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PART I
FINANCIAL INFORMATION
Item 1. Financial Statements,
VANGUARD HEALTH SYSTEMS, INC,
CONDENSED CONSOLIDATED BALANCE SHEETS
{Unandited)
June 30, December 31,
2009 2009
(Tn millions, except skare and
ASSETS per share amounis}
Current assels;
Cashand cash equivalents s 3082 3 3580
Regiricted cash 19 29
Aceounts receivable, net of allowance for doubtiul accounts of approximately
§121.5 and 369.9 et June 30, 2003 and December 31, 2009, réspectively 2153 2836
Inventosias 483 50.1
Doferred tax assels 236 132
Prepaid expenses and other current assels 68.4 614
Total current assets 1317 1932
Property, plant and squipment, et of x {ated depreciation LiTH3 1,164.3
Goodwill [32RY 6491
Tntangible asseis, net of zccumulated amortization 546 50,6
Deferred tax assels, nonctarent 380 0.7
Tavestments in auelion rate securities 216 FAY
Other assels 190 20.1
Total assels $ 2,731 3 27596
TR s T TR



Accounts payzble 5 279 5 MB35
Accrued salaries and benefits 1339 121.5
Accrued heaith plap ¢laims 1176 136.0
Acerued interest 13.2 19.2
Other acerued expenses and cumvent fizbillties 79.5 79.1
Current manurities of long—1am debt 80 8.0
i —————————§ Ir——
‘Total current JiabHities 480.3 5123
Professtonz) and general Hability a0d workers compensation reserves 6.7 830
Othet abifities 349 36.6
Long-term deby, less cusrent maturities 1,543.6 1,545.6
Commitmants and contingencles
Equity:-
Vanguard Health Systems, Ine. stockholders’ equity:
Commaon Stock; 501 par valug, 1,000,000 shares anthorized, 749,550 shares
fssued and outstanding af June 30, 2609 and December 31, 2009 - -
Additional pald-in ¢apital 6513 6542
Accumulated other comprebensive loss 6.3} [C3)
Retalned doficht (56.7) (759}
[ L m—————
Totel Vanguard Health Systems, Ino. steckholers' equity 587.8 142
Non~controlilng interasts 20 79
' P ——————————p— I —
Total equity 5938 582t
R ——— RS
Total Jiabilities and equity $ 1,311 § 27598
T Tl T
$eo accompanying nates.
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VANGUARD HEALTH SYSTEMS, INC.
CONDENSED,CONSOLIDATED STATEMENTS OF OPERATIONS
(Unandited)
Three tionths ended §ix months ended
December 31, December 3,
2008 2008
{as adjusted, (a3 adjusted,
Sece Nofe2) 2009 See Note 2) 2009
{nmillions)
Patient soryvioe revenues H 6144 $ 6313 % E2120 S 12504
Prentium ravenues 1782 2123 2989 416.6
Total revenves 7926 8436 1,511.6 1,667.0
Salarles and benefils (includes stook compensation
of $0.8, $1.0, 52.2 and 52.9, respactiv ¥) 302.7 345 5953 6389
Health plan claims expenss 1407 170.3 2217 3318
Bupplies 128 114.8 22486 2258
Provision for doubtful acoounts 48,3 350 2.9 a2
Purchased services 403 4.7 817 923
Mon-income fanes 10,9 10.7 19.0 pL5)
Rents and jeases 103 112 215 223
Qther operating expanses 43.9 49.} 99.4 1692
Depreciation and amortization 323 143 644 683
nterest, net 286 2735 573 54.7
Impairmnent loss - 431 - 43,1
Other 1.0 L5, 08 26
frcome (loss) from continuing operations beforo Income taxes 16.0 {23.6) 1.0 (9.1}




Income tax benefit (expense) ' 5.0 36 5.3 17
Incore {loss) from continuing aperations 109 200 117 ' (17.4)
Tncome (Joss) from discontinued operations, net of taxes {2.1) 0.1 04 0.
Netintome (loss) 10.8 {19.9) 12.6 . {11.5)
Less: Net income attributable to mon—conteofling interssts 0.7} (0.3} {1.6) 0.7
Net income (foss} athributable to Vanguard Health Systeme,
Ine. stockbolders 5 10:1 5 @0n 3 HEY $ {19.2)
TRERIZrRETR FROREE TR ETHRIR IR
Amounts sttribuiable to Vanguard Health Systems, loo.
Sockboids, B S
Income (loss) from contineing operations, net of taxes s 0.2 § 208 H 10.1 5 (19.5)
Tncoma {loss) from discontinued operations, net of taxes (33 0.} 0.9 {0.5)
Net income (foss) atnrfbuteble to Vanguard Health
Systems, Toa. stoskholders $ 10.} s 5 £1.0 5 {19.2)
fo EER Lo ] [ g
See acoompanyiog neles,
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VANGUARD HEALTH SYSTEMS, INC,
CONDENSED CONSOLIDATED STATEMENT OF EQUITY
Six months ended December 31, 2009
(Unaudited)
Vanguard Health Systems, Inc. Stockholders
Accumulated
Common Stock Additionat Other Non~
Pald-En Comprehensive Retained Contrelling Tolal
Shares Amount Capital Loss Defleil Interests Equity
{Trn millions, except share amoanlg)
Bealance at Fune 30, 2009 749,550 4 - $ 3 § {6.9) (367 ) % 8.0 3 5958
Stock compensatlon (non—cash) - - 29 - - - 2.9
Distributlons paid to non-controlling
{nferests - - - - - HER (1.8}
Comprehensive income (loss):
Change o falr value of interest rate
swap (pot of tax cffect) - - - 27 - - 7
Net focome (loss) - - - (192 ) 57 t17.5)
Tota} comprehengive incame (Joss) 27 {192 ) 17 (14.8)
Balancs al December 31, 2009 749,530 H - 3 654.2 % 1} S (59) § 5 § 58l
R REn— —————— [ e
Seo accompanying notes
[
VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unandited)
Six months
ended
Pecember 33, Six months
208 ended
{as adjusted, Pecember 31,
SeeNote 2} 2009
v
I mlilions}
Operating acvitles:
Netincoms (foss} $ 12.6 s (17.5)
Adjustments fo reeonclle net income (loss) to net cash provided by
" pperaling activities: s
Loss (income) from diseontinued cperations, net of taxes égz) 63;

Depreciation end amortization



Provision for doubiful accounts 1028 722
Doferred income taxes 16 a7
Amortization of loan costs 2.6 2.9
Aceretion of prncipe) on senfor dlscount notes 10.6 58
1033 (gain) oz sate of assels @a.5n 0.4
Siock compensation 23 29
‘Nor-cash realized holding loss on investments 06 -
Impaimment Joss - 43.1
Changes in opetatixgcasuls and lizbilities:
Accounts tecelv {103.6} (ss.sg
inventories {13} (1.8
Prepald axpenses and other cuprent assels 11 5.2
Accounts payable 4.4 2046
Accrued expenses and other Habilities 512 40.7
Net cash provided by operating sctivities ~ c.ominuinﬁ operations 1533 14%.7
Wei cash provided by {sed in) oporating ectivities — iscontinued operations 09 {6.1)
Net cash provided by operating setivitics 1542 1495
Investing netivities;
Capital expenditures (54.?; (58.43
Acquisitions ) (3.8, [{E)
Proveeds from asset dispositions 4.0 14
Increage in restricted cash - (20.0;
Other 0.3 {03
——
Net cash usod in investing ectivilles ' a8 (83.9)
Finanting activites;
Payments of Ieigg—tmu_dobt (3.9 3.8
Payments related to desivative instrument with financing element - 54
Distribations paid ta non-contrelling interests @n . 1.8
Net cash usad in financing activitios (6.6) (11.0)
ab—
Net ircrease in cash and cash equivalents 9390 49.3
Cash and cash equivalents, beginning of petiod 1416 3032
Cash and cash equivalents, end of peded H 2345 ] 3589
, | I
et cash paid for interest $ 45.1 H 419
T ———TT—
Net cash paid {recelved) for Incoms taxes 5. 1.0 $ 13.2)
] o]
See accompanying noles.
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VANGUARD HEALTH SYSTEMS, INC.
NOTES TO CONPENSED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2003
(Unandited}

1. BUSINESS AND BASIS OF PRESENTATION

Business

Vanguard Health Systems, Inc. (“Vanguard") is an investor—owned healthears company whase affillates own and operate hospitals and related
healthoare businesses in urban and suburban areas, As of December 31, 2009, Vanguard's afiliates owned aod managed 15 acute care hospitals with 4,135
licensed beds and relaled outpatient service Jocations complementary to the hosdpitals providing healtheare services in San Antonlo, Texas; meiropolitan
Phoenix, Arizona; metropolitan Chicago, Hlinols; and Massachuzelts. Vanguar also owns managed health plans in Chicago, Itlinois and Phoenix, Arizona
and two surgery centers in Crange County, California. '

Basis of Presentation

The accompanying unaudited condensed consolldated financial statements inolude the accounts of subsidiaries and affiliates controlled by Vanguard,
Vanguard goncratly defioes confeol a5 the ownership of the majority of an entify’s vofing interests. Vanguard also consolidates any entities for which jt
recsives the majority of the entity’s expected refurns or is at risk for the majority of the enfity’s expected losses based upon its fnvestment or foanciat
jnterest in the entity, All material infercompany sccounts and transactions have been eliminated. Stnce nons of Vanguard®s common shares are publicly
held, 1o earnings per share information is presented in the accompanying unaudited condensed consolidated financial statements. Certain prior year
amounts from the accompan?'ing condensed consolidated financial statements have been reclassified to conform to current year presentation. The majority
of Vanguard’s expenses are “vost of revenie” ltems. Costs that could bs classified as general and administrative include ceriain Vanguard corporate offive
costs, which approximated $11.6 million, $17.1 miltion, $23.5 million and $33.9 million for the three and six months ended Decernber 31, 2608 and 2009,

respectively.

During the first quarier of fiscal 2010, Vanguard implemented its new uninsured discount polivy in its Phoepix and San Antonio hospitals. The new
policy applics to patlents receiving services in these hospitals who had no insutance coveraga and who did not otherwise qualify for charity care under
Vanguard’s guidelines. Under this policy, Vanguard applies an uninsured discount (calculated as a standard percentage of gross charges) at the time of
?aﬁent bitHing and includes this discount as a reduction to patient service revenues. These discounts were approximately $51.9 million and $112.9 million
or the three months and six months ended December 31, 2009,

The unaudited condensed consolidated financial staternents as of December 31, 2009 and for the ﬁ:ree and six months ended December 31, 2008, as
adjusted (se6 Note 2), and 2009 have been prepared in conformity with accounting principles generally accepted in the United States for interim reporting



and In aceordance with Rule 10-01 of Regulation 5—X. Accordingly, they do not include all of the information 2nd notes required by accounting principles
generally accepied in the United States for comfplele financial statements. In the opinion of management, the unaudited condensed consolldated financial
statements reflect all adjustments (consisting of normal recurring adjustments) necessa for a fair presentation of the financial position and the results of
operations for the periods presented. The results of opetations for the periods presented are not necessarily indicative of the expected resuits for the fiscal
year eoding June 30, 2010, The interim unaudited condensed consolidated financiat statements should be read in connection with the andited coosolidated
financial statements as of and for the year ended June 30, 2009 included in Vanguard's Cutnent Repott on Form 8-K filed with the Securities and Exchange
Compiission on Januaty 19, 2049,

Use of Eslimates
In preparing Vanguard's financial statements in conformity with accounting principles generally aceepted in the United States, management makes

estimates and assumptions that affect the amounts recorded or ¢lassification of items in the unaudited condensed consolidated financial statements and
accompanylng notes. Actwal results could differ from those estimates, .

2, ADOPTION OF NEW ACCOUNTING STANDARDS

Tn June 2049, the Financial Accounting Standards Board S“FASB") issued its Accounting Standards Codiftcation (“ASC™) and modified the Generally
Accepted Accounfing Principles ("GAAE™) hierarchy by establishing only two levels of GAAP, authoritative and nonauthoritative accounting literature,
Effective July 2009, ASC is considered the single source of anthoritative U.8. aecounting and reporting standards, except for additional authoritative rules
and Jnterpretive relsases lssued by the SEC. Nonauthoritative guidance and literature woutd include, among other things, FASB Conespls Statements,
American Institute of Certified Public Accountants Issue Papers and Technical Practice Aids and accounting textbooks, ASC was devsloped to orgamze
GAAP pronouncements by topic so that users can more easily access autheritative agcounting guidancs, It is o anized by topie, subtopie, section, and
pagézgra?h, eastga gg ;'ahich Ts fdentified by & numerical designation, This guidance became effective for Vanguard beginning in the first quarter for fiscal year
ending June 30, .

Eifective July 1, 2009, Vanguard adopted the ransition guidance of accounting for non-controlling interests i consolidated financial statements. Ths
gnidance establishies a single method of zecounting for uon—controiiin% interests in subsidiaries and requires non—controlling interests in a subsidiary to be
teported as a component of equity in the consolidated balance sheet subject to the guidance for distinguishing Labitities from equity, The transition guidance
also requires consolidated net income {Joss) te inolude both the %arent and non—controlling nterest’s portion of the aperating rosults of the subsidiary with
separate disclosure on the income staterent of the amouats alin utable 1o the parent versus the non—controlling interest, The following deseribes the impact
to Vanguard’s Bnancial statements as of June 30, 2009 and December 31, 2009 and for (he thres and six months ended December 31, 2008 and 2008 related
to the adoPtion of this gufdanee (Note, the presentation and disclogure requirements of the guidance discussed above were retrospectively applied in
Vanguard's Current Report on Form 8-K. filed with the Securlties and Exchange Commission on January 19, 2010).

+ Vanguard reclussified its minosity intecests in equify of consolidated enfities from the Habilities scction of its balance sheets to
equity. This reclassification was $8.0 million as of June 30, 2009. Vanguard has one non~controlling interest whose classification
was included in mezzanine ec'uity due to the gxistence of redemption features that are outside the control of Vanguard. However, the
faic value of this non-controlling interest was zero (the maximum redemption vahic) as of June 30, 2009 and December 31, 2089,

+ Net incoms altributable to non—controlling interests is no longer deducted to arrive ag net income (loss). Instead, net income (loss) is
ategjbued to the controlling and nos-eontrelling interests in the condensed consolidated statements of pperations. Accordingly, nat
intome increased by $0.7 million and $1.6 miliion for the threo and six months ended December 31, 2008 compared to net income
previously reported for those periods.

» The payment of cash distibutions to the entities bolding the non-conlrolling interests are now reported as financing actvities on the
condensed consoltdated statements of cash flows for the six months ended Decernber 31, 2008 and 2009 instead of being included in
gperating activitics. These cash distributions were $2.7 mitfion and $1.8 million for the six months ended Decemsber 31,2608 and

2009, respectively.

3. RESTRICTED CASH

The $21.9 million of restricted cash at December 31, 2009 is primarily comprised of $20.0 million in cash that Vanguard was
required to deposit into an escrow account in Vanguard’s name as security for a litigation—related agreement. Vanguard made this

deposit to stay the execution of the judgment pending appeal for a professional and general liability case. Under the terms of the
escrow agreement, Vanguard is restricted from using the cash for any other purpose until this case is resolved.

4, FAIR VALUE MEASUREMENTS

Fair value is determined using assumptions that market partioipants would use to determine the price of the asset or liability 25 opposed to
measurements determined based ugon information specific to the entity holding those assels and Habilities. To determine those merket participant
assumptions, Vanguatd consldered the guidance for fair value measurements and disclosures, the hierarchy of inputs that the entity rust consider in¢luding
both independent market data inputs and the entity's own assumptions about the market participant assumptions, This hierarchy s summarized as follows.

Level } Unadjusted quoted prices in active markets for identical assets and liabilitles.

Level 2 Directly or indirectly observable inputs, other than quoted prices Included in Level 1, Level 2 inpuls may include, among others,
interesi rates and yield curves observable at commontly quoted intervals, volatilities, loss severities, credit risks and other inputs that are
derived principally from or corroborated by observable market data by comelation or other means.

Level 3 Unobservable jnputs used when there is Jittke, if any, market activity for the asset or lisbility at the measurcment date. These Inputs
represent the entity’s own assumptions about the assumptions that market participants would use to price the asset or Hability
developed using the best information available.

Vanguard’s policy is to recognize transfers between levels as of the actual date of the event, or change in circamstances, that caused the ansfer.




The following table summarizes Vanguard’s assets measused at f5ir value on a recurring basis as of December 31, 2009, aggregated by the fair value
hierarchy level within which those measurements were made (in millions).

Level i Level 2 Lovel 3
Falr Value Inputs Taputs Inputs
Assats: . .
Irvestments In auction rate secarities % 216 5 - § - 8 216
[ - T
I, Eabilities:
Interest rato swap Hability $ 26 $ - 5 2.6 5 -

There was 1o significant change in the fair value measurcments using significant Level 3 unobsetvable fnputs from Juns 30, 2009 to December 34,

Auction Rate Securities

. At December 31, 2009, Venguard held $21.6 million in total available for sale investments in auction rate securlties (“ARS") backed by student foans,
which are jncluded in investments in auction rate securities on the accompanying condensed consolidated balance sheets, These ARS are accounted for as
long—term available for sale securities, The par value of the ARS was §26.3 million at Decomber 31, 2009, The ARS bave maturity dales ranging ftom 2039
to 2643 and are guaranteed by the U,S. government at approximately 96%-98% of the priscipal and accrued interest under the Federal Famil Education
Loan Progeam or other similaz programs. Due to the iacﬁ of market liquidity and other observable market inpyis for these ARS, Vanguard utilized Level 3
inputs to estimate the $21.6 million fair value of these ARS. Valuations from forced Hauidations or distressed sales are inconsistent with the definitfors of
fair value set forth in the pertinent accounting guidance, which assumes an orderty market, For its valuation estimate, management utilized a discounted
cash flow anatysls that included estimates of the timing of liquidation of these ARS and the impact of market risks on exit value, Vanguard doss
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pot currently intend fo sell and does not befieve it is more likely than not it will be required to sell these ARS prior to liquidity returning to the market and
their fair value recovering to par value,

In Seplember 2008, Vanguard recelved a tender offer for $10.0 million par value of ARS at 94% of par value. As a result of Vanguard’s acceptance of
the tender offer aod the other—than—temporary deeline in fair vatue, Vanguard recorded a $0.6 million realized holding loss on these marketable securities
during the quarter ended September 30, 2008, which is included in other expenses on the accompanying condensed consolidated stalement of opetations for
the six months ended December 31, 2008, However, the tender offer contained certain condilions that were not mek as of the December 2008 deadline, and
the tender fhiled. As a result of the failed tender, all $21.6 million of ARS are Presemed as long—tesm assets on the accompanying condensed conselidated
balance sheets. In addition, Vanguard recorded temporary impairments of $4.F million ($2.5 miition, net of taxes) related to the ARS during the fiscal year
ended June 30, 2009, which are included in accumulated other comprehensive loss (“AQCL"} on the condensed consolidated balance sheets,

Interest Rate Swap Agreement

Vanguard enters info derivative instruments from time to ime to manage tbe cash flows risk associated with the variable jnterest component of its
outstanding term debt or to manage the fair value sk of jts other debt instruments with fixed interest rates. Vanguard does not hold or issue derivative
instraments for trading purposes and is not a party o any instrument with leverage fealures.

During Aprit 2008, Vanguard entered into an intesest rate swap agreement with Bank of America, N.A. {the “counterparty”) that went into ¢ffect on
Tane 30, 2008 For a nofional $450.¢ million of its outstanding term debt. Under this agreement and through March 31, 2009, Vanguard made ot xeceived net
intesest payments based upon the difference between the 50-day LIBOR mto and the swap fixed Inferest rate of 2.785%, Vanguard accounted for this swap
25 a highly effective cash flow hedge with eritical terms that substantlatly match the underlying term debt and measured any inaffectiveness using the
hypothetical derivative method.

In iarch 2009, Vanguard and the counterparty executed an amended swap agreement with the same terms and provisions as the orlginal agreement
except that after March 31, 2009, Vanguard will mske or recelve net interest payments based upon the differcnce between the 30—?{ LIBOR rate and the
swap fixed interest rate of 2.5775%, As a result of this amended swap agreement, Vanguard de—desigoated its existing cash flow hedge and re~designated
the amended swap agreement as a hedge of the remaining inferest payments assoviated with $450.0 million of Vapguard®s oulstanding term debt. As fhe
foreeasted fransactions {i.e. the future inferest payments under Vanguard's outstanding term debe) are still probable of oveurring, Vanguard did not
immediately recognize the AOCL balance related to the dedesignated swap in earnings, Based on jts agsessment, Vanguard determined that this
re—designated swap will be highly effective in offsetting the changes in cash fows refated fo the hedged risk, Upon the exccution of the amended swap
agreement, Vanguard measured bedge Ineffectivencss by comparing the falt value of the eriginal swap agreement to a new hypotbetical derlvative using the
amended terms bo determine If the wnderlying term debt bas been overhedged. Vangnard determined that the hedge ineffectiveness was not signilicant as of
December 31, 2009. The valuation of the amended interest rate swap s based upon a discounted cash flows analysis that reflects the term of the agreement
s 5p obsecvable market-based input, the 30-day LIBOR interest rate curve, which is observable at commonly quoted intervals for the full term of the
swap. Vanguard also copsidered potential credit adjustment risks refated to its own performance and the conterparty’s performance under the swap
agreement, Mapagement desmed the credit adjustment visks as Level 3 Inputs, However, management determined that any potential eredit adjustment risks
were not significant and thus classified the entire interest rale swa valuation in Level 2 of the fair value hierarchy, Vanguard classified its $5.4 million of
payments upder the re—designated swap during the six months ended Dacember 31, 2009 as financiug activities in its condensed consolidated statement of
cash flows due to the significant financing element present at the inception of the re—designated swap. -

i 1

The following tables provide information regarding the veluation and presentation of assets, liabilities and expenses related to this intercst rate swap
for the respective periods (in millions),

June 30, 2003 December 34, 200%

Tnterest rate swop tonfract: Fair Yalue ,Falr Yalue



Balance Sheet

Balance Sheet
Location Location
Gross valuation Other accrued Other acerucd
expenses and expenses and
current ligblites 3 69) cusvent Habilitles § (2.6}
Tax effect Daoferred lax Deferred tax
assets 25 assels Y]
. I [ET—
Net lability balanss offset to AGCL 5 (4.3) $ {1.5)
EERTN TR fo
5ix months ended December 31, 2008 Six months ended December 31,2009
Location of Ameount of Logation of Amounnt of
Amovnt of gain {loss) gabn (oss) Amount of afn (toss) gain {loss)
galn (1935) recognized on recopnized on gain{loss)  recognied on recognized on
recognized derivative— derivative = recognized derivative— derivative -
in AQCE veclassified vechassified in AOCL reclassifed rectassifled
on derivative from AOCL from AQCL on derivative  from AOCL from AOCL
Irterast ralo swap conbract, et of faxes  § 5.0y Interest,net 8 L1 27 Interest,net  § £5.4}

The $1.6 million belance included in AOCL, net of laxes, Is expected to be reclassified to net interest dusing the next fiscal quarter since the interest
rate swap expires on March 31, 2010, See Note 15 for subsequent developments related to the interest rate swap agresment.

Cash and Cash Equivalents and Restricted Cash

The carrying amounts reported for cash and cash equivalents and restricted cash approximate fair value becauss of the short-term maturity of these

{nstruments. .

Accounts Receivable and Accounts Payable

The carrying amounts reporied for accounts receivable and accounts payable approximate fair value because of the short~term maturity of these

insteuments.

Long—Term Debt

The fair values of Vanguard’s 9.0% Notes, and 11.25% Notes and term loans payable under Vanguard's credit facility as of December 31, 2009 were
approximately $597.3 million, $227.9 million and §747.3 milfion, respectively, based upon stated market prices. The fair values are subject to change as

market conditions change.

5. STOCK-BASED COMPENSATiON

Vanguard has one stock—based compensation plan, the 2004 Stock Tncentive Plen (“the 2004 Gptlon Plan™). As of December 31, 2009, the 2004

Qption Plan, as amended, aflows for the issuance of up to 145,611 options to purchase conton $ioc
be granted as Liquidity Event Oplions, Time Options or Performance Options at the discretion of the
eighth anniversary of the date of grant and have an exercise price per share as detoomined by the Board

Board. The Liquidity

of Vanguard to its emlgloyees. The stock options may
vent Oplions vest 100% at the
or a committes thereof. The Time Options vest 20%

ateach of the first five annlversarics of the date of grant and have an exescise price per share as determined by the Board or 2 comumitise thercof, The
Performance Oplions vest 20% at each of the first five aoniversaries of the date of grant and have an exercise price equal fo §3,000 per share or as

determined by the Board or 2 committee thereof, The Time Options
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and Performance Options jmmediately vest upona chem%e 0:1; ;:o;(l)roog, \}v‘hé!t;, éi’i}e Liquidity Event Op
er 31, , 116,167 options were outstan

compensation expense related to the 2004 Option Plan of $0.3 million, $1.0 million, $2.2 million an

Event, as defined in the 2004 Option Plan. As of Decem
December 31, 2008 and 2009, respectively.

6. INTANGIBLE ASSETS

fions immediately vest only upon a qualifying Liquidity
ding under the 2004 Opticn Pil j
d $2,9 milllon during the three and six monibs ended

an. Vanguard recogui

The following table provides information regarding the intangible assets, including deferred loan costs, incfuded on the accompanying condensed

consolidated balance sheels as of Jung 30, 2009 and Deceniber 31, 2009 (In millions}).

Gross Carrying Axmount
Juse 30, Decerber 31
Class of Intangible Asset 2009 2009
Amortized intangible assets:
Deferred loan costs $ 43.8 $ 438
Contrasts ’ 314 24
Physicisn income and other guaranices 212 285

Other 4.7 &7

Accumulated Amortization
June 30, Decamber M,
2009 2002
$ 21.5 5 244
14.9 165
133 219
1.0 22




Subtotal 107.1 1124 55.7 65.0
fodefinite-tived intangiblo sssels:

Llcense and zooreditation 2 2 - -
Tofal ' s 110.3 3 1156 s 55.7 5 65.9
DT RO

Amortlzation expense for coptract-based intangibles and other intangible assets during the six months ended December 31, 2008 and 2009 was
approximately $1.8 million end $2.8 million, respestively.

_ Amortization of deferred loan casts of $2.6 million and §2.9 million guting the six months ended December 31, 2008 aud 2009, respectively, s
included In et ioderest, Amortization of physicien income and other guarantees of £2.9 million and $3.6 million during the slx months ended December 31,
2008 and 2009, respectively, is included [n purchased services or other operaling expenses.

7. IMPAIRMENT OF GOODWILL AND _LDNG-LIVED ASSETS

Vanguard’s two Chicago hospitals have experienced deteriorating economic factors that have negatively impacted their
results of operations and cash flows. While various initiatives mitigated the impact of these economic factors in previous quarters,
the operating results of the Chicago hospitals have not improved to the level anticipated. Afler having the opportunity to evaluate
the operating results of the Chicago hospitals for the first six months of fiscal year 2010 and reassess the market trends and
economic factors, Vanguard conc%uded that it was uniikely that previously projected cash flows for these hospitals would be
achieved. Vanguard performed an inferim goodwill impairment test and, based upon revised projected cash flows, market
participant data and appraisal information, Vanguard determined fhat the $43.1 million remaining goodwill related to this
reporting unit of Vanguard’s acute care services segment was impaired. Vanguard recorded a $43.1 million ($31.8 million, net of
taxes) non—cash impairment loss in the condensed consolidated statement of operations for the quarter end December 31, 2009
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8, FINANCING ARRANGEMENTS
A summary of Vanguard’s fong-term debt at June 30, 20069 and December 31, 2009 follows (in millions).

June 30, Degember 3%,
2009 2608
[V e —— it
9.0% Senior Subordinated Notes 5 5750 5 575.0
11,25% Senlor Discouat Notes 2102 2160
‘Ferm foans payable under credit fastlity 7664 762.6
Arrr——
1,351.6 1,55346
Less: current maturities . (8.0) {8.0)
[
$ 1,536 $ 1,545.6
DN AT

9.0% Notes

In conneotion with the acquisition of Vanguard by merger on Septenber 23, 2004 by ceriain investment funds affiliated with Tho Blackstone Group
LB, {collectively “Blackston:%, two of Vasguard’s wholly owned subsidiaries, Vanguard Health Holding Company H, LEC and Vanguard Holding
Company I Ine. (collectively, the “Tssuers”), com leted a private placement of $575.0 million 9% Senior Subordinated Notes due 2014 (9.0% Notes™).
Intecost on the 9.0% Notes Is payable semi—annually on October 1 snd April £ of each yeat, The 9.0% Notes are gencral woseocured sealor subordinated
obligations and rank junior in right of payment to all existing and future senior indebtedness of the Issuers, All payments on the 9.0% Notes are guaranteed
jointly and severally on a senior subordipated basis by Vanguard and its domestic subsidiaties, other than those subsidiaries that do not guarantes the

obligations of the borrowers under the senior cred(t facilities.

