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VANGUARD HEALTH SYSTEMS, INC.
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K contains “forward-looking statements” within the meaning of the federal
securities laws that are intended to be covered by safe harbors created thereby. Forward-looking statements are
those statements that are based upon managements plans, objectives, goals, strategies, future events, future revenue
or performance, capital expenditures, financing needs, plans or intentions relating to acquisitions, business trends
and other information that is not historical information. These statements are based upon estimates and assumptions
made by the Company’s management that, although believed to be reasonable, are subject to numerous factors, risks
and uncertainties that could cause actual outcomes and results to be materially different from those projected. When
used in this annual report on Form 10-K, the words “estimates,” “expects,” “anticipates,” “projects,” “plans,”
“intends,” “believes,” “forecasts,” “continues,” or future or conditional verbs, such as “will,” “should,” “could” or
“may,” and variations of such words or similar expressions are intended to identify forward-looking statements.
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These factors, risks and uncertainties include, among other things, statements relating to:

* Our high degree of leverage

* Our ability to incur substantially more debt

» Operating and financial restrictions in our debt agreements

* Our ability to successfully implement our business strategies

* Our ability to successfully integrate our recent and any future acquisitions

* The highly competitive nature of the healthcare industry

* Governmental regulation of the industry, including Medicare and Medicaid reimbursement levels

* Pressures to contain costs by managed care organizations and other insurers and our ability to negotiate
acceptable terms with these third party payers

* Our ability to attract and retain qualified management and healthcare professionals, including physicians
and nurses

* Potential federal or state reform of healthcare

 Future governmental investigations

* Costs associated with HIPAA regulations and other management information systems integrations

 The availability of capital to fund our corporate growth strategy

* Potential lawsuits or other claims asserted against us

* Our ability to maintain or increase patient membership and control costs of our managed healthcare
plans

» Changes in general economic conditions

» Our exposure to the increased amounts of and collection risks associated with uninsured accounts and
the co—pay and deductible portions of insured accounts

» The impact of changes to our charity care and self—pay discounting policies

* Increased cost of professional and general liability insurance and increases in the quantity and severity
of professional liability claims

 Our ability to maintain and increase patient volumes and control the costs of providing services,
including salaries and benefits, supplies and bad debts

* Our failure to comply, or allegations of our failure to comply, with applicable laws and regulations

» The geographic concentration of our operations

» Technological and pharmaceutical improvements that increase the cost of providing, or reduce the
demand for, healthcare services

* Potential substantial liabilities arising from unfavorable retrospective reviews by governmental or other
payers of the medical necessity of medical procedures performed at our hospitals

* Lost future revenues from payer contract terminations resulting from their unfavorable retrospective
reviews of the medical necessity of medical procedures performed at our hospitals

See “Item 1 — Business — Risk Factors” for further discussion. We assume no obligation to update any
forward-looking statements.
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PART I
Item 1. Business.
Company Overview

We own and operate acute care hospitals and complementary outpatient facilities principally located in
urban and suburban markets. Since our inception in 1997, we have acquired or developed 19 acute care hospitals
which, as of June 30, 2005, had a total of 4,557 beds in the following five locations:

¢ San Antonio, Texas

* metropolitan Phoenix, Arizona
* metropolitan Chicago, Illinois
* Orange County, California

* Massachusetts

Historically, we have concentrated our operations in markets with high population growth and median
income in excess of the national average. Our objective is to provide high-quality, cost effective healthcare services
through an integrated delivery platform serving the needs of the communities in which we operate. During the year
ended June 30, 2005, we generated revenues of $2,268.9 million. During this period 85.3% of our revenues were
derived from acute care hospitals and complementary outpatient facilities.

Our general acute care hospitals offer a variety of medical and surgical services including emergency
services, general surgery, internal medicine, cardiology, obstetrics, orthopedics and physical rehabilitation. In
addition, certain of our facilities provide on-campus and off-campus services including outpatient surgery, physical
therapy, radiation therapy, diagnostic imaging and respiratory therapy. We also own two strategically important
managed care entities: a Medicaid managed health plan, Phoenix Health Plan, that served approximately 100,200
member lives as of June 30, 2005 in Arizona; and MacNeal Health Providers a preferred provider network that
served approximately 46,500 member lives in metropolitan Chicago as of June 30, 2005 under capitated contracts
covering only outpatient and physician services.

We are a Delaware corporation formed in July 1997. Our principal executive offices are located at 20
Burton Hills Boulevard, Suite 100, Nashville, Tennessee, 37215 and our telephone number at that address is (615)
665-6000. Our corporate website address is www.vanguardhealth.com. Information contained on our website does
not constitute part of this Annual Report on Form 10-K. The terms “we”, “our”, “the Company”, “us”, “registrant”
and “Vanguard” as used in this report refer to Vanguard Health Systems, Inc. and its subsidiaries as a consolidated
entity, except where it is clear from the context that such terms mean only Vanguard Health Systems, Inc.
“Subsidiaries” means direct and indirect corporate subsidiaries of Vanguard Health Systems, Inc. and partnerships,
joint ventures and limited liability companies in which such subsidiaries are partners or members. The term
“predecessor” as used in our consolidated financial statements refers to the Company prior to the September 23,
2004 merger discussed immediately below.

