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SIERRA REPORTS YEAR-END, FOURTH QUARTER 2004 RESULTS
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Medica Premium Revenues Up 18%

Net Income Up 97%

Cash Flow from Operations of $166 Million, or 135% of Net Income
EPS from Continuing Operations Up 53%

2005 EPS Guidance Raised to $3.20 to $3.30
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LAS VEGAS, January 31, 2005 — Sierra Hedlth Services, Inc. (NY SE:SIE) reported today that
income from continuing operations for the quarter ended December 31, 2004 was $27.9 million, or
$0.83 per diluted share, compared to income from continuing operations of $24.0 million, or $0.68 per
diluted share, for the quarter ended December 31, 2003, an increase in earnings per share of 22%. In
the fourth quarter of 2003, the net 1oss from discontinued operations was $19.2 million or $0.53 per
diluted share. Included in the fourth quarter of 2004, were net gains from the Company’ s military hedth
services operations of $9.2 million, offset by anet expense of $9.5 million related to the sold workers
compensation insurance business.

Income from continuing operations for the year ended December 31, 2004 was $123.1 million or
$3.58 per diluted share, compared to $82.1 million, or $2.34 per diluted share for the year ended
December 31, 2003. Net losses from discontinued operations were $389,000 for the year, compared
to net losses of $19.8 million for 2003. Net income for the year was $122.7 million, or $3.57 per
diluted share, compared to $62.3 million, or $1.79 per diluted share, for 2003, an increase of 97%.

Revenues for the quarter were $332.7 million, a decrease of 11% over the $373.4 million for the
same period in 2003. This decrease is due to the cessation of hedlthcare delivery operationsin the third
quarter of 2004 a the Company’ s military hedlth services subsidiary. Medica premium revenues from
the Company’ s core managed care business were $296.6 million for the quarter, an increase of 21%
over the $245.1 million for the same period in 2003. Annua revenues were $1.6 hillion for 2004,
compared to $1.5 billion for 2003, an increase of 6%.

---more---
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In the fourth quarter, Sierra purchased 468,000 shares of its common stock in the open market for
$21.5 million, at an average price of $46.05 per share. During the year 2004, the Company purchased
3.4 million shares of its common stock for $133.8 million, a an average price of $39.51 per share. At
its December 2004 meeting Sierral s Board of Directors authorized the Company to purchase an
additiond $50.0 million of its common stock, in addition to the $70.0 million authorized earlier in 2004.
At December 31, 2004 the Company had $71.4 million authorized and available for share repurchases.
Additiondly, as previoudy reported, the Company has amended its revolving credit facility to incresse
the availability to $100.0 million from $65.0 million and to dlow for increassad flexihility in future share
repurchases.

Cash flow from continuing operations was $69.4 million for the fourth quarter of 2004 and $166.2
million for the year ended December 31, 2004. This compares to $33.8 million for the fourth quarter of
2003 and $151.9 million for the year ended December 31, 2003. The reduction in the fourth quarter
cash flow from operations is due to the phase-out of the Company’ s military health services operations,
which had negative cash flow from operations of $3.5 million for the quarter compared to positive cash
flow from operations of $22.4 million for the same period in 2003. In the fourth quarter, the Company’s
managed care and corporate operations reported positive cash flow from operations of $72.9 million.

In the fourth quarter, Serrals medical care ratio improved 20 basis points to 74.6% from 74.8% for
the same period in 2003. The medicd care ratio for the year 2004 improved 100 basis points to 75.3%
from 76.3% in 2003. Sierrd s medica claims payable baance increased to $119.3 million at December
31, 2004, compared to $115.6 million at September 30, 2004. Days in claims payable, which is the
medica claims payable baance divided by the average medical expenses per day for the period, were
48 days for the fourth quarter of 2004, compared to 47 days sequentialy.

In the fourth quarter, as a percentage of premium revenue, genera and administrative expenses
increased 390 basis points to 18.4% from 14.5%. Generd and adminigtrative expenses, asa
percentage of premium revenue, for the year ended December 31, 2004 increased 170 basis points to
16.0% from 14.3% for 2003. The increased expense ratio is due to expenses related to the sold
workers' compensation insurance business of $11.5 million for the fourth quarter of 2004 and $21.6
million for the year. These expenses are included under the generd and adminidrative expense line of
the Company’ s income statement. Excluding the workers: compensation services expenses, genera and
adminigtrative expenses as a percentage of premium revenue would have been 14.5% for the fourth
quarter of 2004 and 14.1% for the year.

