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FINANCIAL HIGHLIGHTS

(in thousands, except per share items)

Year ended September 30, 2004 2003 % Change
Operating Data
Net patient service revenue $ 3,205,885 $ 2,560,576 +25.2
Costs and expenses 2,673,689 2,097,499 +27.5
Inceme before income taxes 526,480 458,736 +14.8
Net income 325,099 283,424 +14.7
Net income per share:
Basic $1.34 $1.19 +12.6
Diluted $1.32 $1.13 +16.8
Performance Data
Return on revenue 10.1% 11.1%
Return on average equity 18.0% 19.0%
September 30, 2004 2003 % Change
Year-end Data
Total assets $ 3,507,288 $ 3,010,526 +18.5
Working capital 621,463 825,723 -24.7
Short-term debt 9,742 9,447 + 3.1
Long-term debt 925,518 924,713 + 0.1
Stockholders' equity 1,978,010 1,637,075 +20.8
Book value per common share $8.12 $6.82 +19.1
Number of employees 28,000 24,000 +16.7
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REPORT TO

SHAREHOLDERS

iscal year 2004 marked
FHMA’S 16th  consecutive

year of record-setting per-
formance. Compared to fiscal
year 2003, fiscal year 2004's net
patient service revenue rose
25.2% to $3.2 billion. Net income
increased 14.7% to $325 million,
and earnings per share (diluted)
advanced 16.8% to $1.32 from
$1.13 the previous year.

Earnings and  revenues
would have been even higher,
but for four hurricanes that
swept through Florida, where we
own and operate 14 hospitals.
Although all HMA's Florida
hospitals were affected by these
storms, eight hospitals were
directly impacted and their
hospital services were disrupted
for some time. The financial
impact of these violent storms,
which included significant costs
incurred to keep our hospitals
running, reduced net income by
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$9.5 million, or four cents a share
in the fourth quarter — despite
this, we achieved record earnings
for the fiscal year.

Without question, the quality
and consistency we apply to every
facet of our hospital operations,
together with the extraordinary
efforts of our employees and
medical staffs, remain the key
ingredients that continue to
produce record results for our
shareholders.

Community Impact
adly, it took several power-
Sful hurricanes to further
illustrate the tremendous
benefits HMA hospitals pro-
vide to the communities we
serve. Many of these community
benefits transcend health care
delivery, and represent vital needs,
particularly in times of stress.
Hurricane Charley devastated
Punta Gorda, Florida in August
2004. At least one-third of the
homes were destroyed or rendered
uninhabitable. The delivery of
water and electricity services
was disrupted for days. Even our
Charlotte Regional Medical Center
was severely damaged and forced
to suspend services for a week.
Our employees and medical
staffresponded to these disasters
with tenacity and resolve. They
transported dozens of patients
to other hospitals that were out
of harm’s way, including one
sister HMA hospital. HMA's
recovery teams worked 24 hours
a day. seven days a week to
restore services and reopen our
emergency department in 168
hours, and by the third week,
OUIr SUrgeons were once again
performing open-heart surgery.
Even though many had lost
their homes, our employees
collected untold boxes of clothes,
blankets, batteries, flashlights,
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food and water and distributed
them to those in need.

This is the human face of
HMA, and we want sharehold-
ers to know what valuable
contributions HMA employees
make in our communities.

Acquisitions

We acquired five hospitals on
November 1, 2003, increasing our
hospital total to then 52, and we
extended our geographic reach
into Missouri, making it the 16®
state where we operate. Collec-
tively, these hospitals increased
our licensed beds to 7,464 from
6,479, a 15.2% increase in capac-
ity. Each of these hospitals per-
formed at or above expectations
during fiscal year 2004, and we
expect they will have a continu-
ing beneficial impact on revenues
and earnings going forward.

Strong Financial Position

t fiscal year-end 2004, our
Aba]ance sheet remained the

strongest in the industry.
Our debt-to-equity ratio was
the lowest in the industry, and
current assets were nearly three
times current liabilities. The
acquisitions we purchased on
November 1, 2003 were partially
financed by our line of credit.
Our cash flow from operations
improved considerably during
the year, and as a result, we repaid
all $275 million borrowed under
the line of credit by the end of the
fiscal year. HMA's cash flow from
operations allows us to internally
fund a significant portion of cur
growth.

We are also better prepared to
take advantage of opportunities
as they present themselves.
In May 2004, we renegotiated
better terms and increased our
line of credit. The entire $600
million line of credit is available,




providing us with substantial
flexibility.

Certificates of Need

On September 29, 2004,
Florida's First District Court of
Appeals affirmed a previously
issued Certificate of Need that
permits us to build a 100-bed
hospital in Naples (Collier
County), FL, one of the fastest
growing areas in Florida and the
United States. The Court’s final
decision has paved the way for
HMA to begin the delivery of
high quality health care services
to this underserved community.

HMA has alsoreceived prelim-
inary Certificate of Need approval
to build two additional hospitals
in Florida. We are eager to begin
serving the rapidly growing areas
of central and southwest Florida
with a new 60-bed hospital to
be located in Oviedo and a new
80-bed hospital to be located in
North Port.

Honors and Awards

We were named to Forbes
Platinum 400 — “The Best Big
Companies in America” — for
the fifth consecutive year. This
award is based on the financial
performances of more than 1,000
publicly-traded companies with
revenues in excess of $1 billion.
Growth in revenues, earnings per
share and return on capital for
the past five years and the most
recent year are compared among
peers in 23 industries, and HMA
was accorded the top rank in the
hospital industry.

Our hospitals in Punta
Gorda and Dade City, Floride,
and Yakima, Washington, were
ranked among the top 100 hospi-
tals in the U.S. by Solucient. Inc.,
a national health care informa-
tion company.

In  addition, six HMA
hospitals received the Joint
Commission on Accreditation
of Health Care Organizations’
(JcaHo} Gold Seal of Approval™.
These accreditations confirm
the improvement in health care

-
William J. Schoen, Chairman,
(left) and Joseﬁjh V. Vumbacco,
President & CEOQ

delivery we provide after we
acquire a hospital.

Finally, the February 2004,
issue of Institutional Investor
magazine, named our Chief
Financial =~ Officer, =~ Robert
Farnham, to its inaugural list
of “Best CFOs in America” for
health care services.

Early Fiscal Year 2005

n the first day of fiscal year
O2005, we acquired our first

hospital of the new year, the
82-bed Chester County Hospital
located in Chester, South Caroli-
na. Chester is a growing non-urban
community of 35,000 residents. Its
location is approximately equi-
distant from Charlotte, North
Carolina and Columbia, South
Carolina.

On November 11, 2004 we
signed a definitive agreement to
acquire three non-urban hospi-
tals from the Bon Secours Health
System, the 312-bed Bon Secours
Venice Hospital, located in Ven-
ice, Florida, the 212-bed Bon Sec-
ours St. Joseph's Hospital located
in Port Charlotte, Florida and the
133-bed Bon Secours St. Mary's
Hospital located in Norton, Vir-
ginia. Upon the expected com-
pletion of this transaction in the
quarter ending March 31, 2005,
we will have achieved our 2005
acquisition objective,

Dividend Increase
Citing both HMA’s strong
operational history over a long
period of time and HMA's desire
to provide shareholders with
an additional opportunity for a
return on their investment, in

Placing quality
first remains
the decisive
factor behind
HMA'’s sixteen
consecutive
years of growth.

September 2004, the Board of Di-
rectors doubled HMA's quarterly
cash dividend to four cents per
commonshare payable November
29, 2004 to shareholders of record
as of November 5, 2004.

Outlook

iscal year 2004 marked
Fthe fifth consecutive year

in which our earnings per
share have grown in excess of 15
percent. This growth reaffirms
our acquisition strategy, solid
operating base and the inherent
strength of our markets.

We intend to remain focused
on delivering high quality health
care to non-urban markets
throughout the United States
by recruiting needed physicians,
investing in better health care
technology and improving the
management of our resources.
In doing so, we believe that
continued improvements in our
same-hospital operations and
our disciplined approach to stra-
tegic acquisitions will continue
to produce outstanding results
for the communities we serve
and for our shareholders.

Sincerely,

Ww'\/,
William J. Schoen,
Chairman

ot sl

Joseph V. Vumbacco,
President and CEO

Naples, Florida
December 10, 2004
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A HMA addresses the needs of the community through physician recruitment and new service additions,
and as a result, patients welcome the convenience and comfort of receiving their health care locally
rather than having to travel for needed services.

THE YEAR IN REVIEW

COMMITMENT TO QUALITY, INVESTMENTS IN OUR HOSPITALS,

MA’s success during the
Hpast 27 years has been the

direct result of one basic
premise: the local delivery of high
quality health care services close
to home, in a community hospi-
tal. Ours is a decentralized man-
agement style with centralized
financial controls, allowing local
administrative teams to leverage
their ~management expertise
and focus on the physicians and
patients they serve. Comple-
menting these local leaders are
the centralized technological
and financial resources that are
essential to expanding services
and transforming hospitals into
thriving medical centers. Exem-
plary scores from both internal
quality measurement results
and independent external re-

COMMUNITY BENEFITS

views confirm HMA's continued
commitment to quality. We will
continue to strive to meet and
exceed the expectations of our
physicians and patients, which
we believe is the truest definition
of quality.

Hospital Operations

2004 compared with 2003

Consolidated revenues for the
past year, which include the rev-
enue of five hospitals acquired
during the past fiscal year, sur-
passed the $3 billion level for the
first time in HMA's history. Con-
solidated net revenue increased
$645 million, or 25.2% to $3.2 bil-
lion compared with $2.6 billion
for fiscal year 2003. Total admis-
sionsrose 21.9% to approximately
285,000 and adjusted admissions,
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which factor in outpatient visits,
grew 23.5% to 462,000. Total pa-
tient days increased by more than
200,000 days or 19.3%, and emer-
gency room (ER) visits witnessed
a 15.7% increase.

Hospital operations for same-
hospitals (those hospitals we have
operated for at least 12 months)
were also excellent. Net revenue
at same hospitals increased $140
million, or 5.6%. By expanding
services and improving qual-
ity, HMA is able to reduce the
outmigration of patients seeking
health care elsewhere. This re-
duction in outmigration resulted
in a 2.0% growth in same hospi-
tal admissions, a 2.7% increase
in a same hospital adjusted
admissions, and a 4.6% increase
in same hospital ER visits.
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Total Emergency Room Visits
(in thousands)

Total Patient Days

(in thousands}
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Fiscal year 2004's operations
could have been even better
were it not for an unprecedented
hurricane season in the State of
Florida. The landfall of four hur-
ricanes during the fourth quar-
ter disrupted services at HMA's
Florida hospitals. Despite these
disruptions, and as a direct result
of the contributions of our dedi-
cated physicians and employees,
HMA reported record results for
fiscal year 2004.

Market Forces

o understand our success
Tand growth over the past

quarter century, it is neces-
sary to understand a basic truth
in health care. Patients want
the best comprehensive health
care possible—and they want
to get it close to home. When
patients cannot get advanced
medical services (including car-
diac, orthopedic, or neurosurgi-
cal services, for example) at their
local hospital, they leave their
hometowns and travel to larger,

_ urban hospitals for treatment.

This situation is widely prevalent
today in non-urban, small-town
America. Many community hos-
pitals are experiencing an eroding
patient base, and when combined
with rising operating costs and
dwindling access to capital for
needed renovation, equipment
and physician recruiting, many
non-urban hospitals are looking
for alternatives to reverse these
downward trends. Consequently,
a significant acquisition market
exists in non-urban America
for HMA. In essence, while the
market for health care grows
virtually in lockstep with popula-
tion and favorable demographic
increases. the opportunity to
provide medical services in a
given geographic location de-
pends primarily on what health
care services have been available
in that community.

Health Management Associates, Inc.

HMA Markets

Certainnon-urban communities
hold significant promise for us. A
typical community is served by
an underperforming commu-
nity hospital and has expanding
populations of 30,000 to 400,000
residents, often with above aver-
age growth in the near-Medicare
or Medicare age demographic.
Seniors typically require sub-
stantially more health care than
the general population. With our
predominate focus on potential
acquisitions being in the South-
eastern and Southwestern United
States, we have also broadened
our focus to include other areas
of the nation where these proven
demographics are similar. Pres-
ently, we have identified approxi-
mately 300 communities that
meet our non-urban criteria.

Acquisitions

Last year, we completed the
largest transaction in the history
of the company by acquiring five
hospitals on November 1, 2003.
This transaction added a total of
1,061 licensed beds and marked
our first acquisition in Missouri.
Each hospital is located in a non-
urban community and has a
proven need for additional health
care services. They are:

® Harion  Regional Medical
Center, Tullahoma, Tennessee.
It is a 137-bed acute care
hospital with approximately 175
physicians on staff and serves
a growing population of nearly
85,000 residents.

® Seven Rivers Regional Medical
Center, Crystal River, Florida. It is
al28-bedacute-carehospital with
approximately 135 physicians on
staff and serves a non-urban area
with a growing population of
approximately 60,000.

» HMA’s newest replacement
hospital, Heart of Lancaster
Regional Medical Center
located in Lancaster,
Pennsylvania, opened on
August 1, 2004.










A HMA invests heavily in modern technology capable of more
thorough exams and earlier detection of many diseases and
injuries. As a result, patient care and outcomes improve.

® Poplar Bluff Regional Medical
Center, Poplar Bluff, Missouri. It
is a 423-bed, two campus acute
care hospital with approximately
140 physicians on staff, and it
has a primary service area of
approximately 81,000 residents.

® Twin Rivers Regional Medical
Center, Kennett, Missouri. It is a
116-bed acute care hospital with
approximately 57 physicians
on staff with a primary service
area of approximately 40,000
residents.

® University Medical Center,
Lebanon, Tennessee. 1t is a 257-
bed, two campus, acute care
hospital with approximately
165 physicians on staff and
serves a growing population of
approximately 105,000 residents.

