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Part I
Item 1. Business
General

Triad Hospitals, Inc. is one of the largest publicly owned hospital companies in the United States and provides
health care services through hospitals and ambulatory surgery centers that it owns and operates in small cities and
selected urban markets primarily in the southern, midwestern and western United States. Triad’s hospital facilities
include 46 general acute care hospitals and 14 ambulatory surgery centers located in the states of Alabama, Arizona,
Arkansas, California, Indiana, Kansas, Louisiana, Mississippi, Missouri, New Mexico, Chio, Oklahoma, Oregon,
South Carolina, Texas and West Virginia. Cne hospital included among these facilities is operated through a 50/50
joint venture that is not consolidated for financial reporting purposes. Triad is also a minority investor in three joint
ventures that own seven general acute care hospitals in Georgia and Nevada. Through its wholly-owned subsidiary,
Quorum Health Resources, LLC (“QHR”™), Triad also provides management and consulting services to independent
general acute care hospitals located throughout the United States. The terms “we”, “our”, “the Company”, “us”, and
“Triad” refer to the business of Triad Hospitals, Inc. and its subsidiaries as a consolidated entity, except where it is
clear from the context that such terms mean only Triad Hospitals, Inc.

Triad’s general acute care hospitals typically provide a full range of services commonly available in hospitals,
such as internal medicine, general surgery, cardiology, oncology, neurosurgery, orthopedics, obstetrics, diagnostic
and emergency services. These hospitals also generally provide outpatient and ancillary health care services such as
outpatient surgery, laboratory, radiclogy, respiratory therapy, cardiology and physical therapy. Outpatient services
also are provided by ambulatory surgery centers operated by Triad. In addition, some of Triad’s general acute care
hospitals have a limited number of licensed psychiatric beds and provide psychiatric skilled nursing services.

In addition to providing capital resources and general management, Triad makes available a variety of
management services to its health care facilities. These services include ethics and compliance programs, national
supply and equipment purchasing and leasing contracts, accounting, financial and clinical systems, governmental
reimbursement assistance, information systems, legal support, personnel management, internal audit, access to
regional managed care networks, resource management, and strategic and business planning.

Our Formation

Triad was incorporated under the laws of the State of Delaware in 1999, On May 11, 1999, Triad became an
independent, publicly traded company owning and operating the healthcare service business which had comprised
the Pacific Group of HCA, Inc. (“HCA”). On that date, Triad was spun-off from HCA through the distribution of
all outstanding shares of Triad common stock to the stockholders of HCA. Information regarding HCA in this
Annual Report is derived from reports and other information filed by HCA with the Securities and Exchange
Commission (the “Commission”).

On April 27, 2001, Triad completed its merger of Quorum Health Group, Inc. (“Quorum”) with and into Triad
for approximately $2.4 billion in cash, stock and assumption of debt. Each former Quorum shareholder became
entitled to receive $3.50 in cash and 0.4107 shares of Triad common stock for each outstanding share of Quorum
stock, plus cash in lieu of fractional shares of Triad common stock. See “NOTE 3 — ACQUISITIONS” in the
consolidated financial statements for a more detailed description of the transaction.

The common stock of Triad is listed on the New York Stock Exchange (Symbol: TRI). Information about the
distribution and certain indemnification and other arrangements entered into by Triad and HCA in connection with
the distribution is included in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and in the consolidated financial statements.




Principal Executive Offices

Our principal executive offices are located at 13455 Noel Road, 20™ Floor, Dallas, Texas 75240, and our
phone number is (972) 789-2700. Our corporate Website address is http:/www.triadhospitals.com. Information
contained on our Website is not part of this Annual Report.

Triad’s Markets

Most of Triad’s owned facilities are located in two distinct types of markets primarily in the southern,
midwestern and western United States. Over three-quarters of Triad’s owned hospitals are located in small cities,
generally with populations of less than 150,000 residents and located more than 60 miles from a major urban center.
Triad’s hospitals are usually either the only hospital or one of two or three hospitals in the community. The
remainder of Triad’s owned hospitals are located in selected larger urban areas. Triad owns and operates hospitals
in 16 states. Approximately half of Triad’s facilities are located in the states of Alabama, Indiana, and Texas.

Through QHR its separate contract management services and consulting subsidiary, Triad also provides
management services to independent hospitals and hospital systems located throughout the United States.

Small City Markets

Triad believes that the small cities of the southern, midwestern and western United States are attractive to
health care service providers as a result of favorable demographic, economic and competitive conditions. Thirty-six
of the 46 general acute care hospitals that Triad operated as of December 31, 2001 were located in these small city
markets. Of these, 19 hospitals were located in communities where they were the sole hospital and 17 hospitals were
located in communities where they were one of only two or three hospitals. Triad believes that small city markets
can support specialty services which generally produce higher revenues than other health care services. In addition,
in small city markets, managed care penetration is generally lower than in urban areas, and Triad believes that it is in
a better position to negotiate more favorable managed care contracts in these markets.

While Triad’s hospitals located in these small cities are more likely to face direct competition than facilities
located in smaller rural markets, that competition often is limited to a single competitor in the relevant market. Triad
believes that the smaller populations and relative strength of the one or two acute care hospitals in these markets also
limit the entry of alternate non-hospital providers, such as outpatient surgery centers or rehabilitation or diagnostic
imaging centers, as well as managed care plans.

Selected Larger Urban Markets

Ten of the 46 general acute care hospitals that Triad operated as of December 31, 2001 are located in selected
larger urban markets of the southern, midwestern and western United States.

In addition to the direct competition Triad faces from other health care providers in its markets, there are
higher levels of managed care penetration in the larger wrban markets (a higher relative proportion of the market
population enrolled in managed care programs such as HMCs and PPQOs).

Business Strategy

Triad’s primary objective is to provide quality health care services and simultaneously generate strong financial
performance using the following strategies:

Unigue Operating Strategy

e Operating Strategy Components
o Develop strong relationships with the physicians in our communities.
o Maximize community involvement by empowering local Board of Trustees.
o Build strategic relationships with employees, including our nurses.




o Launch quality initiatives to maximize patient, physician and employee satisfaction.

o Operating Strategy Objectives
o Grow volumes through the operating strategy and by adding specialty and outpatient services.
o Improve reimbursement rates by leveraging improved market positions.
o Increase operating margins through volume growth and collaborative resource management.
o Increase the margins methodically without being the “low cost” provider.

Capital Investrment Strategy

o Invest capital in same-facility expansions, new-facility development and selected acquisitions.

o Enhance and expand healthcare services and simultaneously generate appropriate financial returns.
o Focus on small cities and selected larger urban markets compatible with Triad’s operating strategies.
o Form joint ventures with other providers, including not-for-profit healthcare providers.

Contract Management and Consulting Services Strategy

o Grow core business by adding new contracts with independent hospitals.
o Negotiate new and renewal contract terms that achieve an appropriate balance of risk and reward.
e Acquire and invest selectively in independent hospitals, if invited.

Operations

Triad’s general acute care hospitals typically provide a full range of services commonly available in hospitals,
such as internal medicine, general surgery, cardiology, oncology, neurosurgery, orthopedics and obstetrics, as well as
diagnostic and emergency services. These hospitals also generally provide outpatient and ancillary health care
services such as outpatient surgery, laboratory, radiology, respiratory therapy, cardiology and physical therapy.
Outpatient services also are provided by ambulatory surgery centers operated by Triad. In addition, certain of Triad’s
general acute care hospitals have a limited number of licensed psychiatric beds.

Each of Triad’s hospitals is governed by a local Board of Trustees, which is composed entirely of local
community leaders and members of the hospital’s medical staff. The Board of Trustees establishes policies
concerning the medical, professional and ethical practices at each hospital, monitors such practices, and is
responsible for ensuring that these practices conform to established standards. Triad maintains quality assurance
programs to support and monitor quality of care standards and to meet accreditation and regulatory requirements.
Patient care evaluations and other quality of care assessment activities are monitored on a continuing basis.

Services and Utilization

Hospital revenues depend upon inpatient occupancy levels, the volume of outpatient procedures and the
charges or negotiated payment rates for such services. Charges and reimbursement rates for inpatient routine services
vary significantly depending on the type of service, such as medical/surgical, intensive care or psychiatric, the payer
and the geographic location of the hospital.

Triad believes that important factors relating to the overall utilization of a hospital include the quality and
market position of the hospital and the number, quality and specialties of physicians providing patient care within the
facility. Generally, Triad believes that the ability of a hospital to meet the health care needs of its community is
determined by its breadth of services, level of technology, emphasis on quality of care and convenience for patients
and physicians. Other factors which impact utilization include the growth in local population, local economic
conditions, market penetration of managed care programs and the availability of reimbursement programs such as
Medicare and Medicaid. Ultilization across the industry also is being affected by improved treatment protocols as a
result of advances in medical technology and pharmacology.




The following table sets forth certain statistics for hospitals owned by Triad for each of the past five years.
The comparability of the statistics has been affected by the acquisition of Quorum on April 27, 2001.
Medical/surgical hospital operations are subject to certain seasonal fluctuations, including decreases in patient
utilization during holiday periods and increases in patient utilization during the cold weather months.

Years ended December 31,

2001 2000 1599 1998 1997
Number of hospitals at end of period (a) ............... 46 28 29 39 39
Number of licensed beds at end of period (b) ....... 7,557 3,520 3,722 5,902 5,859
Weighted average licensed beds (c) 6,379 3,633 4,745 5,905 5,860
Admissions (d)......ocovvevivierereneiienee e 233,888 128,645 145,889 169,590 172,526
Adjusted admissions (€)........cccoeveeriirenrinriveeererienn, 396,256 220,590 241,547 276,771 275,125
Average length of stay (days) (f) .....ccoerrvernrnens 4.8 4.4 4.5 4.9 4.9
Average daily census (2).....ccccocrvrvarierrinrireienenen 3,060 1,532 1,818 2,263 2,326
Occupancy 1ate (h).......ccveerrrnrieninninernreeserenens 54% 49% 55% 44% 44%

(a) This table does not include any operating statistics for non-consolidating joint ventures and facilities leased to others.
~(b) Licensed beds are those beds for which a facility has been granted approval to operate from the applicable state licensing agency.
(c) Represents the average number of licensed beds weighted based on periods owned.

{d) Represents the total number of patients admitted (in the facility for a period in excess of 23 hours) to Triad’s hospitals and is used by
management and certain investors as a general measure of inpatient volume.

(&)  Adjusted admissions are used by management and certain investors as a general measure of combined inpatient and outpatient volume.
Adjusted admissions are computed by multiplying admissions (inpatient volume) by the sum of gross inpatient revenue and gross
outpatient revenue and then dividing the resulting amount by gross inpatient revenue. The adjusted admissions computation “adjusts”
outpatient revenue to the volume measure (admissions) used to measure inpatient volume resulting in a general measure of combined
inpatient and outpatient volume.

(f)  Represents the average number of days admitted patients stay in Triad’s hospitals.
(8) Represents the average number of patients in Triad’s hospital beds each day.

(h) Represents the percentage of hospital licensed beds occupied by patients. Both average daily census and occupancy rate provide measures
of the utilization of inpatient rooms.

Triad’s hospitals have historically experienced shifts from inpatient to outpatient care as well as decreases in
average lengths of inpatient stay, primarily as a result of improvements in technology and clinical practices and
hospital payment changes by Medicare, insurance carriers and self-insured employers. Some of these indicators
increased during 2001 due to the acquisition of Quorum, but Triad believes that these shifts will continue in the
future. These hospital payment changes generally encourage the utilization of outpatient, rather than inpatient,
services whenever possible, and shortened lengths of stay for inpatient care. Triad has responded to the outpatient
trend by enhancing its hospitals® outpatient service capabilities, including:

(1) dedicating resources to its freestanding ambulatery surgery centers at or near certain of its hospital facilities,
(2) reconfiguring certain hospitals to more effectively accommodate outpatient treatment by, among other
things, providing more convenient registration procedures and separate entrances, and

(3) restructuring existing surgical capacity to allow a greater number and range of procedures to be performed
on an outpatient basis.

Triad expects the growth in outpatient services to continue in the future. Triad’s facilities will continue to

emphasize those outpatient services that can be provided on a quality, cost-effective basis and that Triad believes
will experience increased demand.

Sources of Revenue

Triad receives payment for patient services from the federal government primarily under the Medicare
program, state governments under their respective Medicaid programs, and HMOs, PPQOs and other private insurers
as well as directly from patients. The approximate percentages of patient revenues of Triad’s facilities from such
sources during the periods specified below were as follows:




Years Ended December 31,

2001 2000 1999
Medicare........coevvrvvermvninieieereennnn,s e 31.9% 29.6%  31.9%
MEAICAIA .o veuveirieieistiiir et e e e e r e et eren b bbb eta e s e st areresteneeresrentas 4.4 6.4 6.9
Managed Care PLans ........c.covviirrrrer et e e 28.9 31.0 32.7
OB SOUICES .....cvveireereceeverereet ettt e ettt s bt s e s et es s beseeee et b ss s reneseeeerebess 34.8 33.0 28.5
TOtALL .ottt ettt ettt ettt vae et bbbt e et b st e b s te et en s e s e rnaneer et s benseraas 100.0% 100.0% 100.0%

Medicare is a federal program that provides certain hospital and medical insurance benefits to persons age 65
and over, some disabled persons and persons with end-stage renal disease. Medicaid is a federal-state program
administered by the states which provides hospital benefits to qualifying individuals who are unable to afford care.
All of Triad’s hospitals are certified as providers of Medicare and Medicaid services. Amounts received under the
Medicare and Medicaid programs are generally significantly less than the hospital’s customary charges for the
services provided. See “Reimbursement.”

To attract additional volume, most of Triad’s hospitals offer discounts from established charges to certain large
group purchasers of health care services, including private insurance companies, employers, HMOCs, PPOs and other
managed care plans. These discount programs limit Triad’s ability to increase charges in response to increasing
costs. See “Competition.”

Patients are generally not responsible for any difference between customary hospital charges and amounts
reimbursed for such services under Medicare, Medicaid, some private insurance plans, and HMOs or PPOs, but are
responsible for services not covered by such plans, exclusions, deductibles or co-insurance features of their
coverage. The amount of such exclusions, deductibles and co-insurance has generally been increasing each year.
Collection of amounts due from individuals is typically more difficult than from governmental or business payers.
For more information on the reimbursement programs on which Triad’s revenues are dependent, see
“Reimbursement.”

Hospital Management Services

QHR is a leading provider of management and consulting services to acute care hospitals, providing
management services to approximately 200 hospitals as of December 31, 2001. QHR provides management services
to independent hospitals and hospital systems under management contracts and provides selected consulting,
educational and related services. In addition, QHR provides turnaround management consulting services to
distressed independent hospitals. QHR assists hospitals in improving their financial performance and the scope of
their services. Most of the hospitals for which QHR performs management, consulting or support services are
independent not-for-profit hospitals. These hospitals are generally located in non-urban areas. Sixty-five percent
(65%) of these hospitals have less than 100 beds. Upon entering into a management contract, QHR first assesses the
operations of the hospital, including the hospital’s financial management, the economic and population-related
factors affecting the hospital’s market, physician relationships and staffing requirements. Then, based on its
assessment, QHR develops and recommends a management plan to the hospital’s governing board.

To implement the management plan adopted for each hospital, QHR provides the hospital with personnel to
serve as the hospital’s chief executive officer and, typically, a chief financial officer. Although these people are
QHR employees, they operate under the direction and control of the hospital’s governing body, and the balance of
the hospital staff remain employees of the hospital under the control and supervision of the hospital. QHR’s
hospital-based team is supported by its regional and corporate management staff. QHR currently has 22 regional
offices located throughout the United States. QHR’s regional office staff is experienced in providing management
services to hospitals of all sizes in diverse markets throughout the United States. Each regional office is responsible
for the management services provided within its geographic area.

QHR’s hospital management contracts generally have a term of three to five years, QHR’s management
contract fees are based on amounts agreed upon by QHR and the hospital’s goveming body, and generally are not
related to the hospital’s revenues or other variables. Under QHR’s hospital management contracts, QHR is not
responsible for hospital licensure, certificates of need, liability coverage, capital expenditures or for other functions
which are normally the responsibility of a hospital’s governing body.