The Merger

On July 23, 2004, Vanguard executed an agreement and plan of merger (the “Merger Agreement”) with
VHS Holdings LLC (“Holdings”) and Health Systems Acquisition Corp., a newly formed Delaware corporation
(“Acquisition Corp.”), pursuant to which on September 23, 2004 Acquisition Corp. merged with and into Vanguard,
with Vanguard being the surviving corporation (the “Merger”). In the Merger, holders of the outstanding Vanguard
capital stock, options to acquire Vanguard common stock and other securities convertible into Vanguard common
stock received an aggregate consideration of approximately $1,248.6 million.



The Blackstone Group, together with its affiliates (collectively, “Blackstone”), funded the Merger in part
by subscribing for and purchasing approximately $494.9 million aggregate amount of (1) Class A membership units
in Holdings and (2) common stock of Acquisition Corp. (merged with and into Vanguard), in an amount equal to
$125.0 million of such common stock. In addition, Morgan Stanley Capital Partners, together with its affiliates
(collectively, “MSCP”), subscribed for and purchased Class A membership units in Holdings by contributing to
Holdings a number of shares of Vanguard common stock equal to (1) $130.0 million divided by (2) the per share
consideration payable for each share of Vanguard common stock in connection with the Merger. Certain senior
members of management and certain other stockholders of Vanguard (the “Rollover Management Investors™)
subscribed for and purchased Class A membership units in Holdings, having an aggregate purchase price of
approximately $119.1 million, by (a) paying cash using the proceeds of consideration received in connection with
the Merger and/or (b) contributing shares of Vanguard common stock in the same manner as MSCP. Baptist Health
Services (“Baptist”), the former owner of our division, Baptist Health System of San Antonio, also purchased $5.0
million of Class A membership units in Holdings. Immediately after completion of the Merger in September 2004,
Blackstone, MSCP (together with Baptist) and the Rollover Management Investors held approximately 66.1%,
18.0% and 15.9%, respectively, of the common equity of Vanguard (most of which is indirectly held through the
ownership of the Class A membership units in Holdings). Certain members of senior management also purchased
$5.8 million of the equity incentive units in Holdings.

Concurrently with the Merger, we consummated certain related financing transactions, including the
issuance by our affiliates of $575.0 million principal amount of 9% Senior Subordinated Notes due 2014, $216.0
million principal amount at maturity of 11.25% Senior Discount Notes due 2015 and the entrance into senior credit
facilities pursuant to which we borrowed $475.0 million of term loans and obtained a $250.0 million revolving loan
facility and two delayed draw term loan facilities aggregating $325.0 million.

Our Competitive Strengths

Concentrated Local Market Positions in Attractive Markets. We believe that our markets are attractive
because of their favorable demographics, competitive landscape, payer mix and opportunities for expansion.
Fourteen of our 19 hospitals are located in markets with population growth rates in excess of the national average
and all of our acute care hospitals are located in markets in which the median household income is above the
national average. For the fiscal year ended June 30, 2005, we derived approximately 63.8% of our revenues from the
high-growth markets of San Antonio and metropolitan Phoenix, in which we own five hospitals and six hospitals,
respectively. Our facilities in these markets primarily serve Bexar County, Texas, which encompasses most of the
metropolitan San Antonio area and Maricopa County, Arizona, which encompasses most of the metropolitan
Phoenix area. The U.S. Census Bureau and other data sources estimate that the population for Bexar County and
Maricopa County will grow by 7.4% and 14.0%, respectively, between 2003 and 2008, rates that far exceed the
projected national average of 4.3%. Our strong market positions provide us with opportunities to offer integrated
services to patients, receive more favorable reimbursement terms from a broader range of third party payers and
realize regional operating efficiencies.

Proven Ability to Complete and Integrate Acquisitions. Including our first acquisition in 1998, we have
selectively acquired 18 hospitals, 12 of which were formerly not-for-profit hospitals. We believe our success in
completing acquisitions is due in large part to our disciplined approach to making acquisitions. Prior to completing
an acquisition, we carefully review the operations of the target facility and develop a strategic plan to improve
performance. We have routinely rejected acquisition candidates that did not meet our financial and operational
criteria.

We believe our historical performance demonstrates our ability to identify underperforming facilities and
improve the operations of acquired facilities. When we acquire a hospital, we generally implement a number of
measures to lower costs, and we often make significant investments in the facility to expand existing services and
introduce new services, strengthen the medical staff and improve our overall market position. We expect to continue
to grow revenues and profitability in the markets in which we operate by increasing the depth and breadth of
services provided and through the implementation of additional operational enhancements.

Strong Management Team with Significant Equity Investment. Our senior management has an average of
more than 20 years of experience in the healthcare industry at various organizations, including OrNda Healthcorp,



HCA Inc. and HealthTrust, Inc. Almost all of our senior management have been with the Company since its
founding in 1997, and 13 of our 18 members of senior management have worked together managing healthcare
companies for up to 20 years, either continuously or from time to time. In connection with the Merger, our
management and certain other shareholders contributed approximately $119.1 million and now own approximately
15.9% of our company. Certain members of senior management also purchased $5.8 million of the equity incentive
units in Holdings.

Diversified Portfolio of Assets with a Broad Range of Services. We own and operate facilities in five
separate geographic markets, which diversifies our revenue base and reduces our exposure to any one market. Our
hospitals offer general acute care services, including intensive care and coronary care units, radiology, orthopedic,
oncology and outpatient services and, at certain hospitals selected tertiary care services, such as open heart surgery
and level II and III neonatal intensive care. We utilize our individual facilities or a network of integrated facilities in
the area to meet the specific local needs of our communities. We believe that our ability to leverage our network of
facilities allows us to not only provide a broad range of services in a market, but also to provide them in an efficient
and cost-effective manner.

