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(NYSE: HMA) is a premier operator of HMA is a turnaround specialist for
general acute care, non-urban hospitals non-urban hospitals. It acquires and
located throughout the United States but then revitalizes hospitals in growing
primarily in the Southeast and Southwest. communities with populations of 30,000
HMA focuses on non-urban America to 400,000 that have clear demographic

because many non-urban communities are needs. Ideally, these hospitals are also
underserved medically, have populations located in states with Certificate of Need
that are growing faster than the national " regulations, have an established physician
average, and offer competitive advantages base, and are available at reasonable

compared to major urban areas. prices.

Corporate Profile

HMA’S STRATEGY INCLUDES:
® Providing dynamic leadership;

¢ Investing capital to bring hospital facilities and medical
equipment up to the most modern standards;

& Recruiting physicians, including specialists, that expand a
hospital’s breadth of services in response to community needs;
and

® Introducing proven hospital practices that improve the quality
of care during a patient’s stay and optimize the utilization of
resources.

HMA’s strategy has proven to be extremely successful. Since

1991, HMA has acquired 53 hospitals, increasing its total hospital
count, as of December 31, 2006, to 60 in 16 states and its licensed
beds from 1,593 to 8,589. From 1991 through calendar year end
2006, HMA’s net operating revenue rose to nearly $4.1 billion

from $245 million.
At December 31, 2006, HMA common stock was owned by
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Financial Highlights

(dollars in thousands, except per share amounts)

Year Year
Ended Ended
December 31, December 31,
2006 2005
OPERATING DATA @
Net operating revenue $4,056,599 $3,599,177
Total operating expenses 3,710,030 3,054,376
Income before income taxes 302,173 562,144
Net income 182,749 349,866
Net income per share:
Basic $0.76 $1.43
Diluted $0.75 $1.41

December 31

2006 2005
YEAR-END DATA _
Total assets s 4,490,952 $4,091,224
Long-term debt 1,341,704 ' 1,204,284
Stockholders’ equity 2,406,122 2,264,175
Book value per common share $10.00 T894l
Number of employees 34,500 31,000

(a) Effective March 1, 2006, HMA's Board of Directors approved a chunge in fiscal year end from September 30 to December 31.
This table presents the two most recently completed calendar years.

(b} from continuing operations -~
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Report to Shareholders

-~

WILLIAM J. SCHOEN
(LEFT), CHAIRMAN,
JOSEPH V. VUMBACCO,
CEO & VICE CHAIRMAN

| (CENTER), AND
| BURKE W. WHITMAN,
| PRESIDENT & COO
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RECAPITALIZATION/
SPECIAL $10 CASH
DIVIDEND

After several years of solid
operational performance
with little share price
appreciation, we began

a strategic review with
the Board of Directors to
seek a solution that would
provide value to sharehold-
ers while continuing to
position HMA to pro-
vide high quality health
care to its communities.
On January 17, 2007,

we announced a major
recapitalization. We paid
a special cash dividend of $10 per share
{(approximately $2.4 billion) on March 1,
2007, using proceeds borrowed under our
new $3.25 billion senior secured credit
facilities. Amounts outstanding under our
previous line of credit were also refinanced
by these new credit facilities,

The $10 per share dividend was designed
to deliver immediate value to sharehold-
ers while at the same time enabling them
to participate in HMA's future growth. In
light of the special dividend, the regutar
cash dividend of six cents per share has been
suspended indefinitely.

Compared to our peers, we believed our
balance sheet was underleveraged, and we
believed that borrowing money to reward
our shareholders was a sound use of our
excess balance sheet capacity. This strategy is
particularly timely because of the existing at-
tractive interest rate environment. We believe
that the recapitalization will substantially
reduce our overall cost of capital and at the
same time enable us to continue to generate
sustainable free cash flow to meet our capital
needs and growth objectives.

Our $250 million common stock repur-
chase program will remain in effect but no
additional shares will be repurchased, unless
we believe that our shares have become
significantly undervalued. Approximately
1.8 million shares have been repurchased
under this program at an aggregate cost of
appreximately $36.8 million.

FINANCIALS—2006

During 2006, HMA changed its fiscal
year end from September 30 to December 31,
The Board felt the new calendar fiscal year
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more closely aligns the Company’s fiscal
reporting with its strategic business plans
and the financial reporting cycles of the
other publicly traded hospital companies.
Revenue for the year ended December 31,
2006 increased for the 29th consecutive
year — up 12.7% to approximately $4.1 bil-
lion. Earnings, however, fell short of the
performance for the year ended December
31, 2005.

Increases in uninsured and underinsured
patient volumes have continued to challenge
the industry and HMA, and as a result, an
analysis of our cash collections caused us
to increase our reserve for self-pay patient
receivables during 2006 by an additional
$200 million or $0.50 per diluted share. Go-
ing forward, we will also reserve a significant
portion of these same receivables as of the
date of service,

It is important to review our bad debt
policy change in the context of our recent
settlement of litigation that challenged the
amounts our hospitals charged for medical
services to uninsured patients. Under the
settlement agreement, and in the interest
of increased transparency, beginning in the
first quarter of 2007, HMA began offering
discounts up ta 60 percent to uninsured
patients for non-elective procedures.

Partially offsetting the additional expense
for the uninsured during 2006 was a gain
of approximately $15 million related to the
successful settlement of our property insur-
ance claim for Hurricane Katrina dam-
ages sustained by our hospital in Biloxi,
Mississippi in 2005.

Overall, net income for 2006 was $182.7
million, or $0.75 per diluted share, com-
pared with $349.9 million, or $1.41 per
diluted share in 2005.

OPERATIONS—2006

In general, we focused our attention on en-

-hancing our existing operations following six

consecutive years of hospital acquisitions. As
a result, we sold two psychiatric facilities and
are actively marketing the sale or syndication
of certain general acute care hospitals that no
longer fit our strategic criteria.

We also acquired three hospitals outright
and purchased an 80% interest in our first
joint venture with a not-for-profit hospital,

To advance the quality of care in our
hospitals, we invested $339 millien in
capital improvements and additions, which
included a replacement hospital in Carlisle,




Pennsylvania and the expansion of facilities
at several other hospitals. Finally, we neared
completion of Physicians Regional Medical
Center — Collier Boulevard, our first de novo
general acute care hospital, which opened
and began serving the East Naples, southern
Collier County, Florida area in February
2007. It is a 100-bed facility thar, when com-
bined with the 83-bed Physicians Regional
Medical Center - Pine Ridge, comprises the
Physicians Regional Health System, which
has the potential to become one of the
largest health care markets for HMA.

NATIONAL ISSUES

The hospital industry is under substanttal
financial pressure. Hospitals nationwide are
experiencing a steady rise in uninsured and
underinsured patients who cannot pay their
bills. Many physicians are being similarly af-
fected. To offset reduced revenue, many phy-
sicians are opening their own surgical and
diagnostic centers. Others are replacing lost
revenue by performing procedures in their
offices that were previously performed in
local hospitals, These actions have reduced
the revenue dollars that hospitals receive.

EFFECT OF COMPETITION

The demand for health care continues to
grow, and doctors are competing for a share
of that business through physician-owned
and operated surgical centers. Some hospitals
and physician-owned factlities will suffer as
the cost to operate many such duplicative
centers may prove uneconomical.

Competing for a larger slice of
the heaith care dollar favors HMA
because of our reputation for
quality, financial strength, and
collaborative efforts with doctors
and other hospitals.

Ultimately, we believe that quality,
effective cost controls, breadth of medical
services and financial strength will be the
deciding factors reviewed by patients when
determining where to seek treatment. And
these are HMA's strengths.

The overriding facts are that demand
for health care will steadily increase as the
nation’s population continues to age.

Consequently, we believe the present
competition to provide health care services
will continue. Health care providers are

dependent on one another and solutions te
accommodate each other’s needs will be found.
For our part, we believe collaborations are an
inevitable and sound strategy.

COLLABORATIVE INITIATIVES

Physicians are presently bearing a
disproportionate share of the health
care cost dilemma. This circumstance
is unacceptable. One health care service
provider cannot prosper indefinitely at the
expense of another,

As such, where strategic to HMA, we
have begun to offer doctors opportunities to
partner with us in a variety of joint ventures.
In addition, we have also increased our
employment of doctors in certain markets.

The latter is a recent phenomenon that
reflects changes in physician expectations
and local market conditions.

The physicians on our medical staffs,
whether employed or independent practi-
tioners, practice cutting-edge medicine and
have access to some of the finest diagnostic
and surgical equipment available.

Going forward, we believe that greater
flexibility in management thinking, as
evidenced by our collaborative programs
with physicians, our joint venture with a not-
for-profit hospital, and the recapitalization
of our balance sheet, is the key to continuing
the growth in our markets. This philosophy
helped earn HMA national recognition as
Fortune Magazine's 2006 Most Admired
Company in the Health Care: Medical
Facilities category. We are committed to this
approach and look forward to continued
prosperity in the years to come. Thank you
for your continued support.

Sincerely,

4/ —

William J. Schoen,
Chairman

ol

seph V. Vumbacco,
Chief Executive Officer and Vice Chairman

Burke W. Whitman,
President and Chief Operating Officer

Naples, Florida
April 13, 2007
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RIGHT: ROBERT CAPOBIANCO, M.D.,
GENERAL SURGECN AT ST. CLOUD REGIONAL
MEDICAL CENTER, PERFORMS A PROCEDURE
ON A PATIENT. HMA PARTNERED WITH

THE ORLANDO REGIONAL HEALTHCARE
SYSTEM IN 2006 AND ACQUIRED AN 80%
CONTROLLING INTEREST IN THE ST. CLOUD
REGIONAL MEDICAL CENTER, LOCATED IN
ST. CLOUD, FLORIDA. THIS IS THE FIRST
NOT-FOR-PROFIT HOSPITAL JOINT VENTURE
FOR HMA.

The Year in Review

IMPORTANT NOQTE
Z [ Yhe Company changed its fiscal
year end from September 30 to
December 31, beginning in 2006.
All commentary in this review compares
continuing operating results for the year
ended December 31, 2006 with those of

the year ended December 31, 2005, unless
otherwise noted.

FINANCIALS: 2006 V5. 2005

¢ Net operating revenue, which includes
revenue from the four hospitals we acquired
in 2006, increased 12.7% to almost $4.1
billion when compared to 2005. Improved
pricing and favorable case-mix trends
helped to boost overall revenue in 2006.
® Net income for 2006 was $182.7
million, or $0.75 per diluted share
compared with $349.9 million, or $1.41
per diluted share in 2005. Earnings were
affected by a $200 million adjustment

to our allowance for doubtful accounts,
an increase in interest expense primarily
related to debt modifications and related
expenses, stock-based compensation
expense, and a modest reduction in profit
margins due to lower than anticipated
patient volumes and an increase in
uncompensated patient care, Partially
offsetting the decline in earnings were
$14.7 miilion in gains from an insurance
settlement on a hospital damaged by
Hurricane Katrina.

HEALTH MANAGEMENT ASSOCIATES, INC.

STATISTICS: 2006 VS. 2005

¢ Total admissions for 2006, which
include the results of the hospitals
acquired during the past year, rose
4.9% to more than 316,000. Adjusted
admissions, which factors in outpatient
activity, grew 6.2% to almost 529,000.
Admissions for 2006 from hospitals -
that HMA has owned for at least a
year, otherwise known as same hospital
admissions, were down 0.9% to 279,000,
reflecting fewer physician referrals.

Total emergency room {ER) visits
increased 8.1% to 1.3 million in
2006. Same hospital ER visits were
effectively unchanged from 2005
levels. By comparison, ER visits were
especially strong in 2005, due in large
part to injuries suffered during several
hurricanes.

Total patient days were approximately
1.35 million in 2006 compared with
approximately 1,30 million in 2005,

Total surgeries were up 6.1% in 2006,
largely attributable to facilities acquired
in 2006. Surgeries at our same hospitals
increased 1.3% in 2006 compared to 2005.

Statistical data for HMA's same
hospitals are shown in the following table:

Same Hospitals*

Year ended Dec. 31, 2006 2005
Occupancy rate 46.1% 46.8%
Patient days 1,196,000 1,206,000
Admissions : 279,000 282,000
Adjusted admissions 464,000 465,000
Avg. length of stay (days) 43 4.3
Total surgeries 251,000 248,000

*from continuing operations
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ACQUISITIONS: 2006
* Management entered 2006 with
a strategic focus of maintaining its
flexibility to adapt to the changing health
care landscape. Acquisitions remained an
important component of HMA's growth
strategy in 2006, with four hospitals
acquired last year, all aimed at preserving
and reinforcing existing HMA hospitals
and communities,

They were —

m The 56-bed Barrow Regional Medical
Center in Winder, Georgia

= An 80% controlling interest in the
84-bed 5t. Cloud Regional Medical
Center in St. Cloud, Florida

s The 83-bed Physicians Regional
Medical Center — Pine Ridge in
Naples, Florida, and

s The 189-bed Gulf Coast Medical
Center in Biloxi, Mississippi.

Importantly, HMA’s purchase of an
B(% controlling interest in the St. Cloud
Regional Medical Center marks our
first joint venture with a not-for-profit
hospital. The transaction progressed very
smoathly, and we are very pleased to be
partnered with the nationally recognized
Orlando Regional Healthcare System.

AL

HMA ESTABLISHED PHYSICIAN LEADERSHIP COUNCILS DURING 2006 Tq
FORMALLY ESTABLISH A ROUTINELY SCHEDULED, STRUCTURED COMMU-
NICATION PROCESS BETWEEN HOSPITAL LEADERS AND THEIR RESPECTIVE
MEDICAL STAFFS. FROM LEFT TO RIGHT: MILDRED TREVETT, M.D., MARK
AANONSON, CEO OF ST. CLOUD REGIONAL MEDICAL CENTER, ROBERT
CAPOBIANCO, M.D., PETER CASELLA, M.D., AND JOHN KASTRUP, M.D,

6 HEALTH MANAGEMENT ASSOCIATES, INC.

This purchase structure highlights HMA’s
flexibility in working with potential
acquisition candidates to provide both the
buyer and seller with the best acquisition
structure.

As the year progressed, considerable
time was spent on improving our core
operations and strategically evaluating
our existing hospital base to determine
which facilities continued to meet our
criteria and which facilities no longer
fit. As such, we sold our two remaining
psychiatric hospitals, which allowed
management to focus its resources and
energy on our core business of operating
general acute care hospitals.

As of December 31, 2006, we operated
60 hospitals in 16 states with almost 8,600
licensed beds.

Acquisitions will continue to be a part
of the HMA growth strategy in 2007,
however, likely at a slower pace and with
the same strategic emphasis as in 2006,

PHYSICIAN COLLABORATIONS
Management’s strategic review

examined HMA'’s customers — our

physicians and patients — to determine

how best to improve soft patient volumes.
We assessed physician satisfaction

. across a wide spectrum, and as a result,

we established physician leadership
councils in our hospitals. These
leadership councils, comprised primarily
of physicians, offer an even more open .
dialogue for management to uncover ways
to better respond to physician and patient
needs and increase the quality of care
being delivered. ,

In selective markets, we have offered
physicians the opportunity to partner with
us in collaborative joint ventures. This
posture, which extends to the joint venture
of certain select HMA hospitals, includes
participation in joint ownership of medical
equipment, medical office buildings and
diagnostic imaging or surgical centers.
Additional strategic joint ventures are
expected to be completed in 2007

In addition, we are also recruiting
and retaining physicians through direct
employment. Understanding recruiting
obstacles such as high malpractice
expense premiums and entrenched
physician referral patterns, HMA has




MITCHELL ZEITLER, M.D., OF PHYSICIANS REGIONAL MEDICAL CENTER - PINE RIDGE, LOCATED IN NAPLES, FL(')RIDA. DISCUSSES
AN UPCOMING SURGERY SCHEDULE WITH MILTELINA MUNOZ, SENIOR OFFICE COORDINATOR, SURGICAL SERVICES.

turned to the employment of select
physicians to address those recurring
challenges.

HMA’s physician employment in 2006
totaled 550 physicians compared with 370
at September 30, 2005. In 2007, physician
employment efforts will be focused to
address specific strategic opportunities.

PHYSICIAN RECRUITING

In addition to recruiting doctors as
direct hospital employees, we also con-
tinued a long-standing policy of meeting
community needs by recruiting a wide

‘variety of physician specialists and family
practice physicians to establish their prac-
tices in our communities.

In this regard, we have been able to
greatly expand the medical services pro-
vided through our hospitals. These efforts
have been: successful in transforming our
facilities into the hospitals of choice in
our communities. )

We recruited 356 new physicians in
calendar 2006. Physician recruitment will
continue to be a central focus for our
local hospital leadership teams in 2007.

Adding physicians increases the
breadth and scope of medical services
being offered, and consequently, the need
for local patients to go to larger cities for
specialized treatment is lessened. ~

PURSUIT OF QUALITY

Providing the highest quality medical
care is the cornerstone of HMA’s phi-
losophy. This management philosophy
manifests itself in several different ways:

® Recruiting of physicians who practice
cutting-edge medical specialties;

a Introducing new or expanded
medical services previously
unavailable in local communities;

s Adding information technology
improvements, new systems and
upgrades;

» Constructing new hospitals to
replace aging facilities;

» Purchasing sophisticated medical
equipment to help doctors practice
up-to-date medicine; and

» Improving our results in physician
and patient satisfaction surveys.

2006 ANNUAL REPORT
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RIGHT: GILMORE MEMORIAL REGIONAL
MEDICAL CENTER'S W, DWIGHT MCCOMB,
JR., M.D., INTERNAL MEDICINE, DISCUSSES
A PATIENT'S PROGRESS WITH DONNA
PATE, RN. BY INVESTING RESOURCES
AND IMPROVING THE QUALITY OF
HEALTH CARE BEING DET.IVERED iN
NON-URBAN COMMUNITIES LIKE AMORY,
MISSISSIPPi WHERE GILMORE MEMORIAL 15
LOCATED, HMA IS ABLE TO REDUCE THE
OUTMIGRATION OF PATIENTS TO URBAN
MARKETS AND ALLOW RESIDENTS TO
RECEIVE THEIR CARE CLOSE TO HOME.

Because of our uncompromising
insistence on quality, we have
consistently turned marginal, non-
urban hospitals into leading-edge
medical centers. And the medical
profession and local communities
recognize these successes.

We revitalize aging hospitals. Where
needed, we also build replacement
hospitals. We spend hundreds of
millions of dollars for state-of-the-art
medical equipment and recruit physicians
with a wide variety of advanced
specialties to staff our hospitals.

These efforts have earned our
hospitals and physicians recognition

HMA INVESTED MORE THAN $50 MILLION TO REPLACE AN AGING FACILITY
IN BROOKSVILLE, FLORIDA. R.L. RAQ, M.D., CHIEF OF STAFF, MAKES
ROUNDS ON HIS PATIENTS IN THE NEW BROOKSVILLE RECIONAL HOSPITAL,
WHICH OPENED IN OCTOBER 2005.

8
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for quality by nationally-recognized
organizations. In 2006 alone,

our hospitals earned more than

30 awards—including hospital
certification, inclusion among the
nation’s top 100 hospitals, mention
as a top cardiac hospital and being
recognized as one of the best places
to work for nurses and hospital staff.
And while we believe our record for
excellence is abundantly evident, we are
constantly trying to improve how our
physicians and patients perceive us.

We continually seek to streamline
operations to improve patients’ hospital
stays, and we mandate continuing
education programs for our nurses.

In addition, we continue to make
significant capital investments to
purchase advanced medical equipment
and expand and modernize current
facilities.

We make these investments to
attract high quality physicians to our
communities, thereby increasing the
spectrum of and access to health care
services. We believe better access and
additional services attract patients and
enlist community support, in turn,
leading to greater patient utilization
of our hospitals’ medical services, far
beyond what was offered before we
acquired them.
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REPUTATION FOR EXCELLENCE
Qur industry-wide reputation for
excellence is largely due to the physicians
who refer their patients to our hospitals

and utilize our diagnostic and curative
services. Qur medical staffs are the
cornerstone of our existence, and we are
indebted to them for their service. For
this reason, we have devised an effective
physician recruitment program to find
needed specialist physicians who are not
only very talented but who also have a
desire to build their practices in smaller
communities that offer very attractive
lifestyles.

AWARDS OF EXCELLENCE

HMA was honored in 2006 by being
recognized as Fortune Magazine’s Most
Admired Company in the Health Care:
Medical Facilities category. The Most
Admired list is the definitive report card
on corporate reputations, and HMA was
chosen as the best by a survey of 10,000
executives, directors and analysts.

During 2006, three HMA hospitals
were awarded the Gold Seal of
Approval from the Joint Commission on
Accreditation of Health Care Organizations,
which is the nation’s largest and oldest
standards setting and accrediting body in

CARDIOLOCGIST, WILBURN GEORGE, M.D., OF HARTON REGIONAL MEDICAL CENTER IN TULLAHOMA, TENNESSEE, PERFORMS A
CARDIAC CATHETERIZATION TO EVALUATE HEART VALVES, HEART FUNCTION, BLOOD SUPPLY, OR HEART ABNORMALITIES.
THIS PROCEDURE MAY ALSO BE USED TO DETERMINE THE NEED FOR HEART SURGERY.
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health care. HMA hospirals earning this
distinction in 2006 were:

e Lake Norman Regional Medical
Center, a 105-bed general acute care
hospital, and the Lake Norman Home
Health Agency in Mooresville, North
Carolina. The award was made following
a surprise inspection covering approxi-
mately 1,500 elements of performance.

® Lehigh Regional Medical Center in
Lehigh Acres, Florida, an 88-bed hospital,
and

& Rankin Medical Center in Brandon,
Mississippi, a 134-bed hospital.

The Lehigh and Rankin hospitals
were first-time recipients of the award.
Contributing to the success of these
hospitals were substantial investments in
facility renovations, advanced medical
equipment and proprietary information
systems, which HMA made following the
acquisition of these facilities.

Hospital Awards of Excellence
are typically the result of our
physicians’ and employees’
commitment to excellence and our
extensive capital investment,

* The laboratory at Highlands Regional
Medical Center in Sebring, Florida, received
two commendations for superiority in
standards and practices; one each by the
College of American Pathologists and the
American Association of Blood Banks.

¢ Midwest Regional Medical Center, a
255-bed hospital in Midwest City, Oklaho-
ma, was awarded the “2006 Distinguished
Hospital Award for Clinical Excellence™”
by HealthGrades®, the nation’s leading
independent health care ratings company.
It was the only hospital in the Oklahoma
City metro area that was ranked among
the top 5% in the nation in terms of
mortality rates and complication rates for
26 procedures and diagnoses.

PERSONAL ATTENTION TO OUR PATIENTS
NEEDS HAS EARNED HMA HOSPITALS SOLID
PATIENT SATISFACTION SCORES UNDER OUR
QUALITY SERVICE MANAGEMENT PROGRAM.

¢ Pasco Regional Medical Center, a 120-
bed hospital in Dade City, Florida, was
ranked among the top 5% of all hospi-
tals in the nation for general surgery by
HealthGrades®,

o Peace River Regional Medical Center,

a 212-bed hospital in Port Charlotte,
Florida, garnered a number of awards

in 2006, including the HealthGrades®
Distinguished Hospital Award for Clinical
Excellence™ for the second consecutive
year {less than 3% of the nation’s ap-
proximate 5,000 hospitals earned this
award two years in a row); a 5-Star rating
for clinical excellence in maternity care
from HealthGrades®; and a Primary
Stroke Center Certification from Florida’s
Agency for Health Care Administration, It
also received a certificate of need to build
a 7-bed neonatal unit to accommodate
the growing number of births at this
hospital, which now exceeds 100 a month.
¢ Poplar Bluff Regional Medical Center’s
Cancer Treatment Center in Poplar Bluff,
Missouri, was awarded a three-year national

NET OPERATING
REVENUE*

(in belfions,

FY02 FY03 FY04 FYDS CYD6

* During 2006, HMA changed its fiscal
year end from Seprember 30 (FY) to
December 31 {CY),

2006 ANNUAL REPORT 11




TOTAL ADMISSIONS*
(in thousands)

FY02 FY03 FY04 FYD5 (Y06
* During 2006, HMA changed its fiscal

I year end from September 30 (FY) 10
December 31 (CY).

DIGITAL RADIOLOGY SYSTEMS WERE INSTALLED AT THE NEW BROOKSVILLE
REGIONAL HOSPITAL, ALLOWING PHYSICIANS TO REVIEW DIAGNOSTIC
IMAGES DIRECTLY ON-THE PATIENT FLOORS OR FROM ANY SECURED
INTERNET CONNECTION VIA HMA'S PROPRIETARY PHYSICIAN ACCESS
SYSTEM. SEEMA NISHAT, M.D. (LEFT) DISCUSSES A PATIENT’S X-RAY WITH
DAVID MORENO, M.D.

accreditation from The Commission
on Cancer of the American College of
Surgeons.

» Riley Hospital's Rehabilitation
Center, a 20-bed, Medicare certified
in-patient rehabilitation facility in
Meridian, Mississippi, received a three-
vear accreditation from the Commission
on Accreditation of Rehabilitation
Facilitations.

e Santa Rosa Medical Center in Milton,
Florida, conducts a diabetes education
program that was awarded recognition
through 2009 by the American Diabetes
Association,

o Sebastian River Medical Center, a
129-bed hospital in Sebastian Florida,
was named one of the nation’s top 100
hospitals by Solucient, Inc., the nation’s
leading source of health care information
products.

o Seven Rivers Regional Medical Center,
a 128-bed hospital in Crystal River,
Florida, was ranked among the top 10%
of hospitals nationwide for treatment of
coronary artery disease, heart failure, and
stroke by the American Heart and Stroke
Associations. '

¢ Summit Medical Center, a 103-bed
hospital in Van Buren, Arkansas, received
its third annual award from the State of

12 HEALTH MANAGEMENT ASSOCIATES, INC.
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RIGHT: EAST GEORGIA REGIONAL MEDICAL
CENTER, IN STATESBORO, GEORGIA, IS HOME
TO THE WOMEN'S PAVILION DESIGNED
SPECIFICALLY FOR WOMEN'S HEALTH

* SERVICES AND INCLUDES A LEVEL I
NEQNATAL CENTER.

Arkansas for performance improvement
measures related to pneumonia, congestive
heart failure, acute myocardial infarction
and surgical infection prevention. It is just
one of two hospitals in the state to receive
this award for three years running.

® Venice Regional Medical Center, a
312-bed hospital in Venice, Florida, was
ranked among the top 10% of hospitals
nationwide for clinical excellence in
general surgery by HealthGrades®.

PATIENT SATISFACTION STUDIES
While awards and recognition from
independent accrediting agencies are im-
portant, we believe it is equally important

to learn what éur patients think about
the care they receive at our hospitals.
Upon discharge, each patient is asked to
complete a detailed questionnaire that
covers a variety of services, such as the
admissions process, the time nurses spend
with patients, staff responses to patient
concerns, the quality of food, etc. Last
year, our patients gave us an average score
of 93 on a 100-point basis. These opinion
surveys serve as a quality check for every
hospital. Survey results are reviewed
timely by local hospital leadership teams
and, where necessary, corrective action is
taken immediately.

GROWTH STRATEGIES

We broaden the range of our existing
hospitals’ medical care to achieve organic
growth. We also employ a disciplined
acquisition strategy to grow in new
communities that are in need of improved
health care.

With regard to acquisitions, we look
for hospitals located in growing non-
urban areas of the Sun Belt states. Because
of favorable climates, these geographic
areas attract a high number of senior
citizens, who require a disproportionate
amount of health care when compared to
the nation’s population as a whole.

In the early 1980’s, HMA created
the niche of revitalizing hospitals in

-~







TOTAL PATIENT DAYS*
{in thousands}

FYQ2 FYQ3 FY04 FYO5 CY06

* During 2006, HMA changed its fisca!
year end from Sepeemsber 30 (FY) 0
December 31 (CY).

HMA’S DECENTRALIZED MANAGEMENT PHILOSOPHY ENCOURAGES LOCAL DECISION MAKING BY
ITS HOSPITAL LEADERSHIP TEAMS. HMA HOSPITALS ALSO RETAIN A LOCAL ADVISORY BOARD
COMPRISED OF COMMUNITY LEADERS AND PHYSICIANS. LEFT TO RIGHT: GARY HARRISON, M.D.,
CHIEF OF STAFF, TOM BLACKWELL, M.D., AND BOB BIGLEY, CEOQ, EAST GEORGIA REGIONAL
MEDICAL CENTER. -

non-urban areas, with populations
between 30,000 and 400,000 people, as
non-urban communities typically offer
competitive advantages when compared
ta larger metro areas.

Oftentimes, specialty health care
services are not available locally in non-
urban communities, forcing residents to
leave their smaller communities to seek
advanced health care in major cities.

Consequently, after HMA acquires a
hospital, the potential to recapture this
outmigration of patients is substantial
because we recruit physicians to fill the
specialty needs in our communities and
invest in the necessary equipment to
expand the breadth and level of services.

LOCAL LEADERSHIP A MUST

HMA’s acquisition of a hospital offers
its community a win-win scenario.

We understand that the delivery of
health care services is a locally driven
process, As such, new acquisitions retain
their heritage and local feel, with the:
opportunity to transition into a thriving
regional medical center.

A typical barrier impacting an acquisi-
tion is the concern by a prospective hospital’s

14 HEALTH MANAGEMENT ASSOCIATES, INC.

management of losing local control. We are
sensitive to these concerns, and we employ
an operating style that allays these fears.

We ingsist that our acquired hospitals
establish a local board of trustees to
include community leaders and members
of the medical staff. We also insist that
the acquired hospital’s local leadership -
its chief executive officer, chief financial
officer and chief nursing officer — live in
the community and lead the hospital’s
day-to-day operations.

We are committed to decentralized
management, ensuring the local
delivery of health care.

We believe that rigid, centralized
management impairs the decision-making
process and undermines the competitive
strengths of local leadership.

Our focus at the corporate level is to
provide additional supportive manage-
ment expertise and resources, including
sophisticated information technology
platforms to support our hospitals.

Each hospital operates HMA's time-
tested proprietary Pulse System® upon




acquisition. This system is a uniform
information platform that includes
consistent, comprehensive programs for
accounting, medical records, business office
operations and certain clinical programs.

