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Dear Fellow Shareholders,

The year 2018 was an exciting one of change for Digirad Corporation (“Digirad” or the “Company”).
During the year, we launched our new strategy to become a multi-industry holding company,
(“Holdco™). This new strategy was announced on September 10, 2018, at which time we also
announced our proposed acquisition of ATRM Holdings, Inc.(“ATRM”) as an initial “kick-off”
transaction. The acquisition of ATRM continues to progress and we would like to close the transaction
by midyear 2019, if possible. As previously stated, HoldCo, once it is formed, expects to make high-
return internal investments as well as look for attractive acquisition opportunities in addition to
repurchasing shares. Share repurchases will be evaluated against organic growth investments and
acquisitions, and the Company expects to continually allocate capital to its highest and best use. We
believe this new strategy is the best path forward to maximize stockholder value over the long term.

Additionally, Digirad has approximately $84 million of useable net operating losses (“NOL”) in the
U.S., which the Company considers to be a very valuable asset for its stockholders. Protecting the
value of this NOL asset limits the amount of stock than can be repurchased over a given time period.
In order to protect the value of the NOL for all stockholders, the Company has a charter amendment in
place that limits beneficial ownership of Digirad common stock to 4.99%. Stockholders who wish to
own more than 4.99% of Digirad common stock, or already own more than 4.99% of Digirad
common stock and wish to buy more, may only acquire additional shares with the prior written
approval of our Board of Directors.

We have a bright future ahead of us. As we review our business and strategy going forward, we are
very excited about our prospects and our potential for growth through our new Holdco strategy. The
entire Executive Team at Digirad is dedicated to this new plan and growth strategy, and we are working
hard to ensure its continued deployment and continued value to YOU, our shareholders.

Thank you to our shareholders, employees, and clients - with your continued support, we have
accomplished many things, and will continue to do so in the future.

Sincerely,

W06

Matthew G. Molchan
President and Chief Executive Officer
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PART 1

Cautionary Statement Regarding Forward-Looking Statements

Portions of this Annual Report on Form 10-K (including information incorporated by reference) include “forward-looking
statements”’ based on our current beliefs, expectations, and projections regarding our business strategies, market potential, future
financial performance, industry, and other matters. This includes, in particular, “Item 7— Management’s Discussion and Analysis
of Financial Condition and Results of Operations” of this Annual Report on Form 10-K, as well as other portions of this Annual
Report on Form 10-K. The words “believe,” “expect,” “anticipate,” “project,” “could,” “would,” and similar expressions, among
others, generally identify ‘‘forward-looking statements,” which speak only as of the date the statements were made. The matters
discussed in these forward-looking statements are subject to risks, uncertainties, and other factors that could cause our actual
results to differ materially from those projected, anticipated, or implied in the forward-looking statements. The most significant of
these risks, uncertainties, and other factors are described in “Item 14— Risk Factors” of this Annual Report on Form 10-K. Except
to the limited extent required by applicable law, we undertake no obligation to update or revise any forward-looking statements,
whether as a result of new information, future events, or otherwise.

Corporate Information

Digirad Corporation was incorporated in Delaware in 1997. Unless the context requires otherwise, in this report the terms “we,”
“us,” and, “our” refer to Digirad Corporation and our wholly-owned subsidiaries.

ITEM 1. BUSINESS

Overview

Digirad delivers convenient, effective, and efficient healthcare solutions on an as needed, when needed, and where needed basis.
Our diverse portfolio of mobile healthcare solutions and diagnostic imaging equipment and services provides hospitals, physician
practices, and imaging centers throughout the United States access to technology and services necessary to provide patient care in
the rapidly changing healthcare environment.