Quality Drives Performance

HMA experienced outstanding
growth last year, largely because
it continued a long-standing cor-
porate mandate to place quality
ahead of all other considerations
in operating its hospitals. HMA’s
commitment to quality is the
surest way to revitalize under-
performing hospitals, and our
focus has been unfailing for the
past quarter century. Our vision
of quality goes far beyond the
basics of investing in the finest
equipment for our hospitals or
ensuring only the best materials
are used to build or remodel our
hospitals. It pervades every aspect
of our operations and includes
many proprietary operating sys-
tems that materially enhance our
physicians’ and nurses’ ability

rSuccessfuI health
care delivery is
driven locally. HMA
utilizes a decentral-
ized management
style with central-
ized financial con-
trols. Effective local
leadership teams
utilize a proprietary
management infor-
mation system to
efficiently improve

th lity of .
|t e quality of care

to deliver better care for our
patients in a given day.

he delivery of health care
Tservices is a local process,
and the success of that
local delivery is rooted in ef-
fective management and effi-
cient systems. Many of HMA’s
signature programs have been
designed to make the process
of delivering health care easier
for our physicians, which, in
turn, creates a more pleasant
experience for our patients. The
implementation, much less the
development, of these systems
would be prohibitively expensive
for many stand-alone non-urban
hospitals, yet when leveraged
across an increasing base of
HMA hospitals, our systems are
extremely cost effective.
Among the many systems we
introduce are:

® The Pulse System™ This is
Our proprietary management
information system. It provides
our local hospital management
teams with consistent informa-
tion needed to improve the
quality and efficiency of deliver-
ing health care. Included in this
system are accounting, business
office and certain clinical systems
that bring order to a hospital’s
operations and promote efficient

2004 Annual Report 9




A Spring Hill Regional Hospital, Spring Hill, Florida

use of resources. The Pulse
System™ is operational in each
hospital on the day we complete
an acquisition. This enables us
to more quickly and thoroughly
integrate each acquired hospital.

® Nurse First. This is a special
program for ER patients, which
ultimately can comprise ap-
proximately half of all hospital
admissions. Hence, it is critically
important that patients’ first im-
pressions are positive. Qualified
nurses with extensive emergency
medical expertise and a compas-
sionate manner are given special
training in ER duties. Nurse First
helpsreduce ER waitingtimesand
determine which patients require
more immediate attention.

® ProMed. This is a computer-
accessed diagnostic tool that helps
doctors assess a patient’s condi-
tion, formulate a diagnosis and
suggest a course of treatment.
When combined with the Nurse
First program, our hospitals have
been able to meet and often exceed
our internal goal of providing an
emergency department encounter
in two hours or less, which is 50 to
75 percent better than the national
average of five to six hours. Several
of our hospitals introduced a pro-
gram last year that guarantees a
wait time of no more than fifteen
minutes before patients are seen
and referred for diagnosis.

® MedKey™. This is a bar-coded
identification card that our
hospitals provide local residents,
free of charge. The card contains
relevant patient information that
streamlines the admission and
registration process, virtually
eliminating the process of
filling out forms, and, in certain
instances, can help speed medical
treatment. MedKey™ cards are
increasing rapidly as we promote
this program in each community
where we acquire a hospital. At
year-end, more than a million
cards were in use.

ur commitment to quality

also extends to the intangi-

bles, such as long standing
accounting standards that are
applied consistently in each of
our hospitals, thoroughness in
evaluating acquisitions, lasting
commitments to the communi-
ties we serve, and the care we
take when recruiting our physi-
cians, nurses and staff.

The effective combination of
our local management expertise,
centralized systems and quality
initiatives has enabled HMA to
quickly revitalize struggling hos-
pitals in non-urban communities.
These transformations are based
on an HMA history of expanding
employment and invigorating
local economies as community
perceptions improve and patient
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volumes increase. For us, deliver-
ing quality has proven to be the
only way to operate.

Promises Kept

When we seek to acquire
hogpitals, the potential sellers
have many legitimate concerns.
Community  leaders  worry
about loss of local control, the
timeframe in which our promises
to modernize their hospitals
will occur, as well as delicate
employment and staffing issues.
In essence, they want to know
how we plan to revitalize their
hospitals without disrupting
their communities.

Fortunately, we have a long
track record of success, and we
invite those concerned to consult
with the community leaders and
the hospital staffs of the hospitals
we have previously acquired.

Two questions are invariably
asked: “Did HMA live up to its
promises?” and “Did the quality
of health care improve following
HMA's acquisition?” The answers
to these questions have been
extremely flattering.

» Central Mississippi Medical
Center’s (Jackson, MS)
gamma knife is the only
gamma knife in the state
of Mississippi, and is
capable of effective, non-
invasive treatment of brain
abnormalities.
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Qurabilitytomakeacquisitions
is also enhanced by our financial
strength. Our offer to purchase
or our promise to subsequently
make  considerable  facility
upgrades is not conditioned upon
an ability to obtain financing. We
have the necessary resources on
hand, as well as a $600 million
line of credit to immediately
fulfill our commitments.

Decentralized Operations

Fears about the loss of local
control quickly resolve them-
selves  Dbecause of HMA's
operating style, which is some-
what unique in the hogspital
industry. We complement a de-
centralized management approach
with centralized financial con-
trols. We expect and insist that
the acquired hospital's local
leadership — its Chief Executive
Officer (CEQ), Chief Financial
Officer (CFQ) and Chief Nursing
Officer (CNO) — run their hospi-
tal's day-to-day operations. Addi-
tional resources and expertise are
available from the corporate of-
fice, and communication among
sister hospitals is encouraged to
exchange “best practices.”

e believe that hospital
issues should be ad-
dressed locally. HMA's

corporate staff numbers little
more than 120 employees, while
HMA's total employee count
companywide exceeds 28,000.
It is our belief that centralized
management slows down the de-
cision-making process and limits
the entrepreneurial advantages
of local leadership.

<« HMA's proprietary
physician access system
allows physicians to
securely review their
patients’ in-hospital
data and test results
wherever a physician
can access the Internet.

Physician Recruiting

The most effective solution
to reversing an eroding patient
base is to meet the needs of the
community by adding necessary
medical services. This requires
that we recruit physicians with
specialties and sub-specialties
currently unavailable at the
acquired hospitals. Further, phy-
sician recruiting is also necessary
to assist existing physicians with
increasing patient volumes.

Consulting with community
leaders and medical staff to de-
termine what new and advanced
medical specialties are needed
for their communities is a must.
Only then do we undertake re-
cruiting the needed physicians.

his type of consultation
Tis ongoing, It applies not

only to recently acquired
facilities, but also to our
established hospitals.

As with everything we do,
quality plays a very important
role in physician recruiting.
Without having state-of-the-art
facilities and equipment, it would
be very difficult to attract quality
doctors, even with a documented
need for the physician’s services.

One of the most attractive
benefits of joining the medical
staff at an HMA hospital is that
its modernized facilities enable
these doctors to practice the
kind of cutting-edge medicine
for which they were trained.

Other positive factors include
the opportunity to live and work
in smaller communities with
enjoyable standards of living
and a more attractive practice
environment when compared to
larger urban markets.

Last year we recruited 26%
more physicians to our hospitals
than in the prior year. In the past
five years, we have successfully
recruited well over a thousand
physicians. At year's end, the
number of practicing physicians
on staff at our hospitals was
approximately 8,200.

Nursing Staff

We have been successful in
managing the shortage of nurses
and the high turnover rates that
hospitals are facing today. We
achieved a marked reduction in
costly agency labor, improved our
skill mix balance and built strong
relationships by affiliating with
local nursing schools. We also
added innovative flexible sched-
uling programs and enhanced
our CNOs’ leadership skills. Our
RN turnover rate is now approxi-
mately half the national average,
while RN vacancy rates dropped
to 9 percent from more than 12
percent a year ago.

These initiatives improved the
workplace environment to such
an extent that HMA hospitals
have become the employer of
choice in our markets for both
entry-level nurses and seasoned
professionals.

xcellent leadership leads
Eto outstanding results, and

HMA's CNOs took advan-
tage of internal conferences to
share “best practices” and im-
prove their leadership skills.
This interaction led to career
advancement for some and the
generation of extremely positive
results. Recognizing the benefits
of a clinical HMA background,
five RNs were promoted to CEOs
or Chief Operating Officers of
our hospitals in fiscal year 2004,
and many HMA CEOs spent
some portion of their career in
nursing.

Capital Expenditures

During fiscal year 2004, we
invested $627 million to purchase
hospitals, construct replace-
ment hospitals, and upgrade
facilities. An additional $91 mil-
lion was invested to purchase
state-of-the-art, advanced diag-
nostic and treatment equipment.
Most of those capital expendi-
tures were financed internally
through cash flow generated
from operations. In the case of
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A Many community hospitals do not have access to the capital needed to invest in state-of-the-art
equipment. HMA’s financial resources allow our hospitals to invest in the necessary equipment for
physicians to comprehensively serve our communities.

the five hogpitals we acquired
last year, we borrowed $275 mil-
lion to complete that transaction
and repaid all $275 million with
internally generated cash flow
before year’s end.

Some of last year's major capital
expenditures were as follows:

® (Carlisle Regional Medical Cen-
ter, Carlisle, PA — Broke ground
for a new, $51 million, 151-bed
hospital that will replace an aging
facility HMA acquired in fiscal
2001. We also opened an 11,740
square foot, state-of-the-art out-
patient rehabilitation center.

® Central Mississippi Medical
Center, Jackson, MS — Purchased
a new mammography unit that
provides digital images that are
combined with a computer-aid-
ed detection system called “R2
Image Checker™” It is the most
advanced breast cancer diagnostic
unit in all of Mississippi.

¢ Charlotte Regional Medical
Center, Punta Gorda, FL — Pur-
chased a $1 million Lightspeed
computer tomography (CT) scan
system. Its speed reduces diag-
nostic times considerably, and its
enhanced images often eliminate
the need for exploratory surgery.

e Crawford Memorial Hospital,
Van Buren, AR — Doubled the
size of its ER and immediate care
clinic.

® East Georgia Regional Medical
Center,  Statesboro, GA —
Purchased a 3-Dimensional ENT
navigational system. It enables
surgeons to see their instruments
while performing delicate sinus
surgery. It is the first such system
available in the area.

¢ Harton Regional Medical Cen-
ter, Tullahoma, TN — Announced
a project to expand its critical
care unit, especially for cardiac
and neurosurgery patients.

14 Health Management Associates, Inc.

® Heart of Florida Regional
Medical Center, Greater Haines
City, FL — Completed an $11
million expansion to include
a 15-bed cardiac care unit, a
3-room endoscopy unit and
a separate same-day surgical
facility. We also installed a digital
medical imaging system that
replaces film. It provides a better
image and improves workflow
as images can be transmitted to
monitors wherever the physician
is located. We also opened a
hyperbaric oxygen center to
heal open wounds that do not
respond to traditional medical
treatment. This procedure is
particularly effective for diabetics
and patients with circulatory
problems.

» Spring Hill Regional
Hospital’s (Spring Hill, FL)
neonatal intensive care unit
provides critical access
services to premature and
at-risk infants.
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o Jamestown Regional Medical
Center, Jamestown, TN — Added
16,000 square feet to its surgery
facilities, including four surgery
suites, a six-bed pre-operative
area and a six-bed post-operative
area. We also opened a new
chemotherapy center, the first of
its kind in the area.

o Lake Norman Regional Medical
Center, Maoresville, NC — Opened
a renovated surgery wing that
includes additional space for
endoscopic  and  cystoscopic
procedures, as well as post anes-
thesia care.

® Lee Regional Medical Center,
Pennington Gap, VA — Opened a
cardiac catherization laboratory
and acquired a mobile MBI unitto
serve four counties immediately
west of the Roanoke area.

® Lehigh Regional Medical Cen-
ter, Lehigh Acres, FL — Equipped
a three-room suite for patients
suffering from sleep disorders.

® Medical Center of Southeastern
Oklahoma, Durant, OK—Planned
construction and renovation of
a 6,700 square foot progressive
care unit for patients needing
extra care upon release from the
hospital’s intensive care unit.

o Mesquite Community Hospital,
Mesquite, TX — Opened a new
14-bed psychiatric unit for geri-
atric patients. Currently expand-
ing the emergency department
by more than 18,000 square feet.

o Natchez Community Hospital,
Natchez, MS — Expanded its ER
facilities by 2,500 square feet.

e Northwest Mississippi Regional
Medical Center, Clarksdale, MS
— Invested $500,000 to renovate
and expand a 13,000 square foot,

» Oftentimes, specialty services like orthopedics
are lacking at community hospitals. In conjunction
with the local medical staff, HMA recruits specialty
physicians to meet the community’s needs and

expand services.

33-bed telemetry unit to monitor
cardiac and other critical care
patients.

® Paul B. Hall Regional Medical
Center, Paintsville, KY — Set
up a hyperbaric oxygen center
similar to the unit we opened at
our hospital in Greater Haines
City, FL.

® River Oaks Hospital, Flowood,
MS — Opened a new 14-bed
short stay unit.

¢ Riverview Regional Medical
Center, Gadsden, AL — Opened a
new 10-bed chest pain center.

® Sandhills Regional Medical
Center, Hamlet, NC — Installed
a GE Lightspeed CT Scanner that
provides multiple, wafer-thin
images of a patient’s anatomy in
seconds.

® Santa Rosa Medical Center,
Milton, FL — Opened an
adjacent medical office building.
Planned construction on an
expanded physical rehabilitation
center to treat recovering cardiac
and pulmonary patients. We
also opened a diagnostic and

treatment center for sleep
disorders.
® Sebastian  River — Medical

Center, Sebastian, FL — Invested
$3.1 million to renovate and
equip a new and expanded ER
facility.

® Twin Rivers Regional Medical
Center, Kennett, MO — Opened
a new gastrointestinal suite
adjacent to its OR only 3 months
after this hospital was acquired
during fiscal 2004.

e Walton Regional Medical
Center, Monroe, GA — Installed
a state-of-the-art Phillips ICU/
Telemetry monitoring system
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and a new ultrasound unit for its
Women's Center.

® Yakima Regional Medical
& Heart Center, Yakima, WA
— Began a 14,000 square foot
expansion of the Emergency
Department adding 21 telemetry-
monitored beds. We also added
a technologically advanced
MRI unit, making it the only
hospital-based unit in the area.

Added Services
Inaddition to brick and mortar
renovations and new equipment
purchases, our hospitals also
added the following health care
services last year:

® Natchez Community Hospital,
Natchez, MS and Riverview Re-
gional Medical Center, Gadsden,
AL — Opened heartburn centers
to treat acid reflux disease, which
affects approximately 30 percent
of the U.S. population and can be
a precursor to stomach cancer.