“In 2004, we continued to see exceptiond performance from our core operations,” said Anthony
M. Marlon, M.D., chairman, president and chief executive officer of Sierra. “The dynamic growth of
Las Vegas, and our ability to provide affordable solutions for rising hedth care costs, have dlowed usto
grow commerciad membership, revenues and income year over year. Based on early indications for
January, 2005, it appears this growth trend will continue throughout the year.”

---more---
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Sierrahad previoudy announced that it had expected to earn between $3.15 and $3.25 per diluted
share for the year 2005. The Company now believes it will earn between $3.20 and $3.30 per diluted
share for 2005.

Medica premium revenues for 2004 were $1.13 billion, an increase of 18% over the $962.2 million
reported in 2003. For 2004, same-store commercial membership grew 12% to 226,200. Medicare
membership grew 4% to 53,300 and Medicaid membership grew 29% to 50,500.

Military contract revenues for 2004 were $372.6 million, compared to $465.3 million, a decrease
of 20%. In September 2004 Sierra Military Hedlth Services, LLC, commenced phase-out of its
hedlthcare operations. Operating income from the military hedlth services operations for the fourth
quarter was $13.9 million, compared to $10.4 million sequentidly and $4.8 million for the fourth quarter
of 2003. In the fourth quarter of 2004, SMIHS recognized $9.2 million in net gains primarily associated
with the settlement of previoudy opened change orders and bid price adjustments.

Part of the proceeds from the sdle of the workers' compensation insurance operations, effective
March 31, 2004, was a $62.0 million note receivable, which is due to the Company in early 2010. The
note is subject to adjustment, up or down, based on loss devel opment that occurs after the sale date
through December 31, 2009. During the fourth quarter, the Company engaged a new independent
actuary to evauate the loss development on the run-out of the Company’ s former workers
compensation insurance operations. Based on the independent actuarid projections, the Company
recorded a $15.0 million vauation alowance on the $62.0 million note receivable. The vauation
alowance expense was partidly offset by areduction in excess accrued ligbilities associated with the
sde. The net expense of $9.5 million was included in the Company’ s generd and adminigrative
expenses for the quarter along with $2.0 million in workers' compensation adminigtrative service codts.

Serrawill host a conference cdl with investors, analysts and the genera public on Tuesday,
February 1, 2005 at 11:00 am. (Eastern Time). Interested parties can access the call by dialing 888-
988-9162 (using the passcode: EARNINGS). Listeners may aso access the conference call free over
the Internet by visiting the investors page of Sierrd s website at www.s errahealth.com.

SierraHedth Services, Inc.,, based in Las Vegas, is adiversified hedthcare services company that
operates hedlth maintenance organizations, indemnity insurers, preferred provider organizations and
multi-gpecialty medica groups. Sierrd s subsidiaries serve over 560,000 people through hedlth benefit
plansfor employers, government programs and individuas. For more information, visit the Company’s
website at www.s errahealth.com.

---more---
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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 changesin government regulations, contracts and programs, including Medicare,
Medicaid and legidétive proposals to diminate or reduce ERISA pre-emption of state laws that would
increase potential managed care litigation exposure; 2) competitive forces that may affect pricing,
enrollment, renewas and benefit levels, 3) unpredictable medica costs, malpractice exposure,
reinsurance codts and inflation; 4) impact of economic conditions; 5) changes in hedlthcare reserves; 6)
the ultimate costs associated with the phase-out of the TRICARE 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.