Business Strategy
The key elements of our business strategy include the following:

Expand Services to Increase Revenues and Profitability. We will continue to invest in our facilities to
expand the range and improve the quality of services provided based on our understanding of the needs of the
communities we serve. Our local management teams work closely with patients, payers, physicians and other
medical personnel to identify and prioritize the healthcare needs of individual communities. We intend to increase
our revenues and profitability by expanding the range of services we offer at certain of our hospitals. We plan to:

 expand emergency room and operating room capacity;

improve the convenience, quality and breadth of our outpatient services;

upgrade and expand high margin and high volume specialty services, including cardiology, oncology,
neurosurgery, orthopedics, obstetrics and other women’s services;

* update our medical equipment technology, including diagnostic and imaging equipment;

increase the availability of private rooms for our patients; and

continue evaluating the construction of new facilities in underserved areas of the community.

To further these strategies, our board of directors has approved major expansion projects at six of our
existing hospitals in San Antonio and metropolitan Phoenix, for which we expect to expend a total of approximately
$334.2 million, including approximately $89.6 million already spent through June 30, 2005.

We believe that our disciplined expansion strategy will grow volumes, increase acuity mix, improve
managed care pricing and enhance operating margins at our existing facilities, and at the same time reduce patient
out-migration and satisfy unmet demand within our existing markets.

The following table illustrates our success in increasing same hospital volumes and revenues as a result of
strategic and operational initiatives, investments in our acute care hospitals and expansion of services during the
year ended June 30, 2005 compared to the same period in 2004.

2004 2005 % Change

(Dollars in millions)

Revenues $ 1,782.8 $ 2,028.7 13.8%
Adjusted discharges-hospitals® 215,958 229,619 6.3%
(a) Adjusted discharges-hospitals is used by management and certain investors as a general measure of combined inpatient and

outpatient volumes. Adjusted discharges-hospitals is computed by multiplying discharges by the sum of gross hospital inpatient
and outpatient revenues and then dividing the result by gross hospital inpatient revenues. This computation enables management to
assess hospital volumes by a combined measure of inpatient and outpatient utilization.



Continue to Improve Quality. We have implemented and continue to implement various programs to
improve the quality of care we provide. We have developed training programs for our staff and share information
among our hospital management to implement best practices and assist in complying with regulatory requirements.
Corporate support is provided to each hospital to assist with accreditation reviews. All hospitals conduct patient,
physician and staff satisfaction surveys to help identify methods of improving the quality of care. We have
appointed licensed physicians in each of our markets to the position of chief medical officer charged with driving
best practices and clinical quality to improve the level of satisfaction among physicians and patients and promote
cost-efficient provision of care.

We believe quality of care is becoming an increasingly important factor in governmental reimbursement.
We continuously review patient care evaluations and maintain other quality assurance programs to support and
monitor quality of care standards and to meet and exceed Medicare and Medicaid accreditation and regulatory
requirements. Furthermore, as part of the Medicare Modernization Act, CMS identified three conditions, and 10
measures within those conditions, for which hospitals are encouraged to submit data in order to measure the quality
of patient care. Those hospitals who submit quality data for these measures will be entitled to receive a full market
basket update. To date we have submitted quality data reports within all three conditions at all of our hospitals to the
CMS National Voluntary Hospital Reporting Initiative, and we have qualified for the maximum allowable
reimbursement rate established by CMS for federal fiscal year 2005. We expect to continue to participate in the
CMS National Voluntary Hospital Reporting Initiative for federal fiscal year 2006 and the foreseeable future.

Improve Operating Margins and Efficiency. We seek to position ourselves as a cost effective provider of
healthcare services in each of our markets. We intend to generate operational efficiencies and improve operating
margins by:

» implementing more efficient care management, supply utilization and inventory management such as
eliminating arrangements that have built in margins, including dietary, rehabilitation, housekeeping and
plant maintenance;

» improving our billing and collection processes;

* capitalizing on purchasing efficiencies;

* optimizing staffing and outsourcing arrangements; and

* centralizing certain administrative and business office functions within a local market or at the
corporate level.

Recruit New Physicians and Maintain Strong Relationships with Existing Physicians. We recruit both
primary and specialty physicians who can provide services that we believe are currently underserved and in demand
in the communities we serve. In addition to providing strong local and regional management teams, we intend to
sustain and strengthen our recruitment and retention initiatives by:

* providing physicians with high quality facilities in which to practice;

* providing a broad array of services within the integrated health network;

« offering quality training programs;

* providing remote access to clinical information; and

« arranging for convenient medical office space adjacent to our facilities.

Continue to Develop Favorable Managed Care Relationships. We plan to increase the number of patients
at our facilities and improve our profitability by negotiating more favorable terms with managed care plans and by

entering into contracts with additional managed care plans. We believe that we are attractive to managed care plans
because of the geographic and demographic coverage of our facilities in their respective markets, the quality and



breadth of our services and the expertise of our physicians. Further, we believe that as we increase our presence and
improve our competitive position in our markets, particularly as we develop our networks of hospitals, we will be
even better positioned to negotiate more favorable managed care contracts.

Grow Through Selective Acquisitions. We will continue to pursue acquisitions and enter into partnerships
or affiliations with other healthcare service providers which either expand our network and presence in our existing
markets or allow us to enter new urban and suburban markets. We intend to selectively pursue acquisitions of
networks of hospitals and other complementary facilities or single-well positioned facilities where we believe we
can improve operating performance, profitability and increase market share. We believe that we will continue to
have substantial acquisition opportunities as other healthcare providers choose to divest facilities and as independent
hospitals, particularly not-for-profit hospitals, seek to capitalize on the benefits of becoming part of a larger hospital
company.

