyarecommunicatetb theaffectedemployees.osseonpropertyleasenbligations
arerecordedvhentheleases abandonedr whenthe contractis terminated.

In February2013,we announced planto restructureour Diagnosticilmagingbusinessln addition,we announced planin
January2014to exit our 47,000squaregoot formerheadquarterfacility in Poway California.Both restructuringnitiativeswere
completeasof DecembeB1, 2014.SeeNote 11 to the auditedconsolidatedinancial statement$or furtherinformation.

Shippingand Handling Feesand Costs

We recordall shippingandhandlingbillings to customersasrevenuesarnedor the goodsprovided.Shippingandhandling
costsareincludedin costof revenuesindtotaled$0.6 million, $0.5million, and$0.2million for theyearsendedDecember 31,
2015 2014 and2013 respectively

Share-BasedCompensation

We accounfor share-basedwardsexchangedor employeeservicesn accordancevith the authoritativeguidancefor share-
basedompensatioriJnderthisguidanceshare-basecompensatioexpensés measuredtthegrantdate basedntheestimated
fair valueof theaward,andis recognizedasexpensenetof estimatedorfeitures,overtherequisiteserviceperiod.

Warranty

We generallyprovidea 12 monthwarrantyon our gammacamerasWe accruethe estimatedostof this warrantyat thetime
revenuds recordedandchagewarrantyexpenséo Diagnostidmagingcostof revenuesWarrantyreservesreestablishethased
on historicalexperienceavith failure ratesandrepaircostsandthe numberof systemsoveredoy warranty Warrantyreservesre
depletecasgammacamerasrerepaired.The costsconsistprincipally of materials personnelpverheadandtransportationwWe
reviewwarrantyreservegjuarterlyand,if necessarymakeadjustments.

The activities relatedto our warrantyreservefor the yearsendedDecember 312015 2014 and 2013 are asfollows (in
thousands):

Year Ended December 31,

2015 2014 2013
Balance at beginning of year $ 176 $ 137 $ 326
Charges to Diagnostic Imaging cost of revenues 331 286 149
Applied to liability (294 (247 (339
Balance at end of year $ 213 $ 176 $ 137

Researchand Development

Researctanddevelopmentostsareexpensedsincurred.

AdvertisingCosts

Advertisingcostsareexpensedsincurred.Total advertisingcostsfor eachof theyearsendedDecember 312015 2014 and
2013were$0.3million, $0.2million, and$0.3million respectively

Basicand Diluted NetIncome Per Share

Basicearningpershare(EPS)is calculatedoy dividing netincomeby the weightedaveragenumberof commonsharesand
vestedrestrictedstockunits outstandingDiluted EPSis computedby dividing netincomeby the weightedaveragenumberof
commonsharesand vestedrestrictedstock units outstandingand the weighted averagenumberof dilutive commonstock
equivalents,ncluding stock options and non-vestedrestrictedstock units underthe treasurystock method. Commonstock
equivalentsaareonly includedin the diluted earninggper sharecalculationwhentheir effect is dilutive. Sharesusedto compute
basicnetincomepershareinclude5,063 and44,522vestedrestrictedstock units for the yearsendedDecembei31, 2014,and
2013, respectivelyTherewereno vestedrestrictedstockunitsincludedin the sharesisedto computebasicnetincomepershare
for theyearendedDecembef31, 2015.

Thefollowing tablesetsforth thecomputatiorof basicanddilutednetincomepershareor theperiodsindicated(in thousands,
exceptpershareamounts):
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Year Ended December 31,

2015 2014 2013
Net income $ 21,640 $ 2475 $ 264
Shares used to compute basic net income per share 19,210 18,571 18,789
Dilutive potential common shares:

Stock options 449 307 359

Restricted stock units 31 — 11
Shares used to compute diluted net income per share 19,690 18,878 19,159
Basic net income per share $ 113 $ 013 $ 0.01
Diluted net income per share $ 110 $ 013 $ 0.01

Antidilutive commonstockequivalentsare excludedfrom the computatiorof diluted earningsper share Stockoptionsand
restrictedstockunitsareantidilutivewhentheassumegroceedpersharearegreatethantheaveragenarketpriceof thecommon
sharesln addition,in periodswherenetlossesareincurred,stockoptionsandrestrictedstockunitswith assumegroceedger
sharelessthanthe averaganarketprice of the commonsharesecomeantidilutive aswell.

Thenumberof commonsharesquivalentghatwereantidilutivewere984, 66,917 and177,891for theyearsendeddecember
31,2015 2014 and2013 respectively

Other Comprehensivé.oss

Othercomprehensividssisdefinedasthechangeén equityduringaperiodfromtransactionandothereventsandcircumstances
from non-ownersourcesComprehensivéossincludesunrealizedosseson our marketablesecurities.