On or after Ostober 1, 2009, the Issuers may redesm all or part of the 9.0% Notes at varous redemption prices given the date of redemption as st forth
it the indenture goveming the 9.0% Notes, The nitial redemplion price for the 9.0% Notes begioning on Oclober 1, 2009 and ending September 30, 2010
is equal fo 104.50% of their principal amount, plus accrued and unpaid interest. The redemption price declines each year after 2009 on October | of each
such year, The redemption price will be 100% of the principal amount, plus acerved and unpaid interest, begivning on October 1, 2012. See Note 15 for
subsequent developments related to the 9.0% Notes. .

11.25% Notes

Tn connection with the Blackstone merger oo September 23, 2004, two of Vanguatd's wheliy owned subsidiaries, Vanguard Health Holding Compan
1, LL.C and Vanguard Holding Company I, Inc. {collectively, the “Discount Issuers™), completed a rivate Placcment of $216.0 million aggregate princips
amonnt at matucity ($124.7 mitlion in gross proceeds) of 11.25% Senjor Discount Notes due 2015 (“11.25% Notes'). The 11.25% Notes acerete at the
stated rate conpotnded semi-annually on Aprl 1 and October 1 of each year to, but not including, Octaber 1, 2009, From and after October 1, 2009, cash
interest on the 11,25% Notes will acorue a¢ 11.25% per annung, and will be payable on Aprit 1 and October 1 of each year, commencing on Apdt |, 2010
uotil maturity, The 11,25% Notes are general senfor unsecured obligations and rapk junior in right of payment to all existing and future senttor indebtedness
of the Discount Tssuers but senfor to any of the Discount Issuers' future senior subordinated indebtedness, All payments on the 11.25% Notes are guaranteed

by Vanguard as a holding company guarantee.



On or after Ootober 1, 2009, the Discount Issuers may redeem all or a part ofthe 11.25% Notes at various redemption prices given the date of
redemption as sef forth In the indesture governing the 11,25% Notes, The initial redemption price for the 11.25% Notes beginniog on October 1, 2609 and
ending September 30, 2010 is equal 1o 105.625% of their principal amount, plus accrued and unpaid interest. The redemption price declines each year after
2009 on October | of each such year, The redemption price wifl be 100% of the prinoipal amount, plus acerued and unpaid interest, beghning on October 1,
2012, See Note I5 for subsequent developments related o the F5.25% Notes.

14

Credit Facility Pebt

1t connection with the Blackstone merger on September 23, 2004, two of Yanguard's wholly owned subsidiaries, Vanguard Health Holding Company
TF, LLC and Vanguard Holding Company II, Ine, {collectively, the “Co—bormovwers™), entered inte new senfos secured credit facilities (the “merger credit
facilifies") with various fenders and Bank of America, N.A. 25 administrative agent and Citicorp Noxth Ametica, Inc. as syndication agent, and repatd all
amounts eutstanding under its previous eredit facility, The merger credit faoilities include a seven—year term loan facility in the aggregate principal amount
of $800.0 million and a six—year $250.0 milllon vevalving credit facility.

On September 26, 2005, the Co—borrowers refinanced and repriced alt $795.7 milllon of the then ouistanding term loans under the merger credit
facilities by borrowing $795.7 million of replacement ferma loans that also mature on September 23, 2011 {the “2605 term loan facility”). In addition, upon
the ooourrence of certain events, the Co-borrowers may request an incremental term foan facility to be added to the 2005 term toan facility in an amount not
f0 exceed $200.0 million in the aggragate, subject to receipt of commitments by existing fenders or other finanoing institutions and to the satisfaction of
certain other conditions. The revelving credit Facility under the merger credit facilities did not changs in conneetion with the term loan refinancing. As of,
December 31, 2009, $762.6 million of indebiedness was cutstanding under the 2005 tem foan facilliy. Vanguard’s remaining borrowing capacity under the
Tevolving credit facility, net of letters of credit outstanding, was $219.8 million as of December 31, 2009,

‘The 2005 term toan Facilily.borrowings bear interest at 2 rate e?_ual to, at Vanguard's option, LIBOR plus 2.25% per annum or a base rate plus 1.25%
peransum. As discussed fn Note 4, $450.0 million of the term loan facilily borrawings are subject to a fixed interest rate of 4.8275% per annum under the
forms of an interest rale swap agreement that expires on March 31, 2030, The interest rale applicable to (he unhedged portion of Vanguard's term loan
facility borrowings was app:o:?n’fale!y 2 5% as of Deceruber 31, 2009. Borrowings under the revolving credit faoility currently bear interest at a rate equal
10, at Vanguerd's aption, LIBOR plug 2,0% per annum ot a base rate plus 1.0% per annum, subject to an increase of up fo 0.50% per annum should
Venguard's leverage tatio increase over ceriain designated levels, Vanguard also pays a commitment fee to the lendess under the revolving credit facifity in
tespect of unutilized commitments thereunder at a rate equal to 0,50% per annum. Vanguard also pays customary letter of credit fees under this fackity.
Vanguard makes quarterly principal payments equal fo one~fourth of ons percent of the outstanding principal balance of the 2005 term loan facility and will
continue to make such payments until maturity of the term debt, .

Obfigations under the credit apreement are unconditionally guaranteed by Vanguard and Vangvard Health Holding Company I, LLC ("VHS Holdeo I')
and, subject 10 certain exceptions, sach of VHS Holdco I's wholly-owned domesiic subsidiaries (the “U,5. Guarantors”). Obligations under the credit
agroement are also secured by substantially all of the assets of Vanguard Health Holding Company I, LLC (“VHS Holdco ™ 2nd the U.S, Guarantors
including a pledge of 100% of the membership interests of VHS Holdeo I, 100% of the caphal stock of substantially alt U.S. Guarantors (other than VHS
Holdeo I} and 63% of the capital stock of each of VHS Holdco IT's non—-U.S. subsidiaries that ave directly owned by VHS Holdeo 1 or one of the US.
Guatantors and 3 security inferest in substantially ol tangible and intangible assets of VHS Holdeo If and sach U.S. Guarantor. See Note 15 for subsequent
developments related to the 2005 term loan facifity and the $250.0 millien revolving credit facility.

Interest Rafe Swap Agreement

Tn March 2009, Vanguard and Bank of America N.A, (“the counterparty™) executed an amended swap agreement with the same terms and provisions
as the original agréement except that after March 31, 2009, Vanguard will make or recelve net interest payments based upon the difference between the
30-day LIBOR rate and the swap fixest interest rate of 2.5775% (sce Note 4). Given the furbulence in the eredit markets and the atiractive swap rates then
available, Vanguard amended the swap agreement to hedge lts cash flows related to a portion of the 2005 term foan facility against potential market
fAuctuations to the variable 3¢-day LIBOR interest rate. Yanguard will continue to make its normat uarterly interest payments under the 2005 term lozn
facllity as destribed above, Vanguard deems the counterparty to be oreditworthy. As of June 30, 2009 and December 31, 2009, the estimated fair valus of
the inferest rate swap was & liability for Vanguard of approximately $6.9 million ($4,3 million net of taxes of $2.6 million) and $2.6 miltion (1.6 million
net of taxes of $1.0 million), respectively, The swap Habilities ste included in other accrued expenses and current Habilitles and accumulated other
comprehensive loss on the accompanying condensed consolidated balance sheels, The swap makuces on March 31, 2010, Ses Note 15 for subsequent
developments related to the inferest rate swap agreement, .
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9, INCOME TAXES

Significant components of the provision for income taxes from continuing operations ar as follows (in mililons).

" §ix months ended‘

December 34, Devember 31,
2008 2009
e mprer— e et
Cumeat:
Federal § 25 5 5.1
Sute 12 [
—— [ —
Total current 3.7 6.0
Deferred:
Fedesal . 38 . {8.00
State (1.5) {1.6)




Tota] deferred {30 9.6}

Change in valuation atlowance 53 19
Total income tax expense (benefity 3 5.3 s {1.7}
ERETSR R TN IMAREEIETOERTE

The effective income fax rate differed from the federal statutory rats for the psriods presented as foltows:

Six menths ended
Ihecember 31, . Decenther 31,
2008 2009

S —————————— ————
Incotme tax 21 federal statuiory rats 35.0% 15.0%
Income tax at stals statutory rate 1.9 54
Nondeductible expanses and other ' ' 64 @8
Book intome of consolidated pastnerships attributable to

noncontroliing interests 3.2 31

Nondeductible impairmont loss - (21.9)
Changs in valvztion allowance 09 9.9)

[ P—
Eifective income tax rate 7 31.2% 9%

WO YRR

As of Pecember 31, 2002, Vanguard hed generated net operating loss (“NOL") camryforwards for federal Income tax and state income tax purposes of
approximately $12.0 mifiion and $558.0 miltion, respectively. The remalning federal and state NOL carryforwards expire from 2030 to 2031 and 2010 o

2031, respectively.
Vanguard's U.S. federal income tax returns for tax years 2005 and subsequent years remain subject to examination by the Internal Revenue Service,
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10. COMPREHENSIVE INCOME (LOSS)

Comprehensive income (loss) consists of bwe components: net income (foss) and other comprehensive income (foss). Other comprehensive Income
(loss} refers to revenues, expenses, gains and losses that under the guidance telated to accounting for comprehensive incoms are recorded as elements of
equity but are excluded from net meoms (loss). The foliowlng table presents the components of comprehensive income (loss), net of laxes, for the three and
six monti periods ended December 31, 2008 and 2089 (In millicas).

‘Thres months Three months $ix menths Six months
ended eaded ended ended
December 31, December 3, December 3, December 31,
2008 2009 2008 2009
Netinoome (fose) ‘ 5 108 5 (19.9) $ 126 s 17.5)
Chenge in fuir vatue of intotest rate swap g1y ) 26 ER)! 43
Change jn unrealized holding losses on auction rate secnritles {02 } - (0.9} -
Change in income tax {expensc) benefit 45 (1.9) . 50 (1.6}
Comprehsnsive income {foss) 5 32 s (183 5 346 H (14.8)
———

The components of aceumulated ofher comprehensive Yoss, net of taxes, as of June 30, 2009 and Decembor 31, 2002 are as foltows {in millons).

Junse 30, DPeceraber 31,
2009 2009
Fadr valus of intérest rate swap $ (X H 2.6
Uneealized holding loss on Investmrents In suction rate secorltiss @1 H .1
Income tax benefit 42 1.6
. [ ——

Accurmilated viher comprehensive loss N 6.8) 5 [CR})
P Lo

11. RECENTLY ISSUED ACCOUNTING PRONQUNCEMENTS

In Japuary 2010, the PASS issued guldance requiring additional information to be diselosed principally in respect of Level 3 fair value measurements
and transfers o and from Level 1 and Lave] 2 measurements. In addition, enlanded disclosures ate required concerning inputs and valuation techniques
used to defermine Level 2 and Leve] 3 fair value measurements. The new djsclosures and clarifications of existing disclosures are effective for the quarter
ending March 31, 2019, with the effective date for addilional Level 3 related disclosures effeclive for periods beginning after December 15, 20£0. Vanguard



doss not expect the adoption to significantly impact its fpancial position, rosults of operations, or cash flows.

In Segtember 2009, the FASB issued additional guidance concerning the manner in which falr vatue of lizbitities should be determined. Previous
idance defined the fair value of a liability as the ng’sca that would be paid to fransfer the liability ln an orderly transaction between market participants at
e measurement date. The new guldance amends these criteria by spesifically addressing vatustion technigues, linbilities traded as assets, and quoted prices
fa an active market. The new guidance was effective for Vanguard's quarter ended December 31, 2009, Vanguard does oot expect the adoption fo :
significantly impact its finaucial position, results of operations ot cash flows.
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12, SEGMENT INFORMATION

Vanguard's acute cate hospitals and related healiheare businesses are shmilar in thelr activitics and the economic environments in which they operate
{i.e. urban markets), Accordingly, Vanguard’s reportable operating segments consist of 1) acute care hospitals and related healthcare businesses,
collectively, and 2) health plans consisting of MacNeal Health Providers, a contracting entity for outpatient services provided by MacNeat Hospital and
Weiss Memorial Hospital and participating physicians in the Chicago area, Phoenix Health Plan, a Medicaid managed health plan operating in Arizona, and
Abrazo Advantage Health Plan, 2 Medicare and Medicaid duaf efigible managed heelth plan cperating in Arizona, ]

The following tables provide unandited condensed financlal Information by business segment for the three and six month periods ended December 31,
2008 and 2009, including 2 reconeiliation of Segment EBITDA to income (Joss) from continuing operations before Income taxes (in mitlions).

Thyee menths ended Devember 31, 2008 Three montths caded December 31, 2009
Acute Care Health Acute Care Healili
ervices Plans Eliminatons  Consolidated Services Plans Ejtminations Consolidated
Patfent service revenuss {) 5 644 5 - 8 “ § 6144 S 613 5§ - 8 - 5 633
. Premiunt revenues - 182 - 1782 - 2123 - 2123
Toter-segmenl revenues 738 - (1.8) - 10.4 - (104) -
Total revenies 6222 1782 .8 7926 6417 212.3 (10.4) #435
Salarles and benefits
{exciudes siock compensation) 2946 73 - 3019 3152 33 : - 3235
Health plan ealms expense (1) - 1407 - 140.7 - 1708 - 170.8
Supptics 1127 o1 - 1128 1147 01 - 1143
Provisioa for doubtful acoounts 433 - - 483 350 - - 350
Other oporating expenses -~ external 101.0 924 - 1104 107.7 8.0 - 1337
Oporating Expenses — Inter—segment - 18 (2.8) - - 10.4 {104) -
Total operating expenses 556.6 165.3 .3 T4 G e (104} 7598
Segment EBITDA (2) 65.6 129 - 78.5 69.1 14.7 - 838
Less:
Interest, net 289 03 ) - 286 7.6 [OR I - 213
Depreciation and amoitization 3Lt 1.0 - 32.1 334 . 12 - 343
Equity method income 0.3) - - 0.3} ©3 ) - - {0.3)
Stock compensation 08 “ - 08 1.0 - - L0
Impairment Joss . - B - - 43,1 - - 4.
Loss disposal of assets - - - - 04 - - 04
WMonitoring fees and expeases 1.3 - - £3 1.4 - - f4
Tncome (loss) from continuing
operations before income taxes H 318 L 3 3 - % 160 s (3722 S 138 5 - § (23,6}
E ] R
Capiial expenditures H 36.5 § 06 H - 3 37t 3 342 § 04 ) - $ 3446
E ]
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Six months ended Dacember 31, 2008 Six months ended December 31, 2009
Acute Care Health Acute Care Health
Services Plans Elimlnations Consolidated Servites Plans Eliminations Consolidated
Patient service révenues (1) § 2127 § - H - 8 1,212.7 $ 1,2504 8 - $ - $ 1,2504
Premivm revenues - 289 s - 2989 - 4166 - 4166
Inter-scgment 1evenuss 17.3 - )] - 21.0 - (210} -




Total revennes 1,2300 2089 47.3) 1.511.6 12714 4166 21.0) 16610

Salaries and benefits
{excludes stock compensation) 578.6 145 - 593.1 6192 6.8 - 6360
Health plan claims expense (1) - prely) - 227.1 - 3318 - 338
Supplies ’ 2244 g2 - 2246 2259 0.1 - 2258
Provision for doubtful azcounts 1029 - - - 1029 2.2 - - . 72
Other operaling expenses — extemal 204.3 17.3 - 2218 2309 178 - 2487
Operating Bxpenses — inter-segment - 17.3 1.3 - - 210 (210) -
RS R
Total operating expenses 1,1102 2710 ) 1,369.9 1,148.0 3875 (21.0) 1,514.5
Segment BBITDA () 119.8 219 - 1417 1234 29,4 - 1525
Less: o
Interess, nt 584 {11 ) - 513 5.0 ©3 ) - 547
Depreciation 2nd amortization 624 2.0 - 4.4 66.1 22 - 68.3
Equity method income 0.3) - - 0.3) 05 3 - - 6.5
Stock compensation 22 E - 2.2 2.9 - - . 29
Impaliment loss - - - - 431 ~ - 43.1
Loss {pain) on disposal of assets @h - - @n 04 - - 04
Realized holding loss ou investments 0.6 - - 05 - - -
Monitoring fees and expenses 26 - - 24 27 - - 21
Tncome {loss) Fom continuing L
operations before neome taxes s o) § 2190 3 - 8 1720 § “63 )s§ w2 $ - $ (12.1)
s '
Capital expenditures 5 53.8 5§ 0y $ - $ 4.7 5 680 § 04 5 - s 684
Segment assels 5 24923 § 1653 S - 8 2,658.1 $ 2,559.9 § 1997 4 = § 27596

(1) Vanguard eliminates in consclidation those patient service revesues earned by its hosgila]s and related healtheare facilities ataibutable lo services provided to enrolises in its owned
tieallk plans and 2lsa eliminates the corresponding medical clalms expenses incurred by the health plans for those services.

2 Segment EBTTDA Is defined as income {foss) from continuing apetations before ncome taxes less interest expense (aet of Fnterest income), defwclaﬁpn and amortization, equity

method ineome, stock conpensation, galn oF foss on disposal of assels, realized helding losses oo lnvestments, monitgting fees and exp ehi extinguish costs and imp

losses. Managernent uses Segroent EBITDA to meagure performance for Vanguuid's segments and to develop strategic objectives and opcra&ng plans for thoss segmeals, Segment
ERITDA eliminates the uneveneflect of non—cash deAprcciai)on of langiblo assets and amontization of intangible assets, much of which resulls from acquisitions accounted for utder
the purohase method of acoounting, Segment EBITDA 8160 aliminates the effonts of changes in interest rates which management believes relate to genectl kends in globel uguoal
rarkets, but ase not necessarily indicative oflhoora-aling petfo of Vanguard's Management believes that Segment EBITIA provides useful infornation about the
financia) parformance of Vanguard’s segments to lavestors, lenders, financial analysts and rating agencles, Additieeally, management befleves thal fnvestors and Jenders viaw Segment
EBITDA 23 an important factor o making nvestment declsi and ing the valus of Vanguard, Segment EBITDA Isnot 2 substituls for net fncome, operating cash flows oF other
oash ow staterserit data determined fa accordance with secounting principles gensrally accepted in the United Stales. Sogment EBITDA, as prosented, roay not be comparable to
similarly titfed measuses of other companies, .

13, COMMITMENTS AND CONTINGENCIES

Management evaluates contingencles based upon the best available laformation and believes that adequate provision for potential losses associated
with contingencics has been made. In management’s opinion, based on current available

Y

.

information, these commitments described below wiit not have a material effect on Vanguard's results of opezations or financial position, but the capital
commitments could have an effect on 1k timing of Vanguard’s cash flows, inciuding its need to borrow available smounts under its revolving credit

facility.
Capital Expenditure Commltments

Vanguard currently has multipte capital projects underway Including significant advanced clinical system upgrades. As of December 31, 2009,
Vanguard estimated {ts remaining commitments to complete capital projects in process fo be approximately §21.5 millon.

Insurance Risks

Given the naturs of its operating enviropment, Vanguard is subject to professional and general liability claims and related lawsuits in the ordinary
conrsé of business. For professionsl and generl liability olaims inewred from June 1, 2002 to May 31, 2006, Vapguard's wholly owned ce_afszive subsidiary
fnsured its risks at 2 $10.0 million retention level For clalms incurred subsequent to May 31, 2006, Vanguerd sel-~insures the first $9.0 million pex claim,
and the captive subsidiary josures the next $1.0 million per claim, Vanguard’s captive subsic{iaxy maintalns excess coverags from independent third lpaxrty
insurers on a elpims—made basis for ndividual claims exceeding $10.0 milllon up to $75.0 million, but limited to total angual payments of $65.0 million in
the ag?-egate. Vanguatd self-insures its workers compensation clalms up to $1.0 million per clatm and purchases excess insurance coverage for claims
exceoding $1.0 million, During the six months ended December 31, 2009, Vanguard increased its professional and general llabitity reserve by $8.0 million
(sfs.(icxlniiiion, net of taxes) and reduced its workers compensation reserve by $3.5 (§2.2 mitlion, net of taxes) million for changes in claims development
retated to prior years,

Patient Service Revennes



Settfements under reimbursement agreements with hird parly payers are estimated during the peried the related services are provided, but final
settfements are typically not known untit fisture periods, There s at loast a reasonable possibility that recorded estimates will change by a material amount
when final setflemnents are known. Diffetences between origioal estimates and subsequent revisions (including fina! settlements) are included in the
condensed consolidated iacome statements in the peried in which the revisions are made. Management believes that adequate provision has been made for
adjustmenis that may resnlt from finel determination of amounts eared under the Medicare and Medicaid programs and other managed care plans with
seltlement provisions. Net adjustments for final third party setflements dposiﬁvely jmpacted Vanguard’s income gloss) from continuing operations before
income taxes by $0.3 miflion and $4.5 million fer the thres months ended December 31, 2008 and 2009 and by $3.9 million and 34.5 million for the six
months ended December 31, 2008 and 2009, respectively. Vanguard recorded $22.9 miftion and $20.7 milfion of charity care deductions during the three
months ended Decesmber 31, 2008 and 2009, respectively. Vanguard recorded $48.4 milifon and $43.2 million of charity care deductions during the six
months ended December 31, 2008 and 2009, respectively.

Governmental Regulation

Laws and regulations goveming the Medicare, Medicaid and other federal healtheare programs are complex and subject to interpretation, Vanguard's
management helieves that it is in compliance with ali applicable laws and regulations ja all material respects. However, contl-plianca with such Jaws and
tegulations can be subject to fihure government review and jnterprotation as well as significant regulatory action including fines, penalties, and exclusfon
from the Medicare, Medicaid and other federal healthoare programs. Vanguard is not aware of any material regulatory proceeding or investigation underway

ot threatened involving allegations of potential wrongdoing.
Acquisitions

Vanguard has acquited aud will continue o acquire businesses with prior operating histories. Acquired comganies may bave unknown or contingent
Habifitles, meluding liabilities for faiture to comply with heaithcare Jaws and regutations, such as billing and reimbursement, anti-kickback ang&;hysician
self~referral laws, Aithough Vanguard institutes policies designed to conform practiees to {ts standards following completion of acquisitions and attempts to
structure its acquisitions a5 asset zcquisitions in which Venguard does not assutne liability for seller wrongful actions, there can be ne aggurance that
Vanguard wilf not become liable for past activities that may later be alleged to be improper by private plaintiffs o govemment

20

agencies. Although Vanguard obtains general sndemnifications From selfers covesing such matters, there can be po assurance that any specific matter will
be covered by such indemnifications, or if covered, that such fndemni fieations will be adequate to cover potential losses and fines.

Guarantees

Physician Guaraniees

Tn the normal course of its business, Vanguard enters into physician relocation agreements under which it guarantees minimum monthly income,
revenues or collections or guaranlees reimbursement of expenses up fo maximum lislts to physlcians durlag a specified period of time (typicallir, 12 months
to 26 months). In return for the guarantee payments, the physiclans are required to practice in the community for a stated perfod of fime (typleally, 3 to 4
years)y or else return the guarantes ‘{;ayments 1o Vanguard. Accounting for minimusn revenue guarantees requires thata liability be recorded at fair value for
all guarantess entered into on or after January 1, 2006, Vanguard determines this Habjlity and an offsetting intangible asset by calculaﬁnﬁ an estimate of
expected payments to be made over the guarantes peried. Vanguard reduces the Hability as it makes guarantee payments and amoriizes the intsngible asset
over the term of the physicians’ relocation agreements. Vanguard also estimates the fair value of liabilitles and offsetting intavgible assets related to |
payment puarantees for éshysician service agreements for which no repayment provisions exist. As of Decenmber 31, 2009, Vanguard had 2 net intangible
asset of $6.6 million and a remaining Hability of $1.7 million related to these pinysieiau income and service guarantees. The maximum amount of
Vanguard's unpaid physician income and servics guatantees as of December 31, 2009 was approximately $3.6 million.

Other Guarantees

_ As part of s confract with the Arizona Health Care Cost Containruent System, one of Vanguard’s health plans, Phoenix Health Plan, is required to
maitdafn a performance guarantes, the amovnt of which js based upon Plan membership and capitation premiums received. As of December 31, 2003,
Vangnard maintained this performance guarantee in the form of $350.0 miltion of surety bonds with indopendent kird party insurers collateralized by letters
of credit of approximately $5.0 million, :

14, FINANCIAL INFORMATION ¥FOR SUBSIDIARY GUARANTORS ARD
NON-GUARANTOR SUBSIDIARIES

Vanguard conducts substantially all of its business through its subsidiaries. Most of Vanguard's subsfdlarids jointly and severalty guarantee the 9.0%
Notes on an unsecured senior subordinated basis. Certain of Vanguard's other consolidated whoHy—owned and non wholly—owned entities do not guarantes
the 9.0% Notes in conformity with the provisions of the indenture governing the 9.0% Notes and do not guarantes Vanguard's senior scoured credit
facilities In confommity with the provisions thereof. The condensed consolidating financial iofermation for the parent company, the issuers of the 9.0%
Notes, the issuers of the 1.25% Notes, the subsidiary guarantors, the non-~guarantor subsidiaries, certain eliminations and consotidated Vanguard as of June
30, 2009 and December 31, 2009 and for the three and six months ended Becember 31, 2008 and 2009 follows.
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VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATING BALANCE SHEETS

June 30, 2009
(Unaudited)
Fesuers of Yesuers of Guarantor Combined Tofal
Parent 9.0% Notex 11,25% Nofes Subsidiaries Non-Guarantors Eliminations Consolidated
ASSETS {Tn millions}
Current assets:
Cash and cash equivelents $ - 3 - 3 - s 1483 3 1399 . § - s 3082

Restricted cash - - - 02 7 - 19



Accounts recelvable, net - - - 257.0 18,3 - 2753
Inventories - - - 44,5 38 - 483
Prepaid expenses and other ¢ument atsels 2.5 - - 4.9 3446 {34.0) 98.0
Total enrrent assels 25 - - 5649 - 1983 {34.0 731.7
Property, plant and equipment, net - - - 1147 594 - 1,174.}
Goodwill - - - 608.5 836 - 692.1
Intangible assets, net - 194 29 13.5 138 - 54.6
Investments in congolidated subsidiaries 608.8 - - - 245 {633.3} -
Tnvestments in auctlon rate securitles - - - - 21.6 216
Oiher aseets - - - 56.8 6.2 - 570
Total assets 3 6113 3 194 3 29 5 23584 3 406.4 s (6623 § 2731
LIABILITIES AND EQUITY
Corrent liabilities: .
Agcounts payable $ - 3 - s - $  nzT7 $ 152 ] P
Accrued expenses and other current
liahilities - 00 - 2019 1223 - 3442
Cusent mataritics of ong~term debt - 8.0 - ©.2) 0.2 ~ 80
Tola) current lsbilitles - 2890 - 3144 1372 - 480.1
Other Habililics -~ - - ne 737 (34.00 £11.6
Loag-12nn debt, less comrent maturities - 13334 2102 - - - 1,543.6
Intercompany 15.5 (810.4) (1209} 1,314.8 {60.1} £338.9) . -
Bquity 5958 (531.6) {86.4) 6573 2551 (204.4) 5958
Total Habilitfes and equity $ 6113 8 19.4 S 29 § 23534 § 4064 3 {5813 $ 2,731
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VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATING BALANCE SHEETS
Decemhar 31, 2009
{Unaudited)
Tssuers of Tssuers of Guaramor Combined | Toial
Parent 9.0% Noles 11.25% Noles Subsidiaries  Non-Guaranfors Eliminations Conyoltdated
ASSETS (In mitlions)
Ourrent asseds:
Cash and cash equivalents $ ~ % - $ - 5 250 $ 1019 3 - $ 3580
Restricted cash - - - 202 1.7 - 219
Accounts receivable, net - - - 2685 20.1 - 2885
Inventories - - - 460 4. - 50.1
Prepald exponsss and other current assets 0.9 - - 65.4 252 (165 746
Total current sssels 09 - - £57.1 1521 (163) 7932
Bropasty, plant and equipment, et - - - 1,1063 580 - 1,i643
Goodwill - - - §65.5 836 - 6493
Intangibles assets, net - 6.7 28 i4.1 17.0 - 50.6
Investrnents In consolidated subsidiaries 608.8 - - - 2.5 (633.3} -
Javestments in auction rate securitles - - -~ - 216 - 216
Otber assets - - - 80.6 0.2 - 80.8
Tolal assels k) 609.7 H 16.7 5 23 $ 246 s 3570 3 (650.2) § 27596
E ST,
LIABILITIES ANB EQUITY
Current Habilities:
Acsourats payable 3 - ¥ - § - $ 1262 N 223 s - S 1485