We also introduce three other HMA
signature programs shortly following
acquisition: Nurse First, ProMed, and
MedKey™.

Nurse First is a program designed to
shorten the waiting time for ER patients
and to determine which patients require
more immediate attention.

Nurse First is even more important in
smaller communities. It is commonplace
for patients to arrive at the ER without
having a regular physician. Since more
than half our patients enter our hospitals
through the ER doors, we know that a
positive initial impression often determines

whether an individual will return to our
hospitals when other medical needs arise.

ProMed is a computer-accessed
diagnostic tool that helps doctors assess a
patient’s condition, formulate a diagnosis
and suggest a course of treatment. When
combined with the Nurse First program,
our ER services reach patients two to
three times faster than the national
average of five to six hours,

MedKey™ is a bar-coded identification
card that our hospitals provide to local
residents, free of charge. It contains basic
patient information that streamlines the
admission and registration process and,
in some instances, can help speed medical
treatment.

At year end, more than a million
MedKey™ cards were in use in
communities where we operate hospitals.

LTS ] apre e

TOTAL ER VISITS*
(in :hou.m;m‘.s}

FY02 FY03 Fy04 FY05 CY06

* During 2006, HMA changed its fiscal
year rndﬁ:am September 30 (FY) o
December 31 (CY).
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I
HMA HOSPITALS UTILIZE SEVERAL SIGNATURE PROGRAMS TO ASSIST PATIENTS IN BEING TREATED PROMPTLY. NURSE FIRST,
PROMED AND MEDKEY™ WORK TOGETHER TO ENSURE A MORE TIMELY AND EFFICIENT PATIENT ENCOUNTER.I
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NEW EQUIPMENT & SERVICES
A major factor in our growth strategy
" is to commit substantial capital each
year to purchase state-of-the-art medical
equipment, which, in conjunction with
physician recruitment, increases the level
of quality at our hospitals and fosters
the establishment of expanded medical
services and programs.

During 2006, we invested more than
$300 million to purchase new medical
equipment and build and expand new
facilities. Among the more significant
capital additions were the following —
¢ Three Hyperbaric Oxygen Chambers,
two at our Sebastian River Medical Cen-
ter, and one at Sandhills Regional Medical
Center in Hamlet, North Carolina, which
is also building an entire new center to
offer this therapy.

Hyperbaric Oxygen Therapy provides a
patient with 100% oxygen while comfort-
ably resting inside a pressurized chamber.

- This facilitates more rapid healing of

wounds that do not respond to traditional
methods.

¢ Digital X-ray machines were purchased
for our Carlisle Regional Medical Center
in Carlisle, Pennsylvania. The new units,
which replaced the old film and light

bex method of viewing, provide much
greater detail and visual clarity. Because
the images are digital, they can also be
transmitted electronically in seconds and
viewed by any physician with encrypted
Internet access.

" » State-of-the-art lasers to shrink

non-cancerous enlarged prostate glands
were acquired for Poplar Bluff Regional
Medical Center in Poplar Bluff, Missouri
and Seven Rivers Regional Medical Center
in Crystal River, Florida. It is the first
laser of its kind available in the Poplar
Bluff area. The lasers provide a minimally
invasive procedure that vaporizes
non-cancerous enlarged prostates.

IN 2006, HMA INVESTED MORE THAN $300 MILLION TO PURCHASE STATE-OF-THE-ART MEDICAL
EQUIPMENT AND BUILD OR EXPAND NEW FACILITIES AND SERVICES TO MEET THE NEEDS OF THE
COMMUNITIES WE SERVE.
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I
JOHN E. MARTIN, SR., M.D., DIRECTOR OF WOUND CARE AT EAST GEORCGIA REGIONAL MEDICAL CENTE|R IN STATESBORO,
GEORGIA, SPEAKS WITH A PATIENT BEING TREATED IN A RECENTLY INSTALLED HYPERBARIC CHAMBER [THAT IS USED FOR
TREATING WOUNDS THAT DO NOT RESPOND TO NORMAL HEALING TREATMENTS. 5

A bone densitometer was also acquired

for Seven Rivers Regional Medical

" Center. It provides accurate measures of
bone mineral density and is useful for
diagnosing and treating osteoporosis.
& A nuclear medicine camera was acquired
for Fishermen’s Hospital in Marathon,
Florida. It analyzes kidney function and
blood flow through the heart. The unit
also scans a patient’s lungs and detects
cancers and their spread, measures
thyroid function and performs a host of
other functions.  ~
e State-of-the-art Computer Aided
Tomography (CT) Scanners were purchased
for nine hospitals —the new replacement
hospital in Carlisle, Pennsylvania; Gilmore
Memorial Regional Medical Center in
Amory, Mississippi; Harton Regional
Medical Center in Tullahoma, Tennessee;
Highlands Regional Medical Center in
Sebring, Florida; Barrow Regional Medical
Center in Winder, Georgia; Williamson
Memorial Hospital in Williamson, West
Virginia; Peace River Regional Medical
Center in Port Charlotte, Florida; St.

Cloud Regional Medical Center in
§t. Cloud, Florida; and Venice Regional
Medical Center in Venice, Florida.

These advanced CT scanners provide
exceptional image clarity. They enable
physicians to detect many life-threatening
illnesses at relatively early stages and
provide more timely treatment.

Quality is a moving target that
requires constant reinvestment for
improvement.

e Digital Mammography Systems were
installed at Seven Rivers Regional Medical
Center and Midwest Regional Medical
Center. These units employ revolution-
ary imaging technology that provide
incredibly sharp images for breast cancer
exams. These expenditures illustrate our
commitment to women'’s services and the
early detection of breast cancer. The Seven
Rivers Regional Medical Center unit is -
the first of its kind in the area. Previously,
women had to travel to Tampa or Orlando
for this exam.

EQUIPMENT CAPITAL
EXPENDITURES*

(in milfions)

369

FY02[FY03 FYO4 FYD5S CYO06

* During 2006, HMA changed its fiscal
year end from September 30 (FY} 10
December 31 (CY).
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HMA HOSPITALS PROVIDE A COMPREHENSIVE ARRAY OF HEALTH CARE SERVICES. KIDNEY DISEASE PATIENTS RECEIVE
PEPSONALI%ED CARE DURING DIALYSIS TREATMENTS AT HARTON REGIONAL MEDICAL CENTER IN TULLAHOMA, TENNESSEE.

& A new laparoscopic-assisted
cholecystectomy for colon cancer patients
is now available at Sandhills Regional
Medical Center. The new procedure features
small incisions that result in less pain and
fosters quicker recovery. This hospital
also opened a wound care center to

treat difficult wounds that resist healing,
typical among diabetics.

» A new Magnetic Resonance Imaging
(MRI) Center was installed at our Medical
Center of Southeastern Oklahoma in
Durant, Oklahoma. The Signa®MRI
system has a spacious opening that helps
to eliminate patient claustrophobia,

It delivers exceptionally clear images

for diagnosis, clinical evaluation and
subsequent treatment.

¢ Charlotte Regional Medical Center in
Punta Gorda, Florida, opened the only
comprehensive dialysis center in Charlotte
County, providing service 24 hours a day,
seven days a week.

18 HEALTH MANAGEMENT ASSOCIATES, INC.

o Lake Norman Regional Medical Center
became the first hospital in the greater
Lake Norman area to offer brachytherapy,
a remarkably effective treatment for
prostate cancer and an alternative to more
invasive surgeries.

o Peace River Regional Medical

Center developed a comprehensive
sports program for its Orthopedic and
Rehabilitation Center.

» Sebastian River Medical Center
established a diabetes self-management
program last year. It provides education,
monitering and custom-tailored physical
exercise programs for each participant.

EXPANSION: 2006

o We replaced the 90-year-old Carlisle
Regional Medical Center with a new
225,000 square-foot, 151-bed medical
center. [t is equipped with the latest in
medical technology, including a 64-slice
CT scanner, MRI, positron emission




tomography (PET) scanner and nuclear
medicine imaging.

* We rebuilt a medical office building at
our Charlotte Regional Medical Center
that was destroyed by Hurricane Charley
in 2004.

¢ Our Heart of Florida Regional Medical
Center in Haines City, Florida, opened

a new $4 million, 6,000 square foot
expanded Center for Cardiac and [maging
Services.

* Davis Regional Medical Center in
Statesville, North Carolina, opened an
Orthopedics Center that offers patients a
comprehensive approach to joint surgery,
including pre-op education and pre- and
post-op physical therapy.

o Lehigh Regional Medical Center
opened an off-site Rehabilitation Center
to provide physical, occupational and
speech therapies.

o Mesquite Community Hospital

in Mesquite, Texas, opened a Total

Joint Center. It offers new options

for orthopedic care for patients that

have arthritis or require a total joint

replacement or are a candidate for
minimally invasive surgery.

e Peace River Regional Medical Center
re-opened a Neuro-Surgical Orthopedic
Center. It essentially combined the
Neuro-Surgical Unit with its Rehab
services to provide a convenient,
comprehensive multidisciplinary unit at
one location. Peace River Regional Medical
Center also opened a new state-of-the-art
cardiac catheterization laboratory.

s Santa Rosa Medical Center in Milton,
Florida, opened a 5,000 square-foot
rehabilitation center in the medical office
building on the hospital’s campus.

» Walton Regional Medical Center in
Monroe, Georgia, purchased 68 acres in
Monroe to build a replacement hospital
and medical office building.

¢ University Medical Center in Lebanon,
Tennessee, began a major expansion of
its Emergency Department. The new
center will encompass 12,000 square feet,
roughly twice its earlier size. It will enable
the hospital to treat up to 10,000 patients
each year.
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ACQUIRED IN MAY 2006, PHYSICIANS REGIONAL MEDICAL CENTER - PINE RIDGE IS AN 83-8ED GENERAL ACUTE CARE HOSPITAL
LOCATED IN NAPLES, FLORIDA, ONE OF THE FASTEST GROWING COMMUNITIES [N THE UNITED STATES.
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HMA HOSPITAL EMPLOYEES DO MORE THAN
JUST CARE FOR THEIR PATIENTS IN THE
HOSPITAL. THEY ARE ACTIVE IN CIVIC AND
COMMUNITY ORCANIZATIONS AND DONATE
THOUSANDS OF VOLUNTEER HOURS TO LOCAL
CHARITIES TO IMPROVE THE QUALITY OF LIFE
IN QUR COMMURNITIES.

THE GOOD CITIZEN

Whenever HMA acquires a hospital,

it maintains the current employee base,

As medical services are added over time,

the hospital’s employee base will grow
commensurate with patient volumes.
HMA's hespitals also increase a community’s
tax base as major physical expansions and
renovations typically follow.

In addition to active service in many
civic organizations, each hospital’s
employees also make sizable contributions
to local charities both in the form of
fundraising and donations of time and
energy. A few examples of HMA’s good
citizenship activities follow,

LOCAL EFFORTS

e Employee volunteers from many HMA
hospitals and the corporate office help to
build homes for Habitat for Humanity.

o An HMA chief nursing officer was the
March of Dimes’ WalkAmerica Chair for
Cherokee County, South Carolina.

¢ HMA hospital employees generously
contributed to many local United Way
campaigns. ’

¢ Virtually every HMA hospital hosted
free public health fairs last year. Health
education lectures and many health
screenings were made available to
community residents throughout the year.
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e Highlands Regional Medical Center in
Sebring, Florida, donated a defibriflator
to the Sebring International Raceway.

It filled a critical need inasmuch as the
raceway attracts more than 150,000
spectators each year.

» Contributions for college scholarships
for local students were raised in a number
of HMA communities,

¢ Hospital employees in Mississippi
raised funds to send kindergarten kids
on a field trip that otherwise would have
been canceled when funds ran short after
Hurricane Katrina.

¢ Seven Rivers Regional Medical Center
established a website that provides
interactive tools for self-assessment tests
on various medical conditions and, if
necessary, provides help for prospective
patients to find a highly-qualified
physician.

NATIONAL SUPPORT

¢ Nationally-recognized health care
related charities receive substantial
financial support each year. Virtually
every HMA hospital enters a team in the
American Cancer Society’s “Relay for Life”
activities.

o Other activities raised sizable funds
for the United Way, American Heart
Association and the March of Dimes for
medical research to find cures for heart
disease, birth defects, leukemia, diabetes
and several other major illnesses.

LONGER-TERM OQUTLOOK

As we focus our attention and
resources on customer service and seek
to continually improve our physician and
patient satisfaction results, we believe
opportunities to further improve upon
our success exist in 2007 and beyond.

Physicians naturaily prefer to send
their patients to the hospitals they regard
as having the best facilities for patient
care and the most modern diagnostic and
surgical tools for their use.

To maintain the level of quality our
physicians and patients have come to
expect, we intend to continue to invest




in state-of-the-art equipment and
modernize our hospitals.

Further, our management flexibility
may well prove the decisive factor in our
future success. Our initiatives to provide
doctors with opportunities to formally
partner together with our hospitals to
develop mutually beneficial relationships
are expected to further improve the
quality of care being delivered and
enhance our competitive posture.

While the challenge of the uninsured
remains for the entire industry, HMA has
designed and, in early 2007, implemented
a discount policy intended to provide

greater pricing transparency and assist
those in financial need,

Looking to the next several years, a
sizable portion of the U.S. population,
the post-World War IT baby boomers,
is rapidly reaching Medicare age and
as the population grows older it will
require increasing amounts of health care,
including hospital services.

Consequently, we believe today’s
hospital industry, and particularly
HMA, with its concentration of
hospitals located in southern, retirement
friendly communities, will have growth
opportunities for years to come. @
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DEVELOPING EVEN BETTER PHYSICIAN RELATIONSHIPS WAS A KEY STRATEGY FOR 2006, AND HMA WILL COfiJTINUE TO FOSTER
MUTUALLY BENEFICIAL iNTERACTION BETWEEN OUR MEDICAL STAFFS AND HOSPITAL LEADERS IN 2007. THIE CHIEFS OF STAFF
FROM EACH HMA HOSPITAL JOINED HMA'S EXECUTIVE MANAGEMENT TEAM FOR AN INTENSIVE CONFERENCE IN 2006 TO
EXCHANGE IDEAS FOR IMPROVING HEALTH CARE IN OUR COMMUNITIES.
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Corporate Governance

Recognizing that effective corporate
governance begins at the top, the Board
of Directors and senior management
continue to secure the confidence of
HMA’s 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
corporate governance and financial
disclosure and integrity.

HMA's Board of Directors delegates
specific responsibilities to the following
board committees: Audit Committee,
Compensation Committee, Corporate
Governance and Nominating Committee
and an Executive Committee. In addition,

the Board has adopted a Code of Business
Conduct and Ethics to govern the conduct
of all emptoyees, officers and board
members. During 2006, the Board met
eight times.

AUDIT COMMITTEE
The Audit Committee assists the Board

“in the oversight of the accounting and

financial reporting processes, compliance
program, internal control procedures
(including Sarbanes-Oxley Section

404) and independent audits of HMA’s
financial statements. This committee is
comprised of four independent Board
members, at least one of whom is deemed
an “audit committee financial expert” in
accordance with applicable SEC rules,
and is required to meet a minimum of
four times a year. During 2006, the Audit
Committee met eight times.

COMPENSATION COMMITTEE
The Compensation Comrnittee has
direct responsibility for reviewing and
approving HMA's goals and objectives
relevant to the compensation of the Chief
Executive Officer and other executive
officers, and the evaluation 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

CORPORATE OFFICERS (FRONT ROW, LEFT TO RIGHT): JOSEPH V. VUMBACCQ,
BURKE W. WHITMAN, JON P. VOLLMER, (BACK ROW, LEFT TO RIGHT):
ROBERT E. FARNHAM, TIMOTHY R. PARRY AND PETER M. LAWSON,

of three times a year. During 2006, the
Compensation Committee met four
times.

22 HEALTH MANAGEMENT ASSOCIATES, INC,




:'-ﬂ%ﬁﬁ

=
[T | v L 5]

BOARD OF DIRECTORS (FRONT ROW, LEFT TO RIGHT): WILLIAM J. SCHOEN, VICKI A. O'MEARA, KENT P. D'AUTEN. ROBERT A.
KNQX, (MIDDLE ROW, LEFT TO RIGHT): JOSEPH V. VUMBACCO, DONALD E. KIERNAN, (BACK ROW, LEFT TO RIGHT): WILLIAM C.
STEERE, jR., WiLLIAM E. MAYBERRY, M.D. AND RANDOLPH W. WESTERFIELD, PH.D.

CORPORATE GOVERNANCE AND
NOMINATING COMMITTEE

The Corporate Governance and
Nominating Committee is charged with
shaping HMA's corporate governance.
In addition, this committee is charged
with enhancing the quality of the Board
by identifying and recommending
qualified individuals to become directors.
This committee is comprised of three
independent Board members and is
required to meet a minimum of three
times a year. During 2006, the Corporate
Governance and Nominating Committee
met four times.

EXECUTIVE COMMITTEE

The Executive Committee is empow-
ered to take such actions and have such
responsibilities as the Board may deter-
mine from time to time, except for mat-
ters that are the responsibilities of another
committee. This committee is comprised
of five Board members and meets as the
Board deems appropriate. The Executive
Committee did not meet in 2006.

CORPORATE PHILOSOPHY

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

WHERE TO FIND ADDITIONAL
INFORMATION

To obtain additional information
pertaining to HMAs corporate gover-
nance, including Board committee char-
ters, Corporate Governance Principles,
and the Code of Business Conduct and
Ethics, or to obtain information regard-
ing communicating directly with the
Board of Directors, interested parties
and shareholders can visit the Corporate
Governance Section of the Investor Rela-
tions area of HMA’s website located at
http://www.hma-corp.com.
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Hospital Locations

(at December 31, 2006)

ALABAMA

Riverview Regional Medical Center, Gadsden
Stringfellow Memorial Hospital, Anniston

ARKANSAS
Southwest Regional Medical Center, Little Rock
Summit Medical Center, Van Buren

FLORIDA .

Bartow Regional Medical Center, Bartow

Brooksville Regional Hospital, Brooksville

Charlotte Regional Medical Center, Punta Gorda
Fishermen’s Hospital, Marathon

Heart of Florida Regional Medical Ctr., 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

Peace River Regional Medical Center, Port Charlotte
Physicians Regional Medical Center—Pine Ridge, Naples
Santa Rosa Medical Center, Milton

Sebastian River Medical Center, Sebastian

Seven Rivers Regional Medical Center, Crystal River
Spring Hill Regional Hospital, Spring Hill

St. Cloud Regional Medical Center, St. Cloud

Venice Regional Medical Center, Venice

GEORGIA

Barrow Regional Medical Center, Winder

East Georgia Regional Medical Center, Statesboro
Walton Regional Medical Center, Monroe

KENTUCKY
Paul B. Hall Regional Medical Center, Paintsville

MISSISSIPPI

Biloxi Regional Medical Center, Biloxi

Central Mississippi Medical Center, Jackson

Gilmore Memorial Regional Medical Center, Amory
Gulf Coast Medical Center, Biloxi

Madison Regional Medical Center, Canton

Natchez Community Hospital, Natchez

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

0klahoma (2}

Texas (2}
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Williamson Memorial Hospital, Willian

Missouri

Arkansas

MISSISSIPPI (CONTINUED)

Riley Hospital, Meridian

River Oaks Hospital, Flowood

Woman'’s Hospital at River Qaks, Flowood

MISSOURI
Poplar Bluff Regional Medical Center, Poplar Bluff
Twin Rivers Regional Medical Center, Kennett

NORTH CARQLINA

Davis Regional Medical Center, Statesville

Franklin Regional Medical Center, Louisburg

Lake Norman Regional Medical Center, Mooresville
Sandhills Regional Medical Center, Hamlet

OKLAHOMA
Medical Center of Southeastern Oklahoma, Durant
Midwest Regional Medical Center, Midwest City

PENNSYLVANIA

Carlisle Regional Medical Center, Carlisle

Heart of Lancaster Regional Medical Center, Lancaster
Lancaster Regional Medical Center, Lancaster

SOUTH CAROLINA

Carclina Pines Regional Medical Center, Hartsville
Chester Regional Medical Center, Chester

Upstate Carolina Medical Center, Gaffney

TENNESSEE

Harton Regional Medical Center, Tullahoma
Jamestown Regional Medical Center, Jamestown
University Medical Center, Lebanon

TEXAS
Medical Center of Mesquite, Mesquite
Mesquite Community Hospital, Mesquite

VIRGINIA
Lee Regional Medical Center, Pennington Gap
Mountain View Regional Medical Center, Norton

WASHINGTON
Toppenish Community Hospital, Toppenish
Yakima Regionat Medical & Cardiac Center, Yakima

WEST VIRGINIA

est
Virginia
m ’
North Carolina ¥

Tennessee (3) {4)
South Carolina

2} Kentucky (1)

Q)
Mississippi
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“All mternal control systems, no matter how well desrgned and tested have mherent |1mttat10ns, 1nclud1ng, among
other thmgs, the poss1bthty of human error, circumvention or dtsregard Therefore, even those systems of mternal
) control that, have. been determlned to be. effectwe cdn provide' only reasonable assurance that the obJectlves of
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.2006 has been audrted by Ernst &Young LLP an mdependent regtstered publtc accountmg ﬁrm Ernst & Young LLP s,
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- anttc:pate, intend,” expect “may, plan ‘contmue, should,”.“project and words of s1mtlar trnport constitute *
' “forward lookmg statements” within the meamng of Section-27A of -the Secuntles Act-of 1933, »as amended and
Section 21 Eofthe Securities Exchange Act of 1934, as amended. These: statements may.include projections ¢ of revenue, ]
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plans and objectives for future operatlons and acqulsmons statemnents of future economic performance, staterments: ,
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Forward ]ookmg statements are based on our current plans and expectatlons and mvolve knowr{ and unknown
K risks, uncertamttes .and other fictors that ‘may ‘cause our actual, results. performance, achlevements or- mdustry
" results to.be materlally dlfferent from any future;results, performance or achlevements expressed or 1mplted by.,
" such forward- lookmg statements Such factors, mclude, among other thmgs, the r1sks and'uncertaintiés identified
by us under the headmg Rtsk Factors” in Item 1A of Partl of our: Anmial Report on Form 10-K for thé,  year ended
December 31, 2006 that we filed with the Us.. Securmes and Exchange Commission. Furthermore, we. operate in
4 contmually changmg busmess env:ronment and newrisk factors emerge from time to time: We"cannot pred:ct -
what these new “risk factors mtght be, nor can we assess the 1mpact if any, of such new rlsk factors on- our business.
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~ . 2006 ANNUAL REPQRT'. 25

,17: T
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Our management is responS|ble for establrshlng and malntammg effectwe 1nternal conlro] over ﬁnancml reporttng,as o

: such term i3 definéd in Exchange ActRule 13a- IS(f ): Qur mternal control system was desrgned under the supervision :
. of our. Chief Executlve Ofﬁcer and-Vice: Chalrman and our Senior Vice President and Chlef F1nancml Officer and
" with, the partlctpatlon of management in order to- provide’ reasonable assurance regardmg the’ lrehablllty of our
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) ' We have audtted managements assessment, 1ncluded in the accompanymg Management Report on Internal Control

- 7 vOver, Financial Reporting; that Health Management Assocrates, Inc. maintained effective mternal control over, ﬁnancnal
o reportmg as 6f Decemnber 31, 2006, based on criteria’ establtshed in Internal Control- lntegrated Framework issued. by-
** the Coimmittée of Sponsonng Orgamzatlons of the Treadway Commtssron (the €OSO crrterta) Health Management s
) Assoctates, Inc’s management is: responsrble for mamtalntng effective 1nternal control over financial reportmg and for its .
S »assessment of the effecnveness of mternal control over financial reportmg Our respon.nbrltty is 0’ express an opinion on-

o _'l ’ management s gssessment and an opmton on the effecttveness of the Company s mternal control over ﬁnanctal reportmg .'
based on our audlt TR R PR ,-‘,.-_" L : Lo T s T S :
e " Lo el [ v A A ,.".: Y. .’- R T . -

. " . - . V L . - - r O
K . ' ’ . -

We conducted our audtt in accordance w1th the standards of the Publrc Company Accountmg Overstght Boat’d (Untted
L States) Those standards requtre that we plan and perform the audit to obtam reasonable assurance about whether
b eft’ectwe mternal control Gver ﬁnancml reporting was maintained in all matertal respects Our audlt mcluded obtammg an’,
understandtng of 1nternal control ovet ﬁnancral reportmg, evaluatrng management s assessment, testmg and evaluatmg

oo "the destgn and: operatmg effectrveness of mternal control, and performing such other procedures as we’ consrdered
: - necessary in the" crrcumstances We. belteve that our audtt provtdesa reasonable basis for our opmton Sl .
. } s
B , B \,. . v L . R ‘

baonom .-‘ < a .."-~' -"'-'/““.) T 2 - ‘

. A companys mternal control over ﬁnancral reportmg is.a process desrgned to provrde reasonable assurdnce regardtng

the reltablltty of ﬁnanc1al reportmg and the preparatlon of financial statements for external purposes in accordance with

generally accepted accountmg prlnt:tples A companys tntemal control over ﬁnancral reportmg ‘inclades: those pol|c1es‘

“and procedures that (1} pertam to_the maintenance of records that; in reasonable detatl accurately, and farrly reﬂect -

. .- . ihe transactions and dtsposrttons of the assets- of the Company, {2)- provrde reasonable assurance that transactions are

- e recorded -as necessary to permit preparat:on of ﬁnanctal statements in accordance wnh generally accepted accounting.

‘ pl’lt’lCtPlES and that receipts and expendttures of the Company are bemg made .only in. accordance with' authorizations

:f ‘ of management and" dlrectors of the Company, and (3) provide reasonable assurance regardmg preventron or timely -
detectton of unauthorized acqu1smon use, or dtsposrtlon of the Company s assets that could have a materlal effect on the
ﬁnancralstatements STt ey T KR P ST T e r», . s

Y . . e . - _- ¢ - . . . . R

s L f . .". - %

: Because of its mherent hmrtatrons, intérnal control over ﬁnancral reportmg may not prevent or detect rntsstatements y
S Also, projections. of any evaluatton of effecttveness to future periods are subject ¢ 0 the risk that controls may ¢ bécome ..
U madequate because of changes in condtttons, of. that the degree of compltance wrth ‘the pohctes or, procedures may

detenorate : T St T T s o L. .l
X Lo e T *\," Y * o ” IR AP S S R - o P LT

ln our optmon, management S assessment that Health Management Assocrates, Inc. matntatned etTecttve 1nternal control
- . over ﬁnanclal reportmg as of December 31,2006, is Fatrly stated, in all matertal respects, based on the COSO crttena Also, ,
“27 linour oplnton Health Management Assocrates, Inc; mamtalned in all matenal respects, effectlve mternal control over :

ﬁnanc:al reporttng as, of December 31, 2006 based on ‘the COsO crlterra P RS

N .J-"

A

We also have audtted,\m accordance with the standards of the Publlc Company Accountmg Oversrght Board (Umted
e States), the consoltdated ba]ance sheets'of Health Management Assoctates, Inc’ as of Decerriber 31, 2006 and 2005 and the
_+... ~related consolidated stateménts of i income, stockholders equity,. and cash flows for the years ended December 31,2006,
T September 30; 2005 and September 30 2004 and the three_ months. ended December 31 2005, of Health Management
Assoctates, lnc and our report dated- February 23 2007 expressed an unquahﬁed opmton thereon L e

) Cernﬁed PubhcAccountants O S - A TLoay AT
“. " Miami, Flonda T L RS S
W - February23,2007. S ’ S 'é'.“ TR R g
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Consolzdated Fmancral Statements L S ;
Reportof Independent Regtstered Publchccountmg Frrm - . 7 T
k ’ " . "_' - T B .
Consohdated Statements of Income . . T S 28 _—

- - . * - " bl n l‘ - - A N .

- Consoltdated BalanceSheets 7;_‘ :"_ . _ S 1 L 1 o l - 2?" -

. Consohdated Statements of Stockholders Equtty B e - S e A 36_ \ T
C_onsoltdated Statements of Cash Flows "/ , X a S, o l : . ~'t. R "3‘1""' o
Notes to Consohdated Fmancral Statements ST '_,:-'- "_‘_%.‘ v *‘.- o . . ; : 32 * e
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Report of Independent Regtstered Publrc Accountmg Frrm L ~ :
Board othrectors and Stockholders \ . ‘P'.:; ’ '-' . I '.' fe l . ‘;-_'-- L RS

Health Management Assocrates, lnc
We have audlted the accompanyrng consoltdated balance sheets of Health Management Assoctates, Inc as of December
".31,-2006 and 2003, and the: related consolrdated statements of i mcome. stockholders eql.uty, and cash ﬂows for the years T
-+ ended December 31, 2006, September 30, 20057and September 30,2004, and the three months- ended December 31,
- 2005. These financial statements are the responsnbrlrty of the Company 5 management Our responsrbthty isto express an’

opmton on.these’ ﬁnancral statements based on ouraudrts oL T e } s :

2 .o TSR 0T L n . \ . i -r._e L~

- . 3 -,

We conducted our audits in accordance w1th the standards of the Public Company Accountmg Oversrlght Board (Umted L

i States) Those standards require that we plan and perform the. audit to, ;obtain’ reasonable assurance about whether the -'
N ﬁnancral statements are free of matertal mlsstatement An audlt mcludes examlnmg, on a test basts, evrdence supporting’”
* the. amounts and d1sclosures in ‘the ﬁnancral statements An audit also includes assessing ‘the accounttng prtnctples used. -

~.and significant estimates- thade by management as well as evaluatmg the overall financial statement presentatron We B

' . )

~bellevethatouraudtts Provrdeareasonablebasrs forourOleon S S S TS D T e

- - . . . e LT . . ... - . - . - -
- - h -J‘ - -' - - ' - . .

In our opmton the ﬁnancral statemehts referred to above’ present fatr]y, in all matenal respects, the consohdated ﬁnancral B

position. of Health Management Assocrates, Iné. at December 31, 2006.and 2005, and ‘thé consolrdated résults of its . - *

operatrons and'its'cash flows- for the years ended December 31,2006, September 30, 2005 and September 30, 2004 and -
- the three months ended December 31 700, in conformtty W1th US generally accepted accounttng prmc1ples P

.o e . .
% : T . PPV v o ma,
. ) - E - : . . . ks

. N -3 Lo - N .