Consequently, al of the forward-looking statements made in this press release are quadified by these
cautionary statements, and there can be no assurance that the actual results or developments anticipated
by Serrawill be redized or, even if substantialy redized, that they will have the expected consequences
to, or effects on, Sierraor 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 Twelve Months Ended

SIERRA HEALTH SERVICES, INC. AND SUBSIDIARIES December 31, December 31,
EARNINGS REPORT 2004 2003 2004 2003
(Unaudited) (In thousands, except per share data)
MediCal PrEMIUMS.......c.cviceieeecte ettt $296,563 $245,079 $1,131,147 $ 962,176
Military contract revenues............ 18,296 112,681 372,608 465,313
Professional fees ........cccoceeeuneneee. 8,847 9,964 35,115 37,367
Investment and other revenues 9,020 5,643 36,565 20,223
TOtAl REVENUES ..ottt 332,726 373,367 1,575,435 1,485,079
Medical eXpenses.......cccueevevrenas 227,795 190,856 878,500 762,865

Medical Care Ratio 74.6% 74.8% 75.3% 76.3%

(Medical expenses/premiums and professional fees)
Military CONtract EXPENSES .......coveuivreieeiiriei et 4,652 108,445 317,699 452,554
General and administrative EXpenSes ........ccccoevevvevesereeesieneseseenas 54,539 35,418 181,434 137,263
Operating Income From Continuing Operations ...........ccccceceeeveenne. 45,740 38,648 197,802 132,397
INTEIESE EXPENSE ..ottt enas (1,123) (1,046) (4,684) (5,491)
Other income (EXPENSE), NEt.....cccirririiii e (10) 20 104 (223)
Income From Continuing Operations Before Income Taxes ......... 44,607 37,622 193,222 126,683
Provision for iNCOME taXES ..o (16.744) (13.619) (70,096) (44.,565)
Income From Continuing Operations ..........cccoeeeeereenereseseeseenes 27,863 24,003 123,126 82,118
Income (loss) from discontinued operations..........ccccoceevereceieene. 97 (19,171) (389) (19,792)
NEL INCOME. ...ttt e $.27,960 $__4,832 $_122,737 $_62,326
Earnings Per Common Share:

Income from continuing OPerations ........c.cccvveeeerereeeereneseeeresenenns $1.06 $.88 $4.62 $2.93

Loss from discontinued Operations.........c.ooeveevreernenreenneseenennns - (.70) (.01) (71)

NEE INCOME. ...ttt $1.06 $.18 $4.61 $2.22
Earnings Per Common Share Assuming Dilution:

Income from continuing OPerations ............cccceeeeeeveeeeceeeeseeeeeenns $.83 $.68 $3.58 $2.34

Loss from discontinued Operations..........ccccceveeerereveneiesenesenienens - (.53) (.01) (.55)

NEE INCOME....iiriiieiriirir ettt $.83 $.15 $3.57 $1.79
Weighted average common shares outstanding........c.cccceceevenencns 26,224 27,424 26,631 28,053
Weighted average common shares outstanding

ASSUMING GIIULION ... 34,020 36,149 34,822 35,633"
PERIOD END MEMBERSHIP

At December 31,
2004 2003

HMO

(070 ] 1210 4 =T o1 F-1 TR 226,200 202,400

/10 [To7= T =TSRRI 53,300 51,200

1Y 1= Lo (o [T 50,500 39,000
Managed INAEMNILY ..o s 25,900 24,500
Medicare supplement.................. 16,400 17,500
Administrative services 188,200 193,100

Subtotal......cccceeeeveeeiesee e 560,400 527,700
TRICARE €ligibIeS .....cciieeceseetese et - 707,000
TOLAl MEIMDEIS ..ottt st 560,500 1,234,700

@ Diluted shares outstanding for 2003 have been restated as a result of EITF 04-8, “The Effect of Contingently Convertible Debt on
Diluted Earnings Per Share.” The diluted shares outstanding now reflect the dilutive impact of the Company’s convertible debentures.