QHR offers consulting and related educational and management services to hospitals that are not part of its
contract management program. QHR’s consulting services are directed at many of the operational needs of
hospitals, including accounts receivable management, health information management, human resources, facility
design and various operational services. QHR also provides consulting services to large, sophisticated medical
institutions that need hospital management advice for specific issues.

Comypetition

The hospital industry is highly competitive. Triad competes with other hospitals and health care providers for
patients, The competition among hospitals and other health care providers for patients has intensified in recent
years. In some cases, competing hospitals are more established than Triad’s hospitals. Certain of these competing
facilities, particularly in urban markets, offer services, including extensive medical research and medical education
programs, which are not offered by Triad’s facilities. In addition, in certain of the markets where Triad operates,
there are large teaching hospitals which provide highly specialized facilities, equipment and services which may not
be available at Triad’s hospitals. Although some of Triad’s hospitals are located in geographic areas where they are
currently the sole provider of general, acute care hospital services in their communities, these hospitais also face
competition from other hospitals, including larger tertiary care centers. Despite the fact that these competing
hospitals may be as far as 30 to 50 miles away, patients in these markets increasingly may migrate to these competing
facilities as a result of local physician referrals, managed care incentives or personal choice.

In addition, some of the hospitals that compete with Triad are owned by tax-supported governmental agencies
or not-for-profit entities supported by endowments and charitable contributions. These hospitals can make capital
expenditures without paying sales taxes, and are generally exempt from property and income taxes. Triad also faces
competition from other specialized care providers, including outpatient surgery, orthopedic, oncology and diagnostic
centers.

State certificate of need laws, which place limitations on a hospital’s ability to expand hospital services and
add new equipment, also may have the effect of restricting competition. Five states in which Triad operates,
Alabama, Mississippi, Ohio, South Carolina and West Virginia, have certificate of need laws (“CON laws”). The
application process for approval of covered services, facilities, changes in operations and capital expenditures in
these states is, therefore, highly competitive. In those states which have no CON laws or which set relatively high
thresholds before expenditures become reviewable by state authorities, competition in the form of new services,
facilities and capital spending is more prevalent.

The number and quality of the physicians on a hospital’s staff are important factors in a hospital’s competitive
advantage. Physicians decide whether a patient is admitted to the hospital and the procedures to be performed.
Triad believes that physicians refer patients to a hospital primarily on the basis of the quality of services it renders to
patients and physicians, the quality of other physicians on the medical staff, the location of the hospital and the
quality of the hospital’s facilities, equipment and employees. Admitting physicians may be on the medical staff of
other hospitals in addition to those of Triad’s hospitals.

One element of Triad’s business strategy is expansion through the acquisition of acute care hospitals in select
markets. The competition to acquire hospitals is significant. Triad intends to acquire, on a selective basis, hospitals

that are similar to those currently owned and operated. However, suitable acquisitions may not be accomplished on
favorable terms.

Another major factor in the competitive position of a hospital is management’s ability to negotiate service
contracts with purchasers of group health care services, such as HMCs and PPOs, which attempt to¢ direct and
contrel the use of hospital services through managed care programs and to obtain discounts from hospitals’
established charges. Employers and traditional health insurers are also increasingly interested in containing costs
through negotiations with hospitals for managed care programs and discounts from established charges. Generally,
hospitals compete for service contracts with group health care service purchasers on the basis of price, market
reputation, geographic location, quality and range of services, quality of the medical staff and convenience. The




importance of obtaining contracts with managed care organizations varies from market t¢c market depending on the
market strength of such organizations.

QHR also faces competitive challenges in the area of management services. In seeking management services,
hospitals have a variety of alternatives. Hospitals managed by hospital management companies represent less than
10% of the total acute care hospitals in the United States. Most hospitals have their own management staff. Some
hospitals choose to obtain management services from large, tertiary care facilities that create referral networks with
smaller surrounding hospitals.

Triad, and the health care industry as a whole, face the challenge of continuing to provide quality patient care
while dealing with rising costs, strong competition for patients and a general reduction of reimbursement rates by
both private and government payers. As both private and government payers reduce the scope of what may be
reimbursed and reduce reimbursement levels for what is covered, federal and state efforts to reform the health care
system may further impact reimbursement rates. Changes in medical technology, existing and future legislation,
regulations and interpretations and competitive contracting for provider services by private and government payers
may require changes in Triad’s facilities, equipment, personnel, rates and/or services in the future.

The hospital industry and Triad’s hospitals continue to have significant unused capacity. Inpatient utilization,
average lengths of stay and average occupancy rates have historically been negatively affected by payer-required
pre-admission authorization, utilization review and payer pressure to maximize outpatient and alternative health care
delivery services for less acutely ill patients. Admissions constraints, payer pressures and increased competition are
expected to continue. Triad endeavors to meet these challenges by expanding many of its facilities to include
outpatient centers, offering discounts to private payer groups, upgrading facilities and equipment and offering new
programs and services.

Employees and Medical Staff

At December 31, 2001, Triad had approximately 33,000 employees, including approximately 9,000 part-time
employees, as well as approximately 600 employees providing hospital management and consulting services.
Employees at two hospitals are currently represented by labor unions. Triad considers its employee relations to be
good. While Triad’s non-union hospitals experience union organizational activity from time to time, Triad does not
expect such efforts to materially affect its future operations. Triad’s hospitals, like most hospitals, have experienced
labor costs rising faster than the general inflation rate, primarily in nursing. There can be no assurance as to future
availability and cost of qualified medical personnel.

Triad’s hospitals are staffed by licensed physicians who have been admitted to the medical staff of individual
hospitals. Physicians generally are not employees of Triad’s hospitals although there are varying levels of employed
physicians in certain markets. Some physicians provide services in Triad’s hospitals under contracts, which
generally describe a term of service, provide and establish the duties and obligations of such physicians, require the
maintenance of certain performance criteria and fix compensation for such services. Any licensed physician may
apply to be admitted to the medical staff of any of Triad’s hospitals, but admission to the staff must be approved by
the hospital’s medical staff and the appropriate governing board of the hospital in accordance with established
credentialing criteria. Members of the medical staffs of Triad’s hospitals located in areas where there are other
hospitals often also serve on the medical staffs of other hospitals and may terminate their affiliation with a hospital at
any time.

Triad’s Ethics and Compliance Program

It is Triad’s policy that its business be conducted with integrity and in compliance with the law. Triad has
developed a corporate-wide ethics and compliance program, which focuses on all areas of policy and regulatory
compliance, including physician recruitment, reimbursement and cost reporting practices and laboratory operations.

This ethics and compliance program is intended to assure that high standards of conduct are maintained in the
operation of Triad’s business and to help assure that policies and procedures are implemented so that employees act
in full compliance with all applicable laws, regulations and company policies. Under the ethics and compliance
program, Triad provides initial and periodic legal compliance and ethics training to every employee, reviews various




areas of Triad’s operations, and develops and implements policies and procedures designed to foster compliance
with the law. Triad regularly monitors its ongoing compliance efforts. The program also includes a mechanism for
employees to report, without fear of retaliation, any suspected legal or ethical violations to their supervisors or
designated compliance officers in Triad’s hospitals, as well as a national “hotline” to which employees can report, on
an anonymous basis if preferred, any suspected violations. Triad has also established a separate committee of the
Board of Directors to monitor the compliance program.

On November 1, 2001, Triad entered into a five-year corporate integrity agreement with the Office of the
Inspector General and agreed to maintain its compliance program in accordance with the corporate integrity
agreement. This obligation could result in greater scrutiny by regulatory authorities. Violations of the integrity
agreement could subject Triad’s hospitals to substantial monetary penalties. Complying with the corporate integrity
agreement may impose expensive and burdensome requirements on certain operations which could have a material
adverse impact on Triad. The compliance measures and reporting and auditing requirements for Triad’s hospitals
contained in the integrity agreement include:

o  Continuing the duties and activities of corporate compliance officers and committees and maintaining
a written code of conduct and written policies and procedures;

o  Providing general training on the compliance policy and the agreement and specific training for the
appropriate personnel on billing, coding and cost report issues;

o Having an independent third party conduct periodic audits of inpatient DRG coding and laboratory
billing;

o Continuing a confidential disclosure pregram and compliance hotline and implementing enhanced
screening to ensure ineligible employees and contractors are not hired;

e Reporting material deficiencies resulting in an overpayment by a federal healthcare program and
probable violations of certain laws, rules and regulations; and

e  Submitting annual reports to the Inspector General describing the operations of the corporate
compliance program for the past year.

Reimbursement

Medicare. Under the Medicare program, acute care hospitals generally receive reimbursement under a
prospective payment system (“PPS™) for inpatient hospital services. Psychiatric, specially designated children’s
hospitals and certain designated cancer research hospitals, as well as psychiatric units that are distinct parts of a
hospital and meet the Centers for Medicare and Medicaid Services (“CMS™) criteria for exemption, are currently
exempt frem PPS and are reimbursed on a cost-based system, subject to certain cost limits known as TEFRA limits.

Under PPS, fixed payment amounts per inpatient discharge are established based on the patient’s assigned
diagnosis related group (“DRG™). DRGs classify treatments for illnesses according to the estimated intensity of
hospital resources necessary to furnish care for each principal diagnosis. DRG rates have been established for each
hospital participating in the Medicare program, are based upon a statistically normal distribution of severity and are
adjusted for area wage differentials but do not consider a specific hospital’s costs. DRG rates are updated and re-
calibrated annually and have been affected by several recent Federal enactments. The index used to adjust the DRG
rates, known as the “market basket index,” gives consideration to the inflation experienced by hospitals (and entities
outside of the health care industry) in purchasing goods and services. Although for several years the percentage
increases to the DRG rates have been lower than the percentage increases in the costs of goods and services
purchased by hospitals, the Benefits Improvement Protection Act of 2000 (“BIPA”) has updated the rates hospitals
receive so that hospitals generally received the market basket index minus 1.1% for discharges occurring on or after
October 1, 2000 and before March 31, 2001 or the market basket index plus 1.1% for discharges cccurring on or
after April 1, 2001 and before October 1, 2001. Triad received approximately $16.0 million of additional
reimbursement from BIPA in 2001 and anticipates the receipt of approximately $17.0 million of additional
reimbursement in 2002. For Federal fiscal years 2002 and 2003, hospitals generally will receive the market basket
index minus 0.55%. For Federal fiscal year 2004, hospitals generally will receive the full market basket. Future
legislation may decrease the rate of increase for DRG payments, which could make it more difficult to grow revenue
and to maintain or improve operating margins.




Until August 1, 2000, outpatient services provided at general, acute care hospitals typically were reimbursed
by Medicare based on a fee schedule. The Balanced Budget Act of 1997 (“BBA”) contains provisions that affect
outpatient hospital services, including a requirement that CMS adopt a PPS system for outpatient hospital services,
which became effective August 1, 2000. Based on provisions of BIPA, the fee schedule is to be updated by the
market basket minus 0.8% and 1.0% in Federal fiscal years 2001 and 2002, respectively, and market basket for
Federal fiscal years 2003 and beyond. Similarly, effective January 1, 1999, therapy services rendered by hospitals to
outpatients and inpatients not reimbursed under Medicare are reimbursed according to the Medicare Physician fee
schedule.

Payments for Medicare skilled nursing facility services and home health services historically have been paid
based on costs, subject to certain adjustinents and limits. Although BBA mandates a PPS system for skilled nursing
facility services, home health services and inpatient rehabilitation hospital services, BIPA has made adjustments to
the PPS payments for these health care service providers. Specifically, for skilled nursing facilities, BBA set the
annual inflation update at the market basket index minus 1.0% in 2001 and 2002. However, BIPA adjusts the update
to the full market basket index in 2001 and the market basket index minus 0.5% in 2002 and 2003. In addition to the
creation of a PPS system for skilled nursing, the BBA also institutes consolidated billing for skilled nursing facility
services, under which payments for most non-physician services for beneficiaries no longer eligible for skilled
nursing facility care will be made to the facility, regardless of whether the item or service was furnished by the
facility, by others under arrangement, or under any other contracting or consulting arrangement. Consolidated
billing is being implemented on a transition basis. As of December 31, 2001, 24 of Triad’s hospitals operated skilled
nursing facilities.

In addition to establishing a PPS system for home health services, BBA requires a 15% payment reduction in
payment limits to home health agencies. However, BIPA delayed the implementation of this reduction until 2002.
As of December 31, 2001, less than 1% of Triad’s revenues were derived from home health services.

Payments to PPS-exempt hospitals and units, such as inpatient psychiatric hospital services are based upon
reasonable costs, subject to a cost per discharge target. These limits are updated annually by a market basket index.
Significantly, BIPA increases payments to PPS-exempt hospitals. In particular, total payments for rehabilitation
hospitals in 2002 are to equal the amounts of payments that would have been made if the rehabilitation PPS system
had not been enacted, and rehabilitation facilities are able to make a one-time election before the start of the PPS to
be paid based on a fully phased-in PPS rate. In addition, BIPA increases the incentive payments paid for inpatient
psychiatric services from 2% to 3%, raises the national cap on long term care hospital reimbursement by 2% and
increases the individual long-term care hospital target amounts by 35%.

Currently, physicians are paid by Medicare according to the physician fee schedule. However, physicians
working in rural health clinics, such as those maintained by Triad, are reimbursed for their professional and
administrative services through the rural health clinic subject to per visit limits unless the rural health clinic is based
at a rural hospital with less than 50 beds. There are 20 rural health clinics affiliated with Triad’s hospitals.

Medicare has special payment provisions for “sole community hospitals.” A sole community hospital is
generally the only hospital in at least a 35-mile radius. Eight of Triad’s facilities qualify as sole community hospitals
under Medicare regulations. Special payment provisions related to sole community hospitals include a higher
reimbursement rate, which is based on a blend of hospital-specific costs and a national reimbursement rate, and a
90% payment “floor” for capital costs which guarantees the sole community hospital capital reimbursement equal to
90% of capital cost. In addition, the TRICARE program has special payment provisions for hospitals recognized as
sole community hospitals for Medicare purposes.

On November 19, 1999, Congress passed the Balanced Budget Refinement Act of 1999 (the “Refinement
Act”) to reduce certain of the perceived adverse effects of the BBA on various health care providers. Among other
things, the Refinement Act did reduce certain outpatient PPS reimbursement reductions proposed by CMS as a part
of its implementation of a PPS for outpatient hospital services by attempting to limit certain losses sustained through
the implementation of such system during the first three years of implementation. The Refinement Act also provided
certain reimbursement increases for certain skilled nursing facilities, in part by allowing such facilities the option of
choosing to be reimbursed at the new Federal PPS rate for certain cast reporting periods beginning after December




D O O O O O S S S G

15, 1999, as opposed to the three-year phase-in described above. Triad received approximately $3.0 million and
$1.0 million in additional reimbursement as a result of the Refinement Act in 2001 and 2000, respectively.

Medicaid. Most state Medicaid payments are made under a PPS, or under programs which negotiate payment
levels with individual hospitals. Medicaid reimbursement is ofien less than a hospital’s cost of services. Medicaid is
currently funded jointly by the state and the Federal governments. The Federal government and many states are
currently considering significant reductions in the level of Medicaid funding while at the same time expanding
Medicaid benefits, which could adversely affect future levels of Medicaid reimbursement received by our hospitals.