We have grown both organically and through acquisitions over the last three years. Prior to the year ended December 31, 2016,
we were organized as two reportable segments: Diagnostic Services and Diagnostic Imaging. With the acquisition of DMS Health
on January 1, 2016, we added two additional reportable segments: Mobile Healthcare and Medical Device Sales and Services
(“MDSS”). In February of 2018, we completed the sale of our customer contracts relating to our MDSS post-warranty service
business to Philips North America LLC (“Philips”). On October 31, 2018, we sold our Telerhythmics business to G Medical
Innovations USA, Inc., for $1.95 million in cash. As of December 31, 2018, our business was organized into three reportable
segments: Diagnostic Services, Mobile Healthcare, and Diagnostic Imaging.

On September 10, 2018, we announced that our board of directors approved the conversion of Digirad into a diversified holding
company, and the potential acquisition of ATRM Holdings, Inc., (“ATRM?”) as an initial “kick-off” transaction (the “ATRM
Acquisition”). ATRM is a modular building company consisting of two divisions, KBS Builders and EdgeBuilder. The KBS division
manufactures and distributes modular housing units. EdgeBuilder manufactures engineered wood products used in modular
construction, as well as distributes building materials through its Glenbrook unit. Both divisions serve the residential and
commercial segments of the market.

Our aim is to continue to grow our business into an integrated healthcare services company while simultaneously converting
into a diversified holding company through the acquisition of businesses that meet our internally developed financially disciplined
approach for acquisitions.

Our Competitive Strengths

We believe that our competitive strengths are our streamlined and cost-efficient approach to providing healthcare solutions to
our customers at the point of need as well as providing an array of industry-leading, technologically-relevant healthcare imaging and
monitoring services:

Imaging Services and Products

*  Broad Portfolio of Imaging Services. Approximately 88% of our revenues are derived from diagnostic imaging services to
our customers. We have developed and continue to refine an industry-leading, customer-service focused approach to our
customers. We have found our focus in this area is a key factor in acquiring and keeping our service-based customers.

*  Unique Dual Sales and Service Offering. For the majority of our businesses, we offer a service-based model to our
customers, allowing them to avoid making costly capital and logistical investments required to offer these services
internally. Further, for a portion of our business, we have the ability to sell the underlying capital equipment directly to our
customers should their needs change and they desire to provide services on their own with the underlying capital
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equipment. This ability to serve our customers in a variety of capacities from selling equipment directly, or providing more
flexibility through a service-based model, allows us to serve our customers according to their exact needs, as well as the
ability to capture both ends of the revenue spectrum.

»  Utilization of Highly Trained Staff. We recruit and maintain highly trained staff for our clinical and repair services, which
in turn allows us to provide superior and more efficient services.

*  Leading Solid-State Technology. Our solid-state gamma cameras utilize proprietary photo detector modules that enable us
to build smaller and lighter cameras that are portable with a degree of ruggedness that can withstand the vibration
associated with transportation. Our dedicated cardiac imagers require a floor space of as little as seven feet by eight feet,
can generally can be installed without facility renovations, and use standard power. Our portable cameras are ideal for
mobile operators or practices desiring to service multiple office locations or imaging facilities.

Strategy
We seek to grow our business by, among other things:

*  Organic growth from our core businesses. We believe that we operate in markets and geographies that will allow us to
continue to grow our core businesses, allowing us to benefit from our scale and strengths. We plan to focus our efforts on
markets in which we already have a presence in order to take advantage of personnel, infrastructure, and brand recognition
we have in these areas.

»  Introduction of new services. We plan to continue to focus on healthcare solutions related businesses that deliver
necessary assets, services and logistics directly to the customer site. We believe that over time we can either purchase or
develop new and complementary businesses and take advantage of our customer loyalty and distribution channels.

*  Acquisition of complementary businesses. We plan to continue to look at complementary businesses that meet our
internally developed financially disciplined approach for acquisitions to grow our company. We believe there are many
potential targets in the range of $3 million to $10 million in annual revenues that can be acquired over time and integrated
into our businesses. We will also look at larger, more transformational acquisitions if we believe the appropriate mix of
value, risk and return is present for our shareholders. The timing of these potential acquisitions will always depend on
market conditions, available capital, and the value for each transaction. In general, we want to be “value” buyers, and will
not pursue any transaction unless we believe the post-transaction potential value is high for shareholders.