As dlscussed in Note l(r) to the consoltdated ﬁnancral statements, effectwe October 1, 2005, the Company ad0pted the =
provrstons of Statement of Fmancral Accounttng Standards No. 123 (revrsed 2004) Share Based Payment and as dlscussed
*.in Note 14 to the consolidated ﬁnancral statements, the. Company adopted the prov1s1ons of StaFf Accountmg Bulletm

No 108, ‘Considering the Eﬁects of Prior Year Mrssratements when Qumztrfymg Mtsstatements m Currem Year Fmancral Lo

Statements (SAB No. 108) The. Company used the one ttme speclal transition’ prov1stons of SAB No108.and recorded an -
2 ad;ustment to retamed éarnings effecttve October 1, 2005 to adjust the Company s consoltdated ﬁnanlctal statements to "

correct prtor per10d errors.in accountmg for cash leases andi incorne taxes e D R, ‘ai _
oL : o s ’- o '.‘.”‘- A
We a]so have audtted in accordance with the standards of the Publtc Company Accountmg Oversrght Board (Umted A

States) the effectrveness of Health Management Assocrates, Inc.s 1nterna] cantrol oger financial reporttng as of December T
31, 2006, based ori criteria establtshed in Internal Control—lntegrated Framework issued by the Committee of Sponsormg
Orgamzattons of, the Treadway Commtssron and our report dated February 23, 2007 expressed an unqualtﬁed opmron

thereon AT S SO S e A el [ s e LT
RSP : " e TN T N .
R A, o ' - . ! . R - . R S, g . (-
e . e A - " oF . o = -— <
.. "_' coelby . _ A . - .,\ ; vl o N
. T . : e R s LT
) * ’ .t e . B PR M [ _‘- 1 e .,
. :.‘ .. . ’ . S - . ) } ‘-' , -
g S ' . L 1 .- 4o I .. Fl - B
- Certified Public Accountants - . » 2 "> T o L 0T et T e T
- . G 4 - - L. - - o . - T . - - »
Mtamt. Flortda Monoe L e TRl st D e A , LS.
Lok 2. - R AR - -~ ) -
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T msurancerecover1es,net~_",n_w' 16540
Tl (51297)

lnterest expeénse - ol EE
(7 602)

Reﬁnancmg and debt rnodlﬁcatlon costs -

*

(4 225)

"(7)"'

B (2051) L

'. . 34 289

«

' ) PPN RIN
- Consohdated Statements of Income ST e DR S
(m thousands, exceptpershare amounts) T T e e T N
‘ e 3 - _;' PP SO ‘.'Thr‘ee‘Momhs . _’ CRRENRS
o . . . Year Ended- .* . . " Ended. _ - e e T,
. S S «December 31, . December3},>: __° Years Ended September 30,- ' 7
LoD e e T 2008 -, 2008 . 2005 2006, -
o _Né;“opegajipg re\?_enﬁe_ AT egi0s6,599 < §.617,186.5C  $3,479,568¢ ¢ $3,092,547. "
- - cs . './ s l"- X . ,’(.T_ I ‘_ ;‘» N __h' L o '_-- ot J'f
Operatmgexpenses D Y, B - SRR Gl D e e
L _'Salanes andbeneﬁts . T T 1629607 ;-'__-_‘,366,437. .- 1,355,853 7.7 ¢ 1205231
» ;‘;‘ " -Supplies © ‘ v "‘ 5546737 ¢, 126065, L 484,986° - T 416, 460°
S " Provision for doubtful accounts T 569 541 E . * 79,7334 301,159 - 235, 887
. - /Depreciation'and amortization "7 - 188,214 - .© ~- 40,646 -, '_ 11515373 Tk 129,080 -
R Rent expense . - _; oy ,“’ . o 78459 S - 18,5557 69897 ..~ 62,229
B ~...-Other operating expenses™ * - < R " V9747 155,932 p-'. 567,665 ° j'i 501,942,
' Total operatmg expenses R A - 3 710, 030 -787,368 ", 2 ,930,933 7 . 2 551,029 ’
S : w,oe Y U < R A EEEPE ,..
ey lncome from’ _opera_tio‘ns.; . N Lt ‘,346,569 R ,1’29,5185.-' - -543 635"" 54;,518."'
- Other income (expense) . ) ey . ',; - l . - : _ T
v Gams(losses) on sales of assets and . ’ B . LI s '

,f_ 2,416 .
- .{16,155) -

(IO 854)

-

JIncome from ccntmumg operatlons before mmonry - : LI hE P L
- 1nterests and income taxes EP 304 210 125 586 570 019 527,779
‘ Mmorlty mterests in earmngs of consohdated enmles : (2 037) ) o (401) (3 i26)~ L (5,716)
. ~ Incorne from contmumg operanons before - -
o mcome taxes’ . e - . L 302, 173 - 125 185 . 566 893 o 522 063‘ )
' Prov151on for income taxes | - R ” (ll? 107) (48 679)-: (212 214) . (199, 710)
.- " Incomé from contmumg operatmns A ,3 o0 185, 066 - 76, 506 . 354_,679. _'-, 322 353' ‘
R Incomé (loss) from dlscontlnued operatlons, mcludmg ,..- T i - ) n -
.(965)-_" C(e02y 2 Y

" againon dlsposal in 2006 net of income taxes - (2, 317)

2, 746

i * Net'income __ e T s 182,749 < -'$. 7554l.< '$ 353,077 * ::§ 325,099
! 'Earnmgs (Ioss) per share o A A < ’ . Ui
~Basic . Sy e e '7',’ S KRR
Cormnumg operatlons . < 'S '\ 0.77° I IR X ) N 145 -$... 133
Dlscontmued | operations. e ' : (0 0]) . < {0 01) 0.01
. Netmcqme LA TN e Tt TReT6 T - 031, 8T 144 FRETR
. DllUted R T E LT T N L
Commumg operatlons T § 076 .78 0.31 "$ A E 43 i -_$ Lo 130
~ . Drscontmued operatmns - L EL(000) T '-',- (0 01) 0.01
: ~ Neti incofe * - v T8 075 o8 031 s;_ 420 s 1%
. ‘[)‘iliririeﬁds per share ’ © R f ._’:$ 0240 0§ iv iR g ;018§ - ‘.”0.1-'2‘_ !
,Welghted average number of shares outstandmg . ‘-j._ AN Lo e T
o . Basic’ . AR PP C 240,723 - 240,964 ° 245538 1 - 242,725
- sDiluted - T T 244,697 Lo, 248976 . . 246826 .
Seeaccompanymgnates - ’ 7'.! " E R -"T ‘ S e 1
’ ' ' ‘_. :- 7 - T -I“-;‘ wr ey 1"". ."‘: ,:1‘.'._’: :' - ‘:, + L . i . ‘-r‘
S T R g N SRR,
. ; . a2 ) R - R ' e 5
28 HEALTH MANAGEMENT:ASSOCIATES, INC. ™ - -~ ; . S AR




T ST a4 L D oo “
4 - ¥ . - -"; L o] ':_ N e
- ,‘- T " < :
A S i AT T
Consol:dated Balance Sheets e et _
(m thousands, exceptpershare amounts) i _;;»""-A‘ S TS L
R R R e L
o i '-_\. - Y, .o > \." - oL T, e PR
wr - . IREREN A, - A L s . . st . }
- 3 . P . A pom T . SR ARLEPELNE S v,
: " T I « Liw - 7 e December 31,- ¢+ -
. AR mSet D LT e e Lt ok 2006,"._-_1_;-;_‘2005 '
e Nk v T T T T ..*w -
ASSETS G Tt B U T R 1 -
T i - ; BRI A B T U T
‘Current asset : e :. R LS : Fae
. v -~ »

v

. 'beasehold 1mprovements 5
" Equlpment A -.‘. “
Constructlon 1n progress .

. Accumulated deprecnatton and amortrzatlon

"~ LIABILITIES AND- srocxﬂomens' eoumr DRI s

T

Cash and’ cash equwalents L. S o
Accounts recewable, less altowances: for doubtful accounts of $526 881 K
‘and $293, 292 at Décember 31, 2006 and 2005 respectwely oo

n""'

Accounts recetvable other f”';'ﬁ-.-, P UL Y

Supphes, ar cost (first-in, ﬁrst out method) g Loy -

. ‘:‘Prepa1d expenses; mcludmg prepatd and recoverable mcome taxes e T

Restncted funds. £ d e E S T L
Deferred i incorne taxes R ' S :
. Assets of dtscontmued operatrons . LY

Total current assefs -~ v 0 U
Property, plant and equlpment e T
- Land and.i lmprovements PRI

.

s Buxldmgs and i lmprovements ‘-,_ e LT

_ Net property, plant and equ1pment : v .
Restnctedfunds SR g Sowrne e T «ﬂ

Goodw1ll ST _-"... O AL IO . . i;; . )
BV T . oY .
Deferred charges and other assets LA T,
Totalassets ca .J, et ER S bt

'\
. LT, -

:Preferred stock; $0. 01 par,va]ue 5 000 shares aithorized, nore 1ssued R

’ '::Common stock Class A; $0. 01 par value, 750,000 shares authonzed, R
275,025 and- 273 148 shares, issued at, December 31 2006 and, 2005 respectrvely

i ,'fAccumulated other comprehenswe mcorne (loss), net of 1ncome taxes . h_‘_‘j :

e

* Additional pard in caprtal P

" '$4,490,052 - .-

$ 66 814

- '-'
TR

. 4581,805™ :

o =2 51,750;"

107627
_ Cig3164, .
'¢ 20,609.

+

l

- '94206

7 46,029

S

]

EY—

o

69 909

660660
43499 17
8y 7895 j

49 960

_ <15 908.:,

80 557

1012004 -

1

010 282

169 473

144, 937
. 1,089, 454

i

Vo

- »127 701

1 516,440:5
133,715 - .

920 248
187 029

3412 541-,
- (984, 555)

2
" (806,259) -

885,133

l
o
i
b
T
l
ot
}-
|
1731457 l‘
b
l
P
Ry
l

T 2427,986

2

078,874

38,986
2915326 - |
76,650. 0y

.' 45,700+
3 85l396

- -
o
T
* N
e
VAT L
¢ .

Y 104,972 -

. 654 i%‘;‘
" 632,037 DA

I
'F

_'-54-,091,22'4 i

- -y
S
s

"'-,' w2750t - l 731 e

AN

Current l1abrlrt1es '_'.«( L ¥ SR . R ' ;'_4 Yu et
AccountsPaYable R T e e e s 154229 N 128 193~; S
" Acerued payroll and related taxes * - D B 84 266 27 —”‘ T77.867 L.
"r - “Accrued expenses and other habrlmes A e T TR 4165, 971 i .y 103,756 L1
~'Due to third party payors ..+ St e e s e T ) 859 P 22,820 :
_ Deferredlncometaxes a0 "\‘_ ' NN "':-‘ 4 e :l-._"_',m; 12, 695 , .
X " Current maturmes oflong term debt and cap1tal lease obllgatlons TR ;"'-_-L' 44 657“ o b 585 105 ’
: Lrabnhttes of drscontmued operattons ,-g-: e ";’. PR ’__‘_;,‘; '_ g : - 1,039 L : ¥ 1359 T
~ ~Total current llabnlmes PR et <0 - - R “472 02lr l '--931,79_5 e
_ " “Deferred'i mcome taxes ;‘f_"'_-.'_‘ K . : ‘~ wn C -109, 790 e ."116_,59.2" _' <
e Other long -tétm llabthtles T PN ""‘_-"’ ‘149, 882 .. ,!_ . -3, 25:4_-‘- oot
: ‘. Long -term debt and capttal lease obhgattons, less current maturltles e > 1,297, 047 i " 619,179 1Y
Y Mmorlty interests if consohdated entities” TR e T e LT 6000 l Ll - a6, 229175
! Total liabilities™ _ R P AT -"-2;084,830 i 187048
Stockholders eqmty AR . .‘-‘~"l~l- ST e “ ' PN SRR

2204884 "_ a

] ]
i Retamed earmngs o .ﬁ .' T T ‘ T 02,329,756. l",
: e - ;“ __.,*' v b :-A., RS . _;.Jr “ q . ,_ 2965l97 . 2786488
) Less treasury stock 34 318 ‘and 32, 500 shares of cornmon stock T e
‘. . atcost at December 31, 2006 and 2005, respectwely o - "fg (559, 075) (522 3!3)
Total stockholders equtty, S b »"»*; K " , " o A + 2,406,122 ? 2,264,175,
Lo Total llab:htles and’ stockholders equity_ “ ". e . $4 490 952 3 ‘ $4 091 224
: "See:accornpa_nying:notes. - '-r"“: ‘-."v' S R R lﬁ )
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1 * PR e T .
S : B I Yo e e T
. . : . - - - ST e
R ~ - - o L e vl T
Consohdated Smtements of Stockholders Eqmty S
. (m thousands) . : \.-‘ R ;
, - U ‘_ _.=- ')r‘.«“ e A Accumutated Aot . Vo
o R . - T.Common Stock Other ' . Additional - . - o e s
e e " Ll * Comprehensive «Paid-in Retamed 7 Treasury < ' e
.. 4 T S * . Shares ™ Value Income {Loss), net Capttal Earnmgs - Stock - Totals .
Balances at 0ctober 1, 2003 R 362,705 '$2.627_A $0 0 - '$399,782 $1,535,322 $(300,656) $1,637,075 -
, Net income:", -." "+ .7 . S I R — '!: »325,099 L= '325,099—_‘:
Exercises of stock opuons and tssuances . CLeen T - o e TR s
- of stock inéentive plan shares - £ X276, 33 e - 27, 356 - P 27 389 :
 Stock-based compensation | expense - R T P, - 3,300 RIS e - ; 3 300 :
Incommié tax benefits from exercises of "y .- . DR Ui s .- . -
- stock options ahd issuarces ofstock ", AT el L T SR .- Jo
+ «incentivé plan shares- . o Tt e + SR 14,832 o - e = a8
Dwtdends declared R R L . 1 X1-5) I (29 685) .
Balances at September 30, 2004~ . 265981 - 2,660+ - 7845270 . "1,830,736 (300 656) 4978 010 «
ol Comprehenswe income: *. _; e e Tl T e : . s
) - Netincome . . - . 7 - e 2 s,= oty LT 0383077 - Do e353 077
" Unrealized gams on ava:lable for-sale e A : R A
' securltles, net . A :" -0 128~ o3 L= = 128 N
- Total compiehensive i income - “ft ,'- o : Lol e 7353205
" Exeréises of stock options and issuances T e T - : S
of stock incentive plan shares | | 4,625 - 46 - 62,711° et =04 61,757
Stock- based compensatlon expense TS - TN 2416 oo = 2416
[néome tax benefifs from exercises of - 7. ° s ~ PR T L
stock options and issuances of stock N A el S K VR
o ., 'incéntive plan shares. S T LR 14,747 h;_« - - “ 14,747
. . Purchases of treasury stock;’ "at cost o g - A e L= - (78 256) +(78,256) -
; Dmdendsdeclared , : - R S (43 420) L ’(43 420)
' Balances at September 30 2005 E T 270,606 " 2706 RPN b R 525,144 o 2 140, 393 (378 912) " 2,289,459
Cumu!atlve effect ad]ustmem (see Note 14) - - = '—h {11, 050) - sl 050)
! Balances at it Octabiér 1 2005 - - 270,606 ‘-;z‘,706:- Y 25,144 3020343 T(78912)T 2,278,409 -
Comprehenswe income: - s e e T s n oot e o
"Net income _! “n T : SRR ISR - -~ '} ?S,Sj_ll , - 75,541
. Unrealized losses on avnllable for sale . L oo < : ol
L , securities, net; : T, - = . (218) Tre e - - *(216)
: Total comprehenswe income™ A e AR T A ; - 75325 °
Exercises of stock options and i tssuances S R . e C v Eh :
R ) of stock i mcentlve plan shares 2 542 --25.- R 31,562 RS -7 31.587..
- Stock-based compensauon expense E - - - -, ¥ 5193 - .- v 5,193 .
Income tax benéfits from éxercises of stock .- 7 ., PR e ¥ o c
options and issuances of stockmcenuve L L R - o B e T
v+ plan shiares and other matters .. -7 _ - =T, e E 17,062 A= . - -17,062 "
Purchases oftreasury stock; at cost - B - - - i L (143 401) *(143,401),
*Balances. at December 31 2005 '__, 273,48 F 273177 T (88), . 578,961 - 2,204,884 - - (522 313) = 2,264,175
i Comprehenstve income: + . T TL e L0 LT ST T oo A
"\ " Net income- S U ) - . = ¢ - E 182,749 - - 182,749
: Urirealizéd gains ‘on avatlab]e for-sale o oo w BT ST e
s securities,net . R IEE 742 - e - > 742 1
. Total comprehenswe mcome . - Lty S . .7 c183,491
+_ Exercises of stock options'and issiiances+’ © . "7 -7 - PRIV e . - R
«v * ofstocki mcentlve plan shares . ;_. - 1877 7 ~219 R 22,432 - e -~ 22 451 )
Stock based corpensation expense e "= e LV 18,330 - ‘: 18 330 ;
" .~ Incoine tax benefits from exercises of c o, . E “
stock options and issuances of stock - p L oo L . AT
- incentive plan shares and other matters, - TP T 1L796 - - - 1,796 7
" Fair value change in converuble senior - oo PR e ! - e
subordinated note conversion’ feature - —aoo T e TUL0518. 0L - t=". - 10518
"Purchases of treasury stock at cost T - =) - =T = : (36 762) "+(36,762)
+ Dividends declared . RATEN - Y = - (57 877) T4 (37,877
- ~ ! e T A T IR . T T STt
Balances at December 31 2006 . 275 025 - 52.750 $ 654 :$632,037. $2,329,756_’ '$(559,075)'." $2,406,122 -
oo T e M- I R
Ceen See acc_ompanymg notes. . ’ - L e )
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Consolzdated Statements of Cash Flows S ,
( in thousands) Lo y - e . - R

s e SOl 2 et T ke, R
o - St . o e ’  -Year Ended * -, Months Ended | I ;
b2 Bt T . T December 31,'~ December’ 31 Years Ended Seplember 30 .
Y. S o R, ©2006° . . 2005 . .. 2005 . . 2004
- "Cash ﬂows from operatlng actlwtles o T _-_L' A .' =T
-5 . Netincome *~. .7 $ 182 749 s"zs,'541; o8 353,077_ $.325,099
Ad)ustmems to reconcrle net iricome to net cash provrded o, R SO
by contmumg operatmg activities: - Tt oty ol T "'r ce L
Depréciation and amortization- . - L 188,_214, . _;40,646 N 151 373 7 129,280 .-
.. Provision for doubtful accounts - $-569,541 . .0 (79,733 301 159 _',235,387. '
-Stock-based compensation expense it T 418,330 ’5, 193 PR 4167, v 3,300 -
- =, Minority mterests in éarnings of consohdated entmes 2,037 ,'.‘ "4 401 "3, 126 o5, 716
- {Gains) losses on sales of assets and msurance recovenes, nét - (16 540) o (34, 289) (2 416)
7. Write-off of deferred financing costs. .- U T 7' 4,628, - iS -
-Non- deferred financingcosts , -, " oo o L9740 - = 2051 v SR
- Deferred i income tax (benefit)'expense - (104 498) ) (3 888) ’ _38 380 - -, 79020, ¢ O
* Chahges in‘assets and liabilities of connnulng operatlons, R . L + T
‘w_ 'netoftheeffectsofacqursmons - i F R I
" Accourits receivable - R (499,2_22) e (10_6,460) ‘-'(331,2}338). . (338,454). ..
Supplies e e TLoa T e 2(13,675) 7 (749)" o {(6,:527) - (6,688)-
" + Prepaid expenses UL PR LY - 6,752 <. 65,7875 '(9,554)». L (21,500)
‘Defefred charges and other long-term assets ’ '3,259'- (T, 953) - .. 8,380 .- (4681} .-
© - “Accounts payable - - . 27,823 '.(17, ) 29,53 |, - ~(106),
>+, Accrued éxpenses and other current hablhtles :{-; “ oo 41,891 Te (11,406) - 44,806 , .o 16,187 T
Other long-term habrlmes ' SRR <. 32,489, (3,931 7 (609) - 32 791
Equttycompensauon excess income tax beneﬁt S K Lo (1,369 L (4,239) 0 ;7 ) .
(Income) loss from dtscontmued operations, net AR ©2317 - r985 T Lé02 - (2 746) .
. ‘Net cash provrdcd by contmumg operatlng actmtres . '447,700, : -l'12,235 ) 553,087 ~ 450,789 .
Cash flows from investing actlvmes S ‘f‘ T S 'J R
. Acqursmons, net of cash acqu1red and purchase price, adJustments (184 870) (89,044) (341 990) L(517,944) -
*  Additions to property, plant and equ:pment o " (338, 536) :"(74,2_51') (271 194) (196,606) -
- Procéeds from sales of assets and insurance recoveriés | " L6081 11259 T 40,212 - 10,304 -
Proceeds from sale of discontinued Sperations 37,096 S Y LE
(Increases) decreases in restricted funds, het... " (18 495) T 19,883, -(10,856),  (39,400) .- -
Net cash used in 1nvest1ng activities . : ”_ NS - (498,654) - (132,153) . (583,828)'-— (743,646) -~
Cash flows from ﬁnancmg actwrtles T T ‘ ” e
Proceeds from Iong ‘term debt . o .' T b CE T 7866,948 '195,000 . 212 185 290,75_} ,
"V, Principal paymhents on debt and caprtal lease 0bl1gat10ns _' ' (743 473) %7 1 (1,148) (166, 686) (287,904).
Purchases of treasury stock - o (36 762) (159 833) . (61 824) < - e
., Proceeds from exercisés of stock Optlons "22,451 + < 31,387 7 0 .62,757. 27,389 i CeC
Lo Payments of ﬁnancmg costs T Y T3, 568) e o (3 498); (1,815) - -
" Cash distiibutions to mmorrty shareholders‘ e i ,‘ - (l 776) [ (667) W e =
_ " Equity compensation excess income tax beneﬁt B LT "1,369: '4,23_9 - 1z S oL
* Payménts of cash dividends . .~ . C el LT T (57 8?7) (14,726) + (38,632) (19 789)
_Payments to collaterahze a letter ofcredrt ;-" BT —w (B, 250)' ~.(16,000)>- B
Net cash provrded by (tsed in) ﬁnancmg activities o ':47,312- . 46 869 . {12,365} 8632
" Net increase (decrease) in cash and cash equwalents before'._» Fa . - oo 2]
- discontinued operatlons . oo Te(3,642) 26 9SI (43,}06) '-(284 225) .
¢ Net' mcrease(decrcase) ini cash and cash equwaients from Lot N S
- discontinued ¢ operanons ; , R N A R
Operatmg activities ) "H" T . T 2,358 19387 "‘ll 155 7,213,':- o
lnvestmgacnvrtles o e L B (1L,713) *7 7 (315) » (2 359) % (5,054) -
* Finanicing activities - - "~ ~* el LT ~ 0 {96) T (24) ) (61 (326)-
Net increase (decrease) in cash and cash equwalents e o {3,095)"- 27,550~ (34 371) 7 (282,392)
- Cash and cash equw&lents at beginning of the period . - . 69,909 242,359 7. (112,946 " 395338,
Cash and cash equwalents at end ofthe penod $ 66, 814 . .$69909- $ -78,575 . §°112,946. .. *
Suppfemental disctosures of cash flow mformatlon':.‘ PO ' SRR S .
Cashpalddurmgthepenodfor e L P TP B -+ L
_Interest * oo T e ;% 49517 8 1,716 T § 15302 - § 13420 .
v .' Income taxes (net ofrefunds) ! -'ﬁ" ‘e T $ 199,049 -5 2,880 "% 155510 --§ 127,188
Supplemental schedulé of non-cash ﬁnancmg act1v1tles BRI Ly _;l T .
- Reducnonmlong-term debt and corresponding increase - 1o T - -
) .in addltmnal pald in capltal due toa debt modrﬁcatmn "t 8.10518  $5 . - *§ R W
. B S e g : N
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1:" BUSINESS AND SUMMARY OF SIGNIFICANT: Accounrmc POLICIESJ ik L

PRI Health ManagementAssocrates. Inc. (the Company }and its subsidiaries provrde health care services to pattents :
“... . in-owned and leased facilities located prtmarlly in the southeastem and southwestern United States As of December
31 2006, the’ Company operated 60 general acute care hospltals inf16 states, wrth a total ‘of 8, 589 lrcensed beds At _
oS such date; seventéen-and elevén of the Companys hospitals were located in. Florrda and M1551551pp1, respectrvely
- " Hlstoncally, the Company also operated two psychratrrc hosprtals in Florrda witha total of 184 licensed beds however,
i . such hospitals were sold on September 1,2006. See Notes 2and 12 for mformatron concernmg the Companys recent -
' .- -acquisition and drvestlture activity.” . : o ia
S : : Effectrve March 1 ; 2006, the Company s Board of Dlrectors approved a change in ﬁscal year end from September
_ 300" December 31.In connectton with this change and regulatrons promulgated by the’ Securrtres and Exchange ‘
D Commrssron 1ncluded herem are audtted consoltdated ﬁnanctal statemenits (i) as of and for the year ended December -.
' M 31, 2006 (thie “2006 Calendar Year") (n) asof and for the three months ended December 31, 2005 (the “2005 Three
LT Month Pertod”) (iii) the year ended September 30, 2005 (the “2005 Frscal Year") and (1v) the year ended Seprember
. ,__:' 30‘2004 (the“2004 FlscalYear") _-" R S SR N L . :
t Unless spec1ﬁcally indicated otherw1se, all ahounts and percentages presented in the notes below are exclusrve of
‘ SRS t.he Company s dlscontlnued operatrons, which include thlramson Memortal Hosprtal in thlramson West Vtrgmta, .
TS Southwest RegronalMedrcal Center in Little Rock, Arkansas, SummrtMedrcalCenterm Van Buren, Arkansas and certain ~
L 2 afﬁltated entities, that, Sub}ect to regulatory approvals and other condmons customaryto closmg, the Company intends
e sell'or sublease during 2 2007. Drsconnnued operatlons dlso include, the psychtatrrc hospttals in:Tequesta, | Florida.
> (SandyPtnes) and Orlando, Florida (Umversrty Behavioral Center) that were sold, along with. certain dormant real
. property, on September 1,2006. See Note'12 for information’ regardlng thesé completed and pendlng dlvestltures
;—' Certam amounts in- the consohdated financial statements have been reclassrﬁed in prlOl‘ years 10 conform to the-

o - Y AR .

_'currentyearpresentatron L e VTR "8 e e e

The Company conststently apphes the accountmg policies’ descrrbed be]ow . :'__ . UL

- . -

“a, Prmcrples of consol:datron The consohdated ﬁnancral statements 1nclude the accounts of. the Company and its

et substdlartes, all of which are controlled by the Company through majorrty voting ‘control. All stgmﬁcant mtercompany
WA accounts and transactions have been eliminated. The Company uses the equity methdd of accounting fori mvestrnents
C _'f - in entmes in whrch 1t éxhiibits srgmﬁcant influénce, but not control and has an ownershrp interest of.50% or less

] For consolrdanon and variable intérest  entity. drsclosure purposes, management evaluates crrcumstances wherem
‘v .- the Company might absorb a majority of an ennty 5 expected losses, receive a ma]orrry of an entrty s expected residual
", returns, or. both, as a result of ownershrp, contractual or- other fmancral interests'in such entrty, however, no such
entmes that would be materlal to the Company s consolrdated ﬁnanctal posttlon or results of operatrons have been
1dentlﬁed oo 0 . e e e

. e . p - - -
. . . . Y .. - N . -
. - - - . - " . H . .
. e -

b Cash equrvalents The Company consrders all htghly ltqurd investments purchased wrth a maturrty ‘of less than )
three months tobe cashi equtvalents The Company s cash equrvalents consrst pr1nc|pally of investment grade ﬁnancral

N mstruments”f bR St P A

‘e Properry, plantand equrpmenr Property, plant and equtpment are stated at Cost, and 1nclude major expendrtures :
that extend anasset’s useful lrfe Ordmary repair and mamtenance costs (e g medical equrpment ad;ustments, painting, -
cleanmg, etc ) are expensed as incurred. Deprecratton ‘and amortrzatron are computed using  the straight-liné method:

~ over the estrmated useful lrves of the underlymg assets. Estrmated useful lives for bu1ldmgs and lmprovements range

N -_’. from twenty t to forty years anid for equipment’ range from three to ten years. Leasehold improverments; capital lease
T assets and other assets of a srmrlar nature are generally amortrzed on a strarght lme basrs over the shorter of the term .
o w vof the respectlve lease or the useful life df the underlylng asset. Depreclatron expense was approxrmately$182 5 mllllon,
! “ 0 $39.7 million, $l43 6 illion and $124.2 fillion for the 2006 Calendar Year, the 2005 Three Month Pertod the 2005

FrscalYearand the 2004 FlscalYear,respecnvely e PO L e

- -t .
= LI . <

T, ' - d Goodwrll deferred charges and long—lzved ﬂssets ‘Statemerit of Fmancral Accountlng Standards (“SFAS") N~ ‘
) 142, Goodwill dd Other Intangrble Assets, requires that goodwill (i.e,, the excess of cost over acquiréd. net assets) and
L mtangtble assets with indefinite usefut lives no longér be amortized, but mstead be tested fori 1mpatrment annually or-
N whenever c1rcumstances indicate that a posstble impairment mtght exist; When performrng theii lmpatrment test the
! Company mttlally compares theffalr values of its reportlng untts net assets to the correspondtng carrytng amounts on
.the consoltdated balance sheet. If the fair value ofa reportmg unit’s net assets is less than the balance sheet carrylng

P amount, management determmes thermphed falr‘value of goodwrll compares such fair value to ‘the reportmg umts
T ‘. . . .-:"‘:. ‘;"—.' ."'-"".—"‘. .'.."7'. I B 7 L] ._ : l
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goodwrll carryrng amount and 1f necessary, records a goodwrll 1mpa|rment charge Reportmg untts are ane levelbelowt oL
' the operatrng segment levél (see Note l(n)) Therefore, after consrderatron of SFAS No. 142's: aggreganon rules, the - .
© - Company’s goodwrll impairment testrng is performed ata dtvtsronal operatmg ‘level. Goodwill is dtscretely allocated A
o to the Company’s reportmg units{i.e, each hospttal s goodwill is mcluded asa component of the aggregate reportmg .
E umt goodwill bemg evaluated during the impairment analysis), .. .- © . - = )
- Deferred charges and othet assets ‘include deferred ﬁnancrng costs. Gross' ﬁnancrng costs, whrch aggregated
approxtmately $15.7 mrlhon and $20.9 million at December 31, 2006 and' 2005, respectrvely, are being amortized
‘ . over thelife of the related debt. Accumulated amortization of deferted ﬁnancmg costs was approxrmately $3.1 mtllron i
2 and $3.2 million at December 31 2006 and 2005, respecttvely’As & result of cértain transactlonal activity subsequent
-~ to Decembe¥ 35 2006 ;approximately $0.8'million of unamortrzed deferred ﬁnancrng costs will be dvrrtten off by the L
e Company durmg the quarter endrng March 31, 2007 (see Note 17) A _- TR : - o
When events, circumstances or operating results rndlcate that the carrying values of long-hved assets and related
ls |denttﬁable mtangrble assets (excludlng goodwill) that are expected tobe held and used might! be tmpatred management
. prepares pro;ectrons ‘of the undrscounted future cash ﬂows expected to result from the use of the' assets and their, "
.eventual dlsposttlon If the pro;ecttons lndrcate "that'thé recorded. amounts are not expected to be recoverable, such
Iong—ltved assets are reduced to their estlmated fair values, as determlned by. management through vartous dlscrete S
“7. valuation analyses, and the Company records an rmpalrment charge e L ey - -
- *-Long-| llved assets to be disposed of are reported at the lower of thelr carryrng amounts or fair value less estrmated
- Costs to sell, The esttmates of- farr value are generally based on recent sales of stmllar assets. pendmg dlSpOSlthﬂ L
':. . transactions and market responses based upon discussions with; and oFfers réceived from, potential buyers. -
There were.no long -lived assét or goodwdl 1mpa1rment charges that were matenal tothe Compahy s consolrdatecl
ﬁnancral posrtton or ificomé from conttnumg operatlons duringthe perrods presented hereln however, the Company e

L recogmzed along-lived asset and goodwrll rmpalrment charge of $15 O mtllron in dtscontrnued operatrons durrng the

.