Our Markets
San Antonio, Texas

In the San Antonio market, as of June 30, 2005, we owned and operated 5 hospitals with a total of 1,495
licensed beds and related outpatient service locations complementary to the hospitals. We acquired these hospitals in
January 2003 from the non-profit Baptist Health Services (formerly known as Baptist Health System) and continue
to operate the hospitals as the Baptist Health System. The acquisition followed our strategy of acquiring a significant
market share in a growing market, San Antonio, Texas. Our facilities primarily serve Bexar County which
encompasses most of the metropolitan San Antonio area. The population in Bexar County increased by 17.5%
between 1990 and 2000 and is expected to grow by 7.4% from 2003 to 2008. During the years ended June 30, 2004
and 2005, we generated approximately 30.2% and 28.9% of our revenues, respectively, in this market. In our
acquisition agreement for the Baptist Health System we committed to fund not less than $200.0 million in capital
expenditures in respect of the acquired businesses in the San Antonio metropolitan area in the first six years of our
ownership, with $75.0 million of such expenditures being required in the first two years. As of June 30, 2005, we
had funded or committed to fund all $200.0 million of this capital commitment.

Metropolitan Phoenix, Arizona

In the Phoenix market, as of June 30, 2005, we owned and operated 6 hospitals with a total of 1,019
licensed beds and related outpatient service locations complementary to the hospitals and a prepaid Medicaid
managed health plan. Phoenix is the sixth largest city in the U.S. and has been one of the fastest growing major
metropolitan areas in recent years. Our facilities primarily serve Maricopa County, which encompasses most of the
metropolitan Phoenix area. In 2000, Maricopa County had a population of 3.1 million, representing a 44.8% increase
from 1990. The population in Maricopa County is projected to grow by 14.0% between 2003 and 2008, which is
more than three times the national average of 4.3% projected by the U.S. Census Bureau. During the years ended
June 30, 2004 and 2005, exclusive of the Phoenix Health Plan, we generated approximately 23.8% and 22.1% of our
revenues, respectively, in this market. Four of our hospitals in this market were formerly not-for-profit hospitals. We
believe that payers will choose to contract with us in order to give their enrollees a comprehensive choice of
providers in the western and northeastern Phoenix areas. There have been recent improvements in payer rates
generally and the substantial increase in Medicaid eligibility for low income patients provided by Proposition 204,
which expanded Medicaid coverage to approximately 400,000 additional individuals in Arizona since January 1,
2001. We believe our network strategy will position us to negotiate rate increases with managed care payers and to
develop our six hospitals into a network providing a comprehensive range of integrated services, from primary care
to tertiary hospital services, to payers and their patients. In addition, our ownership of the Phoenix Health Plan will
allow us to enroll eligible patients, who would not otherwise be able to pay for their expenses at local hospitals, into
our health plan or into other state-approved plans. See “Business - Phoenix Health Plan and MacNeal Health
Providers - Proposition 204.”

Metropolitan Chicago, Illinois

In the Chicago metropolitan area, as of June 30, 2005, we owned and operated 2 hospitals with 784
licensed beds, and related outpatient service locations complementary to the hospitals. These hospitals, MacNeal



Hospital and Weiss Hospital, are located in areas serving relatively well-insured populations. Weiss Hospital is
operated by us in a consolidated joint venture corporation in which we own 80.1% and the University of Chicago
Hospitals owns 19.9% of the equity interests. During the year ended June 30, 2005, only 2.8% of gross patient
revenues for the metropolitan Chicago hospitals were generated from self-pay patients. During the years ended June
30, 2004 and 2005, we generated approximately 22.0% and 17.4%, respectively, of our revenues in this market.

We chose MacNeal and Weiss Hospitals, both former not-for-profit facilities, as our first two entries into
the largely not-for-profit metropolitan Chicago area. Both MacNeal and Weiss Hospitals are large, well-equipped,
university-affiliated hospitals with strong reputations and medical staffs. We believe we have captured a large share
of the patients in MacNeal Hospital’s immediate surrounding service area, which encompasses the towns of Berwyn
and Cicero, Illinois. We also have increased our market share at MacNeal Hospital by obtaining a Certificate of
Need for and opening an open heart surgery program at the hospital. As a result, we now offer tertiary services that
patients would otherwise have to travel outside the local community to receive. We have also established a fully-
integrated healthcare system at MacNeal and Weiss Hospitals by operating free-standing primary care and
occupational medicine centers and a large commercial laboratory and by employing over 75 physicians on our
medical staffs there, including more than 40 primary care physicians. Our network of 22 primary care and
occupational medicine centers allows us to draw patients to MacNeal and Weiss Hospital from around the
metropolitan Chicago area. These hospitals also enjoy the distinction of being two of the few community hospitals
in which the prestigious University of Chicago Medical School has placed its medical students and residents.
Currently, MacNeal Hospital participates in the University of Chicago’s residency programs in internal medicine,
general surgery, obstetrics/gynecology and psychiatry and Weiss Hospital participates in the University of
Chicago’s residency program in surgery. In addition, MacNeal Hospital runs a successful free-standing program in
family practice, one of the oldest such programs in the state of Illinois, and Weiss Hospital also runs a successful
free-standing residency program in internal medicine. Our medical education programs help us to attract quality
physicians to both the hospitals and our network of primary care and occupational medicine centers.