Actroed expenses and other eurrent

Iiabilitles - 15.7 6.1 192.6 142.0 - 355.8
Current maturities of lang—term debt - 30 - {0.2) 0.2 - 3.0
Tofal coment fiabilities - n7 61 3180 1645 - 5123
Otlxer liabilities - - - 4.8 61.7 £16.9) 1196
Long-ierm debd, less current maturities - 1,329.6 2160 - - - [,545.6
Intercompany 216 {760.4) 0208 1,362.6 (138.3) 70.5) -
Eguity 5821 {576.2) (98.5) §68.2 269.3 £262.8) S8
Total liablities and equity s 609.7 16.7 3 18 £ 24236 5 3510 5 (650.2) $  2,7598
AR,
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VANGUARD HEALTH SYSTEMS, INC,
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
For the three months ended December 31, 2008
{Unaudited)
Tssuers of Yssuers of Guarantor Combined Tofal
Parent 9.0% MNotes 11.25% Notes Subsidaries Non—Gusrantors Eliminations Consolldated
(in miftions}
Patient servics revenues H - - $ - $ 396 H 198 H 5.0 § 6144
Fremium revenuss - - - 149 1633 - 1782
Total revenues - - - 594.5 203.F (3.0) 792.6
Salaries and benefits 03 - - 2808 2L1 - 3027
Health plaa ¢lalms expense - - - 87 1370 (5.0} 140.7
Jupplies - - - 104.4 84 - 112.8
Provision for doubtful accoumts - - - 45,7 8 - 48.3
Purchased services - - - 363 5 - 403
Other operating expeases ~ - - 504 9.4 - 59.8
Renls and leases - ~ - 2.0 ] - 10.3
Depreciation and amortization - - - 28.5 36 - 321
Inferest, net - 2.5 5.5 1.8) 04 - 236
Management fess - - - {3.3) 35 - -
Other - - - 1,0 - - 10
Tetal costs and expensss ¥4 4.5 3.5 560.0 1908 7 (5.0) 7765
Focome (loss) from continuing operstions
before inco)me T 08) 245 ) (5.5) 345 12.3 - 164
Inteme tax bensfit (expense)} {51} - - - (2.5) 2.5 (5.1)
Equity in eamings of subsidiaries 16.0 - - - - (£6.0) -
Tncome (foss) from continuing o lons 101 (245 ) (5.53 345 9.8 {13.5) 10.9
Taconrd Etos} from disconting
9 s, et of taxes - - - {04} 03 - .1
Nevincome (losg, 16.1 5 5. 34.1 10.1 (13.5) 108
Less: Not ingm'e) attribuible to non- @4s) ¢
conteolling Interests - - - ©3) - - ©on
Net income (foss) attributable to Vanguard .
Health Systems, Ine, stockhelders 3 0.1 {245 ) 3 {5.5) s 334 £ 101 § {135y, % 10.1
NG TR
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VANGUARD HEALTH SYSTEMS, INC,

CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
For the three months ended December 31, 2009

(Unaudited)



Issuers of Tssuers of Guarantor Cambined Total

Tarent 2.0% Notes 14.25% Notes Subsidiartes Non-Goaranfers Eliminations Consolidated
(Tt milflons)
Patient service revenues & - 3 - 3 - § 5928 § 454 $ ©.9) § 8313 -
Premlum revenues . - - - 152 2049 {1.8) 2123
Tolal revenuss - - - 608,06 150.3 (147} 8435
Salaries and benefits 10 - o 29%.3 242 - 3245
Health plen claims expense - - . - 82 169.5 %9 1708
Supplits - - : - 106.4 3.7 - 1148
Proviston for doubtfol 2ccounts - - - 333 1.7 - 350
Purchased services - - - 33.0 57 - 4.7
Other operating cxpenses 6.1 - - ’ 52.5 150 {18) 598
Rents and leases - - - 94 1.8 - 1.2
Dopreciation and amortizat - - - 33 3.0 - 343
Intesest, net - 223 5.3 {2.0) 09 - 215
Managemeat fees - - - {42) 4.2 - -
Irpalrment loss - - - 431 - - 43,1
Other ’ - - - 1.5 - - 15
Total costs and expendes 1.1 223 63 817,53 234.7 (147 867.2
Tncome Quss) from continuing eperations '
before Income taxes . 1.1 ) {223} 6.3 (2.5) 156 - {23.6)
Tacome tax benefit {expense) 36 - - - 6.1 6.1 36
Equity in eamings of subsidiarics 232) - - - - ) -
Incoms oss} from continuing operations (20,7 } (22.3) (6.3} (2.5} 9.5 2.3 {200}
Inconme {lass) from digcontia
operations, net of laxes —- - - 0.1 - - [1%]
et income (loss) {20.7 } (22.3) {63} (5.4) 9.5 283 (199
Legg: Net income attributablé fo non—
controliing interasts - - - {0.8) - . - 0.8
et income (foss) attributable to Venguard N
Health Systems, Inc. stockholdess S (207 0§ (223 5 {63} s (102) s 2.5 $ 293 & 0.7
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VANGUARD BEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
Tor the six months ended December 31, 2008

{Unandited)
fssuers of {ssmers of Guarantor Combined ‘Fotal
Parent 2.0% Notes  11.25% Noles Subskdizries Nen-Guarantors Eliminations Consolldated
(Tt miilions}

Palient service revenues H - § - ] - L1434 3 3.0 $ 0L § LMy
Promivin reveaues - - - 302 . 2488 o5 298.9
‘Total revenues - - - 1,173.8 349.8 £11.8) 1,511.6
Salaries and benofits 2.2 - - ©osa01 44.0 - 5953
Health plan ¢laims expense - - - 17.3 2} [+ prend
Supplies - - - 208.3 15.8 - 2946
Provision for doublful 2ecounts - - - 1.9 5.0 - 1029
Purchasad seavices - - - T4.6 71 - 8L.7
Othor operaling expenses o1 - - 003 - 13 .5 1184
Rents and Jeases - - - - © g2 33 - 215
Depreciation and amortization - - - 57.2 7.2 - 644
Interest, net - 49.1 10.7 (25) 04 -~ $13
Management fess - ~ - .0 1.0 - -



Other - - - 0.2 0.5 - 0.8
Total costs and expenses 2.3 491 10.7 11137 3306 {11.8) L4946
Income (foss) from continuing operations
befors income taxes @9 @1 ) 19N 529 19.2 - 170
Income tax benefit {expensa) %)) - - - (6.T) 67 {3.3)
Baquity in ¢arnings of subsldiaries 1846 - - - - (18.6) -
Incomse {tos€) from continuing operations 1.9 [CARS] {107y 599 12.5 (11.9) .7
Iecoma rom discontimyed operatioas,
ot of taxes - - - a5 04 - o8
Met income {foss 110 49.1 16. 664 129 1.9 12.6
Less: Net i&zgame) altributable to non— ¢ ) uen m)
controlling interests - - - (L6} - - 0.8
Net income (Joss) attributable to Yanguard
Health Systems, Ino, stockbolders H 1.0 § (el y 8 {16.7) 5 588 $ 129 5 1% $ 1.0
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VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
For the six months ended December 31, 2002
(Unaudited)
TIssuers of Tssizers of Guarantor Comblned Tolak
Parent 9,0% Notes 11.25% Notes Subsidiaries Nn—-G H Rliminations Comelidated
{Tn milltons}
Patieat service revenues s - 3 - $ - $§ Lin2 3 0.6 s {134 5 L2504
Premfuns revenues - - - 106 4015 {15.5) 4166
“Fotsl revenues - - ~ 12088 4921 £28.9) 1,6619
Salaries and henefits 2.9 - - 5817 483 - 6389
Health plan claims expense - - - 16.3 3289 {13.4) 331
Supplies - - - 208.6 172 - 2258
Provisien for doubtful accounts - - - §8.1 4.1 - 122
Purchased serviees - - - 81.3 IL0 - 923
Other optrating expenses 0.5 - - 1170 325 (i5.5) 134.1
Rents and leases - - - 13.6 37 - 223
Deprecladon and amortization - - - 1.8 87 - 683
Interest, net - 44.4 12.] (3.6) 1.6 - 343
Management fees - - - 85 85 - -
Impaiment Joss - - - 43.4 - - 43.1
Other - - - 26 - - 26
TFotel costs and expenses 30 44.6 £2.1 . 1,192.8 452.5 (289} 1,686.1
Income (oss) from continulng opetations
oefore Enco)ma laxes (30 ) {84.6) (12.1} iLe . 29.6 - (19.1)
Tncome tax beaefil (expense) 1.7 - - - {10.4) 104 Eiv)
Equity in ¢araings of subsidiaries {179 ) - - - - 179 ~
Tncoma (loss) From continuip, ations (192 (44.8) 121 i1.0 192 8.3 17.4;
Loss fro(nl': discontinned operagﬁgir’: ) ah a8
net of taxes - - - .13 - - o1
Net jncome (foss 192 (4. 12.1 109 192 283 17.5)
Tess: N in(com%: atiributable fo non- ¢ ) 9 oz
controlling interests - - - on - - (L7
Net {oeome Joss) attributsble to Veaguard '
Healt Systems, Ine. stockbolders 3 {iex ) 5 {46 3 (i1 s 8.2 3 19.2 - 233 3 (19.2)
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VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the six months ended December 31, 2008

(Unaudited)
Tssuers of Tesuers of Guarantor Combined Total
Parvent 9.8% Notes 11.25% Notes Subsidiaries Non~Guarantors Ellminations Counsolidated
fin militons}
Operating activities:
Net income (foss} 5 11.0 s @ $ (10.7) N 0.4 $ 12.9 3 (11.9) 3 126
Adjustments 10 reconcite net income
043} to et cash provided by (used In}
operating activitles
Income from discontinued
oparations, net of 12xtes - - - .5 {04 ) - ©9)
Depretiation and amortizetion - - - 512 12 - 4
Frovision for doubtful aceounts - - - 919 50 - 102.%
Diferved income laxes 1.6 - - - - X
Amortization of foan costs - 25 0. - - - 16
Accretion of principat on senior disconnt
notes” - - 106 ~- - - 0.6
Galn on disposal of assels - - - (N3] - - {21}
Stock vempensation 22 - - - - - 22
Realkeed losg on investments - - - - 0.6 ) - 0.6
Changes in operaling assols and lizbiiities,
net of affects of acqulsitions:
Bauity in camings of subsidiaries [18.6 } - - - - 18.6 -
Actounts recolvable - - - 913 6.3) - {103.6)
mgﬂw A oth - - - (1.1} {02) - (1.3}
expaases and other eamrent
assets - - - (1.7} 38 - 21
Accounts payable - - - 0.7 37 - 4.4
Actrued expensss and other Jiabilities 3.3 8.5 - 303 4.3 {10.2) 572
Netcash provided by (used in) operatin
activities -condm)i'ing opem)iio];im ¢ - {381 ) - 1443 50.6 (3.5) 1533
Het cash provided by operating activities ~
discontinued operations - - - 0.5 G4 - 0y
Net cash provided by {used In)
openating eetivities - @381 ) - 144.8 51.0 (3.5) 1542
Tnvesting astvitles:

. Capital expeadinoes - - - {312 (3.5) - (54.7)
Acquisitions - - - (35) - - 6
Proceads from asset dispositions - - - 440 - ~ 40
Gther ~ - - - 0.3) - 0.3}
Net cash used in investing activides - - - (503} 3.8 - (54.6)
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VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the six months ended December 31, 2008
(Unaudited)
{continued)
Tssners of Tssuers of Guarantor Combined Total
Parent 9.0% Notes 11.25% Motes Subsidiaries Non—Guaranlors Eliminations Consolidated
(T miiliars)
Finaneing activities:
Payments of lorg—term debt 5 - s (39 5 - 5 - 3 - $ - § (39
Distributions paid to ron-¢ontrolling
inferests - - - - 6.2 35 (eX)]
Cash provided by {used {n} intercompany
actvity R - 42.0 - 1.0 [33.0) - -



Nekeash provided by (nsed i) financing
activities - 381 - 1.6 (592} 3.5 (6.6}
Net increase (detvease) in cash and cash :
ivalents - - ~ 1050 (12.0) - $3.0
Castt and cash equivalents, beginning of
pesiod - - - 20 596 - 1416
Cash and cash equivalents, ead of period $ - 5 - s ~ 3 i87.0 416 $ - 3 2348
K IR
25
VANGUARD HEALTH SYSTEMS, INC.
CONDENSED CONSOLIDA'EING STATEMENTS OF CASH FLOWS
For the six months ended December 31, 2009
{Upaudited)
Issuers of Tasuers of Guarantor Combined Totsl
Parent 9.0% Notes 11,25% Notes Subsidiaries WNon-Guareniors Efiminations Consolidated
{Tn millions)
Operatiog scfivitles: . .
Met income (f0s9) $  (192) § {448 § g s 109 19.2 s 283 s (115
Adjustments 1o recon¢ile net income .
oss} to net cash provided by {used in)
operating activitles:
Loss from discontinued operations,
net of taxes - - - 0.1 - - 0.1
Depreciation and amornization - - - 610 6.7 - 68,3
Provision for doubtful sccounts - - - 68.1 41 - 22
Daferred intoms faxes {11) - - - - - 7
Amortizsilen of loan costs - 22 0.2 - - - 29
Aceretion of prinelpal oa senior discount
nofes - - 5.8 - -~ - 58
Loss {gain} ondisposal of assets - - - 04 - - 0.4
Stock compensation 29 - - - - - 19
Tmygairment loss - - - 43,1 - - 43.1
Changss In operaling assets and Labilities: .
Equity in camings of subsidiarles 179 - - - - (179) -
Accounis receivable - - - £{79.6) (5.9) - (85.5)
Tnveatores - - - (1.6} {02y - (48
Prepaid expenses and other current
a5ty - - - (3.9 9.1 ) 52
Accounis payable - - - 13.5 k| - 206
Accried expenses and other Habilities 6.1 (G 6.1 353 78 (10.3) 40.7
Net cash provided by {used in) operatin .
acﬁviﬁfs- continul:(Lg opera}tim s - €62y - - 1429 419 0.1 149.7
Net cash used jo operatiog activities —
discontinued operations - - - 0.0 - - ©1
Het cash provided by (used i}
opetating activities - (46.2) - : 147.8 47.9 4] 1496
Investing activitles:
Caplial expenditures - - - (64.8) (3.46) - (68.49)
Acquisitions - - - (1.5} - - (1.5)
Procecds from asvet dispositions - - - L4 - - £A4
Increaso o restrieted cash - ~ - . (20.0) - - £20.0)
Other - - - 3 - - @3
Netcash used jn investing sctivities - - - {85.2) 3.6 - (88.8)
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ANGUARD HEALTH SYSTEMS, INC.

V.
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

For the six months ended Deceraher 31, 2009
(Unaudited)



{continued)

Fssuers of Issuers of Guaranter Combined Totzl
Parent 9.0% Notes 11.25% Notes Subsidlaries Non~Guarantors Eltminations Consolldated
(T millions}
Financing activitiest
Payments of long-ferm debt s - 3 (3.8) S - $ - s - 3 - ] (3.8
Payments related to derivative instrament
with finencing clement (54 ) - - - - - (5.4}
Distributions paid to non—controlling
intetests - - - - (4.6}, 2% 0.8
Cash provided by (used in)
intercompany zctivity 34 50.0 - 26.1 {718.6) (2.9 -
Net cash provided by {used in} financing
astiviiles - 46.2 - 261 (83.2) o.n (iL0)
Net increase (decrease) in cash and eash
ivalents - - - 88.7 (38.9) - 49.8
Cash and cash equivalents, beginning of
patiod - - - i633 1399 - 308.2
Cash and cash equivalents, end of pedied 3 - 5 - s - § 24570 H 101.0 s - $ 3530
31

15. SUBSEQUENT EVENTS -

Vanguard has evaluated subsequent eveats for the {hres and six months ended December 31, 2009 through Pebruary 9, 2010, tie date these financial
statements were issued. In January 2610, Vanguard completed a coméarehensive refinancing plan (the “Refinanclog”). Under the Refinancing, certain of
Vanguard's subsidiaries entered into an 3815.0 million senfor secured term loan (the “2010 teem loan facility”) agd a $260.0 milljon revolving credit faciity
{tha #2010 revolving facility” and together with the 2016 term loan facility, the “2010 credit fachlities"). The 2010 term Ioan facility matures in January
3016 and will bear interest at a per annum rafe equal to, at Vanguard's option, EIBOR (subject to a flaor of 1.50%) plus 3.50% or a base rate plus 2.50%.
Upon the ocourrence of cerfain events, Vanguard’s subsidiaries may sequest an incrementa] ferm Joan facility to be added to the 2010 term loan faeility to
issus additional term loans In such amounts as Vanguard determines, subject {o Ihe receipt of commitments by existing lenders or other financing
institutions for such amount of term Joans and the satisfaction of certafn Gther conditions, The 2010 revolving facility matures in Januery 2015, and
Vanguard's subsidiaries may seek to Inorease the borrowing avaflability under the 2010 revolving facility to an amoutt larger than $260.0 million, subject
to the seceipt of commitments by existing lenders or other financial institutions for such increased revolvin facility and the satisfaction of other conditlons.
Any future borrowings under the 2010 revolving Eacility will Gear interest at & per anum rate equal to, at Vanguard's option, LIBOR plus 3.50% or a base
ate f[us 2.50%, both of which are subject to a 0.25% decrease dependent upon Vanguard's consolidated loverage ratio. Vanﬁ;mrd may ulilize the 2010
revolving facility to issae np to $100.0 million of letters of credit {$30.2 mitilon of which were outstanding as of the date of the Reﬁnancin%). The 2010
credit facilities contain numerous covenants that restrict Vanguard or s subsidiaries from completing ceptain transactions and also include imitations on
capital expenditures, & minimum Inferest coverage ratio requirement and & maximum loverage ratio requirement. Vanguard’s first test peciod to comply with

these covenants Is June 30, 2010,

As part of the Refinancing, certain of Vanguard's subsidiaries issued $950,0 million aggrogate amount at maturity ($936.3 million cash Frooe_eds) of
8.0% senior unseoured notes dne Pebruary 2018 {the “8.0% Notes”) ina private placement offering. The 8.0% Notes are red¢emable, in whole or in part, at
any Lime on or after Febrary 1, 2014 at specified redemplion prices. These subsidiasies may redeem up fo 35% of the 8.0% Notes before February 1, 2013
with the net cash proceeds ffom certaln equiiy offerings at & price equal o 108% plus accrued interest or some ot all of the notes prior to Febrary 1, 2014 at

a redemptton price equal to 100% plus acerued interest plus 2 make-whole premium,

The procecds from the 2010 credit facilities, the {ssuanes of the 3.0% Notes and available cash were used to repay the $764.2 million pringipal and
jnterest outstanding related to the 2005 term loan facility; to fund $597.0 miflion and $232,5 million of cash tender offers and consent solicitations and
aceraed interest for those holders of the 9.0% Notes and 11.25% Notes, respectively, who accepted the tender offers; to pay fees and expenses related fo the
Refinancing; to pay $2.6 million to terminate the intérest fate swap agreeinent releted to the 2005 term loan facility, representing the swap liabillty at the
Refinaucing date; fo purchase 446 shares hield by certain former smployees; and to fund a $300.0 million distribution to repurchase a portion of the shares
owned by the remaining stockholders. Subsequent to the $300.0 million share repurchase, Vanguard complefed a 1.4778 for one 8 lit that offectively
retumned the share ownership for each stockholder that participated in the disiribution fo the same fevel as that in effect immediately priof to the distribution.
Approximately $20,6 million and $4.1 miltion of the 9.0% Nofes and 11.25% Notes remained outstanding as of the sxpiration of the initial tender offer and
conzsent solicifation period and through the portion of the extended fender offer period es of the date of this filing for the holders of the 2.0% Notes and
11.25% Notes. Certzln of Vanguard's subsidiaries will redcem for cash those remeining 9.0% Notes and 11.25% Notes that have not been tendered by
Febmary §1, 2010 on March 5, 2010. The redemption price for the 9.0% Notes will be 104,500% of the principal amount thereof plus accrued and unpaid
interest, and the redemption pr’ica for the 11.25% Notes will be 105.625% of the principal amount thereof plus acerued and unpaid interest.

Ttem 2. Management’s Discassion and Analysis of Finaneial Condition and Results of Operations.

Forward Looking Statements

This report on Form 10-Q contains sforward—looking statements” within the meaning of the federal securities laws which are infended to be covered
by the safe harbors created thereby. Forward~tooking stafements ase those statements that are based ugon management’s current plans and expéciations as
opposed o bistorical and current facts and are often 1 ptified in this report by use of words Includiag but not limited to “may,” “believe,"” “will,” “project,”
“expect,” “estimate,” “anticipate,” and “plan.’* These staterments are based upon estimates and assumptions made by Vanguard's mapagement that, although
believed to be reasonable, are subject to numerous factors, risks apd uncertainties that coutd cause actual outcomes
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and results to be materally different from those projected. These factors, risks and uncertaintios include, among others, the following!

+ Qur high degres of leverage and interest rate risk
» Our ability to incur substentially more debt
+ Operating and fnancial restrictions in our debt apreements
= Qur ability to generate cash necessary ¢ service our debt
+ Weakened economio conditions and volatile capital markets
+ Potential liability refated to disclosures of relationships between physicians and our hospitals
+ Post-payment clajms reviews by govemmental agencies could result in additional costs to us
» Our abillty to successfully implement our business stategles .
+ Our ability to grow our business and successfutly integeate future acquisitions
« Potential acquisitions could be costly; unsuccessful or subject us fo unexpected labilities
« Conflicts of Interest that may arise as a result of our control by & small number of stockholders
+ The highly competitive nature of the healthcare industry
+ Governmental regulation of the industry, including Medicare and Medicaid relmbursement levels
+ Prassuses to contain costs by managed cars organizations and ofher insurers and our ability to negotiate acceplable
terms with these third party payers
. Ot:ir ability to attract and retain qualified management and healthcare professionals, jocluding physiclans
and nurses
+ Potential federal or state reform of healthcare
+ Future governmental investipations
« Our fatjure to adeguately enbiance our fecilities with technelogically advanced equipment could adversely affect
. ourrevenues and market position
« Potential lawsuits or other claims asserted against us :
« Our ability to maintain or increase patient membership and conirol costs of our managed healthcare plas
+ Our exposure 1o the increased amounts of and collection risks associated with wainsured accounts and the co-pay
and deductible portions of insured 2ccounts
+ Dependence on our senior management team and focal management petsonnel
+ Volatility of professional and general Hability insurance for us and the physicians who practice at our hospitals
and increases in the quantity and severity of professional Hability claims
« Our abllity to maintain and Increase pafient velumes and control the costs of providing services, inchuding
salaries and benefits, supplies and bad debts
+ Tncreased costs from further government regulation of healthcare and our filure to comply, or allegations of our
failure to comply, with applicable laws and regulations
« The geagraphic concentration of our operations
» Technological and pharmaceutical imgrovements that Increase the cost of providing, or reduce the demand for,
healthears services and shift demand for inpatient services to outpatient settings .
+ Costs and compllance risks associated with Section 404 of the Sarbanes-Oxley Act
+ A Pailure of our information systems would adversely impact our ability to manage our operatlons
+ Material non—cash charges to earnings from impatrment of goodwill associated with declines In the fair market
values of our reporting units
+ Volatility of materials and Jabor costs for, or state offorts to regulate, potential construction projects that may be
necessary for future growth

Out forward-looking statemments speak only as of the date made. Except as required by law, we underfake no abligation to publicly update or revise
any forward~looking statements contained herein, whether as & result of new Infezmation, future events or otherwise, We advise vou, however, to consult
any additionat disclosures we make ln our other filings with the Securities and Exchange Conmission, including, without limitation, the discussion of risks
and other uncertainties under the caption “ftem 1A, Risk Factors” included later In this Report. You arg cautioned 1o not rely on such forward-Jooking
Statemonts when evaluating the information confained in this report. In light of the significant uncertaintics ipherent in the forward-looking statements
included i this report, you should not regard the inclusion of such information as a representation by us that our ob{'ccﬁves and plans anticipated by the
forward-looking statesnents will occur or be achieved, or if any of them do, what impact they will have on our results of operations and financlal condition.
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Executive Overview

As of December 31, 2009, we owned and operated 15 hospitals with a totat of 4,135 ticensed beds, and related ovtpatient service facilities
complementary to the hospitals in San Antonio, Texas; metropolitan Phoenix, Arizoba metropotitan Chicago, INineis; and Massachusetts, and iwo surgery
centers i Orange County, California, As of December 31, 2049, we also owned thyee health plans as set forth in the following table.

" Health Plan Latation Membership
Phoenix Health Plan ("PHP™) ~ managed Medicald Arizons 198,400
Abrazo Advantage Health Plan ("AAHE™} ~ manzged Medicare and Dual Bligible Asjzona 2,700
MacNeal Health Providess (“MEP") - caplisted outpatient 2ad physicien setvices Minsls 38,700

e r———
239,300
T

Qur objestive s to help people In the communities we serve achieve health for Hfe by delivering an {deal patient-centered experience i1 a bighly
relisble environment of care. We plan to grow our busiuess by improving quality of care, expanding services and strengthening the financial performance of
our existing operations and selestively acquiring other hospitals where we see an opportunity to improve operating performance and profitability.

Operating Environment

We believe that the ctﬂzrating environment for hospital operators contigues to evolve, which presents both challenges and opportunities for us. Tn order
to temain competitive in the markets we serve, we inust fransform our operating strategies to not only accommodate chang_ing_enwmnmentai factors but to
make them operating advantages for us relative to our peers. These faciors will require continmied foous on quality of care initiatives, As consumers become



rsors involved in their healtheare decisions, we believe perecived quality of care will become an even greater factor in determining where physiciass choose
to practice and where patients choose to receive care, In 1ho following paragraphs we discuss both current chatlenges and future challenges that we face and

our strategies to proactively address themn.

Pay for Performonce Reimbursement

Many payers, including Medicare and several farge managed care organizations, currently 1equire hospital providers to report cortain quality measures
in order (0 Feceive te full amount of payment increases that were awarded automatically in the past, For federal fiscal year 2010, Medicare expanded the
siuber of quality measures to be reported to 47 compared to 43 during federal fiscal year 2009, Many large managed ¢aye orgaoizations have developed
quality measurement criteria that age similar to of even more stringent than thess Medicare requirements. ite current Medicare guidelines and contracts
with most managed care payers provide for refmbursement based upon the reporting of quality measures, we believe it is only a matter of tine untli all
siguificant payers utilize the quality measures themselves to determine reimbursement rates for hospital services, In order to mest these requirements, we
must deliver an jdeal patient-centered experienco. This will require us o engage our nurses and partner witk physicians to drive our quality of eare
sirategies, 1o invest in and upgrade our information technology systers to monitor clinical quatity indicators and to maks all of our processes more efficient.

Physiclan Alignment

Our abillty o altract skified physicians fo our hospitals is critleal to our success. Cootdination of cere and alignment of care sirategies between
hospitals and physicians will become more eritical as reimbursenent becomes more episode-based. We have adopted several significant physiclan
recruitment goals with primary emphasis on recruiting physicians specializing in family practice, intemal medicine, obstetrics and gynecology, cardiology,
nenrology, orthopedics and inpatient hospital care (hospitalists). To provide our patients access to the appropriate physician resources, we actively recruit

hysicians to the communities served by our hospitals through employment agreements, relocatlon agreements of physleian practice acquisitions. We have
invested heavily in the Infrastructure necessary 1o coordinate our physician alignment strategles and manage out phiysfelan operations, Cur hospltalist
employment strategy 1s a key sfement in coordination of patient-eentered care. The costs assoclated with recruiting, integrating and managing such a large

oumber of new physicians will have &
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negatlve impact on owr operating restlis and cash flows in the short term. However, we expect to realize improved ¢linical quafity and service expansien
capabilitics from this initiative that will positively impect our operating results over the fong~term.

Cosi pressures

In order to demonstrate & highly refiable environment of care, We must hire and etajn nurses who share our ideals and belicfs and who have access to
the training necessary 1o implement our ¢linical quality initiatives. While the national nursing shortage has abated somewhat during the past year, the
aursing workforce remains volatile, As a result, we expeet continuing pressures on nutsing salaties and benefits costs, These pressures inciude higher than
normal base wags increases, demands for flexible working hours and other increased benefits and higher surse to patient ratios necessary to improve quality
of cate, Inflationary pressures and technologlieal advancements conlinue to drive supplics costs higher. We have implemented multiple supply chain
initiatives including cousolidation of low-priced vendors, establishment oF value analysls teams and coordination of care efforts with physiclans to reduce

physician preference items.

Potential Healthcare Reform

A comprehensive healthcare reform bill was widely anticipated to become law sometime in early 2010, The House of Representatives passed its health
reform bill or November 7, 2009 followed by Senate passage of thelr version of a health reform bill on December 24, 2009. During January 20190,
Congressional leaders and representatives of the Obatna adminlstration have been mesting to develop z single bill that incorporates provisions from the bills

assed by each of the House of Representatives and the Seaate. With the election to the United States Senate of State Senator Scott Brown (R} of
assachuselts, the enactment of such a bill, and the contents of any bill so enacted, have become uncertain, Assunming Congress conies to an agreement and
passes final legislation, President Obama is expected to sign the health reform package. We are not able to predict what impact these developrents may
have on cur Autire operating results or cash flows at this time.