3

' - 2006 CaIendarYear(seeNotelZ) o . L ol LH : B

. R M oo Lo T . K .
. - PR - .

e Use of estrmates The preparatlon of ﬁnancral statements in conformtty with UsS. generally accepted accountlng
Dk pnncrples requlres management to make estimates and assumptions that affect theamounts reported in 'the consoltdated
* financial statements and accompanymg notes Actual results could drffer from these estimatés, ~ . " T

) . . A * Al .
f Net opemtmg reverme and cost of revenue. The Company records gross patrent servrce charges on the accrual
ba5|s in the pertod that the s servnces are rendered Net operatrng revenue represents gross pat1ent servrce charges less 3
provrsmns for contractual adj justments Approxrmately 56%,579%, 59% and 58% of gross pat1ent servtce charges for the
. 2006 Calendar Year, the 2005 Thiee Month Perrod the 2005 Fiscal Year and the 2004 Fiscal Year, respectlvely, related to |
" servicesrendered: topatients covered by Medlcare and various state Medtcard programs Payments fof services rendered -
. . to patients’ covered by these programs, are generally less ‘than brlled charges Provrsrons for contractual ad;ustments
_are made to reduce the charges to these patlents to" estlmated cash recetpts based on the programs prlncrples of 7
B paymentfrelmbursement (ice., elther prospecnvely determrned or retrospecttvely determmed costs). Final settlements T
" under these programs are sub;ect to admmtstrattve réview, and audit and accordtngly, the Company perlodlcally '
o provrdes reserves for the adJ ustments that may ulttmately result therefrom Such’ ad;ustments were not matenal tothe - . .
0 Company's consoltdated operattons durmg the pertods presented hérein. Laws, rules and. regulatlons govermng the . -
.=+ Medicare and Medicaid programs are extremely complex and sub}ect to mterpretatton Asaresult, rel:orded estimates -’
, :may change in the future and such changes in esumates if any, will be recorded in the Company s operanng results j in. -
“the period they are rdennﬁed by management Revenue and: reeervables from government prograins are significant o S
" the Company’ s operatlons, however, management does not beheve that thereare srgmﬁcant credrt risks associated with L
‘ such programs There are no. other Significant concentrattons of revenue or ‘accounts recervable with any lndmdual
S payor that sub;ect the Company t6 significant cred1t or other risks. > P T N
i . Estimates for contractual allowances urider managed care health plans are based prtmarlly on the payment terms -
of. contractual arrangements, such as predetermmed rates per dragnosrs, per drem rates'or, drscounted fee for semce '
crates. L. LRPURETCOUE S o . : ""1 v o
;.. Net operatmg revenue is presented net of prOVlSlClnS for contractual adjustments of approxrmately $9,701 mrlhon,
82,144 million, $8,148 miltion dnd 36,812 million for the 2006 Calendar Year, the 2005 Three Month Period, the 2005
2 Flscal Year and the 2004 Fiscal Year,’ respectwely -In the ordtnary course. of bustness, the Company prov1des serv1ces '
; 10 patients: who': are ﬁnancrally unable to_pay for their' care. Accounts written off a5 charity and 1ndrgent care are not h _
,recogmzed in. net operatrng revenue The policy and practlce at each ‘of the Companys hospttalsps to write off a .. -
-patlent s entire ccount balance upon determmmg that the patrent quahﬁes under a hospttal s charlty care. andfor * -

vy . - L = A
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" i" 1 BUSINESS AND SUMMARY OF SlGNIFICANT ACCOUNTING POLICIES CONTIN UED ‘ Y
DO mdtgent pollcy Based ori establlshed rates, the foregone charges for charity and indigent care patrent services aggregated
s appro:nmately $583.5 mtllron, $147:4 mrlhon, $532.2 million and $396:6 million for the 2006 Calendar Year, the 2005
. Three Month Penod the 2005 Fiscal Yeéar and the 2004 Fiscal Year, respecttvely “ .‘ LA : :
" In llght ofa recent class act1on lawsu1t settlemmient that lnvolved btllmgs to umnsured patrents (see Note 13), the Corn- o
pany began d1scountlng its gross charges to uninsufed patrents for non elec?tlve procedures by forty to sutty percent in"":
. early 2007. As discussed at Note 1(g), the Compa"ny dlso recently changed its policy for estabhshrng accounts recervable
S -resetves. Although therecanbeno assurances,managementbeheves that the expected prospéctive reductionin netoperat- _
" ing revenue from umnsured panents wrll be largely offset by correspondtngly lower provisions for, doubtful accounts.” -
"The presentatton of costs and expenses does not drfferentlate between cost of revenue and non-cost of 1 Tevenue.
because substantrally all of the Company s costsand expenses; are related to provrdrng health care services. Furthermore,
A management beliéves that the natural cIassrﬁcatton of expenses isa more meanmgful presentanon of the. Companys
cost of domg busmess : © K :

g Accourtts recewable and allowances fordoubtful accounts The Company grants credit without requmn g collateral .
. from its pat|ents, most of whom live in the area ‘whiere the Companys hosprtals are located and‘are insured ander ”
third party payor agreements The Company does not charge interest on past due: aceounts receivable (such delrnquent
accounts are identified by 1 referénce to contractual or. other. payment terms). The credrt risk for non- governmental
s, program accounts feceivable is limited due to the large number.of i insurance compames and other payors that provrde
R * payment and relmbursement for patlent servrces Accounts recetvable are reported net of estrmated allowances for
doubtful accounts S L T . T : Sl T NN
Collectton of accounts recewable from thrrd party payors and patrents is the Company S prrmary source of cash
and is critical to its successful operatmg performance Collectton risks prrncrpally relate to umnsured patient’ accounts
and patient accounts for which the primary insurance payor has pa1d but patlent respons1b1hty amounts (generally
N 'deductlbles and co- payments) remain outstanding; Provrstons for doubtful accounts are prrmanly estrrnated basedon
% cash collectron analyses by payor classification and thé age of the patient’s account: When consrdermg the adequacy of-
" allowances for doubtful accounts; accounts recervable balances are routmely revrewed 1n con;unctton with hlstpncal
collection 'rates;: health care 1ndustry trendslmdlcators and*other business. and economlc -conditions. that mlght .
. ultlmate]y affect the collect1b1hty of patient accounts Accounts recewable are wr1tten off after collection eﬁ'orts have .
....*. been pursued in: accordanCe with the Company’s pOllClES arld procedures Accounts written off as uncollectrble are
deducted from the allowance for douibtful.accounts and: subsequent recoveries- are netied- agamst the provision for’
doubtful accounts. Changes in"payor mix, general economlc conditions or trends’i 1n federal and state governmental
health caré coverage could adversely affect the Company 5 accounts recewable collectrons, cash flows and results of .
operatlons S e e AL S <o e T
‘Effective ]une 30 2005 the Company modtﬁed rts allowance for doubtful accounts reserve polrcy for self- pay
accoints in order to.reserve 100% of those accounts ‘that had. aged 120 days or more from date-of dlscharge (prior .
thereto such accounts were reserved at 150.days). This’ policy modlﬁcanon reﬂected reduced:cash collecttons from
self-pay, patrents and mcreases in uninsured and underrnsured patient service volume that was bemg expenenced g
both by the’ Company and the hosprtal mdustry as a whole In light of these’ mdustry trends, management concluded
that reserving self-pay accounts at 120-days was. approprlate Asa result of: this policy.r modtﬁcatton. the Company
recogmzed an-increase in 1ts prowsron for dovbtful accounts of approxlmately $37.5 million’ durmg the' 2005 Fiscal -
. i Year, Thts change'ini accounnng estimate reduced net income and drluted earnmgs per share by approxrmately $23 3.1
" mtllron and $0.09; respectlvely, dunng the 2005 Frscal Year e e _,"' . ; o
h " As 4 'result of (i): -récently completed cash collectton analyses, (ii) 2 addmonal detertoratron in the Company 5 self-
' pay accouhts receivable balances and (i) contmurng self-pay growth trends betng expenenced by Both the Company
and the hosprtal mdustry as a whole, management concluded that it Was, necessary to, among other thmgs, resérvea °
> greater, portlon of self-pay accounts at the date of servrce Accordrngly, during the quarter ended Decernber 31, 2006,
o the Company furthier modified its reserve polrcy for self pay patients in order to reserve.those accounts at 75% when
: ;"--': the services are rendered and ‘consistent \*\:ltl‘l the- Companys other commercral and governmental payors, 100% .
i " when the accoimt ages 300 days from the date. of discharge. Asa result of this 2006 polrcy modification, the Company N
recogmzed increases in its provisions for doubtful accounts from contmumg operatlons and discontiniied operatlons of:
approxrmately $200.0 million and $5.4 mlll:on respectlvely, durmg the 2006 Calendar Year: This change in accountmg
" i estimate reduced ) net income and diluted earnings per share by approxrmately $125 9 mrlllon and $0 52, respectrvely, .
a durmgtheZ()OSCalendarYear '__ T A . R e
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S, h. Professronallmbthryclatms. Reserves for self-msured professronal ltabthty risks are determmed usmg asserted and ’

unasserted claim data that has been accumulated by the Company's incident reportmg system, as well as mdependent
thll‘d party actuarial analyses thatare predtcated onthe Compaiiy’s historical loss payment patterns and industry trends.
Such long term liabilities have béen discounted to their estimated present value, Management selects a discount rate.
~:by- esnmanng a risk: free interest rate “that’ corresponds {o the period when'the clalms are pro;ected to be.paid., The :

. discounted reserves are pertodrcally revrewed and ad;ustments thiereto are recorded as more 1nformat|on about clarm

_ Company s operating results i in the period that the change 1n estlmate lS ldennﬁed See Note 10 for further dlscussmn
'.f’ ’ of the Company s professronal habrlrty rlsks and related matters R R R T

i - : - [ R !

r

_ o i Self msuredworkers compensatwnandhealthandwelfareprogmms TheCompanyprovrdesmcomecontmuance
T and certain re|mbursab1e health costs (col]ectwely workers compensatton j toits dlsabled employees and provrdes '
N health .md welfare beneﬁts to. 1ts employees, their spouses and certam beneﬁcnartes Whrle such employee beneﬂt -

- programs are pnmarrly self-msured stop-loss i 1nsurance pOllCleS are‘fnaintained i in amounts deemed approprrate by

" for the Companys workers compensatlon and health and welfare programs ‘At'the_ enid of each reportmg penod
" the Company records, est1mated liabilities for both reported and incurred: but not reported workers compensatlon
and health and welfaré claims based upon h:stoncal loss experrence, 1ndependent actuarial determrnattons and.’

- other mformatton provrded by. the' Company’s third party adm1mstrators Long-term habrlmes for. the workers
S compensatton program are dtscounted to their estlmated present value using dlscount rate selected by management

I

pald Management believes that the estimated- liabilities for.these self- msured programs are adequate and reasonable ;
_but.there can be no assurances that the ultimate llabthty ‘will not exceed management s estimates. lf the costs of these

.

programs exceed management s estlmates, the liabilities could be materlally adversely affected.. i L

TR Resrrrcted funds Restrlcted funds are pnmanly shioft- term commercral paper, mterest bearmg cash deposrts and

mutual fund investments held by the Companys wholly owned capttve insurance substdlary, which is dom1ctled in the
- Cayman Islands. These funds are used to buy remsurancelexcess ‘indurance policies and pay losses lrand toss expenses
~. ~ of such substdtary The mvestments have. been destgnated by management as available-for- salé securities, as defired -

* generally based on quoted market prices. Changes in temporary unreahzed garns and losses are recorded as adyustments ‘-
- to other comprehensrve 1ncome, net of i income taxes. Penodrcally, management performs an evaluatrve assessment

_considers varlous quantttatlve, quahtanve and judgmental factors when performmg its'evaluation, mcludmg, but not

."1 below its hlstorrcal cost. During the perlods presented herem, there were no other than temporary detlinesin avatlable- '

' - for- sale securmes The historical cost basis of securttres that are sold is"calculated by uttlrzmg the{wetghted average

: '-_ cost method. The current and long~term classrﬁcatton of restncted funds is based on the timing of the corresponding
professronal liability claim payments by the Company 3 captrve 1nsurance subsrdlary See Notes 9 and 10 e

L k. Farr value of ﬁnancral mstruments 'SEAS No. 107 DrsclosureAbout Fair Valué af Fmancra! lnstrumems, requtres
certam  disclosuires regarding the fait value of ﬁnancral 1nstruments Cash and cash equlvalents. net accounts recewable,‘ '

short tefi nature of these instruments! The fair values of long -term debt and’ restrtcted funds, whtch are d1sclosed
at Note 3 and Note 9; respecnvely, are generally deterrmned by reference to quoted market prices. l S T

.o e

revenue and expenses of certarn entmes that are controlled by the Company but not'wholly owned! Accordrngly, the ™.
R Company has recorded mmonty mterests in the earmngs and equtty of such entities to reﬂect the ownershrp interests
ofthe mlnorlty‘ shareholders ST AP .- oy e ’

Co- . - - —‘,..tt .
N R - b -y . e

_f . Income raxes The Company accounts for income taxes pursuant to SFAS No. 109, Accountmg for Income Taxes
Deferred mcome tax assets-and habtlmes are deterrnlned based upon differences between ﬁnancra] reportmg and
tax bases of assets and ltabrlmes and are measured usmg the enacted tax rates and laws that are expected to apply to o
taxable income m the penods in whrch the underlymg deferred tax asset or habtltty tS expected to be realized or settled
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" trends becomes known to management and the Company’ s actuary. Ad;ustments to.the reserves are reeogmzed in the oo

ar

.

management Nevertheless, there can beno assurances that the amount of stop- loss 1nsurance coverage will be adequate -

N

LT

_ accounts payable and accrued habrlmes are reflected i in thé consolrdated ﬁnancral statements at farr value due to' the

*

': L Mtnonty mteresrs in consoltdarea‘ enttttes The consohdated ﬁnancral statements include’ all assets, habrhttes,' o

- 1
L. osin SFAS No. 115, Accountmg for Certari lnvestments it Debt and- Equity, Securrtzes The fair values of such securmes are. [ "

” .
that- represents an estimated risk- free interest rate correspondmg to the period when such beneﬁts are pro;ected to be e

N v

’

'-‘ - of 1nd1v1dual securities in order.to determtne whether declines in-fair value are other than temporary Management “: o

hmlted 10, the'nature ‘of the security being analyzed and the length ‘of time and extent to whicha securrty s fair valuelis~,

LT
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1 BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED S r

' Management must make esttmates “when recordmg the Company s provtsron fori income taxes, 1nclud1ng conclusrons

EERR regardtn g deferred tax assets ‘and deferred tax habllmes, as well as valuatton allowances that mighit be required to offset
* deferred tax assets. Management estimates valuauon a]lowances to reduce deferred tax assets to the amount it beheves .
" . ismore ltkely than not to be realized i in futureé periods. When 1establishing valtiation allowances, management consrders )

“-all relevant mformatton mcludmg ongomg tax planmng strategtes Management adj justs valuatton allowance esumates

-

-0 and records the'i - impact of such changes within the Company's i income tax provision'in the pertod that management

determmes that the probabrhty of déferred tax asset reahzatron has changed B A A T
A The Company operates in mulnple states with varymg tax laws and is subject to both federal and state audlts of its
- tax ﬁltngs Management estimates tax reservesin order to adequately cover auditadj ustments, if any. Actual audlt results . -
: could vary from the estlmates recorded by the Company Recorded tax reserves and the changés théreinaré not mater:al

e )
o to the Company s ¢onsolidated financial posrtton Or it§ results'of operations durmg the penods presented hierein. -

Durmg June 2006, the Financial Accounttng Standards Board {the "FASB”) issued Interpretanon No.48 Aecountmg
far Uncertainty i in: -Income Taxes, an mterpretanon of FASB Statement No: 109, (“FIN 48”) Among other. thmgs, FIN,

© . 48 prescrtbes a mmlmum Tecognition threshold that an income tax' posrt:on must meet before itis recorded in the -

" reporting entity’s ﬁnanctal statements FIN 4§ requ1res ' that the effects'of such 1ncome tax posrtlons be recognlzed only
8 1f as of the balance sheet reportmg date, it is “more hkely than.not” (i.e; more  thana ﬁfty percent likelihood) that the
o 1ncome tax position will be sustatned based solely on its technical merits. When makmg this assessment, management -
must assume thiat the responsrble taxrng authortty will examine the i mcome tax.position and have full knowledge of
all relevant facts and other pertinent information. The new accountmg gutdance also clarifies the method of accrurng
ori 1nterest and penaltres when there is a difference ‘between the amount claimed, or expected to, be claimed, on a
iy company s income tax returns and the beneﬁts recogmzed in the ﬁnancral statements Addrtlonally, FIN 48 requlres y
- mgmﬁcant new and expanded ‘footnote dlsclosures in ail annual pertods .- : g LT
+ ‘The' Company is requrred to adopt FIN 48 wrth an effecttve daté of. ]anuary 1, 2007 lmplementauon ad)ustments, .
. 1f any, will be treated as a change.in accolinting prmcrple and will be reflected asa cumulatlve effect adjustment to™
: retained earnings on such date. Retrospecttve apphcatton of FIN 48 is prohtbtted Due to the, recent tssuance of FIN 48
-;and the complex analyses requtred thereunder, management has not yet determmed thei lmpact that siuch accounttng
guldance wtll have an the Companys consoltdated ﬁnancml posttlon, results of operattons angd- footnote d1sclosures,
o however. there will be no matenal :mpact on the consohdated statements of cash ﬂows e

© oA

ca

H. Segment reportmg SFAS No. 131, Dtsclosures About Segments of an Enrerprtse and Related Informatwn, requlres

¢+ that'a company with publicly traded debt © or equity. securities report annual and interim financial and descriptivé

-

; '. mformat:on about its reportahle operatmg segments Operatmg segments are components of an enterprise for which
separate financial information is available, and such infGrmation is evaluated regularly by the chtef operatmg dec1sron
~ . maker when decldmg how to allocate resources and assess performance SFAS No. 131 allows : aggregauon of SlmlIal' :
~operating segments into a single ¢ operanng segment if the busrnesses have SlmlIal’ economtc charactertsncs and are, |
. otherwise consrdered similar. The Company’s general acute care hospttal operaung segménts, which provide health care
. ‘services to patients in owned and' leased facdtttes, have 51mtlar servicés and types of pattents, operate ina consrstent
, manner and have, srmtlar economic and regulatory characterrstlcs Accordlngly, such operatmg segments have been
aggregated into'a single reportable segment Durtng the periods presented heretn, the Company s other teportable
. ségment does not meet SFAS No. 131’s quantitative threshold for separate ﬁnanctal statement dtsclosure See note 15 -
- -for further segment reportlng mformatron e T L e ST T e . UM

L

"o Dtscontmued aperattons SFAS No. 144 Accountmg for the Impatrment or Dtsposal of Long-Lwed Assets, requlres
. ..thata component ofan entlty be reported as dtsconttnued operanons if, among other thirigs, such componerit (i} has -
. been disposed’ of or'is cIa551ﬁed asheld for sale, (n) has operanons and cash: ﬂows that can be‘clearly’ dlstmgutshed
. from the rest of the reportmg enttty rand (i) will be ehmmated from the. ongomg operattons of the reportmg enttty
In the period that acomponent of, the Company meets the SFAS No. 144 ériteria, thé Tesults of operatlons for current
and prior penods are reclassified to a smgle capt1on entitled dtscontmued operatrons and the correspondmg assets ,
- and hab:lmes of the dtscontlnued operanons are segregated on the balance sheets - e,

e
T owr - :,

p Phys:cm-n and phystctan group guarantees The Company is commttted to provrdlng certain ﬁnanc1al assistance’
pursuant 16 recruiting arrangements ‘and’ professmnal services agreements with ‘physicians and physrc:an groups - _
* practicing in the communities that its hospitals serve. ‘At December-31, 2006, the Company was committed-to non-

. cancelable guaramees of approxtmately 518 0 mllhon under such’ arrangements The actual amounts advanced' :

" . e
_— A

“r B . - e v
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.

< - similar to SFAS No. 123; however, SFAS No.123(R) requires that the fair value ofall share based payments to emp]oyees,
' mcludtng awards of employee stock options, be measured, on thelr grant date and erther recogmzed ds expense in the ~.

* income statement over the requisite service penod or, if appropriate, capltaltzed and amorttzed Pro forma disclosure’ -

wrll depend on the ﬁnancral results of éach physrclans ot physrcwn groups prwate practtce dunng the contractual

* measurement penods, which generally do not exceéd one year Amounts advanced under these agreements are 'I
x con51dered to be loans. Provided that the physrcran or physiciah group remalns afﬁlrated wrth the Company s hospltal

“the loan is generally forg:ven ona pro rata bas1s over a penod of 12 to 24 months:” * Lo .

t
“'In November 2002, the FASB jssued Interpretatton No 45, Guammars Accountmg and. D:sclosure Requrrements ..
- for Guarantees, Includmg Indirect Guarantees of Indebtedness of Othérs, an lnrerpremtton of FASB Statements No.5, 57,
_ and 107 and Resassran af FASB Interpremtron No. 34 (“FIN 457).FIN 45 elaborated on the disclostres to. be made by, .

- j -a guarantor in'its interimi and annual ﬁnanaal statements about its obllgattons under certain guarantees that it has

y

Pt

. -

- issued. It also clarified that a guarantor is required'to recognizeyat the inception of guarantec, a liability for the fair -
valite of the oblrgatron undertaken inissuing such guarantee. On November 10,2005,FASB Staff Pos:tron FINNo,45-3,
Appltcanon of FASB lnterpretanon No. 45 to Miniinum Revenie Guaranrees G‘ramed to a Business or Its Qwners, (“FIN.".

!
45-3")-was issued. FIN 45-3 requrres thata guarantor apply the recogmtron measurernent and dtsclosure provrsrons -
s of FIN 45 to guarantees granted to a business or its owners that the revenue of the' busmess (ora specrﬁc portron of -
the business) for a SpeClﬁed perrod of nme would be at least a specrﬁed mmlmum amount (l e,a mmrmum revenue-. -

guarantee) . R S T Ty T SV

I
v

FIN 45-3 applles to all of the Companys mmrmum révenue guarantees 1ssued of mod1ﬁed after December 31,

My
r ol
s .~

2005 Retroactwe apphcatron of FIN 45-3 was “not” permrtted Accordrngly, for contracts or contract modrﬁcanons, _'

executed on or before Detember 31, 2005 the Company expenses physrcran and physrcran group a advances as they are *
mcurred For contracts and contract modifications’ executed thereafter, the esttmated guarantee. costs are caprtallzed at
the mcepnon of the contra::t or the date of the< contract modlﬁcatton The Company then amortizes such costs over
‘the remaininglife of the contract 1nclud1ng, if appllcable, the physician retention penod Estrmated guarantee cost.
“liabilities are predlcated on hrstoncal payment patterns, 1ndustry trends. and the related hospltal s regional economic:
condmons, as.well as an evaluation of the facts and circumstances germane to the’ individual contractlmodrﬁcat:on

w

1

" under review. There can be rio assurances that these estimates will bé adequate to provrde for the Compa ny's guarantee R

", costs. Adjustments to estimated liabilities are recogmzed inthe consol:dated financial statements in'the period that the

=S .change in'estimateis rdenttﬁed Management believes that the estrmated liabilities for. physrcran and physiciangroup,

- guarantees ‘that dre recorded in‘the consolidated balance sheet (aggregatmg approxamately $6.1 million at December .
31,2006) are adequate and reasonable, however, there can be no assurances that the ultimate lrabrltty will not exceed .
management 5 esnmates If the costs of these programs exceed management s estlmates the lrabllttles could materrally

P -

,' increase. = -7 ¢ " ~ : . R

durmg the 2006 Calendar Year B

1 -

The adoptlon of FIN 45-3. mcreased drluted eammgs per share by apprommately $0. 01

. Comprehenswe mcome SFAS No: 130 Repamng Comprekenswe lncome, establrshed standards for reportmg
comprehenswe income and its components SFAS No. 130 defines comprehenswe 1ncome asthe change in the equity -
of a busrness enlerprise from t transactions and other events and crrcumstances that relate to non- owner sources The

N - r v, ' -
| oL A - - L 4 - SRR A - R PR

" R Stock-based eompensatton On December 16 2004 the FASB 1ssued SFAS No. 123 (revrsed 2004), Share Based

Payment (“SFAS No.-123(R)"), Wl'llCl"l superseded SFAS No 123 Accountmg for Stock-Bdsed Camperrsanon, and
Accounnng Prmcrples Board (“APB”) Opinion_ No. 25 Accountmg for Stock Issued to Employees, and its related
1nterpretatlons SFAS No 123(R) also amended SFAS No. 95; Statement of Cash Flows. Generally, SFAS No. 123(R) 1§

“of the effects of stock-based’ compénsation, as- prevrously provtded under’ SFAS No. 123, is no longer permrtted
Addttlonally, SFAS No. 123(R) requires that the benefits of tax deductions in excess of recogmzed compensatton cost”

-

»
1

"

' be reported as a ﬁnancmg cash: flow item rather than as an operatmg cash ﬂow ftem.” " T o SRR
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Company s accumulated other comprehensrve 1ncorne (loss) was as follows (m thousands} 1' o o )

December31 A s - zoosl - .2005 ...
_ * Unrealized gain (loss) on avarlable for sale secuntles, net A P $1 006 e 8 _(:13'5)'_'.-1 o
: Income taxbeneﬁt(expense) - ‘“H' R T A O S ‘. (352) - 47

. ‘r‘ N . - - .‘.-':'- . ‘I: . -_.;" ) . "". '*;,7 I"_' - o f$- 654 - ‘.s (88)
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- 1 BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED . -

- :The Company adopted SFAS No. 123(R) on October 1, 2005 and élécted the modified prospecttve methodology. ~
S thereunder As prescnbed by this transmonal methodology, prior pertods have not been restated: Moreover, pursuant ;

Jto the requlrements of the modtﬁed prospecttve methodology, compensatton expense is recogmzed for (i) all stock— -
based awards granted or modlﬁed after September 30, 2005 and (ii} the portion-of prev1ously granted outstandmg )
awards for WI'llCI‘l the requtstte service had nof been rendered as of the SFAS No. 123(R) adoptlon date; - ‘ S - __"
“"Prior to October 1;2005, the Company elected te utthze the i intrinsic Valde method, as prescrtbed by APB Opmton )
No 25, to account for stock based compensanon arrangements Because all employee and director stock opttons s that -
; were granted hadan exercrse prrce equal to the market priceof the underlym gstock onthe date of grant, nostock option -
‘compensation expense was previously recogmzed underAPB Optmon No. 25. Asa result of adoptmg SFAS No. 123(R), 8
© 4+’ income from contmumg operations a and net iticome for’ the 2006 Calendar Year were lower by approxrmately $10 4-
mllhon and $6.4 million, respecnvely, than if the Company had continued to account ‘for stock-based compensation -
o under APB, Opmlon No. 25. The correspondmg lower-amounts for the 2005 Three Month Penod were approxrmrftely
i ;1% $3.3millionand $2.0 mtllton, respecnvely Earnings per share (bott basic and dtluted) for the 2006 Calendar Year ‘and- ,.':
2+ " the 2005 Three Menth Pertod were ]ower by. $0 03 and SO 01, respecttvely, under SFAS No, I23(R) when compared to..

. APBOpmtonNo 28000 S e RS E .
R ‘Had 'the Company adopted SFAS No 123(R) in’ prtor pertods, ‘the i 1mpact of such accountmg pronouncement K
wotild have approxtmated that which is: described'in the table below. For purpases of pro ‘forma dtsclosure, the
. estimated fair values of stock opttons were determined usmg a Black: Scholes option valuatton model and were
SRR amorttzed to expense on a stratght line basis over.the uriderlying option's vestmg petiod. The Company s pro forma e

' mformatton whtch is not recorded in the consohdated ﬁnancral statements, IS as follows (m thousands, except per .