Orange County, California

In the Orange County market, as of June 30, 2005, we owned and operated 3 hospitals with a total of 491
licensed beds and related outpatient service locations complementary to the hospitals. Orange County is one of the
most economically vibrant regions in the U.S. in terms of income levels and job growth. In 2000, Orange County
had a population of 2.8 million, representing an 18.1% increase from 1990. The population in our service areas in
Orange County is projected to grow by 7.1% between 2003 and 2008, which also exceeds the national average of
4.3%. For the years ended June 30, 2004 and 2005, we generated approximately 9.9%, and 8.1% of our revenues,
respectively, in this market.

Our Orange County healthcare facilities are well-equipped and well-established in their respective
communities, and together they provide a full-range of healthcare services to their payers and patients. Managed
care relationships in Orange County are driven to a significant extent by a hospital’s relationships with physician
independent practice associations. Our senior management has significant experience operating hospitals in the
Orange County market and strong relationships with physician independent practice associations from their previous
employment with other hospital management companies. As a result, we are leveraging their experience and
relationships to grow our market presence. In addition, we are experiencing revenue growth by providing
competitive pricing while at the same time enjoying locally the benefits of the national trend of increased payer
prices.

Massachusetts

In Massachusetts, as of June 30, 2005, we owned and operated 3 hospitals with a total of 768 licensed beds
and related healthcare services complementary to the hospitals. These hospitals include Saint Vincent Hospital
located in Worcester and MetroWest Medical Center, a two-campus hospital system comprised of Framingham
Union Hospital in Framingham and Leonard Morse Hospital in Natick. These hospitals were acquired from
subsidiaries of Tenet Healthcare Corporation on December 31, 2004. We believe that opportunities for growth exist
in the Massachusetts area through the possible addition of new services, partnerships and the implementation of a
strong primary care physician strategy. During the six months of our ownership in 2005, the Massachusetts facilities
represented 10.6% of our fiscal 2005 total revenues.



Saint Vincent Hospital, located in Worcester, is a 348-bed teaching hospital with a strong residency
program. Worcester is located in central Massachusetts and is the second largest city in Massachusetts. The service
area is characterized by a patient base that is older, more affluent and well-insured. Saint Vincent Hospital is
focused on strengthening its payer relationships, developing its primary care physician base and expanding its
offerings in cardiology, orthopedics, radiology and minimally-invasive surgery capabilities.

MetroWest Medical Center’s two campus system has a combined total of 420 licensed beds with locations
in Framingham and Natick, in the suburbs west of Boston. These facilities serve communities that are generally
well-insured. Framingham Union Hospital recently completed an emergency room expansion project. We are also
seeking to develop strong ambulatory care capabilities in these service areas, as well as expansion of oncology,
radiology and cardiology services.



Our Facilities

We owned and operated 19 acute care hospitals as of June 30, 2005. The following table contains

information concerning our hospitals:

Licensed
Hospital City Beds Date Acquired
Texas
Baptist Medical Center San Antonio 612 January 1, 2003
Northeast Baptist Hospital San Antonio 291 January 1, 2003
North Central Baptist Hospital San Antonio 126 January 1, 2003
Southeast Baptist Hospital San Antonio 175 January 1, 2003
St. Luke’s Baptist Hospital San Antonio 291 January 1, 2003
Arizona
Maryvale Hospital Phoenix 232 June 1, 1998
Arrowhead Hospital Glendale 155 June 1, 2000
Phoenix Baptist Hospital Phoenix 236 June 1, 2000
Phoenix Memorial Hospital (1) Phoenix 159 May 1, 2001
Paradise Valley Hospital Phoenix 163 November 1, 2001
West Valley Hospital (2) Goodyear 74 September 4, 2003
Illinois
MacNeal Hospital Berwyn 427 February 1, 2000
Louis A. Weiss Memorial Hospital (3) Chicago 357 June 1, 2002
California
Huntington Beach Hospital Huntington Beach 131 September 1, 1999
West Anaheim Medical Center Anaheim 219 September 1, 1999
La Palma Intercommunity Hospital (4) La Palma 141 April 1, 2000
Massachusetts
MetroWest Medical Center — Leonard Morse Hospital Natick 182 December 31, 2004
MetroWest Medical Center - Framingham Union Hospital =~ Framingham 238 December 31, 2004
Saint Vincent Hospital at Worcester Medical Center Worcester 348 December 31, 2004
Total Licensed Beds 4,557
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This hospital is operated by us in a limited liability company in which we own 60% of the equity interests and Medical Professional
Associates of Arizona, P.C., a multi-specialty physician group, owns 40% of the equity interests. The limited liability company leases
the real property of this hospital from one of our wholly-owned subsidiaries.

This hospital was constructed, not acquired.

This hospital is operated by us in a consolidated joint venture corporation in which we own 80.1% of the equity interests and the
University of Chicago Hospitals owns 19.9% of the equity interests.

The hospital is operated by us in a limited partnership in which we own approximately 94.4% of the equity interests and a group of
physician investors owns the remaining 5.6% of the equity interests.

In addition to the hospitals listed in the table above, as of June 30, 2005, we owned certain outpatient

service locations complementary to our hospitals. We also own and operate medical office buildings in conjunction



with our hospitals which are primarily occupied by physicians practicing at our hospitals. Our headquarters are
located in approximately 40,500 square feet of leased space in one office building in Nashville, Tennessee.

Our hospitals and other facilities are suitable for their respective uses and are, in general, adequate for our
present needs.