® Heart of Florida Regional
Medical Center, Greater Haines
City, FL — Introduced minimally
invasive SeedNet™ cyrogenic
treatment procedure to freeze and
destroy prostate cancer cells.

® Rankin  Medical  Center,
Brandon, MS — Commenced a
hospitalist program.

® Santa Rosa Medical Center,
Milton, FL and Walton Regional
Medical Center, Monroe, GA
— The American Diabetes As-
sociation awarded “Recogni-
tion Status” to both hospitals’
Diabetes Education Programs.

® Sebastinn  River  Medical
Center,  Sebastian, FL —
Introduced medical services

to diagnose and treat Fabry's
Disease, a debilitating illness




that strikes one in 40,000, usually
males. This service illustrates our
commitment to providing health
care to our residents, despite the
rarity of the disease.

Benchmarks of Quality

The Joint Commission on
Accreditation of Health Care
Organizations (JCAHO) is an in-
dependent, not-for-profit organi-
zation, established more than 50
years ago. JCAHO is governed by
a board that includes physicians,
nurses, and consumers. JCAHO
sets the standards by which
health care quality is measured in
America and around the world.
JCAHO evaluates the quality
and safety of care for more than
15,000 health care organizations.
To maintain and earn accredita-
tion, organizations must have
an extensive on-site review by a
team of JCAHO health care pro-
fessionals, at least once every
three years. The purpose of the
review is to evaluate the orga-
nization's performance in areas
that affect patient care.

Lastyear,theJCAHO examined
six HMA hospitals and awarded
all of them the JCAHO Gold
Seal of Approval™. All of HMA’s

hospitals are JCAHO accredited,
and these accreditations confirm
the improvements in health care
delivery we provide after we
acquire a hospital.

Patients’ Appraisals

We also solicit our patients’
thoughts regarding the quality of
caretheyreceived inour hospitals.
Upon discharge, each patient
receives a detailed questionnaire
that covers a wide variety of
services, including (among other
things) the admissions process,
the time nurses spend with them,
the response to their concerns,
and the quality of food. Last year,
our patients gave us an average
score of 96 on a 100-point basis.

These opinion surveys become
a routine quality check for
every hospital. The slightest
deviation is noted in a timely
manner, and corrective action
taken immediately. In fact, these
appraisals are monitored more
closely by senior management
than any other statistical quality
data provided.

Hospital Honors
The quality of our hospitals is
also recognized by other health

HMA’s mission is
to meet or exceed
the expectations of
our physicians and
patients, which

we believe is the
truest definition of

quality.

I

care organizations. Qur Yakima
Regional Medical & Heart Center
in Yakima, Washington, was
named one of the “Top Five
cardiac hospitals on the entire
West Coast by Money Magazine
last year. It based its award on the
findings of the highly-respected
HealthGrades, Inc,  which
provides health care patient
outcome data for our industry.

Solucient, Inc, a prestigious
national health care rating
agency, named three HMA
hospitals to its list of the “Top
100 Hospitals” in the US.—
Florida's Pasco Regional Medical
Center in Dade City received the
recognition for general acute care
hospitals and Charlotte Regional
Medical Center in Punta Gorda,
and Yakima Regional Medical
& Heart Center in Yakima,
Washington ~ received  this
distinction for cardiac services.

Mid-America Transplant Ser-
vices gave a special award to our
Poplar Bluff Regional Medical
Center in Poplar Bluff, Missouri,
for its commitment to the field of
organ and tissue donations. More
than 600 individuals received do-
nations last year, which enabled
them to live quality lives.
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» The State of Florida
witnessed the landfall of
four hurricanes during the
summer of 2004. We are
grateful for the generosity
of those who donated
relief supplies and for the
dedication and sacrifice
displayed by HMA's
physicians and employees
to treat the scores of storm
battered victims who sought
shelter at our hospitals.

Community Benefits
It's a win-win proposition when-
ever HMA acquires a hospital,

¢ HMA's acquisitions can add
significantly to a community’s
tax rolls as previously non-tax
paying hospitals become tax
payors under HMA's ownership.

¢ Apart from the change in tax
status, HMA typically expands
employment opportunities over
the course of time and rejuve-
nates the local economic base
through new physician recruit-
ment and introduction of related
health care businesses. Within
several years, an HMA hospital
often becomes one of the largest
employers in the community.

¢ An HMA hospital's local board
of directors no longer has to
risk community funds to pro-
vide health care or make needed
capital improvements. These
resources are provided by HMA,
which has significant resources
and a track record of materially
improving the health care qual-
ity of every hospital it has ever
acquired.

¢ Even though ownership is
transferred, HMA's decentralized
approach and local board of
directors helps ensure the
hospital will remain a community
hospital. The hospital's name
retains a flavor of the local
community and does not carry
the HMA name or logo.

® Proceeds paid by HMA for
the hospitals we purchase are
used to establish community
foundations that have funded
local health care services, town
centers, and various community
projects.

Last year, the Indian River
Chamber of Commerce named
our Sebastian River Medical
Center in Sebastian, Florida,
its “Company of the Year.” In
recognition, the chamber of
commerce cited Sebastian River
Medical Center's local payroll
of $20 million, a 20 percent
increase in employees, a $1.8
million positive impact from
taxes, $2.3 million provided for
indigent care, $1.7 million in
community purchases, and $2.5
million in capital improvements.
Notice was also made of $85,000
received from charitable gifts,
the involvement of more than
30 hospital staff and employees
in community organizations and
local boards, and the hospital's
commitment to community
health care education via health
fairs, free medical screenings and
support groups.

ynomeansisthishospitalan
Bexception, Every HMA hos-

pital gives back generously
to its community. Collectively,
our hospitals raise several mil-
lion dollars each year for various
charities. For example, Midwest
Regional Medical Center raised
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$54,000 in a single fundraising
night for the American Heart
Association,

Other examples of employee
efforts are the delivery of meals
to the elderly, participation in
community health fairs, fun runs
to raise money for local charities,
bake sales, raffles, picnics, blood
donation drives, and job fairs.
In addition, countless numbers
of physicians, nurses and staff
gave generously of their time by
coaching various youth teams
and serving on various local civic
and philanthropic organizations.

MA’s Florida hospitals wit-
HneSSed devastation during
the fourth quarter of fiscal
year 2004 with the direct landfall
of four hurricanes. Despite the
destruction of their own personal
property, HMA's physicians and
employees worked tirelessly to
protect our patients and treat
the victims of these storms under
very stressful conditions. In the
wake of the storms, these same
heroes led drives to gather hur-
ricane relief supplies and then
distribute them to those in need.
The delivery of high quality
health care close to home will re-
main HMA’s mission, and when
combined with management ex-
pertise, proprietary information
systems and strong financial re-
sources, non-urban communities
throughout the United States will
continue to reap the benefits. m




CORPORATE
GOVERNANCE

» Board of Directors (left to right): Kent P.
Dauten, William E. Mayberry, William J.
Schoen, William C. Steere, Jr., Joseph
V. Vumbacco, Randolph W. Westerfield,
Donald E. Kiernan and Bobert A. Knox.

ecognizing thateffective cor-
Rporate governance begins at

the top, the Board of Direc-
tors and senior management con-
tinue to secure the confidence of
our shareholders, customers and
employees by strictly adhering to
the principles and standards set
forth under the Sarbanes-Oxley
Act. HMA continues to build
upon a long history of strong cor-
porate governance and financial
disclosure and integrity.

During fiscal year 2004, the
Board and senior management
began the process to conform to
the requirements of Section 404
of the Sarbanes-Oxley legislation.
This section closely examines a
company's internal controls and
the procedures set forth to ensure
clear and effective financial re-
porting. HMA must be compliant
with the requirements of Section
404 during its fiscal year ending
September 30, 2005.

The Board meets at least four
times a year, and delegates spe-
cific responsibilities to the fol-
lowing board committees: Audit
Committee, Compensation Com-
mittee, Corporate Governance
and Nominating Committee and
an Executive Committee. In ad-
dition, the Board has adopted a
Code of Buginess Conduct and
Ethics to govern the conduct of
all employees, officers and non-
employee board members.

Audit Committee
The Audit Committee assists
the Board in the oversight of the

accounting and financial report-
ing processes, compliance pro-
gram, internal control procedures
and independent audits of HMA's
financial statements. This com-
mittee i3 comprised of four in-
dependent Board members, with
at least one of whom is deemed
a financial expert, and is required
to meet a minimum of four times
a year. During fiscal year 2004, the
audit committee met eight times.

Compensation Committee
The Compensation Commit-
tee has direct responsibility for
reviewing and approving HMA's
goals and objectives relevant to
the compensation of the Chief
Executive Officer and other ex-
ecutive officers, and the evalua-
tion of these executives in light of
those goals and objectives. This
committee is comprised of three
independent Board members and
is required to meet a minimum
of three times a year. During fis-
cal year 2004, the compensation
committee met four times.

Corporate Governance and
Nominating Committee
The Corporate Governance and

Nominating Committeeis charged

with shaping HMA's corporate

governance. In addition, this
committee is charged with en-
hancing the quality of the Board
by identifying and recommending
qualified individuals to become
directors. This committee is com-
prised of three independent Board
members and is required to meet
a minimum of three times a year.

During fiscal year 2004, the corpo-
rate governance and nominating
committee met four times.

Executive Committee

The Executive Committee is
empowered to take actions and
have such responsibilities as the
Board may determine from time
to time, except for matters that
are the responsibilities of anoth-
er committee. This committee is
comprised of five Board mem-
bers and will meet such number
of times per year as the Board
may determine.

Our philosophy is that HMA
does not stand apart from soci-
ety; we are an integral part of the
communities we serve, and the
collective policies and actions of
each HMA hospital and employ-
ee must constantly seek to assure
HMA's reputation by conducting
business in a manner that is con-
sistent with the highest ethical
standards and in compliance
with all applicable laws.

To obtain additional infor-
mation pertaining to HMA's
corporate governance, including
Board committee charters, Cor-
porate Governance Principles,
and the Code of Business Con-
duct and Ethics, or to obtain
information regarding commu-
nicating directly with the Board
of Directors, interested parties
and shareholders can visit the
Corporate Governance Section
of the Investor Relations area of
HMA's website located at http://

www.hma-corp.com. ®
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HOSPITAL LOCATIONS
(at December 1, 2004)

Alabama Missouri

Riverview Regional Medical Center, Gadsden Poplar Bluff Regional Medical Ctr., Poplar Bluff
Stringfellow Memorial Hospital, Anniston Twin Rivers Regional Medical Center, Kennett
Arkansas North Carolina

Crawford Memorial Hospital, Van Buren Davis Regional Medical Center, Statesville
Southwest Regional Medical Center, Little Rock Franklin Regional Medical Center, Louisburg

Lake Norman Regional Medical Ctr., Mooresville

Florida , . .

Brooksville Regional Hospital, Brooksville Sandhills Regional Medical Center, Hamlet
Charlotte Regional Medical Center, Punta Gorda Oklahoma

Fishermen’s Hospital, Marathon Medical Center of Southeastern Oklahoma, Durant
Heart of Florida Regional Medical Center, Midwest Regional Medical Center, Midwest City

Greater Haines City
Highlands Regional Medical Center, Sebring
Lehigh Regional Medical Center, Lehigh Acres
Lower Keys Medical Center, Key West
Pasco Regional Medical Center, Dade City
SandyPines, Tequesta

Pennsylvania

Carlisle Regional Medical Center, Carlisle

Heart of Lancaster Regional Medical Center,
Lancaster

Lancaster Regional Medical Center, Lancaster

Santa Bosa Medical Center, Milton South Carolina
Sebastian River Medical Center, Sebastian Carolina Pines Regional Medical Ctr., Hartsville
Seven Rivers Regional Medical Ctr., Crystal River Chester Regional Medical Center, Chester
Spring Hill Regional Hospital, Spring Hill Upstate Carolina Medical Center, Gaffney
University Behavioral Center, Orlando T

ennessee
Georgia Harton Regional Medical Center, Tullahoma
East Georgia Regional Medical Ctr., Statesboro Jamestown Regional Medical Ctr., Jamestown
Walton Regional Medical Center, Monroe University Medical Center, Lebanon
Kentucky Texas
Paul B. Hall Regional Medical Center, Paintsville Medical Center of Mesquite, Mesquite
Mississippi Mesquite Community Hospital, Mesquite
Biloxi Regional Medical Center, Biloxi Virginia
Central Mississippi Medical Center, Jackson Lee Regional Medical Center, Pennington Gap

Madison Regional Medical Center, Canton

Natchez Community Hospital, Natchez

Northwest Mississippi Regional Medical Ctr., Clarksdale
Rankin Medical Center, Brandon

Riley Hospital, Meridian West Virginia

River Oaks Hospital, Flowood Williamson Memorial Hospital, Williamson
Woman's Hospital at River Oaks, Flowood

Washington
Toppenish Community Hospital, Toppenish
Yakima Regional Medical & Heart Center, Yakima
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REPORT OF MANAGEMENT/FORWARD LOOKING STATEMENTS

To Our Shareholders and Other Interested Partres .
Health Management Assoc1ates Inc. '
_The management'of Health Management Associates Inc, (the Company )is responsrb e for the preparatron ‘
presentation, and integrity of the.consolidated ﬁnancral statements and other information included in this annual
report. The ﬁnanc1al statements have been prepared by the. Company in accordance wrth U.S. generally accepted
accountmg prlncrples and, as such include amounts based on management’s best estrmates and udgements

’ 'The ﬁnancral statements have been audrted by Ernst & Young LLP, 1ndependent regxstered pubhc accounting
firm. Their audits were made in accordance with the sstandards of the Public Company Accounting. Oversight -
Board (United:States) and included such reviéws and tests of the Company s internal accountmg controls as they
consrdered necessary. o : :
The compa‘ny maintains a system of internal accounting controls designed to-provide reasonable assurance at
.- reasonable cost that Company assets are protected- agamst oss or unauthorized use: and that transactrons and
' events are properly recorded - : S
The Board of Drrectors through its Audit Committee, comprrsed solely of 1ndependent drrectors who are not
-employees of the Company, meets with management and the independent regrstered public accounting firm to
assure that each is properly discharging its respective responsibilities. The independent registered public accounting
" firm has free access to the Audit Committee, without management present, to discuss the results of their work and
thelr assessment of the adequacy of 1nternal accountmg controls and the quallty of financial reportmg )

B Forward Lookmg Statements : .
Certam statements contamed in this report 1nclud1ng vxnthout hmrtatron statements contamrng the words
“believes,” “anticipates,” “intends,” “expects” and words of sirnilar 1mport constitute “forward looking statements”
_ within the meaning of the Private Securities Litigation ReformAct of 1995. These statements may include proj ections-
~ of revenues, income or loss, caprtal expenditures, capital structure, or other ﬁnancral items, statements regarding the
plans and ob]ectrves of ménagement for future operations, statements of future economic performance, statements
of the assumptions underlying or relating to any of the foregomg statements, and.other, statements whrch are other
' ‘than statements of hrstorrcal fact -

Staternen_ts made through this report are based on current estimates of future events, and the Company has'no

' obligation to update or correct thege estimates. Readers are cautioned that any such forward looking statements
are not guarantees of future performance and 1nvolve risks and uncertainties, and that actual results may differ .
materlally as a result of these various factors. : : :

S WM £ M

joseph".V'. Vumbacco - ' o : ‘Robert E. Farnham
 President and Chief Executive Officer .~ . Senior Vice President and "

. - . . Chief Financial Officer -
Lo October 29, 2004 - R
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REPORT OF INDEPENDENT REGISTERED PUBLIC A.CCQ\U_NTIN‘G FIRM

Board of Directors and Shareholders -
Health Management Associates, Inc.’