Income Taxes

We provide for incometaxesunderthe liability method.This approachrequiresthe recognitionof deferredtax assetsand
liabilities for the expecteduturetax consequencesf differencedetweerthetax basisof assetsr liabilities andtheir carrying
amountsn thefinancialstatements/Ve provideavaluationallowancefor deferredaxassetdf it is morelikely thannotthatthese
itemswill expirebeforeweareabletorealizetheirbenefit Wecalculateéhevaluationallowancen accordancwith theauthoritative
guidanceelatingto incometaxeswhichrequiresanassessmerf bothpositiveandnegativeevidenceegardingherealizability
of thesedeferredtax assetsvhenmeasuringhe needfor a valuationallowance Significantjudgmentis requiredin determining
anyvaluationallowanceagainsideferredax assetsAs of December 312014,dueto a history of operatingossesandotherkey
operatingactors,we concludedhatafull valuationallowancevasnecessario offsetall of ourdeferredax assetsA significant
pieceof objectivenegativeevidencesvaluatedasof December 312014,wasthe cumulativepretaxlossincurredoverthethree-
yearperiodended December 32014.During theyearendedDecembefB31,2015,we concludedhatit wasmorelikely thannot
that a portion of our deferredtax assetsvould be realizedthroughfuture taxableincome.This conclusionwas basedon our
restructuringeffortsin 2013and2014andresultingsustainegbrofitability for thesecondhalf of 2013,2014,and2015,aswell as
ourprojectionf positivefutureearningsandotherkeyoperatingactors As of September 32015 we hadgeneratedumulative
pretaxincomeoverthe precedingwelve quarterperiod,andthereforethe objectivenegativeevidenceof a history of operating
lossesvasnolongerpresent.

Theauthoritativeguidancdor incometaxesdefinesarecognitionthresholdandmeasuremerattributesfor financialstatement
recognitionandmeasuremertf atax provisiontakenor expectedo betakenin ataxreturn.Theguidancealsoprovidesdirection
on de-recognitionclassification,interestand penalties,accountingin interim periods,disclosure,and transition. Under the
guidancetheimpactof anuncertainncometax positionon theincometax returnmustbe recognizedat the largestamountthat
is more-likely-than-noto be sustainediponauditby the relevanttaxingauthority An uncertainincometax positionwill notbe
recognizedf it haslessthana 50% likelihood of beingsustainedWe recognizeinterestand penaltiesrelatedto uncertaintax
positionsasa componenbdf theincometax provision.

Acquisitions

OnMarch5, 2015,we acquiredMD Office Solutions.OnMarch13,2014,we acquiredL00%of themembershipnterestof
TelerhythmicslLC. Bothacquisitionsvereaccountedor asbusinesgombinationsWemeasurall assetaicquiredandliabilities
assumedincluding contingentconsiderationsat fair valueasof the acquisitiondate.Contingentpurchaseconsiderationso be
settledin cashareremeasuredb estimatedair valueat eachreportingperiodwith the changein fair valuerecordedn general
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andadministrativeexpensea componenbdf operatingexpensesSeeNote 3 to the auditedconsolidatedinancial statement$or
furtherinformation.

Accounting StandardsUpdates

In February2016,the FASB amendedheexistingaccountingstandard$or theaccountingor leasesTheamendmentare
basedon the principle that assetsand liabilities arisingfrom leasesshouldbe recognizedwithin the financial statementsThe
Companyis requiredto adopttheamendmentbeginningin 2019.Early adoptionis permitted. Theamendmentmustbeapplied
usinga modified retrospectivaransitionapproachandthe FASB decidednot to permita full retrospectivearansitionapproach.
The Companyis currentlyevaluatingheimpacttheseamendmentsill haveonits consolidatedinancial statements.

In January2016,the FASB amendedhe existingaccountingstandardgor the accountingfor financial instrumentsThe
amendmenteequireequityinvestmentsyith certainexceptionsto bemeasureatfair valuewith changeén fair valuerecognized
in netincome.The newstandards effective prospectivelyfor fiscal yearsbeginningafterDecemberl5, 2017.We arecurrently
evaluatingtheimpact,if any, of adoptingthis guidanceon our financial statements.

In November2015, the FASB issuedguidancewhich requiresclassificationof all deferredtax assetsand liabilities as
noncurrentThe new standards effective for fiscal yearsbeginningafter Decemberl5, 2016,including interim periodswithin
thosefiscal years,with early adoptionpermitted We haveearly adoptedhe guidanceon a prospectivebasisfor the yearended
DecembeBl,2015.Thereforetheclassificatiorof deferredax assetandliabilities in periodsprior to theyearendedDecember
31,2015havenot beenchangedrom their original presentation.