We continue to explore strategic alternatives to improve the market position and profitability of our product offerings in the
marketplace, generate additional liquidity, and enhance our valuation. We may pursue our goals during the next twelve months
through organic growth and through strategic alternatives. Some of these alternatives have included, and could continue to
include, selective acquisitions of business segments or entire businesses, divestitures of assets or divisions, or a restructuring of
our company.

History of our Business

In January 2016 we acquired Project Rendezvous Holding Corporation (“PRHC”), the ultimate parent company of DMS Health
Technologies, Inc. (collectively referred to hereinafter as “DMS Health Technologies” or “DMS Health”). DMS Health is a provider
of mobile diagnostic imaging services and provides medical product sales and service. DMS Health is a provider of mobile
diagnostic imaging services and provides medical product sales and service. The acquisition resulted in two new reportable
segments: Mobile Healthcare and Medical Device Sales and Services.

Business Segments

As of December 31, 2018, our business is organized into three reportable segments: Diagnostic Services, Mobile Healthcare,
and Diagnostic Imaging. See Note 14. Segments, within the notes to our accompanying consolidated financial statements for
financial data relating to our segments. For discussion purposes, we categorized our Diagnostic Services and Mobile Healthcare
reportable segments as “Services,” and our Diagnostic Imaging reportable segment as “Product and Product-Related.” For the last
two fiscal years, Services and Product and Product-Related activities had the following relative contribution to consolidated
revenues:

Year ended
December 31,
2018 2017
Revenues:
IS =2 74 (T 88.5% 88.5%
O U A ) D UL T LT e —— 11.5% 11.5%
TOTAL TEVEIUES ... tettiteeiti ettt e e ettt e e et e e e et e e e et e e eeba e e e at e e s et e e e taa e e e e ta e e s st e e e ban e e e e ta e e s st e eeesaeeesbaaeesssneaennnsaaesen 100.0% 100.0%



Prior to the year ended December 31, 2018, we were organized as four reportable segments: Diagnostic Services, Diagnostic
Imaging, Mobile Healthcare, and Medical Device Sales and Service. On February 1, 2018, we sold our Medical Device Sales and
Service business.

Diagnostic Services

Through Diagnostic Services, we offer a convenient and economically efficient imaging and monitoring services program as an
alternative to purchasing equipment or outsourcing the procedures to another physician or imaging center. For physicians who wish
to perform nuclear imaging, echocardiography, vascular or general ultrasound tests, we provide imaging systems, qualified
personnel, radiopharmaceuticals, licensing services, and the logistics required to perform imaging in their own offices, and thereby
the ability to bill Medicare, Medicaid, or one of the third-party healthcare insurers directly for those services, which are primarily
cardiac in nature. We provide imaging services primarily to cardiologists, internal medicine physicians, and family practice doctors
who typically enter annual contracts for a set number of days ranging from once per month to five times per week. Many of our
physician customers are reliant on reimbursements from Medicare, Medicaid, and third-party insurers. Although reimbursement for
procedures provided by our services have been stable during the last several years, any future changes to underlying reimbursements
may require modifications to our current business model in order for us to maintain a viable economic model.

Our portable nuclear and ultrasound imaging operations utilize a “hub and spoke” model in which centrally located regional
hubs anchor multiple van routes in the surrounding metropolitan areas. At these hubs, clinical personnel load the equipment,
radiopharmaceuticals, and other supplies onto specially equipped vans for transport to customer locations, where they set up the
equipment for the day. After quality assurance testing, a technologist under the physician’s supervision will gather patient
information, inject the patient with a radiopharmaceutical, and then acquire images for interpretation by the physician. At the
conclusion of the day of service, all equipment and supplies are removed from the customer location and transported back to the
central hub location. Our model relies on density and customer concentration to allow for efficiencies and maximum profitability,
and therefore we are only located in geographies where there is a high concentration of people, cardiac disease and associated likely
customer locations.

