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PROSPECTUS

5,500,000 Shares

COMMON STOCK

The selling stockholders named in this prospectus are offering 5,500,000 shares of our common stock. We will not receive any proceeds from
the sale of common stock by the selling stockholders.

Our common stock is listed on the Nasdaq Global Market under the symbol �NHWK.� The closing price of our common stock on October 25,
2006, as reported by the Nasdaq Global Market, was $18.66 per share.

Investing in our common stock involves risks. See � Risk Factors� beginning on page 8.

PRICE $18.50 A SHARE
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Per Share $18.50 $.925 $17.575
Total $101,750,000 $5,087,500 $96,662,500

Certain of the selling stockholders have granted the underwriters the right to purchase up to an additional 825,000 shares of common stock to
cover over-allotments.

The Securities and Exchange Commission and state securities regulators have not approved or disapproved these securities or determined if this
prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Morgan Stanley & Co. Incorporated expects to deliver the shares to purchasers on October 31, 2006.

MORGAN STANLEY

BANC OF AMERICA SECURITIES LLC

COWEN AND COMPANY

PIPER JAFFRAY

MONTGOMERY & CO., LLC

October 25, 2006

Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

Table of Contents 2



Table of Contents

TABLE OF CONTENTS

Page
Prospectus Summary 1
Risk Factors 8
Special Note Regarding Forward-Looking Statements and Industry Data 21
Use of Proceeds 22
Common Stock Price Range 22
Dividend Policy 22
Capitalization 23
Selected Consolidated Financial Data 24
Management�s Discussion and Analysis of Financial Condition and Results of Operations 26
Business 54
Management 68
Certain Relationships and Related Party Transactions 79
Principal and Selling Stockholders 82
Description of Capital Stock 84
Shares Eligible For Future Sale 88
Material United States Federal Tax Considerations for Non-U.S. Holders of Common Stock 90
Underwriters 93
Legal Matters 96
Experts 96
Where You Can Find Additional Information 96
Index to Financial Statements F-1

You should rely only on the information contained in this prospectus or in any free writing prospectus filed with the Securities and Exchange
Commission in connection with this offering. We and the selling stockholders have not authorized anyone to provide you with information
different from that contained in this prospectus or in a filed free writing prospectus. The selling stockholders are offering to sell, and seeking
offers to buy, shares of our common stock only in jurisdictions where offers and sales are permitted. The information in this prospectus and in
any filed free writing prospectus is accurate only as of its date, regardless of the time of its delivery or any sale of shares of our common stock.

For investors outside the United States: Neither we nor any of the underwriters have done anything that would permit this offering or possession
or distribution of this prospectus in any jurisdiction where action for that purpose is required, other than in the United States. Persons outside the
United States who come into possession of this prospectus must inform themselves about, and observe any restrictions relating to, the offering of
the shares of common stock and the distribution of this prospectus outside of the United States.

i
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and does not contain all of the information you should consider in
making your investment decision. You should read this summary together with the more detailed information, including our financial statements
and the related notes, elsewhere in this prospectus. You should carefully consider, among other things, the matters discussed in �Risk Factors.�

NIGHTHAWK RADIOLOGY HOLDINGS, INC.

Our Business

We believe that we are the leading provider of radiology services to radiology groups and hospitals across the United States. Our team of
American Board of Radiology-certified, U.S. state-licensed and hospital-privileged radiologists uses our proprietary workflow technology to
provide radiological interpretations, or reads, remotely to our customers in the United States. The reads that we provide consist primarily of
off-hours preliminary diagnoses of emergency trauma and non-traumatic conditions. These reads are conducted primarily from our centralized
reading facilities located in Sydney, Australia and Zurich, Switzerland. By locating our affiliated radiologists in Australia and Switzerland, we
can provide these off-hours reads in the United States during our radiologists� local daylight hours while providing our physicians with the ability
to work during the day time in a pleasant environment with dedicated support teams. In addition to preliminary reads, we provide our customers
with final reads, which are conducted by our affiliated radiologists in the United States. We anticipate opening our first U.S.-based centralized
reading facility in the first quarter of 2007 from which these final reads can be provided.

As of September 30, 2006, our affiliated radiologists provided services to 562 customers serving 981 hospitals, or approximately 18% of all
hospitals in the United States. Most of these customers do not currently contract for all of the hours of coverage that we are able to provide.
Based on a 2003 survey conducted by the American College of Radiology which estimated the total number of annual reads performed in the
United States during all time periods, we believe that we are the leading provider of reads during off-hours periods. Since our first full year of
operations, we have experienced significant revenue growth, from $4.7 million in 2002 to $64.1 million in 2005 and to $68.1 million for the nine
month period ended September 30, 2006.

The U.S. healthcare market is experiencing a substantial increase in the development and use of diagnostic imaging technologies and procedures.
From 2000 to 2003, computed tomography procedures, commonly known as CT scans, which currently comprise approximately 88% of the
reads performed by our affiliated radiologists, increased at an average annual rate of 14.0%. In contrast, the number of radiologists is only
increasing by approximately 1.5% annually. In addition, U.S. hospitals generally require their contracted radiology groups to provide services
24-hours per day, seven days a week. As a consequence, radiologists have experienced, and we believe will continue to experience, increased
workloads and increased demands to provide reads.

For radiology groups, providing off-hours reads often results in the allocation of scarce physician resources to periods during which the volume
of diagnostic imaging procedures for any one radiology group is typically low, resulting in operating inefficiencies and related costs. In addition,
requirements to provide off-hours reads often limit the growth of radiology groups because of the difficulty of recruiting new radiologists into
radiology groups that have off-hours coverage commitments. These radiology groups, which provide substantially all emergency radiology
services in the United States, comprise the principal market for our services. By reducing the burdens associated with providing off-hours reads,
we believe that we can improve the efficiency and productivity of radiology groups by enabling them to allocate their scarce physician resources
to regular business hours, which typically are periods of higher demand. We also believe that our services enable radiology groups to recruit and
retain radiologists more effectively, which permits them to pursue additional growth opportunities.
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For individual radiologists, providing off-hours reads often results in a significant quality-of-life burden. During an on-call period, a radiologist
may be required to perform reads several times during a night, often waking the radiologist or otherwise disrupting the radiologist�s evening. By
providing off-hours reads on behalf of radiologists, we believe that our service improves their quality of life.

The substantial majority of the reads that we provide are preliminary diagnoses used by a treating physician to determine whether any immediate
action is required in response to symptoms being presented by a patient. Typically, the preliminary diagnosis is followed the next morning by a
more exhaustive final read preformed by a local radiologist affiliated with our customer.

In the first half of 2006, we began providing our customers with the ability to receive final and subspecialty interpretations in addition to the
preliminary reads we have historically provided. This service offering is in response to the needs of our radiology group customers as the growth
in imaging continues to put increasing demands on radiologists, requiring radiology groups to work longer hours and/or hire additional
radiologists. By offering final read capabilities we can reduce this burden as well as provide our customers with access to our high quality
radiologists, many of whom are fellowship-trained in subspecialty fields, which can help improve the quality of care for our customers� patients
and serve as a valuable resource for our customers.

We provide our services to our customers typically pursuant to one-year service contracts. Our customer contracts provide for service fees that
vary by customer based on a number of factors, including hours of coverage, volume of reads and technical and administrative services
provided. Since our inception, more than 97% of our contracts up for renewal have been renewed.