In SeptembeR015,the FASB issuedguidancewhich eliminatesthe requiremenfor an acquirerto retrospectivelyadjust
provisionalamountgecordedn abusinesgombinatiorto reflectnewinformationaboutthefactsandcircumstancethatexisted
asof theacquisitiondateandthat,if known,would haveaffectedmeasuremerdr recognitionof amountsnitially recognizedAs
analternative the amendmentequiresthatan acquirerrecognizeadjustmentso provisionalamountghatareidentified during
the measurementeriodin thereportingperiodin which the adjustmenamountsaredeterminedThe amendmentsequirethat
the acquirerrecord,in the financial statement®f the periodin which adjustmentdo provisionalamountsare determinedthe
effectonearning®f change# depreciationamortizationpr otherincomeeffects,if any, asaresultof thechangeotheprovisional
amountscalculatedasif theaccountinghadbeencompletedat the acquisitiondate.The newstandards effective prospectively
for fiscalyearsbeginningafterDecembef 5,2015,includinginterim periodswithin thosefiscalyears We arecurrentlyevaluating
theimpact,if any of adoptingthis guidanceon our financial statements.

In July 2015,the FASB issuedguidancehatamendshe guidelinesfor the measuremertf inventoryfrom lower of costor
marketto thelower of costandnetrealizablevalue(NRV). NRV is definedasthe estimatedselling pricesin theordinarycourse
of businesdessreasonablpredictablecostsof completion,disposal andtransportationUnderexistingstandardsinventoryis
measuredht lower of costor market,which requiresthe consideratiorof replacementost,NRV, andNRV lessanamountthat
approximates normalprofit mamgin. ThisASU eliminatesthe requiremento determineandconsidereplacementostor NRV
lessan approximatelynormal profit mamgin for inventory measuremeniThe new standards effective prospectivelyfor fiscal
yearsbeginningafterDecembei5,2016.We arecurrentlyevaluatingheimpact,if any, of adoptingthisguidanceonourfinancial
statements.

In May 2014,the FASB issuedguidancethat outlinesa single comprehensivenodelfor entitiesto usein accountingfor
revenuearisingfrom contractsvith customersvhich supersedesiostcurrentrevenuerecognitionguidancejncludingindustry-
specificguidanceTheguidancerovideghatanentityrecognizeevenuavhenit transferpromisedyoodsor servicego customers
in anamountthatreflectsthe consideratioio which theentity expectgo beentitledin exchangdor thosegoodsor servicesThis
guidancealsorequiresadditionaldisclosureaboutthe nature amounttiming, anduncertaintyof revenueandcashflows arising
from customercontractsincludingsignificantjudgmentsandchangesn judgmentsandassetsecognizedrom costsincurredto
obtainor fulfill acontract.The guidanceallowsfor eitherfull retrospectiveor modified retrospectiveadoptionandis currently
scheduledo becomeeffective for usin thefirst quarterof 2018.We arecurrentlyevaluatingthe alternativetransitionmethods
andthe potentialeffectsof the adoptionof this guidanceon our financial statements.

NOTE 3. Acquisitions
MD Office Solutions(2015)

OnMarch5, 2015,we enterednto anAgreemenbf MergerandPlanof Reoganization(the MergerAgreement}o acquire
MD Office Solutions(MD Office). MD Office is a providerof in-office nuclearcardiologyimagingin the northernandcentral
CaliforniaregionsTheacquisitiorexpandshegeographicalegionin whichweareableto provideourin-office nuclearcardiology
imagingservices.

Total consideratiorrelatedto the Merger Agreementpaid to the sellerswas 610,000sharesof commonstock of Digirad
Corporationwith atotal valueat closingof $2,684,000aswell assettlemenbf a $15,000accountseceivablebalanceowedto
theCompany TheCompanyssuechewsharegor theconsiderationln addition thereis anearn-oubpportunityof upto $400,000
in castoverapproximatelyhreeyeardaseamntheMD Office businesseetingcertainearningdbeforeinteresttaxesdepreciation,
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andamortizationEBITDA) milestonesThesellerswill receivefifty percenpftheEBITDA generatethy theMD Office business
in exces®f theEBITDA milestoneamountsywhichare$650,000or eachof theannualperiodsendingDecembeB1,2015,2016,
and2017,with thetargetfor 2015beingproratecbasedn the closedate.

At December 312015 we haveestimatedhefair valueof thecontingenearn-oubpportunityto be $153,000Theearn-out
opportunityis estimatedasednactualperformancdor theperiodfrom theacquisitiondatethroughDecembeB1,2015,aswell
astheexpectegerformancef thebusines®vertheperiodfrom Januany, 2016 throughDecembeB1,2017 utilizing anincome
approachlt is reasonablyossiblethat our estimateof the earn-oufpotentialcould changen the nearterm.Any adjustmentn
the estimatecdearn-outopportunityuntil settledwill berecordedasa gainor lossto currentoperationsn the periodthe estimate
changes.

TheMergerAgreementvasalsosubjecto apost-closingpurchasriceadjustmenbasednthefinal workingcapitalbalance,
asdefinedin the MergerAgreementaswell asa RegistrationRightsAgreementrelatedto the commonsharesrovidedto the
sellersaspartof theconsideration.