For our nuclear imaging services, we have obtained Intersocietal Accreditation Commission (“IAC”) and Intersocietal
Commission for Echocardiography Laboratories (“ICAEL”) accreditation for our services. Our licensing infrastructure provides
radioactive materials licensing, radiation safety officer services, radiation safety training, monitoring and compliance policies and
procedures, and quality assurance functions, to ensure adherence to applicable state and federal nuclear regulations.

Mobile Healthcare

Through Mobile Healthcare, we provide contract diagnostic imaging, including computerized tomography (“CT”’), magnetic
resonance imaging (“MRI”), positron emission tomography (“PET”), PET/CT, and nuclear medicine and healthcare expertise to
hospitals, integrated delivery networks (“IDNs”), and federal institutions on a long-term contract basis, as well as provisional (short-
term) services to institutions that are in transition. These services are provided primarily when there is a cost, ease, and efficiency
component of providing the services directly rather than owning and operating the related services and equipment directly by our
customers.

Our Mobile Healthcare operations operate throughout the United States, with a heavier concentration in rural areas, particularly
in the Upper Midwest region of the United States. We have a range of customer types, but our most typical customer is a small or
regional hospital that does not have enough volume of activity to justify owning a piece of imaging equipment on a full-time basis.
Our services typically offer the diagnostic imaging equipment, placed in a large patient friendly coach or tractor-trailer, coupled with
either an owned or operator-owned tractor, that is then transported to each customer location. Our mobile routes are designed to
provide for maximum utilization and efficiency by allowing our units to travel to the next customer location during non-working
hours of a typical imaging clinic, meeting our technical staff at each location. Our customers commit to annual contracts ranging
from service once every two weeks to up to two days of service per week, depending on modality type and their local demand for
services.

Diagnostic Imaging

Through Diagnostic Imaging, we sell our internally developed solid-state gamma cameras, imaging systems and camera
maintenance contracts. Our imaging systems include nuclear cardiac imaging systems, as well as general purpose nuclear imaging
systems. We sell our imaging systems to physician offices and hospitals primarily in the United States, although we have sold a
small number of imaging systems internationally. Our imaging systems are sold in both portable and fixed configurations, provide
enhanced operability and improved patient comfort, fit easily into floor spaces as small as seven feet by eight feet, and facilitate the
delivery of nuclear medicine procedures in a physician’s office, an outpatient hospital setting, or within multiple departments of a
hospital (e.g., emergency and operating rooms). Our Diagnostic Imaging segment revenues derive primarily from selling solid-state
gamma cameras and post-warranty camera maintenance contracts.



The central component of a nuclear camera is the detector, which ultimately determines the overall clinical quality of images a
camera produces. Our nuclear cameras feature detectors with advanced proprietary solid-state technology developed by us. Solid-
state systems have a number of benefits over conventional photomultiplier tube-based camera designs typically offered by our
competitors. Our solid-state technology systems are typically 2 to 5 times lighter and considerably more compact than most
traditional nuclear systems, making them far easier and less costly to build, very reliable, and able to be utilized for mobile
applications. We are a market leader in the mobile solid-state nuclear camera segment.

We believe our current imaging systems, with their state-of-the-art technology and robust underlying patents, will continue to be
relevant for the foreseeable future. We will continue to enhance and adjust our existing systems for the changing nuclear imaging
market, including software updates and smaller enhancements. However, to accomplish any significant changes and enhancements,
we will utilize what we believe is a deep available pool of contract engineers on a flexible, as needed basis and do not maintain a
staff research and development department, thereby eliminating the fixed costs of a fully staffed research and development
department.