Our Solution

We provide radiology services to our radiology group and hospital customers 24 hours per day, seven days a week, including holidays. The
preliminary reads that we provide our customers are conducted primarily from our centralized reading facilities located in Australia and
Switzerland, while final reads are conducted by our affiliated radiologists in the United States.

We believe that our solution offers the following benefits to our radiology group customers and the hospitals and patients that they serve:

• improved efficiency,

• enhanced quality of patient care,

• highly-qualified radiologists providing preliminary, final and subspecialty radiology services,

• enhanced ability to recruit and retain radiologists,

• efficient delivery of high-quality services, and
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• no additional cost to patient and third-party payors.

We believe that our business model has resulted in a market-leading position within our industry and several associated benefits for our business,
including:

• first-mover advantage,

• strong customer retention,

• enhanced ability to recruit and retain radiologists,

• capital-efficient scalability, and

• licensing and privileging expertise.

2
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Our Strategy

Our objective is to expand on our position as the leading provider of radiology services to radiology groups across the United States. We intend
to capitalize on our strong customer relationships, scalable business model and team of affiliated radiologists to provide high-quality services to
our radiology group customers so that they are better able to efficiently manage and expand their practices. Key elements of our strategy include:

• expand our customers� utilization of our services,

• target new customers and territories with expanded sales and marketing efforts,

• continue to expand our service offering to provide additional final and subspecialty services,

• pursue strategic acquisitions, and

• develop markets for our proprietary data and technology solutions.

Our Challenges

Our business is subject to numerous risks, which are highlighted in the section entitled �Risk Factors� immediately following this prospectus
summary. These risks represent challenges to the successful implementation of our operating strategy. For instance, the market in which we
participate is competitive and rapidly changing and barriers to entry are relatively low. As a result, we expect competition to intensify in the
future, which may make it more difficult for us to successfully sell our services to new customers, expand into new territories and expand our
customers� utilization of our current service offerings. Increased competition may also result in pricing pressure, reduced revenue and reduced
market share. In addition, the current shortage of radiologists has resulted in a very competitive market for their services. If we are unable to
continue to recruit and retain qualified radiologists, we may not be able to extend our service offerings to provide greater hours of coverage and
to provide final as well as preliminary reads. As a result, our future growth, including through strategic acquisitions, would be limited and our
business and operating results would be harmed.

Also, our ability to successfully develop a market for our data and technology solutions depends in part on our ability to protect our intellectual
property rights in our workflow technology. If we do not obtain patent protection for our technology or we cannot otherwise prevent third parties
from using or misappropriating it, our future growth could be harmed.

If we are unable to successfully address these challenges, and the other risks described in this prospectus, our business and operating results will
be harmed.

Corporate Information
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Nighthawk Radiology Services, LLC, which is a wholly-owned subsidiary of NightHawk Radiology Holdings, Inc., was founded in Coeur
d�Alene, Idaho in 2001 as an Idaho limited liability company and is currently the entity through which we primarily conduct our operations. In
March 2004, NightHawk Radiology Holdings, Inc., was formed to facilitate a recapitalization of Nighthawk Radiology Services, LLC. Our
principal executive offices are located at 250 Northwest Boulevard, Suite 202, Coeur d�Alene, Idaho 83814, and our telephone number is
(208) 676-8321. Our website address is www.nighthawkrad.net. The information on or available through our website is not a part of this
prospectus.

Except where the context requires otherwise, in this prospectus the �Company,� �NightHawk,� �NightHawk Radiology,� �we,� �us� and �our� refer to
NightHawk Radiology Holdings, Inc., a Delaware corporation, and, where appropriate, its subsidiaries. NightHawk Radiology, Nighthawk
Radiology Services and NightHawk Radiology Holdings are unregistered trademarks of NightHawk Radiology in the United States and other
countries. This prospectus also includes other trademarks of NightHawk Radiology and other persons.

3
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THE OFFERING

Shares of common stock offered by the selling stockholders 5,500,000 shares

Shares of common stock to be outstanding after this offering 29,872,774 shares

Use of proceeds We will not receive any proceeds from the sale of our common stock by the
selling shareholders

Nasdaq Global Market symbol NHWK

The number of shares of common stock that will be outstanding after this offering is based on the number of shares outstanding at September 30,
2006, and excludes:

• 1,755,660 shares of common stock issuable upon the exercise of options outstanding at September 30, 2006, at a weighted average
exercise price of $4.52 per share,

• 67,981 shares of common stock issuable upon vesting of restricted stock units outstanding at September 30, 2006,

• 1,550,961 shares of common stock reserved for future issuance under our 2006 Equity Incentive Plan, and

• 195,000 additional shares of common stock that we have estimated may be issued within 90 days of September 30, 2006 in connection
with our acquisition of American Teleradiology Nighthawks, Inc. based upon the financial performance of the ATN businesses. See
�Management�s Discussion and Analysis of Financial Condition and Results of Operations�Acquisition of American Teleradiology
Nighthawks, Inc.�

Unless otherwise indicated, all information in this prospectus assumes no exercise by the underwriters of their right to purchase up to 825,000
shares of common stock from the selling stockholders to cover over-allotments.

4
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SUMMARY CONSOLIDATED FINANCIAL AND OPERATING DATA

The following tables summarize historical, consolidated financial data and certain operating data regarding our business and should be read
together with �Management�s Discussion and Analysis of Financial Condition and Results of Operations,� our consolidated financial statements
and our pro forma financial statements included elsewhere in this prospectus. The condensed consolidated statements of operations data for the
nine months ended September 30, 2005 and 2006 and the condensed consolidated balance sheet data as of September 30, 2006 set forth below
are derived from our unaudited historical condensed consolidated financial statements included elsewhere in this prospectus. In the opinion of
management, our unaudited condensed consolidated financial statements have been prepared on a basis consistent with our audited consolidated
financial statements and include all adjustments, consisting only of normal recurring adjustments, necessary for the fair statement of results for
these periods. The consolidated statement of operations data for the fiscal years ended December 31, 2003, 2004 and 2005 are derived from our
audited consolidated financial statements included elsewhere in this prospectus. The historical results presented below are not necessarily
indicative of financial results to be achieved in future periods.

Year Ended December 31,
Nine Months Ended

September 30,
2003 2004 2005 2005 2006

(in thousands, except per share data)
Consolidated Statements of Operations Data:
Service revenue $ 16,216 $ 39,283 $ 64,062 $ 45,587 $ 68,075
Operating costs and expenses (1) 11,456 27,569 46,740 33,420 47,306

Operating income 4,760 11,714 17,322 12,167 20,769
Other income (expense):
Interest expense (7) (881) (1,178) (723) (560)
Interest income 4 41 67 34 2,026
Other, net 28 (29) (51) (60) (64)
Change in fair value of redeemable preferred stock conversion feature � (3,857) (39,729) (28,110) (44,184)

Total other income (expense) 25 (4,726) (40,891) (28,859) (42,782)

Income (loss) before income taxes 4,785 6,988 (23,569) (16,692) (22,013)
Income tax expense � 3,663 6,391 4,430 8,595

Net income (loss) 4,785 3,325 (29,960) (21,122) (30,608)
Redeemable preferred stock accretion � (765) (1,062) (790) (118)
Preferred dividends � � (5,487) (5,487) �

Net income (loss) applicable to common stockholders $ 4,785 $ 2,560 $ (36,509) $ (27,399) $ (30,726)