-4

C

sharedata) [T L o U ST S A D
] . P '.” e r"“‘l‘v’ . S : R L. '_‘1 Do -‘_ . ' o . '_--' W . . . N
T Years EndedSeptember3D AT e e T T T T 1Y L 3005 o 2004
oo Netmcome,asreported ol T T s eas3077 T 8325099
*-. /" Deduct: Increinéntal stock-based émployee ¢ compensanon expense ;. L T e e
RO determmed underafatrvalue method net of income taxes™ v - T ' ‘-'_ (11, 431) C T {11,791) v,
% Proformanetincome <o [ TR T T an e $341 646 ."$313,308"‘,_
s --:-._.' Pro forma net 1nc0meper share fed ' LT o ‘.' ‘ . T -"‘". DR
LT " Basic ~ asreportede- D P BT U . ..'$ ‘1-;44,;-} s 134,
L " Basic™= proforma SRR .'; S P \ o "«-:1.-39: - ‘. 1.29%;
\'.." . Dtluted a8 reported L SR U o .‘1._“42 :_H:__- " 1 32
Diluted - pro formar, T T T e e e BT 123
= A ,". i S N A PR :‘_.re‘ . —: . _w.: , < __
.. See Noté8 for further d15cussron of stock based compensatton FEDRNEY *‘. L . .
- T s Recentaccountmgpronouncements TR TR ST

" FairValue Measurements During September 2006 the FASB 1ssued SFAS No 157 Fatr ValueMeasurements, (“SFAS
No 157"), which, among other thmgs, establtshed a framework for measuring fair value and required supplementa]
disclosures about such fair value measurements The mod1ﬁcat10ns tocurrent practtce resultmg from the application- -

" of this new accountmg pronouncement pnmanly relate to the’ deﬁmnon of fatr value and the methods used to measure’ ‘;

P

PR e fatr value. $SFAS No. 157 s effecttve for fiscal yéars begtnmng after November 15,2007 and interim perlods wtthm the

.5 77 lyear of adoption. In certain’ ctrcumstances eatly adoptlon is permtssrble Management is currently evaluatlng when St

V.4 to adopt SFAS No.157; however, management does not ‘believe that the adoption of this new accountmg standard
O wrll materially i rmpact the Companysﬁnancral posmon of restlts of operations. - ;. . - -

Condttlonal Asset Retlrement Obltgattons ‘In March 2005 the FASB issued Interpretatlon No. 47 Accoummg for
. Condrtronal Asset Rettrement Oblrgattons, an mrerprerarton of FASB Statemenr No. 143, ("FIN 47”), which fequires a ..
- company to recogntze a  liability for the fair valie of a legal obhgatton to perform asset rettrement acttvrttes that are .
S condmonal ona future event 1fthe amount can bé reasonably estimatéd. FIN 47 clarifie$ that condlttonal obllgatlons
A meet the deﬁmtton of an asset, retirement obligation in SFAS No.-143, Accounrmgfor Asset Retirement Obltgattons,
‘ - land, therefore. should be recogmzed if their fair value i is reasonably esttmable The Company adopted FIN 47 as of
) , December 31, 2005 however, the ddoption, ofthts accountmg gutdance dtd nothavea matertal effect on the Company 5
consoltdated ﬁnanclal posmon or results of operattons ‘ .

. .- 38 HEALTH MAINAGEMEI"IT ASSO_CIATES.(I.NC.' ,' "_'_‘ R “ _.“‘-_‘ ! ’ L e,
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: Other Accountmg Gutdance On December 15; 2003 the FASB lssued an Exposure Draft entltled Eammgs Per .
Share, an Amendmenit of FASB Statement No. 1 28 (the Amendment }, which requlres, in- part, thathor contracts that” -
can be settled in either cash or shares, i tssulng entities should assume share settlement for’ purposes of calculatmg
dlluted earmngs per share In‘ con;uncnon with the Amendment, the' FASB determmed that retroactwe restatement
‘of earmngs per- share was not required for contracts appropr:ately modrﬁed to eliminate share settlement prior to-

. December 31, 2004, The Amendment was or1gmally proposed to 'be effectwe for reportmg penods that ended aftet ._ -
December 15, 2004 However, the Amendment was subsequently mcorporated into a broader FASB Exposure Draft
on earnings per share that was. lssued for pub]tc commerit on September 30, 2005. As more fully discussed at Note 30
_ the Company took certam acttons durmg the; 2005 Fiscal Yeéar with respect to its convertible, debt ;ecurmes in order : N
T te prevent the common stock underlymg such securmes from bemg tmmedtately mcluded in: dtluted earnmgs per. c

sharecalculattons ' '.-, S LS T e T wn

2 ACQUISITIONS AND DISPOSITIONS B A SR LR DA
. 2004 Fiscal Year Acquts:tlons El’fectwe November 1, 2003 , the Company acquired ﬁve general acute care hospttals
ST wrth 2 total of 1 ,061-licensed beds. The five: hospttals were: Seven Rivers Commumty l-losp:tal al128 bed hosprtal
.. ¢ <in Crystal. Rrver, Flortda, Harton Regronal Medical Center, a 137- bed’ hospttal in Tullahoma, Tennessee, Umversrty
Medtcal Center, atwo- campus 257-bed hospital in Lebanon, Tennessee Twin Rivers Regtonal Medlcal'Center,a 116-bed
h05p1tal located in-Kénnett, Missouri; ‘and Three Rivers Health Care, a two- campus 423-bed hospital in Poplar Bluff, -
e Mtssourt The cdsh pa:d for this acquisition was appro:omately $505.4 million for property, plant. and équipment and .'
.- " other non-current agsets and approxrmately $9.4 million for workmg capital. As part ‘of this acqutsmon the Company
C also assumed approxtmately $36.2 rmllton of ltablhttes Separately, the Company purchased a freestandmg MRI fac1ltty
m ]une 2004 for approxtmately $3.0 mtllton S , - R
12005 Fiscal Yéar Acqursrtlons Effecttve October 1, 2004 the Company acqurred vida ]ong term ]ease, Chester
County Hospltal an 82-bed general acute care hosprtal in Chester, South Carolina: The cash paid for this acqursrtton
’ - was approxtmately $20.5 million for thé leasé of property, plant and equtpment and the achISIII():n of non-current
e assets, and approxrmately $5.4: mtlhon for worlong capital, Effective February 1, 2005, the’ Company acqutred three
< ' s general acute care hospitals with a'total of 657-licensed beds. The three hospttals acqutred were: Venlce l—lospltal at
312- bed hospltal in Venice; Florida; St. Joseph's Hospltal a2l2- bed hospital in Port Charlotte, Flor1da, and 5t. Marys '_, .
Hospttal a. 133 bed- hospltal in Norton, Vtrgmta The aggregate cash patd for thls acqulsttton ‘was approxtmately
$251 4 mtlhon for property, plant and equtpment and othér’non- current assets and approxtmately}$36 6 m1ll|on for' V_J. '
workmg capttal Effective April 1, 2005; the’ Company acqutred Bartow Memorial Hospltal a 56-bed general acute _
care hospital i in Bartow, Florlda The cash paid fort this acquisition ‘was apprommately $31.9 mtlhon for property, plant g o
'and equtpment and: other non; current assets and approximately $0.8 million for working capital. -, )
P07 2005 Three Month Penod Acqulsmon “Effective December 1,.2005, the Company acquired G‘tlmore Memorlal
Cor Hospttal a95-bed general acutecare hospital mAmory,Mlssnssnppt Thecash patd forthlsvautsmonwasapproxrmately
~+ '$46.6 millios for. property, plant and equ1pment and other non- current assets and: approxrmately $6. 8 mrllton for -

LA - -

worlong capital *7 + e T e PRI : - s - L
=+ - :2006 Calendar Year Acqu1smons Effecnve Ianuary 1 2006, the Company acqutred Barrow Communtty Hosp1tal
.a 56 “bed general acute care hospttal in Wmder, Georgla The cash’ paid for this acqmsmon dunné December 2005, -
- was s approximately, $332 ‘million for property, plant and equipment and other non- current assets and approxjmately
. $2.4 million for workmg cap1tal Effectwe February 1, 2006, the Company acqutred an 80%. ownershtp intefest in -
' - Orlando Reg1onal St. Cloud Hospltal -an 84-bed general acute care hospital in'St. Cloud, Florida. Orlando Regmn:ﬂ
.. "-Healthcare; a not- for-proﬁt orgamzatlon retamed a20% ownershtp interest in the hospttal The purchase price for - o
: the 80% controllmg interest in Orlando Reg1onal St Cloud Hosplta] was apprommately $38.1 mtlhon ‘Additionally, -
‘effecttve May 1, 2006 the Company acquired Cleveland Clinic- Naples Hospttal an 83- bed general acute care hospttal
e E in Naples; Flonda, and a vacant land parcél near such hosp1tal The cash patd for thts acqu1smon was approxtmately ~
.$125. 5 million. for property, plant and equtpment and other non-current assets and approx1mately 319 mtlhon for ,' .
E supply inventories, Effective’ ]une N 2006, the Company acqutred Gulf Coast Medlcal Center,a 189-béd general acute ..
‘care hospttal in Btloxt, Mtssnssrppt The cash paid for this 2 acqutsttton “was approxtmately $l4 9 mrlhon for property,
.plant and equrpment other noi- current AsSELS and working capital, .~ 0., - Jl -
. General The acqutsttlons descr1bed above were In furtherance of that portlon of the Company s busmess strategy o
. that calls for the acquisition of hospttals in rural and’ non- -urban areas of 30,000 to" 400 000 people, located prtmanly. ;
“ in the southeastern and southwestern Umted States Such transacnons were accounted for usmg the purchase method

ra

\
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ACQUISITIONS AND DlSPOSITlONS CONTINUED"- : N : o . - -

e ‘of acéounting. The' purchase prrces ‘were_ allocated to the assets, acqurred and lrabllmes assumed based upon thetr

: respecnve estrmated falr valueg at the acqulsmon dates, The Company regularly unllzes an mdependent third party b

- valuatton specrahst to help détermine the fair values of certam assets underlymg its acquisitions. In some: |nstances, : ‘-'I
prellmrnary purchase price; allocatrons are sub] ect.to reﬁnement upon final settlements of workrng caprtal accounts.

. Asaresult of the acqulsrtlons descrlbed above; the Company ‘recorded goodwrll (most of which is “expected to be tax "
deductlble) because the ﬁnal negotlated purchase pI']CES exceeded the’ falr value- of the net tangrble arid lntanglble

‘ v.a.‘.-a- A A ;o

Acqu1smons are generally ﬁnanced using a combrnauon of avarlable cash .on. hand and borrowmgs under the Z-
Company S revolvmg credit agreement The Company seeks to. recover its acqursmon related cash mvestments w1th1n
. four torfive years by expandlng and enhancrng the; servrces prov1ded and achlevmg srgmﬁcant unprovements 1n the: ”

;; operatmg performance ofthe acqulred facrlltres T T IEEI L e
i The follow:ng table summiarizes, the allocatlons of, the aggregate acqulsmon purchase prlces, 1nclud1ng assumed
Ilablhtres, drrect transactlon costs and workmg caprtal settlement payments (m thousands) I R

F- . . : a . fa i Tedy pum ,""‘“ S
. 2 ) e T . ,l_f.:r a7 "_ ‘ -

" Year Ended K Three Months Ended ,--‘ » Years Ended September 30

- - <, . »‘ December31 2006 Decemher 31, 2005 L0 20057 a0 e 2004,
‘Falrvalue of assets acqurred excludlng cash '._"l' T ': R - ST R
S Currentasets 0 o e L $ 5.821. 11506 '_ sﬁi;29,9'35_ RN 9355

Property, plant and equrpment .-;'¥’» I e 181 193 “ "'28 461 - 21‘3_;,5;90";7.; 204 683: ™ -
Goodwill, T, T S Tsasor L 18456 03875 7 338,926+
" Total assets acqulred PRSI '*"j; 239,605 LU58.423 ., i 347,400, S '552‘96'4'
! Llabrlmes assumed ". . T (10 443) 4" ;":cf-' ':(4 071) (5 410}" - (36 l79)

. i Mmonty interest in, acqu1red net assets~ I (9 600) " D e
] }\ . ’Net assets acqurred L pene $ 219 562 " s,s,-54;352_-. s 341990 $ -516, 785

x4 . . -
. aTr . . Pl
N _— 4 a

The operatmg results of acqurred entmes have been 1ncluded in the Company 3 consolrdated ﬁnancral statements -
- from the date,of each’ respectrve acqu151tron The followrng unaud1ted combrned pro forma financial mformatlon e
;T provrdes that (1) for the 2004 Flscal Year, acqulslllons cornpleted after September 30,2003 were. effected as if they had ~
“closed on October 1,2003; (n) for the 2005 Fiscal Year, achISltlonS completed after September 30,2004 were effected
"ds 1f they had closed on October 1, 2004 (iii} forthe 2005 Three Morith Period, acqulsmons completed after September
T 12 30,2005 were! effected as if. they had closed on October 1, 2005 and (iv)-for the 2006. Calendar Year; acqumtlons

H

_-' completed after December 31 2005 were effected as 1f they had closed on Ianuary 3 2006 T SRl
R ,_‘ -_' = -. -‘: DTG e - 7 Year. Ended Three Months Ended Years Ended Seprember 30,
- ’ = Yo « December 31 2006 Decernber 31, 2005 s 2005 . :' 2004
e e - '; - oo DR -',-: {in. lhousands except as per,stiare data) - - - c -
" Net operaung revenue ; - : $4 103 611" $ 968 {)64 . T $3817368 < $3 683 924

. Netmcome A 1 . 182100

;7 . ,'7‘ : ) 73 325 . :--,: 345,098, e 320,125
" Neti 1ncome per share basrc TR i 0_76 . $ ~ 0.30.. » 1AL *'f‘$~" ‘132
Net mcome per share drluted T wper 2 0_75} ";; 0 30 ‘—1..'39 1 30

. e '_‘-.. 't.,,;-_-,' o . -,n__ .'\_ T
Fa LTI ol h -

. '"No effect has been glven to potentlal cost reductlons or operanng efﬁc1encres in the above table Accordrngly, the ,' ’
combmed pro forma financial mformatron is for comparatlve purposes only and i is not necessarlly indicative of the -

k results that the Cornpany would have experrenced if the- acqulsmons had actually occurred at the begmmng of the
perlods presented or that may occur 1n the future : . - :

R
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' The changes in the carrying amount of goodwill are as follows (in thousands) P ‘é e E
IR .:‘,' htt I - e ) -‘:_ Year Endedl 'Three'Month's Ended
'r_ i . . . T s e T December31 2006 DecemberElI 2005,
= Balances at begmnmg of the pertod .\ e '.'t_ S e " 1§ 851, 396 '§ 834,600
' wGoodwtll from current pertod acqu151t1on actwtty DT T 47, 904l 18, 456
- Purchase price adjustments for prior period acqutsmons, LR el T N
' incliding working capital settlement payments R ‘,' '16 D261 e (1 660)

*» Balances at end of the perlod A _"- Y T E - T T8 .9153260 -~ § 851 396\
r." -’- '; "-.,“ . .-"-t‘ _4._‘ L, Lo -_.’7.“‘).:3 - ‘N ‘
i DlSpOSlthﬂS' ;.‘ TR A S R ol e LT o T T -
o "See.Note 12 fot- dtscussmn of ceftdin completed and pendmg dtsposmons that were treated as’ dlscontlnued

. operatlons in the Companysconsohdated ﬁnancnal statements R : S o ST ‘

Yo

3

"

I

Pl v

.

o

I’
Durmg the 2005 Flscal Year, the Company recognlzed approxtmately $l4 9 mlllton of gams on sales of (1) a medu:al

ofﬁce butldmg and land in Jackson, Mississippi and (i} two home health agencres Htstorlcal]y, these dlsposed assets :

_contrlbutednommallyto theCompanysoperattngresults AP S A R
¢ R T L - , B "; , Y

LONG-TERM DEBT . B AP R
. Asmore fully dlscussed at Note 17, the Companyannounceda recapttallzatton oflts balance sheet in ]anuary 2007
(heremafter referred to as the “Recapnahzatlon ). Among ‘other’ things, the Recapttahzatlon wnll have a srgmﬁcant

1mpact on the Company’s debt structiire. The Companys long—term debt, as.it existed on- December 31 2006 and

©. 2005, con515ted of the followmg (m thousands) T - " »} - U
December31 ':‘;' L et ST s . - 2006 S 005l
Revolvmg cred1t agreements (a) CabeoL o et U I 3 275 000" - $ 255,000-
*2022 Notes and New. 2022 Notes, net of d|scounts of approx1mately $1, 590 ; . S ‘ o
and $43,238 at. Decemnber 31, 2006 and 2005, respecttvely (b) . '_'-‘ ll'296. ;._ . .28_6_,762“ L
1.509 Convertible Serior Subordmated Notes; netofa, .t = - ":': BRI LIS DU - “ S
discount of dpproximitely $10,260 at December 31, 2006 oL e e 564,473 «T 7575000 | -
. 16.125% Semor Notes due 2016, nét ofa discount of approxmlately $3 429 (e) .;I 396 577t A )
Installment notes and other’ unsecured Jong-term’ debt; at interest | e v .0 0 d eI L
rates rangmgfrom42% toSO% payable through 2025 s I Sl 23 142 » Te26090 -,
Mortgage note (d) SR RS P - 85947 - 8832, -
Capltal lease obhganons (see Note 4). _:' Lo 62 638 - “"‘ 52,500 -
i T A A 1341704 . 1,04, 284
Lesscurrent matunttes " el T ST LT B (44,657) © ; (585,105)
Long tefrh debt and capltal lease obhgattons, less current matunttes DA 1,297 047_ . -$ 619 179 o

" a Revolvmg Cred:t Ag-reements On May 14, 2004, the Company entered into a revolvmg credit agreement wrth vt
4 syndicate of banks, As part'of the Recapltahzatlon this revolvmg Cl’ECllt agreement will be termmated on. February
28,2007 and thé outstandmg balance thereunder will be satisfied with proceeds from the Companys new long~term
borrowmgs The revolvmg cred1t agreement as amended allowed the Company to borrow. on an unsecured basis, up
" 10 $750,0 million (mcludmg standby letters of credtt) The Company could elect whether interest, which was payable -
monthly in‘arrears, was based on the prime rate or.the LIBOR rate. The effective mterest rate on borrowmgs undef the '
revolvmg eredlt agreement tncluded a spread above the Company s selected base rate anid was sub;ect to modtﬁcatton e
m the event that the Company s‘debt ratings changed The Company s effectwe interest rate was approxrmately 6. 0%
at December 31, 2006. Moreover, during the term of the revolving credlt agreement, the’ Company was obligated to.

_pay certain commltment fees based on amounts avatlable to the Company for. borrowmg On February 23 2007 the™

outstandmg balance under the revolvmg credit agreement was $275.0 million..- L .
The revolvmg credit agreement contamed ‘covenants. that w1thout prior consent of the. lenders, ltrntted certaln o

acttvtttes, including’ those’ relanng to” mergers, consohdanons andthe Company s abthty to secure. addmonal

’ mdebtedness, ‘iake guarantees and grant secunty mterests The Company was also requlred to comply w:th certam

ﬁnancnalcovenants PR T ‘- N T P :
* ' . L ’ i ' . P _" : Y s : o * . *
Lo B ' W
" ’ ' ll ‘L:- :‘ ‘ ‘e Y ’QV-:- . .‘;; . ul
' e, 4 0 : 1 L
N . R . _"_ R -, . . . R . : )
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) 3 LONG TERM DEBT CONTINUED ) S C- : .
- On August 26, 2005, the Company executed a$20 mrllton unsecured Demand Promrssory Note (the Demand

MY

L L of-payment to the Companys existing and future indebtedness that is not expressly subordmated or equal in right -

Note ") in favor ofa bank. Pursuant fo the terms and conditions of the Démand Note, the Company may borrow and .

» " repay,ona revolvmg ba51s, upto the prmcrpal face amount of the note. All prmctpal and accrued i mterest outstandmg
*+« "under the Demarid: Note will be tmmedtately due and payable upon the bank’s wrttten demand. "Absent such ademand,
e interest is payable monthly and determmed using the LIBOR Market Index Rate, as that term is defined in the- Demand
e Note, Plus 0.75%. The Demand- Note s effectwe tnterest rate at December 31, 2006 was approx.tmately 6. .1%. At both

07 ‘ 'December 31,2006 and 2005 there were no amounts outstandmg under the Demand Note, " ..o 7 7oy

- e

. b Subordmated Convemble Notes. r:, e o S s T e ‘.
2022 Notes On ]anuary 28, 2002, the Company sold $330 0 million in face va]ue Zero- Coupon Convertrble Semor
Subordtnated Notes due 2022 (the “2022 Notes") for gross proceeds of approxtmately $277.0 million. The 2022 Notes .

,. -and the New 2022 Notes, whtch are discussed below, are general unsectred obligations and are subordinated in rtght

K. "':of payment to such notes. The 2023 Notes, whtch are also discussed below, rank equally with the 2022 Notes and the
~ . New 2022 Notes “The 2022 Notes and the New 2022 Notes mature on ]anuary 28, 2022, unless they are converted
.%ot redeemed- carlier. Upon the occurrence of certam events, the 2022 Nétes and the New 2022, Notes dre converttble
-+ .into shares of the Company’s cominon stoek ata cofwersion Tate of 32.1644 shares of common stock for each $1 000 <.
prrnctpal amount of notes converted. The conversion, rate'is sub]ect to ad)ustment in certaln ctrcumstances, and an
Lo adjustment will occur as a result of the’ Recapttahzatton The 2022 Notes arid the New 2022 Notes become convertrb]e
_ ‘when the Company s common stock tradesata fevel of $31.33 per share (subject to ad)ustment in certain ctrcumstances, -
"_mcludmg the Recaprtahzatlon) for at least twenty ‘of the thirty trading days prior to the conversron orasa result ofa
. w - triggering event pursuant.to the terms and-conditions of the underlytng mdenture Amorttzatton of the’ ortgmal issue
.+==" discount on the 2022 Notes- and the New 2022 Notes represents a yteld to maturity of 0. 875% per annum, excluswe =
- of contmgent interest that could be payable m certam crrcumstances ERR . ' :
T .‘ Holders of the 2022 Notes had the right’ to requtre ‘the Company to purchase allora portton of thelr 2022 Notes -
.. on Ianuary 28, 2005 at a cash purchase price per $1,000 pl’lnClpal note of $862.07, plus accrued and unpatd interést .
L to such date In- connecnon therewnh ‘the Company paid approxtmately $19,000 to redeem a portton of the 2022*
' Notes Holders may “also require the Company to purchase all or a portion of thetr 2022 Notes on Ianuary 28, 2012
- and ]anuary 28,2017 fora purchase price per $1,000 prmctpa] note of $916. 40 and $957: :29, respecttvely, phus accrued
... and unpaidi mterest to each respective purchase date..The Company may elect to pay.the purchase pricé to the holders
- _‘m cash or common’ stock or a combination of cash and common‘stock. Furthermore the Company may redeem all

. .-oraportion of the 2022 Notes at any time onor after ]anuary 28, 2007 for cash, : -
L v : -On January 26, 2007, the holders of $ 150, 000 in prmctpal face value 2022 Notes exercrsed their contractual r1ghts
. “ ~ o requtre the Company to repurchase thetr notes Asa result the Company was obhgated to repurchase “such 2022
: Notes on ]anuary 30, 2007 at’their accreted va]ue of approx1mately $132,000. The holders of $22 000 in prlnctpal
- face value 2022 Notes.did not requrre the Company to repurchase their notes and,’ accordmgly, Such notes remain ; '
L outstandmg B s Con . coR woe
T . New 2022 Notes. On December 29 2004 the Company completed an exchange offer wrth respect to the 2022 Notes ‘
Coe whereby holders of approx1mately 99.95% of the aggregate outstandtng principal amount exchanged their 2022 Notes -
R for, Exchange Zero Coupon Convertlble Semor Subordmated Notes due 2022 (the“New 2022 Notes”) The New 2022 .
o Notes have terms substantraily srmtlar to the terms of the 2022 Notes, except that: (i) upon convérsion, the Company
" will pay holders cash equal to the accreted value of the New 2022 Notes betng converted and, at the Company s option,
: the remamder will be pa1d in cash or shares of common StOCl( {ii) holders were given the rrght to require the Company -
to repurchase their New 2022 Notes on January 28, 2006 for a purchase price per $1,000 principal note of $869.62; (i)
' the New 2022 Notes were provrded additional anti-dilution protection for cash dividends unttl January 28 2007; (iv) -
the New 2022 Notes requtre the Company to pay only cash (in lieu of cash ‘common stock or a combination of cash " -
* s and'common stock) when' the New 2022 Notes are: repurchased-at the. Optlon ‘of the holders, whether ona speclﬁed
' purchase date or upon the occurrence ofa fundamental change at-the Company, and (v} contmgent mterest payable
o willbe equal to 0. 125% of | the average price of. the New 2022 Notes durmg the relevant period. Substantta]ly all of the
L . 2022 Notes were exchanged for New 2022 Notes If dilutive, the commén stock underlying the unexchanged portionof -
o such 2022 Notes is mcluded in the Company § diluted earnings per share calculations, The cdmmon stock underlymg
the Néw 2022 Notés is not consrdered |mmedtately dilutive and i is not tncluded in the Company s earnmgs per share "
" calculatlons T Lo e T . . R :
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. On’ lanuary 30 2006 and lanuary 26 2007 the holders of appro)clmately 3317 3 million. add $12:5 mrlllon,

respecnvely, in prmcrpal face value. New 2022 Notes exercrsed theit. contractual nghts to-require] ithe. Company to. - "

repurchase their notes. As a résult, the Company was obllgated to repurchase stich New.2022 Notes at their accreted
~ Values of approxtmately $275, 9 million and $11.0 mrll:on respectlvely The. holders of $202, OOOim prmcrpal face n
value New 2022 Notes’ drd not require the Company 10 repurchase their’ notes and, accord:ngly, such notes remain

T outstandmg In connectron wrth the 2006 New 2022 Note repurchase, the Company wrote off adproxrmately $4.6

"_million of deferred ﬁnancmg costs dunng the 2006 Calendar Year (recorded as reﬁnancmg and debt modrﬁcatron -
' costs in the consolldated statements of lncome) : Ll e - - Ve
2023 Notes. On luly 29; 2003 and-August 8, 2003, the Company sold an aggregate of 5575 0 mlllron in face value g
.1.50% Convertlble Senlor Subordmated Notes (the “2023 Notes”) that mature on August 1, 2023 ‘uness they are
converted or ‘redeemed- earlrer The 2023 Notes were sold at their prlncrpal face amout, plus accrued interest; whtch

’ vesulted in net proceeds to theé, Company of. approx:mately $563 5 million. The 2023 Notes are general unsecured

~

o

-~

T

]

. -

", cash upon conversion of the 2023 Notes if an event of defau]t as deﬁned in the Ongmal lndenture, exists at the time

- obltgatrons and are subordmated in rrght of paymient 10 the Company s exrstmg and future mdebtedness that is. N6t
" expressly subordrnated or equal in rrght of payment to.the 2023 Notes: The 2022 Notes and the New 2022 Notes rank
equally with the 2023 Notes Upon the occurrericé of certain events, the 2023 Notes become convertrble into sharesof -

" the Company s common stock ata conversron rate’of 36.5097 shares of common stock for each $1,000 pnnc1pal amount
. of 2023 Notes converted The conversron rate is sub]ect to adjustment, in certam c1rcumstances, and an ad)ustment

-f ‘will occur as a result of the Recaprtalrzatlon The 2023 Notes become convertible; when the Company s commoh stock
trades at a level of $36.097 per share (subject to adjustment in‘certain c1rcumstances, mcludrng the Recapltalrzatron) oo-
“for at Jeast twenty of the thrrty tradmg days prior to the conversion or asa result of a triggering event pursuant tothe’.
" terms and condmons of the. underlylng indenture. Followrng the Company s announcement “of the, Recapltaltzatlon,'
the Company 5 credrt fatings were downgraded and, accordlngly, a trlggermg event caused the 2023 Notes to become’ -

- lmmedlately convertlble As.of February 23, 2007 no- holders of the 2023 Notes have mdrcated to the Company an @ ¢ -

“intent to convert thelr niotes + - . e S T PRI i
Holders of the 2023 Notes may requ1re the Company to purchase all ora portlon of the, 2023 Notes on August l‘ »
- 2008, August 1,2013 or August 1,2018 fora cash purchase price per note eéqual to 100% oftherr prmctpal face amount ,o-
plus accrued and unpald interestt6 each 1 respectlve purchase date. Addrtlonally. 1f the Company undergoes certarn -
- types of fundamental changes on or before August L, 2008 holders of the 2023 Notes may requ1re'lthe Company to - - .
purchase. for cash all or a portron of thetr 2023 Notes. ., * T R oA N
70n November 24,2004, the Company completed a consent solrcrtatron that amended the mdenture govermng the v

o 2023 Notes (the “Original-Indenture”).in order to_ eliminate’a” prov1sron ‘that prohlblted the Company froni paytng .

e

. ofconversron On November 30 2004, the Company further amended the Ongmal lndenture to provrde that; in liew” .

- of rssurng shares of common “stock upon a conversion-event, the Company will satisfy any conversion of the 2023 ..

<o Notes. up to their pnnc1pal face amount by making a cash payment *As 4 result of such modlﬁcatlofts to the Ongmal' .

) ." © The Supplemental lndenture also eliminated the Company 5 abrlrty to redeem the 2023 Notes at its optlon in whole-j :

o the Original Indenturé,. the Company could redeem thé 2023 Notes- at its option, in whale or in part at any ttme‘

Indenture, the common. stock underlylng the 2023, Notes is.not consndered tmmedrately dlluthE an{d is not mcluded_;.

in the Companys earnmgs per share calculatrons B S e I R 1S s o
W1th respect to the 2023 Notes Pursuant to the Ortglnal Indenture, the Company pald interest at 1, 50% per annum of.
the pnncrpal face amount of the 2023 Notes. The Supplemental Indenture requrres S the Company to make addmonall .