Market Opportunity

Diagnostic imaging depictions of the internal anatomy or physiology are generated primarily through non-invasive means.
Diagnostic imaging facilitates the early diagnosis of diseases and disorders, often minimizing the scope, cost, and amount of care
required and reducing the need for more invasive procedures. Currently, the major types of non-invasive diagnostic imaging
technologies available are: x-ray, MRI, CT, ultrasound, PET, and nuclear imaging. The most widely used imaging acquisition
technology utilizing gamma cameras is single photon emission computed tomography, or SPECT. All our current internally-
developed cardiac gamma cameras employ SPECT technology.

Diagnostic imaging is the standard of care in diagnosis of diseases and disorders. We offer, through our businesses, the majority
of these diagnostic imaging modalities. All of the diagnostic imaging modalities that we offer (both from provision of services and
product sales) have been consistently utilized in clinical applications for many years, and are stable in their use and need. By
offering a wide array of these modalities, we believe that we have strategically diversified our operations in possible changing trends
of utilization of one diagnostic imaging modality from another.

Competition

The market for diagnostic products and services is highly competitive. Our business, which is focused primarily on the private
practice and hospital sectors, continues to face challenges of demand for diagnostic services and imaging equipment, which we
believe is due in part to the impact of the Deficit Reduction Act on the reimbursement environment and the 2010 Healthcare Reform
laws, as well as general uncertainty in overall healthcare and legislative changes in healthcare, such as the Affordable Care Act.
These challenges have impacted, and will likely continue to impact, our operations. We believe that the principal competitive factors
in our market include acceptance by hospitals and physicians, relationships that we develop with our customers, budget availability
for our capital equipment, requirements for reimbursement, pricing, ease-of-use, reliability, and mobility.

Diagnostic Services. In providing diagnostic services, we compete against many smaller local and regional nuclear and/or
ultrasound providers, often owner-operators that may have lower operating costs. The fixed-installation operators often utilize older,
used equipment, and the mobile operators may use older Digirad single-head cameras or newer dual-head cameras. We are the only
mobile provider with our own exclusive source of triple-head mobile systems. Some competing operators place new or used cameras
into physician offices and then provide the staffing, supplies, and other support as an alternative to a Diagnostic Services service
contract. In addition, we compete against imaging centers that install fixed nuclear gamma cameras and make them available to
referring physicians in their geographic vicinity. In these cases, the physician sends their patients to the imaging center.

Diagnostic Imaging. In selling our imaging systems, we compete against several large medical device manufacturers who offer
a full line of imaging cameras for each diagnostic imaging technology, including x-ray, MRI, CT, ultrasound, nuclear medicine, or
SPECT/CT and PET/CT hybrid imagers. The existing nuclear imaging systems sold by these competitors have been in use for a
longer period of time than internally developed nuclear gamma cameras, and are more widely recognized and used by physicians
and hospitals for nuclear imaging; however, they are generally not solid-state, lightweight, as flexible, or portable. Additionally,
certain medical device companies have developed a version of solid-state gamma cameras that may directly compete with our
product offerings. Many of the larger multi-modality competitors enjoy significant competitive advantages over us, including greater
brand recognition, greater financial and technical resources, established relationships with healthcare professionals, broader
distribution networks, more resources for product development and marketing and sales, and the ability to bundle products to offer
discounts.

Mobile Healthcare. The market for selling, servicing, and operating diagnostic imaging services, patient monitoring equipment,
and imaging systems is highly competitive. In providing our Mobile Healthcare services, we compete against a few large national
and regional providers. In addition to direct competition from other providers of services similar to those offered by us, we compete
with freestanding imaging centers and healthcare providers that have their own diagnostic imaging systems, as well as with
equipment manufacturers that sell imaging equipment directly to healthcare providers for permanent installation. Some of the direct
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competitors, which provide contract MRI and PET/CT services, have access to greater financial resources than we do. In addition,
some of our customers are capable of providing the same services we provide to their patients directly, subject only to their decision
to acquire a high-cost diagnostic imaging system, assume the financial and technology risk, and employ the necessary technologists,
rather than obtain equipment and services from us. We may also experience greater competition in states that currently have
certificate of need laws if such laws were repealed, thereby reducing barriers to entry and competition in those states. We also
compete against other similar providers in quality of services, quality of imaging systems, relationships with healthcare providers,
knowledge and service quality of technologists, price, availability, and reliability.