‘We have audited the accompanying consolidated balance sheets of Health Management Associates, Inc. as
of September 30, 2004 and 2003, and the related consolidated statements of income, stockholders equity, and
cash flows for each of the three years'in the period ended September 30, 2004. These financial statements are
the responsrblhty of the Company's management Our responsrbrhty is to express an oprmon on these financial .
- staternents- based on our audrts - I : T
~ We conducted our audrts in accordance with the standards of the Public Company Accountmg Qversight Board .
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about '
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.’ An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
B financial statement presentation. We believe that our audits provide a- reasonable basis for our oplnlon :

. In our opinion, the financial statements referred to above present fairly, in aH material respects, the consohdated
" financial position of Health Management Associates, Inc. at September 30, 2004 and 2003, and the consolidated

~ results of it5 operations and its cash flows for each of the three years in the perlod ended September 30, 2004, in
. conformity with U.S. general y accepted accounting pnncrples

éwn;ctf ; LLP

Ernst & Young LLP ‘
Certified Public Accountants :

N Tarnpa Florida .

- October-29, 2004, except for
Note 13, as to which the date is November 30 2004 .
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CONSOLIDATED BALANCE SHEETS
(rn thousands)

. Ses accornpanying notes.
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September 30,
_ 2004 - 2003
Assets’ ' ‘
Current assets: L ‘ :
" Cash and cash equrvalents , $ 112,946 . $ 395338
- Accounts receivable, less allowances for doubtful accounts e
of $186,439 and $151 015 at September 30, 2004 : .
~ and 2003, respectively . . 588, 046‘ 492 787
Accounts receivable — other - -~ 38,1038 34,467 -
~ Supplies, at cost (first-in, first-out method) 78,927 ?65,342
Prepaid expenses and other assets 80,215 - 57,905
. Restricted funds 16,852 . 17 470_
Deferred income taxes 26,505 - 30,027
- Jotal current assets . . 941,594 1,093,336 .
” Property, plant and equipment: I :
- Land and improvements | - 116,489 - 94,141
. Buildings and improvements 1,276,180 1,077,638
Leaseholds 132,184 116,327
Equipment 767,718 - 617,818
Constructron in progress 81,630 . 77,227
2,374,201 1,983,151
Less accumulated depreciation and amortrzatlon : © (681,500) {555,436)
Net property, plant and equipment . 1,892,701 - - 1,427,715
Restricted funds : 55,942 - 15,924
Excess of cost over acquired net assets, net 748,156 397,825
Deferred tax asset 22,142 31,039
" Deferred charges and other._assets - 46,753 44,687
: - : ' $3,507,288 . $3,010,526
~Liabilities and Stockholders’ Eqmty ' ‘
“Current liabilities: e y
" Accounts payable $ 140695 $ 136,136, -
Accrued payroll and related taxes 62,119 48,560
Accrued expenses and other liabilities 91,5638 58,051
Due to third party. payors , 9,573 10,019 .
Income taxes - currently payable - 3,500 © 5,400
Deferred income taxes - 2,964 -
~.Current maturities of long-term debt 19,742 9,447
Total current liabilities 320,131 . 1 267,613
Deferred income taxes - .- 143,760 80,023
Other long-term liabilities . 96,808 83,752
Long-term debt 925,518 - 924,713
 Minority.interests in consohdated entrtres 43,066 37,350
~ Stockholders’ equity: - ~ ' '
Preferred stock, $.01 par value, 5,000 shares authorrzed - -
Common stock, Class A, $.01 par value, 750,000 shares authorized,
265,981 and 262,705 shares issued at September 80 2004 S
“and 2003, respectively 2,660 - 2,627
Additional paid-in-capital 445,270 399,782
'Retained earnings 1,830,736 - 1,535,322
B ‘ . _ 2,278,666 . 1,937,731
Less: treasury stock, 22,500 shares at j N '
- September 30, 2004 and 2003 respectlvely ~(3800,656) :  -(300,656) -
- .Total stockholders equrty 1,978,010 . @ 1,837,075 -
$3,507,288

$3,010,526




CONSOLIDATED STATEMENTS OF- INCOME

- {in thousands except per share amounts)

. Year ended SeptemberSO, .
2004 . . 2003 o . 2002

Nt patient senvice revenue - © . $3205,885  $2,560,576  $2,262,601
-Costs and expenses , Coe " ) _ E | S o
Salaries and benefits. .0+ 1,250,850 - - 989,075 .0~ 874,729

. Supplies and other e - 956,891 .. 741,487 0. 650,852
. Provision for doubtful accounts - - 240,074 - 186,826 172,430

_ Dépreciation and amortlza‘uon I 134,915 109,864 . - 95328

Rent expense - R - : 65,766 50,401 47,048
Interest, net - : S . 16,184 14918 15,643

Writeoff of deferred financing costs - = .4,931 —-

- Total costs and expenses . 2,673,689 2,097,499 1,855,930
.Income before mlnonty 1nterests and income taxes 532,196 . 483,077 406,671
rM[nonty interests in earnmgs of consohdated E L - L

entctles N v - - 5716 - 4.341 - 1,009

"‘Income before income taxes .. 526480 458736 - 405662
P.rovisiOn»for“ income taxes .~ . -~ L '201‘,38‘1‘ 175,312 L159;226‘
Net income L. o T g 325099 | § 283424  $ 246436
Net.ncome pershare ', RS S Co T

Basic - o o 0% 134 - $ 119 $ -1.02

‘Dlluted, o R % 132 . § 118 $ .97
,Divi’dends‘persha‘re . e 12 % 08 .8 =
We;ghted average number of .shares outstandxng o T

Basic ~ . . 1 242,725 - 239,086. 0 241,298

_ Dlluted_\ e 246826 - ¢ 255,884 260,641

See accompanying notes.
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CONSOLIDATED STATEMENTS'OF STOCKHOLDERS' EQUITY

{in thousands)

" Common Stock

‘Additional "

See accompanying nofes.

26 Health Management Associates, Inc.

o Par ~ Paid-in Retained Treasury
. - ‘ Shares Value Capital .Earnings Stock.
Balance at September 30, 2001 258,074 . $2,581 $340,192 $1,025,147 $(114,271)
Exercise of stock options and . e '
. issuance of stock incentive . Coe
plan shares . . 2,993 30 14629 - - -
Income tax benefit from exercise ‘ ‘ B
of stock options and issuance , o
of stock incentive plan shares - — - 18,393 — —
.. Purchase of treasury stock, at cost —. - - . —- (186,385)
Net income ; - — — 246,436 - =
Balance at September 30, 2002 261,067 2,611 373,214 1,271,583 (300,656)
Exercisé of stock options and ' ' - -
issuance of stockincentive . SR
planshares™ - - 1,638 - 16 21,248 — -
Income tax benefit from exercise ‘ ‘
.. of stock options and issuance
‘of stock incentive plan shares ' —_ — 5,320 : — —
- Dividends declared _ . — — - {(19,685) -
Net income : ' — — — . 283,424 —
Balance at September 30, 2003 262,705 2,627 399,782, 1,535,322  (300,656)
Exercise of stock options and T : - S
issuance of stock incentive - e - . :
plan shares . - Y © 32760 38 27,356 " - - -
Income tax benefit from exércise -~ T T
of stock options and issuance of I
~ stockincentive plan shares, . = — — - 18,132 R —
~Dividends declared = - = (29,685) —
- Netincome - — - 325,099 —
- Balance at September 30, 2004 265,981 $2,660° $445270 $1,830,736 $(300,656)




_ CONSOLIDATED STATEMENTS OF CASH FLOWS ‘

(in thousands)

Year ended September 30, . -

| 2004

| See accompanyinig notes.

'$- 36,179

2003 t2002
" ‘Cash flows from operating actlwtles . e _ B
Net-income : $ 325009 = $ 283424 - $ 246,436
AdJustments to reconcne net income to net cash T ' ‘
provided by operating activities: ' ‘ A . - s 0
- Depreciation and amortization- : ﬂ34,91-5 109,864 ~ 95,328
.~ Provision for doubtful accounts 240,074 . .186,826 172,430 .
: I\/I|nor|ty interest in earnlngs of consolldated ‘ R R
entities” - - - " 5,716 4,341 1,008
(Gain) loss on sale of flxed assets . (2,346) - . .(826) - B2
~* Change in deferred income taxes 79,120 37,057 . '(8,585)
- Writeoff of deferred financing costs — 4,931 —
Changes in assets and liabilities, net of effects_

- of acquisitions: . ) _ ~ =L -
Accounts. recelvable . (343,868)--  (265,830) - - ;(209';972)
Supplies . © (6,783) .(8973) . (4,656)

" Prepaid expenses and other asssts - (21,740) . (38,883) . 479
- Deferred charges and other assets {4,628) T 2,168 (1,035) .

. Accounts payable - 212 5,666~ - 29,746

. Accrued expenses and other liabilities 3,208, (6,504) . 7,915
“Income taxes ~ currently payable 16,232 (609) - 28,260

" Other long-term liabilities 32,791 - “15610- - - (3,281) -

‘Net cash prowded by operatang actlvmes : 458,002 ... 333,862 . ' 354,136
) Cash flows from investing actlvmes -
"+ Acquisition: of fadilities, net:of Cash acquwed and T ) B '
purchase price adjustments . : (5617,944) (126,477) 1(300,179) . .
Additions to property, plant and equipment (201;660) . " (165,571) . (116,047
. Proceeds from sale of property, plant and ' o o .
: equupment - 110,304 . 1,260 41,074 .
- Proceeds from sale of minority mterests |n ‘ C
* consolidated-entities : ' ‘ = . = '~ - 32,000
Net cash used in |nvsst|ng actmttes {709,300) - .- (290,788). (343,152) -
: "Cash flows from f'nancmg activities: T e PR
 Proceeds from long-term borrowmgs $ 288936  $ 575805 -3 479,314
. Principal payments on debt ' " (288,230} " (318,318) - '(263,482)
~Increase in restricted funds- v (39,400} = - (29,316) (395)
Purchase of treasury’ stock, at cost . : = - — (186,385)
Proceeds from issuance of common s stock 27,389 21,264 14,689
Payment of interest on debentures . — (1,222) (1,222)
~ Payment of dividends ‘ - (19,789) . ’(19,685) - : -
Net cash {used in) prowded by financing act|vmes ‘ (31,094) 228,528 42,489
- Net (decrease) increase in cash and S S : o
- cash equxvalents ’ {282,392) - 271,602 © 53,473
- Cash and cash equivalents at beg:nnlng of year - - 395338 "123,736 70,263
Cash and cash equwalents at end of year -$ 112,946 $ 395338 $ 123,736
‘ Supplemental schedule of noncash
" investing and financing activities: . : ! oo ) ) .
Fair value of assets acquired (sncludlng cash) U$ 552,964 $ 182,419 - $ 292,456
Conslderatlon Cash paid 516,785 119,136 291,435
c Llabmtles assumed

$... 1,021

$ 1.3,283.-
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"NOTES TO CONSOLIDATED: FINANCIAL STATEMENTS

September 30, 2004

1.