Earnings (loss) per common share:
Basic $ .10 $ .11 $ (2.11) $ (1.59) $ (1.09)
Diluted $ .10 $ .11 $ (2.11) $ (1.59) $ (1.09)
Weighted averages of common shares outstanding (2):
Basic 49,732 24,196 17,274 17,194 28,062
Diluted 49,732 24,196 17,274 17,194 28,062

Other Financial Data:
Net Income (loss) 4,785 3,325 (29,960) (21,122) (30,608)
Adjusted Net income (3) 4,785 7,182 9,769 6,988 13,575
Adjusted Net income applicable to common stockholders (3) 4,785 7,947 16,318 13,265 13,693
Adjusted Earnings per common share�Basic (3) $ .10 $ .26 $ .69 $ .56 $ .47
Adjusted Earnings per common share�Diluted (3) $ .10 $ .26 $ .68 $ .56 $ .46
Aggregate non-cash stock-based compensation (1) 653 1,690 4,189 3,697 3,994
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As of December 31, As of September 30,
  2003    2004    2005      2005    2006  

Selected Operating Data:
Affiliated radiologists providing services 15 27 47 39 57
Radiology group customers 143 249 372 313 426
Hospital customers 22 48 91 70 136
Total customers 165 297 463 383 562
Hospitals served 319 588 860 746 981

As of September 30,
2006

(in thousands)
Consolidated Balance Sheet Data:
Cash and cash equivalents $ 50,713
Working capital (4) 82,464
Total current assets 93,849
Total long-term debt (including current portion) �
Total liabilities 11,385
Total stockholders� equity 97,874

(1) Includes the non-cash stock-based compensation charges set forth in the following table (which amounts include a non-recurring, non-cash
professional services charge of approximately $1.5 million in 2004 associated with the issuance of shares of our common stock to one of
our affiliated radiologists and a non-recurring, non-cash sales, general and administrative charge of approximately $2.9 million in the nine
months ended September 30, 2005 associated with the full acceleration of shares of common stock held by a former member of our board
of directors).

Year Ended
December 31,

Nine Months Ended

September 30,
2003 2004 2005 2005 2006

(in thousands)
Professional services
Non-cash stock-based compensation $ 653 $ 1,545 $ 916 $ 522 $ 3,333
Sales, general and administrative
Non-cash stock-based compensation � 145 3,273 3,175 661

Total non-cash stock-based compensation $ 653 $ 1,690 $ 4,189 $ 3,697 $ 3,994

(2) The weighted average shares of common stock outstanding for the years ended December 31, 2003, 2004 and 2005 are based on the
assumed conversion of LLC units into common stock at the beginning of 2002 based on the conversion ratio from the recapitalization
transaction.

6
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(3) Reflects (i) the conversion of all outstanding shares of our redeemable preferred stock into common stock which occurred upon the
completion of our initial public offering, resulting in the termination of the redeemable preferred stock conversion feature and the accretion
of our redeemable preferred stock (ii) the elimination of the effect of the September 2005 special distribution with respect to our
redeemable preferred stock. We believe that this adjusted financial data is useful to investors because the charges associated with the
change in fair value of the redeemable preferred stock conversion feature, the accretion of our redeemable preferred stock and distributions
with respect to our redeemable preferred stock all terminated as a result of the conversion of our redeemable preferred stock into common
stock upon the completion of our initial public offering. The following table provides a reconciliation of the historical data to the adjusted
financial data.

Year Ended December 31,
Nine Months Ended

September 30,
2003 2004 2005 2005 2006

(in thousands)
Net Income (Loss) $ 4,785 $ 3,325 $ (29,960) $ (21,122) $ (30,608)

Add back: Change in fair value of redeemable preferred stock conversion
feature � 3,857 39,729 28,110 44,183

Adjusted Net Income, 4,785 7,182 9,769 6,988 13,575
Add back: preferred stock accretion � 765 1,062 790 118
Add back: preferred dividends � � 5,487 5,487 �

Adjusted Net income applicable to common stockholders 4,785 7,947 16,318 13,265 13,693
Adjusted Weighted averages of common shares outstanding:
Basic 49,732 30,696 23,774 23,694 28,991
Diluted 49,732 30,696 23,963 23,834 29,749

(4) Defined as current assets minus current liabilities.
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RISK FACTORS

You should carefully consider the risks described below before making an investment decision. Our business, prospects, financial condition or
operating results could be materially adversely affected by any of these risks, as well as other risks not currently known to us or that we
currently deem immaterial. The trading price of our common stock could decline due to any of these risks and you may lose all or part of your
investment. In assessing the risks described below, you should also refer to the other information contained in this prospectus, including our
consolidated financial statements and the related notes, before deciding to purchase any shares of our common stock.

Risks Related to Our Business and Industry

We have a short operating history in an emerging market, which makes it difficult to evaluate our business and prospects.

We have a short operating history in an emerging market. As a result, our current business and future prospects are difficult to evaluate. You
must consider our business and prospects in light of the risks and difficulties we encounter as an early-stage company in a rapidly evolving
market. Some of these risks relate to our potential inability to:

• effectively manage our business and technology,

• recruit and retain radiologists and other key personnel,

• acquire additional customers,

• successfully provide high levels of service quality as we expand the scale of our business,

• manage rapid growth in personnel and operations,

• effectively manage our medical liability risk,

• develop new services that complement our existing business,

• market our services to our customers due to regulatory rules governing reassignment of payments, which could affect our customers�
ability to collect fees for services provided by our affiliated radiologists, and

• successfully address the other risks described throughout this prospectus.
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We may not be able to successfully address these risks. Failure to adequately do so would harm our business and cause our operating results to
suffer.

The market in which we participate is competitive and we expect competition to increase in the future, which will make it more difficult for
us to sell our services and may result in pricing pressure, reduced revenue and reduced market share.

The market for off-hours emergency radiology services is competitive and rapidly changing, barriers to entry are relatively low, and with the
introduction of new technologies and market entrants, we expect competition to intensify in the future. If we fail to compete effectively, our
operating results will be harmed. Some of our principal competitors offer their services at a lower price, which has resulted and will continue to
result in pricing pressure. If we are unable to maintain our current pricing, our operating results could be negatively impacted. In addition,
pricing pressures and increased competition could result in reduced revenue, reduced profits or the failure of our service to achieve or maintain
more widespread market acceptance, any of which could harm our business.

In addition, if one or more of our competitors were to merge or partner with another of our competitors, or if companies larger than we are enter
the market through internal expansion or acquisition of one of our

8
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competitors, the change in the competitive landscape could adversely affect our ability to compete effectively. These competitors could have
established customer relationships and greater financial, technical, sales, marketing and other resources than we do, and could be able to respond
more quickly to new or emerging technologies or devote greater resources to the development, promotion and sale of their services. This
competition could harm our ability to sell our services, which may lead to lower prices, reduced revenue and, ultimately, reduced market share.

If our arrangements with our affiliated radiologists or our customers are found to violate state laws prohibiting the corporate practice of
medicine or fee splitting, our business, financial condition and our ability to operate in those states could be adversely impacted.

