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SIERRA REPORTS 2P QUARTER 2004 EARNINGS
OF $1.10 PER DILUTED SHARE
Net Income Increases 89%: Guidance Raised for 2004

LAS VEGAS, July 21, 2004 — Sierra Hedlth Services, Inc. (NY SE:SIE) reported today that
net income for the quarter ended June 30, 2004 was $38.2 million or $1.10 per diluted share. This
compared to net income of $20.3 million, or $0.67 per diluted share, for the same period in 2003.
Compared to the same period in 2003, this quarter’ s net income has increased 89%. As previoudy
announced on May 18, 2004, earnings for the second quarter of 2004 from Sierra s wholly owned
subsdiary, Serra Military Hedth Services, LLC (SMHS), included gains from contractud settlements
with the Department of Defense, including change orders and bid price adjustments, dong with other
adjustments on the TRICARE Program. These adjustments resulted in pre-tax gains for the quarter of
$16.3 million, which represents an after-tax contribution to diluted earnings per share of $0.30. Diluted
earnings per share for the second quarter of 2004 include 6.3 million shares related to the Company’s
convertible debt.

Based on Sierra s current share price and under the terms of its 2%/2 % senior convertible
debentures, due 2023, debenture-holders can exercise their right to convert their debentures during the
second or third quarters of 2004. Assuming dilution, andysts who follow the Company had expected
Sierrato post an average second quarter 2004 earnings per share, minus the contractua settlement gain
from SMHS, of $0.74, and annual earnings per share of $2.95. The Company had previoudy
announced it expected to earn between $2.90 and $3.00 per share for the year 2004. Sierranow
expects to earn between $3.35 and $3.45 per diluted share in 2004.

Revenues for the quarter were $441.2 million, compared to $370.2 million for the same period
in 2003, an increase of 19%. Medica premium revenues for the quarter were $280.7 million, compared
to $239.1 million for the same period in 2003, an increase of 17%. Military contract revenues for the
quarter were $140.7 million, compared to $115.4 million for the same period in 2003, an increase of
22%.

---more---
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In the second quarter, Sierra s medicd care ratio improved 70 basis points to 75.6% from
76.3% for the second quarter of 2003. Sequentidly, the medica care ratio improved 10 basis points
from 75.7%. Sierra’ s medical claims payable balance increased to $113.1 million at June 30, 2004
from $107.3 million a March 31, 2004. Days in clams payable, which isthe medica clams payable
balance divided by the average medica expenses per day for the period, were 47 days, flat sequentialy.

In the second quarter, as a percentage of tota revenue, Sierrd s general and adminidtrative
expenses increased 120 basis points to 10.3% from 9.1% for the second quarter of 2003. Sequentidly,
these expenses d so increased 120 basis points to 10.3% from 9.1%. Thisincrease is due to the
Company’ s reporting of expenses for workers: compensation administrative costs under the genera and
adminidrative expense line of the statement of operations. These costs are offset by revenues associated
with these sarvices, which are reflected under the investment and other revenues line item of the
statement of operations. In April 2004, Sierrareported that it had closed the sdle of itsworkers
compensation insurance operations. A third-party claims administrator was engaged to administer
workers compensation clams for aperiod of fifteen years. As part of this agreement, Serrareceives
revenue for maintaining respongbility for the administrator's costs and for performing certain workers
compensation trangtion and managed care services.

Operating cash flow from continuing operations was $48.4 million for the quarter, compared to
$19.0 million for the same period in 2003. Operating cash flow from continuing operations, adjusted for
the timing of payments from the Centers for Medicare and Medicaid Services (CMS), was $113.6
million for the six months ended June 30, 2004 compared to $48.2 million for the same period in 2003.
The Company received five monthly payments from CMS in the first Six months of 2004 and 2003 as
the January CM S payments were received at the end of December. The Company believes that
reflecting sx monthly CM S payments provides a more ussful measure of cash provided by operations.

Serra stota externa debt from continuing operations was $115.3 million, compared to $115.4
million at June 30, 2003, and includes $115.0 million for the senior convertible debenturesissued in
March, 2003. During the second quarter of 2004, no amounts were drawn on the Company’s line of
credit. During the quarter, Sierrarepurchased 1.2 million shares of its common stock for $50.8 million.
Since the January 2003 inception of the Board-authorized share repurchase program, and through June
30, 2004, the Company has repurchased 7.5 million shares of its common stock for $182.2 million.