Implementation of our Clinieal Quality Initiatives

The integral component of each of the challenge areas previously diseussed is quality of care. We have jeaplemented roany of our expanded clinical ?'ua}ity
injtiatives and are In the process of implementing several others. These initiatives iocTude monthly review of the 47 CMS quality indicators in place tor
federal fiscal year 2010, rapid response teams, mook Joint Comraission surveys, hourly nutsing rounds, our nurse leadership professional practice model,
alignment of hospital management incentive compensation with uality performance indicators and the formation of Physician Advisory Councils at our
hospltals to allgn the quality goals of our hospilals with those of the physieians who practice in our hospilals,

Sources of Revenues

Hospital revenues depend upon jnpatient occupancy levels, the medicel and ancitlary services ordered by physicians and provided to patients, the
volume of oulpatient procedures and the charges or payment rafes for such services. Charges and reimbussement rates for inpatient services vaxg
significantly depending on the type of payer, the type of service (.2., scute care, Intensive care or subacute) and the geographic location of the hospital.
Inpatient oceupancy levels fluctuate for-various reasons, many oL W ich are bayond our control.

We receive payment for pationt services from:

+ the federal government, primarily under the Medicare prograrm;

+ state Medicaid programs; o,

« health majntenasce organizations, preferred provider organizations, managed Medicare providess,
managed Medicald providers and olher private insurers; and

v individual patients
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The following teble sets forth the percentages of net patient revenues by payer for the threo months and six months ended December 31, 2008 and



The Medicare progeam, the nation®s largest health ins
insurance benefits to persons age 65 and over, soms disabled person
assets, Medicaid is a federai-state program, administered
unable to afford healthcare. A of aur general, acute care

Medicare
Megieaid

Managed Medicare
Managed Medicald
hianaged cars

Self pay

Other

Tofal

Three months ended Six months ended
Detember 3%,
2008 2009 2008 009

[ —

25.5% 26.1% 25.8% 25.3%

1% 61% 7.3% 1.2%

14.2% 15.1% 13.8% 14.8%

89% 9.3% 0.2% 9.9%

35.3% 5.0% 345% 350%

1% 68.1% 8.1% 6.8%

0.9% 11% 1.0% 1.0%
—————

10003 100.0% 100.0% 100.0%
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Wrance program,
s and persons wi
which provides hosp

by the siates,
ted States are ce

hospitals Jocated in the Uni

is administered by CMS. Medicare provides certain hospital and medical
th end—-stage renal disease without regatd to beneficiary income or
ital and medical benefils o qualifying individwals who are

riified as healtheare services providers for persons

covered under the Medicare aod the various state Medicaid programs, Amounts received under these programs are generally signiticantly less than
established hospital gross charges for the serviess provided.

I our June 30, 2009 10-X, we described the types of payments we weceive for services provided to ‘fatien!s ensolled In the traditional Medicare plan
{both for fopatient and outpatient services), managed Medicats plans, Medicaid plans, managed Medicaid plans and managed carc plans. We 2lso discussed
the unique reimbursement features of the traditional Medicare plan, including disproportionate shace, outhier cases and direct graduate and indirect medical
educarion. The annual Medicare regulatory updates published Zf CMS in Angust 20% that impact reimbursement rates under the plan for services provided
during the federal fiscal year beginning Ocfober 1, 2009 were also discussed In our June 30, 2009 10~K. ’

Our hospitals offer discounts from established charges to certain group purchasers of henltheare services, intluding private insurance companies,
employers, health maintenance organizations, preferred provider organizations and other smanaged care plans as well as uninsured discouats for patients
with no Insurance coverage at ;nost of our hospitals, These discount programs limit our abilitﬁ to increass patient servics revenues in response fo increasing
costs, Paticnts generally are not responsible for ang difference between established hoslp‘ltal charges and amounts reimbursed for such services under
Medicare, Medicaid and managed care Emgrams. ut are generally responsible for exclusions, deductibles and colnsurance features of their oovera%ejs. Due
to rising fealtheare costs, many payers have increased the number of excluded services and the lovels of deductibles and coinsurance resulting in a higher
portion of the contracted rate due from the individual paticats. Collecting amounts due from individual patients Is typically more difficult than collecting
from governmental or private managed care plans.
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Volumes by Payer

During the six months ended December 31, 2009 compared to the prier year period, discharges were flat and total adjusted discharges increased 2.8%.
The following table provides details of discharges by payer for the three and six moaths ended December 31, 2008 and 2009.

Three months ended $ix manths ended,
December 31, December 31,
2008 2089 2008 209

Medicare 11,375 22.3% 11,593 11.6% 23,631 27.0% 22,695 21.0%
Medicaid 4313 10.4% 3,672 8.7% 8,764 10.5% 7264 7%
Managed Medlcare 6,524 15.7% 6,769 15.1% 12,914 15.4% 13,449 16.004
Manaped Medicaid 5,678 13.7% 6,352 15.6% 11,560 13.8% 12971 15.5%
Managed care 12,364 29.7% 11,286 26.58% 25659 29.9% 22928 21.3%
Self pay 1,220 2.9% 1,999 4.4% 2,635 11% 4,257 5%
Other 130 0.3% 166 04% 282 9.3% 355 04%
Total. 41,604 100.0% 42,037 10.0% 43,385 100.0% 83,920 100.0%

Payer Reimbursement Trends

In additlen to the volume factors described above, patient mix, acuity factors and pricing trepds affect our patient service revenues. Net patient revenue

per adjusted discharge was $8,284 and $8,314 for the six menths ended December 31, 2008 and 2009, respectively, This small Increase relative to prior
periods was primarily due te the uninsured discount policy that we Implemented in our Chicago hosplials on April 1, 2009 and in out Phoenix and San
Antonio hospitals on July 1, 2009, Under this policy, we apply an upinsured discount (calculated as a standard percentage of gross charges) at the time of
patient bifling for those patients with so jnsurance coverage who do not qualify for charity care under our guidelines. We recorded $112.9 million of
uninsured discount revonue deductlons during the six months ended December 31, 2009, $74.2 miltlon of which would have otherwise been included in het
patient revenues and subjected to our allowance for doubtful accounts policy had we not implemented our uninsured discount poHey at these hospitals.

Tmpact of Currenf BEconomic Environment



We contlnue to experfence linited volume growth due to staghant demand for inpatient healtheare services and increased competition for available
patients. The current weakened economic environment has negatively impacted many [ndustries. While many healthcars services are considered
non-discretfonary in nature, certain services including elective procedures and other non-¢mergent services may be deferred or canceled by patients when
they are suffering personal financial bardship or have 4 negative outlook on the general cconomy. Increases in unemgioymcnt often result in 2 higher
aumber of uninsured patients, and employer cost reduction progrars may result In a higher leve} of co-pars and deductible Jimits for%atients. .
Governmental payers and managed care payers may reduce reimbusserment paid to hospifals and other healthcare providers to address budget shortfalls or
enrotlment declinies. We are unable to deterniine the spesificimpact of the weskened sconomic envitonrent to our results of aperalions o cash flows,
However, we believe thess economie conditions have negatively impuacted our volumes and payer mix during the current year period to some degree. We
expect our volumes to improve more significantly over the long—term as a result of our quality of care and service expanston initiatives and other
market-speeific strategies, especially as more individuals tn the markets we serve teach ages where hospital services become more prevalent, However, we
have no way to estimate when the economy may improve or when we will realize the benefits of our long—term stategies.

37

Accomnts Recelvable Collection Risks Leading to Increased Bud Debts

Simifar to other companles in the hospital industry, we facs continued pressures in ¢ollecting outstanding sceounts secoivable primarily dus to
vofatility in the uninsured and underinsured pepulations in the rarkets we serve. The following table provides a summary of gur accounts receivable payer
class mix as of each respective period presented. .

December 35,2005 0-90 days 91~180 days Over 180 days TFolal
Medicars 15.4% 04% 03% 16.1%
Mediczid 74% 20% 1.6% 110%
Managed Medlcare 9.4% 04% 04% 10.2%
Managed Medicaid . 6.6% 0.6% 0A% 7.6%
Mansged Care 36.0% 2.5% i.7% 30.2%
Self-Pay(h) 8A4% 8.0% 99% 17.3%
Self-Pay after primaryt?) 1.6% 2.2% L1 4.9%
Other : 1.6% 0.7% 0.4% 23%
Tolat 76.4% 16.8% 5.8% 100.0%
L —

June 30, 2000 P90 duys 91-180 days Over 180 days Total
Medicare 15.6% 03% 0.3% 14.2%
tedicald 6.7% 0.9% 1.0% 8.6%
Menaged Medicars 100% 0.5% 0.3% 10.5%
Managed Medicald 11% 0.5% 4.5% 8.1%
Managed Care C2s.% 2.3% 15% 289%
Solf-Payl} 9.7% 8.1% 0.8% 18.6%
Sclf-Pay after primary(Z} 11% 2.9% 0.9% 59%
Other X 1.8% 6% 0.5% 25%
Totel B 16.1% 5.8% 100.0%

. —

December 31, 2009 0-50 days 91130 days Over 180 days Total
Medicare 17.5% 05% 04% - [8.4%
Medicaid 3.0% 0.9% 10% 69%
Managed Medicare 12.1% 0.1% i 0.4% 132%
Mapaged Medicaid 8.0% 0.5% 0.5% %.0%
Managed Care 21.9% 1.9% 1.4% 312%
Self-Paylt) %1% 3% 0.6% 1238%
Self-Pay after primary (2} 1.5% 2.7% GI% 53%
Gther 223% 06% 0.4% 3.2%
Total B3.7% 10.9% 54% 100.0%
TR IO AT TR

ii; Tncludes uninsered patient accounts only.
{2) Includes patient co-insurance and deductidble amounts afier payment has been received fiom the primary payer.

Our combined allowances for doubtful accounts, uninsured discounts and charity care covered 96.5% and 88.6% of combined self-pay and self—pay
after primary zccounts receivable as of June 30, 2009 and December 31, 2009, respectively.
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ghe period over period decrease ig due to the implementation of ovr uninsured discount polioy at our Phoenix and San Antonio hospitals effective July 1,

The volume of self-pay accounts receivable remains sensitive to a combination of factors including price inereases, acuity of services, higher levels of
patient deductibles and co~Insurance under managed care plans, economio factors and the increased difficulties of uninsur;d;(galients whe do not qualify for
charity care programs to pay for escalating healtheare costs, We have implemented policies and procedures designed to expedite upfront cash collections
:tl;f promote repayment plans from oue patients. However, we elieve bad detits will remain a signifleant cisk for us and the rest of the hespital industry in

near term.

Governmental and Managed Care Payer Reimbursenient

Healiheare spending comprises a significant portion of tolal spending in the United States and has been growing at annital rates thet exceed inflation,
wage growth and gross nationat preduct, There is considerable pressure o govemmental payers, managed MedicareMedicaid payers and commercial
managed care payars to conrol costs by either redusing or limiting increases in reimbursement {o healtheate providers or limiting benefits to enrollees, The
cutrent weakened economic enviropment has magnified these pressures, Lower than expected tax collections due to higher unemployment and depressed
consutner spending have resulted in budget shortfalls for most states, including those in which we operate, Additionally, the demend for Medicaid coverage
has increased due fo job Insses that have left many individuals without health Jnsnrance. To balance their budgets, many states, elther direetly of through
thelr managed Medicaid programs, may enact healthcare spending cuts or defer cash payments to healthcate praviders, Further, the tightened crodit markets
have complicated the states® efforts to issue additienal bonds to rajse cash, During the six months ended December 31, 2009, combined Medicaid and
managed Medleald programs accounted for approximsately 1% of our nef patient revenues, Managed care payers also face cconomic pressures ducing
periods of economic weakness dug to lower enroflment resulting from higher unemployment rates and the inability of individuats to aft‘org({nrivats insurance
coverage, These payers may respond to these challenges by reducing ot limiting increases to healthcate provider reimbursement rates or reducing benefits to
enrollees, During the six months ended December 31, 2009, we recoguized approximately 35% of our net patient evenues from managed care payers. ifwe
- do nol receive ncreased payer reimbursement rates from govemmeniat or managed care payers that cover the increasing cost of providing healthcare
services fo our patients or if govemmental payers defer payments to our hospitals, our financial position, resulls of operations and cash flows could be
materially adversely impacted,

Increased Costs of Compliance in a Heavily Regulated Indusiry

We conduct business in a heavily regulated indusiry. Accordingly, we maintain a comprehensive, company—wide compliance progran (o addresa
healthcare regulatory and other compliance requirements. This compliance program inchudes, among other things, initis} and perodio ethics and compliance
training, a toll~free reporting hotline for smployees, anmual fraud and abuse audils and anoual coding audits. The orgapizatjonal structure of our compliance

- program Inclndes aversight by our board of directors and a high~level corporate management compliance committes. Our Senior Vice President of
Compliance and Ethios reports jointly to our Chairman and Chisf Bxecutive Offfcer and to our board of directors, serves as our Chief Compliance Officer
‘and is charged with direct responsibility for the day—to-day management of our compliance program. We also have reglonal compliance officers [n our
markets that are 160% dedicated to compliance duties, The financial resources necessary for program oversight, juternal enforcement and periodie
improvements to our program continus to grow, especlally when we add new features tu olr PrOgram Or CREAEE external resources to assist with these
highly complex matters. :

Premium Revenues

We recogoize premium revenues from our thres health plans, PHP, AAHP and MHP, PHP's membership fncreased to approximately 198,400 at
December 31, 2009 compared to approximately (60,500 at December 31, 2008 primarily dus to weakened econamic conditions in Arizona that has resulted
in a greater nurnber of individuals eligible for coverage under Arizona Health Care Cost Containment System {“*AHCCCS"™), and the fact that the current
year perfod reflects a full six months under PHE'S pew AHOCCS contract {see discussion below). Premium revenues from these threo plans increased
31177 miltion or 39.4% during the six months ended December 31, 2009 compared to the prior year period.

In May 2008, PHP was awarded a ngw contract with AHCCCS effective for the three~year period beginning October 1, 2008 and ending September
30, 2011, AHCCCS has the option to renew the new confract, in whote or in part, for two.
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additional one—year E»eriods commencing on Getober 1, 2011 and on October 1, 2012, The new contract covers the three counties covered undes the
previous contract {Gila, Maricopa and Pinal) plus an additional six Arjzona counties (z:gache, Coconine, Mohave, Navajo, Pima and Yavapai). The new
contract ulilizes a national episodic/diagnostic risk adjustment factor for non-reconciled enrollee isk groups, which AHCCCS applied retronctively to
Oclober 1, 2008, that was not part of PHP"s previous AHCCCS contract. Our financial statements include an estimated reserve for the im‘pact of this risk
adjustrent factor. In response 16 the State of Atizona’s budget crists and continued concerns about economic indicators during its 2010 iscal year,
AHCCCS has made certain changes to its ourrent contract with PHP that negatively impact PHP's corrent and future revenes, AHCCCS could taks farther
scons in the near term that could materjally adversely impact our aperating results and cash flows including reimbursement rate culs, enrolbment
{’e}%ctions, capitation payment doferrals, covered services reductions or Hmitations or other steps to reduce program expenditares including cancelling

"s contract.

Critical Accounting Policies

Our condensed consolidated Anancial statements have been prepared In accordance with accounting prineiples generally accepted in the United States.
In preparing these financial statements, we make estimates and assumptions that affect the reported amousis of assets, Habilftics, revenucs and expenses
included in the financial statements, Management bases its estimates on historoal expetience and other avallable informatjon, the results of which form the
basis of 1is estimates and assumptions. We consider the following accounting polioies to be ¢ritical because they Involve highly subjective and complex
assurnptions, are subject to greater flucfuation and are the mos! critical to our operating performance. : _

Revenues and revenue deductions

Altowance for doubtful accounts and provision for deubtful accounts
Insurance reserves

Health plan ¢lalms reserves

Income faxes

Leng-lived assets and goodwill

= e = o« s



“Fhere have beea no changes in the natute or application of our eritical accounting policies during the thres months ended December 31, 2009 when
compared to those deseribed n our Current Repart on Form 8- filed with the SEC on January 19, 2010, oxcept those described below.

Revenues and Revenue Deductions

Effective for service dates on ot after Fuly 1, 2009, we implemented 2 new uninsured discount policy for those patients zeceiving services in our
Phoenix aod San Antonio kospitals who had no insurance coverage and who did not otherwise qualify for charity care under our guidelines. We.
implemented this same policy for our Chicago hospitals on April 1, 2009. Under this policy, we apply an uninsured discount (calenlated as a standard
percentage of gross charges) at the time of patient ilting and inelude this discount a5 4 reduction fo patient service revenues. These discounts were
approximately $112.9 million for the six months ended December 31, 2009,

Altowance for Doubtfid Accounts and Provision Jor Doubtfil Accounts

‘e estimate our allowance for doubtiul aceounts nsing a standard policy that reserves all accounts aged greater than 363 days subsequent to discharge
date plus percentages of uninsured accounts and self-pay after primary accounts less than 365 days old. We test our atlowance for doubtful accovnts polie
3uarteri using a hindsight calculation that utilizes write-off data for all payer classes duringthe previous twelve—month period to estimate the allowance for

oubtiul accounts at a pojat in time, We also supplement our analysis by comparing cash collections to net patient revenues and monitoring self-pay .
utilization. We adjust the standard percentages in our allowance for doubtful zccounts reserve polioy as necessary given changes in trends from these
snalyses. We most recently adjusted this reserve licy when we implemented our uninsured discoutt polley e pur Phoenix and San Antonio hospitals ont
July’], 2009 and {n our Blipofs hospitals on Apsi 1, 2009, Significont changes in payer mix, business office operations, general economic conditions and
healtheare coverage provided by federal or state governments or private insirers may rave a significant impact on our estimates and significantly affect our

liquidity, tesults of operations and cash flows.

Prior to the Implementation of our new wninsured discount policy, we classified accounts pending Medicaid approval as Medicaid accounts in our
accounts recelvable aging report and recorded a contractual allowance for these accounts based
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ug:on the average Medicaid reimbursement rate for that s cific state ustil qualification was confirmed at which time {he gccount was sotted In the aging. In
the event an acoount did ot successfully qualify for Medicaid coverage and did pot meet our oharity guidelines, the previously recorded Medicaid
contractua! adjustment remained a ovenue deduction (similac to a selfpay discount), and the remaining tet account halance was reclassified to uninsured
status and sugjected to our allowance for doubtfu] accounts polioy. If accounts did not qualify for Medicald coverage tut did qualify a5 charity care, the
coniractual adjustments were reversed and the gross account batances was recorded as charity deductions,

Upon the implementation of our new uninsured discovnt policy in our Phoenix, San Antonio and Hlineis hospitals, atl uninsured accouits (including
those pending Megicaid qualification) that do not qualify for charitﬁ' care recelve the standard uninsuzed discount. The batance of these accounts is subject
fo our allowance for doubtful accounts policy. For those accounts that subsequently qualify for Medicaid coverags, the uninsured discount is reversed and
the aceolint is reclassified to Medicald accounts receivable with the appropriate conteactual discount applied. Thus, the contractuat alowanee for Medicaid
pending accounts is no longer necsssary for those accounis subject to the uninsured discount policy.

Long—Lived dssets and Goodwill

Bath long—Hved assets, including property, plant and equipment and amortizabic intangible assels, and goodwlll comprise a siguificant portion of our
total assets. We evaluate the carrying value of long—fived assets when impaitment indigators ate preseut or when circumnstanees jndicate that impairment
may exist, When management belioves impairment indicators may exist, projections of the undiscounted futute cash flows associated with the use of and
aventual disposition of long-lived assets held for use are prepared, If the projections indicate flat the carrying values of the long-lived assels ace not
recoverable, we reduce the carrying values 1o fair vaiue.

We review gondwill for impairment annually during our fourth fiscal quarter or neore frequently if cextain impairment indicators atige. We review
g‘oodwili at the reporting level unit, which is one level below an operating segment, We compare the cartying value of tho net assets of each reporting unit to
& et peesent value of estimated discounted fture cash flows of the reporting unit. Ifthe cairying value exceeds the nel present value of estimated
discounted fofure cash flows, an impairment indjeator exists snd an estimate of the impairment Joss is calculated. The fatr value caloulation includes
muitiple assumptions and estimates, including the projected cash flows and discount rates applied,

Out two Chicago hospitals have experienced deteriorating cconomic factors that have negatively lmpacted thelr results of operations and cash flows,
While various initiatives mitigated the impact of these sconomit factors in previous quartess, the aperating results of the Chicago hospitals have ot
improved (o the level anticipated. After having the opportunity to evaluate the operating resuls of the Chicago hospitals for the first six months of fiscal
year 2010 and to reassess the market trends and economic factors, we concluded that it was unltkely that revionsly projected cash flows for these hospitals
would be achieved, We performed an interim goodwill Jmpairment test and, based upon revised projected cash flows, market pacticipant data and appraisal
information, we detenmined that the $43.1 million remaining gaodwill related to this reporting unit was impaired. We recorded the $43.1 milllon (531 8
miliion, net of taxes) non—cash impairment loss in our condensed consolidated stalement of operations for the guarter ended December 31, 2609,
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Selected Operating Statlstics

The following table sets forth certain operaling statistios for ¢ach of the periods presented.

Quarter.ended §ix months ended
Decernber 31, Tecember 31,
008 009 2008 2009
[
Number of hospitals at end of period 15 15 13 i5
Nusmber of ficensed beds at end of period 4,135 4,135 4,133 4,135
Distharges (2) 41,604 42,037 83,885 83,920

Adjusted discharges — hospitals (2) 67,337 63,022 136,044 139,126



Adjusied discharges {3)
Net revenue per ad
Het revenuss per adjusted discharge {2)

ind dtseks

Patjeat days (8)

Average length of stay (days) (a)
Topatient surgesies {2

Outpatlent surgeries (8)

Emergency room visits ()

Octupaney 1ate (3}

Member Fves {2)

Health plan claims exponse percentage (a)

{8} The deninifions Jor the statisties included above 2re set foria in Pant 2, ltem 7, “Management's Discussion and Anslysis of Finaneial Condition and Resulls of Operations”, “Selected

Operating Statisties” in our Rteport on Form 8K fied with the SEC on January 19, 2010.

—1 ra.;(a) ’ 3

70,939
3,626
8,495

175,044
4.23
9,384
19,026
142,671
46.2%
204,600

FER

72,550 143,261
8,533 s 8440
§ 8470 s 8284
116,233 354,088
119 an
9,380 18,862
19,143 37926
155,818 289,853
463% 46.5%
239,200 204,600
% 20.5% %2 %
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147213
8384
3344

348,199

415
18,588
38,460

310,727

45.3%

239500

19.6%

Results of Operations
The following table presents sammaries of our operating results for the quarlers and six months ended Docember 31, 2008 and 2005,
Quarter ended
BDecember 31,
008
Amonnt % Amount %
{Ta millions)

Patient service revenues 3 6i44 T1.5% § 633 74.8%
Premium rovenues 1732 22.5% 2123 252%

Fr— — ar—is
Total reveanss 1926 100.0% 8436 100:0%
Salaries and benofits {inthudes stock compensation of §0.8

and $1.9, respectively) 102.7 - 18.2% 3245 185%

Health plan claims sxpenise 140.7 17.8% 1708 20.2%
Suppiles 1128 142% [14.3 13.6%
Provislod for doubtfal accounts 48.3 6.1% 350 4.1%
Other operating expenses 1104 13.9% 1157 1B.7%
Depteciation and amortization 321 4.1% 343 41%
Intez¢st, net 286 3.6% . 275 33%
Impaitment loss - 0.0% 43,1 5.1%
Other i0 0.1% 1.5 0.2%

——— —— ———
Ineome {loss) from contlauing opsrations before income taxes 160 2.0% (23.6) (28Y%
Income tax bepofit (expense) [&8)] (0.6)%% 36 0.4%

—— e rr——
Tncome (loss) From continuing gperations 10.9 1.4% (20.0) 2.4%
Income (loss) feom discontinied operations, set of taxes @) 0.0% : 0.1 0.0%

—— [RE—— S
Hetincome (Joss) 10.8 1.4% {19.9) (2.4)%
Less: Net income attributahfe to non~confrolting interssts 0.7 ©.1% 08) ©.1)%

— — [
Netineome (foss) attributable to Vanguard Health Systems, Inc.

stockholders 3 10.1 1.3% $ (207 (2.3)%
TN I L RS
43
$ix months eaded

December 31,




2608 2080

Amount Y Amount %
¢in milltons)
Patient servics révenues 5 L2IAT - 80.3% $ 12504 154%
Premiam revenues . 2989 19.8% 416.6 250%
Total revenes 1,511.6 100.0% . 1,667.0 100.0%
Salaries and benefits {inclindes stock coimpensation of 52.2 . )
wnd $2.9, respectively) 5953 39.4% 6339 383%
Health plan clalms expense . 2217 15.1% 3318 19.9%
Supplics . 2246 14.8% 2258 13.5%
Provisten for doubtfizl accounts 102.9 68% "2 4,3%
Other operating expensts 216 14.7% 2487 14.5%
Depreolation and amortizaten &4 4.3% 68.3 41%
Intorest, net 51.3 38% 547 33%
Impairmént Joss . - 0.0% 431 2.6%
Other expenses 03 0.4% 26 0.2%
— o—— ——rrane ——
Income {loss) from centinuing operatlons before incame taxss 17.0 11% (19.1} (L1)%
Incorne tax banefit (expense) 53 0% 17 0.1%
e — — —————
Incoms {less) from continging opstations 1127 0.7% {17.4} (1.9%
Tneoma (loss) from discontinued operations, net of taxes 0.9 0.1% [i3)) 0.0%
—— J—— [ p———
Net income (loss) 126 0.8% (17,5} (1084
Less: Net income 2itributable to non-conleolting interests {163 ({013 ()] (0.1)%
) ———— W— — p——
Net focoms {oss) stiributable to Vaaguard Health Systems, Inc.
slad !de(r[s = & § 1] 0% - (19.2) {L1P
v——— —— T—— —
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Quarter ended December 31, 2009 compared to quarter ended December 31, 2008

Revenues. Total revenues inerensed $51.0 million or 6.4% during the quarter ended December 31, 2009 compared to the prior year quarter primarily
due to 2 sigaificant increase in health plan premium revenues a5 a result of increased PHY enrollment, Average enrollment at PHP was 195,365 during the
quaster ended December 31, 2009, an increass of 20.5% compared {o the prior yeat q|uarter. Worsened economis conditions in Arizona since the pror year
quater resulted in more Individuals becoming eligible for AHCCCS coverage. Enrollment in oue other two health plavs remained refatively flat quarter over
guarter.

Patient servica revenues increased $16.9 miltion or 2.8% durlng the quarter ended December 31, 2009 compared fo the prior yesr quarter, Adjusted
discharges increased 2.9%, fotal surgeries increased 0.4% and gmergency room visits increased 9,2% during the current year quarfer compared to the prior
year quarfes, reﬁf‘:cﬁva%'. Net revepue per adjusted discharge decreased 0.3% during the current year quarter compared fo lhe gn‘or year quarter. This .
decrease was 1? arily dus to the implementation of cur uninsured discount poliies in our Tlinols hospitals effcefive April 1, 2009 and in our Phoenix and
San Antonio hospitals effective July 1, 2009, During the current year quarter, we recognized $51.9 million of vninsured’ discount revenue deduotions, $37.3
million of which would have otherwise been included in revenucs and subjected to our ailowauce for doubtful accounts palicy had the uninsured digeount
policy not been implemented at these hospitals, Wo continug to face volume and pricing pressutes a3 & rasult of confinuing economic weakness in the
communities our hospitals serve, stats efforts to reduce Medieaid program expenditures and Intense comfeﬁﬁon for limited physician and mursing resources,
among other factors, We expect the averags popalation growth in the markels we serve to remain generaily high in the long—term, As these populations
increase and grow older, we believe that our olinleat quallty injtiatives wilt improve our competitive position in thoss markets. Howaover, these growth
apportunities may not avercome the current industry and rarket challenges in the short~term,

We continue to implement multiple initiatives to transform our co! ny's operations to prepare for the future changes wo expect to ceout in the
healtheare Industry. This transformation process Is bulltupon providing ideal experiences for our patients and thelr families through clinical excellence,
aliguinﬁnursmg and physician Interests fo provide coordination of care and improving healthcars delivery efficiencies fo provide quallty outcomes without
overutilization of resousces. The success of these initiatives will defermine our ability to Inorease revenues from our exisling operations and to increase
revenues through aequisitions of ather hospitals. -

Costs and Expenses. Total costs and expenses from confinuing operations, exclusive of income taxes, were $867.2 million o 102.8% of total revenues

- during the curtent year quarter, compared to 98:0% during the prior yeat quartes, This matie was negatively impacted by the §43.1 mitton (§31.8 million, net
oftaxes) goodwh impalrment related to our Chicago hospitals reporting unit during the current year quaster as previously discussed. Salarles and benefits,
supplies, health plan claims and provision for doubiful accounts represent the most sigaificant of our normal costs and expenses and those typieally subject



to the greatast level of Mluctuation period over peried,

* Salaries and benefits, Salaries and benefits as a percentage of total revenues increased to 38.5% during the current
year quarter from 38.2% during the prior year quarter. This ratio was positively impacted by the significant
increase in premium revenues, which utilize a much Jower percentage of salaries and benefits than acute care
services, during the current year quarter compared to the prior year quarter. For the acule care services operating
segment, salaries and benefils as a pexcentage of patient service revenues was 49.3% during the current year
quarter compared to 47.5% during the prior year quarter. This increase was primarily due to the impact to patient
service revenues of our uninsured discount policy previously discussed. We continue to employ more physicians
to support the communities our hospitals serve and have made significant investments in clinical quality
initiatives that will require additional human resources in the short-term. As of December 31, 2009, we had
approximately 19,600 full-time and part-lime employees compared to approximately 19,000 as of December
31, 2008. We have been successful in limiting contract labor utilization as a result of our investments in ¢linical
quality and nurse leadership initiatives. ‘ .