Annual Cost Reports. All hospitals participating in the Medicare program, whether paid on a reasonable cost
basis or under PPS, are required tc meet certain financial reporting requirements. Federal regulations require
submission of annual cost reports covering medical costs and expenses associated with the services provided by each
hospital to Medicare beneficiaries. Review of previously submitted annual cost reports and the cost report
preparation process are areas included in the ongoing government investigations of HCA. See “Governmental
Investigations — Governmental Investigation of HCA and Related Litigation.” The investigations, actions and claims
affecting HCA relate to HCA and its subsidiaries, including subsidiaries that prior to the spin-off from HCA owned
facilities now owned by Triad. It is too early to predict the outcome of these investigations, but if Triad, or any
Triad facility is found to be in violation of Federal or state laws relating to Medicare, Medicaid or similar program,
Triad could be subject to substantial monetary fines, civil and criminal penalties and exclusion from participation in
the Medicare and Medicaid programs. Any such sanctions could have a material adverse effect on Triad’s financial
position and results of operations. HCA has agreed to indemnify Triad in respect of losses arising from such
government investigations for the period prior to the spin-off. See “Governmental Investigations - Governmental
Investigation of HCA and Related Litigation” for more information regarding such arrangement.

Annual cost reports required under the Medicare and Medicaid programs are subject to routine audits, which
may result in adjustments to the amounts ultimately determined to be due to Triad under these reimbursement
programs. These audits often require several years to reach the final determination of amounts eammed under the
programs. Providers also have rights of appeal, and it is common to contest issues raised in audits of prior years’
reports. The due dates for cost reports for cost reporting periods ending after August 31, 2000 have been delayed
due to CMS not issuing the final payment schedules for outpatient PPS. Triad has not filed cost reports for these
periods, although the estimated impact of filing these cost reports has been reflected in the financial statements. The
delay in filing these cost reports will extend the time period of final determination of amounts earned. Pursuant to
the terms of the spin-off distribution agreement, Triad will be responsible for the Medicare, Medicaid and Blue
Cross cost reports, and associated receivables and payables, for Triad’s facilities for all periods ending after the spin-
off. HCA has agreed to indemnify Triad for any payments which it is required to make with respect to the Medicare,
Medicaid and Blue Cross cost reports for Triad facilities operated by HCA prior to the spin-off relating to periods
ending on or prior to the spin-off and Triad agreed to indemnify HCA for and pay to HCA any payments received by
Triad relating to such cost reports.

Managed Care. Pressures to control the cost of health care have historically resulted in increases in admissions
attributable to managed care payers, although admissions for managed care payers declined in 2001 due, in part, to
the Quorum acquisition. Triad expects that volumes related to managed care payers will increase in the future. Triad
generally receives lower payments from managed care payers than from traditional commercial/indemnity insurers;
however, as part of its business strategy, Triad intends to take steps to improve its managed care position. The
percentage of Triad’s revenues attributable to managed care payers were 28.9%, 31.0% and 32.7% for the years
ended December 31, 2001, 2000 and 1999, respectively. See “Business Strategy” for a more detailed discussion of
such strategy.

Commercial Insurance. Triad hospitals provide services to some individuals covered by private health care
insurance. Private insurance carriers make direct payments to such hospitals or, in some cases, reimburse their policy
holders, based upon the particular hospital’s established charges and the particular coverage provided in the
insurance policy.

Commercial insurers are continuing efforts to limit the payments for hospital services by adopting discounted
payment mechanisms, including prospective payment or DRG based payment systems, for more inpatient and
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outpatient services. To the extent that such efforts are successful and reduce the insurers’ reimbursement to hospitals
and the costs of providing services to their beneficiaries, such reduced levels of reimbursement may have a negative
impact on the operating results of the hospitals of Triad.

Government Regulation and Qther Factors

Licensure, Certification and Accreditation. Health care facilities are subject to Federal, state and local
regulations relating to the adequacy of medical care, equipment, personnel, operating policies and procedures, fire
prevention, rate-setting and compliance with building codes and environmental protection laws. Facilities are subject
to periodic inspection by governmental and other authorities to assure continued compliance with the various
standards necessary for licensing and accreditation. All of Triad’s health care facilities are properly licensed under
appropriate state laws.

All of the hospitals affiliated with Triad are certified under the Medicare and Medicaid programs and all are
accredited by the Joint Commission on Accreditation of Healthcare Organizations, the effect of which is to permit
the facilities to participate in the Medicare and Medicaid programs. Should any facility lose its accreditation by this
Joint Commission, or otherwise lose its certification under the Medicare and/or Medicaid program, the facility would
be unable to receive reimbursement from the Medicare and Medicaid programs. The facilities of Triad are in
substantial compliance with current applicable federal, state, local and independent review body regulations and
standards. The requirements for licensure, certification and accreditation are subject to change and, in order to
remain qualified, it may be necessary for Triad to effect changes in its facilities, equipment, personnel and services.

Certificates of Need. The construction of new facilities, the acquisition of existing facilities, and the addition
of new beds or services may be subject to review by state regulatory agencies under a CON program. Triad operates
in five states (Alabama, Mississippi, Ohio, South Carolina, and West Virginia) that require CON approval to expand
certain acute care hospital services. Such laws generally require state agency determination of public need and
approval prior to the addition of beds or services or certain other capital expenditures. Failure to obtain necessary
state approval can result in the inability to expand facilities, add services, complete an acquisition or change
ownership. Further, violation of such laws may result in the imposition of civil sanctions or the revocation of a
facility’s license.

State Rate Review. The state of Arizona adopted legislation mandating rate or budget review for hospitals. In
the aggregate, state rate or budget review and indigent tax provisions have not materially adversely affected the
results of operations of Triad. Triad is not able to predict whether any additional state rate or budget review or
indigent tax provisions will be adopted and, accordingly, is not able to assess the effect thereof on its results of
operations or financial condition.

Utilization Review. Federal law contains numerous provisions designed to ensure that services rendered by
hospitals to Medicare and Medicaid patients meet professionally recognized standards, are medically necessary and
that claims for reimbursement are properly filed. These provisions include a requirement that a sampling of
admissions of Medicare and Medicaid patients must be reviewed by peer review organizations, which review the
appropriateness of Medicare and Medicaid patient admissions and discharges, the quality of care provided, the
validity of DRG classifications and the appropriateness of cases of extraordinary length of stay or cost. Peer review
organizations may deny payment for services provided, may assess fines and also have the authority to recommend to
the Department of Health and Human Services (“HHS”) that a provider which is in substantial noncompliance with
the standards of the peer review organization be excluded from participation in the Medicare program. Utilization
review is also a requirement of most non-governmental managed care organizations.

The Federal False Claims Act and Similar State Laws. A trend affecting the health care industry today is the
increased use of the Federal False Claims Act, and, in particular, actions being brought by individuals on the
government’s behalf under the False Claims Act’s qui tam, or whistleblower, provisions. Whistleblower provisions
allow private individuals to bring actions on behalf of the government alleging that the defendant has defrauded the
Federal government.
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When a defendant is determined by a court of law to be liable under the False Claims Act, the defendant must
pay three times the actual damages sustained by the government, plus mandatory civil penalties of between $5,000 to
$10,000 for each separate false claim. Settlements entered into prior to litigation usually involve a less severe
damages methodology. There are many potential bases for liability under the False Claims Act. Liability often
arises when an entity knowingly submits a false claim for reimbursement to the Federal government. In addition, a
number of states have adopted their own false claims provisions as well as their own whistleblower provisions
whereby a private party may file a civil lawsuit on behalf of the state in state court. From time to time, companies in
the health care industry, including Triad, may be subject to actions under the False Claims Act. For a2 more complete
discussion of litigation brought against Triad under the False Claims Act, see “Governmental Investigations.”

Federal and State Fraud and Abuse. Participation in the Medicare program is heavily regulated by Federal
statute and regulation. If a hospital fails substantially to comply with the numerous conditions of participation in the
Medicare program or performs certain prohibited acts, such hospital’s participation in the Medicare program may be
terminated or civil or criminal penalties may be imposed upon it under certain provisions of the Social Security Act.
For example, the Social Security Act prohibits providers and others from soliciting, receiving, offering or paying,
directly or indirectly, any remuneration intended to induce referrals of patients to receive goods or services covered
by a Federal health care program (the “Anti-Kickback Statute™). In addition to felony criminal penalties (fines up to
$25,000 and imprisonment), the Social Security Act establishes civil monetary penalties and the sanction of
excluding violators from paiticipation in the Federal health care programs.

The Anti-Kickback Statute has been interpreted broadly by Federal regulators and certain courts tc prohibit the
intentional payment of anything of value if even one purpose of the payment is to influence the referral of Medicare
or Medicaid business. Therefore, many commonplace commercial arrangements between hospitals and physicians
could be considered by the government to violate the Anti-Kickback Statute.

As authorized by Congress, the Office of the Inspector General has published final safe harbor regulations that
outline categories of activities that are deemed protected from prosecution under the Anti-Kickback Statute.
Currently, there are safe harbors for various activities, including, but not limited to: investment interest, space rental,
equipment rental, practitioner recruitment, personal services and management contracts, sale of practice, discounts,
employees, investments in group practices, and ambulatory surgery centers. The fact that conduct or a business
arrangement does not fall within a safe harbor does not automatically render the conduct or business arrangement
unlawful under the Anti-Kickback Statute. The conduct and business arrangements, however, do risk increased
scrutiny by government enforcement authorities.

Triad has a variety of financial relationships with physicians who refer patients to Triad’s hospitals. Triad also
has contracts with physicians providing for a variety of financial arrangements, including employment contracts,
leases, and professional service agreements. Triad also provides financial incentives, including loans and minimum
revenue guarantees, to recruit physicians into the communities served by Triad’s hospitals. Several of Triad’s
freestanding surgery centers have physician investors and physicians own interests in certain of Triad’s hospitals.
Some of the arrangements with physicians do not expressly meet requirements for safe harbor protection. It cannot
be assured that regulatory authorities that enforce the Anti-Kickback Statute will not determine that any of these
arrangements violate the Anti-Kickback Statute or other Federal or state laws.

The Social Security Act also imposes criminal and civil penalties for submitting false claims toc Medicare and
Medicaid. False claims include, but are not limited to, billing for services not rendered, billing for services without
prescribed documentation, misrepresenting actual services rendered in order to obtain higher reimbursement and cost
report fraud. Like the Anti-Kickback Statute, these provisions are very broad. Further, the Health Insurance
Portability and Accountability Act of 1996 (“HIPAA”) created civil penalties for conduct including improper coding
and billing for unnecessary goods and services, HIPAA also broadened the scope of the fraud and abuse laws by
adding several criminal provisions for health care fraud offenses that apply to all health benefit programs.

The Social Security Act also includes a provision commonly known as the “Stark Law.” This law prohibits
physicians from referring Medicare and Medicaid patients to entities with which they or any of their immediate
family members have a financial relationship if these entities provide certain designated health services that are
reimbursable by Medicare, including inpatient and outpatient hospital services. Sanctions for violating the Stark
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Law include civil money penalties up to $15,000 per prohibited service provided, assessments equal to twice the
dollar value of each such service provided and exclusion from the Federal health care programs. There are a number
of exceptions to the self-referral prohibition, including an exception for a physician’s ownership interest in an entire
hospital as opposed to an ownership interest in a hospital department. There are also exceptions for many of the
customary financial arrangements between physicians and providers, including employment contracts, leases and
recruitment agreements.

On January 4, 2001, CMS issued final regulations subject to comment intended to clarify parts of the Stark
Law and some of the exceptions to it. These regulations are considered Phase I, of a two-phase process, with the
remaining regulations to be published at an unknown future date. Phase I of the regulations became effective
January 4, 2002, except in the case of the provisions relating to home health agencies, which became effective April
5,2001.

Many of the states in which Triad operates also have adopted laws that prohibit payments to physicians in
exchange for referrals similar to the Anti-Kickback Statute and the Stark Law, some of which apply regardless of the
source of payment for care. These statutes typically provide criminal and civil penalties as well as loss of licensure.
Little precedent exists for the interpretation or enforcement of these state laws.

Corporate Practice of Medicine. Some of the states in which Triad operates have laws that prohibit
corporations and other entities from employing physicians or that prohibit certain direct and indirect payments or
fee-splitting arrangements between health care providers. In addition, some states restrict certain business
relationships between physicians and pharmacies. Possible sanctions for violation of these restrictions include loss of
a physician’s license and civil and criminal penalties. These statutes vary from state to state, are often vague and
have seldom been interpreted by the courts or regulatory agencies. Although Triad exercises care to structure its
arrangements with health care providers to comply with the relevant state law, and believes such arrangements
comply with applicable laws in all material respects, there can be no assurance that governmental officials charged
with responsibility for enforcing these laws will not assert that Triad, or certain transactions in which it is involved,
is in violation of such laws, or that such laws ultimately will be interpreted by the courts in a manner consistent with
the interpretations of Triad.

Heaith Care Reform. Health care, as one of the largest industries in the United States, continues to attract
much legislative interest and public attention. In recent years, an increasing number of legislative proposals have
been introduced or proposed in Congress and in some state legislatures that would effect major changes in the health
care system, either nationally or at the state level. Proposals that have been considered include cost controls on
hospitals, insurance market reforms to increase the availability of group health insurance to small businesses,
patients’ bills of rights and requirements that all businesses offer health insurance coverage to their employees. The
costs of certain proposals would be funded in significant part by reductions in payments by governmental programs,
including Medicare and Medicaid, to health care providers such as hospitals. There can be no assurance that future
health care legislation or other changes in the administration or interpretation of governmental health care programs
will not have a material adverse effect on the business, financial condition or results of operations of Triad.

Administrative Simplification. The Administrative Simplification Provisions of HIPAA require the use of
uniform electronic data transmission standards for health care claims and payment transactions submitted or received
electronically. On August 17, 2000, CMS published final regulations establishing electronic data transmission
standards that all health care providers must use when submitting or receiving certain health care transactions
electronically. Compliance with these regulations is required by October 2002 subject to certain recently enacted
exceptions, but Triad cannot yet predict the impact that these final regulations will have.

HIPAA also requires CMS to adopt standards to protect the security and privacy of health-related information.
Regulations were proposed on August 12, 1998, but have not yet been finalized. However, as proposed, these
regulations would require health care providers to implement organizational and technical practices to protect the
security of electronically maintained or transmitted health-related information. In addition, CMS released final
regulations containing privacy standards in December 2000 and which require compliance by February 2003. As
currently drafted, the privacy regulations will extensively regulate the use and disclosure of individually identifiable
health-related information. The security regulations, as proposed, and the privacy regulations, when they become
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effective, could impose significant costs on Triad’s facilities in order to comply with these standards. Violations of
the Administrative Simplification provisions of HIPAA could result in civil penalties of up to $25,000 per type of
violation in each calendar year and criminal penalties of up to $250,000 per violation.

In addition, Triad’s facilities will continue to remain subject to any state laws that are more restrictive than the
regulations issued under HIPA A, which vary by state and could impose additional penalties.

Conversion Legislation. Many states have enacted or are considering enacting laws affecting the conversion or
sale of not-for-profit hospitals. These laws, in general, include provisions relating to attorney general approval,
advance notification and community involvement. In addition, state attorneys general in states without specific
conversion legislation may exercise authority over these transactions based upon existing law. In many states there
has been an increased interest in the oversight of not-for-profit conversions. The adoption of conversion legislation
and the increased review of not-for-profit hospital conversions may increase the cost and difficulty or prevent the
completion of transactions with not-for-profit organizations in certain states in the future.

Revenue Ruling 98-15. During March 1998, the IRS issued guidance regarding the tax consequences of joint
ventures between for-profit and not-for-profit hospitals. Triad has not determined the impact of the tax ruling on the
development of future ventures. The tax ruling could limit joint venture development with not-for-profit hospitals,
and could influence the exercise of “put agreements”—agreements that require the purchase of the partner’s interest
in the joint venture—by Triad’s existing joint venture partner.

Environmental Matters. Triad is subject to various Federal, state and local statutes and ordinances regulating
the discharge of materials into the environment. Triad does not expect that it will be required to expend any material
amounts in order to comply with these laws and regulations or that compliance will materially affect its capital
expenditures, earnings or competitive position.