Business and summary of significant accountmg policies

Health Management Associates, Inc. (the “Company”), through its subsidiary companies, substantially all of whrch
are wholly-owned, provides health care servicesto patients in owned and leased facilities primarilyin the southeast
and southwest United States. The Company consrstentlv applies the following significant accounting policies:

a. Principles of consolidation. The consolidated financial statements include the accounts of the Company
- and its subsidiaries, all of which are controlled by the Company through majority voting control. All significant

intercompany accounts and transactions have been elrmmated

" b. Cash equivalents. The Company considers all hlgh liquid investments purchased with a maturity of less’

than three months to be cash’ equlvalents The Company's cash’ equrvalents consrst principally of rnvestment
grade 1nstruments

¢. Property, plant and equipment. Property, plant and equipment are carried at cost and include major
expenditures which increase their values or extend their useful lives. Depreciation and 7amortization are.
computed using the straight-line method based on estimated useful lives. Estimated useful lives for buildings
and improvements range from twenty to forty years and for equipment range from three to ten years. Leaseholds
are'amortized on a straight-line basis over the terms of the respective leases. Depreciation expense was $129.6
million, $105.0 million and $91.9 million for the years ended September 30, 2004, 2003 and-2002, respectively.

d. Excess of cost over acquired riet assets, net and deferred charges and other assets. Prior to October )

. 1,2001, excess of cost over acquired net assets (goodwill) had been amortized on a straight-line basis over
- lives ranging from three to twenty-five years. As of October 1, 2001, the Company adopted the provisions of

Statement of Financial Accounting Standards ("SFAS”) No. 142, Goodwill and Other Intangible Assets (‘SFAS

- No. 142"): SFAS No. 142 requires that goodwill and intarigible assets with indefinite useful lives no longer be .- -

amortized, but instead be tested for impairment at least annually in accordance with the provisions of SFAS

- No. 142. The transition provisions of SFAS No. 142 required the completion of a transitional impairment test

within six months of adoption of SFAS No. 142. The Company tests goodwill annually for rmparrment There
was no goodwill impairment for the years ended September 30, 2004, 2003 or 2002.- E
* Deferred charges-and other assets consist principally of deferred financing costs and certain non-productive
assets held for sale. The financing costs are being amortized over the life of the related debt. The accumulated
amortization of deferred financing costs was $1.6 million and $2.5 mrlhon at September 30, 2004 and 2003,
respectively. ’ :

Certain long-lived assets may become 1mpa1red requrnng awrite down of the assets to their estimated fair-
values. The Company periodically reviews future cash flows related to these assets and, if necessary, will reduce

. such assets to therr estimated fair values.

e. Use of estimates. The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management of the Company to make estimates and assumptions that affect
the amounts reported in the consohdated ﬁnancral statements and accompanyrng notes. Actual results could
differ from those estimates. . <

[ Net patient service revenue and cost of revenue. The Company recognizes gross patient service charges on
the accrual basis in the period that services are rendered. Net patient service revenue represents gross patient
service charges léss provisions for contractual adjustments. Approximately 58%, 57% and 59% of gross patient )
service charges for the years ended September 30, 2004, 2003 and 2002, respectively, related to services rendered
to patients covered by the Medicare and Medicaid programs. Payments for services rendered to patients covered

- by these programs are generally less than billed charges. Provisions for contractual adjustments are made to

‘reduce the charges to these patients to estimated receipts based upon-the programs’ principles of payment/

reimbursement (either prospectively determined or retrospectively determined- costs). Final settlements
under these prograrnsare subject to administrative review and audit, and provision is currently made for
a'djustments which may result. Such adjustments were not material to the:Company’s operations for the years
ended September 30, 2004, 2003, and 2002. Laws, rules and regulations governing the Medicare and Medicaid
programs are extremely complex and subject to interpretation. As a result, there is a possibility that recorded
estimates may change in the future. Reveriues and receivables from government programs are significant to

- the Company’s operations, but the Company does not believe that there are significant credit risks associated
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The Company grants credit without collateral to. its patients, most of whom are local 0 the area where the
hospitals reside and are insured under third- -party payor agreements. The Company does not charge interest on

accounts recetvable. The credit risk for non-government program concentrations of receivables is limited dueto -

the large number of insurance comipanies and other payors that provide payments for services. ‘Accounts receivable

* arereported net ofan'estimated allowance for uncollectlble accounts in the accompanymg consohdated financial

statements. - : : :

Estimates.for contractual aHowances under managed care health p ans are based pnmanly on the payment
térms of contractual arrarigements such as predetermmed rates per dlagn051s pet diem rates or discounted fee
for service rates. :

_ Net patient service revenue s presented net of] provisions for contractual adjustments of approx1mately $7, 456

- million; $5,427 million and $4,121 million for the years ended September 30, 2004, 2003 and 2002, respectively,

- in the accompanying consolidated statements of income. In the ordinary course of business, the Company
renders services in its facilities to patients who are financially unable to pay for their hospital care. Charges .
forgone, based on established rates, due to the provision of care to patients who were ﬁnancxally unable to pay
amounted to approximately $421.2 milli ion, $279 3 mﬂhon and $172.9 million for the years ended September 30
2004, 2003, and 2002, respectively.

“The ‘Company's presentation- of costs and expenses does not dlfferentlate between cost of revenues and

- non-cost of revenues because substantially all of the Company’s costs:and expenses are related to providing
health care sérvices. Furthermore, the Company believes that the natural classification of expenses is a more ’
meaningful presentation of the Company’s cost of doing business.. - o ’

g Accounts receivable and provision for doubtful accounts. The collection of receivables from third party -
payors and patients is the Company’s primary source of cash and-is critical to its operating perfortance. The
pnmary collection risks. relate to uninsured patient accounts and ‘patient. accounts for which the primary
insurance payer has paid, but patient responsibility amounts (generally deductibles and co-payments).remain
~“outstanding. Provisions for doubtful accounts are. estimated based primarily upon the age of the patients’
* account, the patierits’ economic ability to pay-and the effectiveness of collection efforts. Accounts receivable-
balances are routinely reviewed in conjunction with historical collection rates and other economic conditions -
which might ultimately affect the -collectibility of patient accounts when con51der1ng the adequacy of the
amounts recorded as allowances for doubtful accounts. Accounts receivable are written off after collection
efforts-have been followed ini accordance with the Companys pohc1es ‘Accounts written off as uncollectlble
_ are deducted from the allowance for uncollectible accounts while subsequent recoveries are netted against
provision for doubtful accounts expense. Significant changes in payer mix, business office operations, economic -
 conditions or trends in federal and state governmental health care coverage could affect the > Company’s scollection
of accounts receivable, cash flows and results of operations. »

h. Professwnal liability insurance claims. Accruals for self-insured professmnal liability nsks are determlned
using asserted and unasserted claims identified by the Company's incident reporting system and actuarlally—

determined estimates based both on 1ndustry and the Company's historical loss payment patterns and have .- ;

- been discounted to their present valie using a discount rate of 4.5%. Although the ultirnate settlement of these
accruals may vary-from these estimates, the Company believes that the amounts provided in the consohdated
financial statements are adequate. If actual payments of claims exceed the Company s projected estimates of

 claims, the insurance accruals could be materially adversel y affected.’ -

i. Restricted funds. Restricted funds consist primarily of investments held on behalf of the Company sinsurance
subs1d1ary to be used to pay losses and loss expenses of the insurance subsidiary. The current and long-term
- classification of these funds is based on the projected timing of the corresponding professional 1ab1hty claims
'payments These funds are primarily invested in debt securities and are recorded at historical cost, which -
, approx1mates fair market value in the accompanylng balance sheets (see N ote 9% '

" j.Minority interests in consolidated entltles The consolidated finaricial statementsinclude all assets, 11ab1ht1es

revenues and expenses of ma]orlty-owned but less than 100% owned, enitities controlled by the Company. -

AAccordlngly the Company has recorded minority interests in the earnings and equity of such entities.

k. Income taxes. The Company accounts for income taxes under SFAS No. 109 Accounting for Income Taxes
{("SFAS No. 109"). Deferred income tax assets and liabilities are determined based upon the difference between
* financial reporting and tax bases of assets and liabilities and are measured using the enacted tax rates and
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“NOTES TO CONSOLIDATED FINANGIAL STATEMENTS

Business and summary of significant accounting policies, continued

laws that will be in effect when the differences are expected to reverse (see Note 5). Management must make.
_estimates in recording the Company's. provision for income taxes, including.determination of deferred tax

assets and deferred tax liabilities and any valuation allowance that might be required against the deferred tax
asset. Management believes that future income will enable the Company to realize these benefits in the future ,

Therefore, the Company has not recorded a valuation allowance against the deferred tax asset.

The Company operates in multiple states with varying tax laws. The Company is subject te both federal and
state audits of tax returns. Management must make estimates to determine that tax reserves are adequate to
cover any potential audit adjustments. Actual results of audits, if any, could vary from the estimates recorded
by management. : : .

1 Earnings per share. Earnings per share is based on the weighted average number of common arnd common

equivalent shares (stock options and convertible debt) outstanding durin_g the periods presented. (see Note 7_)

m. Segrnentreporting The Company's business of providing health careservices to patientsin owned andleased

facilities comprises a single reportable operatlng segment under SFAS No. 131, Disclosures. About Segments of
an Enterprisé and Related Informatron

n. Physzczan commitments. The Company has comnntted to prov1de certain ﬁnanc1al ass1stance pursuant to -

recruiting agreements with various physicians practlcrng in the communities that the Company’s, various sub-

sidiaries serve. In consrderatlon fora physician relocating to.one of its communities in rieed of the phys1c1an s -

- services, the subsidiariés may advance money to the physician in order for such physician to establish his or her

practice. Sums committed to be advanced equaled approximately $25.7 million and $13.3 million as of Septem-

. ber 30,2004 and 2003. The actual amount of stich commitments is dependent upon the financial results of each
physrclan s private practice during the commitment period, which generally does not exceed twelve months. The

net amounts advanced under these recruiting agreements at the end of the commitment period are considered
loans and are generally forgiven pro rata over a period of 36 months contingent upon the physician continuing
to practice in the respective community. The Company expenses these advances on a straight-line basis as they

are pald over the commitment perlod N
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Stock compensatzon The Comparny has elected to follow Accountmg Principles Board Opmlon No. 25
Accountmg for Stock Issued to Employees ( "APB 25”). Under APB 25, since the exercise price of the Company’s

employee stock options equals the market price of the underlying stock on the date of grant, no compensation’ ~

expense is recognized. As a result, pro forma disclosure of alternative fair value accounting is required under
SFAS No. 123, Accounting for Stock-Based Compensation, utilizing an option valuation model.

. For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the
optlons vesting period. The Company's pro forma information is as follows (in thousands except per share data):

Year Ended September 30, A v . sooa . 2008 . 2002

* Netincome, as reported ~ - . $325000 $ 283424  $ 246436

Deduct: Total stock-based employee compensation
“expense determined under fair value based method

for all awards, netofrelatedtaxeffectS' . T 791y . (10208) | (i1,i75)
_Pro forma net income o ' . $ 313,308 - $ 273,218 - $ 235,261

Pro forma earn[ngs per share

Basic — as reported - $ - 3 119" - $ 1.02
Basic - pro forma %120 %8 1148 97
Diluted — as reported $ . 132 $ 113 ¢ 97
Diluted - pro forma' $ 128 § 1.08» Y

The falr value for these optrons was estimated at the date of grant using the Black Scholes optlon pricing

model with the following weighted-average assumptions for 2004, 2003 and-2002: (i) risk-free interest rate of .
,2.50%, 2.34%, and 4.60%; (ii) .4% dividend yield for 2004 and 2003, no-dividends for 2002; (iii)-volatility factor - - -
of the expected market price of the Company’'s common stock of .500, .529, and .536; (iv) and weighted-average”

expected lives of the options of 5 years. The weighted-average fair value of optlons granted in 2004 2003, and
2002 was $lO 13, $8 59, and $10.23, respectively.
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The Black-Scholes option valuation model-was developéd for usein estimating thefairvalueoftraded options
. which have no vesting restrictions and are fully transferable. In addition, option valuation models require the .
input of highly Subjective assumptions including the expected stock price volatility. Because the Company’s
‘employee stock options have characteristics s1gmﬁcan‘dy different from those of traded options, and because:.
changes in the subjective input assumpt1ons can materially affect the fair value estimate, in management’s ..
opinior, the existing models donot necessarily provide a reliable, smgle measure of the fair value-of its emp oyee
stock optlons . » : :

p. Recent accountmg pronouncements, In November 2002 the Fmanc1al Accounting Standards Board (the '
“FASB”) issued Interpretation No. 45, Guarantor's Accountmg and Disclosure, Requzrements Jor Guarantees,
Including Indirect Guarantees of Indebtedness of Others, an Interpretation ofFASB Statements No. 5, 57, and 107 .
and Rescission of FASB Interpretation No: 34 ("FIN 457). FIN 45 elaborated on the disclosures to be made by a

guarantor in its interim and annual financial statements about its obl 1gat10ns under certain guarantees that it -
has issued: It also clarifies that a guarantor is required to recognize, at the inception'of a guarantee, a liability for
the fair value of| the obligation undertaken in issuing the guarantee. The initial recognition and measurement
‘provisions of thisinterpretation are applicable, on a prospective basis; to guarantees issued or modified after

. -December 31,2002. The Company's adoptxon of FIN 45 did not have a matenal effecton 1ts consohdated ﬁnanmal

statements.
In ]anuary 2003, the FASB issued Interpretation No. 46, Consolidation of Varzable Interest Entltles an
_ interpretation of Accounting Research Bulletin No. 51 ("FIN 46"). FIN 46 requires the consohdatlon of entities -
* in which an enterprise absorbs a majority of the.entity's expected losses, receives-a majority of the entity's
g expected residual returns, or both; as a result of ownership, contractual or other financial iriterests in the entity.
“FIN 46 also requires disclosure about variable interest entities that a company is not required to consohdate but
in which it has a significant variable interest. The consohdatloh requirements of FIN.46 apply 1mmed1ately to
variable interest entities cfeated after January 31, 2003 and to existing entities in the first fiscal year or interim -
_ period ending after December 15, 2003. Certain of the disclosure requirements apply to all financial statements.

“issued after January 31, 2003, regardless of when the variable interest entity was established. The Companys o
. adoption of FIN 46 did nothave a material effect on its consolidated financial statements.

. OnJanuary 1, 2003, the Company adopted'SFAS No. 145 Rescission of FASB Statements No. 4 44 and 64,
Amendment of FASB Statement No. 13, and Technical Corrections (‘SFAS No.145”). SFAS No.145 rescinds SFAS
No. 4 Reporting Gains and Losses From Extinguishment of Debt. SFAS- No. 145 requires any gains or losses on
extinguishment of debt that do hiot meet the criteria in Accounting Principles Board Opinion No. 30 Report--
ing the Results of Operations - Reporting the Effects of Disposal of a-Segment of a Business, and Extraordmary,-; ‘
Unusual and Infrequently Occurring Events and Transactions for classification as an extraordinary item shall be -
classified in income from operations. The Company incurred a writeoff of deferred financing costs related to the
*early extingliishment of debt in the fourth quarter of the year ended September 30, 2003. This writeoff of deferred
financing costs loss was recorded in income-from operations pursuant to.the requirements of SFAS No. 145. )
In December 2002, the FASBissued SFAS No. 148, Accounting for Stock-Based Compensation—an amendmemf '
. of FASB Statement No. 123 ("SFAS No. 148”). SFAS No. 148 amends SFAS No. 123, Accountmg for Stock-Based

. Compensation to provide alternative methods of transition fora voluntary change'to the fair value based method -

of ‘accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure -
. 'Tequirements of SFAS No. 123 to require prominent disclosures in both annual and interim financial statements
~ about the method of accounting for stock-based employee compensation and the effect of the method used on *
reported results. SFAS No. 148 is effective for annuial and interim periods beginning after December 15, 2002.
The Company has elected not to change to the fair value based method of dccounting for stock-based employee -

compensation; therefore, the adoption of SFAS No 148 did not have an lmpact on the Company's consohdated‘ o

* financial position or consolidated results of operatlons :
;  On September 30, 2004, the Emerging Issues Task Force (“BITF’ ) affirmed its previous consensus regardmg
Issue 04-8, The Effect of Contingently Convertible Debt on. Diluted Earnings Per Share. The guidance in this Issue

o requires that contingently convertible instruments be included in diluted earnings per share computations (if

o dilutive) regardless of whether the market price trigger has been met. The effective date of this consensus is for. - -

. reporting periods ending after December 15, 2004. Retroactive restatement of earnings per share amounts is .