Supplles, Supplies as a percentage of patient service revenues decreased to 18.2% during the current year quarter
compared to 18.4% during the prior year quarter primarily due to our continued focus on supply chain
efficiencies including reduction in physician commodity variation and improved pharmacy formutary
management, Our ability to reduce this ratio in future periods may be limited because our
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growth straiegies include expansion of higher acuity services and due to inflationary pressuces on medical supplies and pharmaceutlcals.

+ Health plan claims, Health plan claims expense as a percentage of premium revenues increased to 80.5% during the
current year quarter compared to 79.0% during the prior year quarter. As enroliment increases, this ratio becomes
especially sensitive to the mix of enrollees, including covered groups based upon age and gender and county of
residence, AHCCCS also implemented limits on profitability for certain enrollce groups during the current
contract year, which negatively impacted this ratio, In addition, the increased PHP revenues diluted the Impact of
the thixd party administrator revenues at MHP that have no corresponding health plan claims expense. Revenues
and expenses between the health plans and our hospitals and related outpatient service providers of approximately
$10.4 million, or 5.7% of gross health plan claims expense, were eliminated in consolidation during the current
year quarter,

« Provision for doubtful accounts, The provision for doubtful accounts as a percentage of patient service revenues
decreased to 5.5% during the current year quarter from 7.9% during the prior year quarter, Substantiatly all of this
decrease rolated to the uninsured discount policy and Medicaid pending policy changes previously discussed. The
net impact of these policy changes resulted in the recognition of a significant amount of uninsured revenue
deductions that would have otherwise been reflected in the provision for doubtful accounts absent these changes.
On a combined basis, the provision for doubtful accounts, charity care deductions and uninsured discounts 25 a
percentage of acute care services segment revenues (prior to these revenue deductions) was 11.0% and 15.1% for
the prior year aud current year quarters, respectively, The uninsured discount and Medfcaid pending policy
changes resulted in an approximate 230 basis point jncrease in this ratio during the current year quarier.

Other opevating expenses, Qther operaling expenses 43 & percentage of total revenues decreased to 13.7% during the current year quarter compared to
13.9% during the prior year period. Other operating expenses as a percentage of patient serviee revepues increased slightly to 18.3% during the current year
guarter compared to 18.0% during the prior year quarter,

Income faxes, Our effective tax rate decreased {o approximately 15,3% during the current year %uarter compared to 31.9% during ihe prior year
quarter. The effective rate was much lower during the current year quartes due to he fact that a 2onsiderable portion of the goodwill impaimment loss related
to aur Chipago hospitals reporting unit was non-deductible for tax purposes.

Net income (loss) attributable to Yangnard Health Systems, Inc. stockholders. Net income attributable to Vanpuard stockholders was $10.1 million
duting the prior year quarter compared to net Joss attributable to Vanguard Health Systems, Ine. stockholders of $20.7 million during the cwment year
guarter. This change resulted primarily from the goodwill impalment foss recognized during the current year quarter.

Six months ended December 31, 2009 compared to six months ended December 31, 2008

Revennes. Total revenues increased $155.4 miltion or 10.3% durdng the six months ended December 31, 2009 compared fo the prior year period
primerily dve to a significant increase in health plan premium revenues asa result of increased PHP enroliment, Average corollment at PHP was 190,747
during the six months ended December 31, 2009, an fncrease of 42.7% compared to the prior year peried, The new AHCCCS contract that went into effect
on October 1, 2008 included sIx new counties that PHP had not previously served. The new confract was in effect for the entire six—month period ended
December 31, 2000 but only in effect for half of the six—month period ended Docember 31, 2008,

Patient service revenuss increased $37.7 million or 3,1% during the six mouthg ended December 31, 2609 compared to the prior year period. Adjusted
discharges increased 2,8%, total surgeries increased 1.0% and emergency room visits inereased 7.2% dusing the current year period compared to the prior
year peried, respectively. Not rovenue per adjusted discharge increased 0.4% durng the current I3(~:ar period compared to the prier year period. This soall
increase compared fo those increases from previous ){);nods resulted from the implementation of our wninsured discount polices in our Hlinols hospitals
effective April 1,200 and in our Phoenix and San Antonlo hospltals offective July 1, 2009, Dudng the enment yeat petiod, we recognized $112.9 mittion
of uninsured discount revenue deductions, $74.2 million of which would have otherwise been inchided in revenues and subjected to our allowance for
doubtful accounts policy hed the uninsured discount policy not been mplemented ut these hospitals.
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Costs aned Expenses. Total costs and expenses from continuing operations, sxclusive of income taxes, were $1,686.1 milljon or 101.1% of total
revenues during the ourrent year petiod, compared to 98.9% during the prior year pericd. This ratjo was adversely impacted by the $43.1 million (831.8
milkion, nat of taxos) geodwill impairment loss refated to our Chicago hospitals reporting unit daring the current year perfod. Szlaries and benefits, supplies,
health plan claims and provision for doubtful acconnts reptesent the most significant of our nonnal costs and expensas and those typically subject to the
greatest leve of flucteation pered over period.

- Salaries and benefits, Salaries and benefifs as a percentage of total revenues decreased to 38.3% during the current
year period from 39.4% during the prior year period. This ratio was positively Impacted by the significant
inercase in premium revenues, which utilize a much lower percentage of salaries and benefits than acute care
services, during the current year period compared to the prior year period. For the acute care services operating
segment, salaries and benefits as a percentage of patient service revenues was 48.9% duting the current year
period compared to 47.2% during the prior year period. This increase was primarily due fo the impact to patient
service revenues of our uninsured discount policy previousty discussed. :

-

Supplies, Supplies as a percentage of patient service revenues decreased fo 18.1% during the current year period
compared to 18.5% during the prior year period primarily due to our continued focus on supply chain
efficiencies including reduction in physician commodity vasiation and improved pharmacy formulary
management,

+ Health plan elsims, Health plan claims expense as a percentage of premium revenues increased to 79.6% during
the current year pediod compared to 76.2% during the prior year period, The new PHP contract with AHCCCS
that went into effect on October 1, 2008 resulted in a significant change in the mix of our enrollees with a
significant increase in enroffecs in geographic areas not previously served by PHP. As a result of the bid process
for these new areas, the rates paid to providers in those six new countics and capitated payment rates received
from AHCCCS for those counties were not necessarily the same as those applicable to the three counties served
by PHP under its previous contract. The implementation by AHCCCS of the national episodic risk adjustment
factor payment methodology for certain enrollees and the dilution of the third party administrator revenues at
MHP also adversely impacted this ratio during the current year period. Revenues and expenses between the
health plans and our hospitals and related outpatient sexvice providers of approximately 52 1.0 miition, or 6.0%
of gross health plan claims expense, were eliminated in consolidation during the current year period.

+ Proviston for doubtiul accounts, The provision for doubtful accounts as a percentage of patient service revenues
decreased to 5.8% during the current year period from 8,5% during the prior year period. Substantially all of this
decrease related to the uninsured discount policy and Medicaid pending policy changes previously discussed.
The net impact of these policy changes resulted in the recognition of a significant amount of uninsured revenue
deductions that would have otherwise been reflected in the provision for doubiful accounts absent these changes.
On a combined basis, the provision for doubiful accounts, charity care deductions and uninsured discounts as a
percentage of acute care services segment revenues (prior fo these revenue deductions) was 11.8% and 16.0% for
the prior year and cursent year periods, respectively. The uninsured discount and Medicaid pending policy
changes resulted in an approximate 330 basis point increase in this ratio during the current year period.

Other operating expenses. Other operating expenses as a percentage of total revenues increased to 14.9% during the current year petiod compared to
14.7% during the prior year periad. Other cperating expenses as a percentage of patlent service revenues increased t0 19.9% during the current year period
compared fo 18.3% during the prior year period. This inerease was primarily due to the impact to patient servics revenuss of our uninsured discount and
Medlcaid pending poliey changes previously discnssed and 2 $8.0 milfion Increase to ipsurance expense during the current year period due to adverse
professional and general liability claims development related to prior fiseal years.

Iicome tares. Our effective tax rate decreased to approximately 8.9% during the current year period compared te 31,2 % during the prior year period,
The effective mie was much fower during the chrrent year period due to he fact thet 2 considesable portion of the goodwill impairment loss refated to our
Chicago hospitals reporting unit, as previously discussed, was non~deductible for fax purposes.
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Net income {loss) aitributable fo Vanguard Health Systems, Inc. stackholders. Netincome aftributable to Vanguard Health Systems, Ino. stockholders
was $11.0 million during the prior year period compared to net loss attributable to Vanguard Health Systems, Inc. stockholders of $19.2 miltion during the
turrent year peried. This change resulled primarily from the goodwill impaitment toss recojgoized dunng the current year period.

Liquidity and Capital Resources
Operating Activitles

At December 31, 2009, we bad werking capital of $280.9 miliion, including cash and cash equivalents of $358.0 million, Working cepital at Juno 30,
2009 was $251.6 million. Cash provided by operating activities decreased $4.6 million during the six months ended December 31, 2000 compared ta the
gggg year perfod. Net accounts receivable days was 46 days at December 31, 2009, compared fo 45 days at June 30, 2009 and 50 days af December 31,

Investing Activities

Cash used in inyesting activities increased from $54.6 million during the prior year period to $88.8 million during the current year period, primarily as
a result of 2 $20.0 milllon increase fn restricted cash related to a professional and genera! liabilily sserow fund requirement and a $13.7 million increase in
capital expendinures during the current year period compared to the prior year period.

We anticipate spending a total of $180.0 million to $200.0 million in capital expenditures during fiscal 2010, inc!udinf the $68.4 million already spent
through December 31, 2000, This estimated range includes $71,0 million of replacement, regulatory or maintenance ¢a ital and $129.0 million of combined
jnformation technology upgrades and other discretionary initiatives. We could choose to defer or cancel most of the in ormation technology and

diseretionary capital projects included in our fiscal year 2010 capital expenditures estimate should we need to conserve cash, avoid debt covenant violations



or for other reasons. Any declsion to defer or cancel such capital projests, while providing some short—term bepefits, could have negative long-term
implications fo our operating results and cash flows. We belleve our cusrent capital expenditure program is sufficient to service, expand and improve our
existing facilitles to meet our quality objectives and growth strategies. .

Fnancing Activities

Cash flows used In finanoing activities increased $4.4 million during the current year period comnpated to the gﬁor year peried primarily due to interest
ymenis made under our re~designaled interest rate swap agreement being classified as financing activities. As of December 31, 2009, we had putstanding
$1,553.6 million |1 aggregate indebiedness. The “Refinancing” section below provides additional Information related to our liquidity,

The Refinancing |

In late January 2010, we completed a comprehensive refinancing plan (the “Refinancing”). As a result of the Refinancing, our
liquidity requirements remain significant due to debt service requirements. Under the Refinancing, we entered into an $815.0
million senior secured term loan (the “2010 term loan facility™) and a $260,0 million revolving credit facility (the “2010 revolving
facility” and together with the 2010 term loan facility, the “2010 credit facilities”). The 2010 term loan facility matuxes in January
2016 and bears interest at a per annum rate cqual to, at our option, LIBOR (subject to a floor of 1.50%) plus 3.50% or a base rate
plus 2,50%. Upon the occusrence of certain events, we may request an incremental term loan facility fo be added to the 2010 term
joan facility to issue additional term loans in such amount as we detenmine, subject to the receipt of comrmitments by existing
lenders or other financial institutions for such amount of term loans and the satisfaction of certain other conditions. The 2010
revolving facility matures in January 2015, and we may seck to increase the borrowing availability under the 2010 revolving
facility to an amount larger than $260,0 million, subject to the receipt of commitments by existing lenders or other financial
institutions for such increased revolving facility and the satisfaction of other conditions, Borrowings under the 2010 revolving
facility bear interest at a per annum rate equal to, at our option, LIBOR plus 3.50% or a base rate plug 2.50%, both of which are

_ subject to a 0.25% decrease dependent upon our consolidated Jeverage ratio. We may utilize the 2010 revolving facility to Issue
up ko $100.0 million of letters of credit (530.2 million of which were outstanding as of the date of the Refinancing).
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Under the Refinancing, we issued $815.0 million in term foans under the 2010 term loan facility ant $930.0 million a%gregate amount at maturity
(5936.3 million cash proceeds) of 8.0% senior unsecured notes due February 2618 Ina private placement offering {the “8.0% Notes"). The 8.0% Notes are
tedeemable, in whole or in part, at any time on or after February 1, 2014 at specified redemption prices.

The proceeds from the 2010 credit facilities, the issuance of the 8.0% Notes and available cash were used to repay the $764.2 million pringipal and
Interest outstanding related to our 2005 term loan facility; to fund $597.0 million and $232.5 miltion of cash tender offers and consent solicitations and
acerved Interest For those holders of the 9.0% Notes and 11,.25% Notes, respectively, who accepted the tender offers; to pay fees expenses related to the
Refioancing; to pay §2.6 million to terminate our Interest rate swap agreement related 1o our 2005 term loan facility representing the swap liabillty af the
Refinancing date; fo purchase 446 shares held by cestain former employees; and to fund a $300.0 miltion distribution 1o repurchase a portion of the shares
owned by the remaining stockholders. Subsequent to the $300.0 million share repurchase, we completed a 1.4778 for one split that effectively returned the
share ownership for cach stockholder that participated in the disiribution to the same Jevel as that in effeot immediately prior to the distribution.
Approximately $20.6 million and 34,1 million of the 9.0% Notes and 11.25% Notes remained outstanding as of the expiration of the nitial tender offer and
consent soliciiation period and through the portion of the extended tender offer period as of the date of this filing for the holders of the 9.0% Notes and the
tl);l.zs% Notes. We estimate that the net impact of the Refinancing will result in an approximate $219.0 milfien decrease in our cash and cash equivalents

ance,

Debi Covenants

Our 2010 credit facifities contain 2 bumber of covenants that, among other things, restrict, subjéct to cortain exceptions, our abitity, and the ability of
our subsidiaries, to self assets, incur additional indebledness or issue preferred stock, repay other indebtedness {including the 8.0% Noies), pay dividends
and distributions or repurchase our capital stock, create liens on assets, make investments, loans or advances, make cortain acquisitions, engage in mergers
or consolidations, ereate a healthcare joint ventare, engage in certain transactions with afliliates, amead certain material agteements governing our
indehtedness, inchuding the 8.0% Notes, change the business conducted by our subsidiaries, enter Info cerfain hedging agreemnents and make capital
expenditures above specified tevels. In addition, the 2010 credit facilities uclude the following additlonal fisancial covenants: a maximum consolidated
leverage ratio and a minimum consolidated interest coverage ratio. The following table sets forth the leverage and inferest coverage covenant requitements

for the next 5 test periods.

Consolldated Leverage Ratio Consolidated Interest Coverage Ratia

June 30, 2010 625 2.00x
Septergber 30, 2010 6.25 2.00¢
December 31, 2010 6.25% 200
March 31, 2011 6.25x : 2.00%
Juse 30,204 595% 230

Factors outside our control may make it difficult for us to comply with these covenants during future perlods. These factors include a prolonged
economic recession, a higher nwmber of uninsured or underinguted patients and decreased govemmental or managed care payer relmbursement, among
others, any or all of which could negatively impact our resuits of operations and cash flows and cause us to violate one or more of these covenanis.
Violafion of oue or mote of the covenagts under our 2010 credit fecilities could result in ap immediate calf of the outstanding principal amount of our 2010
term loan or the necessity of lender waivers with more onerous terms including adverse pricing or repayment provisions or more restrictive covenants. A

. default under our 2010 credit facilities would also result in a defavlt uinder the Indenture goveming our 8.0% Notes.

Credit Ratings
The table below summarizes our credit ratings as of the date of this filing.

Standard & Poor's Weody's



Corporate ¢redit rating B . B2
8.0% MNotes cCcee B3
2010 ciedit facililies B+ Ba2
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Our credit ratings are subject to periodic reviews by the ralings agenaies. If our resulls of operations deferiorate either as a result of the wealaress In the
current U.S, economy or other factors, any or all of our corporate ratings may be downgraded, A credit rating downgrads could further impade our ability to
refinance atl or a portion of our outstanding debt.

Capital Resources

We sxpeet that cash on hand, cash generated from our operations and cash expected to be available to us under our 2010 credit facilities wilt be
sufficient 1o meet our working eapital needs, debt service requirements and planned capital expenditure progeams durin the next twelve moaths and inte
the foreseeable fiture, However, we cannot assure you that our operations will generate suffictent cash or that additional future borrowlngs under our senior
creiiiﬂé} frclities witl be available to enable us to meet these requirements, especlally given the current volatility in the eredit markets and generat economic
weakaess, : :

We had $358.0 million of cash and cash equlvalents as of Decerober 31, 2009, We rely on aveilzble cash, cash flows generated by operatlons and
avaitable borrowing capacity under our 2010 revolving fasility to fund our operations and capital expenditures, We invest out cash in accounts in
high—cality financial institutions. We continuaily explore various optlons to increase the retumn on our invested cash while preserving our principal eash
»?alanm.sl. Ho;vever, the significant majority of our cash and cash equivalents are not federally-insured and could be at risk in the event of a collapse of those

inancial institutions. .

At Decenber 31, 2009, we held $21.6 million ia total available for sale investments I auction tate securitics (“ARS") backed by student Joans, which
are included in Jong—term investments it auction rate securities o our condensed consolidated balance sheet due 10 inactivity in the primary ARS market
during the past year. The par value of the ARS was $26.3 million as of December 31, 2609, .

We also Intend to continue 1o pussus acquisitions or parinering arrh:ﬁements, either in existing markets ot new markets, which fit our growth
strategies, To finance suoh fransactions, we-might draw upon cash on , amounis available under our revelving credit facility or seek additional funding
sources, We confinvally assess our capital needs and may seek additional financing, including debt or equity, as considered necessary to fnd potenthal
acquisitions, fund capital projects or for other corporate purposes. However, we may be unable to raise additlonal equity proceeds from Blackstone or other
investors should we need fo obtain cash for any of these purposes. Our fature operaling pecformance, ability to service our debt and ability to draw upon
other sources of eapital will be subject to future economic conditions and other business factors, many of which are beyond our eontral,
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Obligations and Cermitments

The followlng fable reflects a summary of cbligations and commitments ontstanding, including both the principal and interest poitlons of loag~term
debt, with payment dates as of December 31, 2009

Payments due by pedod
Within " Ppuring Durlng After
1 year Years 2-3 _ Years4-8 §years Tetal
Contractual Cash Obligations: (T millions)
Long—term debt (1) 5 1064 S 921.3 § 211 $ 2403 § 1,995
Operating leases (2} 30.3 4149 303 315 145,53
Purehass obligations {2 417 - - - 41.7
Health plan ¢laims payable (3 ’ 1369 - - - 1360
Estimated selfinsurance Habilities (4} 482 43.] ’ pik 146 131.2
Subtotal £ 2628 $ L4 5 1831 § 2924 S 24495
T
Within During During After
1yer Years 2~3 Years 4-5 Syears Tatal
Cther Commitntents: {in millions}
Construetion and capital improvements (3} s 204 H 13 s - 3 - 3 215
Guarantees of sutety bonds (6) 50,0 - - - 50.0
Latiers of credit () 302 - - - 3G2
Physiclan commitments {8} 35 - - - 33
Estimated et liability for uncertain tax positions {5) 34 - - - 34
rt—

Subtotal [T X I 3 11 5 - 3 - 3 1038




Total cbliations and ¢commitments . § 4701 5 . 10125 § 7830 5 2n4 $  2,5581

{1y Tnchides bt principal and jutesest payments. The inte:es:ﬂporﬁon of our debt outstanding at December 31, 2009 assumes 21 average interest rats of 8,0%. The long~term debt

obh%anous, inctuding principal and interesy, adjusted fo reflest the impact of the Refinancing, would have Becn the fellgwing as of December 31, 2009: $146.0 million dve

within ons year; $360.4 milfion dug within tvo to thres years; 52980 million due within four to five years and $2,037.0 millién due after five years. The interest portion-of thess
esttmates are calonlated using the fixed rate epplicable to these notes and using 8.0% as \he estirnated average variable rats for the 2019 term foan facitity.

{2) These abligatlons are not reflected in qur condensed consolldated batance shexls.

{3) Represénts estimated payments 10 bo mado in future periods for healticare costs incurred by enrotlees in PRP, AAHP and MEE and is separately stated on our condensed
sonsolidated balance sheals.

{4} Includes the current and long-tem postions of car professional and general Jiability, workers® compensation snd employos health reserves.

(5) Represents our estimate of amounts wa ars committed to fand in future parieds thicugh executed 2gresments to complets projeets inchuded as construction in progress en our
condensed consolidated batance sheets.

{6} Represents performance bonds wo have pucchased rolated to health claims Jiablilties of PHP,
{7) Amounts relate primarily to instances in which we have Jottess of credit cutstanding with the third party adminlstrator of out solf-ingured workers' compensation program.

(&) Intludes physicisn guarantce liabilities recognized in our condensed consatidated balance shests under the guidance of aceeunting for guarantees and lisbilities for ether fixed
expenscs under physician relocation agreements not y& paid. )

{9) Represents expecied future tax liabilities determined under the guid of accounting for incomes taxes.
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Item 3, Quantitative and Qualitative Disclosares About Market Risk,

We are subject o market risk from exposure to changes in interest rates based on our finaneing, investing and cash management activities. As of
December 31, 2009, we bad I place $1,012.6 million of senior credit facilities bearing intercst at variable rates {prior to consideration of the Interest rate
swap agreement) at specified margins above either the agent bank’s alternats base rale or its LIBOR rale.

After the Refinancing and as of the date of this report, our 2010 credit facitities consist of 3815.0 million in term loans maturing in Japuary 2016 and a
$260.0 million revolving credlt facility maturing in January 2015 (of which $30.2 million of ca;ly]acity weas utilized by outslanding leiters of credit as of
Refinencing date). Although changes in the altemate base rate or the LIBOR rate would affect the vost of funds borrowed in the future, we belicve the
eflect, if any, of reasonably possible near—term changes [ interest rates wonld nét be material to our results of operations or cash flows, An estimated
0.25% change in the vadable interest rate under our 2010 term toan faoility would result in a change fu net interest of approximately $2.0 miltion.

Our $260.0 million revelving eredit facility bears Interest at the alternate base rate piug & margin 1anging from 2.25%-2,50% por annum ot the LIBOR
rate plus 2 margin ranging from 3.25%-3.50% per antum, in each case dependent upon our consolidated leverage ratip, Qur $815.0 million in outstanding
tarpn Joans bear interest af the alternate base rate plus 2 margin of 2.50% per annum or the LIBOR rate (subject to & 1.50% floor) plus & margin of 3.50% per
anoum. We may request an lncremental term loan facility to be added our 2010 term Joan facility in an unlimited amoun, subject to receipt of commitments
by existing lenders or other financing institutions and the satisfaction of certains other conditions. We may also seek to increass the borrowing availebility
under the 2010 revolying fcllity to an unlimited amount subject to the receipt of comenitments by existing lenders or other financial institutions and the
satisfaction of other conditians.

: As of December 31, 2009, we were subject to an amended interest rate swap agreement under whith we made or received net intetest payments based
upon the difference between the 30-day LISOR rate and the swap fixed fnterest rate of 2.5775%, We determined that the bedgs ineffectiveness of this
amended intercst rate swap agreement was not significant as of December 31 2009, The fair vaiue of the amended interest rate swap as of December 31,
2000 was a Hability for us of approximately 52.6 million ($1.6 mitlion, net of taxes)., In addition with the Refinancing, we terminated the amended interest
rate swap agreement and repaid the $2.6 million Liskility outstanding. We vse derivatives such as interest rafe swaps from time to time to manage our market
risk as¢ociated with variable rate debt or similar derivatives for fixed rate debt, Wo do not hold or issue derivative instruments for trading purposes and are
not a party to 2ny Jnstraments witl leverage features. .

At December 31, 2009, we held $21.6 milifon in total available for sale investments in auction rate securities (“ARS"} backed by student loans, which
ara included in long—term investments in auotion rate securities on our condensed consolidated balance shests. The par value of the ARS was $26.3 million
as of December 31, 2009. Wa recorded a realized loss on the ARS of 30.6 million and temporary impatoments totaling §4.1 miltion ($2.5 miliion, net of
taxes) related to alf $26.3 miltion par value ARS during cur fiscal year ended June 30, 2009. The temporary Impairments related to the ARS are included in
accumuiated other comprebensive loss on our condensed consolidated balance sheet as of December 31, 2009,

Our ARS were rated "AAA” by one ot more major credit rating agencles at December 31, 2009 pased on their most receﬁt {'atings update, The ratiogs
take into account insurance polivies guaranieeiog beth the principal accrued interest of the nvestnents. The U.S, government guarantees approximately
96%-08% of the principal nd accrued interest on cach investment In student foans wader the Federal Family Education Loan Program or similar progratns,

We will continue to menitor market conditions for this type of ARS to ensure that our classification and falr valus estimate remain appropriate. Should
market conditions in future periods warrant a reclassification or other than temporary impairment of our ARS, we do not beliove our financial position,
sesults of operations, cash flows or compliance with debt covenants would be materally impacted. We believe that we currently have adequate working
capital fo fund operations during the near future based on aceess to cash and cash equivalents, expected operating cash flows and availability voder our
mvgi}']ing credit facllity. We do not expect that cur holding of the ARS untll market conditions impiove wiil significantly adversely impact our operating
cash flows.
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Ttem 4, Conirols and Procedures.

Evaluation of Disclosure Controls and Procedures



. Asoftheend of the period covered by this report, our management conducted an evaluation, with the participation of our chief exccutive officer and
chief financial officer, of the effectiveness of our disclosure controls and procedutes (as defined in Rules 13a~15(¢) and 13d—15(e} under the Securities
Bxohange Act of 1934 (the “Exchange Aet™), Based on {his cvaluation, our chief executive officer and chief financial officer have concluded that our
disclosure controls and procedures are effective to cnsure that information required to be disclosed by us jn the reports that we file or submlt under the
Exchange Act is recorded, processed, summarized and reported within ths time petiods specified in the Securtles and Bxehange Commission’s rules and
forms and that such information is accumulated and communioated to management, including our chief executive officer and chief financial officer, 2s

appropeiate to allow timely decisions regarding required discltosure.
Changes in Tnternal Control Over Financial Reporting

“There were no changes in our internal controf over financial reporting during our fiseal quarter ended December 31, 2009, that have materizlly
affected, or are reasonably likely to materially affect, our intornal ontrol over financial reporfing.
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PARTII
OTHER INFORMATION

Ttem 1. Legal Proceedings.

Sherman Aet Autitrust Class Action Litigation — Maderazo, et al . VHS San Antondo Partners; LP. Wa Baptist Health Systems, et al., Case
No, $:06cv0053S (United States District Court, Western District of Texus, San Antorio Division, filed June 20, 2006 and anended Angust 29, 2006)

On June 20, 2006, a federal sntitrust chass action suit was filed in San Antonio, Texas against our Baptist Health System subsidiary in San Antondo,
Texas and two other large hospital systems in S8an Antonfo, In the complaint, plaintiffs allege that the three hospital system defendants consplred with each
ofher and with other unidentified San Antonlo are hospitals to depress the compensation levels of registered nurses employed at the conspiring hospitals
within the Sen Antonio area by engaging In certain activitics that violated the federal antitrust Jaws. The complaint alleges two separate claims. The flxst
count asserts that the defendant hospitals violsted Section 1 of the federal Sherman Act, which prohibits agreements that unreasonably restrain competition,
by conspiring to depress nuescs' compensation. The second ¢ount aile%’as that the defendant hospital systems also violated Section 1 of the Sheman Aet by
particlpating in wage, salaty and benefits surveys for the purpose, and aving the effect, of d?ressing registered nurses’ compensation o limiting
competition for nurses bascd on their compensation, The elass on whose bebalf the plaintiffs fited the complaint is alleged to comprise all registered nurses -
- employed by the defendant hospitals since June 20, 2002, The suit seeks wnspecified damages, trebling of this damage amount pursvant fo federal law,
Interes, costs and attorn?;s fees. From 2006 throngh Aprit 2008 we and the plalntiffs worked on producing documents to each other relating fo, and
supplying legal briefs to the court in respect of, the Issue of whether the court wil] certify a class in thig suit, In April 2008 the ease was stayed by the judge
pendiing bis ruling on plaintiffs’ motion for class certification. We beljeve that the aflegations contained within this putative class action suit are without
merit, and we have vigorously worked to defeal class certification. If a olass is certified, we will continue fo defend vigorously agalnst the litigation.