Insurance. As is typical in the health care industry, Triad is subject to claims and legal actions by patients in
the ordinary course of business. To cover these claims, Triad maintains professional malpractice liability insurance
and general liability insurance in amounts which it believes to be sufficient for its operaticns, although it is possible
that some claims may exceed the scope of the coverage in effect. At various times in the past, the cost of malpractice
and other liability insurance has risen significantly. Therefore, there can be no assurance that such insurance will
continue to be available at reasonable prices which will allow Triad to maintain adequate levels of coverage.
Substantially all losses in periods prior to the spin-off are insured through a wholly-owned insurance subsidiary of
HCA and excess loss policies maintained by HCA. HCA has agreed to indemnify Triad in respect of claims covered
by such insurance policies arising prior to the spin-off. After the spin-off, Triad obtained insurance coverage on a
claims incurred basis from HCA’s wholly-owned insurance subsidiary with excess coverage obtained from other
carriers which is subject to certain deductibles which Triad considers to be reasonable. For the facilities acquired in
the Quorum transaction, Triad obtained tail coverage, subject to certain deductibles, to cover claims incurred prior to
July 31, 2001. These facilities were converted to Triad’s existing coverage on August 1, 2001.

Triad has 2 reserve for general and professional liability risks of $36.0 million at December 31, 2001. Any
losses incurred in excess of amounts maintained under such insurance will be funded from working capital. There
can be no assurance that the cash flow of Triad will be adequate to provide for professional and general liability
claims in the future. See “NOTE 2 — ACCOUNTING POLICIES - General and Professional Liability Risks” in the
consolidated financial statements for a more detailed discussion of such arrangements.

Governmental Investigations

False Claims Act Litigation. At a meeting in September 1998, Quorum learned from the government that the
government would likely join in a lawsuit filed against Quorum under the False Claims Act. The suit was filed in
January 1993 by 2 former employee of a hospital managed by a Quorum subsidiary. These lawsuits, commonly
known as qui tam actions, are filed “under seal.” That means that the claims are kept secret until the government
decides whether to join the case. The person who files the lawsuit is called a “relator.” The government joined the
case against Quorum in Cctober 1998. The relator’s lawsuit named Quorum, QHR, HCA and all hospitals that
Quorum or HCA owned, operated or managed from 1984 through 1997, as defendants. The unsealed complaint,
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prepared by the relator, alleged that Quorum knowingly prepared and caused to be filed cost reports which claimed
payments from Medicare and other government payment programs greater than the amounts due.

On February 24, 1999, the government filed its own complaint in the case. The new complaint alleged that
Quorum, on behalf of hospitals it managed between 1985 and 1995 and hospitals it owned from 1990 to the date of
the complaint, violated the False Claims Act by knowingly submitting or causing to be submitted false Medicare cost
reports, resulting in the submission of false claims to Federal health care programs.

The government asserted that the false claims in cost reports were, in part, reflected in “reserve analyses”
created by Quorum. The complaint also alleged that these cost report filings were prepared as the result of company
policy. This qui tam action sought three times the amount of damages caused to the United States by Quorum’s
submission of any alleged false claims to the government, civil penalties of not less than $5,000 nor more than
$10,000 for each claim, and the relator’s attorneys’ fees and costs. On April 23, 2001, a settlement agreement was
signed and a stipulation of dismissal was filed with the court dismissing all claims against Quorum, QHR and the
other Quorum subsidiaries named in the lawsuit. The settlement provided for a payment of $82.5 million in
compensation to the government, plus interest accruing on $77.5 million at 7.25% per annum from October 2, 2000
(the date on which an understanding with the government to settle this lawsuit was reached) to the payment date.
The settlement was paid in April 2001. The settlement agreement also provides, on certain conditions, for a release
of all hospitals currently or formerly managed by QHR electing to participate in the settlement.

In connection with the settlement, Quorum entered into a corporate integrity agreement with the Office of the
Inspector General containing, among other things, an affirmative obligation to report certain violations of applicable
laws and regulations. On August 10, 2001, the Office of Inspector General agreed to suspend Quorum’s obligations
under this corporate integrity agreement until November 1, 2001, in exchange for Triad’s agreement to negotiate a
corporate integrity agreement that would also include the hospitals owned by Triad at the time of its merger with
Quorum, as well as hospitals Triad might subsequently acquire. (In the distribution agreement with HCA at the time
of its spin-off, Triad agreed to participate in the negotiation of a corporate integrity agreement with the Cffice of
Inspector General.) These negotiations of a “combined” corporate integrity agreement were concluded and the
agreement became effective on November 1, 2001. See “Triad’s Ethics and Compliance Program”.

Other Qui Tam Actions end Related Investigations. In May 1998, Quorum was informed that it was a
defendant in another qui fam action involving home health services provided by two of its owned hospitals and
alleging that Quorum had violated Medicare laws. This action was filed under seal in June 1996 by a former
employee, whom Quorum fired in April 1996. The United States Attorney’s Cffice allowed Quorum an opportunity
to review the results of the government’s investigations and discuss the allegations made in the action prior to the
government making a decision to intervene as a plaintiff. Quorum cooperated fully with the United States Attorney’s
Office and provided additional information and made employees available for interviews.

On October 26, 2000, Quorum completed settlement of a gui tam lawsuit which primarily involved allegedly
improper allocation of costs at Flowers Hospital, Dothan, Alabama, to its home health agency (CV-96-P1638-S,
N.D. Alabama). Quorum paid to the government on October 26, 2000 approximately $18 million in connection with
this settlement. In addition to the settlement agreement, Quorum entered into a five year corporate integrity
agreement covering Flowers Hospital with the Office of the Inspector General which was terminated upon the
effective date of the Quorum corporate integrity agreement entered into in connection with the False Claims Act
litigation discussed above. The government always reserves the right to investigate and pursue other allegations
made by a relator under a complaint. However, under the settlement agreement, the relator is prohibited from
pursuing these additional allegations.

As a result of its ongoing discussions with the government, prior to the merger Quorum learned that there are
two additional unrelated qui tam complaints against it alleging violations of the False Claims Act for claims
allegedly submitted to the government involving one owned and two managed hospitals. Quorum accrued $3.5
million on these items prior to the merger. Both matters remain under seal. With respect to the matter involving the
two managed hospitals, the government has requested that Quorum conduct a self audit with respect to one Medicare
cost report for one managed hospital and three other specific issues and that matter rémains under seal. The
government could undertake additional investigative efforts. The government has stated that it intends to investigate
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certain other allegations. With respect to the complaint involving the owned hospital, Triad reached an agreement to
settle this matier through the payment to the government of $427,500 (plus interest to the date of actual payment),
and payment of certain attorneys’ fees to the relators under the complaint. Payment was made on January 15, 2002,
and the case has been dismissed with prejudice. As Quorum’s successor, Triad was also a defendant in another qui
tam complaint, in which the government declined to intervene. Afier receipt of service, Triad filed motions to
dismiss such litigation against Quorum and QHR and on Cctober 9, 2001, the relators filed notices of voluntary
dismissal, to which the government indicated its consent. The court dismissed such litigation on Gctober 17, 2001,

From time to time, Triad may be the subject of additional investigations or a party to additional litigation
which alleges violations of law. Triad may not know about such investigations, or about qui tam actions filed against
Triad unless and to the extent such are unsealed.

Governmental Investigation of HCA and Related Litigation, In connection with the spin-off, Triad entered
into a distribution agreement with HCA. The terms of the distribution agreement provide that HCA will indemnify
Triad for any losses (other than consequential damages) which it may incur as a result of proceedings described
below. HCA has also agreed to indemnify Triad for any losses (other than consequential damages) which it may
incur as a result of proceedings which may be commenced by government authorities or by private parties in the
future that arise from acts, practices or omissions engaged in prior to the date of the spin-off and that relate to the
proceedings described below.

HCA is currently the subject of several Federal investigations into certain of its business practices, as well as
governmental investigations by various states. HCA is cooperating in these investigations and understands, through
written notice and other means, that it is a target in these investigations. Given the breadth of the ongoing
investigations, HCA expects additional subpoenas and other investigative and prosecutorial activity to occur in these
and other jurisdictions in the future. HCA is the subject of a formal order of investigation by the SEC. HCA
understands that the SEC’s investigation includes the anti-fraud, insider trading, periodic reporting and internal
accounting control provisions of the Federal securities laws.

HCA is a defendant in several gui tam actions on behalf of the United States of America, which have been
unsealed and served on HCA. The actions allege, in general, that HCA. and certain subsidiaries and/or affiliated
partnerships violated the False Claims Act, 31 U.S.C. § 3729 et seq.,, by submitting improper claims to the
government for reimbursement. The lawsuits seek three times the amount of damages caused to the United States by
the submission of any Medicare or Medicaid false claims presented by the defendants to the Federal government,
civil penalties of not less than $5,000 nor more than $10,000 for each such Medicare or Medicaid claim, attorneys’
fees and costs. HCA has disclosed that of the original 30 gui tam actions, the Department of Justice remains active
in and has elected to intervene in 8 actions. HCA has also disclosed that it is aware of additional gui tam actions that
remain under seal and believes that there may be other sealed qui tam cases of which it is unaware.

The investigations, actions and claims affecting HCA relate to HCA and its subsidiaries, including subsidiaries
that, prior to the spin-off, owned facilities now owned by Triad. On May 5, 2000, Triad was advised that one of the
qui tam cases which had been unsealed listed three of Triad’s hospitals as defendants. This qui ram action alleges
various violations arising out of the relationship between Curative Health Services and the other defendants,
including allegations of false claims relating to contracts with Curative Health Services for the management of
certain wound care centers and excessive and unreasonable management fees paid to Curative Health Services and
submitted for reimbursement. Two of the three Triad hospitals named as defendants terminated their relationship
with Curative Health Services prior to the spin-off and the third hospital terminated its contract thereafter.

In July 1999, Olsten Corporation and its subsidiary, Kimberly Home Health (neither of which is affiliated with
HCA), announced that they would pay $61 million to settie allegations that both companies defrauded the Medicare
program. Kimberly pled guilty to three separate felony charges (conspiracy, mail fraud and violating the Medicare
Anti-Kickback statute) filed by the U.S. Attorneys in the Middle and Southern Districts of Florida and the Northern
District of Georgia. While HCA was not specifically named in these guilty pleas, the guilty pleas refer to the
involvement of a “Company A” or a “company not named as a defendant.” HCA has disclosed that it believes these
references refer to HCA or its subsidiaries. ‘
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HCA is a defendant in a number of other suits, which allege, in general, improper and fraudulent billing,
overcharging, coeding and physician referrals, as well as other violations of law. Certain of the suits have been
conditionally certified as class actions. Since April 1997, numerous securities class action and derivative lawsuits
have been filed in the United States District Court for the Middle District of Tennessee against HCA and a number
of its current and former directors, officers and/or employees. Several derivative actions have been filed in state
court by certain purported stockholders of HCA against certain of its current and former officers and directors
alleging breach of fiduciary duty, and failure to take reasonable steps to ensure that HCA did not engage in illegal
practices thereby exposing it to significant damages.

On December 14, 2000, HCA announced that it had entered into a settlement agreement with the Civil Division
of the Department of Justice resolving certain civil claims actions against HCA relating to diagnosis related group
coding, outpatient laboratory billing and home health issues. HCA paid $745 million in compensation to the
government, with interest accruing at a fixed rate of 6.5% per annum (beginning May 18, 2000), and HCA’s existing
letter of credit agreement with the government was reduced from $1 billion to $250 million. HCA also entered into a
corporate integrity agreement with the Health and Human Services Office of the Inspector General. Civil issues
relating to cost reporting and physician relations are not covered by the settlement agreement.

On December 14, 2000, HCA also announced that it had signed an agreement with the Criminal Division of the
Department of Justice and various U.S. Attorney’s offices to resolve pending Federal criminal actions against HCA.
HCA received a full release from criminal liability for conduct arising from or relating to certain specified billing
and reimbursement for services provided pursuant to Federal health care benefit programs. In addition, the
government agreed not to prosecute HCA for other possible criminal offenses which are or have been under
investigation by the Department of Justice arising from or relating to billing and reimbursement for services provided
pursuant to Federal health care benefit programs. As part of the criminal agreement, HCA paid the government 395
million and two non-operating subsidiaries of HCA entered certain pleas in respect of the criminal actions.

The agreements announced on December 14, 2000 relate only to conduct that was the subject of the Federal
investigations resolved in the agreements, and HCA has stated publicly that it continues to discuss civil claims
relating to cost reporting and physician relations with the government. These agreements with the government do
not resolve various qui tam actions filed by private parties against HCA, or any pending state actions. In addition to
other claims not covered by these agreements, the government also reserved its rights under these agreements to
pursue any claims it may have for:

any civil, criminal or administrative liability under the Internal Revenue Code;

any other criminal liability;

any administrative liability, including mandatory exclusion from Federal health care programs;

any liability to the United States (or its agencies) for any conduct other than the conduct covered in the

government’s investigation;

o any express or implied warranty claims or other claims for defective or deficient products or services,
including quality of goods and services, provided by HCA,;

o any claims for personal injury or property damage or for other similar consequential damages arising from
the conduct subject to the investigation; and

o any civil or administrative claims of the United States against individuals.

o © 0 O

In addition, 14 of Triad’s current and former hospitals received notices in early 2001 from CMS that it was re-
opening for examination cost reports for Medicare and Medicaid reimbursement filed by these hospitals for periods
between 1993 and 1998, which pre-dates Triad’s spin-off from HCA. Furthermore, two of Triad’s hospitals
formerly owned by Quorum have received such notices. HCA or its predecessors owned these hospitals during the
period covered by the notices. HCA is obligated to indemnify Triad for liabilities arising out of cost reports filed
during these periods.

On March 28, 2002, HCA announced that it had reached an understanding with CMS to resolve all Medicaid
cost report appeal issues between HCA and CMS on more than 2,600 cost reports for reporting periods from 1993
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through July 31, 2001. The understanding, which is subject to approval of the Department of Justice and execution
of a mutually satisfactory definitive written agreement, would require HCA to pay CMS the sum of $250 million.
The understanding does not include resolution of outstanding civil issues with the Department of Justice and relators
under HCA’s various qui tam cases with respect to cost reports and physician relations.

HCA has agreed that, in the event that any hospital owned by Triad at the time of the spin-off is permanently
excluded from participation in the Medicare and Medicaid programs as a result of the proceedings described above,
then HCA will make a cash payment to Triad, in an amount (if positive) equal to five times the excluded hospital’s
1998 income from continuing operations before depreciation and amortization, interest expense, management fees,
impairment of long-lived assets, minority interests and income taxes, as set forth on a schedule to the distribution
agreement, less the net proceeds of the sale or other disposition of the excluded hospital.

HCA will not indemnify Triad under the distribution agreement for losses relating to any acts, practices or
omissions engaged in by Triad after the spin-off, whether or not Triad is indemnified for similar acts, practices and
omissions occurring prior to the spin-off. HCA also will not indemnify Triad under the distribution agreement for
similar qui tam litigation, governmental investigations and other actions to which Quorum was subject, some of
which are described above. If indemnified matters were asserted successfully against Triad or any of its facilities,
and HCA failed to meet its indemnification obligations, then this event could have a material adverse effect on
Triad’s business, financial condition, and results of operations or prospects.

Triad is unable to predict the effect or outcome of any of the ongoing investigations or qui tam and other
actions, or whether any additional investigations or litigation will be commenced. The extent to which Triad may or
may not continue to be affected by the ongoing investigations of HCA and the initiation of additional investigations,
if any, cannot be predicted. These matters could have a material adverse effect on Triad’s business, financial
condition, and results of operations or prospects.
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Item 2. Properties

The following table lists the hospitals owned, except as otherwise indicated, by Triad as of December 31, 2001.