' cash payments o~ Non Piat Payments ) to the noteholders equal to 2 875% per annum of the. prmclpal face amount of
- the outstandmg 2023 Notes Accordrngly, the noteholders now receive total annual payments 0f4.375% of the pnnc1pal

face amountof their outstandlng 2023 Notes. “The Non Put. Payments. whrch commenced on February ( 2007 are-’, ...'
: to be made semiannually (along with recurrmg 1.50% inferest payments) 1n arrears, on February 1 and August |

of ach year The Original Indentire did not provnde for Non-Put Payments. Addtuonally. in certarn crrcumstances.‘-, IR

~

connngent interest could be, payable by the Company on the 2023 Notés. ;-.' o S .

or in part, unttl August 5, 2010. Thereafter, the Company can redeem the’ 2023 Notes for a cash redemptlon price per -
* “note equal to its prmcrpal face : amount, plus accrued and unpald mterest to the corresponding. purc‘hase date. Under .~

. on or after August 5, 2008, The Supplemental lndenture did not, affect the rights of the noteholders to requ1re the
Company to repurchase- therr 2023 Notes on the: ‘dates spectﬁed in the Ongmal lndenture, or upon the occurrénce of -
certain types of fundamental changes at the Company prior to August 1,2008: In connectlon wnth'the executioni.of*

"o the Supplemental lndenture, the Company incurred expenses of approxtmately $3.0 million dunng the 2006 Calendar :
Year and recorded such amount as reﬁnancmg and debt modlﬁcanon costs in the consoltdated statements ofi 1ncome -
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Effectrve]une 30, 2006 the Company entered 1ntoaTh1rd Supplemental Indenture (the“Supplemental Indenture )" e
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3 LONG TERM DEBT CONTlNUED S - - e NNE

Addlttonally, the Supplemental Indenture resulted ina change in the fatr value of the 2023 Note s conversron feature,
g thereby requtrmg 'the Company to record a'debt dtscount and a correspondmg mcrease in addrtronal pald 1n capttal |
L < of approx1mate]y $10.5 million durrng the 2006 Calendar Year ot W e T : . I
B - On July 28, 2006, ‘the holders of $267, 000 in. pr1nc1pal face value of 2023 Notes exert:lsed therr contractual rlghts |
' under the Original Indenture to requtre the Company to repurchase thetr notes The holders of approx1mately $574.7
" nillion’in prmcrpal face value of 2023 Notes dld not requtre the Company to. repurchase thetr notes and, accordmgly,

. 5 x
such notesremam outstandlng *_,. .r Lo .', Gt . 7.—_

- . -
« CENE
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-_A.w ST T

o E .{ € Semar Debt‘ Securtttes On Aprtl 21 2006 the Company completed an underwrttten pubhc offerrng of $400, 0 :
E million of 6. 125% Semor Notes due- 2016 (the “Semor Notes”) Such notes, which rank equally in- prrortty with the. -
L Company 3 revolvmg credrt agreement were 1mt1ally unsecured obhgattons However, asa result ofthe Recapltahzatton. :
B vt the Semor Notes ‘will be secured part passu with’ the Company s new $3. 25 billion semor secured ctedit facrhttes The,
) * Senior Notes are expressly senior in right of payment to the 2022 Notes; ‘the New 2022 Notes and the 2023 Notes The. .
- “sale of the Sénior Notes resulted i in ‘the Company s recelpt of net proceeds” ap'proxrmatmg $396 3 mlllton whtch was, ""
uttltzed to repay a. portlon of thie balance outstandlng under the’ Company’s revolvmg credrt agreement The Sentor .
Notes mature on Apl’ll 15! 2016 and bear mterest at a ﬁxed rate of 6: 125% per annum, payable semi- annually in arrears
onApr1115and0ctober15 S .,.a. YL - ‘---=*-_(,'.-’t cs e
. Ifanyof, the Company 5 sub51dlarles are requlred to issue a guaranty in favor of the lenders under any credtt facrhty
ranktng équal, w1th the Semor Notes; such subsrdtanes will also be requtred under the terms of the Semor Notes, to’’
. _' issue a-guaranty, for the ‘benefit of the hélders of ‘the Seniér Notes, on substanttally thes same ternis and condmons as’ ¢
- the guaranty lssued to such other lender. As. 2 result of the Recaprtahzanon, the Company S subsrdtartes (other then
L certam exempted subs:dlarres) will provrde guarantees of payrnent to the holders of the Sentor Notes. . R
Lo dn connectron with the. publrc offerlng of the Senior- Notes, the Company entered mto an mdenture that governs
- such notes The Senior Notes (and such other delbt securtt:es that may be issued from time to time under the 1ndenture)
v .are sub;ect to certdin covenants which. include, among other thmgs, lrmttanons and restrictions on'(i) the i incyrrence .’
. o by the Company and its subsrdranes of. debt secured- by hens, (u) ‘the i mcurrence of substdrary debt, (m) sale” and
- aléase: ‘back transacttons “and (1v) certam consohdattons, mergers and transfers. of. assets Each of the aforementtoned
hrnltatlons and- restrlcttons are sub}ect to certam contractual excepttons The Senlor Note lndenture also contalns
customary events of default and related cuire provrsrons .

RS s . e,

d Mortgage Note At December 31 2006 the-Company had on¢’ mortgage note, whrch bears mterest at7. 9% per.” .
,annum and'is- secured by real property that’has a net book value of approx1mately 512 6 mtlhon at such date. The - _
S mortgage note.is payable in monthly i mstallments of prrncrpal and 1nterest ‘and' has a maturtty date of November 1, -

2(]07 at whrch trmeaballoon payment w1ll be due and payable ; ._~ ;. ~_ i _‘;‘- _'-' : ~
"\_ s General The quoted market prlces for the Companyspubhcly traded long term debt 1nstruments were as follows -
r(tnthousands) : oo L Ty ST
R December 31 'l't— S 7"' l 2008 L - 2005 L
2022 Notés’, s JRSIR s 150, s ERTLA
- New 2022 Notes B e 1,093 7 285,714 - "
7 2023 Notes P IREE Z: i 583,354 559 188
L—'_\"___- Senror Notes R ) ) 407 024 - _“ L )

= "‘v‘-‘ | R et * E- " . - =
Subsequent to the Company (] announcement of the Recapltaltzatlon, the quoted market prtces for the Company s ;
L ¢.-2023 Notes and the’ Senror Notes were approxrmately $606.9 million’ and $389 ] m1lhon, respectlvely, on February. ..
”c- .23 - 2007. Prtmanly due'to vartable mterest rates, the fair values of the Company S other long-term debt reasonably

e “f appro:omate their carrymg amounts m the consolldated balance sheets See Note l(k) for a drscussron sfthe farr values 7‘.‘.

u‘. . .’.’- _.-.

.of the Company 5 other ﬁnancral 1nstruments st L PR c Ty
) Pursuant to.the’ prOVlSlonS ‘of SFAS No 78 Classrﬁcatton of Ob!rgatzons That Are Callable by- the Credrtor,
approx1mately $572 0 mtlhon of the 2022 Notes, the New, 2027 Notes and the. 2023 Notes were classtﬁed as. current
habrhtles at December 31;2005. As a resu]t of the Companys new’ $3. 25 billion s semor secured redit facrhttes that?
o f— . Wwere establrshed as part of the Recaprtahzatron noamounts attrtbutable to the Company s revolvmg credrt agreement
,r" < orthe 2023 Notes “were classified as current- liabilities at December 31 2006 Broeast Ty
o At December 31,2006 the Company wasin comphance with the finangial and other covenants of its debt agreements
"+ Moreover, at such date the. Company had ‘reserved a sufﬁcrent number of shares of its- common stock to sattsfy the z
potenttal conversmn of the 2022 Notes, the New 2022 Notes and the 2023 Notes LT T :

¢ e - _r-\'t'
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RN Sels I AP
’ N : SRR '," e .o . ';"r . T
~‘. ,( 4. ‘..‘ : -‘:';" B -:& - %~ 2 \ R ‘
T In ltght of the Recapttahzatton and the Company’s repurchases of certam of the 2022 Notes and the New 2032 .~
Notes in ]anuary 2007, the scheduled maturities of long-term debt, exclusive of capltal leasé obltgatlons, for the next’ e
ﬁve years endmg December 31 and thereafter are as follows (1n thousands) S o " e S
s Gl T . . R P
Comar L e fi~ D07, :,_‘1'-‘:,’“‘_ ,31308.182{‘_': O
~2008-¢ T T sreesy . T T T
e 2008 e T T e s T T o
.. = : R .‘ . ~& ‘ 20]0 :,: -‘, _ .1_.‘-‘ - -."-_ :: -,-...'r” 1181 '.'-‘—.\'l- g 1 .. ; ~.\ 1
o "”_ . . :-’__r..'.; ‘ ..,‘ »2011 . _‘.7“-_._“. T’ :_""I —‘.b..-,.:,t- ) -,» - . 1056 i'{: _ . '.-1 zf
L e Thereafter ~ S L Y7 , e svoos T
N -,'L-' B SRR T Y177 T R R ~
c- R . ,\ -',.~ .' . .‘ -_;,‘_ -.# . T[‘ L s
Capttaltzed mterest was. approxrmately $4 6 n'nlhon, $1.1 mtlhon $4 6 million and $2 6 mtlhon for’ the 2006 LT
Calendar,Year, the 2005 Three Month Perlod the 2005 Fiscal Year and the 2004 Ftscal Year, respecttvely Crene O
4 LEASES ,t . _.‘... . ‘.,5 S R T S l“.‘,,,' el ' ..,._.'
; The Company leases real property, equrpment and vehlcles under cancelable and non cancelah[e leases. Certam "
. " of the Companyslease agreements provzde standard renewal opttons and recurring escalattons of Iease payments for, e
among other thmgs, increases in'the lessors’ matntenance costsand taxes. Future minimum operatrng and ¢apital lease
. " paymerits for the next five years endmg December 31 and thereafter, 1ncludmgamounts relatmg to leased hospttals, .
'areasfollows(mthousands) T . LT S N A
s L TLE T e T S LI SRRV ' S etk )
et T 3 o .‘ L T operating + L0 T cagitat s TS T
. ’ ..‘_-‘:‘ T oo T+ 127 Real Property - T . Real Propertyjand” ;.
‘4" Ll . iy . = R Real Property - .“Master Leases  -* Equipment . Equtpment ) " Totals
L0zl T e T T g7 087,663 s 21,267 .8 15,1417 § 6166 -
L2008, T 15,302 79517 FITIS081TC 14329 S 2663 N
20097 e RN T 9350 T 7958 T9313, 12,340 38961'-
o 2010 e e 6222 . ¢ 8051 Te 4,769 _; 7460 265(}2 ST
R U :;—»--__ 50597 7,905 . 3 3 ‘1,808 " .5149;"_ L 19918r -
77 Thereafters -7 e T TR ygiy T gpagn 3,512 . L lAls 106,681 - -+
,‘ Total minimum payments - % 72,801 - $ 81,959 $ 55750 . - . 95, 831 5306,341‘ N
Ca Less amounts representtng mterest R 7 (33 203) PR
.- Present valueofmmrmumlease payments R .-_-f SN _'-Jr;" E 3;' ,$ 62,628 -,‘5' R
L R T S S SR R e

. : The Company has entered ifto several real property ‘master leases wtth non- afﬁlrated entrttes in the ordmary course.
* “of business:These leases are for butldmgs on'or near hOSpllal properties that afe either subleased 1 to third parties or. -
L used by the local hospital in‘its daily operatrons The Company also owns medrcal office but]dtngs that are leased to B -
thrrd parttes or used for mternal purposes. s A DR ST ; .
- The Company entered i into capital leases for real property and equtpment of approxrmately $22, 7 mtlhon, $2.2 mtl- : ]
hon $33.4 mr]hon and $14.2 million durmg the 2006 Calendar Year, the 2005 Three Month Pertod the 2005 Fiscal Year -~ - .

L and the 2004 Fiscal Year, respectlvely Amortlzallon expense pertammg to property, plant and equtpment ‘under capttal

. lease arrangements is mcluded with’ deprecratlon and ainortization expense in the consoltdated statements ofi income.” -
. & The table below summarizes the Companys assets under capital'lease arrangements and other assets that are -
drrectly related to the Companysleasmg actlvmes(eg leasehold lmprovements, etc) oy Tow
oo O
"_- DecemberSl - P ,‘ oL e, .l 2006 o005 .,
- - - — ) . PR e, - L (inthousands_) L. A
Property, plant and equlpment under capttal lease arrangements N ettt s T BETE RN SR
. and other capttaltzed agsets relatmg to leasing actwrtres N '. $ 923, 411 ©oU§833725 0
Accumulated deprecratton and amortrzatton O o T - (344 844) (29041 -0 7
: Netbookvalue - REER S T e Tt 5578567 - §542,684 0«
I 7" , .:': . - . .‘.:
Y ' oot . i
T e e -\: oo .. ’
SR :
o - LR I -
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Notes to Consoltdated Fmancml Statements ot T T e T
December31 2006 ; Thelt S Lo e A . ]
- 5.2 INCOME. TAXES -"--/‘.r“ D e S L S
The srgmﬁcant components of income. tax expense(beneﬁt) are as follows (m thousands) e ‘-__.'. LT

e ;ll e T S vear Ended-' Three Months Ended ._Years Ended September 30, ¢
R S T A Tl December31 2006 December31 2005 2005 DT v 2004

- Federal e ST P e £ . . K

Current RO * SR '-s-:.19_3.Q8_5‘.' e $ '47’450‘ . $ 152, 350 e;roz’r,‘srsf—'

1" Deferred - ':,‘; :j s T e e T (94233) DN T(2,679) L 359767 . T 68,785 .
T Total fedéral R 98852 44771 . - 188,326 .. - 173403

o State; S Lo T el o "_“_‘:'.--' e

B > Current. .+ L -t UL - 28,520 ;',3 5117 o 214847 S 15972

 Deferred . - A (10265) CU(1;209) 7 2404 - 105335

Total state™>. . © -7 .7t . 18255, . . 3908. . .- 23888 " .. ..26;307

.

vTotals?--'c' T $.117,107 s" 48679 " - § 212214 §-199,710
T T ‘f‘_ RN .- L
. Reconc1lratron5 of the federal statutory rate to the Company s eFfectwe income e tax rates are as follows
N B e '_:l'- Tl : , ; Tt Year Ended Three Months Ended s Years' Ended September 307 5
e T oL e *. - N December31 2006 “December 317 2005 “. T20050 .0 0 V' 7"200_4 “. ]
Statutorymcometaxrate T 350% 35 0% ° 35 0% -7 35.0%
. * State'incomé taxes, net offederal beneﬁt w38 . 20 ! 127 - .r‘_ - 330 .
" Other:l -7 P ('8 ) I 19 *(03} -
- : Totals S R L 388% i - 38.9% L 374% 0 ,38':3%;
. t':, Bl LT e EAVEE .,.A-'_“ v ) Lt
- Tax effected temporary drfferences that give nse to federal and state deferred income tax assets and llabrlmes are
' asfollows(mthousands) _“ T oL e e T L g e -0 :
’ December3t, T LT s e e T e, 006 T 2005t L
) Deferred mcometaxassets BT B wr LT RSP
"o Allowances fordoubtful accounts Ve e S s w8 -BLE60 D T § 16,053+
e Acctedliabilities v Lo, - Tt U e YT T 30,042 - 29,472
':"_;-l-'l ' 'Self msured llabrhttes B T I : R T 3, 708 ‘ "+ 25,531

_ State net operatmgloss and tax credlt carry forwards e e RN ) 8 985 .~ - ": '..‘-.':7‘.‘526" .
R Other T S U S 29307 T 9044

oo L e e T T T 163702 :.-.87626
. " :Valuatronallowances T Vo e ol ST I (1,558) - -+ "i{1,125)
. Deferred income tax assets, et~ ,~ .+ o LT T 0o Ll 0 T T 162,145 0 - 86,501 -
. Deferred income tax habrlmes s -,' . _':"’ I :.-_U'_‘ R ' e L ot oaoe oL
‘ i;\;r + Property, plant and equ1pment S e e (80,595 ¢ L (93,413)7
T e Goodwill <UL e L :"i;'_'j R - (74953)-7 0 - (54,580)
R Convembledebentures‘ T s T S, (7)‘,‘946)',,4". (51,614)"
] . Prepard expenses . T h- R e S {14,234 1T (16,181).
L Deferredmcometaxhablhtles LT T T T 728)  (215,788) '
S Net deferred mcome tax lrabrlltles R -,n"_."‘. e et R 5 .(15_534) '1'5 (1.29;237)

e Valuatron allowances are the result of state net operatmg Ioss carryforwards that managernent beheves may not be
- fully reahzed due to uncertainty regarding the Company s abrhty to'generate sufficient future state taxable mcome State .

. net operatmg loss carryforwards aggregated approxrmately $169 mrlhon at December 31 2006 and have exprratron g
W datesthrough December 31,2026: .+~ .. Lo S N e e

oL _In the normal’ course’of business,, there. .may be drfferenees between the Companys incorne “tax provrsron for
e _' ﬁnanc1al reportmg purposes and final settlements with’ taxmg authormes These differences, which prmcrpally pertain -
Te. Lo dertain state income tdx matters, are sub)ect to mterpretatron pursuant to the apphcable regulatrons Management

does not belreve that the resolution of these drfferences will have a matertal adverse effect on'the Company s ﬁnancral

posrtlon, results of operatlons or cash flows SRR T sl
: . B .. N s ' - ! ‘_. [ - B X ‘ - ~ -
: R » . ’ ! - *
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< 6. RETIREMENT PLANS B S
a " The Company has a deﬁned contrlbutron rettrement plan that covers substantlally all of its employees This plan ]
1ncludes a provrston for the Company to match a portton of employee contnbuttons "Total retlrement plan matchtng
. ‘contnbutron expense was approx1mately $12.4 mtlhon $3 1 miliion, $10.8 mtlhon and $9.0 mllhon for. the 2006‘ o
B Calendar Year, the 2003 Three Month Period, the’ 2005.Fiscal Year and the 2004 Frscal Year, respectwely S

Addtttonally, the’ Company maintains a. supplemental retirement plan for.certain- executtves ‘that provrdes for
,’predetermmed annual payments after the attainment of age: 62, ifthe 1nd1v1dual s still employed by the Company at

. . that time. These payments generallycontmue for the remamder of the exccutwesltfe o {' -
‘ - ‘. . Lo - o R -_ - L . .. -
"ir EARNINGS PER SHARE R S S T IR S l R
Basic earmngs per share'is computed on the bas1s of the we1ghted average number of outstandmg common shares
‘ Dtluted eatnings per ; ‘share i is computed on the basis of the werghted average riumber of outstandmg common shares
plus the dilative effect of common stockequtvalents computed using the treasurystock method. Thetable be!ow sets L .
forth the computattons of basrc and dtluted earmngs per. share ( in thousands, except pers -share am‘ounts) B
«",' : ‘-';_’« —_— T - ,., ": ‘:f-'t .- ' ) Year Ended eThree Months Ended . 1 Years Ended September 30, - no
T T, Toie o T T December31 2006 December31 2005 - 2005-.. {7 -, Y2004
. ) Numerators TR ‘ "., ;: o R N '-_; : J L i Lol T
Income from contmumgoperattons o $ ISS 066 - 76,'506".. $ 354 679 $ 322, 353 .
Effect of convertlble debt i mterest expenge ' . - l - 20, o ll LT
Numerator for, diluted’ earmngs per share S T '.'),€.. o) " ,'-‘ 3
. " from contmutngoperattons Cee e '185—,067,r o 3 76, 507 ' 354 6800 "o 322,_353‘-"ﬁ R
- ": . ." Income(loss) from dJscontmuedoperatlons, net kIR (965) (1 602) ' ".-_j* . 2746 Lo
L Numerator fordtluted earmngs pershare “;‘, R . CI f s T fae
. (Tiet mcome) & Wl Mot $M82,7500 U 75.542?' s 353073 3 325 099
- D'ertommators "'x o - ) AR ST AP LT . ' 1 e
- - Denominator for basic earnings per. . i (R ‘,"4‘ L .
P :'- "_share- welghted average outstandmg shidres - .. 240,723 ¢ .. 240,964 . 245 538" . 242 725
B Eﬂ'ectofdtlunvesecurlttes R S o _’ S l X i
T Stockopttonsandother : - .;' * ) ‘.1 A " : 1 ‘: e
‘ P stock- basedcompensanon SR , 2611 _' . 3727 ‘ ,-3,4:1‘32! SR 4,101 .o
TS Convertlb!edebtr i : P, .' o 6! 16 N S IV S
Denommator for dlluted earmngs per share ]_ T 243340 0 244,697 - - - 248976 - . 246, 826 ‘.'
; Earmngs (loss) pershare SR ” . L s B S : ; _i \‘-. ‘,, J' k ‘
" Basic e DRI SRR g N
e {_ Conttnutngoperattons S N $.: 077 8. (03l ¢ s. ,145’ .8 U ¥ x B .
S D1sc0ntmued operattons N t S {001, T T LR 001) - Y001 Fa s
<" o Netincofne. - ULt 0T L8 2076 $0 031, 5 1.44-.' gl 134T T
-a':; ) Dlluted A .‘.,“T' ‘, o .“-':E'-; ' ot ‘ o .‘ "-‘.‘ ‘
o Contmutngoperatlons 8, e 076 8. 7 031 $ 143 B SRS ) IR i
T * Discontinuéd operations. =-+, ~ "+ B 1 P St SR (11 ) DR |1 P
RS Netmcomel P ,‘-_ . '_ T8 078 - §7 031 - s < -i42° ,-$"" ,"132 S
LT TR . G .

Optrons to purchase approxtmately 3.0 rﬂtlllon 2 4 mtlhon and 2 1 mrllton shares of the Company s common stock
-_‘were not tncluded in the computations of dlluted garnings per share for the 2006 Calendar Year, the 2005 Three Month ;
Period and thie2004 Fiscal Year, respectlvely, because such opt10rts exerctse prices were greater. than the average market A
.7 price of the Company’s common stock during the respectwe measurement penods Substanttally al] of the Company .
" *.. outstanding stock opttons WETE, mcluded in the diluted earnings per’ “share computanon for the 2005 Fiscal Year ‘ o
So - Onm September 30,2004, the Emergtng Issiies Task Force affirmed'its previous ‘consensus regardmg Issue 04- 8, The
°; .'Eﬁ'ecr af Contmgemly Convertible- Debt on Diluted Earnings Per Share.. Issue 04-8 requtres contmgently convertrble‘ :
- debt instiuments, if dtlutlve, to-beincluded i in diluted’ earmngs per ‘share calculations, regardless of whether or not' l_ )
h_the market price trlgger contained in the converttble debt instrument has beer met. Issue’04:8° became effective for s
'_reporttng pertods that ended after December 15; 2004. “As moré fully discusséd at Note: 3 the Company took' certain -,
+-actions dunng the 2005 Fistal Year with respect to its converttble debt securities in order to prevent the common stock’ :
- underlymg such securtttes from bemg 1mmedtately tncluded in dlluted earmngs per share calculatlons A

. (Y i L . . l.:‘.l
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.8, STOCK BASED compensArlon T L BRI S T

Background Durmg the past several years. the Company uttllzed its 1996 Executrve lncenttve Compensatlon Plan
i - .7 ! togranthon: quahﬁed stock options and award other stock based compensatron to key employees The non- employee
J W7 - -membersof the Company S, Board of Dtrectors were hlstor1cally granted non- quahfted stock optlons pursuant to the -~
- © o iStock Option Plan.for Outsidé Directors. At'the Company’s annual meeting of stockholders on February 21,.2006,
R the stockholders approved the Health Management Associates, Inc” 2006 Outside Dtrector Restrlcted Stock Award
P]an Such plan; provrdes for annual 1ssuances of restrlcted stock awards to outsrde d1rectors servmg on the Board of
Dtrectors T T R U R T PR .__~:’
The Company has approxlmately 35 3 mtllron shares of common stock authortzed for stock optrons and other
Tl stock- based compensation uriderall of its employee and dlrector stock based plans (approxrmatelyS 4 million shares
B remamed available for award at December 31,2006), Generally, the. Company S poltcy istoissuenew shares of common
stock 10 satisfy stock optron exercises and other stock-based: compensatton arrangéments. If an award granted under -
L -J_ one stock based. plan is forfelted exp|res, terminates or is otherw1se cancelled without dehvery of shares of common -
stock to the plan part1c1pant then such shares w1ll become avatlable agam under those plans for the beneﬁt of employees -
",I anddtrectors . SR TCERP S A
_ . In light.of the Recapttahzatron, which'is more fully drscussed at Note 17 the Company will make the requlsrte
L e ad}ustments to its’ outstandmg deferred stock and stogk optton awards | in order t0.account for the Recapltalrzatrons
74 special cash dividerid of $10:00 per.common share. Such ad)ustments, which are yet'to b determined, dre requu'ed ‘
e _' . by the terims and condition’s of the underlymg employee and director stock- based compensatron programs. -’ -7t " .
D General. Compensatlon expense for the stock- based arrangements descrlbed below, which is recorded in salarles '
. and benéfits in the consolidated statements of income, was approxrmately $18.3 million, $5.2 mtlllon, $2.4 mrllron and
. $3 3 million for the 2006 Calendar Year, the 2005 Three Meénth Pertod the’ 2005 Fiscal Year and the' 2004 Fiscal Year,
T respectlvely The Company has not capitalized any stock-based « compensat:on amounts Stock-based compensatton '
expense is recogmzed on 4 straight- -line basis over the requisite service pertod whtch is generally altgned with the -
underlylng stock-based. awards vestmg perlod For stock- based arrangements with performance condttlons asa-
: prerequisite to vestlng, compensatlon expense is not recogmzed untilitis probable that the’ correspondmg performance
N ‘ .' condition will be achieved. Stock- based compensatton expense during the 2006 Calendar Yedr, the 2005 Three Month.
R .i Penod the 2005 Fiscal Year and the 2004 Fiscal Year resulted in income tax: beneﬁts of approxrmately $6.6' mtllton, .

o

R 1 B mdhon $0.9 mrlhon and $1 2 mrlhon, respecttvely, that have been recogmzed in the consoltdated statements of
. .Ancome S e T e . . RIS L0,

e - Cash recetpts from al] stock based plans durmg the 2006 Calendar Year, the 2005 Three Month Period, the 2005

- o " Fiscal Year and the 2004 Fiscal Year i were approxrmately $225 mtlhon, $31 6 million, $62.8' mlllton and $27.4 mrlhon,

respectrvely The correspondmg realized income tax beneﬁts aswell as those beneﬁts pertamlng to deferred stock and
cor restrrcted stock awards for whlch the Company recéives, no cash proceeds upon. tssuance of the underlying common
—_— . stock were approxrmately $66 mtllton, $10.2 mtlhon, $15 2 mllllOI'l and $18.0 mllllOl‘l, respectlvely In accordance
' . with the provisions of SFAS No. 123(R}, approximately §1:4 mrlhon and $4.2 mllhon of the i mcome tax benefits for ‘
CT I . the 2006 Calendar Year and the 2005 Three Month Perlod respectlvely, weré deemed to be excess tax beneﬁts and were .
T recla551ﬁed fo financing acttvrtles in the consolldated statements of cash ﬂows The pro forma amounts of operatmg '
. cash flows durmg the 2005 Ftscal Year and the 2004 Ftscal Year for such excess income tax benefits under an SFAS No.
" .+ » 123(R) model approach were approxtmately $5. 7 mlllton and $7.8 mllhon respecttvely, however,such amounts have
", ‘notbeen reclassrﬁed in. the consoltdated statements of cash flows, - ; PR . -' S
B Stock Optlons All employee stock optrons have ten year terms and vest 25% on each grant anmversary date
e e over four ; years of contlnued employment Stock optrons granted-to ‘the non- employee members of the > Cothpany’s.
. Board of Dtrectors ‘have ten year terms and vest 259% on each grant anmversary date, provrded that such individual
- ‘,' remarns ah outside-diréctor on.the respective Jyesting date Information- regardmg stock option act1v1ty for stock—-
’ based compensatlon plans, mclusrve of partrcrpants employed at drscontmued operations, is summarized-in the table

Chelow? Tow P e T T LT e et

T . . P




" Werghtedt - Average .
Average - Remammg '” Aggregate
. Exercnse - rContractuaI ] Intrlnsrcm
- 'Opt'iori‘s' Prlces et Terms (Years) . Values )
{in thodsands) LT e S = _"(ln thousands)- -

'Exerr:tsed
Termrnated

Granted
Exercrsed
Termmated

Outstandmg optrons at December31 2006 TR0l 81771 et C v 35989,
Exercrsable optmns at December 315 20067 fw--, R _:;i~"7,‘825.-‘ s $16.88 1 o 421 ¢ 1 $34,954
: t-.9,'300,‘ ‘5 ‘-J_- $l7{62.:_ r»"4.'-7l i \$35,890‘

The aggregate mtrmsrc values of stock optrons exerc1sed durmg the 2006 Calendar Year, the 2005 Three Month:’_

‘ Perlod the 2005 Frscal Year and the 2004 Frscal Year were $1 1 4 mrlhon $24 8 mrlhon, $40:1 mllhon and $47 6 mrlhon, g

: -’Or:‘rtierf'; .O‘uts’?ahdi-n'g feans Sl elEel K
e Sty Weighted S N CFE
. ., -Average - B Welghted o) K - Weighted

Range of 3 . - Remalnrng = Average Rt A . ; - -Average )

e_Exerase g umber; - Contractual . '-", 4 E_x,ercrse . ) 1 e "Exeruse N

. Prices. . " Outstanding . - .". Terms (Years) ;7 Uprices ;e erci . .—-' <7 Prices '_
o8 82572 §12.13 %0 :‘1-',48'2,’50'03 S L34S 0L T LRS00, L 81201

272 ."_ ‘: “ L 0ATT L 1272 T 286563 e
1300- 16607 - . L 1503
18, 56 - 19 95 :
- 21 53
v21:63 =, 24, 75

. _‘“ .