The laws of many states, including states in which our customers are located, prohibit us from exercising control over the medical judgments or
decisions of physicians and from engaging in certain financial arrangements, such as splitting professional fees with physicians. These laws and
their interpretations vary from state to state and are enforced by state courts and regulatory authorities, each with broad discretion. We enter into
agreements with our affiliated radiologists pursuant to which the radiologists render professional medical services. In addition, we enter into
agreements with our customers to deliver professional radiology interpretation services in exchange for a service fee. We structure our
relationships with our affiliated radiologists and our customers in a manner that we believe is in compliance with prohibitions against the
corporate practice of medicine and fee splitting. While we have not received notification from any state regulatory or similar authorities
asserting that we are engaged in the corporate practice of medicine or that the payment of service fees to us by our customers constitutes fee
splitting, if such a claim were successful, we could be subject to civil and criminal penalties and could be required to restructure or terminate the
applicable contractual arrangements. A determination that these arrangements violate state statutes, or our inability to successfully restructure
our relationships with our affiliated radiologists to comply with these statutes, could eliminate customers located in certain states from the
market for our services, which would have a materially adverse effect on our business, financial condition and operations.

If our affiliated radiologists are characterized as employees, we would be subject to employment and withholding liabilities and may be
subject to prohibitions against the corporate practice of medicine.

We structure our relationships with our affiliated radiologists in a manner that we believe results in an independent contractor relationship, not
an employee relationship. An independent contractor is generally distinguished from an employee by his or her degree of autonomy and
independence in providing services. A high degree of autonomy and independence is generally indicative of a contractor relationship, while a
high degree of control is generally indicative of an employment relationship. Although we believe that our affiliated radiologists are properly
characterized as independent contractors, tax or other regulatory authorities may in the future challenge our characterization of these
relationships. If such regulatory authorities or state, federal or foreign courts were to determine that our affiliated radiologists are employees, and
not independent contractors, we would be required to withhold income taxes, to withhold and pay social security, Medicare and similar taxes and
to pay unemployment and other related payroll taxes. We would also be liable for unpaid past taxes and subject to penalties. In addition, such a
determination may also result in a finding that we are engaged in the corporate practice of medicine in violation of the laws of many states. As a
result, any determination that our affiliated radiologists are our employees would materially harm our business and operating results.

Our growth strategy depends on our ability to recruit and retain qualified radiologists and other skilled personnel. If we are unable to do so,
our future growth would be limited and our business and operating results would be harmed.

Our success is dependent upon our continuing ability to recruit and retain qualified radiologists, particularly in our reading facilities located in
Australia and Switzerland. An inability to recruit and retain radiologists would have a material adverse effect on our ability to grow and would
adversely affect our results of operations. We
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face competition for radiologists from other healthcare providers, including radiology groups, research and academic institutions, government
entities and other organizations. In addition, our affiliated radiologists are typically U.S. citizens who must obtain visas to work in Australia or
Switzerland. We have worked with the government of Australia to establish a visa program and have assisted our affiliated radiologists in the
visa application process with the government of Switzerland, and to date all of our professionals have successfully obtained work visas in a
timely manner. However, any future inability to obtain or difficulty in obtaining work visas for our affiliated radiologists, due to changing
immigration regulations or otherwise, would jeopardize our business and harm our results.

In addition to recruiting radiologists, we must identify, recruit and retain skilled executive, technical, administrative, sales, marketing and
operations personnel for our headquarters in Coeur d�Alene, Idaho. Competition for highly qualified and experienced personnel is intense due to
the limited number of people available with the necessary skills. In addition, Coeur d�Alene has a relatively small pool of potential employees
with the skills that we require, and is a small city in a relatively rural part of the country, making it difficult for us to recruit employees from
larger metropolitan areas of the country. Failure to attract and retain the necessary personnel would inhibit our growth and harm our business.

We have been subject to medical liability claims and may become subject to additional claims, which could cause us to incur significant
expenses and may require us to pay significant damages if not covered by insurance.

Our business entails the risk of medical liability claims against our affiliated radiologists and us. We or our affiliated radiologists are subject to
ongoing medical liability claims in the ordinary course of business, and, in the past, have been subject to a medical liability claim for which a
settlement was paid by our insurance carrier. Although we maintain medical liability insurance for ourselves and our affiliated radiologists with
coverages that we believe are appropriate in light of the risks attendant to our business, successful medical liability claims could result in
substantial damage awards which exceed the limits of our insurance coverage. In addition, medical liability insurance is expensive and insurance
premiums may increase significantly in the future, particularly as we expand our services to include final reads. As a result, adequate medical
liability insurance may not be available to our affiliated radiologists or us in the future at acceptable costs or at all.

Any claims made against us that are not fully covered by insurance could be costly to defend against, result in substantial damage awards against
us and divert the attention of our management and our affiliated radiologists from our operations, which could adversely affect our operations
and financial performance. In addition, any claims might adversely affect our business or reputation.

We indemnify our radiology group and hospital customers against damages or liabilities that they may incur as a result of the actions of our
affiliated radiologists or us. We also indemnify some of our affiliated radiologists against medical liability claims. Our indemnification
obligations are typically payable only to the extent that damages incurred are not covered by insurance.

We have also assumed and succeeded to substantially all of the obligations of some of the operations that we have acquired. Medical liability
claims may be asserted against us for events that occurred prior to these acquisitions. In connection with our acquisitions, the sellers of the
operations that we have acquired have agreed to indemnify us for certain claims. However, we may not be able to collect payment under these
indemnity agreements, which could affect us adversely.

Our customers may terminate their agreements with us, or their agreements with the hospitals that they serve may be terminated, either of
which could adversely affect our financial condition and operating results.
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provide for one-year terms and automatically renew for successive one-
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year terms unless terminated by our customers or us upon 30 days� prior notice. Following the first anniversary of the agreements, the agreements
typically may be terminated at any time by our customers or us upon 60 days� prior notice. Our customers may elect not to renew their contracts
with us, they may seek to renegotiate the terms of their contracts or they may choose to reduce or eliminate our services in the future. If our
arrangements with our customers are canceled, or are not renewed or replaced with other arrangements having at least as favorable terms, our
business, financial condition and results of operations could be adversely affected. In addition, to the extent that our radiology group customers�
agreements with the hospitals that they serve are terminated, our business, financial condition and results of operations could be adversely
affected.

Enforcement of federal and state laws regarding privacy and security of patient information may adversely affect our business, financial
condition or operations.

The use and disclosure of certain healthcare information by healthcare providers and their business associates have come under increasing public
scrutiny. Recent federal standards under the Health Insurance Portability and Accountability Act of 1996, or HIPAA, establish rules concerning
how individually-identifiable health information may be used, disclosed and protected. Historically, state law has governed confidentiality issues
and HIPAA preserves these laws to the extent they are more protective of a patient�s privacy or provide the patient with more access to his or her
health information. As a result of the implementation of the HIPAA regulations, many states are considering revisions to their existing laws and
regulations that may or may not be more stringent or burdensome than the federal HIPAA provisions. We must operate our business in a manner
that complies with all applicable laws, both federal and state and that does not jeopardize the ability of our customers to comply with all
applicable laws to which they are subject. We believe that our operations are consistent with these legal standards. Nevertheless, these laws and
regulations present risks for healthcare providers and their business associates that provide services to patients in multiple states. Because these
laws and regulations are recent and few have been interpreted by government regulators or courts, our interpretations and activities may be
challenged. If a challenge to our activities is successful, it could have an adverse effect on our operations, may require us to forgo relationships
with customers in certain states, and may restrict the territory available to us to expand our business. In addition, even if our interpretations of
HIPAA and other federal and state laws and regulations are correct, we could be held liable for unauthorized uses or disclosures of patient
information as a result of inadequate systems and controls to protect this information or due to the theft of information by unauthorized computer
programmers who penetrate our network security.

Our business could be adversely affected if additional patient privacy restrictions are imposed through federal or state legislation or
regulation.