Facility Name

Flowers Hospital

Medical Center Enterprise

Gadsden Regional Medical Center
Crestwood Medical Center
Jacksonville Hospital

Bates Medical Center

Medical Center of South Arkansas (1)
Medical Park Hospital

Northwest Medical Center

El Dorado Hospital

Northwest Medical Center

San Leandro Hospital

Bluffton Regional Medical Center
Dupont Hospital (2)

Lutheran Hospital of Indiana

St. Joseph Hospital

Kosciusko Community Hospital
Overland Park Regional Medical Center (3)
Women & Children’s Hospital
Wesley Medical Center

River Region Health System (4)
Independence Regional Health Center (3)
Carlsbad Medical Center

Lea Regional Medical Center
Barberton Citizens Hospital (5)
Doctors Hospital of Stark County (5)
Claremore Regional Hospital
SouthCrest Hospital

Willamette Valley Medical Center
Carolinas Hospital System — Florence
Carolinas Hospital System — Lake City (6)
Mary Black Memorial Hospital {7)
Abilene Regional Medical Center
Alice Regional Medical Center
Brownwood Regional Medical Center
College Station Medical Center
Navarro Regional Hospital

Denton Community Hospital
Longview Regional Medical Center
Woodland Heights Medical Center
Pampa Regional Medical Center

San Angelo Community Medical Center
Medical Center at Terrell (8)

DeTar Healthcare System

Gulf Coast Medical Center
Greenbrier Valley Medical Center

(1) Triad holds a 50% equity interest in a non-consolidated joint venture which owns and operates this facility.
(2) Owned by a limited liability company which owns an 81.3% interest and is the manager.

City

Dothan
Enterprise
Gadsden
Huntsville
Jacksonville
Bentonville
El Dorado
Hope
Springdale
Tucson
Tucson

San Leandro
Bluffion
Fort Wayne
Fort Wayne
Fort Wayne
Warsaw
Overland Park
Lake Charles
Hattiesburg
Vicksburg
Independence
Carlsbad
Hobbs
Barberton
Massillon
Claremore
Tulsa
McMinnville
Florence
Lake City
Spartanburg
Abilene
Alice
Brownwoocd
College Station
Corsicana
Denton
Longview
Lufkin
Pampa

San Angelo
Terrell
Victoria
Wharton
Lewisburg

State Licensed Beds

AL
AL
AL
AL
AL

R ZPER2ORREEE

<
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TX

400
131
346
120
89
63
166
91
222
166
193
122
96
86
404
191
72
80
211
385
127
250
327
166
89
116
80
372
48
209
187
138
218
119
162
122
164
146
115
162
130
359
161
122




(3) Triad continues to own the assets related to this hospital, but has transferred the exclusive rights to use and control the hospital’s
operations to a separate, independent entity pursuant to a long-term lease agreement effective as of January 1, 1999. There are 726
licensed beds at the leased facilities.

(4) Owned by a limited Hability company which owns a 64.5% interest and is the manager.

{5) Owned by a limited liability company which owns a 95% interest and is the manager.

(6) Carolinas Hospital System — Lake City is held pursuant to operating leases with initial terms of ten years and two renewal options of
five years each.

(7) Owned by a limited liability company which owns an 89.4% interest and is the manager.

- (8) Triad currently leases this hospital pursuant to a long-term lease which provides the exclusive right to use and control the hospital

~ operations.

In addition to the hospitals listed in the table above, as of December 31, 2001, Triad operated 14 ambulatory
surgery centers, including three surgery centers that are operated by an unaffiliated third party pursuant to a long-
term lease. Medical office buildings also are operated in conjunction with its hospitals. These office buildings are
primarily occupied by physicians who practice at Triad’s hospitals.

T The following table lists the hospitals owned by joint venture entities in which Triad is the minority owner and
our percentage ownership interest as of December 31, 2001, Information on licensed beds was provided by the
majority owner and manager of each joint venture. HCA is the majority owner of Macon Healthcare LLC.
- Universal Health Systems is the majority owner of Summerlin Hospital Medical Center LLC and Valley Health

System LLC.

Joint Venture Facility Name City State Licensed Beds
Macon Healthcare LLC Coliseum Medical Center (38%) Macon GA 250
Macon Healthcare LLC Coliseumn Psychiatric Center (38%) Macon GA 60
Macon Healthcare LLC Macon Northside Hospital (38%) Macon GA 103
Macon Healthcare LLC Middle Georgia Hospital (38%) Macon GA 119
Summerlin Hospital Medical Center LLC Summerlin Hospital Medical Center (26%) Las Vegas NV 166
Valley Health System LLC Desert Springs Hospital (28%) Las Vegas NV 233
Valley Health System LLC Valley Hospital Medical Center (28%) Las Vegas NV 417

Triad’s headquarters are located in approximately 63,000 square feet of space in one office building in Dallas,
Texas. Triad sub-leases this space from HCA. See “NOTE 13-AGREEMENTS WITH HCA” in the consolidated
financial statements for a more detailed description of such arrangement.

QHR leases its headquarters in Brentwood, Tennessee and regional offices located throughout the United
States.

Triad’s hospitals and other facilities are suitable for their respective uses and are, in general, adequate for
Triad’s present needs.

Item 3. Legal Proceedings

On October 20, 2000, a purported class action, Samuel Brand v. Colleen Conway Welch, et al., Case No.:
OCC-3066, was filed against Triad and members of the board of directors of Quorum in the Circuit Court of
Davidson County, Tennessee, on behalf of all public stockholders of Quorum. The complaint alleged, among other
things, that Quorum’s directors breached their fiduciary duties to Quorum and its stockholders in agreeing to the
merger at an unfair price.

In April 2001, the parties negotiated a settlement that would result in the dismissal of the action. The
settlement was subject to a number of conditions, including Court approval. Court approval was obtained, and on
October 22, 2001 the court dismissed the action pursuant to the terms of the agreed upon settlement and Triad paid
the settlement. The settlement did not a have material effect on Triad’s financial position or results of cperations.

In October and November 1998, some of Quorum’s stockholders filed lawsuits against Quorum in the U.S.
District Court for the Middle District of Tennessee. In January 1999, the court consolidated these cases into a single
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lawsuit (M.D. Tenn. No. 3-98-1004). The plaintiffs filed an amended complaint in March 1999. The plaintiffs seek
to represent a class of plaintiffs who purchased Quorum’s common stock from October 25, 1995 through October 21,
1998, except for Quorum’s insiders and their immediate families. The amended complaint names Quorum, several
of Quorum’s former officers, and one of Quorum’s former outside directors, as defendants.

The amended complaint alleges that defendants violated the Securities Exchange Act of 1934. The plaintiffs
claim that Quorum materially inflated Quorum’s net revenues during the class period by including in those net
revenues amounts received from the settlement of cost reports that had allegedly been filed in violation of applicable
Medicare regulations years earlier and that, because of that practice, this statement, which first appeared in
Quorum’s Form 10-K filed in September 1996, was false: “The Company believes that its owned hospitals are in
substantial compliance with current federal, state, local, and independent review body regulations and standards.” In
May 1999, Quorum filed a motion to dismiss the complaint. On November 13, 2000, the judge denied Quorum’s
motion to dismiss the complaint against Quorum and James E. Dalton, Jr., Quorum’s former President/CEO. The
judge granted Quorum’s motion to dismiss as to all other defendants. The judge has heard oral argument on Mr.
Dalton’s motion to reconsider the judge’s denial of Mr. Dalton’s motion to dismiss and on April 19, 2001 granted
Mr. Dalton’s motion to dismiss. The parties recently tentatively agreed to submit the class action to non-binding
mediation. As Quorum’s successor, Triad intends to vigorously defend the claims and allegations in this action.

Item 4. Submission of Matters to a2 Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of 2001.

Part 1L
Item 5. Market For Registrant’s Commeon Equity and Related Stockholder Matters

Triad’s common stock commenced trading on the Nasdaq Stock Market National Market, on May 11, 1999
(symbol “TRIH"). On April 30, 2001, Triad’s common stock commenced trading on the New York Stock Exchange
{symbol “TRI”). The table below set forth, for the calendar quarters indicated, the high and low reported closing
sales prices per share reported on by Nasdaq and New York Stock Exchange for Triad’s common stock for the years
ending December 31, 2000 and 2001.

2000 High Low
FIESt QUATTET .....ooveieitr e tcnec ettt ent sttt s b b st et b s b st ents e $18.75 $13.44
SECONA QUATTET ....cvviverieieceiiiet et ettt rees e eb et essss s sne st sabesraes s erer s esanenes 25.00 14.88
Third Quarter 33.00 21.94
Fourth Quarter 34.38 25.44
2001

FAST QUATTET «....ovieviieirieeirte ettt s eeb s est s bt b e bt s erss b ba s sb st sanns $33.81 $24.81
SeCONA QUAITET ...oooviviiecieccece ettt bttt r b sensnns 3142 24.49
THITA QUATTET..........oviviriiierieintentei ettt et eeesaents sttt sttt enebesaas 36.70 29.95
FOUIth QUATTET........ovovitiicriecrinrnt et r et e ests bttt sa ettt ns s eneas 36.50 25.70

At the close of business on March 15, 2002, there were approximately 13,000 holders of record of Triad’s
common stock.

Triad has not paid any dividends on its shares of common stock and is restricted from paying dividends by
certain bank indebtedness covenants. See Item 7. “Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Liquidity and Capital Resources”.

Item 6. Selected Financial Data

The following consolidated selected financial data as of and for the years ended December 31, 2001, 2000,
1999, 1998 and 1997 should be read in conjunction with “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and Triad’s consolidated financial statements and related notes to the
consolidated financial statements, which are included herein.
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Years Ended December 31,
2001 2000 1999 1998 1997
(Dollars in milliens, except per share amounts)

Summary of Operations:

REVENUES .ovviviinireinicieneicine ettt neeeen $2,669.5 $1,235.5 $1,329.1  $1,588.7 $1,609.3
Income (loss) from operations (a) 6.0 4.4 (95.6) (85.5) (19.0)
Net income (loss) (a) 2.8 4.4 (95.6) (87.1) (19.8)
Basic earnings (loss) per share:
Income (loss) from OPerations..........coceeeeircerarrrnncesnnes $ o0.10 $ 014 $ 3.12) $§ (2.80) $ (0.62)
Net iNCOME (0SS vvverriveerereriirrereriercsreeeseerscrieneessssnrneeas $ 0.04 § 014 § (3.12) § (2.8%) $ (0.65)
Shares used in computing basic earnings
(loss) per share (in MillionS)....covvvrivccriniin i 57.7 317 30.6 30.6 30.6
Diluted earnings (loss) per share:
Income (1oss) from operations.......c..ococevermvcrnvnrnecnneenns $ 010 $ 013 $ (3.12) $ (2.80) $ (0.62)
Net income (1088)....c.vviverrecriereriiiimirreererereniens e § 005 $ 013 $ (3.12) $ (2.85) $ (0.65)
Shares used in computing diluted eamnings (loss)
per share (in millions).........cvecerniiniccninccninneinen, 61.1 34.1 30.6 30.6 30.6
4 Financial Position:
R ASSEES 1.vveverie ettt ettt st ettt eanats $4,165.3 $1,400.5 $1,341.1 §$1,3713 $1,4105
- Long-term debt, including amounts due within one year.... 1,773.8 590.7 555.4 14.3 15.4
7 Intercompany balances payable to HCA - - - 613.7 525.0
B Working capital ... 381.0 191.9 187.6 184.9 150.3
R Capital expenditures 200.6 94.4 132.7 114.9 120.1
Operating Data:
EBITDA (B) it snesesesisessessssssesessessssseses $ 361.1 $ 1740 $ 1245 $ 149.0 $ 187.8
Number of hospitals at end of period (€} .........ocevverrinnne. 46 28 29 39 39
Number of licensed beds at end of period (d).......ccccovrenee. 7,557 3,520 3,722 5,902 5,859
Weighted average licensed beds (€).......c.coeceivivrvnnicnrnnn 6,379 3,633 4,745 5,905 5,860
Number of available beds at end of period () .....occcerveneen 6,776 3,162 3,280 5,199 5,230
: AMISSIONS (). cverevivrmenrirerreniicisreeisiseerssaseerasenrssesssnsssons 233,888 128,645 145,889 169,590 172,926
Adjusted admissions (h) .....ccoeveicomnniicnienciienen, 396,256 220,590 241,547 276,771 275,125
Average length of stay (days) (i).....coccomcvervnrircnecirinen 4.8 44 4.5 4.9 49
Average daily census (§) ..o e 3,060 1,532 1,818 2,263 2,326
Occupancy rate (K)....ccocovermmienimiinc s rennees 54% 49% 55% 44% 44%
Selected Ratios:
Ratio of earnings to fixed charges (1)......coccoovvereneirenrnnes 1.3x 1.3x - - -

(a) Includes charges related to impairment of long-lived assets of $23.1 million ($21.1 million after tax benefit),
$8.0 million (34.7 million after tax benefit), $69.2 million ($55.8 million after tax benefit), $55.1 million ($32.9
million after tax benefit) and $13.7 million ($8.2 million after tax benefit) for the years ended December 31,
2001, 2000, 1999, 1998 and 1997, respectively.

(b) EBITDA is defined as income (loss) from operations before depreciation and amortization, interest expense,
ESOP expense, management fees, gain on sales of assets, impairment of long-lived assets, minority interests in
earnings of consolidated entities and income taxes. EBITDA is commonly used as an analytical indicator within
the health care industry, and also serves as a measure of leverage capacity and debt service ability. EBITDA
should not be considered as a measure of financial performance under generally accepted accounting principles,
and the items excluded from EBITDA should not be considered in isolation or as an alternative to net income,
cash flows generated by operating, investing or financing activities or other financial statement data presented in
the consolidated financial statements as an indicator of financial performance or liquidity. Because EBITDA is
not a measurement determined in accordance with generally accepted accounting principles and is thus
susceptible to varying calculations, EBITDA as presented may not be comparable to other similarly titled
measures of other companies.

(c) This table does not include any operating statistics for non-consolidating joint ventures and facilities leased to
others.
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(d) Licensed beds are those beds for which a facility has been granted approval to operate from the applicable state
licensing agency.

(e) Represents the average number of licensed beds, weighted based on periods owned.

(f) Available beds are those beds a facility actually has in use.

(g) Represents the total number of patients admitted (in the facility for a period in excess of 23 hours) to Triad’s
hospitals and is used by management and certain investors as a general measure of inpatient volume.

(h) Adjusted admissions are used by management and certain investors as a general measure of combined inpatient
and outpatient volume. Adjusted admissions are computed by muitiplying admissions (inpatient volume) by the
sum of gross inpatient revenue and gross outpatient revenue and then dividing the resulting amount by gross
inpatient revenue. The adjusted admissions computation “adjusts” outpatient revenue to the volume measure
(admissions) used to measure inpatient volume resulting in a general measure of combined inpatient and
outpatient volume.

(i) Represents the average number of days admitted patients stay in Triad’s hospitals.

(j) Represents the average number of patients in Triad’s hospital beds each day.

(k) Represents the percentage of hospital available beds occupied by patients. Both average daily census and
occupancy rate provide measures of the utilization of inpatient rooms.

(I) Triad’s earnings were insufficient to cover fixed charges for the years ended December 31, 1999, 1998 and 1997
by $112.4 million, $115.6 million and $15.1 million, respectively. -

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

On April 27, 2001, Triad completed the merger of Quorum with and into Triad with Triad being the surviving
corporation. Under the terms of the merger agreement, Quorum shareholders became entitled to receive $3.50 in
cash and 0.4107 shares of Triad common stock for each outstanding share of Quorum stock, plus cash in lieu of
fractional shares of Triad common stock. In addition, each outstanding option to purchase shares of Quorum
common stock, whether or not vested or exercisable, was converted at the holder’s election into either a fully vested
and exercisable option to purchase shares of Triad common stock or cash and shares of Triad common stock. Triad
issued 35,786,380 shares, paid $305.0 million in cash and issued 1,638,479 options to Quorum option holders in
connection with the merger. The purchase price for the merger was determined using the average stock price at the
time the merger was announced, cash paid, fair value of options converted and direct costs associated with the
merger. The purchase price was approximately $2.4 billion. The merger was accounted for under the purchase
method of accounting and the results of operations for Quorum are included in Triad’s results of operations
beginning May 1, 2001.

On May 2, 2001, Triad sold two of the acute care hospitals acquired in the merger with Quorum for $38.0
million plus $8.2 million for working capital. Additionally, one hospital acquired in the merger with Quorum was
designated as held for sale prior to the completion of the merger. The purchase price allocation of this hospital was
equal to the estimated sales price of the hospital plus the anticipated cash flows for its estimated holding period and
the estimated interest expense on the incremental debt incurred for the purchase of the hospital. On August 7, 2001,
Triad sold this hospital. The results of operations of this entity are not included in Triad’s results of operations.