---more---
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In the second quarter of 2004, sequentia membership in the Company’s core Las Vegas
commercia market grew by 1.7%, or 3,500 lives. For the six months ended June 30, 2004, Las Vegas
commercial membership grew by 6.7% or 13,200 lives. Sequentialy, Medicare membership grew by
1.0%, or 500 lives for the second quarter of 2004. For the six months ended June 30, 2004, Medicare
membership grew by 2.0% or 1,000 lives. Approximately 97% of the Company’s Medicare members
are enrolled in the Socia HMO program, which provides higher federd reimbursement. In 2004, this
program is subject to only a 10% risk modifier, but will be subject to a 30% risk modifier in 2005.

“Serraiswell on target for another successful year,” said Anthony M. Marlon, M.D., chairman
and chief executive officer. “Our commercid membership growth continues to benefit from the
population increase in Las Vegas, condgtently one of the fastest growing cities in the nation. Our
disciplined pricing, combined with strong network contracts and attractive product offerings that include
more cost sharing with members, have contributed to this quarter’ s results”

On Augugt 31, 2004, SMHS will terminate its contract with the United States Department of
Defense to sarve TRICARE bendficiariesin Region 1. SMMHS will continue full operations until that time,
followed by aphase out of activitiesfor aperiod of sSix months theresfter.

SeraHedlth Services, Inc., based in Las Vegas, isadiversfied health care services company
that operates health maintenance organizations, indemnity insurers, military hedth programs, preferred
provider organizations and multi-specidty medical groups. Sierrd s subsdiaries serve over 1.2 million
people through hedth benefit plans for employers, government programs and individuas. For more
information, vist the company’ s website a www.Serrahealth.com

Statementsin this news release that are not historica facts are forward-looking and based on
management’ s projections, assumptions and estimates; actud results may vary materidly. Forward-
looking statements are subject to certain risks and uncertainties, which include but are not limited to: 1)
potentia adverse changes in government regulations, contracts and programs, including TRICARE,
Medicare, Medicaid and legidative proposals to diminate or reduce ERISA pre-emption of state laws
that would increase potentid managed care litigation exposure; 2) competitive forces that may affect
pricing, enrollment, renewals and benefit levels, 3) unpredictable medical costs, ma practice exposure,
reinsurance codts and inflation; 4) impact of economic conditions; 5) changes in hedlthcare reserves; 6)
our failure to obtain an extension of the Medicare Socia HMO contract; and 7) the amount of actua
proceeds to be realized from the note receivable related to the sale of the workers' compensation
insurance operation. Further factors concerning financia risks and results may be found in documents
filed with the Securities and Exchange Commission and which are incorporated herein by reference.

---more---
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Consequently, al of the forward-looking statements made in this press release are quaified by
these cautionary statements, and there can be no assurance that the actual results or developments
anticipated by Sierrawill be redlized or, even if substantialy redlized, that they will have the expected
consequences to, or effects on, Sierra or its business or operations. Sierra assumes no obligation to
update publicly any such forward-looking statements, whether as aresult of new information, future
events or otherwise.
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Three Months Ended Six Months Ended

SIERRA HEALTH SERVICES, INC. AND SUBSIDIARIES June 30, June 30,
EARNINGS REPORT 2004 2003 2004 2003
(Unaudited) (In thousands, except per share data)
MediCal PremilMS ......cccvieeiiieeecceeeete et $ 280,661 $239,142 $546,099 $474,222
Military CONtract REVENUES .........ccccveveiririeiiirrieicessee s 140,705 115,431 268,329 219,844
ProfeSSioNal FEES ....cuvviiiciectecceeee ettt 8,085 9,715 17,563 18,419
Investment and Other REVENUES .........c.cocveeeceveeeeeeceeceeee e 11,788 5917 17,438 9,990
TOLAl REVENUES .....ooeeeeeeeeeeeeeeeeeetee et as sttt ste st sre s saneneens 441,239 370,205 849.429 722,475
MEdICal EXPENSES ...ooveeeiiieiiteees ettt 218,421 189,775 426,486 380,761
Medical Care RaAiO.......ccceeeeeeeiricteetecece et sttt e e nens 75.6% 76.3% 75.7% 77.3%

(Medical Expenses/Premiums and Professional Fees)