In certain circumstances involving the purchase of a not-for-profit hospital, we have agreed and in the
future may agree to certain limitations on our ability to sell those facilities. In particular, when we acquired Phoenix
Baptist Hospital and Arrowhead Hospital in June 2000, we agreed not to sell either hospital for five years after
closing until June 1, 2005, and granted to a foundation affiliated with the seller for 10 years after closing a right of
first refusal to purchase either hospital if we agreed to sell it to a third party, at the same price on which we agreed to
sell that hospital to the third party. In addition, upon the purchase of the Baptist Health System hospitals, we agreed
not to sell the hospitals for seven years until January 1, 2010 without the consent of the seller.

Major Expansion Projects

In May 2004 and July 2005, our board of directors approved major expansion projects at six of our existing
hospitals in San Antonio and metropolitan Phoenix. We estimate that these projects will cost a total of
approximately $334.2 million, including capitalized interest costs. Through June 30, 2005, we have spent
approximately $89.6 million related to these projects and expect to incur the remaining $244.6 million during our
next three fiscal years. All of these projects will result in additional capacity at each of the six hospitals. In
addition, most of the projects will facilitate an expansion of clinical service capabilities.

The following table summarizes these major expansion projects as of September 1, 2005.

Estimated
Construction Period Approximate  Additional Additional
Additional Emergency Additional Labor &
Licensed Bed Room Operating Delivery

Hospital Begin Open Capacity Positions Rooms Rooms
Phoenix
Arrowhead Hospital Q4 FY 04 Q1 FY 07 100(5) v v v
Paradise Valley Hospital Q3 FY 06 Q1 FY 08 22(4) 2) v v
West Valley Hospital Q1 FY 06 Q2 FY 07 39 v v (1)
San Antonio
North Central Baptist Hospital Q4 FY 04 Q1 FY 07 140 v v v
Northeast Baptist Hospital Q4 FY 04 Q4 FY 06 33(3) v v v
St. Luke’s Baptist Hospital Q1 FY 06 Q3 FY 07 27

(1)  Will increase post partum capacity to better utilize labor, delivery and recovery suites.

(2)  An expanded emergency room was opened in July 2004, expanding capacity from 16 to 28 bays.

(3) Inaddition to increasing the number of licensed beds by 33, the expansion project will allow for the utilization of an additional 67
previously licensed beds.

(4) Inaddition to increasing the number of licensed beds by 22, the expansion will allow for the utilization of 18 previously licensed beds.

(5) 40 of these beds were added during the fourth quarter of fiscal 2005.

Arrowhead Hospital

Arrowhead Hospital is a capacity-constrained facility with a service area that we believe is marked by
significant population growth. The expansion project at this facility, which began in the fourth quarter of fiscal 2004
and which we expect to be fully constructed by the first quarter of fiscal 2007, consists of relocating and expanding
the intensive care unit (ICU) to be close to the emergency room and operating rooms. In addition, the project will
expand operating room capacity, emergency room capacity, medical/surgical bed capacity, obstetrics capacity and
allow for increased clinical complexity at the facility. During the fourth quarter of fiscal 2005, the hospital opened
40 medical/surgical beds and increased its obstetrics capacity.



Paradise Valley Hospital

Paradise Valley Hospital currently has capacity constraints in its labor/delivery rooms, operating rooms and
ICU. This facility is located in an area that we believe has relatively high population growth and favorable
demographics. In addition, recently completed highway construction improves access to this facility. This expansion
project, expected to begin in the third quarter of fiscal 2006 and to be completed in the first quarter of fiscal 2008,
adds significant capacity in operating room suites, critical care (ICU) and obstetrics. This project will also allow for
a conversion to a largely private room model from a predominately semi-private model. In addition, the expansion
will enable the hospital to add more complex clinical programs, such as interventional cardiology, to its service mix.
This hospital recently completed major expansions of the emergency room and the radiology suite in separate
projects.

West Valley Hospital

This project at West Valley Hospital, a facility first opened in September 2003, is expected to commence in
the first quarter of fiscal 2006 and to be completed in the second quarter of fiscal 2007. This expansion project will
significantly expand the number of medical/surgical beds, the number of ICU beds and emergency room capacity. In
addition, the project will provide the facility with the ability to offer a wider range of clinical services.

North Central Baptist Hospital

North Central Baptist Hospital is located in an area of San Antonio that we believe has relatively high
population growth and favorable demographics. Several areas of the facility, the emergency room, medical/surgical
capacity, telemetry, obstetrics, and critical care beds, are currently at functional capacity. We commenced this
expansion project during the fourth quarter of fiscal 2004 and it is expected to be fully completed in the first quarter
of fiscal 2007. This project consists of:

* expanding obstetrics;
 adding medical/surgical and critical care beds;
+ expanding emergency room capacity, including a separate pediatric and adult emergency room; and

+ adding new clinical services, including high risk prenatal services, invasive cardiology, pediatric
neurosurgery and other subspecialties along with appropriate operating room expansions.

Northeast Baptist Hospital

This project at Northeast Baptist Hospital has the goal of improving the layout of the facility as well as
adding capacity. The project will add medical/surgical beds, ICU beds, emergency room positions, obstetrics, one
operating room and a new cardiology center. Construction began on this project late in the fourth quarter of fiscal
2004 and is expected to be complete in the fourth quarter of fiscal 2006. This expansion project is expected to result
in more private room capacity, and to help reduce or eliminate capacity issues in the emergency room, obstetrics and
the ICU.