On the same date that this suit was filed against us in federal disteiet court in Sac Antenie, the same attorneys filed three other substantially simitar
putative class actjon lawsuits in federal district courts in Chicago, Tllineis, Albany, New York and Memphis, Tennessee against some of the hospitals in .
those cities (none of such hospitals being ownied by vs), The aitomeys regmcnting the plofntiffs in all four of these cases sald in June 2006 that they ma;
file similar complaints in other jurisdictions and in December 2006 they rought 2 substantiaily similar class actlon fawsnit against varicus hospitals in
Detroit, Mickigan metropolitan arez, Since representatives of the Service Employees Tntemational Union joined plalntiffs’ attomeys in announcing the filiug
of all four complaints on June 20, 2006, and as hag been reported in the media, we believe that SEIU's involvement in these actions appears to be part of a
corposate campaign fo attempt to organize purses in these cities, including San Antonio, The nurses i ovr hospitals in San Antonio are cutrently not
members of any union, -

1£ the plaintiffs (1) ate successful in obtaining class certification and (2) ate able to prave substantial damages which are then trebled under Sestion [ of
the Sherman Act, such a result could materially affect our business, financial condition or results of operations, However, in the opinion of massgement, the
nitimate resolution of this matter Is not expected to bave a material adverse effect on our financial position or resulls of operations.

Self-Disclosure of Employment of Bxcluded Persc;ns

Federal law permits the Department of Health and Hurman Services Office of Inspector General (“DIG") to impose ¢ivil monetary penalties,
assessments and/or to exclude ffom participation in federal fealthcare programs, individuals and entitles who bave submitted false, fmudulent or improper
claims for payment. Improper claims jnclude those submitted by individuals or entities who have been excluded from participation, Civi] mongtary penalties
of up to $10,000 for each ltem or service famished by the excluded individual or entity, an assessiment of ui» to thres times the amount claimed and program
exclusions also be imposed on providers or entities who employ or eater into contracts with exclrded individuals to provide services to bepefioiacies of
federal healthoare programs. On October 12, 2009, we voluntarily disclosed to O1G that two past employees bad beea excluded from participation in
Medioare at certain times dorlng their employment. We are diligently lavestigating the ciroumstagces surrounding the employment of these two excluded
individuals, and intend to submit a voluntary disclosure pursuant to the Provider Self-Disclosure Protocol once the necessary Information is gbtained, If the
OIG were fo impose alt potentlally availabla sanctions and penalties against us in this matter, such a result could materdally affect
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out business, financlal condition or resulls of operations. However, in the opinion of managenent, the ultimate resolution of this matter is not expecled to
have a material adverse effect on our finencial position er results of operations.

Ttem 1A, Risk Factors.

There have not been any material changes to the sk factors ireviously disclosed in our Anoual Report an Form 10X for the fiscal year ended June
30, 2009, other than the changes set forih in the new or revised risk factors set forth below.

Risks Related to Our Indebtedness
Qur high lavel of debt and significant leverage may adversely affect our operations and our ability to grow and otherwise execute onr business sirategy.
We will continue to have subsfantial indebtedness after the completion of the Refinancing, As of Decomber 31, 2009, we had $1,545.6 million of

outstanding debt, excluding letters of credit and guarantess. As of Decenber 31, 2009, on an as adjusted basis after giving effect to the Refinancing, we
~ would have had approximately $1,765.0 miltion of total indebtedness cutstanding, $815.0 millon of which would have been secured. We also expect fo



have $220.8 miflion of secured indebtedness aveilable for borrowing under the 2040 revolving facility, aiter taking into account $30,2 miltion of
outstancing latters of credit. The amount of our outstanding indebtedness is substantial compated to the net book value of our assets.

Our substantial indebtedness eould have important consequences, Incfuding the following:

our high Jevel of indebtedness conld make it more difficult for us to satisfy our obligations under the 8.0% Notes, including any
repurchase obligations;

limit our ability to obtain additions! financing to fand fulure capital expenditures, working eapital, acquisitions or ether needs;

*

ingreass our vulnesability 1o general adverse economie, market and industry cenditions and limit cur Rexibility in planning for, or
rezaciing fo, these conditions;

make us vulnerable to increases in interest rates since all (as of December 31, 2009 after glving effect to the Refinancing) of our
borrowings under the 2010 credit facilities are, and additional Borrowings may be, at variable interest rates;

-

*

our flexibility to adjust to changing market conditions and abllity to withstand competitive pressures conld be fimited, and we may be
more vilnerable to a downtumn in general economic or industry condilions or be unable to carry out capital spending that is necessary or
Important to our growth strategy nad our efforts to improve operating marging;

limit our abitity to use opstating cash in other areas of our business because we must use a substantial porfion of these fands to make
principal and interest payments; and

timit our ability to compete with others who are not as highly—leveraged.

Cur ability to make scheduled payments of principal and inferest or to satisfy our other debf obligations, to refinance our indebtedness or to fund
capital expenditures will depend on our future operating performance. Provailing econosmic conditions (including interest rates) and financial, business and
other factors, many of which are beyond our conteol, will atso affect our ability to meet these needs. We may nof be able to generate sufficient cash fows
from operations of realize anticipated revenus growth or operating improvements, or obtafn future borrowings in an amount sufficient to enable us to pay
our debt, or to fund our othet lquidity needs. We may peed to refinance all or a portion of our debt on or before matarity. We may not be able to refinance
any of our debt when needed on commerciatly reasonable terms or at all.

A breach of any of the restrictions or covenants in our debt agreements could cause a cross—defanlt under other debt agreements. A'signjﬁcani porilon
of our indebledness then may become immediately due and paysble, We are not certain
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whether we wonld have, or be abls to obtain, sufficfent funds to make these aceelerated payments, H any senior debt is accelerafed, our assels may not be
sufficient to repay in full such indebtedness and our other indebtedness,

J.l".'.rz.s]pk'e our current leverage, we may siill be able fo Incur substantiully more debr. This conld further exacerbate the risks tiat we and our subsidiaries
ce.

We and our subsidiaries may be able to incur'substantial additional indebtedness in the fture, The terms of tho indenture and the 2016 credit facilitios
do not fully prohibit us or our subsidiares from doing so. Our 2010 revolving facllity will provide commitntents of up to 3260.0 million (not giving offect to
any outstanding letters of credit, which would reduce the araount availabls under our 2010 revolving facility), of which $229.8 million would heve been
available for future borrowings as of December 31, 2009, on ao a5 adjusted basis after giving effect to the Refinancing. In addition, upon the oceurrence of
cettain evants and satisfaction of a maximum senfor secured leverage ratio lest, we may request an incremental term loan facility or facilities in an unlimited
amount in the aggregate, subject to recei{n of commitments by existing lenders or other finanging institutions and to the satisfaction of cerfain other
conditions, Al of those borrowings would be senfor and secured, and as a result, would be effectively senior fo the notes and the guarantees of the notes by
the guarantors, If we incur any additional indebtedness that ranks equally with the notes, the holders of that debt will be cntitled to shave ratably with the
holders of the notes in any procseds distributed In connection with anIy insolvency, liquidation, reorganization, dissolution or vibet winding-up of us. This
may have the effeet of reducing the ameunt of praceeds paid to you. If new debt is added to our current debt levels, the refated risks that we and our

subsidiaries now face could intensify.
Ant incresse bt interest rates would ucrease the cost of servicing our debf and could reduce our profitabiliy.

Alt of the borrowings under the 2010 credit facilities bear interest at varisble rates, As a result, an {ncrease in Interest rates, whether because of an
Increase in maskel fnterest rates or an increase in sur own cost of borrowing, would increage the cost of servicing our debt and could materially reduce our
profitabiiity. A 0.25% fncrease in the expeated rate of interest under the 2010 credit frcilities would fncrease our annual inferest expense by approximalely
$2.0 million, The impact of such an increase would be more significant then it would bs for some other companfes because of our substantial debt.

Risks Related to Our Business and Structurs

The current challenging economic environment, along with difficult and volaiile conditions in the capital and credit mapkets, could materially adversely
affect our financial position, resulls of operations or casit flows, and we arg unsire whether these conditions will imsprove in the near fultire,

The U.S. economy and global credit markets remaln volatile. Declining consumer confidence and increased unemployment have increased concems of
prolonged economic weakness, While certain healtheare spending s considered non—discretionary and may not be significantly impacted by economic
downfurms, other types of healtheare speading may be significantly adversely impacted by such condltions, When patients aré experiencing personsl
financial difficulties or have concerns about general economic conditions, they may choose to defer or forego elective surgeries and other non-emergent
procedures, which e generally more profitable Hnes of business for hospitals. We are unable to detenmine the specific impact of the cureent economic
conditions on our business at this time, but we believe that further deterioration or a prolonged period of recession will have an adverse impact on gur
operations. Other sisk factors discussed In this offering memorandum deseribe some significant risks that may be maguified by the current economic
gonditions such as the following: :

* Our concentration of operations in a small aumber of regions, and the impact of economic downturns in these commuvities, To the
extent the communities in and around San Antonio, Texas; Phoenix, Arizona; Chicago, Hlinois or certain communities in Massachusetts
experience & greater degree of economic weakness than average, the adverse impact on our operations could be magnified,

v Our revenues may decline if federal or state programs reduce our Medicare or Medicaid payments or managed ¢are companies
(including managed Medicare and mansged Medicaid payers) reduce our reimbursement. Current economic conditions have accelerated



and increased the budget deficits for most states, inchiding those In which we operate. These budgetary pressures may result in
healtheare payment reductions under state Medicaid plans or reduced beaefits o participants in those plans. Alse, govemmental,
managed Medicare or managed Medicaid payers may defer payments (o us to conserve
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cash, Managed care companies may also seek to redues payment rates or limit payment rate increases to hospitals in response to
eeductions in enrolled patticipants,

* Qur hospitals face a growth in uncompensated care as the result of the inability of uninsured patients to pay for healthcare services and
difficulties in collecting patient portions of insured accounts. Higher uncmployment, Medicald benefit reductions and emplayer efforts
to reduce employee healtheare costs may inerease our exposiure o uncollectible accounts for uninsured patients or those patients with
higher co-pay and deductible Jimits,

» Under extreme market conditions, there can be no assurance that funds necessary to run our business will be available Lo s on favorable
terms or at alf, Most of our cash and borrewing capacity under our New Credit Facllities wilt be held witk a limited number of financlal
* institutions, which could increase our Hquidity risk if one or more of those institutions become, financlally strained or are no longer able
1o operats.

We are usable to predict if the condition of the U.S. economy, the local economies in the communities we serve or global oredit conditions will
jmpeove in the near fulure or when such Improvements may ocour,

The enrrent US, and state health reform legisiative inltiatives coutd adversely affect onr operations and business condition.

A comprehensive healtheare reform bill was widely anticipated to become law sometime in carly 2010. The House passed its health reform bill on
November 7, 2009 followed by Seaate passage of their version of a health reform bill on December 24, 2009, During Janvary 2010, leadership from the
houses along with representatives in the Obama administration have been meeting to davelop a sinple bitl that incorporates provisions from both bills. With
the election to the Unlted States Senate of Senator Scott Brown (R) of Messachusetts, the enaciment of such bill, and the conteats of any bill so enacted,
hav; become more uncertain. Assuming Congress comes to an agreement and passes final legislation, President Obama is expected to sign the health reform
package.

A commaen issus addressed in the federal health reform bills is increasing access to health benefits for vninsured or underinsured poputations through
creation of health insurance exchanges. The bills also inglude reductions in the annual market basket updates and ad?roductivity adjustments for Medicare
providers, Some states aiso have pending healih reform legislative inftlatives. We will not be able to determine the effect that any such legistalion may have
on our operations and business eondition until such legislation is cnacted, but such legislation may adversely affect our operations and business condition.

Ifwe are nnable fo enter into fovorable contracts with managed care plans, our operating revenies may be reduced

Qur ability to negotiate favorable contracts with health maintenance orgenizations, insurers offering prefemed provider amrangements and other
managed cate plans significantly affects the revenues and operating results of our hospitals. Revenues derived from health maintenance organizations,
insurers offering preferred provider arrangements aad other managed care plans, Including managed Medicare and managed Medicaid plans, accounted for
approximately 58% and 60% of onr net patient revenues for the year ended June 30, 2006 and the six months ended December 31, 2009, respecively.
Managed care organizations offering prepaid and discounted medical services packages represent an increasing portion of our admissions, a general trend in
the industry which has limited hospital revenue growth nationwide and a trend that may continue. In addition, private payers are increasingly attempling to
control heaithcare costs through direct contracting with hospitals to provide services on a discounted basis, increased utilization review and greater
enrollment in managed care programs such as health maintenance organizations and preferred provider organizations, Additionally, the tren towards
consolidation among private managed care payers tends 10 jucrease their bargaining prices over fee struofures, In most cases, we negoliate our managed care
contracts annually as they come up for renewal at various times during the year. Our future success will depend, in patt, on our ability to renew existing
managed care contracts and enter into new managed care confracts on tenms favorable o us. Other healthcare companies, includiog some with greater
financial resources, greater geographic covetage or 4 wider range of services, mag compete with us for these oppurtunities. If we are ynable to contain costs
through inereased operational eﬁiciencies or o oblain higher relmbursements and payments from managed cere payers, our results of operations and cash

flows will be materially adversely affected.
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Our revenues may decline If federal or state programs reduce our Medicare or Medicald payments or managed eare companies reduce our
reimbursements,

Approximately 56% and 57% of our net patient revenues for the year ended June 30, 2009 and the six mouths ended December 31, 2009, respectively,
came from the Medfeare and Medicaid programs, including Medicare and Medicaid managed plans. In recent years federal and state governments have
made significant changes in the Medicare and Medicaid programs. Some of those changes adversely affect the reimbursement we receive for certain
services. In addition, due to budget deficits in many states, significant decreases in state funding for Medicaid programs have occurred or are being

proposed.

On August 22, 2007, CMS$ issued 2 final rule for federal fiscal year 2008 for the hospital inPaﬁent prospective peaXment system. This rule adopled &
two—year implementation of Medicare severity-adjusted diagnosis—related groups {(“MS~DRGs", a severity-adjusted diagnosis—related group {“DRG")
systein. This chavge represented a refinement to the DRG system, and its impact on our revenues has not been significant, Realignments in the DRG system
could impact the margins we receive for certain services.

DR rates are updated and MS—DRG weights are recalibrated each federal fiscal year, The index used to update the market basket gives consideration
to the inflation experienced by hospitals and enfities outside the healibeare industry in %urchasing goods and services, The Medleare Inpatient Hospital
Prospective System Binal Rule for federal fiscal year 2010 provides for a 2.1% market asket update for hospitals that submit certain guality patient care
indicators and a 0,1% update for hospitals that do not submit this data. While we will endeavor to comply with all quality data submission requirements, our
submissions may not be desmed ﬁmelg or sufficient to entitle us to the full market basket adjustment for alf our hospitals, Medieare payments to hospitals in
federat fiscal year 2009 were reduced by 0.9% to eliminate what CMS estimates will be the effect of codiog or classification changes as & regult of hospitals
implementing the MS~DRG system, After carlier proposing an increase in the “documentation and coding adjusiment” to 1,9% for federal fiscal year 2010,
on July 31, 2609 CMS announced that it had dec!cred not o make any adjustment In federal fiscal ysar 2010 since it did not know whether federal fiscal year
2009 spending from documentation and coding is mose or less than eatlier i:rojected. However, the U.S. Congress has given CMS the ability to continue to
retrospectively determine if the documentation and coding adjustment levels for fedaral fiseal years 2008 and 2009 were adequate {o account for changes in
payments not refated to changes in case mix, If the Jevels are Tound to have been inadequate, CMS could impose an adjustment to payments for federa
Hiscal years 201 and 2012. This evaluation of changes in case—~mix based on actual ¢laims data may yield a higher documentation and coding adjustrment



thereby potentially reducing our revenues and impacting our results of operations in ways that cannot be quantified af this ime. Additionally, Medicare
payments {o hospitals are subject to a number of other adjustments, and the actual impact on payments fo specific hospitals may vary. In some cases,

commercial third-party payers and olher payers such as some stato Medieald programs rely on all or portions of the Medicare DRG system to determing
paymenk rates. The change from traditional Medicare DRGs to MS-DRGs conld adversely impact those payment rates if any other payers adopt MS-DRGs.

The federal government and many sfates have recently adopted or are ourrently considering reduciog the level of Medicaid funding (including upper
payment limits) or program efigibility that could adversely affect future levels of Medicaid reimbursement recejved by our hospitals. Since states must
operate with batanced budgets and since the Medicaid program is often a state’s largest program, & number of states have adopied, or are considering
adopting, fegislation desizned to reduce their Medicaid expenditures, The Deficit Reduction Act of 2005 (“DRA™ includes federal Medieaid cuts of
approximately §4.8 billion over five years. Additionally, on May 29, 2007, CMS published a final mile entitled “Medicaid Program; Cost Limit for
Providers Operated by Units of Govémnient and Provisions to Ensure the Infegrity of Federal~State Financial Parinership” which is estimated to seduce
federal Medicaid funding from $12 billion te $20 billion over five years. The 1.5, Congress enacted two mosatoria in respect of this rule that delayed six of
seven proposed Medicald regulations in this final CMS rule until July 1, 2009, On June 30, 2009, three more of the Medicaid regulations that had been
vnder a congressional moratorium sef to expire fuly 1, 2009 were officiathy rescinded, all or in part, by CMS, and CMS also delayed untit June 30, 2010 the
enforcement of the fourth of (he six regulations. As a result of these changes in implementing the final rule, the fmpact on us of the final nile cannot be
quantified. States in wlich we operate have also adopted, or are considering adopting, legistation designed to reduce coverage and program eligibility, enroll
Medicaid recipients in managed oare progtams and/or impose additional taxes on hospitals to help financs or expand the states’ Medicaid systems, For
example, Atizona has frozen hospifal inpatient and oufpaijent reimbursements at the October I, 2008 rates and discontinued a state health benefits program
for fow-income patents. Additional Medicaid spending cuts may be implemented in the future in the states n which we operate, including reductions in
supplemental Medicaid reimbursement programs. Our Texas hospitals
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participate in private supplemental Medicaid reimbursement programs that are structured to expand the cormunity safety net by providing indigent
healthéare services and result in additional revenues for participating hospitals, We cannot predict whether the Texas private surplemental Medicaid
relmbursement programs will continue or guarantes that revenues recognized from the programs wifl not decrease. Futuee legisiation of other changes in the
administration or interpretation of government health pregeams could have 2 material adverse effect on our financial position and results of operations,

Our ability to negotiate favorable contracts with managed care plans significantly affects the revenues and operating resulis of most of our hospitals,
Managed care payers Increasingly are demanding discownted fee sirctures, and the trend toward consolidation among managed care plans tends to increase
thelr bargalning power over fse streotures. Reductions in price increases or the anrounts tecelved ftom managed care plans could have a material adverse
effiect on our finanedal position and resulls of eperations.

In secent years, both the Medicars program and scveral large managed care comtpanje,s have changed our reimbursement fo link some of their
payments, especially their annuat Increases in payments, to performance of qualliy of care measures. We expect this trend to “pay—for-performance” to
increase in the fature. I we are unable to meet these performance measures, our results of cperations and cash flow will be materially adversely affected.

We conditct business in « heavily regulated industry, and changes in regulntions or violations of regulations may resuli in inereased cosis or sanetions
fhat could reduce our revenies and profitabifity.

The healthoare judustry is subject o extensive federal, state and local faws and regulations relating 1o licensing, the conduct of uperations, the
ownership of facilities, the addition of facilities and services, financial arrangements with physicians and other referral sources, confidentiality, maintenance
and secunity issues associated with medical records, billing for services and prices for services. If a determination were made that we were in material
violation of such laws or regulations, sur operations and finencial resulis could be materiaily adversely affected.

In many instances, the industry does not have the benefit of significant regu!atoay ar judicjal integzetaﬁons of these laws and regulations. This is
particularly true in the ease of the Medicare and Medicaid statute codified under Section [128B(b) of the Social Security Act and kuown as the
*anti-Kiokback Statute.” This law probibits providers and other porson or entities from solisitin , receiving, offering or paying, directly or indirectly, any
remuteration with the lutest fo geatrate referrals of orders for services or items reimbursable under Medicare, Medlcaid and other federal healtheare
programs. As authorized by the U.S, Congress, the U.S, Department of Healll: and FHuman Services has issued regulations which describe certain conduct
and business relationships immune from prosecution under the Anti-Kickback Statute. The fact that a given business arrangement does not fall within one
of these *safe harbor” provisions does not render the areangement illegal, but business armrangements of healtheare service providers that fail fo satisiy the
applicable safe harbor criterla risk incregsed serutiny by enforcement anthoritles.

The safe harbor requitements are generally detalled, oxtensive, narrowly drafted and strictly construed, Many of the financial gmrangements that our
facilities maintain with physicians do not meet all of the requirements for safe harbor protection. The regulatory sutherities that enforce the Anti-Kickback
Satute ma{ 1 fhe firtare determine that one or more of these arrangeraents violate the Anti-Kiekback Statute oF other federal or state Jaws. In addition, the
Senate health reform bill includes provistons that would revise the sclenter requirements such that a person need not have acinal knowledge of the
Anfi~Xickback Statute or intent fo violate the Anti~Kickback Statute to be found guilty of a viotation. & determination that a facility hag violated the
Anti~Kickback Statute of other federal laws could subject us ta Jability under the Scoisl Security Act, including criminal and civil penalties, a5 wetl as
exclusion of the facility from participation in government programs such as Medicare and Mexiicald or other federal healihcare programs.

In addition, the portion of the Soclal Security Act commonty known as the “'Stark Law" prohibits physicians from referring Medicare and (to an exten)
Medicaid paticnts to providars of certaln “designated health servives” if the ph sician or & member of his or her immediate faily hes an ownership ot
investment interest in, or compensation arrangement with, that provider. In.a ition, the provider in such arrangements is prohibited from billing for alt of
the deslgnated health services referred by the physician, and, if paid for such services, Is required to promptly repay such amounts, Most of the services
furnished by our facilities are “designated health services™ for Stark Law purposes, including inpatient and outpatient hospital services. There ar¢ multipls
exceptions to the Stark Law, among others, for physicians maintaining an ownership interest in an entire hospital or having a compensation relationship
with the facility as a result of employment agreaments, leases, physician recruitment and certain other arrangements. However, each of these exeeptions
apphes only if detailed conditions
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;re glet. An grrangemeni subject to the Stark Law must qualify for an exception In order for the services fo be lawfully referred by the physician and bitled
v the provider.

CMS has issued thres phases of final regulations implementing the Stark Law. Phases I and 1T became effective in January 2002 and July 2004,
respectively, and Phase [Tl became effective In Deceraber 2007, While these vegulations help clarify the requirements of the exceptions lo the Stark Law, it
is unclear how the government will interpret many of these exceptions for enforcement purposes, In zddition, in Jaly 2007 CMS proposed far—reaching
changes to the regulations implementing the Stark Law that would further sestrict the types of arrangements that hospitals and physfoians may enter,
Including additional restrictions on ceriain leases, percentage compensation arrangements, and agreements ueder which a hospital purchases services under



arrangernents. On July 31, 2008, CMS issued a fipal rule which, in part, finalized and responded to public comments rearding some of its Fuly 2007
proposed major changes 1o the Stark Law regulations, The most far—reaching of the changes made in this final July 2008 rule effectively prohibit, as of 2
delayed effecive date of October 1,2005, both "under arrangements” ventures between & hospital and any referring physician or entity owned, in whole or
in past, by a referring phi{sician and unit-of-service—based “per click” compensation and percentage—based compensation in office space and equipment
leases between a hospital and any referring physician or entity owned, in whole o iapart, by 3 referring physician, We examined all of gur “under
arrangement” venturss and space and cquipment leases with physicians to identiﬁi; those arrangements which would have failed to conform fo these new
Stark regulations as of October 1, 2009, and we restructired of terminated all such non-conforming srangements so identifled prior to October 1, 2009,
Because the Stark Law and Its implementing regulations are refatively new, we do not always have the benefit of significant regulatory or judicial
interpretation of this Jaw and its regulations, We attempt fo structure our relatioaships to meet an exceplion to the Stark Law, but the regulations
implementing the exceptions are detailed and complex, and we cannof assure you that every relationship complies fully with the Stark Law. In addition, in
the July 2003 final Stark rule CMS fndicated that it will continue to enact er regulations Hghlening aspects of the Stark Law that it perceives allow for
Medicare program abuse, espesially those regufations thet still permit physiclans to g;oﬂ! from their referrals of ancillary services, We caunot assure you
that the arrangenents entered into by our bospitals with physicians will be found to be in comphance with the Stark Law, as it uitimately may be

implemented or inferpreted.

Additionally, if we violate the Anti-Kiekback Statute or Stark Law, or if we improperly bill for our services, we may be found to violate the False
Claims Act, either under a suit brought by the government or by a private person under a gri fam, ot “whistleblower,” suit.

Tf we fail to comply with the Anti-Kickback Statute, the Stark Law, the False Claims Actor other applicable laws and regulations, or if we fail to
masptaln an effective corporate compliance progeam, we could be subjected 1o liabilities, inoluding eivil penalties (inclnding the loss of our licenses to
aperate one or more facilitles), exclusion of one or more facilities from: participation in the Medicare, Medicaid and other federal and state healthcare
programs and, for viclations of certain [aws and regutations, eriminal penalties.

All of the states in which we upetate have adopted or have considered adopting similar anti-kickback and fphysic:iam self-referral legislation, some of
which cxtends beyond the scope of the federal law to prohibit the paymient or recelpt of remuneration for the referral of patients and physlelan self-referrals,
regardless of the source of payment for the care. Lintle precedent exists for the Interprotation or enforcement of these laws, Both federal and state
government agercies have announced heightened and coordinated civil and ¢rimlinat enforcement efforts,

Government officials responsible for enforcing healthcars laws could agsert that one or more of our facilitles, or any of the iransactions in which we are
involved, are In violation of the Anti—Kickback Statute or the Stark Law and related state Jaw exceptions. It is also ble that the courts could ultimately
interpret these laws in & manner that is different from our interpretations, Moreover, other healthcare companies, aileged to have violated these laws, bave
paid significant sums to settle such allegations and entered into “corporate integrity agresments” because of concern that the government might exercise its
authority to exclude those providers from governmental payment programs ?e.g., Medicare, Medicaid, TRICARE). A determination that one or more of our
facilities has violated these laws, or the pu%]ic anmouncernent that we are belng investigated for possible violations of these Taws, could bave & material
adverse effect on our business, financiat condition, results of operations of prospects, and our business reputation could suffer significantiy.

Federal law permits the Department of Health and Human Serviees Office of Inspectar General (“OIG") to impose civit monetary penalties,
assesspents or fo exlunde from participation in federal healtheare programs, individuals and entities who bave subemitted false, fraudulent or impropet
claims for payment. Improper claims inciude those submitted by individuels o
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enfities who have been excluded from participation, These penalties may also be imposed on providees or entities who erploy or enter inte conteacts with
excluded individuals to provide services to beneficiaries of foderat heallhcare programs, Furtbermore, if services arc provided by an excluded fudividual or
enlity, the penaltics may apply even if the payment is made direcily to a non-excinded enlit{. Employers of or entities that cantract with excluded
individuals cr entities for the provision of sexvices may be liable for up to $10,000 for each item or sérvice fumished by the excluded individual or entity, an
assessment of up to three times the amount claimed and program exclusions, Int order for the penalfies to applly, the employer or contractor must have known
or should have known that the person or entify was exclude: fronHaﬂlcipslion. On October 12, 2009, we voluntarily reported to OIG that two past -
employees of Vanguard had been excluded from participation jn Medicare at cerinin Himes duﬁ.gg their employment, Iilinois and Massachusetts require
povernmental determinations of need S"Ccrtiﬂcams of Need") prior to the purchase of major medical equipment o the construction, expansion, closure, sate
or change of control of healtheare facilities, We believe our facilifies have obtained appropriate certificates wherever applicable. However, if a
determination were made that we were in materiat violation of such Jaws, our operations and financial results could be matedally adversely affected, The
governmental determinations, embodied in Certificates of Need, can also affect our facilities" ability to add bed capacity of important services, We cannot
predict whether we will be able to obtaln required Certificates of Need i the future, A failure to obtain any required Certificates of Need may impair our
ability to operate the affected facility profitably, . -

The laws, rles and regulations described above are complex and subject fo interpretation. If we ara in viotatior: of any of these laws, rules or
regulations, or If further changes in the regutatory framework oceur, our results of operations could be significantly harmed.