Subsequent to the merger, Triad recorded charges of approximately $31.8 million associated with coordinating
Quorum’s accounting policies, practices and estimation processes with those of Triad. These charges included an
$8.3 million pre-tax reduction to revenue, $18.5 million pre-tax increase in provision for doubtful accounts and $5.0
million additional income tax provision.

During 2001, Triad acquired the remaining 50% interest in one of its joint ventures and sold one hospital.
During 2000, Triad sold one hospital, ceased operations of two hospitals and purchased two hospitals. Triad sold its
partnership interest in a rehabilitation hospital on March 31, 2000. During 1999 after the spin-off, Triad sold ten
hospitals and two ambulatory surgery centers and opened one new hospital that was accounted for using the equity
method.
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The above described events significantly affect the comparability of the results of operations for the years ended
December 31, 2001, 2000, and 1999.

Forward-Looking Statements

This “Management’s Discussion and Analysis of Financial Condition and Results of Operaticns” contains
disclosures which are “forward-looking statements.” Forward-looking statements include all statements that do not
relate solely to historical or current facts, and can be identified by the use of words such as “may,” “believe,” “will,”
“expect,” “project,” “estimate,” “anticipate,” “plan” or “continue.” These forward-looking statements are based on
the current plans and expectations of Triad and are subject t¢ a number of uncertainties and risks that could
significantly affect current plans and expectations and the future financial condition and results of Triad. These
factors include, but are not limited to,

o the highly competitive nature of the health care business,
the efforts of insurers, health care providers and others to contain health care costs,

possible changes in the Medicare and Medicaid programs that may limit reimbursements tc health care providers
and insurers,

changes in federal, state or local regulation affecting the health care industry,

the possible enactment of federal or state health care reform,

the ability to attract and retain qualified management and personnel, including physicians and nurses,
the departure of key executive officers from Triad,

claims and legal actions relating to professional liabilities and other matters,
fluctuations in the market value of Triad common stock,

changes in accounting practices,

changes in general economic conditions,

future divestitures which may result in additional charges,

the ability to enter into managed care provider arrangements on acceptable terms,
the availability and terms of capital to fund the expansion of Triad’s business,
changes in business strategy on development plans,

the ability to obtain adequate levels of general and professional liability insurance,
potential adverse impact of known and unknown government investigations,
timeliness of reimbursement payments received under government programs, and
other risk factors described herein.
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As a consequence, current plans, anticipated actions and future financial condition and results may differ from
those expressed in any forward-looking statements made by or on behalf of Triad. You are cautioned not to unduly
rely on such forward-looking statements when evaluating the information presented in this “Management’s
Discussion and Analysis of Financial Condition and Results of Cperations.”

Critical Accounting Policies and Estimates

Triad’s discussion and analysis of its financial condition and results of operations are based upon Triad’s
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires Triad to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses and related disclosures of
contingent assets and liabilities. On an on-going basis, Triad evaluates its estimates, including those related to third-
party payer discounts, bad debts, property and equipment, intangible assets, income taxes, general and professional
liability risks and contingencies and litigation. Triad bases its estimates on historical experience and on various
other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for
making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates under different assumptions or conditions. Triad believes the
following critical accounting policies affect its more significant judgments and estimates used in the preparation of
its consolidated financial statements.
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Revenue Recognition

Triad’s health care facilities have entered into agreements with third-party payers, including government
programs and managed care health plans, under which the facilities are paid based upon several methodologies
including established charges, the cost of providing services, predetermined rates per diagnosis, fixed per diem rates
or discounts from established charges. Revenues are recorded at estimated net amounts due from patients, third-party
payers and others for health care services provided. Settlements under reimbursement agreements with third-party
payers are estimated and recorded in the period the related services are rendered and are adjusted in future periods as
adjustments become known or as the service years are no longer subject to audit, review or investigation. Laws and
regulations governing the Medicare and Medicaid programs are extremely complex, subject to interpretation and are
routinely modified for provider reimbursement. All hospitals participating in the Medicare and Medicaid programs
are required to meet certain financial reporting requirements. Federal regulations require submission of annual cost
reports covering medical costs and expenses associated with the services provided by each hospital to program
beneficiaries. Annual cost reports required under the Medicare and Medicaid programs are subject to routine audits,
which may result in adjustments to the amounts ultimately determined to be due to Triad under these reimbursement
programs. These audits often require several years to reach the final determination of amounts earned under the
programs. As a result, there is at least a reasonable possibility that recorded estimates will change by a material
amount in the near term.

Bad Debt

Triad maintains allowances for doubtful accounts for estimated losses resulting from payers’ inability to make
payments on accounts. Triad estimates these allowances based on historical net write-offs of uncollectible accounts.
If payers' ability to pay deteriorates, additional allowances may be required.

Property and Equipment and Intangible Assets

Triad evaluates the carrying value of long-lived assets and long-lived assets to be disposed of, certain
identifiable intangibles and goodwill related to those assets, and recognizes impairment losses when the fair value is
less than the carrying value. The fair value of assets to be held and used is determined using discounted future cash
flows. The fair value of assets held for sale is determined using estimated selling values. When events,
circumstances and operating results indicate that the carrying values of certain long-lived assets and the related
identifiable intangible assets might be impaired, Triad prepares projections of the undiscounted future cash flows
expected to result from the use of the assets and their eventual disposition. If the projections indicate that the
recorded amounts are not expected to be recoverable, such amounts are reduced to estimated fair value. If market
conditions become less favorable than those projected by management, additional impairments may be required.

Income Taxes

Triad records a valuation allowance to reduce its deferred tax assets to the amount that is more likely than not
to be realized. While Triad has considered several items including ongoing prudent and feasible tax planning
strategies in assessing the need for the valuation allowance, in the event Triad were to determine that the realization
of its deferred tax asset in the future is different than its net recorded amount, an adjustment tc income would be
necessary.

General and Professional Liability Risks

Triad self-insures portions of its workers compensation, health insurance and general and professional liability
insurance coverage and maintains excess loss policies. The reserves for these self insured portions are based on
actuarially determined estimates. Any factors changing the underlying data used in determining these estimates
would result in revisions to the reserves which could result in an adjustment to income.
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Contingencies

Triad is subject to claims and suits arising from governmental investigaticns and other matters in the ordinary
course of business. In certain of these actions the claimants may seek punitive damages against Triad, which are
usually not covered by insurance. Triad is required to assess the likelihood of any adverse judgments or cutcomes to
these matters as well as potential ranges of probable losses. A determination of the amount of reserves required, if
any, for these contingencies is made after careful analysis of each individual issue. The required reserves may
change in the future due to new developments in each matter or changes in approach, such as a change in settlement
strategy in dealing with these matters, which would result in an adjustment to income.

Results of Operations
Revenue/Volume Trends

As discussed previously, Triad completed the merger with Quorum on April 27, 2001. The effective date of
the transaction for accounting purposes was May 1, 2001. Triad also acquired the remaining 50% interest in one of
its joint ventures effective January 1, 2001 and two hospitals in the fourth quarter of 2000. The merger and
acquisitions collectively contributed revenue of $1,390.5 million for the year ended December 31, 2001.

Triad’s revenues continue to be affected by an increasing proportion of revenue being derived from fixed
payment, higher discount sources, including Medicare, Medicaid and managed care plans. In addition, insurance
companies, government programs, other than Medicare, and employers purchasing health care services for their
employees are also negotiating discounted amounts that they will pay health care providers rather than paying
standard prices. Triad expects patient volumes from Medicare and Medicaid to continue to increase due to the
general aging of the population and expansion of state Medicaid programs. However, under the Balanced Budget
Act, Triad’s reimbursement from the Medicare and Medicaid programs has been reduced. Certain of the reductions
from the Balanced Budget Act have been mitigated by the Refinement Act and were further mitigated by BIPA.
Additional reimbursement from BIPA was approximately $16.0 million in the year ended December 31, 2001. Triad
anticipates receiving approximately $17.0 million in additional reimbursement in 2002. The Balanced Budget Act
has accelerated a shift, by certain Medicare beneficiaries, from traditional Medicare coverage to medical coverage
that is provided under managed care plans. Triad generally receives lower payments per patient under managed care
plans than under traditional indemnity insurance plans. With an increasing proportion of services being reimbursed
based upon fixed payment amounts, where the payment is based upon the diagnosis, regardless of the cost incurred
or level of service provided, revenues, earnings and cash flows are being significantly reduced. As part of the
Balanced Budget Act, CMS implemented outpatient PPS on August 1, 2000 which reduced reimbursement in 2000.
Patient revenues related to Medicare and Medicaid patients were 36.3%, 36.0%, and 38.8% of total patient revenues
for the years ended December 31, 2001, 2000 and 1999, respectively. Patient revenues related to managed care plan
patients were 28.9%, 31.0% and 32.7% of total patient revenues for the years ended December 31, 2001, 2000 and
1999, respectively. Patient revenues from capitaticn arrangements, or prepaid health service agreements, are less
than 1% of patient revenues in each period presented. See Item I “Business - Reimbursement.”

Management of Triad has focused on streamlining its portfolio of facilities to eliminate those with poor
financial performance, weak competitive market positions or locations in certain urban markets. Triad sold one
hospital during the year ended December 31, 2001, sold one hospital and ceased operations of two hospitals during
the year ended December 31, 2000, and sold ten hospitals during the year ended December 31, 1999. Revenues for
these facilities were $60.5 million, $118.8 million and $249.9 million for the years ended December 31, 2001, 2000
and 1999, respectively.

Triad’s revenues also continue to be affected by the trend toward certain services being performed more
frequently on an outpatient basis. Growth in outpatient services is expected to continue in the health care industry as
procedures performed on an inpatient basis are converted to outpatient procedures through continuing advances in
pharmaceutical and medical technologies. The redirection of certain procedures to an cutpatient basis is also
influenced by pressures from payers to perform certain procedures as outpatient care rather than inpatient care.
Cutpatient revenues were 45.6% in the year ended December 31, 2001 compared to 45.3% in the comparable period
in 2000.
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Reductions in the rate of increase in Medicare and Medicaid reimbursement, increasing percentages of the
patient volume being related to patients participating in managed care plans and continuing trends toward more
services being performed on an outpatient basis are expected to present ongoing challenges. The challenges
presented by these trends are magnified by Triad’s inability to control these trends and the associated risks. To
maintain and improve its operating margins in future periods, Triad must increase patient volumes while controlling
the costs of providing services. If Triad is not able to achieve reductions in the cost of providing services through
operational efficiencies, and the trend toward declining reimbursements and payments continues, results of
operations and cash flows will deteriorate.

Management believes that the proper response to these challenges includes the delivery of a broad range of
quality health care services to physicians and patients with operating decisions being made by the local management
teams and local physicians.

In connection with the spin-off, HCA agreed to indemnify Triad for any payments which it is required to make
in respect of Medicare, Medicaid and Blue Cross cost reports for former HCA facilities owned by Triad at the time
of the spin-off from HCA relating to periods ending on or prior to the date of the spin-off, and Triad agreed to
indemnify HCA for and pay to HCA any payments received by it relating to such cost reports relating to periods
ending on or prior to the date of the spin-off. Triad will be responsible for the filing of these cost reports and any
terminating cost reports. Triad has recorded a receivable from HCA relating to the indemnification of $24.2 million
as of December 31, 2001.

27




Operating Results Summary

Following are comparative summaries of results from operations for the years ended December 31, 2001, 2000
and 1999. Dollars are in millions, except per share amounts and ratios.

Years Ended December 31,

2001 2000 _19%%
Amount Percentage Ameount Percemtage Amount Percentage
REVETIUES c..cccvvreneeerenrnrarecsiemensaressinscassnesssesceseesscssasrsssannen $ 2,669.5 100.0 $ 1,2355 100.0 $ 1,329.1 100.0
Salaries and benefits .........cccovevievnrverieicieernee s 1,128.5 42.3 511.1 41.4 570.9 429
Reimbursable expenses. . 41.6 1.6 - -— — —
SUPPLES. cvvvvrrinirieretieriser st e res bbb asae s 4112 15.4 185.6 15.0 200.1 15.0
Other Operating EXPeNSES .....coueereurieririnrireereorecresierearsenies 501.7 18.8 259.8 21.0 301.5 22.7
Provision for doubtful accounts .. “ 239.9 9.0 103.6 8.4 129.0 9.7
Depreciation and amortization........ . 170.1 6.3 83.2 6.7 98.5 7.4
Interest expense allocated from HCA.. - - - - 22.5 1.7
Interest expense, net..........cccccccreunne 126.0 4.7 57.3 4.6 42.7 32
ESOP eXpense......c.coeeeerisiireirerrenens 9.3 0.4 7.1 0.6 3.7 0.3
Management fees allocated from HCA .. - e - .- 8.9 0.7
Gain on sale of assets........coccoveerinnene 23.1) 0.9 (7.9) (0.6) (8.6) (0.6)
Impairment of long-lived assets .......c.cccoeociiiincniinieenneens 23.1 0.9 8.0 0.7 69.2 5.2
2,628.3 98.5 1,207.8 97.8 14384 108.2
Income (loss) from operations before minority interests,

equity in earnings and income tax (provision) benefit... 41.2 1.5 27.7 2.2 (109.3) (8.2)
Minority interests in earnings of consolidated entities....... (7.2) 0.2) 9.0) (0.7) 8.7 0.7)
Equity in earnings (loss) of non-consolidating entities ...... 14.5 0.5 (1.4) (0.1 (3.1) (0.2)
Income (loss) from operations before income tax (provision)

DENETIL. .. vcvvecnee ettt s 48.5 1.8 17.3 1.4 (121.1) 9.1)
Income tax (provision) benefit (42.5) (1.6) (12.9) (1.0) 25.5 1.9
Income (loss) from OPerations.........c.covrerereremrerenssereannes $__60 0.2 3 44 0.4 5 __(95.6) (32
Income (loss) per common share from operations
Basic $ 010 $ 014 $(3.12)

Diluted .... $ 010 $ 013 $(3.12)
EBITDA (a) $ 361.1 $ 1740 $1245
Number of hospitals at end of period (b)

Owned and managed..........occoucrvveivinmninicicinincnenees 43 24 25

Joint ventures 1 2 2

Leased to Others ...t e 2 2 2

TOtal oot s 46 28 29
Licensed beds at end of period (€) ....ccocreervrinnrrccrecccniannns 7,557 3,520 3,722
Available beds at end of period (d). 6,776 3,162 3,280
Admissions (e)

Owned and managed.........cocecceveecnniicnencneennrecrennns 233,888 128,645 145,889

JOINE VENIUTES .o.cvive vt rescoe s cnennaes 5.758 11,718 7.774

TOUBL oot cricrcre et et sae b ebennes 239,646 140,363 153,663
Adjusted admissions (f) 396,256 220,590 241,547
Outpatient visits......... 2,677,338 1,295,841 1,462,250
Inpatient surgeries.... 86,187 45,637 49,630
Outpatient surgeries.. 244,928 164,051 172,782
Total surgeries.............. 331,115 209,688 222,412
Average length of stay (8) .....cooooniniinircnncininiisiie e 4.8 44 45
Outpatient revenue percentage....... 45.6% 45.3% 44.2%

Inpatient revenue per admission .... 5,785 5,069 4,937
Outpatient revenue per outpatient visits 424 417 390
Patient revenue per adjusted admission........ccccoevevncrecnnnn. 6,283 5,408 5,341

(2) EBITDA is defined as income (loss) from operations before depreciation and amortization, interest expense,
ESOP expense, management fees, gain on sales of assets, impairment of long-lived assets, minority interests in
earnings of consolidated entities and income taxes. EBITDA is commonly used as an analytical indicator within
the health care industry, and also serves as a measure of leverage capacity and debt service ability. EBITDA
should not be considered as a measure of financial performance under generaily accepted accounting principles,
and the items excluded from EBITDA are significant components in understanding and assessing financial
performance. EBITDA should not be considered in isolation or as an alternative to net income, cash flows
generated by operating, investing or financing activities or other financial statement data presented in the
consolidated financial statements as an indicator of financial performance or liquidity. Because EBITDA is not
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a measurement determined in accordance with generally accepted accounting principles and is thus susceptible
to varying calculations, EBITDA as presented may not be comparable to other similarly titled measures of other
companies.