‘_ required for contingent convertible debt issuances that are outstanding at the effective date. See Note 3 - Long
term debt, for a discussion of the Company’s outstanding convertible debt issuances and Note 13 - Subsequent

_events, for a deSCl‘lpthH of the act1ons taken by the Company to offset the potentially dﬂutlve impact of this ~ ~

pronouncement

: ’. S : : ‘ 2004AnnualReport 31




' NOTES TO CONSOLIDATED FINANGIAL STATEMENTS

1.

Business and summary of sugmflcant accountlng pohcles, contlnued

On Pecember 15, 2003, the FASB issued an Exposure Draft, Farnings Per Share, anAmendmentofFASB Statement
No. 128 (the ‘Amendment”). The proposed Amendment requires, in part, that for contracts that can be settled.
in either cash or shares, issuing entities should assume share settlement for purposes of computing diluted

_ earnings per share. The FASB subsequently decided that retroactive restatement of earnings per share is not

required for those contracts that are appropriately modified prior to the effective date of the Amendment. This
Amendment is expected to be finalized by December 31, 2004 and will be effective for reporting periods ending
after December 15, 2004. See Note 3 - Long term deb, for adiscussion of the Company’s outstanding convertible

debt issuances and Note 13 - Subsequent events, for a description of the actions taken by the Company to offset

- the potentlally dllutlve 1mpact of thIS pronouncement. -
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q. Reclasszﬁcatzans Certain amounts have been reclas51ﬁed in prlor years to conform w1th the current year
‘presentatlon

Acqunsutlons and dlsposutlons

/ Effectlve November 1, 2003, the Company acquired the fo owmg five hospltal

e Seven Rivers Community Hospital, a 128-bed hospital located in Crystal River, Florida;
e Harton Regional Medical Center, a 137-bed hospital located in Tullahoma, Tennessee;
e University Medical Center, a two-campus 257-bed hospital located in Lebanon, Tennessee; .
-o Three Rivers Health Care, a two-campus 423-bed hospital located in Poplar Bluff, Missouri; and
" e Twin Rivers Regional Medical Center, a 116-bed hospital located in Kennett, Missour.

The Company also purchased one free-standing MRI facility in June 2004. The consideration-for all of the
‘hospitals and free-standing MRI facility totaled approximately $553.0 million, which consisted of approximately
$516.8 million in cash and approximately $36.2 million in assumed liabilities. The Company used available cash
and amounts borrowed under the Company’s Credit Agreement to fund this transaction. Goodwill totaled
approximately $338.9 million, all of which is expected to be deductible for tax purposes. The Company generally
seeks to recover its cash investment in acquisitions in four years or less by increasing and expanding services
prowded and achieving significant improvement in the operating performance of the acquired facilities.

These acquisitions were made in furtherance of the Company's general acquisition strategy to acquire
hospitals in rural and non-urban areas of 30,000 to 400,000 people in the southeastern and southwestern United
States and included the Company s initial operatlons in the state of Missouri, A e

The above transactions were accounted for using the purchase method of accounting. The purchase price

~ ‘was allocated to the assets acquired and liabilities assumed based upon their respective estimated fair values

at acquisition and is subject to change based upon available information and is subject to further refinement
upon the receipt of final appraisals and the settlement of working capital accounts. After acquisition, the
Company utilized the services of an independent property appraiser to determine the respective fair values of the
properties purchased. The operating results of the hospitals and:free-standing MRI facility acquired have been

 included in the accompanying consolidated statements of income from the date of acquisition. The following

table summarizes the allocations of the aggregate transaction purchase prlce including assumed hablhtles and :
direct transactxon costs for these transactions (in thousands) : : '

Fair value of assets acquired, excluding cash:

Other current assets : . _ oo $ 9355

Property, p!ant and equrpment o : ’ 204,683

Goodwil ‘ PO : e 338,926
" Total assets acquired: - : . - - 85521984
* Total liabilities assumed ~ ST . . (36,179)

Net assefs acqured ‘ ' . ' $ 516,785

During the year ended September 30, 2003, the Company acquired certain assets of four hospitals through

purchase agreements aggregating $119.1 million in cash and the assumption of an aggregate $13.3 million in -

hablhtles During the year ended Septernber 30,2002, the Company acqulred certain assets of two hospitals and
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Net patient service revenue

the stock of three hospitals through purchase agreements aggregating $226.2 million in cash and the assumption -
anaggregate $1.0 million in liabilities. These acquisitions were accounted for by the Company using the purchase
~ method of accounting. The allocation of the ‘purchase price was determined by the Company at acqu1smon '
~based upon available information and was subject to further refinement. '
As part.of a group purchase of four hospitals during the year ended September 30 2002 the Company acqurred

one acute care hospital and sold it on:the same-day for $40.0 million in cash.

The operating results of the above hospitals have been included in the accompanying consohdated statements
~ ofincome from the date of each respective hospital's acquisition. The following unaudited pro forma combined

summary of 6perations of the Company for each of the years in.the three year period ended September 30, 2004
give effect to the operation of the hospitals purchased in the years ended September 30, 2004, 2003 and 2002 as

if the acqu1srt10ns had occurred as of October 1, 2002, 2001 and 2000, respectlvely

YearEndedSeptemberSO, . o o ‘ 2004 7 2003 7 . 2002
' o . (in millions, except per share data)

$
Net income ' 8 3208 $ 2774 2422
Net income per share - Basic . T $ 13 . 1186 :§ .99
Net income per share — Diluted ' ' $--138 '$ 110 0§ 94

The changes in-the—cer‘rrying‘amount of goodwill are as follows (in-thousands): - =~ -~~~ - o L

- Septerber 30, S T A R 2004 2003

~ Balance at beginning of the: year : T . -$ 397,825 $ 342,113
Goodwil acquired durmg the year . ' " . - 338,926 43,697

Impairment losses. S : = e =
Goodwill wrlrten off related to disposals o : oo — =
Adjustments to purchase price allocations T o : ) 11,405 12,015

.Balanceat.end'ofyear e L $ 748,156, $ 397,825

Long -term debt

- The Company s long-term debt consists of the followmg (m thousands)

September 30, o S L T 2004 2008

Revolving Credit Agreements() o ' : -8 — 8 -

Zero-Coupon Convertible Sénior Subordinated Notes due 2022

" ato. 875%, net of discount of $46.3 million and $48 8 million at

September 30, 2004 and 2003, respectively (b) S © 283671 281211

1.50% Convertible Senior Subordinated Notes due 2023 (6) . .~ 575,000 "~ 575,000

Mortgage notes; secuted by real and personal property (¢) = * o 9,402 10,345

Various mortgage and installment notes and debentures, some . © -

secured by equipment, at interest rates ranging from . . .
prime plus 1% to 6%, payable through 2009 c R 30,491 - - . 34,283 .

Industrial Revenue Bond Issue . . ' 4,220 4,770

' Capitalized lease obligations (see Note 4)4 I T oo o 32,476 28 551 ,

935,260 934,160

Less current maturities R I 9742 - 9,447
S S ‘ $925518 '$ 924,713

‘. 2004 Annual Report 33

3,237._3 - $§ 2,700.7 S 2,550.0 -

.a. Bevolvmg CredztAgreements On May 14, 2004 the Company entered into'a new credrt agreement wrth a.’
syndicate of banks. The new credit agreement expires on May 14, 2009 and replaced the Company's previous -

- $450.0 million credit agreement; which was due to expire in‘accordance with its terms on November 30, 2004.

. The new credit agreement allows the Company to borrow. on a revolving, unsecured basis, Up to $600.0 million A
_(mc udlng standby letters of credit). The new credit agreement also requires the Company's subsidiarie$ (other -

- than certain exempted subsrdlanes) to guarantee its borrowmgs in the event the Company’s credit ratmg falls
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Long-term debt, continued

below certain thresholds Under the new- credlt agreement the Company can choose whether the interest - -
- “charged on loans is based upon the prime rate or the LIBOR rate. The interest rate the Company pays'includes

a spread above the base rate the Company selects, which is subject to change in the event the Company s debt
rating changes. The applicable interest rate under the new credit agreement at September 30, 2004 was 2.99%.
On May 14, 2004, the Company borrowed $150:0 million under the new credit agreement to repay the amounts

voutstandmg under the Company's former credit agreement upon its termination’of such. agreement As of

September 30, 2004, there were no amounts outstanding under the new credit agreement. .
The Company also has a $15.0 million unsecured revolving credit commitment with a bank. The $15.0 million

credit commitment is a working capital commitment which is tied to the Company s cash management system

and Tenews annually on-November 1. Currently interest on any outstanding balance is payable monthly at a

’ﬂuctuatmg rate not to exceed the bank's prime rate less .25%. The interest rate at September 30, 2004 and 2003
-was 4.50% and 3.75%, respectively. As of September 30, 2004 and 2003 there were.no amounts outstandlng
~ under this credit commitment. '

" The Company is obligated to pay cértain commitment fees based upon amounts avaﬂable for borrowmg ‘

"during the termis of the credit agreements described above. .

'The credit agreements described above contain covenants Wthh chhout prior consent of the banks limnit
certain ‘activities, including those relating to mergers, consolidations and the Company's ability to secure
additional indebtedness, make guarantees, and grant security interests. The Company is also requlred to

" comply with certain financial covenants. Similar covenants.wereé also contained in the Company’s former credit
agreement. At September 30,-2004 and 2003, the’ Company was | in comphance with these covenants.

b. Subordinated Convertzble Notes and Debentures-On-August 16 2000 the Company sold $488.8 million-face

value of Zero-Coupon Subordinated Convertible Debentures due 2020 (the * ‘Debentures”) for gross proceeds of *

" $287.7 million. The Debentures were to mature onr August 16, 2020, unless converted or redeemed earlier. The

Debentures were convertibleinto the Company’s common stock at a conversion rate of 29.5623 shares of common
stock for each $1,000 principal amount of the Debentures. Interest on the Debentures was payable semiannually in

‘arrears.on August 16 and February 16 of each year at a rate of .25% per yéar on the pnnc1pal amount at maturity.

" The rate of cash interest and accrual of original issue discount represented-a yield to maturity of 3% per year
~ calculated from August 16, 2000. The Company redeemed all of the Debentures on August 16, 2003 for $310.8 -

million in ¢ash, the accreted value of the Debentures. A writeoff of $4.9 million for the unamortized, remaining

_deferred financing costs related to the Debenture issuance was recorded in the fourth quarter of fiscal 2003.

On January 28, 2002, the Company sold' $330.0 million i face value of Zero-Coupon Convertible Senior

_Subordinated Notes due:2022 (the 2022 Notes”) for gross proceeds of approximately $277.0 million. The

2022 Notes are the Company’s general unsecured obligations and are subordmated in right of payment to the
Companys existing and future senior 1ndebtedness that is not, by its terms; expressly subordinated or equal
in right of payment to the 2022 Notes: The 2023 Notes, discussed below, rank equally with the 2022 Notes. The
2022 Notes mature on January 28, 2022, unless converted or redeemed earlier. Upon the occurrence of certain
events, the 2022 Notes are convertible into the Company.s common stock at a conversion rate of 32.1644 shares

" of common stock for each-$1,000 principal amount of the 2022 Notes.(subject to adjustment in certain events).

The equivalent. number of shares associated with the conversion of the 2022 Notes become dilutive (and thus
included in the Company's earnings per share calculation)-when the Company’s common stock trades at a
level of $31.33 for at least 20 trading days of the 30 trading days prior to the conversion or when the 2022 Notes
otherwise become-convertible. The accrual of the original issue discount on the 2022 Notes represents a yield
to maturity of 0.875% per year calculated from January 28, 2002 exc udmg any contmgent interest Wthh could
be payable under the terms of the 2022 Notes.

Holders may require the Company to purchase all ora portlon of their 2022 Notes onJanuary 28, 2005, January
28, 2007, January 28, 2012 and January 28, 2017 for a purchase price per note of $862.07, $877.25, $916.40 and
$957.29, respectively, plus accriied and unpaid interest to each purchase date. The Company is required to pay

.~ cash for all 2022 Notes so purchased on January 28, 2005. The Company may choose to pay the purchase price in

cash or common stock or a combination of cash and common stock for purchases on or after January28,2007.

In addition, if the Company undergoes certain types of fundamental changes on or before January 28, 2007, each-*

- holder may require the Company to-purchase-all or a portion of siich helder's 2022 Notes. The Company-may - -
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redeem all ora portlon of the 2022 Notes atany time on or after January 28 2007 The Company has reserved -

Health Management Associates, Inc.




approxrmately 10,6 million shares of common stock for issuance in the event the 2022 Notes are converted To
the extent holders of the 2022 Notes exercise their January 28, 2005, put option. the Company intends to use -
amounts available.under its long term $600.0 million line of credit to purchase the-2022 Notes; therefore the )
* Company has not included this amount in current hablhtles at September 30, 2004. r
On July 29 and August 8, 2003, the Company sold 4n aggregate of $575.0 million in face value of 1.50%
Convertible Senior Subordrnated Notes due 2023 (the "2023 Notes”). The 2023 Notes were sold at their principal .
- face dmount, plus ‘accrued interest from July 29, 2003. The sale of the 2023 Notes resulted in net proceeds to the,
Company of approximately $563.5 million. The Company used approxrmately $310:8 million of the proceeds
. to redeem all of its Debentures in August 2003. The 2023 Notes are general unsecured- obligations and are '
subordinated in right of payment to the Company s existing and future senior indebtedness that is not expressly
- subordinated or equal in right of payment to the 2023 Notes. The 2022 Notes, which are discussed above, rank
“equally with the 2023 Notes. The 2023 Notes mature on August 1, 2023, unless they are converted or redeemed .
_“earlier: Upon the occurrence of certain events, the 2023 Notes become convertible into shares of the Company s
common stock at 2 conversion rate of 36.5097 shares of common stock for each $1,000 principal amount of 2023
Notes converted (sub]ect toadjustment in certain events) The equrvalent number of shares associated with
' any conversion of the 2023 Notes will become dilutive (and thus inicluded in the Company’s earnlngs per. share -

- calculation) when the Company's-common stock trades-at a level of $36. 097 for at least 20.out of 30 tradmg .