On April 14, 2005, U.S. Senator Hillary Clinton and U.S. Representative Edward Markey reintroduced legislation that, if enacted, would
prohibit healthcare organizations from sharing patient information with foreign affiliates or subcontractors without first obtaining consent from
patients. A similar type of provision was proposed, but was not enacted, in the 2004 California legislative session. If a provision such as this
were passed, it could impede our ability to obtain service contracts with radiology group practices or hospitals, as those providers would be
required to obtain patient consent prior to transmitting the patient�s information to any of our reading facilities located outside of the United
States.

Changes in the regulatory environment may constrain or require us to restructure our operations, which may harm our revenue and
operating results.

Healthcare laws and regulations change frequently and may change significantly in the future. We monitor legal and regulatory developments
and modify our operations from time to time as the regulatory environment changes. However, we may not be able to adapt our operations to
address every new regulation, and new regulations may adversely affect our business. In addition, although we believe that we are operating in
compliance with applicable foreign, federal and state laws, neither our current nor anticipated business operations have been scrutinized or

Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

Table of Contents 21



assessed by judicial or regulatory agencies. We cannot assure you that a review of our

11

Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

Table of Contents 22



Table of Contents

business by courts or regulatory authorities would not result in a determination that adversely affects our operations or that the healthcare
regulatory environment will not change in a way that restricts our operations.

Our growth and our continued operations as a publicly-traded company could strain our personnel, management and infrastructure
resources, which may harm our business.

We are currently experiencing a period of rapid growth in our headcount and operations, which has placed, and will continue to place, a
significant strain on our management, administrative, operational and financial infrastructure. We also anticipate that further growth will be
required to address increases in the scope of our operations (in particular, the opening of our first U.S.-based centralized facility in the first
quarter of 2007) and size of our customer base. Our success will depend in part upon the ability of our current senior management team to
manage this growth, as well as to manage our operations as a publicly-traded company effectively. None of our executive officers has previously
held a senior management position at a publicly-traded company.

To effectively manage our anticipated growth, we will need to continue to improve our operational, financial and management processes and
controls and our reporting systems and procedures. In addition, the additional headcount we are adding and capital investments we are making
will increase our costs, which will make it more difficult for us to offset any future revenue shortfalls by offsetting expense reductions in the
short term. If we fail to successfully manage our growth and our operations as a publicly-traded company, our business and operating results will
be harmed.

Our operating results are subject to seasonal fluctuation, which makes our results difficult to predict and could cause our performance to
fall short of quarterly expectations.

We have experienced increased demand for and revenues from our services during the second and third fiscal quarters of each year. We believe
that these increases are a result of increased outdoor and transportation activities during summer months. During the first and fourth quarters of
each fiscal year, when weather conditions are colder for a large portion of the United States, we have historically experienced relatively lower
revenues than those experienced during the second and third quarters. We may continue to experience this or other seasonality in the future.
These seasonal factors may lead to unpredictable variations in our quarterly operating results and cause the trading price of our common stock to
decline.

We are exposed to foreign currency exchange risks, which could harm our business and operating results.

We maintain significant operations in Australia and Switzerland, and are exposed to adverse changes in exchange rates associated with the
expenses of our operations in these countries. However, we do not currently engage in any hedging transactions to mitigate these risks. Although
from time to time we review our foreign currency exposure and evaluate whether we should enter into hedging transactions, we may not
adequately hedge against any future volatility in currency exchange rates and, if we engage in hedging transactions, the transactions will be
based on forecasts which later may prove to be inaccurate. Any failure to hedge successfully or anticipate currency risks properly could
adversely affect our operating results.

In addition, most of our affiliated radiologists live in Australia and Switzerland, but receive compensation from us in U.S. dollars. Any relative
weakness in the U.S. dollar compared to the Australian dollar or Swiss franc may increase the cost of living for our affiliated radiologists and
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Interruptions or delays in our information systems or in network or related services provided by third-party suppliers could impair the
delivery of our services and harm our business.

Our operations depend on the uninterrupted performance of our information systems, which are substantially dependent on systems provided by
third parties over which we have little control. Failure to
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maintain reliable information systems, or disruptions in our information systems, could cause disruptions and delays in our business operations
which could have a material adverse effect on our business, financial condition and results of operations.

We rely on broadband connections provided by third party suppliers to route digital images from hospitals in the United States to our facilities in
Australia, Switzerland and Coeur d�Alene, Idaho. Any interruption in the availability of the network connections between the hospitals and our
reading facilities would reduce our revenue and profits. Frequent or persistent interruptions in our services could cause permanent harm to our
reputation and brand and could cause current or potential customers to believe that our systems are unreliable, leading them to switch to our
competitors. Because our customers may use our services for critical healthcare services, any system failures could result in damage to our
customers� businesses and reputation. These customers could seek significant compensation from us for their losses, and our agreements with our
customers do not limit the amount of compensation that they may receive. Any claim for compensation, even if unsuccessful, would likely be
time-consuming and costly for us to resolve.

Although our systems have been designed around industry-standard architectures to reduce downtime in the event of outages or catastrophic
occurrences, they remain vulnerable to damage or interruption from earthquakes, floods, fires, power loss, telecommunication failures, terrorist
attacks, computer viruses, break-ins, sabotage, and acts of vandalism. In addition, the connections from hospitals to our reading facility in
Australia rely on two cables that link the west coast of the United States with Australia. Despite any precautions that we may take, the
occurrence of a natural disaster or other unanticipated problems at our reading facilities or in the networks that connect our reading facilities
with our hospitals could result in lengthy interruptions in our services. We do not carry business interruption insurance to protect us against
losses that may result from interruptions in our service as a result of system failures.

Hospital privileging requirements or physician licensure laws may limit our market, and the loss of hospital privileges or state medical
licenses held by our affiliated radiologists could have a material adverse affect on our business, financial condition and results of operations.

Each of our affiliated radiologists must be granted privileges to practice at each hospital from which the radiologist receives radiological images
and must hold a license in good standing to practice medicine in the state in which the hospital is located. The requirements for obtaining and
maintaining hospital privileges and state medical licenses vary significantly among hospitals and states. If a hospital or state restricts or impedes
the ability of physicians located outside of the United States to obtain privileges or a license to practice medicine at that hospital or in that state,
the market for our services could be reduced. In addition, any loss of existing privileges or medical licenses held by our affiliated radiologists
could impair our ability to serve our existing customers and have a material adverse affect on our business, financial condition and results of
operations.

Medicare and Medicaid rules governing reassignment of payments could affect our customers� ability to collect fees for services provided by
our affiliated radiologists and our ability to market our services to our customers.

The majority of our customers are radiology practices. These customers, and not us, bill and receive payments from Medicare and/or Medicaid
for the professional services provided by our affiliated radiologists. Medicare and Medicaid payments may comprise a significant portion of the
total payments received by our customers for the services of our affiliated radiologists. Medicare and Medicaid generally prohibit a physician
who performs a covered medical service from �reassigning� to anyone else (including to other physicians) the performing physician�s right to
receive payment directly from Medicare or Medicaid, except in certain circumstances. We believe we satisfy one or more of the exceptions to
this prohibition, but the various Medicare carriers and state Medicaid authorities may interpret these exceptions differently than we do. Our
customers could be prohibited from billing Medicare and/or Medicaid for the services of our affiliated radiologists if it were determined that we
do not qualify for an exception, and this would cause a material adverse effect on our ability

Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

Table of Contents 25



13

Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

Table of Contents 26



Table of Contents

to market our services and on our business and results of operations. Future laws or regulations, moreover, may require that we bill Medicare or
Medicaid directly for services we provide to certain prospective customers. Should this occur, we would either be required to forgo business
with such customers or be required to design, develop and implement an appropriate recordkeeping and billing system to bill Medicare and
Medicaid.