The allocation of the purchase price$@f699,0000 the assets acquired and liabilities assumed on the acquisition date
was as follows:

(in thousands) Allocation of purchase price
Assets
Current assets:
Cash and cash equivalents $ 3
Accounts receivable 457
Other current assets 32
Total current assets 492
Property and equipment 481
Intangible assets 1,007
Goodwill 1,560
Other assets 26
Total assets $ 3,566
Liabilities
Current liabilities:
Accounts payable $ 149
Accrued compensation 81
Other accrued liabilities 87
Total current liabilities 317
Deferred tax liability 544
Other liabilities 6
Total liabilities $ 867

Thegoodwill recognizedaspartof thetransactiorprimarily representsynepiesbetweerDigirad andMD Office thatwere
not separatelyidentified as part of the acquisitionvaluationprocessMD Office activitiesare includedwithin the Diagnostic
ServicesreportablesegmentThe resultinggoodwill from the acquisitionis not deductiblefor federaland statetax reporting
purposes.

Thefollowing tablesummarizeshefair valueof acquireddentifiableintangibleasset@sof theacquisitiondate:

48



Weighted
Average Useful

(in thousands) Lives (in years) Fair Value
Customer relationships 7.0 $ 639
Trademarks 5.0 187
Covenants not to compete 5.0 181
Total intangible assets acquired, excluding goodwill 6.3 $ 1,007

The belowtablesdisplayestimatedroformaresultshadthe businessacquisitionbeencompletedasof Januaryl, 2014.In
derivingtheproformaresultswe utilized the historicaloperatingesultsof MD Office andadjustedor theimpactof thepurchase
accountingandtransactiorcostsasif theacquisitionoccurredon Januaryl, 2014.

Year Ended Decembef31,

(unaudited)
(in thousands) 2015 2014
Revenues $ 61,393 $ 58,869
Net income $ 21,849 $ 2,216

Includedwithin our consolidatedperatingresultsfor theyearendedDecember 312015areMD Office operationdor the
periodMarch 6, 2015throughDecember 312015asfollows:

Year Ended
December31, 2015
(in thousands) (unaudited)
Revenues $ 2,550
Net income $ 248

Includedwithin theresultsfor MD Office for theyearendedDecember 312015areapproximately$195,0000f transaction
costsrelatedto the acquisition.Thesecostsareclassifiedasgeneralandadministrativeexpense the consolidategstatements
of comprehensivencome.

Telerhythmics,LLC (2014)

OnMarch 13,2014 ,we acquiredl00%of the membershipnterestof TelerhythmicsLLC (Telerhythmics)a providerof 24-
hourcardiacmonitoringservicesWe paidto the sellersof themembershipnterest(the Sellers)aggregateip-frontconsideration
of $3.4million andassumedpproximately$131,000in debt.In addition,thereis an aggregateearn-outopportunityof up to
$501,000from the period March 14, 2014 throughDecember31, 2016 basedon the Telerhythmicsbusinesaneetingcertain
earningdeforeinteresttaxesdepreciationandamortization EBITDA) milestonesThe Sellerswill receivefifty perceni{50%)
of the EBITDA generatedby the Telerhythmicdusinessn excesof the EBITDA milestoneamountswhich areasfollows:

«  $415,0000f EBITDA for the periodfrom the closingdatethroughDecembeB1, 2014,
«  $825,0000f EBITDA for the periodfrom Januaryl, 2015throughDecembeB1, 2015;and
« $825,0000f EBITDA for the periodfrom Januaryl, 2016throughDecembe1, 2016.

At December 312015 we haveestimatedhefair valueof the contingentearn-outopportunityto be $22,000 The earn-out
opportunityis estimatedasedn expectegerformancef thebusines®verthe periodfrom Januaryl, 2016throughDecember
31,2016,utilizing anincomeapproachNo earn-outconsideratiowasearnedy the Sellersfor the periodfrom theclosingdate
throughDecember 312015 It is reasonablypossiblethat our estimateof the earn-outpotentialcould changen the nearterm.
Any adjustmentn the estimatecearn-outopportunityuntil settledwill berecordedasa gainor lossto currentoperationsn the
periodthe estimatechanges.

The allocation of the purchase price$@,447,0000 the assets acquired and liabilities assumed on the acquisition date
was as follows:
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(in thousands) Allocation of purchase price
Assets

Current assets:
Accounts receivable $ 256
Other current assets 34
Total current assets 290
Property and equipment 290
Intangible assets 2,580
Goodwill 1,153
Total assets $ 4,313
Liabilities
Current liabilities:
Accounts payable $ 36
Accrued compensation 169
Other accrued liabilities 356
Current portion of long-term debt 131
Total current liabilities 692
Other liabilities 174
Total liabilities $ 866

Thelong-termdebtwaspaidin full on March28,2014.

Thegoodwill recognizedspartof thetransactiorprimarily representsynegiesbetweerDigirad andTelerhythmicghatwere
not separatelydentified aspartof the acquisitionvaluationprocessTelerhythmicsactivitiesareconsideredheir own operating
segmentwhich is aggregatednto our DiagnosticServicesreportablesegmentThe resultinggoodwill from the acquisitionis
expectedo bedeductiblefor federalandstatetax reportingpurposes.