() This table does not include any operating statistics for facilities leased to others and, except for admissions for
the managed joint ventures, the joint ventures.

(¢) Licensed beds are those beds for which a facility has been granted approval to operate from the applicable state
licensing agency.

(@) Available beds are those beds a facility actually has in use.

(e) Represents the total number of patients admitted (in the facility for a period in excess of 23 hours) to Triad’s
facilities and is used by management and certain investors as a general measure of inpatient volume.

(h Adjusted admissions are used by management and certain investors as a general measure of combined inpatient
and outpatient volume. Adjusted admissions are computed by multiplying admissions (inpatient volume) by the
sum of gross inpatient revenue and gross outpatient revenue and then dividing the resulting amount by gross
inpatient revenue. The adjusted admissions computation “adjusts” outpatient revenue to the volume measure
(admissions) used to measure inpatient volume resulting in a general measure of combined inpatient and
outpatient volume,

(g) Represents the average number of days an admitted patient stays in Triad’s hospitals.

Years Ended December 31, 2001 and 2000

Income from operations increased to $6.0 million in the year ended December 31, 2001 from $4.4 million in
the year ended December 31, 2000. The change was attributable primarily to $122.9 million of pre-tax income from
acquisitions, excluding the charges associated with coordinating Quorum’s accounting policies, practices, and
estimation processes with those of Triad. Pre-tax income from same facility operations increased $12.9 million,
which included $1.1 million of unfavorable adjustments in the year ended December 31, 2000 at one facility from
write-offs of certain expenditures that were previously capitalized. Same facility equity in earnings increased $2.9
million due primarily to $1.1 million of unfavorable adjustments from various changes of estimates and other
adjustments during the year ended December 31, 2000. Another factor contributing to the increase was decreased
losses on facilities that were sold or closed of $7.5 million. Additionally, Triad recognized a $22.0 million gain on
the sale of one hospital during the year ended December 31, 2001 compared to a $7.9 million gain on sale during the
year ended December 31, 2000. The decreases were offset by $31.8 million of charges associated with coordinating
Quorum’s accounting policies, practices and estimation processes with those of Triad and an increase in interest
expense of $68.7 million primarily related to the additional indebtedness incurred in the acquisition of Quorum.
Triad had impairments of long-lived assets of $23.1 milfion in the year ended December 31, 2001 compared to $8.0
million in the year ended December 31, 2000. Triad incurred $3.8 million of non-cash stock compensation expense
relating to stock option vesting acceleration that was incurred due to the acquisition of Quorum and $1.4 million of
non-cash stock compensation from options granted to a charitable foundation established by Triad. Corporate
overhead increased $14.2 million in the year ended December 31, 2001 compared to the year ended December 31,
2000 due primarily to additional staffing and other costs due to the merger.

Revenues increased to $2,669.5 million in the year ended December 31, 2001 from $1,235.5 million in the year
ended December 31, 2000. Same facility revenues increased $121.1 million or 11.0% in the year ended December
31, 2001 compared to December 31, 2000. For the year ended December 31, 2001 compared to the year ended
December 31, 2000, same facility admissions increased 4.7%, adjusted admissions increased 4.0%, revenues per
adjusted admission increased 5.8%, outpatient visits increased 1.8%, outpatient revenue per visit increased 7.8% and
surgeries increased 3.1%. Another factor in the increase in revenues was $4.9 million in favorable prior year cost
report settlements during 2001. Revenues for the year ended December 31, 2000 inctuded $4.8 million in favorable
prior year cost report settlements and contractual estimate adjustments and $5.2 million in unfavorable changes of
estimate for contractual discounts at one facility. Revenues for facilities acquired were $1,390.5 million in the year
ended December 31, 2001, which included $2.1 million in favorable prior year cost report settlements. Revenues for
facilities acquired were reduced by $8.3 million associated with coordinating Quorum’s accounting policies,
practices and estimation processes with those of Triad as discussed previously. The acquired facilities had
admissions of 109,455, adjusted admissions of 184,285, outpatient visits of 1,456,472 and surgeries of 125,937. The
increase in revenues was partially offset by the facilities that were sold or closed. In the year ended December 31,
2001 compared to the year ended December 31, 2000, the sold or closed facilities revenues decreased $58.3 million,
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which included $3.1 millicn in favorable prior year cost report settlements and contractual estimates in 2000. The
facilities that were sold or closed had admissions of 7,164, adjusted admissions of 11,700, outpatient visits of 48,068
and surgeries of 11,602 in the year ended December 31, 2001. The facilities that were sold or closed had admissions
of 14,576, adjusted admissions of 19,856, outpatient visits of 127,154 and surgeries of 19,541, in the year ended
December 31, 2000.

Salaries and benefits (which include contract nursing), as a percentage of revenues, increased to 42.3% in the
year ended December 31, 2001 from 41.4% in the year ended December 31, 2000. Same facility salaries and
benefits increased 0.7% as a percentage of revenue in the year ended December 31, 2001 compared to the year
ended December 31, 2000. This was due primarily to $5.5 million of non-cash stock option expense in 2001, an
increase in the number of full time equivalent employees primarily at the corporate office and a smaller favorable
adjustment relating to Triad’s retirement plan contributions of $1.3 million in 2001 compared to $2.8 million in
2000. This was partially offset by productivity increases. Salaries and benefits for the acquired facilities, as a
percentage of revenue, were 43.1% in the year ended December 31, 2001. This includes approximately $3.0 million
in duplicate overhead costs and stay-on bonuses at the former Quorum corporate office and approximately $1.0
million in severance cost for a reduction in force at QHR. Also included in salaries and benefits for the acquired
facilities are salaries from owned physician practices, which are higher as a percentage of revenue than traditional
hospital operations. Salaries and benefits for the facilities sold or closed were $27.2 million in the year ended
December 31, 2001 compared to $59.4 million in the year ended December 31, 2000, which included approximately
$2.6 million of severance costs associated with the closure of two facilities.

Reimbursable expenses were 1.6% as a percentage of revenue in the year ended December 31, 2001.
Reimbursable expenses relate primarily to salaries and benefits of QHR employees that serve as executives at
hospitals managed by QHR. These expenses are also included as a component of revenues.

Supplies increased as a percentage of revenues to 15.4% in the year ended December 31, 2001 from 15.0% in
the year ended December 31, 2000. Same facility supplies increased 0.3% as a percentage of revenue in the year
ended December 31, 2001 compared to the year ended December 31, 2000. This was due primarily tc higher patient
acuity and supply cost increases. Additionally, Triad had unfavorable adjustments of $1.1 million in the year ended
December 31, 2000 at one facility from the write-off of certain expenditures that were previously capitalized.
Supplies for the acquired facilities, as a percentage of revenue, were 15.5% in the year ended December 31, 2001.
Supplies for the facilities sold or closed were $8.8 million in the year ended December 31, 2001 compared to $17.7
million in the year ended December 31, 2000.

Other operating expenses (primarily consisting of contract services, professional fees, repairs and maintenance,
rents and leases, utilities, insurance and non-income taxes) decreased as a peicentage of revenues to 18.8% in the
year ended December 31, 2001 compared to 21.0% in the year ended December 31, 2000. Same facility other
operating expenses decreased 0.2% as a percentage of revenue in the year ended December 31, 2001 compared to
the year ended December 31, 2000. This decrease was due primarily to the increase in revenues. This was partially
offset by an increase in professional fees at the corporate office. Cther operating expenses for the acquired facilities,
as a percentage of revenue, were 17.3% in the year ended December 31, 2001. Other operating expenses for the
facilities sold or closed were $14.2 million in the year ended December 31, 2001 compared to $30.9 million in the
year ended December 31, 2000.

Provision for doubtful accounts, as a percentage of revenues, increased to 9.0% in the year ended December 31,
2001 compared to 8.4% in the year ended December 31, 2000. Same facility provision for doubtful accounts
increased 1.4% as a percentage of revenue in the year ended December 31, 2001 compared to the year ended
December 31, 2000. This was due, in part, to an increase in emergency room visits, primarily in Texas, which
typically have a higher incidence of uninsured accounts. Triad also refined the estimation process of the allowance
for doubtful accounts resulting in a $2.0 million reduction in the provisicn in 2000. Provision for doubtful accounts
for the acquired facilities, as a percentage of revenue, was 8.7% in the year ended December 31, 2001, As discussed
previously, included in the provision for doubtful accounts were $18.5 million in charges associated with
coordinating Quorum’s accounting policies, practices and estimation process with those of Triad. Provision for
doubtful accounts for the facilities sold or clesed was $6.8 million in the year ended December 31, 2001 compared to
$13.7 million in the year ended December 31, 2000.
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Depreciation and amortization, as a percentage of revenues, decreased to 6.3% in the year ended December 31,
2001 compared to 6.7% in the year ended December 31, 2000. This was due primarily to the increase in revenues.

Interest expense, which was offset by $1.6 million and $4.9 million of interest income in the year ended
December 31, 2001 and 2000, respectively, increased to $126.0 million in the year ended December 31, 2001 from
$57.3 million in the year ended December 31, 2000, due to additional debt outstanding primarily from indebtedness
incurred to finance the Quorum acquisition and a decrease in interest income.

Gain on sale of assets was $23.1 million during the year ended December 31, 2001, due primarily to the sale of
one hospital facility in the fourth quarter of 2001. Gain on sale of assets was $7.9 million during the year ended
December 31, 2000, due primarily to the sale of one hospital facility and Triad’s partpership interest in a
rehabilitation hospital. :

Impairments on long-lived assets were $23.1 million in the year ended December 31, 2001 and $8.0 million in
the year ended December 31, 2000. The impairments during 2001 were primarily due to the carrying value of the
long-lived assets related to one hospital being reduced to fair value, based on estimated future cash flows. The
impairments during 2000 were primarily due to the carrying value of the long-lived assets related to one hospital
closed being reduced to fair value, based on estimated disposal value.

Minority interests decreased to $7.2 million in the year ended December 31, 2001 compared to $9.0 million in
the vear ended December 31, 2000. This was due primarily to the operations of one hospital joint venture acquired
in the Quorum acquisition.

Equity in earnings (loss) of affiliates increased to $14.5 million in the year ended December 31, 2001 from
$(1.4) million in the year ended December 31, 2000, primarily due to the Quorum acquisition and $1.1 million of
unfavorable adjustments from various changes of estimates and other adjustments during the year ended December
31, 2000.

Income tax provision was $42.5 million in the year ended December 31, 2001 compared to $12.9 million in the
year ended December 31, 2000. As discussed previously, included in the income tax provision for the year ended
December 31, 2001 was $5.0 million in charges associated with coordinating Quorum’s accounting policies,
practices and estimation processes. Triad’s effective tax rate was significantly increased by the effect of
nondeductible goodwill amortization, nondeductible expense for impairments and ESOP expense. Triad’s effective
tax rate will be reduced significantly in 2002 primarily due to changes in accounting for goodwill amortization, See
“Recent Accounting Pronouncements”.

Years Ended December 31, 2000 and 1999

Income from operations increased to $4.4 million in the year ended December 31, 2000 from a loss of $93.6
million in the year ended December 31, 1999. The increase was partially attributable to impairment charges of $69.2
million in the year ended December 31, 1999 compared to $8.0 million in the year ended December 31, 2080. Other
factors contributing to the increase were decreased losses before impairment charges of $36.1 million in the facilities
that were divested in 2000 and 1999 and improvement in the operations of the facilities that comprised ongoing
operations of $23.5 million. Ongoing operations exclude facilities that were sold or closed in 2000 and 1999. In
addition, there were $8.6 million of favorable prior year cost report settlements and contractual estimates during the
year ended December 31, 2000 and a $3.7 million increase in equity in earnings, primarily due to one non-
consolidating entity which opened in May 1999. These increases were partially offset during the year ended
December 31, 2000 by $5.2 million of unfavorable contractual adjustments at one facility, $1.1 million of
unfavorable adjustments at one facility from write-offs of certain expenses that were previously capitalized and other
adjustments and $1.1 million of unfavorable adjustments in equity in earnings at a non-consolidating entity from
various changes of estimates and other adjustments.

Revenues decreased 7.0% to $1,235.5 million in the year ended December 31, 2000 compared to $1,329.1
million in the year ended December 31, 1999. Revenues declined primarily as a result of the facilities that were sold
or closed in 2000 and 1999. In the year ended December 31, 1999, these facilities had revenues of $249.9 million
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compared to $54.1 million in the year ended December 31, 2000. For the year ended December 31, 2000, revenues
at the facilities that were sold or closed included $3.5 million in favorabie prior year cost report settlements and
contractual estimates. The decrease in revenues was partially offset by a 9.5% increase for the facilities that
comprised ongoing operations. Revenues for ongoing operations included $19.3 million from the acquisition of two
facilities in the fourth quarter of 2000. For the year ended December 31, 2000 compared to the year ended
December 31, 1999, admissions for the ongoing operations increased 5.7%, adjusted admissions from ongoing
operations increased 6.3%, and revenues per adjusted admission from ongoing operations increased 2.4%, outpatient
visits increased 2.5%, outpatient revenues per visit increased 4.2% and surgeries increased 8.5%. Another factor
was $4.8 million in favorable prior year cost report settlements and contractual estimates during the year ended
December 31, 2000. The increases were partially offset by an unfavorable $5.2 million change in estimate for
contractual discounts at one facility.

Salaries and benefits, as a percentage of revenues, decreased to 41.4% in the year ended December 31, 2000
from 42.9% in the year ended December 31, 1999. For the year ended December 31, 2000 and 1999, salaries and
benefits for the facilities sold or closed in 2000 and 1999 were $35.9 million and $133.3 million, respectively. The
salaries and benefits for the sold and closed facilities during the year ended December 31, 2000 included severance
costs associated with the closure of two facilities of $2.6 million. Salaries and benefits for ongeing operations
decreased to 40.2% as a percentage of revenue in the year ended December 31, 2000 compared to 40.6% in the year
ended December 31, 1999. Salaries and benefits decreased $2.8 million due to a favorable adjustment relating to
Triad’s retirement plan contributions during the year ended December 31, 2000 and increases in labor productivity.
These decreases were partially offset by a 1.4% increase in costs per full time equivalent in the year ended December
31, 2000 compared to the year ended December 31, 1999 and the addition of corporate staff after the spin-off.
Salaries and benefits for ongoing operations included $7.0 million from the acquisition of two facilities in the fourth
quarter of 2000.

Supply costs remained constant as a percentage of revenues in the year ended December 31, 2000 compared to
the year ended December 31, 1999. For the year ended December 31, 1999, supplies for the facilities sold or closed
in 2000 and 1999 were $39.1 million compared to $7.6 million in the year ended December 31, 2000. Supplies for
ongoing operations increased 0.2% as a percentage of revenue in the year ended December 31, 2000 compared to the
year ended December 31, 1999. This increase was attributable to higher patient acuity, price increases and $3.2
million from the acquisition of two facilities in the fourth quarter of 2000. Additionally, an unfavorable adjustment
of $1.1 million was recorded at one facility from write-offs of certain expenses during the year ended December 31,
2000 that were previously capitalized.

Cther operating expenses (primarily consisting of contract services, professional fees, repairs and maintenance,
rents and leases, utilities, insurance and non-income taxes) decreased as a percentage of revenues to 21.0% in the
year ended December 31, 2000 compared to 22.7% in the year ended December 31, 1999, For the year ended
December 31, 1999, other operating expenses for the facilities sold or closed in 2000 and 1999 were $72.8 million
compared to $16.5 million in the year ended December 31, 2000. Other operating expenses for ongoing operations
decreased 0.6% as a percentage of revenue in the year ended December 31, 2000 compared tc the year ended
December 31, 1995. This decrease was due primarily to the increase in revenues. This was partially offset by $4.3
million from the acquisition of two facilities in the fourth quarter of 2000.