St. Luke’s Baptist Hospital

The project at St. Luke’s Baptist Hospital consists of relocating and expanding the intensive care (ICU) and
telemetry units. The new telemetry unit will consist of a central monitoring area capable of monitoring both a
number of dedicated telemetry beds as well as remote beds throughout the facility. The new expanded ICU will add
capacity and be equipped with the latest intensive care capabilities. This project is expected to add 27 licensed beds
and to be fully completed during the third quarter of our fiscal year 2007.
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Other

In addition to the six board-approved, major expansion projects described above, in June 2005 we
announced that we had signed a letter of intent to acquire land to relocate Southeast Baptist Hospital in San Antonio,
Texas to the Brooks City-Base in Southeast San Antonio. The land purchase is subject to definitive agreements and
the approvals of our board of directors and the board of directors of the Brooks Development Authority. Our
construction of the replacement hospital is also subject to the approval of our board of directors.

Hospital Operations

Our hospitals typically provide the full range of services commonly available in acute care hospitals, such
as internal medicine, general surgery, cardiology, oncology, neurosurgery, orthopedics, obstetrics, diagnostic and
emergency services, as well as select tertiary services such as open-heart surgery and level II and III neonatal
intensive care. Our hospitals also generally provide outpatient and ancillary healthcare services such as outpatient
surgery, laboratory, radiology, respiratory therapy and physical therapy. We also provide outpatient services at our
ambulatory surgery centers. Certain of our hospitals have a limited number of psychiatric, skilled nursing and
rehabilitation beds.

Our senior management team has extensive experience in operating multi-facility hospital networks and
focuses on strategic planning for our facilities. A hospital’s local management team is generally comprised of a chief
executive officer, chief financial officer and chief nursing officer. Local management teams, in consultation with our
corporate staff, develop annual operating plans setting forth revenue growth strategies through the expansion of
offered services and the recruitment of physicians in each community, as well as plans to improve operating
efficiencies and reduce costs. We believe that the ability of each local management team to identify and meet the
needs of our patients, medical staffs and the community as a whole is critical to the success of our hospitals. We
base the compensation for each local management team in part on its ability to achieve the goals set forth in the
annual operating plan.

Boards of trustees at each hospital, consisting of local community leaders, members of the medical staff
and the hospital administrator, advise the local management teams. Members of each board of trustees are identified
and recommended by our local management teams and serve three-year staggered terms. The boards of trustees
establish policies concerning medical, professional and ethical practices, monitor these practices and ensure that
they conform to our high standards. We maintain company-wide compliance and quality assurance programs and
use patient care evaluations and other assessment methods to support and monitor quality of care standards and to
meet accreditation and regulatory requirements.

We believe that the most important factors affecting the utilization of a hospital are the quality and market
position of the hospital and the number, quality and specialties of physicians and medical staff caring for patients at
the facility. Overall, we believe that the attractiveness of a hospital to patients, physicians and payers depends on its
breadth of services, level of technology and emphasis on quality of care and convenience for patients and
physicians. Other factors that affect utilization include local demographics and population growth, local economic
conditions and managed care market penetration.
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The following table sets forth certain operating statistics for hospitals owned by us for the periods
indicated. Acute care hospital operations are subject to certain fluctuations due to seasonal cycles of illness and
weather, including increased patient utilization during the cold weather months and decreases during holiday
periods.

Year Ended June 30,

2001 2002 2003 2004 2005
Number of hospitals at end of period 8 10 15 16 19
Number of licensed beds at end of period (a) 1,676 2,207 3,666 3,784 4,557
Discharges (b) 65,175 75,364 114,327 147,600 171,110
Adjusted discharges - hospitals (c) 98,907 111,692 167,166 215,958 262,780
Average length of stay (days) (d) 4.1 4.1 4.2 4.2 43
Average daily census (e) 728.8 837.0 1,309.0 1,693.0 2,005.0
Occupancy rate (f) 48.1% 46.1% 44.9% 45.0% 48.1%
Member lives (g) 107,400 122,500 130,700 142,200 146,700

(a) Licensed beds are those beds for which a facility has been granted approval to operate from the applicable state licensing agency.

(b) Represents the total number of patients discharged (in the facility for a period in excess of 23 hours) from our hospitals and is used by
management and certain investors as a general measure of inpatient volume.

(c) Adjusted discharges-hospitals is used by management and certain investors as a general measure of combined inpatient and outpatient
volume and is computed by multiplying discharges by the sum of gross hospital inpatient and outpatient revenues and then dividing the
result by gross hospital inpatient revenues. This computation enables management to assess hospital volume by a combined measure of
inpatient and outpatient volume.

(d) Average length of stay represents the average number of days admitted patients stay in our hospitals.
(e) Average daily census represents the average number of patients in our hospitals each day during our ownership.

(f) Occupancy rate represents the percentage of hospital licensed beds occupied by patients. Both average daily census and occupancy rate
provide measures of utilization of inpatient rooms.

(g) Member lives represents the total number of enrollees in our Arizona prepaid managed health plan and our Chicago capitated health plan as
of the end of the respective period.