The belowtablesdisplayestimatedoro formaresultshadthe businessacquisitionbeencompletedasof Januaryl, 2013.In
deriving the pro formaresults,we utilized the historical operatingresultsof Telerhythmicsand adjustedfor the impactof the
purchaseaccountingandtransactiorcostsasif theacquisitionoccurredon Januaryl, 2013.

Year Ended Decembef31,

(unaudited)

(in thousands) 2014 2013
Revenues $ 56,763 $ 55,494
Net income $ 2,688 $ 247
NOTE 4. SupplementaryBalance Sheetinformation (in thousands):

December 31, December 31,
2015 2014

Inventories:

Raw materials $ 2,600 $ 2,439

Work-in-process 1,649 2,560

Finished goods 851 558
Total inventories 5,100 5,557
Less reserve for excess and obsolete inventories (719 (1,913
Total inventories, net $ 4,381 $ 3,644
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December 31, December 31,
2015 2014
Property and equipment:
Machinery and equipment $ 25,254 $ 23,412
Computer hardware and software 3,555 2,917
Leasehold improvements 583 571
Total property and equipment 29,392 26,900
Less accumulated depreciation (23,149 (22,134
Total property and equipment, net $ 6,252 $ 4,766
December 31, 2015
Gross
Weighted Average Carrying Accumulated Intangible
Useful Life (years) Amount Amortization  Assets, Net (1)
Intangible assets with finite useful lives:
Customer relationships 82 % 5489 $ (3,259 $ 2,230
Trademarks 8.0 787 (150 637
Patents 14.6 141 (129 16
Covenants not to compete 5.0 251 (59 196
Total intangible assets, net $ 6,668 $ (3,589 $ 3,079
December 31, 2014
Gross
Weighted Average Carrying Accumulated Intangible
Useful Life (years) Amount Amortization  Assets, Net (1)
Intangible assets with finite useful lives:
Customer relationships 8.6 $ 4850 $ (2,909 $ 1,946
Trademarks 9.0 600 (53 547
Patents 13.2 141 (119 25
Covenants not to compete 5.0 70 (11 59
Total intangible assets, net $ 5,661 $ (3,089 $ 2,577
Q) Amortizationexpenséor intangibleassetsnetfor theyearsendedDecember 312015 2014 and2013was$0.5million, $0.4million,

and$0.2million, respectivelyEstimatecamortizationexpenseor intangibleasset$or 2016is $0.5million, for 2017is $0.5million,
for 2018is $0.5million, for 2019is $0.5million, for 2020is $0.4million, andthereafteiis $0.7 million.

Other current liabilities:
Professional fees
Sales and property taxes payable

Radiopharmaceuticals and consumable medical supplies

Current portion of capital lease obligation

Facilities and related costs
Outside services and consulting
Other accrued liabilities

Total other current liabilities

NOTE 5.

Fair Value Measurements
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We categorizeour assetandliabilities measuredtfair valueinto athree-levehierarchyin accordancevith the authoritative
guidancdor fair valuemeasurement#ssetandliabilities presenteatfair valuein ourconsolidatedalancesheetaregenerally
categorizedhsfollows:

Level1: Quotedpricesin activemarketsfor identicalassetr liabilities.

Level2: ObservablénputsotherthanLevel 1prices,suchasquotedpricesfor similarassetr liabilities, quotedprices
in marketsthatarenot active,or otherinputsthatareobservabler canbe corroboratedy observablenarket
datafor substantiallythe full termof the assetr liabilities.

Level 3: Unobservablénputsthataresupportedoy little or no marketactivity andthataresignificantto the fair value
oftheassetsrliabilities. Suchassetandliabilities mayhavevaluesleterminedisingpricingmodelsdiscounted
cashflow methodologiespr similar techniquesandincludeinstrumentsor which the determinatiorof fair
valuerequiressignificantmanagemerjudgmentor estimation.

As requiredby the authoritativeguidancefor fair value measurementginancial assetsandliabilities are classifiedin their
entiretybasednthelowestlevel of inputthatis significantto thefair valuemeasuremen©Our assessmemif the significanceof
a particularinput to the fair value measurementequiresjudgment,which may affect the valuationof assetsandliabilities and
their placementvithin thefair valuehierarchylevels.Thefollowing tablesetsforth by level within thefair valuehierarchyour
assetshatwererecordedht fair valueasof December 312015and2014(in thousands):

At Fair Value as of December 31, 2015

Level 1 Level 2 Level 3 Total
Assets:
Corporate debt securities $ — $ 3,227 % — $ 3,227
Equity securities — 491 — 491
Total $ — $ 3,718 $ — $ 3,718
Liabilities: R
Acquisition related contingent consideration $ — 3 — $ 175 $ 175
At Fair Value as of December 31, 2014
Level 1 Level 2 Level 3 Total
Assets:
Corporate debt securities $ — $ 7935 $ — $ 7,935
Liabilities:
Acquisition related contingent consideration $ — $ — $ 229 $ 229

Our investmentsn corporatedebtsecuritiesare valuedbasedon quotedmarketpricesfor identical securities Someof the
corporatedebtsecuritieswe hold do not tradeon a daily basis.For investmentghat do not tradeon a daily basis,we utilize a
varietyof pricing sourcedo determindair valueandcorroboratehefair valueby observingmarketdataprior andsubsequerb
thebalancesheetdate.