Some of our hospitals will be required fo submit to CMS information or their relationships with physicians and this submission could subject such
Hospitals and us to Habilitn . .

CMS announced in 2007 that it infends 1o collest information on ownership, investment and compensation arrangements with physicians from 500
(pre~selected) hospitals by requiring these hospitals to submit to CMS Disclosure of Finaneial Relationship Reports (“DFRR") from ¢ach selected hospital.
©MS also indicated that at least 10 of our buspitals wilk be among these 500 hospitals required to submit a DFRR. because these 10 hospitals did not respond
to CMS' voluntary survey instrument on this topic purportedly submitted to these hospitals via emmail by CMS in 2006, CMS infends to use this data to
determine whether these hospitals wera in compliance with the Stark Law and implementing regulations during the reporting period, and CMS bas indicated
it may share this information with other government agencies and with congressional committees. Many of these agencies have not previously analyzed this
information and have the authority to bring snforcement actions agalnst the hospléals, However, in July 2008 CMS apncunced that, based on Its further
review and expected further pubfic comments on this matter, CMS may decide jo the future 10 decrease (but not increase} the number of hospitals fo which

it witl send the DFRR below the 500 hospitals originally desigoated, |

. Once a hospital receives this request for a DFRR, the hospital wilt bave 60 days to campile a significant amount of information relating to its financlal
relationships with physicians. The hospital may be subject to civil menetary penalties of up to $10,000 per day i It is unable to assemble and report this
information within the required Hmeframe or if CMS or any other government agency determtines that the submission is inaccurate or incomplete. The
hospital may be the subject of Investigations or enforcément actlons if a government agency determines that any of the information indicates a potential

violation of law.

Also, while in 2007 CMS had announced that it was centemplating proposing a regular financiat disclosure process that would apply in the future to alt
Medicars participating hospitals, in July 2008 CMS announced that, based upon public comments previously received, it was not adopting a regular
teporting or disclosure process at that fime, and, thus, CMS said the DERR. will initially be used as a onc—time coltection effort. However, CMS also said in
July 2008 that, depending on the infermation received from the infiial DFRR protess and other factors, it may propose future rulemaking to use the DFRR
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or torne other instrument as a periodic or regular collection nstrument. Thus, even if one of our hospitals does not recelve the DFRR susvey as part of the
initial up o 500 selected hospitals, we expect that all of our hospitals will possibly have to report similar information to CMS in the fture,

The DERR and its supporting documentation are currently under review by the Office of Management and Budget and have not yot been released.
Depending oo the final format of the DFRR, responding hospitals may be subject fo substantial penalties as a result of enforcerent actions brought by
govemment agencies and whistieblowers acting pursuant to the False Claims Act and simitar state laws, based oz such allegations Jike failure to respond

within required deadlines, that the
6l

response is inaceurate or contains fncomplete information or that the response indicates a potential violation of the Stark Law of other requirements,

Any governmental investigation or enforcement aotion which results from the DFRR process could materially adversely affeet our results of
operations.

Providers in the healtheare industry have been the subject of federal and state investigations, whistleblower lavsuits and class action litigation, and we
nay becore sibject to investigations, whistleblower lawsuifs or class action Htigation in the future.

Both federal and state govemment agencies have helghtened and coordinated elvil and criminat enforcement efforts as part of numerous ongoing
investigations of hospital compantes, as well as their executives and managers. These investigations relate to a wide variety of toples, including:

cost reporting and billing practices;

[aboratory and home healtheare services;

physician ownership of, and Joint ventures with, hospitals;
physician recruitment sctivities; and

other financial amangements with refertal sources,

P I

Fn eddition, the fedetal False Claims Act permits private parties to bring qui fam, or whistleblower, lawsuits against companies. Whistleblower
provisions altow private individuals te bring actions on bebalf of the government alleging that the defendant has defrauded the federal government, Because
quf fom lawsults are filed under seal, we could be named in one or more such lawsuils of which we are not aware. Defendants determined to be liable under
the False Claims Act may be required to pay three times the actual damages sustained by the governmenl, plus mandatory civil penalties of botween 35,500
and $11,000 for each sepatate false elaim, Typically, each fraudulent biil submitted by a provider is constdered a stparate false claim, and thus the penaliies
under the False Claims Act may be substantlal, Liability arises when on entity knowingly submits a false claim for reimbursement to the federal
government. The Frand Bnforcenient and Recovery Act, which became law on May 20, 2005, changes the scienter requirernents for Jiability under the False
Claims Act, An entity may now violate the False Claims Act if It “knowingly and improperly avolds or decreases an obligation” to pay money to the United
States. This includes obligations based on an “established duty . . , arising from . . . the retention of any overpayment,” Thus, If a provider is avvare (hat it
has retalned ap overpayment that it has an obligation to refind, this may form the basis of a False Claims Act violation even if the provider did not know the
olaim was “false” when it was subtmitted. In some cases, whistleblowers or the federal governmient have taken the position tham'sovidm who allegedly
have violated other statutes and have submitied claims t6 2 governmental payer during the time period they allegedly violated these other statnfes, have
thereby submitted false ¢laims under the False Claims Act. Such other statutes Inchude the Anfi-Kickback Statute and the Stark Law, Courts have held that
violations of these statutes can properly form the basis of a False Claims Act case. Some states have adopted similar whistleblower and fatse claims

provisions.

The Office of the Inspector General of the U.S. Department of Health end Human Services and tbe U.S. Department of Justice have, from time to time,
established rational enforcement joltiatives that focus on specific billing practices or other suspected areas of abuse, Initiatives include a focus on hospital
bilting for cutpatient charges associnted with inpatient services, as well as hospital Iaboratory, home Realth and durable medical equipment billing practices.
As a result of these regulations and Initiatives, some of our activities could become the subject of governmental investigations or inquiries. For example, we
have significant Medicare and Medicaid billings, we provide some durable medical equipment and home healthoars services, and we bave jolnt venture
armngements Javelving physlcian investors, We also have a varlety of other financial amengements with physicians and other potential referral sources
inoluding recruitment arrangements and leases. In addition, our exeeutives and managers, many of whom have worked at other healtheare companies that
are or may become the subject of federal and state investigations and private litigation, could be inclirded in governmental jnvestigations or pamed as
defendants in privale litigation. We are aware that several of our hospitals or their retated healthcare operations were and may stil} be under investigation in
connection Witk actvities conducted prior to our acquisition of them, Under the terms of our varjous acquisition agresments, the prior ovwners of our
hospitals are responsible for any labilittes arising from pre—closing violations. The prior owners” resolution of these matters or failure to resolve these
matters, in the event (hat any resolution was deemed necessary, may have a material adverse effect on our business, financiat condition or results of
ogarations.b ?ny investigations of us, our executives, managess, facilities or operations could result in significant Habllities or penalties to us, as well as
adversa publicity,
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We maintain a voluntary compliance program to address health regulatory and other compliance requirements. This pro, Inchtdes initial and
perfodic ethics and compliance training, a fofk-fres hotline for émployees to report, whihout fear of retaliation, any suspected legal or ethical violations,
Srnual “Fraud and abuse” audits to Jook at our financiat relatienships with physteiaos and other reforral sources and annual “coding audits™ to make sure our

hospitals bill the proper service codes in respect of obtaining payment from the Medicare and Medicaid programs.

As an glement of our corporate compliance program and our intemal compliance audits, from time to time we make voluntary disclosures and
Tepayments to the Medicare and Medicaid programs and/or to the federal and/or state regulators for these programs in the ordinary course of business, At
the ¢ument time, we know of no active lvestigations by any of these programs or regulators in respect of out disclosures or repayments. All of these

- voluntary actions en oue part couid lead to an investigation by the regulators to determine whether any of our facilities have violated the Stark Law, the
Anfi-Kickback Statute, the False Clains Act or similar state law. Either an investigation or nitiation of administrative ot judicial actions could result in &
. public announcement of possible viclations of the Stark Law, the Anti-Kickback Statute or the False Clajms Act ot similar state faw. Such determination or
announcements could have a material adverse effoct on our business, financial condition, results of operations or prespeets, and our business repulation

could suffer significantiy.

Additionally, several hospital companies have in re¢ent years been named defendants in class action litigation alleging, among other things, that their
charge strichures are fraudulent and, under state law, unfair ot deceptive practices, insofar as those hospitals charge insurers lower rates than those charged
to uniosured patients. We cannol assure you that we will not be nemed as a defendant in Jitlgation of this type. Furthermore, the outcome of these suits may

- affect the industry standard for charity care policies and any response we fake may have a material adverse ¢ffect on our financial results.



n June 2006, we and two other hosp[tale?stems operating In San Antonio, Texas had a puative class action lawsuit brought against all of us alfeging
that we and the other defendants had conspired with one another and with other unidentified San Antonio area hospitals lo depress the compensation levels
of registered nurses smployed at the competing hospitals within the San Antonio area by engaging in certaln activities that violated the federal antifrust
Jaws. On the same day that this HEgation was brought against us and two other hospital systems in San Antopio, substantially similar class action lifigation
was brought against multiple hospitals in thres other citiss. . :

Competition fromt other kospitals or healthcare providers (especlatly specialy hospitals) may reduce our patient volumes and profitability.

The healtheare business is highly competitive and competition among hospitals and other healthcare providers for patients has Intensified in recent
years. Generally, other hospitals jn the lecal communities served by most of our hospitals provide services similar to those offered by our hospitals. In
addition, we believe the mumber of freestanding specialty hospitals and surgery and diagnostic ceniers in the geographlc areas in which we operate has
increased s{&niﬂcantly in recent years. As a resulf, most of our hospitals operate In an increasingly compatitive environmeat. Some of the hospitals that
compets with owr hospitals are owned by governmental agenoies or not~for—profit corporations supporied by endowments and charitable confributions and
can finance capital expenditures and operalions on & tax-exempt basis. Increasingly, we are facing competifion from physician—owned speclalty hospitals
and frecstanding surgery centers that compete for market share in high margin services and for quality phgvsicians and personnel. If ambulatory surgery
centers are beiter able to compete in this environment than our kospitals, cur hospitals may experience a decline in patient volume, and we may expericnce a
decrease in margin, even if those patients use our ambulatory surgery centers, Further, if our compelitors are betier able to attract patients, recruit
physicians, expand services or obtain favorable managed care contracts at their facilitios than our hospitals and ambulatory surgery centers, we may

experience an overall decling in patient volume,

Ie: 2005, CM$ began making public performance data refated to 10 quality measures that hospitals submit in connection with thelr Medicare
veimbursement. In February 2006, federal legislation was enacted to expand and provide for the future expansion of the number of quality measures that
must be reporied. During foderal fiscal year 2008, CMS requised hospltals to report 30 measures of inpatient quality of care to avoid a 2% point reduction in
their market basket update. During federal fiscal year 2009, CMS required hospitals to report 43 inpatient quality measures to avoid a 2% polnt reduction in
their market basket update. For federal fiscal year 2010, CMS will require Bospltals to report 47 inpatient quality measures to avold a 2% reduction in their
market basket update. 1€ any of our hospitals achieve poor results (er resulls that are lower fhan our competitors) on these quality measures, patient volumes
could decline. Also, the additfonal quality measures and futurs trends toward clinical transparency may have an unanticipated impact on our competitive
posiiton and patient volumes.
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Our Phoenix Health Plan unit (“PHP") also faces competition within the Arjzona markets that it serves, As in the ¢ase of our hospitals, some of oue
health plan competitors in these markets are owned by governmental agencies or not—for-profit corporations that have greater finanejal resources than we
do. The revenues we derive from PHP could significantly decrease if new plans operating in ibe Arizona Health Care Cost Contaloment System
(“AHCCCS"), which is Arizona's slate Medicaid program, enter these markets or other existing AHCCCS plans ipcrease their number of eorollees.
Moreover, a failure to attract future carollees may negatively impact our abifity to maintain owr profitability in these markets,

We may be subject to liabilitles from claiins brought against onr facillles,

We operate Jn & highly regulated 2nd litigious industry, As a result, various fawsults, claims and jegal and regulatory proceedings have been instimuted
or asserted against us, including those outside of the ordinary course of business such as cfass actions and those In the ordinery course of business snch as
malpractice fawsuits, Some of these actions may invelve large claims ag well as significant defense costs.

We maintain professional and general liabllity insurance with unrelated commerclal insurance carriers to provide for losses in excess of our
self-insured retention {dircetly, or indirectly, through an insurance subsidiary) of $10.0 million. As aresult, 3 few successful claims against us that are
within our self-insured retention amonnts could have an adverse effect on 0ur results of operations, cash flows, financiat condilion or liquidity. In addjtion,
one or more claims could exceed the scope of the third-party coverage in effect or the coverage of particular elaims or damages could be denied.

Additionally, we experienced unfavorable claims development results during the six months ended December 31, 2009, which are reflected in our
professional and general Tiability costs. The relatively high cost of professional Hability insutance and, in some cases, the Iack of availability of such
insurance coverage, for pbysicians with privileges at our bospitals increases our risk of vicarious lisbility in cases where both our hospital and the uninsured
or underinsured physician are named as co~defendants, As a result, we aré subjest o greater self-insured risk apd may be required (o fund claims out of our
operafing cash I!%ws 10 a greater extent than durlng fiscal year 2009, We caunot assure you that we will be able to continue to obtain insurance coverage in
the fisture or that such insumnee coverage, if it Is available, will be available en acceptable terms.

Whike we cannof predict the Iikelihood of future claims or inquires, we expect that new matters may be initiated agalnst us from time to time.
Moreover, the results of current claims, lawsuits and inyestigations cannot be predioted, and it is possible that the ultimate resolution of these malters,
individually or in the aggregate, may bave a malerial adverse effect on our business {both in the neat and long term), financial position, results of operations

or cash fows.

Our hospltals firce a gv:owl}z in uncompensated care as the resnlt of the inability of uninsured pefients (o pay for healtheare services and difficnitles in
collecting patient portions of insured accounts,

Like others in the hospital industry, we have experienced an increase in uncompensated care, Our combined provision for doubtful accounis, uninsured
discounts and charity care deductions as a percentage of acute eare services segment revenues (prior to these adjustments) was 1 1.8% during both fiscal
2008 and 2009. This ratio jncreased 1o 16.0% For the six montbs ended December 31, 2009, Approximately 330 basis points of this increase related to the
uninsured discount and Medicald pending policy shanges implemented in our linois hospitals effective April 1, 2009 and in our Phoenix and San Antonio
fospitals effective July 1, 2009, Qur self—pay discharges as a percentage of total discharges have not fuciiated significantly during the past ihree fiscal
years. Our hospitals remain € risk for increases in uncompensated care as a result of price increases, the continuing trend of increases in coinsurascs and
deductible porlions of managed oare accounts and increases in wninsured patients as a result of potential state Miedicald funding cuts or general economic
wesakness, Although we confinue to seek ways of improving polnt of service collection efforts and Implementing appropriate payment plans with our
rat{ems. if we continue to experience growih in self-pay revenues, our resulls of operations could be materially adversely affected, Further, our ability to
mprove coflections for self~pay patients may be limited by regulatory and lovestigatory initiatives, inoluding private lawsuits directed at hospital charges
and ¢ollection practices for uninsured and uaderinsured patients, |
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Ouer performance depends on our ability to recruit and refain guality physicians.



Physicians generaily diceot the majority of hospital admissions, Thus, the success of our hospitals depends in part on the foltowing factors:

. the number and quality of the physicians on the medical stafs of our bospitals;
. the admitting practices of those physicians; and
' the maintenance of good relations with those physicians.

Most physicians at our hospltals also have admitting privilegss at olher hospitals. Our efforts to attract and retajn gilysicians are affected by our
managed care contracting relationships, national shortages in some specialties, such as anesthesiology and radiology, the adequacy of cut support pecsonnel,
the condition of our faciiities and medical equipment, the availability of suitable medical office space and fedsral aud state laws and regulations prohibiting
finacial retationships that may bave the effect of inducing patient refercals, If fec]lities ate not staffed with adequate support personnel or technologically
advancx;.‘d egpitiipment that meels the needs of patients, physicians may be discouraged from referring patients to our facilities, which could adversely affect
our profitability, .

In an offort to meet community needs in the markets in which we operate, we have implemented & sirategy to employ physicians both in primary care
and in certain speeialties, As of December 31, 2009, we employed more than 300 practicing physicians, excluding residents. The deployment of a physloian
employment strategy includes increased salary and benefits costs, physician integration risks and difficultles assoclated with physician practice
management. White we believe this strategy is consistent with industry trends, we cannot be assured of the fong-term success of such a strategy. In
addition, if we rais¢ wages in response te our competitars’ wage increases and are unable to pass such increases on to our clients, our marging could decline,
which could adversely affect our business, finanolal condition and results of operations.

We n;ay be unable to achleve our acynisition and growth strategles and we may have difffcalty acquiring not~for—profit hespitals due to regulatory
scratiny.

An important element of our business sirategy is expansion by acquiring hospitats in our existing and in new urban and suburban markels and by
enteriag into parinerships or affiliations with other healthcare service providers, The competition to acquire hospitals is significant, including competition
from healthears companies with greater financial resources than ours. We have not acquired a hospital since December 2004 and may never acquire another
hospital, which would serousty impaet our ability to grow our business.

Bven if we ate able to acquite more hospitals, such acquisitions may be on less than favorable terms, We may have difficulty obtaining financing, if
necessary, for such acquisitions on satisfactory lerms. We some(imes agres not to sall an acquired hospital for seme period of time (currently no lfonger than -
10 years) after purchasing it andfor grant the selfer a right of first refusal to purchase the hospital if we ageee to sell it to a third parfy. In addition, we may
not be able to effectively Integrate any sequired facifities with our opertions. Even 1f we continus to acquire additional facilities endfor enter into
pastnerships or affillations with other heallhoare service providers, federal and state regulatory agsncics may constrain our ebility to grow.

Additionally, many states, ingluding some where we have hosplials and others whero we may in the future attemyt to scquire hospitals, have zdopted
tegislation regarding the sale or other disposition of hospitals operated by not-for-profit entities, s other states that do not have specific legistation, the
atfomeys general bave demonstrated an inferest in these transaciions under their general obligations to protect charitable assets from waste. These fegislative
and administrative efforts focus primarily on the appropriate valuation of the assets divested and the use of the sale proceeds by the not~for-profit seller.
These review and approval processes can add time 1o the consummation of an acquisition of a not—for-profit hospital, and future actions on the state level
contd serously detay or even prevent future acquisitions of not—for—profit hospitals. Furthermore, as a cendition to approving an acquisition, the attorne
general of the state in which the hospital is located may require vs to majntain speciiic services, such as emergency departments, or 1o continue to provide
specific levels of chasity care, which may affect our decision to acquire or the terms upon which we acquire one of these hospitals.
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Futnre acquisitions or joint ventures may use slghificant resonrces, may be unsuccessful and could expose us fo unforeseen labililies,

As part of our growth strategy, we tay pursue acquisitions or joint ventures of hospitals or other relaled healthosre facilities and services. These
acquisitions or joint ventures may involve significant cash ex?enditures. debt inenrrence, additional operating Josses and expenses that could have a materdat
adverse cffect on oyr fipancial condition and results of operations. Acquisitions or joint ventures invelve numerovs risks, inclnding:

+ difficulty and expense of integrating acquired personnet into our business;
» diversion of management’s ime from existing operations;
+ potential loss of key employees or customars of acquired companies; and

+ assumpfion of the liabilities and exposure to unforeseen Jiabilities of acquired companies, ingluding liabilities for fathure to comply with
healthcare regulations.

We cannot assure you (hat we will succeed in obiaining financing for acquisitions or joint ventures ata reasonable cost, or that such financing will not
contain restrictive covenants that limit our operating flexibility. We also may be unable to operate scquired hospitals ptoﬁbai:iy or succeed In achieving
improvements In their financial performance.

The cost of our malpractice insurance end the malpraciice insuraice of physicians wio practice at our facilifies remaing volatite, Successful
ma%:m;;#e or tort claims asserted against us, our physicians or our employees conld smafterinily adversely affect our financial condition and
profitabilitn

Physicians, hospitals and other healthcare providers are subject to fegal actions allsging malpractice, product liabitity or related legal theores. Many of
these actions invelva large monatary ¢laims and slgnificant defense costs. Hospitals and physicians have typically maintained & special type of insurance
(commonly calied malpractice or professional Jiabillty insurance) fo protect against the cosls of these types of legal actions. We created a captive Insurance
subsidiary on Tune 1, 2002, to assume a substantial portion of the professional and general lability risks of our facilities. For ¢laims incurred during the
period June 1, 2002 to May 31, 2006 and those subsequent to June 30, 2009, we maintained alf of our professional and general liability Insurance through
this caplive insurance subsidiary in tespect of losses up to $10.0 million per ocourrence, For claims Inourzed from June 1, 2006 to June 30, 2009, we
self~insured the first $9.0 million per accusrence, and our captive subsid ag insured the next $1.0 million per ocourrence, We have also purchased an
umbrella excess policy for professional and general Hability insutance for the period July 1, 2009 to June 30, 2010 with vnrelated commereial carmers. This
goiicy covers losses in excess of $10.0 milion per accurtenes up to $75.0 million, but is limited fo total annuel payments of $65.0 million in the aggregate.
While our premium prices have declined during the past fow years, the total cost of professional and generat ability insurance remains sensitive to the
volume and severity of cases reported. There is no guarantes that excess Insurance coverage wilt conlinue to be availabls in the future at a cost atlowing us
to maintain adequate levels of such insurznce. Morsover, due to the increased retention limits insured by us and our captive subsidi:g'. IF actual payments of
claims materislly excesd our projected estimates of malpractice claims, our financial condition could be materially adversely affected.



Physlcians’ Profcssional Hability Jnsurance costs in cerfain markets have dramatically increased to the point where soms physiclans are either choosing
to retire early or feave these markets, If physician professional Hability iusurance costs continue to escalate in markets in which we operate, some physicians
may choose not to practice at our facilitics, which conld reduce our patient volumes and revenues. Qur hosgitals may also Ingut a greater percentage of the
amounts paid to claimants if physicians are unable to obtain adequate malpractice coverage since we are ofion sued in the same malpractice suits brought
against physicians on our medicai staffs who are not employed by us.

We anticipate employing over 160 additional physicians during our fiseal year 2010, Such a significant increase in employed physicians conld
significantly increase our professional and general liability risks and related costs in future perdods since for employed physicians there is no inswrance
coverage from unaffiliated insurance companies.
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Our fucllidles are concentrated in a small number of reglons, If any one of the regions in witich wa operale experierices a regnlatery change, economic
downiturn or ether materlal change, our overall business resulls nay suffer.

Arsong our operations as of December 31, 2009, five hospitals and various related healtheare businesses were located in San Antonio-, Texas; five
hospitals and related healtheare businesses were focated in metropolitan Phoenix, Arizona; two hospitals and related healthcare businesses were located in
metropolitan Chicage, Hlinois; and three bospitats and related healtheare businesses were {ocated in Massachusetfs,

For the year ended June 36, 2009 and the six months ended December 31, 2009, our tofal revenues were generated as follows:

Year Ended Six Months Ended
Jupe 39, December 31,
1009
—aEa—— —————
) 8an Aotonio 29.6% 25.8%
. . Phoenix Health Plan and Abrazo Advantage Health Plan 193 232
Massachusetis 183 - 18.2
Metmopolitan Phosnix, excluding Phoenlx Health Fan and Abeazo Advantags Health Plan 179 133
Metropolitan Chicago {1} 4.6 14.1
Qther ' 03 04
——tam e
160.0% 100.0%
R [

1) Inchudes MacNeal Health Providers

Any material change in the current demographic, economic, competitive or regulutory conditions in any of these reglons conld adversely affect our
overalt business results becanse of the significance of ous operations in each of these regions to our overall operaling performance, Moreover, duato the
concentration of our revenies in onfy four regions, our business s less diversified and, accordingly, is subject to greater regional risk than that of some of
our targer competitors.

If we are unable to conirol our healtheare cosis at Phoenix Health Plan and Abraze Advantage Health Plan, if the healtl plans should lose their
governmental contracts or if budgetary cuts reduce ike scope of Medlcaid or dual-eligibliity coverage, our profitabifity may be adversely affected,

For the year ended June 30, 2009 and the six.months ended December 31, 2009, PHP generated approximately 18.1% and 22.1% of our total revenues,
respectively. PHP derives substantially all of its revenues through a contract with AHCCCS, AHCCCS pays capitated rates (o PHP, and PHP subcontracts
with physicians, hospitals and other healtheare providers to provide services to its ensollees. If we fail fo effectively manage our healtheare costs, these costs

may exceed the payments we recelve, Many factors can cause actial healtheare costs to exceed {he capitated rates paid by AHCCCS, including:

qur ability to contract with cost-effective healtheare providers;

the increased cost of individual healthcare services;

the type and number of Individuat healtheare services delivered; and

the occurrence of catastrophes, epidemics or other unforeseen oceurrences.

Ous current contraet with AHCCCS began October 1, 2008 and expires September 30; 2011, This confract is terminable without canse on 90 days”
written notice from AHCCES or for cause upen writien netice from AHCCCS if we fail fo comply with any term ot conditlon of the contract or fail to take
comective action as required to comply with the terms of the contract. AKCCCS may also terminate the contract with PHP in the event of unavallability of
state or federal funding. If our AHCCCS contract is ferminated, ovr profitability would be adversely affected by the loss of these revenues and cash flows.
Adlso, Shloumff the e.f;lcope of the Medicald program be reduced as a result of state budgatary cuts or other political fastors, our results of operations could be
agversely a ected,

For the year ended June 30, 2009 and the six months ended December 31, 2009, AAHP generated 1.2% and 1.1% of our total revenues,
respectively. AAHP began providing healthcare coverage to Medicare and Medicaid dual-eligible enrollees on
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Tanuary 1, 2006, Most of AAHP’s members werc formesly enrolled in PHP. AAHP's contract with CMS went into effect on January 1, 2006, for a tenmn of
one year, with a provislan for successive one yeat renewals, and has currently been renewed through December 31, 20610, If we fail to effectively manage
AAFP*s healtheare costs, these costs may exceed the paymen(s we receive. .

We are dependent on our senfor management team and local management personnel, and the loss of the services of one or nore of our senior
management team or key local management personnel conld have a material adverse effect an our business,



The success of our busivess is largely dependent upon the services and management experience of gur senior management team, which includes
Charles N. Martin, Jr., our Chairman and Chief Bxecutive Officer; Kent H. Wallace, our President and Chief Operating Officer; Keith B. Pilts, our Vice
Chaitman, Phitlip W, Roe, our Executlve Vice President, Chicf Financial Officer and Treasurer; and Joseph D, Moore, Executive Vice President. In
additlon, we depead on vur ability to attract and retain local managers at our hospitals and related facilities, on the ability of our senior officers and key
emplayees to manage growth successfully and on our ability to attract and refain skitled employees. We do not maintain key than life insurance policies on
any of our officers. If we were to Jose any of our semior management team or members of pur focal manageiment teams, or if we are unable to atiract other
necessary personnel in the future, it could have a material adverse effect on our business, financisl condition and results of operations. If we were to lose the
services of one or more members of our senior managément feam or & sigoificant portion of our hospital manaﬁement staf¥ a¢ one or more of our hospitals,
we would likely experience a significant disruption in our operations and failuze of the affected hospitals to adhere to their respective business plans.

Congrals designed fo reduce inparlent services may reditce our reveniies,

Conteols imposed by Medicars and commerelat third—party payers designed io reduce admissions and lengths of stay, cormmonty referced {0 as
ytilfzation review,” have affected and are expected to continue to affeet our frcilities. Utilization review entails the review of the admission and course of
troatment of a patient by managed care plans. Inpatient utitization, average lengths of slay and occupancy rates contimie to be negatively affected by
payer—required preadmission authorization and utilization review and by payer pressures to maximize outpatient and altornative healtheare delivery services
for loss acutely ill patients, Bfforis to impose more stringent cost controts are expseted fo conlinue. Although we are unable to predict the effect these
changes will Kave on our operations, significant limits on the scope of services refmbursed and on reimbursement rates and fees could have a materis],
adverse effect on our business, financial position and results of operations.

Our facilities are subject o extensive federal and state lnws and regulations relating to the privacy of individually Identifiakle information.

Tho Health fusurance Portability and Accountability Actof 1996 reguired the U.S. Department of Health and Human Services to adopt standards to
protect the privacy and security of individuaily ideatifiable health—rolated information. The department released final regulations contalning privacy
standards in December 2000 and published revisions to the final regulations jo August 2002, The Health Information Teohnology for Economie and Clinleal
Health Act ("HITECH Act’? — one part of the American Recovery and Rejnvestment Act of 2009 (“ARRA”) — broadened the scope of the HIPAA
privacy and security regulations. On August 24, 2009, HHS issued an Interim Pinal Rule addressin% security breach notification requirements and, on
Ootober 30, 2009, {ssued an Interim Final Ruls implementing amendments ko the enforcement regulations under BIPAA. The privacy regufations
extensively regulats the use and disclosure of individually identifiable healili-related information. The regulations also provide patients with signiffcant
rights related to understanding and controlling how their health information js used or disclosed. The security regulations require healtheare providers to
implement adminisirative, physical and technical practices to protect the security of individually identifiable health information that is maintained or
wransimitted electronically.