Military CoNntraCt EXPENSES......cccoiveririreeieiereee e 116,420 113,347 237,217 215,143
General and Administrative EXpenses ........ccccooeveiveinenneneccseeenes 45,231 33.787 82,399 68,000
Operating Income from Continuing Operations .......c.cccceceveeereene. 61,167 33,296 103,327 58,571
INEEIEST EXPENSE .cuecuiiiiete ittt st enan (1,175) (1,530) (2,340) (3,150)
Other Income (Expense), Net 41 (332) 163 (343)
Income from Continuing Operations Before Income Taxes........... 60,033 31,434 101,150 55,078
Provision for INCOME TAXES ....ccciriiriieeieee e (21,812) (10,924) (36.614) (19,140)
Income from Continuing OPerations ........ccccccveveeeveeecereceseeseenes 38,221 20,510 64,536 35,938
Loss from Discontinued OPerations .........cccovevierneenneneeneneneenenes - (245) (486) (651)
NEE TNCOM..eeeeeee ettt ettt sttt s e en st n s an s $_38,221 $_20,265 $_64,050 $_35.287
Earnings per Common Share:

Income from Continuing OPEerations .........cccoeeverererererenerireresesesenenens $1.43 $.75 $2.40 $1.27

Loss from Discontinued Operations .........ccoeveeveeneseiesesesiesnenens - (.01) (.02) (.02)

NEL INCOME. ..ottt $1.43 $.74 $2.38 $1.25
Earnings per Common Share Assuming Dilution:

Income from Continuing OPEerations ..........cocoeerrereeeerererseeerereneenes $1.10 $ .68 $1.85 $1.18

Loss from Discontinued Operations .........ccocoeereierenenienenesenennens - (.01) (.01) (.02)

NEL INCOME. ..ottt $1.10 $.67 $1.84 $1.16
Weighted Average Common Shares Outstanding.........ccccccveevenns 26,766 27,451 26,903 28,185
Weighted Average Common Shares Outstanding

ASSUMING DIlULION ... 35,059 29,994 35,325 30,447
PERIOD END MEMBERSHIP

At June 30,
2004 2003

HMO

Commercial 215,700 194,100

Medicare........... 52,200 49,600

MEAICAID ......ocveiieeeeeee et 50,800 37,900
Managed INAEMNILY ... 24,800 25,000
Medicare SUPPIEMENT.........cco i 16,700 18,400
AdMINISIIALIVE SEIVICES .ottt 173,700 186,500
TRICARE Eligibles 710,400 672,200
TOtal MEMDETS ...t 1,244,300 1,183,700
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SIERRA HEALTH SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

(In thousands)

(Unaudited)

ASSETS
CURRENT ASSETS:

Cash and Cash EQUIVAIENLES ........ccccuciiiieiccsee e
INVESTMEINES ...oviiieiiiec ettt ettt et
ACCOUNS RECEIVADIE........cuiiiieee e e
Military ACCOUNtS RECEIVADIE ........ccviiieireeeee s
Current Portion of Deferred Tax Asset
Prepaid Expenses and Other CUrrent ASSEtS........coovereerenrerieiene e
Assets of Discontinued OPErationsS ..........cocccererrereereneerie e

TOtal CUIMTENT ASSELS ...ttt

PROPERTY AND EQUIPMENT, NET .....oiiiiiinirinerinteie e s
RESTRICTED CASH AND INVESTMENTS
GOODWILL ...ttt

DEFERRED TAX ASSET (Less Current POrtion) ..........cccocorereienenneseeseseseseeeseens
NOTE RECEIVABLE ..ottt bbb
OTHER ASSETS ...ttt sttt
TOTAL ASSETS....o ittt ettt

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:

ACCIUEM LIaDINTIES ..eeeieeeiieitei e
Trade ACCOUNLS PAYabIe.........co et
Accrued Payroll @nd TAXES ...t
Medical Claims Payable...........cooiiiee e
Unearned Premium Revenue..
Military Health Care Payable...........ccoociieiiiiceceeee e
Current Portion of LoNg-Term Debt.........ccocviiiniiireee e
Liabilities of Discontinued OPEratioNs .........c.coeererrieerrnieineneeeesess s

Total Current Liabilities ..o

LONG-TERM DEBT (Less Current Portion)
OTHER LIABILITIES ....c.cooiieieeciecceeieeneieienee
TOTAL LIABILITIES ...ttt