The healthcare industry has experienced a general shift during the past few years from inpatient services to
outpatient services as Medicare, Medicaid and managed care payers have sought to reduce costs by shifting lower-
acuity cases to an outpatient setting. Advances in medical equipment technology and pharmacology have supported
the shift to outpatient utilization, which has resulted in an increase in the acuity of inpatient admissions. However,
recent trends seem to indicate that inpatient admissions are starting to recover and will continue to increase as the
baby boomer population reaches ages where inpatient admissions become more prevalent. We have responded to the
shift to outpatient services through our ambulatory surgery centers in Orange County, California, our interests in
surgery centers and diagnostic imaging centers in San Antonio, Texas, our outpatient diagnostic imaging centers in
metropolitan Phoenix, Arizona and our network of primary care and occupational medicine centers in metropolitan
Chicago, Illinois, along with continued expansion of emergency and outpatient services at our acute hospitals. In
addition, we opened an ambulatory surgery center in San Antonio during the first quarter of fiscal 2006. We have
the resources in place or are in the process of procuring the resources, including quality physicians and nursing staff
and technologically advanced equipment, to support our comprehensive service offerings to capture inpatient
volume from the baby boomers and have focused on core services including cardiology, neurology, oncology and
orthopedics. We have also opened sub-acute units such as rehabilitation and psychiatric services, where appropriate,
to meet the needs of our patients while increasing volume and increasing care management efficiencies.
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Phoenix Health Plan and MacNeal Health Providers

Phoenix Health Plan (“PHP”) is a prepaid Medicaid managed health plan that serves Maricopa, Pinal and
Gila counties in the Phoenix, Arizona area. We acquired PHP in connection with the acquisition of Phoenix
Memorial Hospital, effective May 1, 2001. This acquisition enables us to enroll patients in our hospitals into PHP or
other local Medicaid managed health plans who otherwise would not be able to pay for their hospital expenses. In
addition, we believe we will also increase the availability of medically necessary services to such patients at our
hospitals. We believe the volume of patients generated through our health plan will help attract quality physicians to
our hospitals.

For the year ended June 30, 2005, we derived approximately $290.0 million of our revenues from PHP.
PHP had approximately 100,200 enrollees as of June 30, 2005, and derives substantially all of its revenues through a
contract with the Arizona Health Care Cost Containment System (“AHCCCS”), which is Arizona’s state Medicaid
program. The contract requires PHP to arrange for healthcare services for enrolled Medicaid patients in exchange for
fixed periodic payments and supplemental payments from AHCCCS. PHP subcontracts with physicians, hospitals
and other healthcare providers to provide services to its enrollees. These services are provided regardless of the
actual costs incurred to provide these services. We receive reinsurance and other supplemental payments from
AHCCCS to cover certain costs of healthcare services that exceed certain thresholds.

As part of its contract with AHCCCS, PHP is required to maintain a performance guarantee in the amount
of $18.0 million. Since October 1, 2004, Vanguard has maintained this performance guarantee on behalf of PHP in
the form of surety bonds totaling $18.0 million with independent third party insurers that expire on October 1, 2005.
We were also required to arrange for $5.3 million in letters of credit to collateralize our $18.0 million in surety
bonds with the third party insurers. The amount of the performance guaranty that AHCCCS requires is based upon
the membership in the health plan and the related capitation amounts paid to us. We currently do not expect a
material increase in the amount of the performance guarantee during the next fiscal year.

Our current contract with AHCCCS commenced on October 1, 2003, and ends on September 30, 2006.
AHCCCS has an option to renew this contract for two additional one-year periods.

The operations of MacNeal Health Providers (“MHP”’) are somewhat integrated with our MacNeal Hospital
in Berwyn, Illinois. For the year ended June 30, 2005, we derived approximately $43.5 million of our revenues from
MHP. Substantially all of the revenues of MHP arose from its contracts with health maintenance organizations from
whom it took assignment of capitated member lives. As of June 30, 2005, MHP had contracts in effect covering
approximately 46,500 capitated member lives. Such capitation is limited to physician services and outpatient
ancillary services and does not cover inpatient hospital services. We try to utilize MacNeal Hospital and its medical
staff as much as possible for the physician and outpatient ancillary services that are required by such capitation
arrangements. Revenues of MHP could decrease significantly if the health maintenance organizations in the
metropolitan Chicago area move away from assigning capitated-member lives to health plans like MHP and enter
into direct fee-for-service arrangements with healthcare providers.

Proposition 204

Proposition 204 was passed by Arizona voters in November 2000 and requires that tobacco settlement
funds be used to increase the AHCCCS eligibility income limits for full acute care medical coverage to 100% of the
federal poverty level. Arizona’s share of such settlement funds has been estimated by the State to be $3.2 billion.
Prior to Proposition 204, AHCCCS coverage generally excluded those persons earning more than 34% of the federal
poverty level, but as of October 1, 2001, coverage was expanded to 100% of the federal poverty level in most cases.
Since January 1, 2001, approximately 400,000 members have been enrolled in AHCCCS health plans primarily due
to Proposition 204. The federal poverty level is a federal standard that changes each year in April. Usually, it is
adjusted upward by a small percentage. As of June 30, 2005, the federal poverty level for a single individual was
$9,570 of income per year. As we expected, the effect of Proposition 204 has been to increase enrollment in the PHP
by our share of the new enrollees, with a corresponding increase in the health plan’s revenues. In addition, our
hospitals in the Phoenix market are now serving a greater amount of low-income patients who are covered by
AHCCCS. This has increased paid admissions with a governmental payer which provides reimbursement for
hospital services.
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Sources of Revenues
We receive payment for patient services from:

« the federal government, primarily under the Medicare program;

* state Medicaid programs; and

* health maintenance organizations, preferred provider organizations, other private insurers and
individual patients.

The table below presents the approximate percentage of net patient revenues we received from the
following sources for the periods indicated:

Year ended June 30,

Patient Revenues by Payer Source 2003 2004 2005
Medicare 31% 31% 31%
Medic