Durmg the 2006 Calendar Year and the 2005 Three Month Perlod' the Company recognrzed approxrmately $10 4 -
mlllron and $3.3 mrllron respectrvely, of compensatlon expense attrlbutable 1o stock optron awards (no such amounts Sy
were tecorded durmg the 2005 Ftscal Year or: the 2004 Fiscal Year) The 2006 Calendar Year ‘and the 2005 Three :

: Month Perrod expenses were predrcated on. the est1mated farr value of stock optron awards as. detel-mmed pursuant
_. _‘to erther the. Companys SFAS No 1237 computatrons or, for awards granted after September 30, 2005 af updated
S valuatron pursuant t0 a stock optton prrcmg model. At December 31, 2006 there was approxrmately $ 10. 9 mrlhon of
n, unrecogmzed compensatlon cost attrtbutable to non vested emp]oyee and dlrector stock option cornpensatlon awards
T Such costis expected to be recogmzed over the remalmng requtsrte service pertod for each award, the we1ghted average 38
of whtch is approxtmately Is ‘years. The aggregate grant date fair’ valuds of stock optrons that vested durmg the 2006 w
e _Calendar Year, the 2005 Three Month Permd the 2005 Flscal Year and the 2004 Flscal Year were approxrrnately $]l 8
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-,fw,. 8 STOCK -BASED COMPENSATION CONTINUED N ., o T e T -
ST The fatr values for stock optioris were estlmated at the date of grant usmg the B!ack Scholes optton prtcmg model
SR wrththe followmgassumptrons PRI I e ‘*i‘_,,‘,:‘ L S e e T
] e s - R ' ) " O ;~'~-'.= _".':’ .~ o : - .1_" Tl - Year Ended iR -“Years Ended ‘Sepfembér 30.'2;'_
_::_‘..:‘ H A A WL LU SR December31 2006 e 2005 R 2004' " s
R Expected drvrdend yields _“ LT T R c _‘“‘-‘ 0% - ». 1.0% o »04%
0"+ Expected volanhty factor for the Companyscommon stock R 0 300 - 0 370 500
AR 7‘ ' Risk-freé interest rates = 1 - o AR 4-?0% S 3.7;1%: ST 2.50% .
RS Welghted average expected ltves of optlons (tn years) T L 50 P 50- ;o _‘_ LT50 T

. <. . S - e » “,-f‘ . ,;: L ? I ‘a.',__..a“ __:..,K
The expected stock prlce volatlllty factors were denved usrng daily ot weekly hrstor:cal market pricedata for periods
precedlng the date of ¢ grant The risk- free interest rate is the approxrmate vield on either five-yéar U.S. Treasury Notes -
. '__ .of four- year us: Treasury Stripson the date of grant. The expected life is an estlmate of the number of yéars an optlon -
SRR " wil be held before it is ex¢rcised. The werghted average fair values of optlons granted durtng the 2006 Calendar Year,"

..+ " the 2005 Fiscal Year and the:2004 Flscal Year were $6 7l $8.94 dnd $10. 13 respecnvely There were no stock optlons

: ,granted durtng the 2005, Three Month Perrod R ST : Ly )

!

ERRER B The Black- Scholes optlon valuatton model was developed for use in est1rnat1ng the fatr value oftraded opttons that -
AT " have no vesting restrictions and are fully 1 transferable In addltlon optlon valuatlon models requrre the mput of hrghly
.. subjective assumpttons, mcludmg, among other thmgs, the expected stock price vo]atrhty Because. the Companys
o employee stock OptIODS have characteristics significantly drfferent from those of traded optrons and changes in the
"+ subjective input assuripticns can matertally affect the ‘fair value’ estlmates, in management s opinion,.the emstmg

_ models do not necessarily provide a'reliable smgle fair value measure for the Company’s employée stock options,

= %" Deferred Stock and Restricted Stock Awards. Deferred stock is a nght to receive shares of common stock upon the -
- - ) fulfillment ofspectﬁed condltlons (the Company s condition is generally contmuous employment) Atthe completron
L of the vesting period; commion’ stock'is issued to the participating employee. The Company provrdes deferred stock”,

7 to its key employeés through. contmgent stock inentive awards that either vest 25% on each grant annrversary date

REVRRE orlOO%onthefourthgrantanmversarydate I ST e
PR Restrtcted stock represents shares of common stock that. preserve the tndrcra of ownershrp for the holder but *
Tt are. su'oject to restrlcttons on- transfer and l'lSl( of forfetture until- fulﬁllment of specrﬁed conditions. Htstortcally.
) .' . the Company did-not use restrlcted stock awards as’a medns of provrdrng incentive compensatlon and/or. retamtng
e key mdlvrduals, however, durmg the 2006 Calendar Year, the Company granted 345 000 shares and 24,500 shares of ~
U -’.".— restncted stock to senior executlve ofﬁcers and outstde directors on its Board of Dlrectors respectlvely In addttlon to
Lo S f requrrmg continuous servicé asan employee the annual vesting of the senior executrve officer restncted stock awards *

AT requrres the satlsfactlon of certaln condmons that relate to the Cornpanys pre—tax earnmgs, Teturn on stockholders -
. :'- equity, net” operatmg revenue growth : and common stock price. If these condttlons are satisfied, thie awards % vest 25%
. .7 . on December 3lof each of the four. year s being 1 measured At December 31, 2006, none of the performance or' market
condmons for the 2006 Calendar Year were satrsﬁed and therefore, 86 250 restrrcted stock awards were forferted by

’ B _~',> the senior executlve ofﬁcers oo - SICRRCIE T TR - -

.The outsrde dlrectors 2006 restrrcted stock awards vest in equal 1nstallments on ]anuary l 2007, 2008 2009 and
e 2010, prov1ded that the recipient remams an outside director on such dates In coninection with thts Vestmg schedule,

- . 6 125-shares of the Companys commeon stock were issued to outsrde drrectors during January 2007 Moreover, new o

“

v

- R awards of 24, 500 shares of restncted stock were granted to the out51de drrectors in ]anuary 2007 e TR A
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r Informatlon regardmg deferred stock and restrlcted stock award act1v1ty for stock based compensatlon plans, AR
1nclu51ve of partlclpants employed at dlscontlnued operatlons, is summarized as follows A Cy ok .
. . o0 L - o, e Welghted Average Grant - '
B . e R L Cshares s Dite Fair.Values ,
; f e e e T L e Deferred ty, Y Restricted - ‘Deferred~ . . Restricted -
el e R e B - Ustock . T Useek Y swkl ', Stock . &
Balances at 0ctober1 2003 (non vested) oo 564 41 - o .- & 5- 17. 54 $ — ' .
: Granted RTINS 158,934 , ', - -.7';_-::'_ 126290 L Ll
Vested | L (97325) - . 1206 e
Forfelted B N (4972) .U e 1939 D
. Balancesat September 30 2004 (non-vested) - ‘ .‘.'620,5_78 Lo - -20. 63 =
S Ganed e et T g e TR e T
Vested s oo 7 CRUEICIN €} X [17) NP 1981' EE RN
Forfelted ST T e -_ (22973 . . = s 2091 _‘_ e
! Balances at. September 30 2005(non vested) R "703,349: NP f 21, 47 ‘f el
G Granted o T s L e ks 828526 T - 2301 R
’ '_', Vested R (147054) - 1910 T
CForfeited - -* ¢ el Lo (4, 706) TR " S
} Balances at_ December 31, 2005 (non—vested) a | 380 5.~ 270 - 32, 83 ) — '. S
'f_ L Gramted LTS T e 2500 369, 500 e 21 21 2082
T Vested ¢ L U oL .‘:_(331'-,.663),' Sl 19,67 _';_" e
' 7 Forfeited . . T A e Fe{50,757) 7 (86,250) B> 93 S077
t Balances at December 31 2006 (non—vested) W 1,000,195 ~ .. 283,250 ‘*' 22 67 - b0 87 . h’ -_‘.
ot SubsequenttoDecember31 2006 theCompanygranteddeferredstockawardstocertamkeymanagers Underlymg
. those awards were 967,292 shares of the Companyscommon stock that will vest 25% on each anmversary date of the o :
grantlfthe 1nd1v1dua] remalns employed by the Company onsuchdate, - -1 . Tt SRACTIRLY o
. The aggregate 1ntrm51c values of deferred stock and rﬁ;trlcted stock lssued durlng the 2006 Calendar Year, the 2005
" Three Month’ Period, the 2005 Fiscal Year and the 2004 Fiscal Year were apprmumately $6 9 mtlltonl, $3.5 million, $2.5 °
" million and $2.3 mtlhon respectwely The: aggregate grant date fair values of deferred stock and restncted stock awards that
" vested durmg such periods wére approximately $6.5'million, $2 8 mllllon, $2 2 mllllon and $1. 2 le.llOI'l, respectively. -
'L"V Durmg the 2006, Calendar -Year, the 2005 “Three Month Period, the 2005 Fiscal Year and. the 2004 Ftscal Year, -
. the Company recogmzed approx1mately $7. 9 million, $l 9 mlllton, $2.4- mllllon and $3.3. mtlhon, respectwely, of . '
' cornpensatlon expense attributable to deferred stock and restncted stock awards. Except for awards that requlre the "+ .
attainment of certain predetermmed market pnces of the’ Companyscommon stock as a vesting rlequlrement (1e a’ '
market condltnon),compensatton expense 1spred1catedon thefalrvalue(te market pice) of the underlymgstockon S

E ,the date of grant. For awards w:th a market condition, the Company unhzes a lattnce valuation model todeterminethe - .-
falr values thereof however, such awards Kad a nornmal ﬁnancw.l lmpact on the Company 3 operatlng results durmg U
" the per:ods presented herein, ." - .7, . S .. a N i

“At December 31, 2006, there' was approx:mately $16 8 million ‘of unrecogmzed compensatlon cost, attrlbutable
to non- -vested deferred’ stock and restncted stock awards Such cost is expected to be recogmzed ovet ‘the remammg E
requlstte service penod for each award the welghted average of which is approxtmately 2. 67 years L

' - . 3 e

~ . . v
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9 RESTRICTED FUNDS* B T R
The estlmated fair valtes of avatlable for sale securmes whtch are mcluded 1n restrlcted fund

ofmutual fund shares are as follows (in thousands) 0 e s . T
- . LR o T - Gross” ' Gross .-, Estimated -

P i e

and are comprised |

, g _"‘-_’ Lo _-' BEEEEERE T o . -‘=_ -0 Th oy, Uhrealized - * - Unrealized . I Fair” T - .
Lt e e D s eger P Gaing 0 L+ Values' @ T values T ¥
P_LsofDecemberEll 2006: - N A ~" SRR VI (R L S
: Debt furids "~ T sa4668. 1 T80 LT T U894 ~lTsa3mr o
Eqmtyfunds R S ) U IS . v AT 15,8660 7L
T Totals LT T T e e §58,587. - 81947 - L $(941) T 859,593 1

e e e -

.

S AsofDecember3l_ 2005 J S ‘“ ;'_.,'n. ] ST T T
- Debifunds ™ .' NV S N ) L Y YT PEC R
Equity funds B e O 5 R - BT S0 '7 115799 .
T Tota_ls . e TR ©.$60,369 .. - § 668 - ‘-‘.'3(303) 560 2347
R T T S A ZA * 2006 ANNUAL REPORT 51 e
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‘ .r9 _RESTRICTED FUNDS CONTINUED . . 7. T A S A

_ The Company s restncted funds 1ncluded five and seven mdmdual avallable for- sale securmes at December 31, 2006 -
and 2005, respectwely At December 31,-2006, two posmons reflected- unreahzed garns and'three positions reﬂected
T .\‘ unreal1zed losses. Proceeds from sales of avallable for-sale secuirities for the 2006 Calendat Year, the 2005 Three Month *

Per1od the. 2005 Fiscal Year and the 2004 Fiscal Year. were approxrmately $18 2 million, $21.7 mllllon“$l3 8 mlllton

)-\

J._ . -and $16. 8 million, reSpectwely Gross reahzed gams and losses on dtsposrtrons of avallable-for—sale securltres were as .
: i ' follows(m thousands) L PR S _q. RESREE . “ e
: ’ .. ' 3‘ ) _ﬁ :"A . .. I : - _ Year Ended - Three Months Ended - .“' \'\;'ears Ended §eptemt;ér BJO.' T
LT e T i TS s December31 2005 December31 2005 - - T2005 N 2004
.+ Realizedgaist . o0, v 8615 BN S8 R 834 .
SR -Realiz'e'd losses S B RN (228) " (359)‘ c s (135)- 20 es
2 ; : it . 2

lncluded in restncted funds at December 31 2006 was approxrmately $20 0 mrlhon of shori- term commercral paper .
and interest- bearmg cash deposrts that are held by the Company 3 wholly owned captwe insurance subsrdtary ‘At such
. date, the captive insurancé subsrdrary also mamtamed approxrmately $5:1 m1llron of eash and cash equrvalents and

el DR 222 5 million of deferred charges and other assets. These assefs are generally hmrted to use in the captive, msurance

subs1d1ary s operatlons The item in defefred’ charges and*other assels represents a secured mterest beanng money -

market account that rs held i m_ favor of a thrrd party msurance company o SRS
. 10, PROFESSIONAL LIABILITY RISKS 7 B T S D
i .;'.: S Through September 30, 2002, the Company was rnsured for its profess1onal lrablhty rrsl(s under “claims- made .o
oI pol1c1es that mcluded deductlbles and other pohcy l1mrtat1onslexclusrons Losses-and lossé expenses in excess of the”
., - Tespective pohcy I1m|ts were prov1ded for through . a combination of & self-rnsurance program and clalms made
L '_ lnsurancepolrcresw1thcommercralcarrrersthatweredesrgnedtoprotecttheCompanyagamstcatastrophlc1nd1v1dual b
st losses and annual aggregate losses in excess of predetermmed thresholds S - Lo

AN Commencrng Octobér 1,2002, the Company began utilizing rts wholly owned captrve insurance subsrdrary that is
T domrcrled in the Cayman Islands inorder to self~|nsure agreater portlon ofits prrmary professronal lrabrlrty risk. Since - s
© . its indeption, the captwe insurance subsrdtary has provrded clarms made coverage to all of the Companys hospltals
* and certain of the Companys employed physrcrans During the year ended September 30, 2003 and the 2004 Fiscal-
e Year, the Company also procured claims-made pohcres from 1ndependent commiercial ‘carriers in order to provrde
S coverage for I6sses and Ioss expenses beyond the captive insurance company ’s policy hmnts Subsequent to Septernber '
£30,2004, the captive insurance  company provrded enhanced coveragé to the Company and, in connectron therewith,
it obtamed claims- madé remsurance pohcnes for professnonal liability risks above cértain retention levels. ~ . .
' -..", - . The Company s consohdated discounted réserves for professronal hab1lrty r:sks were approxsmately $127.4 mtllron )
.+, and $95.3 mrlllon at. December 31, 2006. and 2005, respectively. Such amounts .were derived.using discount ratesr
o 4.75% and 4 50%, respectlvely The Cornpany includes in current. habrhtres the &timated loss and loss- expense
T -payments | that are pro;ected to be satisfied wrthm oneyeéar of the balance sheet date: Constderable subjectwlty, vartabtlrty
and ]udgment are inherent i m professnonal habrlrty risk estimates. Although management believes that the amounts .
. provrded in, the Company s consohdated ﬁnancral statements are adequate and reasonable, there can beno; assurances :
= that the ultrmate habrhty for professronal habrlrty matters will not exceed management § estrmates If actual 16ss and
» - 7.7 loss expenses exceed management’s pro;ected estimates of claim actmty, the Companys reserves could be materlally

i

- S ~ adversely affected. Addrtronally, there can’'bé no asstirances.that. the excéss and reinsurance “policies, procured by the
L PP Company and its captrve insurance subsrdrary wrll be adequate for the Companys professronal l|ab1lrty proﬁle : B
11 INSURANCE CLAIMSJ, e T R T e R L

. Hurricane Katnna struick the gulf coast of Loursrana, MlSSlSSlppl and Alabama in. late August 2005 and caused

o substantral damage to 'residential and commercral properties-in Mississippi, where the Company owns and opérates.

., : *anumberof hospitals. Addmonally, durlng the quarter’ -ended September 30, 2004, four hurricanes and one tropical -
e "+ storm made landfall in Florida, where the Company also owns and operatesa number of hospitals. Hurncane damage
Sl E :-"and dlsruptron to the Companys hosprtals in the affected areas, as wellas employees homieés, local busmesses and ’
’ L fphystcrans ‘Offices, was extensrye Oné of the Companys hospltals in South Carolma also suffered hurrlcane related
I damage during such period. -~ . b B Lo :
The consohdated financial statements for the 2006 Calendar Year and the 2005 Frscal Year 1nclude appro)omately
S '$l4 7 mrlhon and $19 4 mrlhon,.respectrvely. of hurrrcane and: storm actmty msurance clarm recovery gams ‘for,”

e . ] - ., - - R T P . _.| - . .,
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.~" . tenovdtions ‘and equrpment replacement There were no correspondmg amounts recorded durmg thie- 2005 Three

Month Period or.the 2004 Fiscal Year -The consohdated financial statements for the 2006 Calendar Year, the 2005
- Three Month’ Perlod ‘the 2005 Fiscal Year- and the 2004 Frscal Year mc]ude approxrmately $5:0 mtllton, $5.0 million,
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1 12 DISCONTINUED OPERAT!ONS - ‘:' fF o :‘-" e oA Tt L .
' ~On July 24, 2006, ‘the Company innouncéd that it had srgned a deﬁmtwe agreement to dtvest 76-bed thllamson‘

L 103 bed Summtt Medtcal Centef in Van Burén, Arkansas and. certatn aﬁiltated entities. Subject to regulatory approvals
" and other condttrons customary to cldsing, management anttcrpates that thlramson Memortal Hospttal and Sumnit:
. © Medical Center will be ‘divested during the first half of 2007. While management str]l mtends to sell Southwest Regronal
.- Medlcal Center, the ummg of such drsposrtton is to be determmed ) : ' ' T
and 104- bed Umversuy Behav1oral Centerii Orlando) and Certain real property in Lakeland Florrda that. was operated
“as an- mpattent psychratrlc facrlrty through December 31, 2000..The. selling price was $38.0 mrllton less'an assurned -
accounts payable adjustrient” that is subject to future modtﬁcatron and was pard in cash The dlvesttture resulted in,
' a pre-tax gain of appronmately $20.7 mtllton : . " 1 -
, The operating results of discontinued operattons dre. 1ncluded in the Company s consoltdated ﬁnancta] statements
-up to the date of, dtsposmon Pursuant to'the provrsrons of SFAS No 144, Accounting for. the lmparrment or. Drsposal
o of Long-Lwed Assets, the financial position, operating results and cash flows of the aforementtoned entities have been :
presented as dtsconttnued operattons in the consoltdated ﬁnancral statements. The underlymg detarls of drsconnnued

- . P M et - :ltt - 'r

-On September 1; 2006 the Company sold its two psychtatrtc hospttals in Florlda (80- bed Sandmees in Tequesta .

Due to decltnmg operatmg performance of certatn facrhttes 1ncluded in dlscontmued operattons and based on the L

L R

_§10.7 mrlhon and '$2:0 mtlhon respecttvely, of revenue, from busmess mterruptton msurance polrcres for hurncane P

R Memortal Hosprtal in Williamson, WestVtrgtma, 79-bed Southwest Regtonal Medtcal Center in: Lrttle Rock: Arkansas, .

operattons wereasfo]lows (m thousands) R R P PR RV
- A'-f AT f'j' : :' o " . .‘ t' "_ g-Year Ended 'three Months Ended. °© Years En'ded lieptember 30, - i
RO BN Lo _'.“.,’,. December 31,2006" December 31,2005, ; . 2005 + -+ 2004 .
A operattngrevenue N $103568 ST .3“26."013‘.'.,_A :$|08 339) . $110922
* Salaries and beneﬁts el §3,900 T T 140757 R 54863 1 54 €28
. :Provision for doubtful accounts Sl e '_l_"4,303 S 827 :‘ Y A 225 % S 4187
. Deprectatton and amortrzatron ST T 1956 P 882 .- - 5045 1 5635
"% .= "Other operating expenses SR -‘.'4_3},_032 T 10995 T - '_43;803} 242,055
=" Long- -lived asset and goodwill tmpatrment charge R R T R Rt ,I o
" Total operatlngexpenses T e 128 191 2, 579 . 110936 - 106, 505
. lncome(loss) from operatrons l . ] 'bf‘ (24 623) S (l 564) ::'('2_;557)%‘ 4417 o
= Gatnsonsalesofassets,net U TPt e LI L e e g s LR
Cove ""-'r N ’ '__ e e e i IECE
o ,’ [ncome(loss) before incomne taxes W (3 907) s (1,564)- . (2,597)\“ RAEIAPT X3 VRN
lncometaxbeneﬁt (expense) -" ST ] 1,590 ' L5989 0 Y T 9951 %Y L (1,671)
"Income (loss) from dtscontmued operatlons R $ (2 317) '$ (965)" M (1602)5‘ .$ 2,7'46 o

T ‘ uncertamty surroundtng the timing and nature of the Southiwest Regtonal Medtcal Center dtsposrt}on, management )
concluded that the carrymgvalues of theassets at such hospitals will not uItrmately be realtzed Therefore, an rmpatrment L
charge of $15.0 million was recorded during the 2006 Calendar Year.." .t . o7 T ‘

The major, ‘classes of assets and ltabthtles of dtsconttnued operattons in- the consoltdated balance sheets were'as,: -
follows (m thousands) ‘..‘.‘- ‘:- S -~ ,_\ S e L fv o '
 Decembér 31,e .’-‘ .- ’ P S S A S zoos i (2005 ¢
Supplres, prepard expenses and other assets 1o+ - LN R R 4,376 {28 6536 DA
. Long:lived assets and goodwill .~ _ - .. .‘;:" R Tl 41,653 l. = 74021
.~ Total assets of discontinued operatlons T $ '46}029 l[ © $ 80,557 . T
Lrabthttes of drscontmued operattons (prmcrpally accrued expenses ST e N

and other ltabtllttes) S L , R SR 1039 $ 1359 - .
N T e -, .‘. . - ‘o . .oy :!" Do .
e me o T ' DR
. * . 1 =~
r’ : S el
i - ) - s . : 3 ~
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, 13. COMMITMENTS AND CONTINGENCIES B L PP .
R . <" Renovation and Expansron Projects. A number of hosprtal renovatton andlor expanSton pro;ects were underway
Lo at December 31 2006 Management does not beheve that ‘any of. these pro;ects are tndtvtdually stgmﬁcant or. that’
L wowthey represent, 1n the aggregate a substantial commrtment of the Company S resources Specrﬁcally, construcnon of
’ Phystc1ans Regtonal Medical Center Collter Boulevard in Naples, Florida was completed in early 2007 and such general

- acute care hosprtal opened on February 5, 2007 At Deceritber 3, 2006, the Company had 1nvested approxrmately #
:. $131.2 million i in this project. Addrttonally, the Company is obltgated to commence constructron of a replacement _' =

hospttal atits Monroe, Georgta locatlon on or before September 13, 2008 however, the cost for this pro;ect has not

yet been determined, - ~ ;- - AESI : : S ,
. “Standby Letters of Credlt At December31 2008, the Companymamtarned approxrmately$24 8mtlllon of standby -
g fletters of credtt in favor of third parttes wnth vanous exp:ratton dates through October 31, 2007 . o -
. ngauon As prevrously reported : . '. CUT T T e s A A
B (1) on August 3, 2004 a lawsutt ]ose Manual Qummna V. Health Management Assocrates, Im: (the “Qu1ntana
A Matter 7) was’ filed in' ‘the Ctrcutt Court’ for the l'tth ]udrclal Ctrcurt in Mtaml Dade County, Flortda (the
IR Ctrcu1t Court ) and - “ IR - AN -,, L . :

(tt) on December 17 2004 alawsuit, OlgaS Estrada W GaﬁneyH M.A, Inc d/b/a UpstateCarolma Medtcal Center, '-»
was filed in the Sotith Carolina Court of Common Pleas, Seventh Iudrual Circuit, a gamst the Companys
s subsrdlary hospital in Gaffney, South Carohna S i S -

e o

-~

S . These lawsutts challenged “the amounts charged for medtcal serwces by the Companys substdtary hospttals to

uninsured pattents The'plaintiffs in these lawsuits sought damages and tn)uncttve relief on behalf of separate and °

dtstlnct purported classes of uninsured pattents These lawsmts were similar to other’ lawsu1ts ﬁled agalnst hospttals .
- throughout the country regardlng charges to untnsured patiénts; Management belteves that the billing and collectton

it practices af all of the’ Companys subsidtary hospttals have been and are approprtate, reasonable and in compltance

oL withall apphcable laws, rules dnd regulations; |- ~t v LR . A Pov
Dunng December 2006 platnnff Estrada agreed to drsmrss with pre)udtce het’ lawsult agarnst the Companys

Gaaney substdtary in exchange for payment of her legal feés and costs: This dtsmtssal permttted the same substdtary

’ * . o participaté in the Qutntana Matter and the settlement agreement dtscussed below.~: - L m e e

. . Duetothe uncertamttes and costs mherent i lrtlgatton, management negotiated a settlement agreement in the

Qumtana Matter, whrch prov1des only :n]unctwe rehef (as described below) for the class ovér a four—year périod; plus

- the Company’s | payment of the platnttffs legdl fees and costs. The settlement agreement was approved by the Circuit - -

* Court’on ]anuary 12 2007 and among other thmgs, provrdes for the followmg at all of the Companys exrsttng

substdtaryhospttals B L AP e

VR A E - ‘_‘ L

R )] dtscounted Company btllrng for non electrve medtcal services provrded to unmsured patrents wrth dtscounts h
rd . \ :
' rangmg between 40% and §0% of gross pattent charges exclustve of amounts charged by doctors, PR

it

r (n) ﬂexrble payment schedules and reasonable payment terms, mcludtng prescrtbed 1nterest rates for umnsured

T e ot patients whose account balances exceed $1 000 SR PRI oL
(nl) certain Company prowded ﬂnanCIal counseltng in Spantsh and Engltsh at no cost to all pattents seekmg
. medical treatment R ', Doae L e . Ve T e S
- : S T .
( iv) contmuance of the Cornpanys existing charlty care programs. and R . S

(v) umform collecuon actions to be followed by the Company 3 subsrdtary hospltals in the event of non- payment
by umnsured pattents _ i '. e PR . A UL

* .

.

Management does ot ’oelleve that the settlement agreement w1ll srgntﬁcantly affect the Companys ﬁnancral
position, results of operations or cash ﬂows because (1) such agreement primarily provrdes injunctive relief, (2) the .
;. expected prospectlve reduction in revenue from umnsured | patients will be offset by correspondmglylower provrstons .
-for doubtful accounts and (3) the plamtlffs Iegal fees and costs 1o be- pard by the Company are not expected to be*
materlal e P s - - ; . .

= The Company is- a]so a: party to various other legal acttons artsmg out of the” normal course of its. “businesses.
- “Management beheves that thie iltimate resolutron of such actions will not have a rnaterral adverse effect ‘on. the

Company (3 ﬁnanc1al posmon * results of operations or ltquld|ty Nevertheless, dueto uncertarnnes mherent in lmganon, .

the ulttmate dtsposmon of these acttons cannot be presently determtned AN SR

P

LR
N ‘

. :
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" 14, SAB’ NO 108 AND RECLASSIFICATION ADJUSTMENTS S - :
o s ‘On September13 2006 thestaffoftheSecurmesand ExchangeComm1ss1on(the"SEC )pubhshe('l StaffAccountmg
.~ * Bulletiri No. 108, Cons:dermg the: Eﬁ“ects of Pr:or Year M:sstatements when Quamtﬁ/mg Misstatements in Current Year
Fmancml Statements, (- SAB No.. 108”) Among other” thmgs, SAB No! 108 addresses how prlorlyear unrecorded
mlsstatements should be con51dered when quanttfymg the éffects on' current year fi financial statements Tradltlonally,
there have been two w1dely recogmzed methods for quantlfymg the effects of ﬁnanc1al statement ‘misstatements:.

o "the* rollover method and the ‘‘iron-curtain” * method. The roflover method prlmanly focuses on ‘the lmpact of a

™oal

- 1ron curtain method focuses primarily on the effects of correcting the period end balance sheet fwith Jess emphas1s on

.

.'.,;'

m1sstatement ‘on'the statement of income; mcludmg the reversmg effects of pi prior year mlsstatements Conversely. the BT

i S
the reversing effects of prior year mlsstatements SAB No 108 requlres that the effects of the mlsstatements be evaluated R

“the adoptmn penod with an offsettmg ad)ustment tothe correspondmg retamed earnmgs balance !I\ddumnally, such

transmonal prov1stons do not’ requtre reports prevrously filed with the SEC to be amended... . .- ce -

~Asa result ofa change in fiscal year end from September 30to0 December 31,the Company was requlred to complete
et an audit of its consolidated ﬁnancml statements asof and for the three months ended December 31, 2005.In connectwn

= inconie taxes m accordance w1th the prov151ons of SAB No. 108, Based on tl‘llS review, the Company elected to adopt '
- SABNo. 108’ specral transmon prov151ons effective. October 1, 2005. The’ cash and cash equwalents misstatement,
~as further dlscussed below, was deemed to be 1mmater1al O prior perlod consolldated financial statements under the ~

’ v rollover method however, it was materlal to the’ consohdated statement of cash’ flows for the 2005 Fiscal Year under

5‘:

[ 1 N . . E
- dlscontmued operat:ons that are presented herem for comparatlve purposes o R .

* theiron curtam method The Company also recorded cumulatlve effect retained earnings adjustments for leasesand .. - -
- income taxes on October 1, 2005 as further described below ‘Under the rollover method management had previously .

‘ concluded that thé lease and income tax amounts were 1nd1v1dually and collectlvely immaterial; on both a qualltatlve S

- and quantltatlve ba51s, toall prlor ﬁscal years ot - N SV B SR

i The ‘schedule on the followmg page represents an updated consohdated balance sheet as of October L 2005 Thrs

" schedule accounts for (i) the retrospectlve adopuon of SAB No 108 and (n) certam reclasaﬁcatro‘n adjustments for W ¢

= A

1 C . -
under both'méthods and, i in certam c:rcumstances, offers speual transmon provrs:ons wherein-the cumulatlve effect -~ -
of the initial adopt10n thetedf can be reported in the carrying amounts of assets and llabllltles as of the begmmng of CoT

-t w:th such” audlt management rev:ewed certain mrsstatements that relate-to cash and cash equwalems, leases and ..