" days prior to the conversion of the 2023 Notes or the 2023 Notes otherwise become convertlble Upon certain -
- conditions, contingent interest could be paid by the Company ' .
-Holders may require the Company to purchase allora portion of their 2023 N oteson August 1,2006, August 1,

2008, August 1, 2013 and August 1, 2018 for a purchase price per note equal to 100% of its principal face amount,.

"~ plus accrued but unpaid interest. The Company is required to pay cash for all 2023 Notes so purchased on August .
1,2006. The Company may choose to pay the purchase price in cash or common stock or a combination of cash
and common stock for purchases on or after August 1,2008. In addition, if the Company undergoes certain types

“of fundamental changes on or before ‘August 1, 2008, each holder of the 2023 Notes may require the Company ‘

* “to purchase all or a portion of such holder’s 2023 Notes. The Company may choose to pay the purchase price in. -

cash or common stock or a combination of cash'and common stock. In addition, the Company may redeem all

or a porftion of the 2023 Notes at any time on or after August 5, 2008 for a redemption price per note equal to

" its principal face amount, plus accrued but unpaid interest. The Company may choose to pay the redemptron

price in cash or common stock or a combination of cash and common stock.
See Note 13- Subsequent events fora drscussron of the Company s changes toits convertlble debt issues.

C. Mortgage Notes The Company had three mortgage notes outstanding a September 30, 2004 and 2003. The

. mortgage notes are secured by all the real and personal property related to certain Company facilities with an

-aggregate net book value of $21.6.million and $27.3 million at September 30; 2004 and 2003; respectively. The

" mortgage notes are payable in various installments with maturity dates ranging through 2007-and carry interest

- rates ranging from ptime (4.75% and 4.0% at September 30, 2004 and 2003, respectively) to 11.5%.

As of September 30, 2004 and 2003, the quoted market price for the 2022 Notes was approxrmately $287.1

million and $293 7 million, respectrvely As of September 30, 2004 and 2003, the quoted market price for the
. 2023 Notes was approximatel y $592: 3 million and $603.8 million, respectively. The fair value of the other debt’

" included above, based on available market information, approximates its carrying value. B

Scheduled maturities of long- term debt and capltal leases for the next ﬁve ﬁscal years and thereafter are as

 follows (in thousands) ’ - :

2005 L o ’ o o o8 9742

2007 - ) o S o S 18,180
2008 . Lo e 5825
000 . TR T T .. 5008

Thereafter = o : S L - $eeTn2

~ The Company paid interest of$13.4 mil}ion, $28;i‘million-, and $7.4 million for the years ended September 30,
- 2004, 2003 and 2002, respectively. Capitalized interest was $2.6 millionand $.6 million for the year ended September
30, 2004 and 2003, respectively. There was no capitalized interest for the year ended September 30, 2002.
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- 4. Leases. K ' S -
" The Company leases real estate propemes equrpment and vehicles under cancelable and non- cancelable leases.
Future minimum operating and capital lease payments, including amounts relatmg to leased hospitals, were as
follows a September 30, 2004 (in thousands) ' .

Operating = . = . Capital

- Real Real Property - - o Real Property )

September 30, . Property Master Leases Equipment  “and Equipment Total
2005 - R - % 15216 - $ 6452 525296 '$ 7,343 .S 54307
. 2006 13,635 - 5,927 . 18,189 6,874 144,625
2007, ) : C . 12,837 . 5683 11,194 T 5,317 35,031
2008 s C 12,122 . 5,700 - 6,946 4774 29,542
2009 . 10,609 " 5,741 3,446 3672 23,468
Thereafter ‘ : 38,408 - 41,352 258 31,708 111,726
Total minimum payments $102,827 $ 70,855 . $ 65329  -59,688  $ 298,599
~ Léss amounts representing interest _ L S @7.212)

Present value of minimum lease payments ; - L $ 32476 -

The Company entered into several real property master leases with certain non-aftiliated entities in the
- ordinary course of business during the years ended Septembeér 30, 2004 and 2003. These leases are for buildings
" on or near hosprtal property that the Company subleases to third parties. Amounts received as rental income
are offset against the expense. The Company has not engaged inany transactron with an unconsohdated entity
that is reasonably likely to affect liquidity. :
The following summarizes amounts related to assets leased by the Company under caprtal leases (in
thousands): * ' '

" September 30, - , o S . 2004 - 2003

Cost = - o § 89466 $ 80,615
Less accumulated amortization , , ' (24,977) (21,674)

Net book value _ ‘ $ 64,489 - § 58941

The Company entered-into capitalized leases for equrpment of $5.0 million, $2 5 mrllron and $5 9 million
durmg the years ended September 30, 2004, 2003 and 2002 respectwely :

5. Income taxes ‘ E ' R
The significant components of the provision for income taxes are as follows (in thousands):

Yéar ended September 30, T 000 2008 2002
Federal: o . o o
Current . o C. 0 8106279 $ 125706  § 144,017
- . Deferred - o - 68,778 33,299 . (11,322)
Total Federal - S © 175057 - 159,005 . 132,695
“State:- - MR - . T S oo T
Current ‘ , - » ) 15082 12,548 . 28794
Deferred S T 10,342 . 3,759 (2,263) -
- Total State - e e 26,324 - 16,307 26,531
Total =’ o $2013881 $175312 $ 159,226
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An analysis of the Company's effective income tax rates is as follows:

" Yearended Sebtember30, ' . . ‘2004 L 2003 2002
s C ' ) Amount Percent. Amount - Percent. -Amount Percent -
Statutory income tax rate” $ 186,268 350%  $ 162,077 - 35.0% $ 142,335 - 35.0%
* State income taxes, o o ‘ SR
net of Federal benefit : - 17296 33 . 16208 35 - : 15860 39
Otheritéms (each less tharr =~~~ =~ . T - o ' ‘ ’ -
5% of computed tax) "~ (2,183). (0.4) C(2,878). (06) - - 1,031 03
CoTotal ... . 08 201,381 37.9% $175;312 37.9% 8 150,226 39:2%

The tax effects of temporary drfferences that give’ Tise to srgmﬁcant port1ons of the Federal and state deferred
A_ income tax assets and habrhtres are comprrsed of the followmg (in thousands)

Septemiver 30, oY : ._ o 2004 - 2008
Deferred income tax assets: : o ' IR ; '
Allowance for doubtful accounts S ‘ % L= .§ 22,152
Accrued liabjlities S - oo 727,583 20,547
.. Selfinsurance liability risks . o ' : - 18,139 " 14,547 -
_ Other S ‘ . 2925 3820
- ‘ ' ' . 48847 61,066

Less: Valuafion allowance. =~ . : . o - L= ) -
_ Net deferred income tax assets . - : . . : T 48,647 . .61,066

* Deferred income tax liabllities:

 Dépreciable assets - A - . ‘ , (76,217) (50,356) -

)
Allowance for doubtful accounts S - (2,964) =
Goodwill . : o o . C 34,444y . (16,319)
Convertible rotes and debenturss ‘ T ST (29,926) " (8,096) |
Accrued liabilities and.other . - ) o . : . (173) (5,252)

) % (18,957)

Net deferred income‘taxvliabilit-y' B . . - % (98,077

SFAS No.-109 requires a Valuatron allowance to reduce the deferred tax assets reported if; based on'the
weight of the evidence, it is more hkely than niot that some portron or all of the deferred tax assets will not-be
realized. After consideration of all the evidence, both positive and negative, management has determined that
a valuation allowance is not necessary as of September 30, 2004 and 2003; respectively. ,

. Income taxes paid (net of refunds) amounted to $127.2 million, $174.7 mrlhon and $139. 7 million for the
- years ended September 30, 2004, 2003 and 2002, respectlvely :

. - Retirement plans

The Company has a defined conmbutlon retlrement plan whrch COVers substantrally all eligible employees at
its hospitals and the Company's corperate office. This plan includes a provision for the Company to match a
portion of employee contributions. Total retirement program expense under this plan was $9.1 million, $6.7 .
million and $6.0 million for the years ended Septémber 30, 2004, 12003 and 2002, respectively.. '

In addition, the Company maintains a supplemental retirement plan for certain Company executives which
provides for predetermmed annual payments to these executives. after the attainment of age 62, if still employed
by the Company at that time. These payments generally continue for the remainder of the executive’s life.
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Earmngs per share
The following table sets forth the computatron of basrc and dr uted earnings per share (in thousands except
per share data): : :

VYear enced September 30, . o o - 2004 o 2003 ' 2002
Numerator: - : ' ,
Numerator for basic earmngs per share - net income’ '$ 325009 - $ 283,424  $ 246,436
" Effect of interest eXpense on convertible debt - - — 4,000 . 5,419 .
Numerator for diluted earnings per share : ; $ 325,000 - $'288,324 $ 251,855 .

Denomi nator
Denommator for basic earmngs per share - . _ » )
welighted average shares - -~ | - - : 242,725 - 239086 - 241,298 ©

Effect of dilutive’ securmes . - ) : P A
Stock options - N o 4,101 - 4,131 4,894 -
- Convertible debt IS = . 12,667 . 14,449,
) Denominator for diluted earnrngs per share T - 246,826 255,884 - 260,641
Basic earnings per share o : _ 3 ¢ 134 8 119 % 102
Diluted earnings per share T B 132 $ 113§ 97

vOutste‘rn‘ding. options’ to prrrchase 21 mrllron 2.7 million, and 2.8 million shares of the Company's common

‘ Astock were not included in the computation of earnings per share for the years ended September 30, 2004, 2003,
"~ and 2002, respectively, because the optrons exercise prices were greater than the average market prrce of the -

Companv s common stock

Stockholders ‘equity
The Company has a 1991 Stock Option Plan, a 1993 Stock Optlon Plan and a 1996 Executrve Incentive
Compensation Plan for the grantmg of options to its. key employees to purchase common stock. All options
granted have 10 year terms and vest and become fully exercrsable at the end of either 3 or 4 years of continued
employment. '

Pertinent rnformatron coverrng the plans is summarrzed below

i ) Weighted
v Shares : . Price . ' Average -
(in thousands) © Range . : vPrice
Balance at September 30,2001 - 20578 - $ 2.07 - $21.63 $ 11.59
Granted _ ‘ . 1808 19.10 - 119.95 19.93
Exercised - ) . ' o (2.847) . 207- 1963 441
Teiminated - - - R (320" . B825-'2163 _ . 18.17
* Balance at September 30, 2002 - ; 19219 207~ 2183 - 1333
Granted - , : T 2023 . . S -1856 18.56
- Exercised - - ' o | {1,490) . 207- 2163 - 1222
. Terminated : : o (417) ©1243- 21863 17,77
Balance at September 30, 20@3 . 19,335 ©4.49- 2163 13.89 .
Granted - ~ ‘ . - 21426 : 2277 . 2277
Exercised - : ) o - (3,026) 4.49: 21.63 827
Terminated . ' - (186) - 12148- 2277 . 19.63

Balancs at September 30, 2004 18, 249 % 5.16 - $22'.7‘7 ~$ 15.88

Stock options exercisable-at September 30, 2004 2003 and 2002 were 13,296, 14, 336 and 14,073 at werghted
average exercise prices of $14 18,$12.51, and $12 14, respectrvely
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The followmg table summarizes 1nformatron concermng currently outstandrng and exercrsable optrons

Optlons Outstandmg B B : oo ' Options Exermsab!e
Weighted - .

) o . Average | Weighted - ‘Weighted

" Rangé of o Remaining Average b .. Average
Exercise - . Number . - Contractual ‘Exercise . . -7 Number - . Exercise

Prices ) " - Outstanding - Ufe T Price © | Exercisable |, . Price,
- 516 - $12.13 2,706,000 S 45 $11.48 2,706,000 - $ 11.48
- $12.72-$17.13 9,073,000 . ~ 40 . : $1370 - 8469000 . $13.49
. $1856 $2277 , 6470000 : 80 $ 20.69 - 2121 000 - $ 20.36

At September 30 2004, there were approxrmately 9.2 mrlhon shares of common stock reserved for future

Arssuance under the plans. In addition, the Company has granted options for shares of its common stock to

seven non employee directors. At September 30, 2004, there were approxrmately 130.000 options outstandmg
at exercise prices ranging from $12.33 to $21.63 per share, expiring in 2008 through 2014. '

" The Company also has a Stock Incentive Plan for corporate officers and management staff. This plan provrdes
for the awarding of additional compensatlon to key personnel in the form of Company common stock. Under:

" . “this plan, stock will be issued to the grantee four years after the date of grant, provided the individual s still an

employee of the Company. At September 30, 2004, there were approximiately 608,000 shares reserved under the
plan, for which the Company has recorded $3.3 million, $2.9 million and $2.9 mﬂhon of compensatron expense
for the years ended September 30, 2004, 2003 and 2002, respectlvely v : o

In September 2001, the Board of Directors approved a stock repurchase program to repurchase up 105,000,000

sharesofthe Company's common stock. On January 29, 2602, the Company announced that it had completed the

stock repurchase program by purchaslng atotal of 5, OOO 000 shares of its common stockatan average purchase :
price of $19.29 per share.

In February 2002, the Board of Drrectors approved astock repurchase program to repurchase up to 5,000,000
shares of the Company's common stock. On August 8, 2002, the Company announced that it had completed the

_stock repurchase program by purchasing a; total of 5,000,000 shares of its commeon stock atan average purchase

price of $18.54 per share. .
At September 30, 2004 ‘and 2003, there were approxrmately 106 mllhon shares of common stock reserved
for future issuance upon ‘the conversion of the Company's 2022 Notes. At Septembér 30, 2004 and 2003, there

- were approximately 21.0 million shares of common stock reserved for future issuance upon the conversion, of
© the Company 52023 Notes. ‘ -

Restrlcted funds N .