Medicare reimbursement rules currently provide that the proper Medicare carrier to pay physician claims is the Medicare carrier for the region in
which the physician or practice providing the service is located rather than the Medicare carrier for the region in which the patient receiving the
services is located. Many of our affiliated radiologists are located in a Medicare region that is different from the Medicare region in which the
patient and treating hospital are located. Since it is incumbent on our customers to file with the proper Medicare carrier in order to receive
payment, it may be necessary for our customers to enroll with additional Medicare carriers in order to properly submit claims for reimbursement.
To the extent that our customers are unwilling or unable to do so, they may be unwilling to use our services unless we were to submit the claims.
Should this occur, we would either be required to forgo business with such customers or be required to design, develop and implement an
appropriate recordkeeping and billing system to bill Medicare and Medicaid. The Center for Medicare and Medicaid Services, or CMS, recently
proposed amending the reimbursement rules to provide for reimbursement by the Medicare carrier for the region in which the patient and
hospital are located regardless of the location of the physician. If adopted, the amended reimbursement rules would eliminate the need for our
customers to enroll with additional Medicare carriers.

Changes in the rules and regulations governing Medicare�s and Medicaid�s payment for medical services could affect our revenues,
particularly with respect to final reads.

Although most reads we provide are preliminary reads rather than final reads, we are providing an increasing number of final reads.
Cost-containment pressures on Medicare and Medicaid could result in a reduction in the amount that the government will pay for a final read,
which could cause pricing pressure on our services. Should that occur, we could be required to lower our prices, or our customers could elect to
provide the final reads themselves or obtain such services from one of our competitors, and not utilize the services of our affiliated radiologists,
which would have a material adverse effect on our business, results of operations and financial condition.

We may be subject to less favorable levels of payment based upon third party payor fee schedules.

Many patients are covered by some form of private or government health insurance or other third party payment program. Third party payors
generally establish fee schedules or other payment authorization methods for various procedures that govern which procedures will be
reimbursed by the third party payors and the amount of reimbursement. In most cases, we are indirectly rather than directly impacted by such fee
schedules, to the extent that such schedules impact the rates at which third party payors are willing to pay the healthcare providers with whom
we contract to provide imaging services. However, if we were to negotiate direct payment arrangements with third party payors in the future, we
would be directly impacted by such schedules. In addition, there is no guarantee that Medicare, state Medicaid programs, or commercial third
party payors will continue to cover teleradiology services. Any reduction or elimination in coverage for our services could substantially impact
our business.

Our business could be materially affected if a U.S. Department of Health & Human Services Office of Inspector General study results in a
recommendation that Medicare only pay for reads performed contemporaneously in an emergency room setting.

In its Fiscal Year 2004 Work Plan, the U.S. Department of Health & Human Services Office of Inspector General, or HHS-OIG, indicated that it
would conduct a study and issue a report assessing the appropriateness of Medicare billings for diagnostic tests performed in hospital emergency
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that, in the final report, the HHS-OIG could recommend to CMS that it change its reimbursement rules to clearly indicate that CMS will only
pay for reads performed contemporaneously with a patient�s treatment by a physician located within the United States. If CMS were to adopt this
recommendation, final reads would no longer be eligible for reimbursement if performed by a physician other than the one who performed the
preliminary read. In turn, if our customers were no longer able to be reimbursed for certain final reads, our customers may seek alternative
arrangements for the performance of their preliminary reads, which could adversely impact our business.

Changes in the healthcare industry or litigation reform could reduce the number of diagnostic radiology procedures ordered by physicians,
which could result in a decline in the demand for our services, pricing pressure and decreased revenue.

Changes in the healthcare industry directed at controlling healthcare costs and perceived over-utilization of diagnostic radiology procedures
could reduce the volume of radiological procedures performed. For example, in an effort to contain increasing imaging costs, some managed
care organizations and private insurers are instituting pre-authorization policies which require physicians to pre-clear orders for diagnostic
radiology procedures before those procedures can be performed. If pre-clearance protocols are broadly instituted throughout the healthcare
industry, the volume of radiological procedures could decrease, resulting in pricing pressure and declining demand for our services. In addition,
it is often alleged that many physicians order diagnostic procedures even when the procedures may have limited clinical utility in large part to
establish a record for defense in the event of a medical liability claim. Changes in litigation law could reduce the number of radiological
procedures ordered for this purpose and therefore reduce the total number of radiological procedures performed each year, which could harm our
operating results.

We may not have adequate intellectual property rights in our brand, which could limit our ability to enforce such rights.

Our success depends in part upon our ability to market our services under the �NightHawk� brand. However, we believe that the term �NightHawk�
cannot be afforded trademark protection as it is a generic term used to describe the provision of off-hours radiology services. Other than
�DayHawk,� we have not secured registrations of our other marks. Other businesses may have prior rights in the brand names that we market
under or in similar names, which could limit or prevent our ability to use these marks, or to prevent others from using similar marks. If we are
unable to prevent others from using our brand names, or if others prohibit us from using them, our revenue could be adversely affected. Even if
we are able to protect our intellectual property rights in such brands, we could incur significant costs in doing so.

Any failure to protect our intellectual property rights in our workflow technology could impair its value and our competitive advantage.

We rely heavily on our workflow technology to distribute radiological images to the appropriately licensed and privileged radiologist best able
to provide the necessary clinical insight in the least amount of turnaround time. If we fail to protect our intellectual property rights adequately,
our competitors may gain access to our technology, and our business may be harmed. We currently do not hold any patents with respect to our
technology. Although we have recently filed an application for a patent covering our workflow technology, we may be unable to obtain patent
protection for this technology. In addition, any patents we may obtain may be challenged by third parties. Accordingly, despite our efforts, we
may be unable to prevent third parties from using or misappropriating our intellectual property.

We may in the future become subject to intellectual property rights claims, which could harm our business and operating results.
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intellectual property rights. If a third party asserts that our technology violates that third-party�s proprietary rights, or if a court holds that our
technology violates such rights, we may be required to re-engineer our technology, obtain licenses from third parties to continue using our
technology without substantial re-engineering or remove the infringing functionality or feature. In addition, we may incur substantial costs
defending against any such claim. We may also become subject to damage awards, which could cause us to incur additional losses and hurt our
financial position.

Monitoring potential infringement of and defending or asserting our intellectual property rights may entail significant expense. We may initiate
claims or litigation against third parties for infringement of our proprietary rights or to establish the validity of our proprietary rights. Any
litigation, whether or not it is resolved in our favor, could result in significant expense to us and divert the efforts of our technical and
management personnel.

We are dependent on our management team, and the loss of any key member of this team may prevent us from implementing our business
plan in a timely manner.

Our success depends largely upon the continued services of our executive officers, particularly Dr. Paul Berger, our Chief Executive Officer and
Chairman of the Board. The loss of Dr. Berger, Christopher R. Huber, our Chief Financial Officer and Vice President of Operations, or Jon D.
Berger, our Vice President of Sales, Marketing and Business Development, could have a material adverse effect on our business, financial
condition, results of operations and the trading price of our common stock. Each of these named executives is employed on an �at-will� basis. In
addition, the search for replacements could be time consuming and could distract our management team from the day-to-day operations of our
business.