Ce,




Notes to Consolzdated Fmanczal Statements L
December31 2006~ e e LT :‘. >~,..‘-‘.. N R
; .,14 SAB NO 108 AND RECLASSIFICATION ADJUSTMENTS CONTINUED T e '.~,"
" ‘ ‘ Tt ) S Unadjusted o ’ _r' - ',' L) Cashand RIS v Adjusted
- o L T Ocober1,v ..+ ¢ CIncome JCash Dlscontmued Octoherl
~ D L .+ 2005 Leases ~Taxes Equlvalents- Operanons .+ . 2005
- Lo T R ST Gatiousands) . '_” ‘- T
SASSETS. T n LT AT e ;‘.;_-"; Ly e T
CurrentasseLs o T e L -'",‘ VT _- -‘ Ty : _ -
_* " Cashand cash equwalems T 78078575 . §TV o Ns, LU (36, 216) Uil 8. 42359 %
) Othercurrentassetsofcontmmngoperauons 81,584 - . = 5"‘; i {6313) ,;885,271 '
. Assets ofd:scontmued operatlons ST e 017,996 o Tme TN ~-'. e 62,908 .- 80,904
00T o Totlcurredtassets T o 9BBISS - — s o - (36216) © 56595, 1,008,534 X
Pmpeny,plam and equlprnem ST 2,846,248 . 42,6517 - LT (891153) T 2,799,746 -
Accumulated deprecratlon and amortmllon T(813,496) U(6,857) ¢ . L Tt 4617 T (773.736)" .
.'. ‘Net property,plantandequtpmem . 2032'752 - 35 794 L = A s (42,536) 2,026.010‘_ :
; Goodw:ll T T T gy e L = oL (13923) . < 834,600
' Otherlong—termassets e 8241 e UL e T U 3t g, 605
- Totalassets: <" -7 .. “f_-‘_ss,988,171 $35794°.-8 " —. $1(36216) $. < $3,987,749, - .
Currentllabthtres S '_ R S SR ";,“.‘_"" Co '. .
SIS -Accountspayable,accrued R S ""_""; \‘",‘:" B P o
R  ékpenses and other habtlmes : f-“ . 5420553 1§ 3,067 % 6909 $ (36 216) g (995) $ 393 318 .
. Deferred income, taxes " R U TP E L Iy S vl = 14966"_.
Currentmatuntlesoflong-termdebtand ; Gt L. e "’l"'l‘-‘ R I S
L. '.'\- .-, and capital lease obligations -7 633, 338 -7 :'_83‘3_,{" S e e (101) 634,070
.- "~ Liabilities ofdlscontmued operatlons L '- R T 1159 L. 159
’ O Total current lrabllmes A - 1,068,857 _' 3900 - 6909’ v 83 __kl,043,513 .
‘_.,' Deferredmcometaxes SR oo 12Al,491\ ~ R 3 _ _\— . *—' . l'ZZ.,sz'__'
Other iong-term liabilities = "% | Tl 95,887 - '27,201" e s s — - g .'"-' 123,088
- 7 Leng- termdebtandcaplta]leaseobhganons, .“I' R TR " ST \,' T T
_ lesscurrentmaturmes e f 366649 7983 : AEREE (63) . 374569 .
: Mmontymterestsm consolidated entities ~ * . 45828 . . - oA . 45828
e Total Kiabilities - T © ;_ ©07 L69B,712: 0 439,084 7760 T (38, 216) - "'— . 1,709,340 ¢ °
. Totalstockiolders'equity - -:2,289459 .- (3290} (7, 7600 -l _ 2,278,409
-~ " Tota] llabllltles and stockholders equlty $3,988,171 $35.794 - s (36, 216) T $3987.749.

, o, A - ' \ . -~ - N
2 Leases Ad)ustments to. recogmze caprtal:zed assets, related ﬁnancmg obhganons and accrned expenses have
been included to correct several Iease transactrons and address the corresponding i income tax effects thereof. These.
transactlons, whrch hrstoncally were rmproperly accounted for as operatmg leases, prrmanly 1nvolve master leased
medical ofﬁce burldmgs that dre owned by third party developers and are located on or'near tertain of the Company s
hosprtal campuses The underlymg agreements that give rise to these cumulanve adjustments mclude several’,
arrangements, datmg back to May 2000 and have an mdlvrdually rmmatenal 1mpact on each of the Company s ﬁsca]

years since such time. ; : coan R PN
Income Taxes: “The adjustments fori 1ncome taxes prlmanly relate to wrrte offs of certam prepard state income and

5o “other taxes that were impropéily recorded at September 30,2005. Approxrmately $3.1 million and $3 8 xmlhon of such _

wnte offs arosé during the 2005 Frscal Year and the 2004 Fiscal Year, respectrvely oo e
Cash'and Cash Equivalents.:An ad;ustment ‘which corrected the' Companys ptior methodology for quantrfymg

. % the amount of heId checks, has been‘included to feduce both cash and cash eqmvalents and accounts payablé. This’
. crrcumstance was dlso in evrdence at prior | balance sheet dates For the 2005 Fiscal Year, cash flows from contmumg

.o

operatrng activities was mlsstated by approxlmately $13:8 mrllron whlch was nof deemed mater:al to the consohdated
statement of cash flows under the ro]lover method However, net cash provrded by« continuing operatmg actrvmes was’ -
overstated by,approximately. $36.2 mrllron durmg such ﬁscal year under the iron curtain method. - R
Dlscontmued Operatrons The ad)ustments for dlscontmued operations do not result from the appllcatlon of SAB
No 108 but are inicluded’ solely to prowde a comprehensrve reconciliation between the two, respectrve “balarice sheets .
‘During the 2006 CalendarYear, the Company entefed into agreements tosell and sublease certam hospltals and afﬁhated
““entities that were not characterrzed as dlscont:nued operattons at’ September 30, 2005 Accordlngly, such’ dlsposal
. group-net ‘assets have been reclassrﬁed to d1scontmued operations.in aecordance w1th SFAS No..144, Accounrmg for

. the Impa:rmem or Dzsposal of Long-Lwed Assets See Note 12 for mformanon concernmg drscorltmued operatrons S

- [ . B - - 4
! . oL », . o - ‘_, - 1 t i - +
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15 SEGMENT REPORTING oMt . L S
\' . " The Cornpany s only, reportab]e operatmg segment represents an aggreganon of its general acnte care hospltals, 7
: excludmg hospltals characterrzed as drscontlnued operauons " This reportable operatlng segment provrdes health . v+ ™
- -. care services ar the Companys owned and leased facilities. The: Companys other: operatmg segment is its physician’. :
oo practtce management operatlons, Nwhu:h provrdes health care services outmde of the hospltal settmg Pursuant to the N .
prov151ons of SFAS No»:131;such operating’ segment was quantttatwely 1mmatenal to all of the penods presented. o
herem and accordmgly, it.has been mcluded with corporate and other in the table below The Companys segment R
. reportmgtsconsrstent ‘with the- manner in Which management operate.sand eva!uatestheCompanysbusmesses and . 27
A how management makes financial and other’ resource allocations, The accounnng pohcres of the operatlng segments'_-“-;;
. .are the same, as those descrrbedmthe summaryof s:gmﬁcant accountmg pohcres at Note A % DTN
' .'? ‘- ER ,__.' 3 YearEnded i Three Months Ended : -f Years Ended‘September 30, - -‘l" .'I .
T Ten g NN December31 zoos December31 ‘2005 - .- 2005 alluct 2004 0 S
- o . ! > RSO R S e (lnthousandsl L -1,:' TeT oot L
o Netoperanngrevenue S :_‘“7.-*‘ RGN, W N .: . S b RN
* Genral acute care hosp1tals UL r T 838464790 1§ 882,046 :~ $3 369 223 $3,_ozq,95|‘_‘ ;
Corporateandother L SRR 11} 1'20""’ LT 35740 . 110,345 71,596 7 -
Ty, Totals R Lo et $4056599 8¢ 917186" . $3479568J $3092547 :
. T : - "-f‘. ’ - —_’, ‘\‘ U K Y ‘.-
j‘ Income (loss) from contrnurng operatrons AT e .,
- before mmonty interests and incorne taxes _"_ LSl I. - ' < i R
'- Gerieral acute carehospttals' s 476451 R $ 150, 831, ': $ 64 003" . "$ 610 346~ -T=
Corporate and other e {172, 241) (25 248) .~ _(70,984) (82 567)
_ Totala EEE R P 304210, .‘.‘s 125,586 ‘,$‘ 570,019 t $% 527,779,
- Deprecratron and amortlzauon L* SR B : ) -
’- “Genefal acute care hosp:tals J‘_\'t " e $ 182,161 S $ 39 234 $ 144 l37 E
. CorPorate and other ;-9 'r e 6053"’ U Ta12e -'_:‘ L7236 t;; :
A Totals ‘._'. P o S.188214% 0 8 40,646' 087151373 7 S
M L . B o LI e A .
i '-Interestexpense L AR L SRR )
iv R , . Generdl aciite care hospttals l 103 :-"_'I$ 4,648 ; -
- Corporate and other "\. "’ : ,‘-'.' T - 47, 321 L “30227 6 206" r
!;";" otals: - T A L T T 5 51,297 8 42257 § .‘10,854 i
Capltalexpendltures e LT ST s R R : SR
" . Genéral acute caré hospltals T §e 329,051 "s "}'3' 177 - - $ 265, 707 A $ 177, 593 -
- Corporaté and other A e f: 985t .t o747 5487 v 19,008 :
,Totals TP SE ORI S S5 338,5%, 8. 74251 - 8 270194 | § 1196606
. 'oecember31 SRR S :~L2006 00y B s i
Genera] acule care hospltals T $3 987 109 ) §3,620:520"' U s

Corporate,drscontmued operat:ons and other ‘; 503,843 ‘400,704 . - e S T

CWotalst AT LN e -_..$4490952 v .54;091,224‘;1' R

-.,‘-»‘
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ecember31 2006 S _,5_ . Sl
16 QUARTERLY DATA (UNAUDITED) e R
‘: . Lot o Yo s il "-‘ 3006 Calendlar Year Quarters Ended <L
: _“-n. e e ;" SR e - ;v;& S March 31, - June 30,7 .» ; September 30, December 31 :
Ve Sk e e T - 2006 : 2006 . 0. 20069 .. 2005 @
St o, . Sheo e :’__ ';f‘ . ST Ll ';_ (in thousands excep( per share amounts} L ‘
o Net operatmg revenue - T $l 011 118 - $1 000 475 $ 992, 273 81} 052 733
. . Income {loss) from contlnumg operatlons ;A 4 feav ot ‘/, ':'
: before income. taxes 7. PO 3 4 _» 140 935 E 125 773 R 103 743 (68 278)
Income (loss) from- dtscontmued operatrons net 510 “-_ ,,.‘ P8 1L039 e T (13 984).
"Nefincome (lossy -* o -7, 5 87213 ST 7,305, _1 Ta74436 T . < (56,205)
Earmngs (18ss) per share 5"} AN _'. R ~f_t.‘,"":k" S ; A ’. co S i
o - Contlnumgoperatlons ’ -8 50367 LS '0.-32 s 0260 (0 17)
' "; - -3, Dtsconttnued operattons T ','(; R LI - e ~0.05 " - {0, 06): -
-‘-x{ : Netmcome{loss) LT85 036 0§ 032 s -0.31 _.'. -y(ozs)
R Dl.lutcd "; . ;‘.-” - ’ . LRV ; A
RIS Contmumg opérations - L 0 36 g 0 32~ (0 17)
; . Drscontmued operatlons R "‘7,, T .»'-— LR T i (0 06)".
, S Netincome (I8ss).. 0 e T L 8% 036 ‘$ . 0.-32‘_'; T ER »n.(o.za}_.
) oo Welghted average number ofshares s ;’ v,~ ' R N
:-q CBasic, Lo e L TR w0 240 686 ' -"_ ‘240; 842 he 2406057 1 27,240,758
. Dlluted - SRR "~ 243, 420 243 561 o 243 240 e 240,759
o r A - ‘ H'.j e Satie g >> i Ftscal ear 2005 Quarters Ended '_l‘ L
e Dt Tl et o Th VYoo December3l,: . «tMarch3l, o e . June 30. _ September 30,
N e e T T T s 2004 T e L 2005 2005"0(5‘ 2005“‘ t s
.e',\. I EIE ;Z. e ST T - DR - (Inthousands exceptpershareamounts) Py T
Net operatmg revénue® Lot $ 797 577 . $ 889 161 °$ 905 373 k $ 887 457
" ‘Income from contmumg operatrons et g T L T
i before i 1nc0me taxes ™ o0 ° R :' " 129 934 - ]62 241 : ‘_ 139 563 f'_.. - 135 155
" Income (loss) frorn dtsconttnued operattons, net =~ {1 477) (422) . '-‘617 (320)
: Net income - 7L o w ~.78, 752 . 7_99 763 86 772 e 87 790 .

J Af.:(,' Earnmgs (loss) per share

_' Bastc ",_,. e ’r o . - P 'c'- SO
e : Contmutng operatlons : i 033 DT AR 1 50350 $ “0.367
e Discontinued operatlons DI A (0.01) pen el Do Do ST R
S Netmcome LT 1 ~0.32 ’.$ T 04ly <§ 035§ . 036-
: I e e et LAy N

\” Dlluted \ "—'!'_u-'

-.acconnts  during the quarters ended December 31, 2006 and June 30; 2005, In connection with these policy modtﬁcattons,
L the Company recog.mzed increases in its provtstons for doubtful accounts “of approxxmately $205. 4 mllllon and $35.3 million,
N respecnvely, during such quarters A p()rthrl of these incremental charges were included in drscontmued  operations. The 2006
T .. ..changeinaccounting esttmate resiilted in net income and dlluted earnings pet share reductlons of approx:mately $125.9 million b
< e, and $0.5% respecttvely. dunng that quarterly per]od The correspondmg adverse impsct for the 2005. change in accountmg -
L 'estlmate was approximately $21.8 million ind $0 09, respecttvely, during such quarterly perlod . . '
2 (4) Durmg the quarter ended December 31,2006, the Comipany recogmzed an approxtmate $14.7 million insurance clalm recovery
T e .i gainfor renovatrons and equrpment replacement that pertained to hurrtcane and'storm actlvrty during the 2005 Fiscal Year.

" The correspondmg amotnt during the’ quarter Fended September 30,2005, which related to hurrlcane and storm actmtydurmg
‘the 2004 Frscal Year, was approxtmately $15.3 mllllon Addmonally, dunng theé quarter ended December 31,2006, dtscontmued
S operattons included an after-tax long-lived asset and goodwill impairment charge of approxtmately $8 9 million (See Noté'12). .
(5) ‘During the quarter ended june 30, 2005, the Company recogmzed approxrmately $14:9 mtlhon of gams on sa]es of (1) a medtcal

.-I ks
S .

ofﬁce bulldmg and land in ]ackson MlSSlSSlppl and (u} two hoine health agencre

-

" s - T . t
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L Contmumg operattons 033
: . Drscontmued operattons ((l 01) T e b o ¥ fo= T =
Netmcorne 032 TTe =040 0§ 035 A 0_354...'-_
. Wexghted average number of shares : R it' Se T
’ L .Basic - T. L e 243 714 T 2450307 246 785 _ 246 626
-‘-"A-i’,u.. Dtlutecl RN S R ] 247 379 o.' R 248 888 - 250 654 . 249 869
. {1} Net operanng revenue for certam quarters has been reclassrﬁed to’ conform to the current ear' consohdated statement of .
R mcomepresentat:on PR R St Ul L e e .
5 (2). Income fromdlscontmuedoperatlonsdurmgthequarterended September30 2006 mcludedan a&er taxgatn of approxrmately .
. < 1. - $12.3 million frorh the sale of two psychiatric hospitals and certain real property See Note 12 Taowd :
“(3): “As more fully” discussed at Note 1(g); the Company, modified its allowance for. doubtftﬂ accounts réserve pohcy for self pay .
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17 SUBSEQUENT EVENTS e LT eI e e

Recaprtalrzatlon On ]anuary 17,2007, the Company annOunced a recapttahzanon of its balance sheet (heremafter '

e .
referred to as. the Recaprtallzatlon } The principal features of the Recapnahzatron areasfollows: . *+ -+ - o
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- b payment ofa specral cash dividénd of $10 00 ) per share of the Company S common stock (dggregate payment
T i ‘." of approxtmately $2.4 btllton) o March 1, 2007 to stockholders of record on February 27 2007 who contmue .
L to hold their shares: on March 1, 2007 and R . .- - ; e T

(Ir) $3 25 btllton in newvarlable ratesemorsecuredcredlt facrlmes(the"NewCredrtFac1llt1es ) r'vhlch closed (wrth ~_‘ E _ N
LT ' no amounts borrowed thereunder) on February 16; 2007 (as described below) Such facrlmes will prnmartly ol
o7 be used to fund the special ¢ cash dividend and repay all amounts outstandmg under the Company s current '

. , o revolvmg credit agreement, which w1ll be termmated on February 28, 2007 as part, of the; Recapttallzatron e

The New Credrt Facthtres whrch wrll be secured by a substantlal portlon of the Company s real property and other’ -
assets and will be guaranteed asto payment by the Company s subs1d1ar1es (other than cértain exempted subsrdlarles)
consist of a seven-year $2.75 billion term loan’ and 4 $500.0 mJ.llton six-year revolvmg credit faCIltty At December 31, .
.. 2006, the net book value of- the assets ‘that will secure the New Credtt Facilities was approxtmately $2.6 bllllOﬂ Such
o assets will also secure, the Company s Semor Notes, ‘which are drscussed at Note 3, ona par1 passu I?aeus with the New o

e Credtt Facrhttes '( e e R g -k "o NS PAPY s
- The Company s new term loan’ requrres prmcrpal payments to amortizé l% of the loan s ongtnal face value durmg ‘
) each of the first stx years of the' loan’s termy and -a balloon® payment for the remalnmg outstandmg balance will be .- .

_ due in the final year of the agreement. The few revolvmg credit facility allows the Company to, borrow up to $500.0
. mrlhon (mcludmg standby letters of credtt) Durmg the new revolvmg credit facility's six- -year term, the Company will -
be obhgated to pay commltment fees based upon the_ amounts avarlable for borrowing. Amiounts outstandmg under’
the New Credrt Facilities- ‘may be repard at the Companys option‘at any time, in whele or in part wrthout penalty Y
T ,': . The Company can elect whether interest, which is generally payable monthly in arrears’is based on (i) the LIBOR '. .
_rateor {ii) the hlgher of the) - prime lendmg rate or the Federal Funds rate plus 0.50%. The effective tnterest rate 1ncludes
‘a Spread above the’ Company s selected base rate and is SUb]ECt i modification in the event that the Company s debt L -?‘\v_
_ratings change. Addrtronally, the Company may elect differing base interest rates for the ) new tern} loanand the new” ~
- d revolvmg credit facrhty However,pursuant tothe terms and condmons of the underlying agreernents, the Companywrll ..
“mdiritain mterest riite swap contracts or other hedgmg contracts covermg at least 50% of the outstanding borrowmgs
_Such contracts ‘must provrde for (i) effecnve payment of interest on a ﬁxed rate basrs or (i)’ ﬁxedpnterest rates. fora -° 1o
penod of at least threéy years. As of February 23, 2007, the Company s efféctive i interest taté on the New Credit Fac111tles -
,_". ~was approxrmately 7.1%; however, at such date, there were no amounts outstandmg thereunder t : e -
The agreements underlylng the New Credit- Facilities contam covenants ‘that, without prtor consent of the lenders, BAPEE
limit certain of the Company’s actrvmes, mcludmg those reIatmg to mergers;’ consoltdatrons, the Company s abrhty -
“to secure add1t1onal 1ndebtedness, sales, transfers and other dtsposmons of property and assets; caprtal expendrtures, T
o _‘ : prov1d1ng new. guarantees, mvestmg i _]Oll‘lt ventures, and grantmg addmonal securlty interests. The New Credit, - . -
. Facilities also contain customary events’ of default and related cure provusrons Addttlonally, the Company is requrred

-

to comply with certam ﬁnancral covenants on'a quarterly basis:. © .. . o ,
Pursuant tothe terms and condmons of thé New.Credit Fac1lmes. l1m|tattons are. lmposed on the Company
. regardmg the manner in whtch the Company can redeem some or all of the 2023-Notes. Should the Company use~ -
' ‘ future proceeds from the' New Credit Facrlrtles for such redemptlon, it must meet certain finaricial 'ratros and,insome - ‘
crrcumstances, mdintaina specrﬁed minigum avarlabtltty {nder the new revolvmg credit facility. If the Company elects -
- toborrow furidsother thin under the New Credit Facrhnes or issue equlty securities in order to fund a redemption of
' | ,.some or all'of the 2023 Notes, i it willbe subject to separate requtrements mcludmg, among other thlngs, 2 requirement - .

“that the Company maintain comphance wrth certain financial ratios. Furthermore. as set forth under the New Credlt : Pl

* Facilities, swch addmonal borrowed funds must be in- the form-of erther permrtted subordmated 1ndebtedness or 7‘,

permltted senior. unsecured mdebtedness R - ; - TR
Common Stock Repurchase Program On June 23 2006, the Company s Board of Drrectors announced its approval -

of a program to repurchase i upto '$250.million of the Companys commion stock Through February 23 2007 the ™
Company repurchased a total of 1, 817,600 shares of its commion stock under this program in the open market at.’
an aggregate cost of approxtmately $36.8 million. The $250 million common’stock repurchase program will remain
m effect however, the Company announced that in light of the. Recapltaltzatton. ifs Board of Dtrectors does not
R antlcrpate addttronal repurchases unless there exists a ngmﬁcant undervaluatron of the Company s common stock i -
"'themarketplace e T R N T . . S AT

- ' - . - - s
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CORPORATE HEADQUARTERS ANNUAL MEETING "-:: - _.' COMMON STOCK PRICE RANGE
S . '5811 Pehcan Bay Boulevard R _Shareholders are cordlally mvrted ‘f‘At December 3 2006 there were

e

AR Sulte 500 S, "< . toattend the Annial Meetmg of, . % approxrmately 240 707 000 shares D

BRI Naples, Florlda 34108 2710 L ‘Shareholders, which wilhbe held at - j outstandmg and approx1mately 935 S

e (239) 598 3131 R '\"‘. . " 1:30 pm. “on Tuesday, May 15, 2007, .. shareholders ofrecord .
a3 INTERNET ADDRESS R 2 The thz-Carlton Go]fResort T The range ofh1gh and low prices for :
. .. -7 Naples, 2600 Tiburén Drwe. Naples, - :
. wwwhma corpeom ;. Sl PR .«the four quarters ended December
st v Flor]da. 34109 e -

- Soee L. L -31 2006, the thrée months ended
et ANNUAL REPORT TO THE SEC TN

P _ Management urges all shareholders o December.31 2005 and the four

.o~ ¥ HMAS annual report filed with: the o -

: to vote their proxies and thus" quarters ended September 30, 2005
Securltles and E.xchange Commrsston “a .

> S parucrpate in the décisions that wrll “is shown: below CL T ‘

: (SEC) onForm-10-K, and other R be made at the annualmeetln KRR R ,
TL 7 filings made by the Company with - - g VP '. — o Lo :
ST _.the SEC, rnay be obtained by wrmng ."_TRANSFER AGENT Lo " Year eﬂdfd R _" e
| o thé Company at its addressltsted ' Wachovra Bank, N.A. | - . 77 .- : De“mbef 31, 2906 _ o

. above Such information filed by 1525 West W. T. Harns Boulevard " ?:“ q:a"“ o $§‘: 02 zfg :1
- the ‘Company with the SEC:is also, "Mail Code 3C3NC1153 g cond quarter " 5218 >

S, % available by accessin the Com any’s. Charlotte North Carohna 28262 . Third quarter - 521 B $19.04.

- availa 4 8 panys.. . 2. Fourth quarter.  "-''8$21. 25 '$19.25 -
website atwwwhma corp com. - - (800)829 8432 ST R PR P

TeT L P . T . . Threemonthsended L e

T NYSE SYM BOL = Dol VForachange of name, address, or to : December3l 2005 . :;523_§"1 $20.75

Co HMA Lot : '; . "_'replace lost stock’ certrﬁcates, wnte ) D

o e - SR Ftscalyearended PR

or.call the Transfer Agent ] Securltles . September 30, 2005:.‘ s

Y . ~INDEPENDENT REGISTERED -

. PUBLIC'ACCOUNTING FIRM - ‘Trasfer Division.. i TeTe L FistQuaner | C $2340 SISS0T,
“Erhst & Young LLP, | < .- I secunmes ANALYST CONTACT . Second quarter, . - $37.00 82175 .
" ‘Miami, Florida .~ T.. . T =]ohnC Merrlwether S s+, - Third duarter /$26.68 52563
. ' S :-?-A.' ST ' Vice Pre51dent ofFlnanc1al Relatlons Fourth quarter R $2269‘
DO T e e (239) 598- 304 - 2 S " :
L SRR ST S ANALYSTCOVERAGE
R . e~ LT TR IIPEELTRESN BancofAmencaSecurlttes
STOCK PRICE PERFORMANCE GRAPH. ' & L BéarStearns :

+ The graph below sets fortha compartson of the cumulatwe total shareholder BMO Capttal Markets ;;: T . -,

I

-7 return .on our common stock durmg the penod ended December 31 2006, Buckmgham Group, :
based on the market prlce, wnth the. cumulanve total retirn of companies in . CIBC World Markets ST T '_
the: Standard &PoorsSOO Stock Index(m which the Company was 1ncluded Ctugroup ‘_; PR -

., asof December 31, 2006) and ‘companies in'the S&P Health Care lndex (m Cowen& Co. -7~ Vo
e whlch the Company was also mcluded as of December 31, 2006) _ Credlt Su:ssel Ftrst Boston ‘
R - COMPARISON-OFCUMULATIVETOTALREI‘UFIN ' - . " CRT Capltal " S '
: i R PR T N ' i DeutscheBankSecumles oo
e -sm P —— Heaith ManagementAuoctatee ne. | . T .. N it Goldman, SaChS&CO ) s -
N R R A e S A C [T - IPMorganSecuntles 7.. RO
._'s'so'__—""'S&PSMHsaIthCamlndax B e SN Jefferres&Compan}’ U
’ ) ’ K e e ¢ . Leerink $winn &\Co T A s
Tr behman Brothers . . T,
< Merrill Lynch & Co e .‘N .
[ * Morgan Stanley - . - '
F . e i ) Oppenhelmer - _.'__‘ L s
’ S e .+ <2 Raymond James e
T 9"’“- L. 80 9’“’ Jo. S04 L9’°5 12’°5 s T .' Stifel Nlcolas e -
Assumcssloomvestedon Scplemberso,zommnurcommon stoc.k.thc eompamcscompnsmg ; > UBS ._ S PR " g
N . duSlandard&PoorsSODStockIndexandthecompumescurrenl]yccmpnsmglheS&P Health B I ’
N A Carelndex. Tolnlretumassumesremvestmenl ofdmdends " . : Wacho:ua S ) v ,
- __‘. . _.‘_- ot ST e
There can be no assurances that our stock performance will contmue 1nto' N T ‘ . o
- the’ future ‘with the same‘or similar trends depicted in the graph -above. We e T
nenher make nog endorse any predlcuons as to futuré stock performance B . St
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Directors and Officers

BOARD OF DIRECTORS
William J. Schoen

Chairman

Health Management Associates, Inc.

Joseph V. Vumbacco

Chief Executive Officer

and Vice Chairman

Health Management Associates, Inc.

Kent P. Dauten
Managing Director
Keystone Capital, Inc.

Donald E. Kiernan

Senior Executive Vice President

and Chief Financial Officer

SBC Communications, Inc. {retired)

Robert A. Knox
Senior Managing Director
Cornerstone Equity Investors, LLC

William E. Mayberry, M.D).
President Emeritus and CEQ
of Mayo Foundation (retired)

Vicki A. O’'Meara

President -

U.S. Supply Chain Solutions
Ryder System, Inc.

William C. Steere, Jr.
Chairman 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

Chief Executive Officer and
Vice Chairman

Burke W, Whitman
President and
Chief Operating Officer

Robert E. Farnham
Senior Vice President and
Chief Financial Officer

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

Peter M. Lawson
Executive Vice President
- Hospital Operations

Jon P. Vollmer
Executive Vice President
— Hospital Operations

SENIOR VICE PRESIDENTS
James A. Barber

Frederick L. Drow
James L. Jordan

Kenneth M. Koopman
Stanley D. McLemote
Stephen L. Midkiff
Johnny A, Owenby

VICE PRESIDENTS
]. Dale Armour
Ann M. Barnhart
Andrew H. Bate
C. Scott Campbell
John R. Finhegan
Kathleen K. Helloway
Randel J. Holly, Sr.
Daniel W. McAdams, Jr.
John C. Merriwethelr
Joshua S. Putter
Larry A. Smith
Paul P. Smith, Jr.
Mark |. Spafford
Matthew F. Tormey
Page H. Vaughan

NEW YORK STOCK EXCHANGE CEQ CERTIFICATION
In accordance with the applicable rules of the New York Stock Exchange (NYSE), in March 2006, HMA's Chief Executive Officer and Vice
Chairman, Joseph V. Vumbacco, timely submitted to the NYSE a Section 12(a} CEO Certification stating that he was not aware of any violation

by HMA of the NYSE’s corporate governance listing standards as of the date of such certification.

SARBANES - OXLEY ACT SECTICN 302 CERTIFICATION
Robert E. Farnham, HMA's Senior Vice President and Chief Financial Officer, and Joseph V. Vumbacco, HMA's Chief Executive Officer and
Vice Chairman, each signed the certification required by Section 302 of the Sarbanes-Oxley Act of 2002 regarding the qua’h’ry of HMA’s public

disclosures and such certifications were filed as exhibits to HMA's Annual Report on Form 10-K for the year ended December 31, 2006.
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