Equity securitiesconsistof shareof Perma-FixMedical,a publicly tradedcompanylisted on the NewConnectarketof the
WarsawStockExchangeFairvalueof the Perma-FixMedicalinvestments basedntheclosingpriceobservednDecember 31,
2015 Giventhattherearedaysin whichtherearenotradef Perma-FixMedical'sstock wecorroboratehefair valueby observing
marketdataprior andsubsequerto the balancesheetate.

Theacquisitionrelatedcontingentconsiderations relatedto the acquisitionsof Telerhythmicspn March 13,2014,andMD
Office SolutionspnMarch5,2015.Wereassesthefair valueof thecontingentonsideratiomnaquarterlybasisusingtheincome
approachwhich is a Level 3 measurement he estimationof thefair valueof the contingentconsideratiorrequiressignificant
managemenjudgment,including estimatingfuture cashflows associatedvith the respectivebusinesseand determiningthe
associatedliscountrate. The maximumpossibleconsideratiorto be paid relatedto TelerhythmicsandMD Office Solutionsis
$501,000and$400,000respectivelyNo minimumamountof contingentconsiderations guaranteedo be paidrelatedto either
Telerhythmicsor MD Office Solutions.No earn-outconsideratiorwasearnedrelatedto Telerhythmicsor the periodfrom the
closingdateof March13,2014throughDecember 312015 Contingentonsideratiomf $76,000vasearnedelatedto MD Office
Solutionsfor the periodfrom the closingdateof March5, 2015throughDecember 312015
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Changes in the estimated fair value of contingent consideration liabilities (level 3 measuremebgdeomber 31, 2013
to December 31, 201&re as follows (in thousands):

Telerhythmics MD Office Solutions Total Contingent
Conmigen, oo
Balance at December 31, 2013 $ — 3 — 3 —
Acquisition of Telerhythmics 220 — 220
Change in estimated fair value 9 — 9
Balance at December 31, 2014 229 — 229
Acquisition of MD Office Solutions — 6 6
Change in estimated fair value (207 147 (60)
Balance at December 31, 2015 $ 22 $ 153 $ 175

NOTE 6. Goodwill

Gooduwill hasbeenrecordedelatedto the acquisitionsof MD Office in 2015, Telerhythmicdn 2014,andUltrascanin 2007.
Therelatedgoodwill hasbeenrecordedwithin two separateeportingunitswithin our DiagnosticServicessegmentDuring the
yearendedDecembeBl, 2014 ,werecordedbl.2million of goodwill asaresultof acquisitionof TelerhythmicsDuringtheyear
endedDecembeBl, 2015,werecordedbl.6million of goodwill asaresultof acquisitionof MD Office, bringingtotal goodwiill
to its currentcarryingvalueof $2.9million. We determinedheimplied fair valueof the goodwill for MD Office, Telerhythmics
andUltrascarutilizing the discountedtashflow methodundertheincomeapproachUndertheincomeapproachwe derivedthe

fair valuebasednthepresentalueof estimateduturecashflows, whichwerebasednhistoricaldataandassumptionpertaining
to themarket.

Duringthesecondjuarterof 2015 ,basednthequantitativeperformancef the Telerhythmicusinesgomparedo plan,we
performedthe first stepof the goodwill impairmenttestwhich involvescomparingthe fair valueof the reportingunit with the
associatectarrying value, including goodwill. We determinedhe fair value of the reportingunit using the incomevaluation

approachThereportingunit's fair valueexceededheassociatedarryingamountof thereportingunit; thereforethe secondstep
of thegoodwill impairmenttestwasnot necessary

Subsequentlyduring the fourth quarterof 2015, we performedour annualgoodwill impairmenttesting.We performeda
qualitativeassessmertdf all reportingunits toestimate whetheit is morelikely thannot thatthe fair value of each reporting
unit was lesshanits carryingamount.n performingthis qualitativeassessmeniye assessetklevanteventsandcircumstances
thatmay impactthe fair valueandthe carryingamountof eachreportingunit. Factorsthatwere consideredncluded,but were
notlimitedto, thefollowing: (1) macroeconomiconditionsy2) industryandmarketconditionsy3) overallfinancialperformance
and expectedfinancial performance4) otherentity specific events.Basedon the resultsof this qualitative assessmentye
determinedhatit is morelikely thannotthatthe reportingunitswerenotimpaired.