“The estimated fair value based on quoted market prices of restrrcted funds at September 30, 2004 is as follows

(table in thousands) R
: Gross . - Gross -
. -Unrealized ~ . Unrealized - . - - Estimated
E . o o Cost = . Gains -~ Losses Fair Value
Debt securities - . - . $69,794 $.403 . $ (12). . $70,185 .
. Equity.securies . . . . . . . 3,000 82 . . = . 3082
N Total S S S72794 8 465 s ~<12)‘ $73 247

10

o Proceeds from the sale of securmes for the year ended September 30, 2004 were $17 000 Gross gams of $34 OOOA )
were reahzed on those sales : , : S

Professnonal liability risks. : B Co c - '
Through September: 30, 2002, the Company was 1nsured for professronal habrhty risks under a clarms made
basis policy, whereby each claim was covered up t0 $1.0 million per occurrerice, subject to a$100,000 deductible
(with an annual deductible cap of $6.1 mrlhon) Liabilities in excess of these amounts were covered through a
combination of limits provided by commercial i insurance companies and a self-insurance program.

Accruals for self-insured professional liability- risks are determined using asserted and unasserted claimis

* identified by our incident reporting system and actuarially-determined estimates based both on industry and

the Company's own historical loss payment patterns and have been discounted to their present value using
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Professional liability r|sks, continued
a discount rate of 4.5%. Although the ultimate settlement of these accruals may vary from these estimates,

‘the Company believes that the amounts provided in the consohdated financial statements. are adequate. If
actuial payments of claims exceed the Company's projected estimates of claims, the insurance accruals could -

be materially adversely affected. Reserves for professional liability risks were $86.3 million and $52.8 million at
September 30, 2004 and 2003, respectively. :

Effective October 1,2002, in response to difficulty in obtaining primary insurance from commercral compames
at reasonable rates, the Company formed a wholly-owned insurance. subsidiary in order to self-insure a greater

. portion of its primary professional and general liability risk. The captive subsrdrary insures risk up to $1.0

11,

million per claim and $3.0 million ($6.0 million: effective October 1, 2004) in the aggregate per hospital and
substantially all of the Company’s approximately 200 employed physicians, and further acts as an excess insurer
for all hospitals in combination with three commercial insurance companies. If actual payments of claims
exceed projected estimates of claims, the Company $ insurance accruals for the insurance subsidiary could be
materrally adversely affécted. o -

Insurance clalms :

Durmg the fourth quarter ended September 30, 2004, four hurricanes and one tropical storm made landfall in
Florida, where the Company owns and operates 14-hospitals. Hurricane damage and disruption to Company -

hospitals located in the affected areas, as well as to employees” homes, local businesses and physicians’ offices,

- was extensive. One Company hospital in South Carolina also suffered hurricane-related damage. -

The Company and its hospitals are insured for property damage and business interruption. The Company
has initiated the irisurarice claims process, and is working closely with its insurers in order to resolve and settle
all hurricane-related claims. Management expects that the'Company will recover the amounts claimed and to
be claimed, 1nclud1ng claims for property damage and business interruption losses, subject to policy deductibles.

‘However, the insurance settlement process 1s complex and the actual results of that process could differ from

- the Company’s estimates.

12. - : :
~ Anumber of hospital renovation and/or expansion projects were underway at September 30, 2004. None of these. -

The uninsured impact from these storms for the year ended September 30, 2004 amounted to approxrmately
$9.5 million in-lower net income for the fourth quarter and year ended September 30, 2004. That amount
represented lost revenues and uninsured costs, including insurance deductibles, net of income taxes. .

Commltments and contmgencues

projects are individually significant rior do they represent a significant commitment in total at September 30,
2004. In addition, the Company plans to replace two of its existing hospitals (Brooksville, Florida and Carlisle,
Pennsylvama) and build one new hospital (Naples, Florida) over the next three years. As of September 30,
2004, the remaining construction cost of these three hospitals is expected to be approximately $133.9 million.

- Regulatory approval, subject to appeal, to begin construction on all these hospitals has been granted. The

Company is also obhgated to construct.a new facility at its Monroe, Georgia location within the next four years :
The cost for this hospital has not yet been determined.

On September 3, 2004 a lawsuit, Olga S. Estrada v. Health ManagementAssoczates ]nc was ﬁled agdinst the
Company in the Court of Common Pleas in Cherokee County; South Carolina, which lawsuit challenges the prices

- the Company charges insured and uninsured patients. The case- was subsequently transferred to the United States

District Court for the District of South Carolina, Spartanburg Divisioni: The plaintiff in the lawsuit seeks damages -

_and injunctive relief on behalf of a purported class of patients treated in the Company’s South Carolina facilities.

On August 5, 2004 a lawsuit, jose Manuel Quintana v. Health Management Associates, Inc., was filed against
the Company in the Circuit Court for the 11th Judicial Circuit in Miami-Dade County, Florida, whrch lawsuit
alleges that_the Company violated the State of Florida’s unfair trade practices laws: by charging uninsured

- patients more than insured patients. The plaintiff in the lawsuit seeks damages and 1nJunct1ve relief on behalf '

40

ofa purported class of patients tredted iri the Company s facilities.
Both of these lawsuits are similar to lawsuits filed against many other hospital systems throughout the
country in respect to hospital charges billed to uninsured patients. The Company believes that our billing an_d

collection practices are appropriate, reasonable and in compliance with all applicable laws, rules and regulations . '

and the Company intends to vigorously defend against the allegations contained in these lawsuits. At this time,
itisnot possible to estimate the ultimate loss, if any, related to these lawsuits and therefore no accrual for loss
has been recorded at September 30, 2004.
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13. Subsequent events
Effective October 1, 2004, the Company acqu1red Chester County Hosplta a 82 bed hospltal ocated in Chester
South Carolina. The future operatlons of Chester County Hospital are not expected to materlally affect the ‘
Company's results of operations.

- On October 7, 2004, the Company signed an agreement with LifePoint Hospitals, Inc. pursuant to which the -
Company will acqulre from LifePoint Hospitals, Inc. substantlally all of the assets of the 56-bed Bartow Memorial
Hospital, inexchange for substantiallyall of the assets of the Company’s 76-bed Williamson Memorial Hosp1ta1
‘This transaction is not expected-to materially affect the Company’s results of operations.

~ OnNovember 24,2004, the Company completed a consent solicitation that amended the indenture govermng
‘the 2023 Notes to eliminate a provision in the indenture that prohibited the Company from paying cash upon
conversion of the Notes if an event of default as'defined in the indenture éxists at the time of conversion.

On November 30,2004, the Company further amended the indenture governing the 2023 Notes to providethat
in lieu.of prowdlng shares of common stock upon a conversion event, the Company wil. satlsfy any converswn
up to its par value of the 2023 Notes by maklng a cash payment. ,

The Company presently is in the process of offering the holders of its outstanding 2022 \Iotes the ab1hty to -
exchange all or a portion of their Notes for an equal amount of a new issuance of Zero- Coupon Convertible Senlor_ :
Subordinated Notes due 2022, or New 2022 Notes. The terms of the New 2022 Notes will be substantially similar to

- the terms of the existing 2022 Notes, except that: (i) upon conversion, the Company will pay holders cash equal to
the accreted value of the New 2022 Notes being converted and the remainder in cash or shares of c‘o'mmoh stock,
~_ at the Company's option; (ii) holders may require the Company to repurchase their New 2022 Notes on ]anuary
28, 2006, (iii) the New 2022 Notes will contain additional anti-dilution protection for cash d1v1dends untu]anuary
28,2007, (iv) the New 2022 Notes will require the Company to pay only cash (in lieir.of cash, shares of common -
"~ stock or a combination of cash and shares of common stock) when New 2022 Notes are repurchased at the option
of the holders whether on a specified purchase date or upon the occurrence of a fundamental change, and (v). -
contingent interest payable will equal to 0.125% of the average price of the New 2022 Notes during the relevant
* specified period. The exchange offer expires on December 28, 2004, unless extended at the: ‘Company’s option. Those-
2022 Notes ‘which are not exchanged will be considered dilutive; and based-on current and proposed accounting
L pronouncements the Company believes that the New 2022 Notes' generally will not be considered dilutive..

14 Quarterly data (unaudlted)
Years ended September 30, 2004 and 2003 (in thousands except per share data)

Quarter . - ‘ ’ * Year Ended

‘ " First + Second Third . Fourth .~ Sept. 30
2004 - 3 A ‘ ‘ o ~
Net patient service revenue © $ 756553 © $ 833907 .$ 817,341 $ 798,084 .-$ 3,205,885
Income before income taxes . $ 115549 -$ 146,866 $ 144,174 $ 119,891 § 526,480
* Net income - . oo 8 71,811 $ 90,475 $ 89,283 $. 74030 $- 325,080 -
Net income per share ' 2 . : o ’ - _
.~ Basic. S $ 30 8 37 $ . 37 $ .30 8 134 -
: Diuted s % 298¢ 37 $ 3 $ 30 & 132
. Weighted average i o :
number of shares: v . - e
Basic Lo . 241,322 -242,2801 243,175 243,432 242,725
Diuted . - =~ - - - .. 246,153 - 247_',,1-6_3 - 247,136~ 246,695 246,826
Net patient service revenue + - . $§ 609,419  §_ 646 472 '$ 647,127 ' $ 657,558 . $ 2,560,576 °
- Income before income taxes. - $ 97,784 § 127,989, $ 124482 $ 108481 - $ 458736,
Net income ) % 59656 % 78085 % 75921 % 69,782 $ 283424
Net income per share: L B ' T oL T s T
Basic - o8 25 $ 33 % 32 $- 29 8 “1.19
Diuted . .8 24 8 31 ¢ . 30 8. 288 143
_ Weighted average : ’ ’ Co
- number of shares: - ) ' v , ) :
Basic T 238,589 - 238,6v3 - 239,108 239,965 239,086

- Diluted T | 257,285 256,993 257,379 - 251,863 . 255,884
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- CORPORATE INFORMATION

Corporate Headquarters
5811 Pelican Bay Boulevard, Suite 500
~ Naples, Florida 34108-2710 -

(239) 598-3131

" Internet Address
www.hma-corp.com

Annual Report to the. SEC

- The Company’s annual report, filed with the Secunn_es

and Exchange Commission (SEC) on Form 10-K,
-and other filings with the SEC; may be obtained by
writing to the Company at its address listed above.
~ Additional information filed by the Cornpany with-the
SEC is available by accessing the Company s website at
* www.hma-corp.com. .

Annual Meeting

Shareholders are cordially invited to attend the Annual
- -Meeting of Shareholders, which will be held at 1:30 p.m.
on Febriiary 15, 2005, at The Ritz-Carlton Golf Resort,
2600 Tiburon Drive, Naples, Florida, 34109.”

" Management urges all shareholders to vote their

" proxies and thus participate in the decxsmns that will

be made at this meetmg :

Transfer Agent,

Wachovia Bank, N.A.

1525 West W. T. Harris Boulevard
Mail Codé 3C3NC1153

Charlotte North Carolina 28262 ’
- (800) 829-8432

For change of name, address, or to replace lost
stock certificates, write or call the Transfer Agent s
Securltles Transfer Division. - »

Securities Analysi Contact
John C. Merriwether

Vice President of Financial. Re]atlons
(239) 598-3104

. NYSE Symbol
HMA . -

42 Health Management Associates, Inc. ’

4th Quarter

Indebende‘nt Registered .

'Public Accounting Firm-
. Ernst & Young LLP ‘
- Tampa; Florida

" Common Si‘:ock. Price Range

and Dividend Information

At September 30, 2004, there were 243,481,221 shares
outstanding and approx1mately 1,400 shareholders of
record.’

The range of nigh and low prices for the past eight

quarters ended Sepfcember 30, 2004, is shown below.

Fiscal Year Ended Price Range '

September 30 ©. 2004 © 2003
1stQuarter  $26.45 - $20.92  $22.70 - $16.50
2nd-Quarter  $25.55- $20.82  $19.41- $15.89
3rd Quarter $23.79 - $21.13  $20.10 - $16.51
$22.89 - $17.39

$22.50 - $18.85

Analyst vaeragef

- Avondale Partners

Banc of Amerlca Secuntles

" Bear Stearns

CIBC World Markets -

~ Credit Suisse/First Boston

Dowling & Partners
Goldman, Sachs & Co.

" ].P. Morgan Securities

. Jefferies & Company -
" Lehman Brothers

~ Merrill Lynch & Co. -
* Morgan Stanley

Piper Jaffray

Raymond James

SG Cowen Securities Corporatlon
Smith-Barney °

: . Thomas Weisel Partners
~ UBS o

Wachovia Securities
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DIRECTORS AND OFFICERS

Board of Directors

William J. Schoen,

Chairman :

Health Management Associates, Inc.

Joseph V. Vumbacco,
President and Chief Executive Officer
Health Management Associates, Inc.

Kent P. Dauten,
President, Keystone Capital, Inc.

Donald E. Kiernan,
Senior Executive Vice President and CFO
SBC Communications, Inc. (retired)

Robert A. Knox,
Senior Managing Director
Cornerstone Equity Investors, L.L.C.

‘William E. Mayberry, M.D.,
Emeritus President and Chief Executive Officer
of Mayo Foundation

William C. Steere, Jr.,
Chairman of the Board Emeritus
Pfizer Inc.

Randolph W. Westerfield, Ph.D.,

Dean Emeritus and the Charles B. Thornton
Professor of Finance, Marshall School of Business
University of Southern California

Corporate Officers
Joseph V. Vumbacco,
President and Chief Executive Officer

Robert E. Farnham,
Senior Vice President-Finance and
Chief Financial Officer

Timothy R. Parry, Senior Vice President,
General Counsel and Corporate Secretary

Peter M. Lawson, Executive Vice President

Jon P. Vollmer, Executive Vice President

Senior Vice Presidents
Gary C. Bell

Frederick L. Drow

James L. Jordan

Kenneth M. Koopman
Stanley D. McLemore
Stephen L. Midkiff

Johnny A. Owenby

Vice Presidents
James A. Barber
David L. Beardsley
C. Scott Campbell

J. Michael Mastej
Daniel W. McAdams, Jr.
John C. Merriwether
Joshua S. Putter *
Larry A. Smith

Paul P. Smith, Jr. *
Page H. Vaughan
Thomas M. Wiman

* Effective October 1, 2004

Corporate Officers (left to right): Jon P. Volimer, Joseph V. Vumbacco,
Peter M. Lawson, Robert E. Farnham and Timothy R. Parry
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