If we acquire any companies or technologies in the future, they could prove difficult to integrate, disrupt our business, dilute stockholder
value and adversely affect our operating results.

A key element of our strategy is to pursue strategic acquisitions that are complementary to our business or offer us other strategic benefits. For
example, in September 2005, we acquired American Teleradiology Nighthawks, Inc., or ATN. Our acquisition of ATN, as well as other
acquisitions in which we may engage, involve numerous risks, including:

• difficulties in integrating operations, technologies, services and personnel,

• diversion of financial and management resources from existing operations,

• risk of entering new markets,

• potential write-offs of acquired assets,

• potential loss of key employees, and
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• inability to generate sufficient revenue to offset acquisition costs.

We may experience these difficulties as we integrate the operations of future companies we acquire with our operations.

In addition, if we finance acquisitions by issuing convertible debt or equity securities, our existing stockholders may be diluted which could
affect the market price of our stock. We have only made two acquisitions to date, and our management has limited experience in completing
acquisitions and integrating acquired businesses with our operations. If we fail to properly evaluate and execute acquisitions, our business and
prospects may be harmed.

We may be unable to successfully expand our services beyond the off-hours emergency radiology market.

We have historically focused our business on providing emergency radiology services during the hours of 5:00 p.m. to 8:00 a.m. and 24-hours
per day on weekends and holidays. In the first half of 2006, we expanded our
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hours of service to 24 hours per day, seven days a week and began offering final and subspecialty services to enhance our service offerings to
our customers. However, our efforts to provide these final and subspecialty services, or any other markets beyond our current services offerings,
may not result in significant revenue growth for us. In addition, efforts to expand our services into these new markets may divert management
resources from existing operations and require us to commit significant financial resources to an unproven business. For example, to support
these service offerings, we anticipate opening centralized reading centers in the United States, similar to our facilities in Sydney, Australia and
Zurich, Switzerland. These additional service offerings may be resisted by our radiology group customers, which in each case may harm our
business and operating results or impair our growth.

If we fail to implement and maintain an effective system of internal controls, we may not be able to report our financial results in an
accurate or timely manner, prevent fraud or comply with Section 404 of the Sarbanes-Oxley Act of 2002, which may harm our business and
affect the trading price of our stock.

Effective internal controls are necessary for us to provide reliable financial reports in a timely manner and to prevent fraud. As a private
company, we have had limited accounting personnel and other resources with which to design and implement our internal controls and
procedures. As a result, in their audit of our fiscal 2004 financial statements, our auditors identified in their report to our audit committee
material weaknesses relating to the adequacy and competency of our financial reporting personnel. Following receipt of our auditor�s report, we
consulted with our audit committee and undertook remedial steps to address these deficiencies, including hiring additional staff and training our
new and existing staff. Although our auditors did not identify material weaknesses in our internal controls in connection with their audit of our
financial statements as of and for the year ended December 31, 2005, we cannot assure you that we will maintain an effective system of internal
controls in the future. Beginning with our annual report on Form 10-K for our fiscal year ending December 31, 2007, we will be required to
comply with the requirement of Section 404 of the Sarbanes-Oxley Act of 2002 to include in each of our annual reports an assessment by our
management of the effectiveness of our internal controls over financial reporting and a report of our independent registered public accounting
firm addressing these assessments. If we fail to adequately staff our accounting and finance function to meet the demands that will be placed
upon us as a public company, including the requirements of the Sarbanes-Oxley Act of 2002, or fail to maintain adequate internal controls, any
resulting material weakness in internal controls could prevent our management from concluding the internal controls are effective and impair our
ability to prevent material misstatements in our financial statements, which could cause our business to suffer. In addition, investors� perceptions
that our internal controls are inadequate or that we are unable to produce accurate financial statements in a timely manner or prevent fraud may
negatively affect the trading price of our stock or result in stockholder litigation.

We may be unable to enforce non-compete agreements with our affiliated radiologists.

Our independent contractor agreements with our affiliated radiologists typically provide that the radiologists may not compete with us for a
period of time, typically one year, after the agreements terminate. These covenants not to compete are enforceable to varying degrees from
jurisdiction to jurisdiction. In most jurisdictions, a covenant not to compete will be enforced only to the extent that it is necessary to protect the
legitimate business interest of the party seeking enforcement, that it does not unreasonably restrain the party against whom enforcement is
sought and that it is not contrary to the public interest. This determination is made based upon all the facts and circumstances of the specific case
at the time enforcement is sought. It is unclear whether our interests will be viewed by courts as the type of protected business interest that
would permit us to enforce a non-competition covenant against the radiologists. Since our success depends in substantial part on our ability to
preserve the business of our affiliated radiologists, a determination that these provisions are not enforceable could have a material adverse effect
on us.
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Enforcement of state and federal anti-kickback laws may adversely affect our business, financial condition or operations.

Various federal and state laws govern financial arrangements among healthcare providers. The federal anti-kickback law prohibits the knowing
and willful offer, payment, solicitation or receipt of any form of remuneration in return for, or with the purpose to induce, the referral of
Medicare, Medicaid, or other federal healthcare program patients, or in return for, or with the purpose to induce, the purchase, lease or order of
items or services that are covered by Medicare, Medicaid, or other federal healthcare programs. Similarly, many state laws prohibit the
solicitation, payment or receipt of remuneration in return for, or to induce the referral of patients in private as well as government programs.
Violation of these anti-kickback laws may result in substantial civil or criminal penalties for individuals or entities and/or exclusion from
participating in federal or state healthcare programs. We believe that we are operating in compliance with applicable law and believe that our
arrangements with providers would not be found to violate the anti-kickback laws. However, these laws could be interpreted in a manner
inconsistent with our operations.

Because our customers submit claims to the Medicare program based on the services we provide, it is possible that a lawsuit could be
brought against us or our customers under the federal False Claims Act, and the outcome of any such lawsuit could have a material adverse
effect on our business, financial condition and operations.

The Federal False Claims Act provides, in part, that the federal government may bring a lawsuit against any person whom it believes has
knowingly presented, or caused to be presented, a false or fraudulent request for payment from the federal government, or who has made a false
statement or used a false record to get a claim approved. The government has taken the position that claims presented in violation of the federal
anti-kickback law may be considered a violation of the Federal False Claims Act. The Federal False Claims Act further provides that a lawsuit
brought under that act may be initiated in the name of the United States by an individual who was the original source of the allegations, known
as the relator. Actions brought under the Federal False Claims Act are sealed by the court at the time of filing. The only parties privy to the
information contained in the complaint are the relator, the federal government and the court. Therefore, it is possible that lawsuits have been
filed against us that we are unaware of or which we have been ordered by the court not to discuss until the court lifts the seal from the case.
Penalties include fines ranging from $5,500 to $11,000 for each false claim, plus three times the amount of damages that the federal government
sustained because of the act of that person. We believe that we are operating in compliance with the Medicare rules and regulations, and thus,
the Federal False Claims Act. However, if we were found to have violated certain rules and regulations and, as a result, submitted or caused our
customers to submit allegedly false claims, any sanctions imposed under the Federal False Claims Act could result in substantial fines and
penalties or exclusion from participation in federal and state healthcare programs which could have a material adverse effect on our business and
financial condition.

Changes in the governmental interpretation or enforcement of the federal prohibition on physician self-referral my adversely affect our
business, financial conditions or operations.