Intellectual Property

We rely on a combination of patent, trademark, copyright, trade secret, and other intellectual property laws, nondisclosure
agreements, and other measures to protect our intellectual property. We require our employees, consultants, and advisors to execute
confidentiality agreements and to agree to disclose and assign to us all inventions conceived during the workday, using our property,
or which relate to our business. Despite any measures taken to protect our intellectual property, unauthorized parties may attempt to
copy aspects of our products or to obtain and use information that we regard as proprietary. As discussed herein, our intellectual
property is currently subject to a security interest to Comerica.

Patents

We have developed a patent portfolio that covers our products, components, and processes. We have 15 non-expired U.S.
patents. The patents cover, among other things, aspects of solid-state radiation detectors that make it possible for Digirad to provide
mobile imaging services, and our scan technology that provides for lower patient doses and more specific cardiac images. Our
patents expire between 2020 and 2030. We have entered into royalty-bearing licenses for several U.S. patents with third parties,
where we are the licensee, for exclusive or non-exclusive use in nuclear imaging (subject to certain reservation of rights by the U.S.
Government), such license agreements include but are not limited to licenses between Digirad corporation and Cedars-Sinai Health
System. While each of our patents applies to nuclear medicine, many also apply to the construction of area detectors for other types
of medical and non-medical imagers and imaging methods.

Trademarks and Copyrights

Our registered trademark portfolio consists of registrations in the United States for Digirad® and CARDIUS®. Digirad has
produced proprietary software for Digirad Imaging systems including: nSPEED™ 3D-OSEM Reconstruction, SEEQUANTA™
acquisition, and STASY S™ motion correction software. We also license certain software products, and their related copyrights, on a
nonexclusive basis from Cedars-Sinai Health System. The license includes updates to the software. The license may be terminated at
any time by either party upon notice if the other party materially breaches the agreement. Non-payment to licensor is considered a
material breach. The license may also be automatically terminated by licensor if (i) an “event of default” occurs under indebtedness
for borrowed money of licensee; (ii) licensee ceases business operations; (iii) licensee dissolves or (iv) licensee commences
bankruptcy proceedings. On May 23, 2018, the parties entered into an amendment to the license agreement to, among other things,
extend the term of license through July 1, 2023.

Raw Materials

Diagnostic Imaging. We and our contract manufacturers use a wide variety of materials, metals, and mechanical and electrical
components for production of our nuclear imaging gamma cameras. These materials are primarily purchased from external
suppliers, some of which are single-source suppliers. Materials are purchased from selected suppliers based on quality assurance,
cost effectiveness, and constraints resulting from regulatory requirements, and we work closely with our suppliers to assure
continuity of supply while maintaining high quality and reliability. Global commodity supply and demand can ultimately affect
pricing of certain of these raw materials. Though we believe we have adequate available sources of raw materials, there can be no
guarantee that we will be able to access the quantity of raw material needed to sustain operations, as well as at a cost-effective price.

Diagnostic Services and Mobile Healthcare. Our Diagnostic Services and Mobile Healthcare operations utilize
radiopharmaceuticals for our nuclear services. The underlying raw material for creation of the array of doses utilized in nuclear
medicine is produced from a total of five main production facilities throughout the world, typically from highly enriched uranium
resources. These resources have been and are expected to continue to produce enough raw materials to address the global market,
but there continues to be pressure to utilize low or non-enriched uranium resources to produce the underlying nuclear doses.

Manufacturing

Diagnostic Imaging. We manufacture our nuclear imaging gamma cameras by employing a strategy that combines using
internal manuf