SIERRA HEALTH SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

(In thousands)

(Unaudited)

ASSETS
Current Assets:

Cash and cash eqUIVAIENTS .......ccci e
INVESTMEINES ...oviiieiiiec ettt ettt et
ACCOUNLS TECEIVADIE ...
Military accounts receivable.....................
Current portion of deferred tax asset.....
Prepaid expenses and other current assets......
Assets of discontinued OPEerations ..........cocrerriereenereere e

TOtal CUIMTENT ASSELS ...ttt

Property and equipment, net.............
Restricted cash and investments
(070 o ATV RO
Deferred tax asset (eSS CUITENt POITION) ....oouooeiireieieeer s
NOLE TECERIVADIE ...ttt ettt e e eae e s aeeebeesbeesbeenbeenbeenns
(@)1 =T = TSTST =) (RSO RR SRR
TOLAI ASSELS ..ttt b e s e b e be s re e e s e b e besbesbeebeebeebeessensentebentestenbenrees

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

ACCIUE lIADIITIES ...ttt
Trade acCoUNtS PAYADIE ...
Accrued Payroll AN TAXES ...ttt e
Medical claims payable.............
Unearned premium revenue....
Military health care payable..............
Current portion of long-term debt ..o
Liabilities of discontinued 0Perations ..........c.coeevrreennneennsesee e

Total Current Liabilities .......cooe e

Long-term debt (IeSS Current POrtioN)........ccoeeeeereienereere e
Other HADINTIES ......cvciieci s
TOtAl LIADIHTIES ..ottt

Commitments and contingencies

Stockholders' Equity:
COMMON STOCK. ...ttt e et ene s
TIEASUNY STOCK ...ttt et s bbb
Additional paid-in CAPItal.........cooiireiiiee e
Deferred COMPENSALION .....cccvcuiieicieeeee et aeenan
Accumulated other comprehensive 10SS ...
Retained earnings

Total StOCKNOIAEIS' EQUILY.....coviuiireiieiiririeieere et

Total Liabilities And Stockholders' EQUILY ........cccorieirrneernceeseeecrese s

December 31,

2004

$ 205,290
147,264
15,150
25,452
17,560
36,106
4,152
450,974

71,152
20,353
14,782
13,275
47,000
72,244
$.689.780

$ 75,646
7,123
27,668
119,337
50,763
17,061
100

610
298,308

125,395
64,380
488,083

178
(237,876)
286,571
(288)
(245)
153,357
201.697
$.689,780

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

$ 55,633
37,787
16,573

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)

For the Years Ended December 31,
2004 2003

Cash Flows From Operating Activities:
[N T=Y QT oo o (=TT $ 122,737 $ 62,326

Adjustments To Reconcile Net Income To Net Cash
Provided By Operating Activities:

Loss from discontinued Operations.........coeoeereireiere e 389 19,792
D 1=T o g=To =N A (o] o ISR 17,084 15,929
Valuation allowance on note receivable...........ccoivie i 15,000 -
Other adJUSTMENTS ..ot 8,863 4,347
Military health care payable...........ccocccviiciieicecc s (59,544) 11,382
Changes in other assets and liabilities .........ccccccvvevriicieiecceee e 61,652 38,087
Net Cash Provided By Operating Activities
Of ContinUING OPEIAtIONS .....cvevririereerrieieese s 166,181 151,863
Cash Flows From Investing Activities:
Capital expenditures, net of diSPOSIIONS ......cccooeireiiirieeee s (23,102) (18,518)
Change iN INVESTMENTS ..ot 40,462 (12,510)
Net Cash Provided By (Used For) Investing Activities
Of ContinuING OPEratiONS .....cccoeieieirieeseiee e 17,360 (31.028)
Cash Flows From Financing Activities:
Payments on debt and capital I€aSES .........ccoveivrrciinsc e (1,566) (60,721)
Proceeds from other long-term debt.........oooiiiiiee e 10,000 1,480
Purchase of treasury StOCK ..o (133,809) (99,485)
Exercise of stock in connection with stock plans 26,834 19,171
Proceeds from senior convertible debentures ......... - 115,000
DEDL ISSUE COSES ...ttt sttt sttt ne et e enenean - (5.834)
Net Cash Used For Financing Activities
Of ContinUING OPETALIONS .....cvereiiireereeer e (98,541) (30,389)
Net cash provided by (used for) discontinued operations.........c.cccceoereerenneneecneene 1817 (17,751)
Net Increase In Cash And Cash EqUuivalents..........c.cceoieininnienenneseeseeee e 86,817 72,695
Cash And Cash Equivalents At Beginning Of Period .........ccccoeevivevenevieineieseseeinns 118,473 45,778

Cash And Cash Equivalents At ENd Of PEriod........c..covinneineneeninineeene e $.205.290 $118.473