Changes in the carrying amount of goodwill fr@cember 31, 201® December 31, 201By reportable segment are as
follows (in thousands):

Diagnostic Services Diagnostic Imaging
Balance at December 31, 2013 $ 184 $ —
Acquisition of Telerhythmics 1,153 —
Balance at December 31, 2014 1,337 —
Acquisition of MD Office Solutions 1,560 —
Balance at December 31, 2015 $ 2,897 $ —

NOTE 7. Commitments and Contingencies
Leases

We currentlyleasefacilities andcertainautomotiveequipmentndernon-cancelableperatingleasesxpiring from January
1, 2016throughNovember30, 2021. Rentexpensas recognizedon a straight-linebasisover the initial leaseterm andthose
renewalperiodsthatarereasonablyassuredsdeterminedat leaseinception.The differencebetweerrentexpensendrentpaid
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isrecordedasdeferredentandis includedin othercurrentandlong-termliabilities. Rentexpensevasapproximately1.3million
for theyearsendedDecember 312015and2014and$1.4million for theyearendedDecembe31, 2013

Asof December 312015 wefinancedcertaininformationtechnologyandmedicalequipmenandvehiclesundercapitalleases.
Theseobligationsaresecuredy the specificequipmenfinancedundereachleaseandwill berepaidmonthlyovertheremaining
leasetermsthroughDecembe1,2019.

We arecommittedto makingfuture cashpaymentn non-cancelableperatingeasesandcapitalleasegincludinginterest).
Thefutureminimumleasepaymentslueunderbothnon-cancelableperatingeasesndcapitalleasesavinginitial or remaining
leasetermsin excesof oneyearasof December 312015areasfollows (in thousands):

Operating Capital

Leases Leases
2016 $ 1,125 $ 780
2017 757 595
2018 632 234
2019 599 47
2020 572 1
Thereafter 164 —
Total future minimum lease payments $ 3,849 1,657
Less amounts representing interest (90
Present value of obligations 1,567
Less: current capital lease obligations T (729
Total long-term capital lease obligations $ 843

Annual MeetingLitigation. In May 2013 wewereservedvith acomplainin DelawareChanceryfCourtby oneof ourshareholders,
theRedOakFund,L.P. (RedOak).In summarythe complaintallegedthatthe AnnualMeetingof Shareholderslectionprocess
(the Election)wasimproperly conductedRed Oak soughtto havethe resultsof the Electionvoidedandto compelDigirad to
conducta newAnnual MeetingprocessOn October23, 2013,the DelawareChanceryCourtissueda memorandunopinionin
favor of the Companywhich upheldthe Electionasvalid.

Othermatters.In thenormalcourseof businessye havebeenandwill likely continueto be,subjecto litigation oradministrative
proceedingicidentalto ourbusinesssuchasclaimsrelatedo customedisputesemploymenpracticesywageandhourdisputes,
productliability, professionaliability, commerciallisputeslicensurerestrictionsor denials andwarrantyor patentinfringement.
Respondindo litigation or administrativeproceedingsiegardlessf whethertheyhavemerit, canbe expensiveanddisruptiveto
normalbusines®perationsWe arenot ableto predictthetiming or outcomeof thesematters.

NOTE 8. Share-Based Compensation

At December 312015 we havetwo activeequityincentiveplans,the2011 InducemenstockincentivePlan(the 2011 Plan)
andthe 2014 Equity IncentiveAward Plan(the 2014 Plan), (collectively the Plans),underwhich stockoptions,restrictedstock
units,andotherstockbasedwardsnaybegrantedo employeesndnon-employeesncludingmember®f ourBoardof Directors.
Termsof anyequityinstrumentgrantedunderthe Plansareapprovedy the Boardof Directors.Stockoptionstypically vestover
therequisiteserviceperiodof oneto four yearsandhavea contractuatermof severto tenyears Restrictedstockunitsgenerally
vestoveroneto four years.Underthe Planswe areauthorizedo issueanaggregat®f 1,856,733haref commonstock.As of
December 312015 thePlanshad968,733sharesvailablefor futureissuanceThenumberof shareseservedor issuanceinder
the2014Planis subjectto increaseby any sharesinderthe 2004Equity IncentiveAward Plan(the 2004 Plan)thatareforfeited,
expire,orarecanceledAs of December 312015 thenumberof sharegprovidedfor issuanceinderthe2014Plandueto forfeited,
expired,andcancelecsharesinderthe 2004Planwas10,248shares.

StockOptions

Theestimatedair valueof our stockoptionsis determinedisingtheBlack-Scholesnodel All stockoptionsweregrantedwith
an exerciseprice equalto the fair value of the commonstockon the grantdate.The weighted-averaggrantdatefair value of
employesestockoptionsgrantediuringtheyearsendeddecember 312014and2013was$0.7Q and$1.06persharerespectively
which wasestimatedisingthefollowing weighted-averagassumptionsTherewereno employeestockoptionsgrantedduring
theyearendedDecembe1, 2015.
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Year Ended December 31,

2015 2014 2013
Expected volatility — 43% 56%
Expected term (in years) — 4.1 4.6
Risk-free interest rate — 1.2% 0.%
Expected dividend yield — 5.7 —