The federal �Stark Law� prohibits a physician from referring Medicare or Medicaid patients for the provision of designated health services by an
entity in which the physician has an investment interest or with which the physician has entered into a compensation arrangement. �Designated
health services� include both the professional and technical components of diagnostic tests using X-rays, ultrasound or other imaging services,
CT, MRI, radiation therapy and diagnostic mammography services. Violation of the Stark Law may result in substantial civil penalties and/or
exclusion from participation in federal health care programs for both the referring physicians and any entities that submit technical and/or
professional component claims for any diagnostic tests ordered by those referring physicians. We believe that we have structured our
arrangements between our affiliated radiologists and our customers in a manner that complies with applicable law. However, this law could be
interpreted in a manner inconsistent with our arrangements.
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Risks Related to this Offering

The trading price of our common stock has been volatile, and you might not be able to sell your shares at or above the offering price.

The trading prices of many newly publicly-traded companies are highly volatile, particularly companies such as ours that have limited operating
histories. Since our initial public offering in February 2006, the trading price of our common stock has been subject to wide fluctuations. Factors
that will continue to affect the trading price of our common stock include:

• variations in our operating results,

• announcements of new services, strategic alliances or significant agreements by us or by our competitors,

• recruitment or departure of key personnel,

• changes in the estimates of our operating results or changes in recommendations by any securities analysts that follow our common
stock, and

• market conditions in our industry, the industries of our customers and the economy as a whole.

In addition, if the market for healthcare stocks or healthcare services or the stock market in general experiences loss of investor confidence, the
trading price of our common stock could decline for reasons unrelated to our business, operating results or financial condition. The trading price
of our common stock might also decline in reaction to events that affect other companies in our industry even if these events do not directly
affect us.

If securities analysts do not publish research or reports about our business, or if they downgrade our stock, the price of our stock could
decline.

The trading market for our common stock will rely in part on the availability of research and reports that third-party industry or financial
analysts publish about us. There are many large, publicly-traded companies active in the healthcare services industry, which may mean it will be
less likely that we receive widespread analyst coverage. Furthermore, if one or more of the analysts who do cover us downgrade our stock, our
stock price would likely decline. If one or more of these analysts cease coverage of our company, we could lose visibility in the market, which in
turn could cause our stock price to decline.

Future sales of shares by existing stockholders could cause our stock price to decline.
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If our existing stockholders sell, or indicate an intent to sell, substantial amounts of our common stock in the public market after the 90-day
contractual lock-up agreements (which may be extended by up to 34 days under certain conditions) and other legal restrictions on resale
discussed in this prospectus lapse, the trading price of our common stock could decline. Based on shares outstanding as of September 30, 2006,
upon completion of this offering, we will have outstanding 29,872,774 shares of common stock, of which only 15,779,494 will be freely
tradable, without restriction, in the public market. Morgan Stanley & Co. Incorporated may, in its sole discretion, permit our officers, directors,
and other stockholders who are subject to the 90-day contractual lock-up to sell shares prior to the expiration of the lock-up agreements.

After the lock-up agreements pertaining to this offering expire, the remaining 14,093,280 shares will be eligible for sale in the public market,
subject to the volume limitations under Rule 144 of the Securities Act, 10,881,852 of which are held by directors, executive officers and other
affiliates. In addition, the 1,823,641 shares that are subject to equity awards outstanding as of September 30, 2006 under our 2004 Stock Plan
and our 2006 Equity Incentive Plan and the additional 1,550,961 shares reserved for future issuance under our 2006 Equity Incentive Plan will
become eligible for sale in the public market to the extent permitted by the provisions
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of various vesting agreements and Rules 144 and 701 under the Securities Act of 1933, as amended, or the Securities Act. If these additional
shares are sold, or if it is perceived that they will be sold, in the public market, the trading price of our common stock could decline.

The concentration of our capital stock ownership with insiders upon the completion of this offering will likely limit your ability to influence
corporate matters.

We anticipate that our executive officers and directors and affiliated entities will together beneficially own approximately 40% of our common
stock outstanding after this offering. As a result, these stockholders, acting together, will have a high degree of control over most matters that
require approval by our stockholders, including the election of directors and approval of significant corporate transactions. This concentration of
ownership might also have the effect of delaying or preventing a change of control of our company that other stockholders may view as
beneficial.

Provisions in our certificate of incorporation and bylaws and Delaware law might discourage, delay or prevent a change of control of our
company or changes in our management and, therefore, depress the trading price of our common stock.

Our certificate of incorporation and bylaws contain provisions that could depress the trading price of our common stock by acting to discourage,
delay or prevent a change in control of our company or changes in our management that the stockholders of our company may deem
advantageous. These provisions:

• establish a classified board of directors so that not all members of our board are elected at one time,

• provide that directors may only be removed �for cause,�

• authorize the issuance of �blank check� preferred stock that our board could issue to increase the number of outstanding shares and to
discourage a takeover attempt,

• eliminate the ability of our stockholders to call special meetings of stockholders,

• prohibit stockholder action by written consent, which has the effect of requiring all stockholder actions to be taken at a meeting of
stockholders,

• provide that the board of directors is expressly authorized to make, alter or repeal our bylaws, and

• establish advance notice requirements for nominations for election to our board or for proposing matters that can be acted upon by
stockholders at stockholder meetings.

In addition, Section 203 of the Delaware General Corporation Law may discourage, delay or prevent a change in control of our company.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS AND INDUSTRY DATA

This prospectus includes forward-looking statements. We claim the protection of the safe harbor for forward-looking statements contained in the
Private Securities Litigation Reform Act of 1995 for all forward-looking statements. All statements other than statements of historical facts
contained in this prospectus, including statements regarding our future results of operations and financial position, business strategy and plans
and our objectives for future operations, are forward-looking statements. The words �believe,� �may,� �will,� �estimate,� �continue,� �anticipate,� �intend,�
�expect� and similar expressions are intended to identify forward-looking statements. We have based these forward-looking statements largely on
our current expectations and projections about future events and financial trends that we believe may affect our financial condition, results of
operations, business strategy, short term and long term business operations and objectives, and financial needs. These forward-looking
statements are subject to a number of risks, uncertainties and assumptions, including those described in �Risk Factors.� In light of these risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this prospectus may not occur and actual results could
differ materially and adversely from those anticipated or implied in the forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, level of
activity, performance or achievements. In addition, neither we nor other person assumes responsibility for the accuracy and completeness of any
of these forward-looking statements. We are under no duty to update any of these forward-looking statements after the date of this prospectus to
confirm these statements to actual results or revised expectations.

You may rely only on the information contained in this prospectus. Neither we nor the selling stockholders nor any of the underwriters
have authorized anyone to provide information different from that contained in this prospectus. Neither the delivery of this prospectus,
nor the sale of our common stock, means that information contained in this prospectus is correct after the date of this prospectus. This
prospectus is not an offer to sell or solicitation of an offer to buy shares of common stock in any circumstances under which the offer or
solicitation is unlawful.

Information contained in this prospectus concerning our industry and the historic growth rate of the markets in which we participate is based on
industry publications, surveys and forecasts generated by Frost & Sullivan, the American College of Radiology and other sources. Such industry
publications, surveys and forecasts generally indicate that their information has been obtained from sources believed to be reliable, but do not
guarantee the accuracy and completeness of their information. Although we believe that the reports are reliable, we have not independently
verified their data.

21

Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

Table of Contents 39



Edgar Filing: NightHawk Radiology Holdings Inc - Form 424B4

40