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY:
Common Stock
Treasury StocK.......c.cccveeereenne
Additional Paid-in Capital.........ccceereiiiireereeerese et
Deferred COMPENSALION ......cccciieiiieeece ettt aeenen
Accumulated Other Comprehensive LOSS ......cccccveivercivieicesecseese e
Retained EArniNgsS .....coo et
TOTAL STOCKHOLDERS' EQUITY ..cutiiiieieiisieieisesteteeseseese e ssssesesssss e ssssssssesasessnes
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ..ottt

June 30,
2004

$ 177,310
139,757
18,091
37,460
26,698
47,454
2,605
449,375

64,422
19,543
14,782
12,393
62,000
59,337
$.681.852

$ 82,416
20,221
29,758

113,101
20,202
65,366

43
733
331,840

115,288
67,560
514,688

174
(187,877)
265,081
(4,319)
(831)
94,936
167.164
$.681,852

December 31,
2003

$ 118,473
197,573
12,080
47,389
33,708
37,478
533,756
980,457

63,109
17,646
14,782
11,501
46,626
$1.134.121

$ 56,327
37,787
15,879

103,749
45,888
76,605

163
472,407
808,805

116,645
57,907
983,357

166

(112,737)
227,417

(22)

(479)
36.419
150,764
$1.134,121



SIERRA HEALTH SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(In thousands)

(Unaudited)

Six Months Ended June 30,

2004 2003
CASH FLOWS FROM OPERATING ACTIVITIES:
N BT TN COIMIB ettt e et e e e et e s et eeeae e e eseneeeeaseeeeseeeneeeeeneeseneneeasenenaeeneennenenen $ 64,050 $ 35,287
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:

Loss from Discontinued OPerations ........ccccceveiierese e 486 651
DEPIECIALION ...ttt ettt st se bt e e st e e s e saenesaans 8,274 7,715
Other AQJUSTMENTS ..ottt s es 1,688 2,283
Unearned Premium REVENUE .........cciirriereinree ettt (25,686) (27,876)
Changes in Other Assets and Liabilities ... 31,839 221
Net Cash Provided by Operating Activities
of ContiNUING OPEratiONS ......cceceiiiirieieererie e 80,651 18,281
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital Expenditures, Net of DISPOSItIONS .......ccccvieeiiriceseeseeesee e (7,892) (9,586)
Change iN INVESIMENTS ..ot 50,057 34,687
Net Cash Provided by Investing Activities
of CoNtiNUING OPEFALiONS ......cceerereereiriceces e 42,165 25,101

CASH FLOWS FROM FINANCING ACTIVITIES:

Payments on Debt and Capital LEASES .......cccceveirirriniereeerere e (1,524) (60,460)
Purchase of Treasury STOCK........cccciieiiieeieseesees ettt (82,759) (34,267)
Exercise of Stock in Connection with Stock Plans ... 16,920 4,294
Proceeds from Senior Convertible Debentures ....... - 115,000
DEDL ISSUE COSES ...ttt - (5,137)
Net Cash (Used for) Provided by Financing Activities

Of CoNtiNUING OPEIAtIONS ....c.coueieeireeeec et (67,363) 19,430

NET CASH PROVIDED BY (USED FOR) DISCONTINUED OPERATIONS.............. 3.384 (29,785)
NET INCREASE IN CASH AND CASH EQUIVALENTS.......ccconiiinreeerereieeseneeieens 58,837 33,027
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD .......cccocovvrivirininne 118,473 45,778
CASH AND CASH EQUIVALENTS AT END OF PERIOD ......cccoveeiinerineeerereeeeseneeens $177.310 $_78.805

Reconciliation of Non-GAAP Financial Measures

In this press release, the Company presented “cash flow from continuing operations adjusted for the timing of payments from the
Centers for Medicare and Medicaid Services (CMS)”. This is a non-GAAP financial measure. The Company received five monthly
payments from CMS in the first six months of 2004 and 2003 as the January CMS payments were received at the end of December. The
Company believes that reflecting six monthly CMS payments provides a more useful measure of cash provided by operations during the

six month period. The following is a reconciliation to the most directly comparable GAAP financial measure:

Six Months Ended June 30,

2004 2003
GAAP Net Cash Provided by Operating Activities
of Continuing OPerations ..........cocovrvrrrrernnenesnenenes $18,281
Add: January CMS payment received in December 29,883
Cash flow from continuing operations adjusted for
the timing of payments from CMS ... $113.575 $48,164