Violations of the Health Insurance Portability and Accountability Act of 1996 could result in ¢ivil of criminal penaltiss, An investigation or initiation
of civil or criminat actions could have a material adverse effect on our business, financial cendilion, results of operations or prospects and our business
reputaiion coukd suffer si%niﬁcanﬂy. In addition, there are numerous federal and stats Jaws and regulations addressing patient and consumer privacy
coneems, Inctuding unauthoized access or theft of personal information, State stautes and regulalions vary from state to state and could impose additional
penalties, We have developed a comprehensive set of policies and procedures in aur efforts to comply with the Health
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Insurance Portability and Accountability Act of 1996 and other privacy laws. Our comgiiance officers are vesponsible for implementing and monitoring
compliance with our privacy and security gollcies and procedures at our facillties. We belleve that the cost of our compliance wilh the Health Insurance
Pottability and Accountabifity Act of 1996 and other federal and state privacy faws will not have a materiat adverse effect on our business, financial
condition, results of operations or cash flows,

As @ result of Increased post-payment reviews of claims we submit to Medicare for onr services, we may incur additional costs and miay be requdred to
repay mmoniis already paid (o us.

We are subject 1o regular post—payment inquiries, investigatioos and audits of the ctaims we submit to Medicare for payment for our services. These
post—payment reviews are increasing as 4 result of new govemment cost—containment initiatives, including ephanced medjeal necessity reviews for
Medicare patients admitted to long~ferm care hospitals, and audits of Medicare claims under the Recovery Audit Contractor program ("RAC"). The RAC
program began as a demonstation project in 2005 in thres states (New York, California and Florida) and was expanded into the three additional states of
Arizona, Massachusetts aod South Cerolina in July 2007. The program was made permanent by the Tax Relief and Health Care Act of 2006 enacted in
December 2006, CMS ended the demonstration project in March 2008 and eommenced the permanent RAC program in all states beginning i 2003 with
plans to have RACs in full operation ia all 50 stales by 2010.

RACS utilize a post-payment targeted review process employing data analysis teehniques in order to identify those Medicare claims most fkely to
contain overpayments, such as incorrectly coded services, incomrect payment amounts, non—covered services and dupiicate payments. The RAC review is
either “antomated”, for which a decision can be made without reviewing a medical record, or “complex™, for which the RAC must contact the provider in
order to procure and seview the medical record to make a decision about the payment. CMS has given RACs the autherity to look back at ¢laims up to three
years old, provided that the claim was paid on ot after October [, 2007. Claims identified as overpayments will be subjeot to the Medicare appeals process.

These additional post—payment reviews may rc%ﬁre us to incur additional costs to respond to requests for records and to pursue the reversal of
payment denlals, and uttimately may require us fo refund amounts patd to us by Medicare that sre determined to have been overpald.

Ifwe fail to continually enkance our hospitals with the most recent technological advances in diagnostie and surgical equipment, our ability to malntain
and expand our markels will be adversely affected,

Technologleal advances with respest to computed axial tomography (CT}, maguetic resonance jmaging (MRI) and positron emission tomography
(PET) equipment, as well as other equipment used in our facilities, are continually evelving. In an effort to compete with other healtheare providers, we
- musk constantly evaluate our equipraest needs and upgrade equipment as a result of technological improvements. Such equipment costs typically range from
$1.0 mitlion to $3.0 millien, oxclusive of construction or byitd-out costs, If we fail to remaln current with the technological advancements of the medical

community, cur volumes and revenue may be negatively jimpacted.

Our hospitals face competition for staffing especially as a result of the national slortage of nurses and the fncreased imposition on s of nurse-staffing
tatios, which has it the past and may in the future increase our labor cosis and materially reduce our profitability.

We compete with other healtheare providers in recruiting and retaining qualified management and staff personnel responsible for the day-to-day
operations of eash of our hospitals, including most significantly nurses and other noo—physician healthcare professionals. In the healtbeare jndus
generally includ{x;g in our markets, the national shorfags of nurses and other medical suppost personnel has become a sigulficant operatlng jssue, This
shorfage has caused us in the past and may require us in the future to fncrease wages and benefits fo reerult and retain nutses and other medieal support



personaet or to hire mote expensive temporary personnel. We have voluntarily raised on several oceasions it the past, and expest to rafse in the future,
wages for our nurses and other medlcal support personnel. :

In addition, union~mandated or state-mandaled nutse—staffing ratios significantly affect not only labor costs, but may also cause us to Jimit patient
admissions with a corresponding adverse effect on revenues if we are unable 1o hire the appropriate number of nurses to meet the required ratios. While we
do not currently operate in any states with mandated nurse—staffing
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ratjos, the states in which we operate could adopt mandatory nurse-staffing ratios at any time. Jn those instances where our nurses are unionized, it s our
experience that new wyion confracts often impose significant pew additional staﬂ'm%imuos by contract on our hospitals. This was the case with the inergased
staffing ratios imposed on us in our union contract with our nurses at Saint Vincent Hospital in Worcester, Massachusetts negotiated in 2007,

The U8, Congress is currently considering a bill called the Employee Free Choice Act of 2009 {(“EFCA"), which organized labor, & major supporter of
 the Obama administration, has called its number one legislative objective. BFCA would amend the National Labor Refations Act to establish 2 procedure

wheseby the Natfonal Labor Refations Board (“NLRB”) would certify a unjon as the bar aining representative of employces, without a NLRB—supervised
secret ballot election, if 2 majority of unit smployees signs valld unlon authorization cards (the “sard—check provision™). Additionally, under BFCA, parties
that are unable to reach 2 fizst contract within 90 days of coliective bargaining could refer the dispute to mediation by the Federal Mediation and
Conciliation Service {the “Service™). If the Service Is unable to bring the parties to agreement within 30 days, the dispule ther would be referred to binding
arbifration. Alse, the bilt would provide for inereased penalties for Jabor faw violations by employers, In July 2009, due to intense opposition from the
busiziess community, altemative drafl Jegislation became public, dropping the card~oheck provision, but putling in its place new provisions making it easler
for employees to organize including provisions to require shorter wnionization campaigns, faster elections and Himitations on employer—sponscred
anti-unienlzation mestings, which employees are required to attend. This legislation, if passed, would make it easier for our nurses or other groups of
hospltat employees to unionize, which could materially increase our labor costs.

If our labor costs continus to inerease, we may not be able to raise our payer reimbursement levels to offset these increased costs, including the
significantly increased costs that we will incur for wage increases and urse-staffing ratios under our now unlon contract with our nurses al Saint Vincent
Hospital, Because substantially all of our net patient revenues consist of payments based on fixed or negotiated rates, our ability to pass along increased
tabor costs is materiatly constrained, Our failure to reciuit and retain qualified management, nurses and other medical support personnel, or to control our
labor costs, could have a material adverse effect on our profitability. .

Compliance with Section 404 of the Sarbanes—Oxley Act niay negatively lmpact our results of eperations and fuilure to comply may subject us fo
reguintory serutiny and @ loss of investors® confidence i our internal canirgl over financicl reporiing

Section 404 of the Sarbanes—Oxley Act 0f 2002 (“Section 404”) requires us to perform an evaluation of our internal control over fuancial réporting
and file management’s attestation with our annual report, Section 404 also requizes our independent auditors to opine on our internal control over finagoial
reporting bepinning with our fiseal year ending June 30, 2010, We havo evaluated, tested and implemented jnternal controls over financal reporting to
enable management to report on such internal controls under Section 404. However, we cannol assura you that the conclusions we will reach in our Jone 30,
2010 management report will be the same as those reached by our independent auditors in their report, Failure on our part to comply with Section 404 may
subject us o regulatory scrutiny and a loss of public confidence in the reliability of our financial siatements, In addition, we may be required fo incur costs
in improving ovr internal control aver financial reporting and hiring additional persennel. Any such actions could negatively affect oor results of operations.

A fuilure of our information systems would adversely affect our ability fo properly wuanage eur opeérations.

We rely on our advanced information systems and our ability to suceessfully use these systems in our operations. These systems are essential fo the
following areas of our business operations, among others:

Fatient accounting, including billing and collection of patient service revenues;
inancial, accounting, reporting and payzroll;

coding and compliance;

iaboratory, radiology and pharmacy systems;

remote physician zccess to patient dats;

negotlating, pricing and administering managed care contracts; and
monitoring quality of care,

CIE N

If we aro unable fo use theee systems effectively, we may experience delays in collection of patient service revemues and may not bt able to properly
manage ovr operations or oversee compliance with laws or regulations.
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Difffculties with current consiruction profects or new consiruction projects such as addifional kospitals or major expansion projects may involve
significant capital expenditures that conld kave an adverse fmpact on our liguidity.

We may decids to construet an additional hosplial or bospitals in the future or consiruct addiional major expansion projects to existing hespitals in
order to achisve our growth objeetives. Our ability to complete construction of new hospitals or new expansion projects on budget and on schedule would
depend on a number of fctors, including, but not Himited to:

our ability to control construction costs; -

the failure of gencral contractors or subsontractors to perform under their contracts;

agverse weather conditions;

shortages of 1abor or materials;

er ability fo oblain necessary licensing and other required governmentat autherizations; and
other unforeseen problems and delays.
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As & result of these and other fuctors, we cannot assure yon that we will not experience inercased consiruction ¢osts on our construction projects or that
we will be able 0 construct our current o any future construction projects as originally planned. In addition, our current and any fiture major construction
projects would invelve 2 significant commitment of capital with no revenues assoolated with the projects during construction, which also could have a

future adverse impact on our lquidity.



If'the costs for constriction materials and labor continne o rise, such Increased costs couid have an adverse impact on the refurn on investment
relating fo our expansion profects.

The cost of construction materials and labor has significantly increased over the past years as a result of global and domestic eveats, We have
experienced siguificant increases in the cost of steel due to the demand in China for such materials and an incsease in the cost of lumber due to muitiple
factors. Increases in oil and gas prices have Increased costs for oil-besed produots and for transporlin%maicri_als to job sites, As we continue to fnvest in
modem technologies, emergency rooms and oKerating room expansions, we expend large sums of cash generated from operating activities, We evaluate the
financial viability of such projects based on whether the projected cash flow return on favestment exceeds our cost of ¢capital. Such returns may not be

‘achieved if the cost of construction continues to rise significantly or anticipated volumes do not materialize.

State efforts to regulate the construction or expansion of hospitals could impair our ability to operate and expand our operations.

Some slates require healthears providers to oblain prior approval, known as certificates of need, for:

. . the purchase, sonstriction or expansion of healtheare facilities;
. capital expenditures exceeding a preseribed amount; or
' changes jo services or bed capacity.

In giving approval, these states consider the need for additionat or expanded healtheare facilities ot services. Illinos and Massachusetts are the only
slates in which we currently own hospitals that have certificatc—ofneed laws. The failure to obtain any required cerfificate of need could impalr our ability
to operate or expand operations in these states, .

Ifthe fair value of our reporting units declifies, n material non—cash-charge fo earnings from impairment of our goodwill could result,

Blackstone acquired our predecessor company during fiscal 2005, We recorded a significant portion of the purchase price as goodwill. At December
31, 2009, we had approximately $649.1 million of goodwill recorded on cur fimancial statements, There is 10 guarantee that we
will be able to recover the carrying value of this goodwill through our future cash flows. On an ongoing basis, we evaluate, based
on the far value of our reporting units, whether the carrying value of our goodwill is impaired. During fiscal 2007, we recorded a
$123.8 million ($110.5 million, net of tax benefit) impairment charge to goodwill to reduce the carrying values of our Chicago
hospitals to their fair values. Our two Chicago hospitals have experienced deteriorating economic factors that have negatively
impacted their results of operations and cash flows, While
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varions initiatives mitigated the impact of these eeonomio factors in previous quarters, the operating results of the Chicago hospitals have not improved to
the fevel anticipated.

After having the opportunity to evaluate the operating results of the Chicago hospitals for the first six months of fiscal year 2010 and to reassess the
market kzends and ecenomie factors, we contluded that it was uniikely that previously projected cash flows for these has&)itats would be achieved, We
performed an interim goodwill impainment test and, based upon revised projected cash flows, market participant data an ap*:raisai information, we
determined that the 543.1 million remaining goodwill related to this reporting wnit was impaired. We recorded the $43.1 million ($31.8 million, net of taxes)
ron-cash impairment loss in our condensed consolidated statement of operations for the quarter ended December 31, 2009,

Our hospitals are subject fo potential respousibilities and costs under environmental laws that could lead to materinl expenditures or Hability,

We are subject to various federal, state and local environmentat Jaws and regulations, inoluding those refating to the protection of human health and the
environment. We could ineur substantial costs (o maintain compliance with these laws and regulations. To cur knowledge, we bave not been and are pot
currently the subject of any investigations refating to noncompllance with environmentai laws and regulations. We could become the subject of foture
investigations, which could lead to fines or criminal psnallies if we are found to be in violation of these laws and regulations. The principat environmenial
tequirements and concerns applicable to our operations relate to proper management of hazardous materials, hazardous waste and medicat waste,
above—ground and usderground storage tanks, operation of boilers, chillers and other equipment, and management of bullding conditions, such a5 the
presence of mold, lead-based paint or asbestos. Cur hospitals enﬁ;ge independent contractors for the tmns%oxtation and disposat of hazardous waste, and
we require that our hospitals ba pamed as additional insureds on the Jiability Insurance policies majntained by these contractors, .

We also may be subject to requirements related to the remediation of substances that have been released info the environment at pmperﬁés owned or
operated by us of our predecsssors of at propetiles whese substancss were sent for off-sits treatment or disposal. These remediation requirements may be
imposed without regard to fault, and Hability for environmental remediation can be substantial.
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Ttem 4, Submission of Matters to a Vote of Security Holders.

The following persons weze re~elected to our board of directors by the holders of 100% of vur ocutstanding common stock by action taken pursuant to &
witten consent dated November 3, 2009 of such holders in Hlew of an annual stockholders’ meeting!

Michaet A, Dal Bello
M. Fazle Husein
Charles N. Martin, Jr,
Alan M, Muney, M.D.
James A, Quella
Neil P. Simpkins

Also, on November 3, 2009 (but prior o the election of the direotors referred 1o above), Michact J. Parsons informed us, ata ragular meeting of our
boatd of ditectors, that he declined to stand for re-election to the Company's board of directors. M, Parsons cited as the reason the Increased demands on
his fime as a result of him assuming earfier in calendar year 2009 on a fuli-time basis the position of Chief Executive Officer of Southem{Care, Ino, a
hospice provider based in Birmingham, Alabama, with offices in 25 states.



Tem 6.  Exhibits.

The exhibits fled as part of this report are listed in the Index to Exhibits which is located at the end of this report.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly anthorized. .

DATE: February 9,2010 VANGUARD HEALTH SYSTEMS, INC.

BY:

{5/ Gary D, Willis
Gary D. Fillis
Senfor Vice President, Controller and

Chief Accounting Officer

{Authorized Officet and Chief Accounting Officer)
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Indenture, dated a5 of January 29, 2010, relating to the 8% Senior Notes due 2018, among Vanguard Health Holding Company I, LLC,
Vanguard Holding Company II, Inc., Vanguard Health Systems, Inc. and the other guarantors named therein and U.S. Bank National
Association, as Trustes, including the form of 8% Senior Notes due 2018, S!morpomted by teference from Exhibit 4.1 to the registrant’s
Curtent Report on Fonn §-K dated February 3, 2019, File No. 33371934, -

Reglstration Rights Agreement, dated as of Fanvary 29, 2010, relating %o (he 8% Senior Notes due 2018, among Vanguard Health Holding
Company II, LLC, Vanguard Holding Company i, Inc., Vanguard Health Systems, Jne, and the other guarantors named thereln and {15,
Bank National Associalion, as Trustes, (Incorperated by reference from Exhibit 4.2 to the registrant’s Current Repart on Forrn §~X dated
February 3, 2010, Fils No. 333-71934))

Ninth. Sugplemental Indenture, dated as of January 28, 20190, relating to the 9% Senlor Subordinated Notes due 2014, among Vanguard
Health Holding Company I, LLC, Vanguard Holding Company II, Inc,, Vanguard Health Systems, Ine., and the other guarenters named
therein and U.S, Bznk National Association, as Trastee, (Incorporated by reference from Bxhibit 4.3 to the registrant’s Cusrent Report on
Form 8-K dated February 3, 2019, File No. 333-71934.)

First Supplemental Indenture, dated as of January 28, 2010, refating to the 11.25% Senior Discount Notes due 2015, among Vanguard
Health Holding Company I, LLC, Vanguard Helding Company 1, Inc., Vanguard Health Systemns, Inc. and 1.8, Bank National
Association, a5 Trustee, {Incorporated by reference from Exhibit 4.4 to the registrant’s Current Report on Form 3K dated February 3,
2010, File No. 333-71934.) . .

Credit Agreement, dated as of January 29, 2010, among Vanguard Health Holdiog Company T, LLC, Vanguard Health Holding Company
1, LLC, the lenders from fime to time party thereto, Bank of Ametica, N.A., a3 Administrative Agent, and the other partes thereto,

g!;l_;o 19?1:3;1 by reference from Bxhibit E0.1 fo the registrant’s Cuzrent Report on Form 8~K dated February 3, 2010, File No.

Amendment No. 1, dated as of November 3, 2009, 1o Stockholders Agreement Concerning Vanguard Health Systems, Inc., dated as of
Movember 4, 2004, by and among Vanguard Health Systems, Inc., VIS Holdings LLC, Blackstone FCH Capital Pariners IV L.P. and its
affiliates identified’on the signature pages thereto and Charles N. Mariin, Jr., as proxyholder for certain employees party thercto.
Certification of CEO pursuant to Rule 13a~14(a)/15d-14(a), as adopted purswant fo Section 302 of the Sarbanes—Oxley Act of2002. ~
Certification of CFO pursuant to Rule 13a—14{a)/15d—14(a}, 45 adepted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Cerfification of CEQ pursuant to 18 11.8.C. Section 1350, as adopted pursuant 1o Section 906 of the Sarbanes™Oxley Aot of 2002,

Certification of CFO pursuant to 18 1.8.C. Section 1350, as adopted pursuant to Seofion 906 of tho Sarbanes—Oxley Act 0 2002,
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EXHIBIT 10.2 .

AMENDMENT NO. 1

This AMENDMENT NO. 1 (this “Amendment”), dated as of November 3, 2009, to STOCKHOLDERS AGREEMENT,
dated as of November 4, 2004 (the "Agresment”™), concerning Vanguard Health Systems, Ine, (the "Company"), a Delaware
corporation, is entered into by and among the Company, VHS Holdings LLC, a Delaware limited [iability company (“Holdings™),
Blackstone FCH Capital Pariners IV L.P,, a Delaware limited partnership, and its affiliates identified on the sighature pages hereto
as a “Blackstons Party” (collectively, the “Blackstone Partjeg”) and the parties identified on the signature pages of the Agreement
as an “Employee” or who have otherwise become party to. the Agreement and have agreed to become bound by its lerms as an
“Bmployee” by Fntering into a joinder agreement substantially in the form attached to the Agreement as Exhibit 4 (collectively,

the “Employees”).

WHEREAS, the parties to the Agreernent wish to amend Sections 1.1(a) and 4.1(a) of the Agreement in the manner set
forth in this Amendment,

NOW, THEREFORE, in consideration of the mutual covenants contained herein and other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged and intending to be legally bound hercby, the patties
to this Amendment hereby agree as follows;

1 a) erms. Unless otherwise defined herein, capitalized terms used herein and defined in the Agreement
are used in this Amendment as defined in the Agreement.

2. Amendment of Sections 1.1(a), Sections 1,1(a) of the Agreement is hereby amended by deleting all of the text of
such Section 1.1(a) set forth in the Agreement and replacing such deleted text with the following new text:

“(a) Bach Employee hiereby agrees, until the earlier to occur of (%)
November 4, 2014 and (y) & Qualiﬁec%[ IPO, o take all Designated Actions
in the manner that the Management Representative, in his sole and
absolute discretion, shall direct, at any meeting of the sharcholders of the
Company, at any and all adjoumments thezeof, and on any other occasion
in respect of which the consent of such Braployee with respect to his or
her Shares may be given or may be requested or solicited by the Compeny
or any other Person, whether at a meeting, pursnant to the execution of a
written consent, under this Agreement or otherwise, for all purposes in
connection with any Designated Action, and such Bmployee hereby
ratifies and confirms alf that the Management Representative may do by

virtue hereof.”
i
3 Amendment of Section 4. 1{a), Sections 4,1(a) of the Agreement is hereby amended by deleting ail of the text of

such Section 4.1(a) set forth in the Agreement and replacing such deleted text with the following new text:

“(a) If an Employee’s Services to the Company and its Subsidiaries
terminate for any reason (a “Termination Event™), the Company shatl have
the right but not the obligation to purchase, from time to time after such
Termination Bvent, for a period of 180 days following the later of (x) 181
days after the termination of such Bmployee's Services and (y) with
respect to Shates received upon the exercise of an option, 181 days after
the date such option is exercised (the “Call Option Perjod”), the Shazes -
held by such Employee. To exercise such purchase right with respect to
an Employee, the Conapany shall deliver to such Employee prior to the
expiration of the Cat} Option Period a written nofice specifying the
number of Shares with tespect to which the Company has elected to
exercise such purchase riggf, whereupon such Employee shall be required
to sell to the Company, the Shares specified in such nofice, at a price per
Share equal to the applicable purchase price determined pursuant to
Section 4.1{¢c).”

4. Coverning Law. THIS AMENDMBNT SHALL BE CONSTRUED IN ACCORDANCE WITH, AND
GOVERNED BY,THE LAWS OF THE STATE OF DELAWARE WITHOUT REGARD TO CONFLICTS OF LAWS
PRINCIPLES WHICH WOULD RESULT IN THE APPLICATION OF THE LAWS OF ANOTHER. JURISDICTION.

5. . This Amendment may be executed in counterparts, each of which shall be deemed an original, and
al} of which together shall constitute a single instrument.

6. sferences. Upon full execution of this Amendment, all references In the Agreement or in other documents refated
to the Agreement shall be deemed to be references fo the Agreement as modified by this Amendment.

IN WITNESS WHEREOF, the parties hereto have executed this Amendment as of the date set forth above.



VANGUARD HEALTH SYSTEMS, INC.

By: ald
Name: Ronald P. Soltman
Title: Executive Vice President

2

VHS HOLDINGS, LLC
By:

. a tma!
Name: Ronald P. Soltman

Title: Bxecutive Vice President

The Management Representative
Je,

{8/ Chatles N, Martin,
Charles N. Martin, Jr., )
solely in his capacity as Management Representative

FOR ALL EMPLOYEES

{3/ Charles N, Martin, Ir,

Charles N, Martin, Jr.,

Individually and as Proxyholder for the
Employees party to the Agreement pursuant to
Section 1.1 of the Stockholders Agreement of
Vanguard Health Systems, Inc. dated as of
November 4, 2004

Blackstone Parties:
BLACKSTONE FCH CAPITAL PARTNERS IV L.P.

By:  Blackstone Management Associates IV L.L.C,,
as a General Partner

{af Neil P. Simpking
Name: Neil P. Simpkins
Title: Senior Managing Director

3

By:

BLACKSTONE FCH CAPITAL PARTNERS IV-A L.P.

By:  Blackstone Management Associates IV L.L.C,,
as a General Pariner

By: il P. Si in
Name: Neil P, Simpkins
Title: Senior Managing Director

BLACKSTONE FCH CAPITAL PARTNERS IV-B L.P,

By:  Blackstone Management Associates IV LL.C,
as a General Pariner

By: il P Si i
- Name: Neil P, Simpkins
Title: Senior Managing Director

BLACKSTONE HEALTH COMMITMENT
PARTNERS-ALP,

By:  Blackstone Management Associates IV L.L.C.,
as a General Pariner



By: /sfNeil P. Simpkins

Natne: Neil P. Simpkins
Title: Senior Managing Director

4
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EXHIBIT 31.1

CERTIFICATION OF CEOQ PURSUANT TO
RULE 13a—14¢a)/15d~14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES—OXLEY ACT OF 2002

1, Charles N. Martin, Jr., Chairman and Chief Executive Officer of Vanguard Health Systems, Inc., certify that:
1. Ihave reviewed this quarterly report on Form 10-Q of Vanguard Health Systems, Inc,;

2. Based on my knowledge, this report does not contain any wnirue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances vnder which such staterments were made, not misteading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statemonts, and other financial information included in this repost, fairly present in afl
material respects the financiat condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a~15(¢) and 15d—15(¢) and intemal control over financial reporting (as
defined in Exchange Act Rules 13a~15(f) and 15d—15(f)) for the registrant and have:

{(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, o ensure that material information relating to the registrant, jncluding its consolidated
subsidiaries, is made known o us by others within those entities, particularly during the period in which this report is
being prepared;

() Designed such internal conirol over financial reporting, or caused such internal control over fimancial reporting to be
designed under our supervision, fo provide reasonable assurance regarding the reliabilify of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

{c) Rvaluated the effectiveness of the registran{’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure eontrols and procedures, as of the end of the period covered by this
report based on such evaluation; and

- (d) Disclosed in this report any change in the registrant’s intemal conirol over financial reporting that cccurred dusing the
registrant’s most recent fiscal quarter {the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materiatly affect, the registrant’s internal control over financial reporting;
and

5. The registrant's other certifying officer(? and [ have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(3) Allsignificant deficiencics and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporiing.

Date: February 9, 2010

Charles N, Martin, Jr,
Chairman of the Board and Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATION OF CFO PURSUANT TO
RULE 13a-14(a)/15d—14(a), AS ADOPTED PURSUANT TO
SECTION 362 OF THE SARBANES-OXLEY ACT OF 2002

ity % Phiflip W. Roe, Executive Vice President, Chief Financial Officer and Treasurer of Vanguard Health Systems, Inc.,
certify that:

1. 1have reviewed this quarterly report on Form 10-Q of Vanguard Health Systems, Inc,;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements mad, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4, The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a—15(e} and 15d~15(e) and internal control over financial reporting (as
defined in Exchange Act Rules 13a—15(f) and 15d-15¢f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure confrols and procedures to be designed
under our supervision, to ensure that materjal information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this repost is
being prepared,

{b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
_designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

{c} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
cortclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

{d} Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evalvation of internal control over
financial reporting, to the registrant’s auditors and the audit commitiee of the registrant’s board of directors (or persons
performing the equivalent fimetions): .

(a) Al significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting, )

Date: February 9, 2010

[/ Phillip W. Roe

Phillip W. Ree

Execcutive Vice President, Chief Financial Officer,
and Treasurer
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EXHIBIT 32.1

CERTIFICATION OF CEQO PURSUANT TO
13 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Vanguard Health Systems, Inc. (the “Company™) for the
quarterly period ended December 31, 2009 {the “Report™), I, Charles N, Martin, Jr., Chairmen of the Board and Chief Executive
Officer of the Company, certify, for the purpose of complying with 18 U.S.C. Section 1350 and Rule 13a—14(b) or Rule
15d~14(b} of the Securities Exchange Act of 1934 (the “Exchange Act), as adopted pursuant fo Section 906 of the
Sarbanes-Oxley Act of 2002, that to my knowledge:

{1) The R%Jort fully compliéc with the requirements of Section 13(a) or 15(d)
of the Exchange Act; and

{2)  The information contained in the Repo& fairly presents, in all material
respests, the financial condition and results of operations of the Company.
arti
Charles N, Martin, Jr.
Chairman of the Board and Chief Executive Officer

February 9, 2010
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EXHIBIT 32.2

CERTIFICATION OF CFO PURSUANT TO
18 U.8,C, SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10~Q of Vanguard Health Systems, Inc, (the “Company”} for the
quarterly period ended December 31, 2009 (the “Report™), I, Phillip W. Roe, Executive Vice President, Chief Financial Officer
and Treasurer of the Company, certify, for the purpose of complying with 18 U.S.C. Section 1350 and Rule 13a~14(b) or Rule
15d~14(b) of the Securiies Exchange Act of 1934 (the “Bxchange Act”), as adopted pursuant to Section 906 of the

Sarbanes—Oxley Act of 2002, that to my kiowledge:

{1} 'The Report fully complies with the requirements of Section 13(a) or 15(d)
of the Exchange Act; and

(9  The information contained in the Report fairly presents, in all material
respects, the financial condition and results of operations of the Company,

iflip W, Roe

{s/ Phillip
Phitlip W, Roe
Bxecative Vice President, Chief Financial Officer and Treasurer

Pebruary 9, 2010