Thedeterminatiorof the fair valueof stockoptionsusinganoptionvaluationmodelis affectedby our stockprice,aswell as
assumptionsegardinganumberof complexandsubjectivevariablesThevolatility assumptioms basednthehistoricalvolatility
of ourcommonstockoveraperiodof time equalto theexpectedermof thestockoptions.Theexpectedermof our stockoptions
is basedn historicalexperienceT herisk-freeratefor theexpectedermof theoptionis basedntheU.S. Treasuryyield in effect
atthetime of grant.Theexpectedlividendyield is basednthecurrentannualizedlividendratepersharedividedby thehistorical
averagestockprice.At thetime of the grants for theyearendedDecembeB1, 2013,we hadno plansto payadividendandno
history of payinga dividendpreviouslyandassuchanexpectediividendyield of zerowasutilized for purpose®f determining
fair valueof the associatedtockoptions.

A summaryof our stock option awardactivity asof andfor the yearendedDecember 312015is asfollows (in thousands,
exceptpersharedata):

Weighted- Weighted-
Average Average
Exercise Remaining Aggregate
Number of Price per Contractual Intrinsic
Shares Share Term (In Years) Value
Options outstanding at December 31, 2014 1458 $ 2.62
Options exercisable at December 31, 2014 553 $ 1.82
Options granted — % —
Options forfeited — —
Options expired 9) 5.74
Options exercised (190 3.28
Options outstanding at December 31, 2015 1259 $ 250 39 $ 3,920
Options exercisable at December 31, 2015 1,028 $ 242 37 % 3,297

As share-basecompensatioexpensendertheauthoritativeguidancdor share-basegaymentss basednawardaultimately
expectedo vest,it is reducedor estimatedorfeitures.Theguidanceequiresforfeituresto be estimatecht thetime of grantand
revised,f necessaryn subsequernperiodsif actualforfeituresdiffer from thoseestimates.

At December 312015 total unrecognizedompensatiortostrelatedto unvestedstock optionswas $0.2 million, which is
expectedo berecognizedveraweighted-averagperiodof 1.2years.

Uponexercisewe issuenewshareof commonstock.Cashreceivedrom stockoptionexercisesvas$0.6million duringthe
yearendedDecember 312015 $0.2 million during the yearendedDecember 312014 and $0.9 million for the yearended
Decembeil, 2013 Thetotal intrinsic value of stockoptionsexercisedvas$0.2million duringthe yearendedDecember 31,
2015 $0.1million duringtheyearendedDecember 312014 and $0.9million duringtheyearended2013

RestrictedStockUnits

Underguidancefor share-basedaymentsthefair valueof our restrictedstockawardsis basedn thegrantdatefair valueof
ourcommonstock All restrictedstockunitsweregrantedwith no purchaserice.Vestingof therestrictedstockawardss subject
to serviceconditions,aswell asthe attainmentof additionalperformanceobjectivesfor certainof the awards.The weighted-
averagegrantdatefair valueof therestrictedstockunitswas$4.14and$3.81pershareduringtheyearsendeddecember 312015
and2014 respectivelyTherewereno restrictedstockunits grantedduringtheyearendedDecember 312013

A summaryof our restrictedstockunit activity asof andfor theyearendedDecember 312015is asfollows (in thousands,
exceptpersharedata):
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Weighted-

Average

Grant Date

Number of Fair Value

Shares Per Share
Non-vested restricted stock units outstanding at December 31, 2014 88 $ 3.81
Granted 119 414
Forfeited (5) 4.15
Vested — —
Non-vested restricted stock units outstanding at December 31, 2015 202 $ 4.00

Thefollowing tablesummarizesformationaboutrestrictedstockunitsthatvestedduringtheyearsendeddecember 312015
2014 and2013basedn serviceconditions(in thousands):

Year Ended December 31,
2015 2014 2013
Fair value on vesting date of vested restricted stock units $ — $ — $ 136

At December 312015 total unrecognizedcompensatiortostrelatedto non-vestedestrictedstock units was $0.5 million,
whichis expectedo berecognizedveraweighted-averagperiodof 1.9years.

Allocation of Share-BasedCompensatiorExpense

Total share-basedompensatioexpenseaelatedto all of our share-basednitsfor theyearsendedDecember 312015 2014
and2013wasallocatedasfollows (in thousands):

Year Ended December 31,

Cost of revenues: 2015 2014 2013
Diagnostic Services $ 18 $ 1% 6
Diagnostic Imaging 47 26 49

Research and development — — 9

Marketing and sales 98 51 52

General and administrative 453 248 224
Share-based compensation expense $ 616 $ 326 $ 340

NOTE 9. Income Taxes

Significant components of the provision (benefit) for income taxes from continuing operations are as follows (in thousands):

Year Ended December 31,

2015 2014 2013

Current provision (benefit):

Federal $ — % — % (49

State 23 41 4
Total current provision (benefit) 23 41 (49
Deferred provision (benefit):

Federal (17,34% 18 —

State (2,799 3 —
Total deferred provision (benefit) (19,146 21 —
Total income tax provision (benefit) $(19,123 $ 62 $ (45
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