Provision for doubtful accounts, as a percentage of revenues, decreased to 8.4% in the year ended December
31, 2000 compared to 9.7% in the year ended December 31, 1999, Provision for doubtful accounts for the facilities
sold or closed in 2000 and 1999 were $36.6 million in the year ended December 31, 1999 compared to $4.9 million
in the year ended December 31, 2000. Provision for doubtful accounts for ongoing operations decreased 0.2% as a
percentage of revenue in the year ended December 31, 2000 compared to the year ended December 31, 1999 due to
improved collections and refinement of the estimation process for allowance for doubtful accounts of approximately
$2.0 million. Days in accounts receivable decreased two days in the year ended December 31, 2000 compared to the
year ended December 31, 1999, This decrease was offset partially by $3.0 million from the acquisition of two
facilities in the fourth quarter of 2000.
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Depreciation and amortization decreased as a percentage of revenues to 6.7% in the year ended December 31,
2000 from 7.4% in the year ended December 31, 1999, primarily due to $19.9 million in 1999 depreciation for the
facilities sold or closed in 2000 and 1999.

Interest expense allocated from HCA, which was represented by interest incurred on the net intercompany
balance with HCA, was $22.5 million in the year ended December 31, 1999. The intercompany balances were
eliminated at the spin-off.

Interest expense, which is offset by $4.9 millicn and $2.5 million of interest income in the year ended
December 31, 2000 and 1999, respectively, increased to $57.3 million in the year ended December 31, 2000 from
$42.7 million in the year ended December 31, 1999 due to the assumption of additional debt from HCA in the spin-
off.

Managemeni fees allocated from HCA were $8.9 million during the year ended December 31, 1999. No
management fees were allocated during the year ended December 30, 2000 due to the spin-off from HCA.

Gain on sale of assets was $7.9 million during the year ended December 31, 2000 primarily due to the sale of
one hospitai facility and Triad’s partnership interest in a rehabilitation hospital during 2000. Gain on sale of assets
was $8.6 million during the year ended December 31, 1999 due primarily to the sale of ten facilities during the
period.

Impairments on long-lived assets were $8.0 million and $69.2 million during the years ended December 31,
2000 and 1999, respectively. The impairments during 2000 were due primarily to the carrying value of the long-
lived assets related to one hospital closed being reduced to fair value, based on estimated disposal value. The
impairments during 1999 were due to reductions of the book value of certain facilities that Triad divested during
1999 to fair value, based on estimates of selling values.

Minority interests, which are primarily related to one joint venture in Arizona that includes 9 ambulatory
surgery centers, as a percentage of revenues remained relatively unchanged in the year ended December 31, 2000
compared to the year ended December 31, 1999.

Equity in earnings (loss) of affiliates was $(1.4) million for the year ended December 31, 2000 compared to
$(3.1) million for the year ended December 31, 1999. This was due to reduction in losses of $3.7 million for one
non-consolidating entity which opened in May 1999. This reduction in losses was offset by $1.1 million of
unfavorable adjustments for various changes of estimates and other adjustments at one non-consolidating entity
during the year ended December 31, 2000.

Income tax provision was $12.9 million for the year ended December 31, 2000 compared to income tax benefit
of $25.5 million for the year ended December 31, 1999. Triad’s effective tax rate is impacted by the effect of
nondeductible goodwill amortization expense, nondeductible expense for impairments and ESCP expense.

Liquidity and Capital Resources

Cash provided by operating activities was $318.3 million in the year ended December 31, 2001 compared to
$71.6 million in the year ended December 31, 2000. The increase was due to the acquisition of Quorum and
improved same facility operations in 2001 compared to 2000. In addition accounts payable and other current
liabilities decreased in 2000 from payments made to HCA for capital expenditures funded by HCA in 1999.

Cash used in investing activities increased to $1,453.1 million in the year ended December 31, 2001 from
$171.4 million in the year ended December 31, 2000. This was due to $1,386.6 million, net of cash acquired, paid
during the year ended December 31, 2001 for the merger with Quorum and acquisition of SouthCrest Hospital,
(discussed elsewhere) compared to $118.8 million paid for acquisitions during the year ended December 31, 2000.
This was offset by a $37.0 million loan repayment from the co-venturer in SouthCrest Hospital during the year ended
December 31, 2000. Also, Triad received $127.8 million in proceeds on the sale of five hospitals, one of which was
closed during 2000, in the year ended December 31, 2001 compared to $20.7 million in proceeds on the sale of one
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hospital and its partnership interest in a rehabilitation hospital during the year ended December 31, 2000. Triad may
expend up to $350 million (approximately $250 million for expansion) in capital expenditures in 2002.

Cash provided by financing activities was $1,144.4 million in the year ended December 31, 2001 compared to
$35.6 million in the year ended December 31, 2000. This increase was due to the financing activity as part of the
Quorum merger.

As part of the merger with Quorum, Triad refinanced its Tranche A term loan, Tranche B term loan, Delay
Draw term loan, and Quorum’s indebtedness with new indebtedness totaling $1.8 billion. This indebtedness
consisted of a Tranche A term loan of $250 million bearing interest at LIBOR plus 3.0% (4.93% at December 31,
2001) with principal amounts due beginning 2001 through 2007, a Tranche B term loan of $550 million bearing
interest at LIBCR plus 3.0% (4.93% at December 31, 2001) with principal amounts due beginning 2001 through
2008, an Asset Sale term loan of $150 million which was paid in full as of December 31, 2001 and $600 million of
senior notes bearing interest at 8.75% with principal amounts due in 2009. Triad also obtained a $250 million
revolving credit line, of which $46.0 million was outstanding at December 31, 2001, that bears interest at LIBOR
plus 3.0% (4.75% at December 31, 2001) or at prime plus 2.0% (6.75% at December 31, 2001). The amount
outstanding under the revolving credit line was reduced to $35.0 million on January 3, 2002 at a rate of 4.88%. The
revolving credit line reduces to $225 million in 2004, $200 million in 2005 and matures in 2007. As of December
31, 2001, Triad had $26.9 million in letters of credit outstanding which reduce the amount available under the
revolving credit line. The LIBOR spread on the revolving credit line and the Tranche A term loan are subject to
reduction depending upon the total leverage of Triad.

Triad has repaid the entire Asset Sale term loan at December 31, 2001 from the proceeds received on the
facility sales described below and from cash on hand.

Subsequent to December 31, 2001, Triad entered into an interest rate swap agreement. The interest rate swap
is designated as a cash flow hedge, which effectively converts a notional amount of $100 million of floating rate
borrowings to fixed rate borrowings. The term of the interest rate swap expires in January 2004. Triad will pay a
rate of 3.22% and receive LIBOR, which in the initial period is 1.83%. Triad is exposed to credit losses in the event
of nonperformance by the counterparty. The counterparty is a creditworthy financial institution and it is anticipated
that the counterparty will be able to fully satisfy the obligation under the contract.

Triad’s term loans and revolving lines of credit are collateralized by a pledge of substantially all of its assets
other than real estate associated with the Quorum facilities. The debt agreements require that Triad comply with
various financial ratios and tests and have restrictions, including but not limited to, new indebtedness, asset sales and
use of proceeds therefrom, capital expendifures and dividends. Triad cwrrently is in compliance with all debt
agreement restrictions. If an event of default occurs with respect to the debt agreements, then the balances of the
term loans and revolving line of credit could become due and payable.

In connection with the debt financing, Triad incurred $45.8 million in debt issue costs, which are being
amortized over the period the indebtedness is outstanding.

The following tables show the total future contractual obligations and other commercial commitments of Triad
as of December 31, 2001 (in millions):

Payment Period

Contractual Obligations 2002 2003 2004 2005 2006  Thereafter  Total
Long-term debt ......cccooviverreerenrinenininens $309 $732 $936 § 937 $989 $1,3907 $1,781.0
Operating 1eases........ocvverrreeverevenenrenes 37.2 31.5 27.4 216 16.2 43.6 177.5
Total contractual obligations................. $ 681 $1047 $121.0 $1153 $1151 $1,4343 319585

Other Commercial Commitments
Standby letters of credit..........ccernnnnn. $ -
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At December 31, 2001, Triad had working capital of $381.0 million. Management expects that operating cash
flows and its revolving credit line will provide sufficient liquidity for fiscal 2002. Significant changes in
reimbursement from government programs and managed care health plans could affect liquidity in the future.

On November [, 2001, Triad sold its hospital in Phoenix, Arizona for $55.3 million, including working capital,
The proceeds from the sale were used to reduce the Asset Sale term loan. A gain of $22.0 million was recognized
during the year ended December 31, 2001. This facility had revenues of $58.3 million and $64.8 million in the years
ended December 31, 2001 and 2000, respectively. This facility had pre-tax income (loss) of $0.3 million and $(1.2)
million in the years ended December 31, 2001 and 2000, respectively.

On August 7, 2001, Triad sold its hospital in Baton Rouge, Louisiana acquired in the Quorum transaction and
designated as held for sale, for $19.0 million plus assumed liabilities of $2.3 million. The purchaser is affiliated with
one former member of Triad’s board of directors. The sales price was the amount of the purchase price allocated to
the hospital and, therefore, no gain or loss on the sale was recorded.

Triad closed its acute care hospital in San Diego, California on November 30, 2000. On June 29, 2001, Triad
sold the remaining assets of this facility for a net sales price of $6.6 million and recognized a minimal gain on the
sale.

On May 2, 2001, Triad sold two hospitals in Minot, North Dakota acquired in the Quorum transaction for
$38.0 million plus $8.2 million in working capital. The sales price was the amount of the purchase price allocated to
the hospitals and, therefore, no gain or loss on the sale was recorded.

Cn February 5, 2001, Triad acquired the remaining 50% interest in the entity that owns SouthCrest Hospital
and other related healthcare facilities in Tulsa, Oklahoma which opened in May 1999 from its not-for-profit partner,
Hillcrest Healthcare System (“Hillcrest™), for $44.6 million, the amount of Hillcrest’s investment in the entity. The
acquisition consolidated 100% ownership and control of the hospital in Triad effective January 1, 2001. Triad has
an option to acquire an adjacent 26-acre parcel of land from Hillcrest for future expansion and a right of first refusal
on certain other real estate. SouthCrest Hospital will continue to participate in Hillerest’s joint contracting network
that includes other Hillcrest hospitals in Tulsa. Under certain conditions and for a limited time, Hillcrest will have
an option to repurchase a 49% interest in SouthCrest Hospital at the then fair market value, subject to minimum
valuations and minimum returns on investment to Triad; if Hillcrest were to exercise the option, Triad would retain
governance of the facility and continue consolidating it for financial reporting. The purchase was funded with
borrowings under Triad’s then existing delay-draw loan which was refinanced as part of the Quorum acquisition.

Triad has commenced development of a new hospital in Las Cruces, New Mexico. The projected cost of this
development is approximately $67 million and is expected to be completed by the third quarter of 2002. As of
December 31, 2001, approximately $22 million had been spent for this project.

Cn February 17, 2002, Triad opened a replacement hospital that was initiated by Quorum in Vicksburg,
Mississippi. The total project cost of this facility is approximately $108 million. As of December 31, 2001,
approximately $28 million of expenditures remain to be made on the project.

Triad commenced development of a replacement hospital in Bentonville, Arkansas, which is expected to be
completed in the third quarter of 2003. The anticipated cost of the replacement facility is approximately $63 million.
As of December 31, 2001, approximately $1.0 million of expenditures have been spent for this project.

Triad has various other hospital expansion projects in progress. Triad has spent approximately $73 million and
anticipates expending approximately $118 million related to these projects.

Triad expects that the above referenced projects will be funded with either operating cash flows or existing
credit facilities.
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Recent Accounting Proncuncements

Triad adopted Statement of Financial Accounting Standards No. 133 “Accounting for Derivative Instruments
and Hedging Activities” (“SFAS 133”) on January 1, 2001. SFAS 133 requires that all derivative financial
instruments that qualify for hedge accounting be recognized in the financial statements and measured at fair value
regardless of the purpose or intent for holding them. Changes in fair value of derivative financial instruments are
either recognized periodically in income or shareholders’ equity (as a component of comprehensive income),
depending on whether the derivative is being used to hedge changes in fair value or cash flows. Triad did not use
derivatives during 2001, therefore the adoption of SFAS 133 did not have an effect on the results of operations or the
financial position of Triad in 2001. Triad’s policy is to not hold or issue derivatives for trading purposes and o
avoid derivatives with leverage features. As discussed previously, Triad entered into an interest rate swap
subsequent to December 31, 2001.

On July 20, 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 141 “Business Combinations” (“SFAS 141”) and Statement of Financial Accounting Standards No.
142 “Goodwill and Other Intangible Assets” (“SFAS 142”), which are required to be adopted in fiscal years
beginning after December 15, 2001. SFAS 141 supersedes Accounting Principles Board Opinion No. 16 “Business
Combination” and Statement of Financial Accounting Standards No. 28 “Accounting for Preacquisition
Contingencies of Purchased Enterprises” and eliminates pooling of interests accounting for business combinations
for transactions entered into after July 1, 2001. The adoption of SFAS 141 will not have a significant impact on the
results of cperations or the financial condition of Triad. SFAS 142 supersedes Accounting Principles Board Opinion
No. 17 “Intangible Assets” which changes the accounting for goodwill. The adoption of SFAS 142 will eliminate the
periodic amortization of goodwill and institute an annual review of the fair value of goodwill. The elimination of
goodwill amortization would have increased income from operations by $29.7 million and $6.3 million for the years
ended December 31, 2001 and 2000, respectively. Impairment of goodwill would be recorded if the fair value of the
goodwill is less than the book value. The review of goodwill will be at the reporting unit level, which is defined as
an operating segment or one level below an operating segment. Triad has determined that the reporting unit for its
owned operations segment will be at one level below the segment. SFAS 142 requires the completion of the initial
step of a transitional impairment test within six months of adoption. Any impairment loss resulting from the
transitional impairment test will be recorded as a cumulative effect of a change in accounting principle. Subsequent
impairment losses would be reflected in operating income. Triad has not determined the impact on the resulis of
operations or financial position for the change in impairment testing.

In October 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”), which is
required to be adopted in fiscal years beginning afier December 15, 2001 with early application encouraged. SFAS
144 supercedes Statement of Financial Accounting Standards No, 121 “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of’ (“SFAS 1217) and the accounting and reporting
provisions of Accounting Principles Board Opinion No. 30 “Reporting the Results of Operations-Reporting the
Effects and Transactions” for the disposal of a segment of a business. SFAS 144 establishes a single accounting
model, based on the framework established in SFAS 121, for long-lived assets to be disposed of by sale and resolves
implementation issues related to SFAS 121 by removing goodwill from its scope. The adoption of SFAS 144 would
impact the results of operations and the financial position of Triad if a component of Triad’s business is designated
as held for sale after adoption of SFAS 144. Components designated as held for sale would be reported separately as
discontinued operations with prior periods restated. Currently, Triad has not designated any components as held for
sale under SFAS 144, but could do so in the future.

Contingencies
Merger Litigation
On October 20, 2000, a purported class action, Samuel Brand v. Colleen Conway Welch, et al., Case No.:

OCC-3066, was filed against Triad and members of the board of directors of Quorum in the Circuit Court of
Davidson County, Tennessee, on behalf of all public stockholders of Quorum. The complaint alleged, among other
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things, that Quorum’s directors breached their fiduciary duties to Quorum and its stockholders in agreeing to the
merger at an unfair price.

In April 2001, the parties negotiated a settlement that would result in the dismissal of the action. The
settlement was subject to a number of conditions, including Court approval. Court approval was obtained, and on
October 22, 2001 the court dismissed the action pursuant to the terms of the agreed upon settlement and Triad paid
the settlement. The settlement did not have a material effect on Triad’s results of operations or financial position.

Fualse Claims Act Litigation

At a meeting in September 1998, Quorum learned from the government that the government would likely join
in a lawsuit filed against Quorum under the False Claims Act. The suit was filed in January 1993 by a former
employee of a hospital managed by a Quorum subsidiary. These lawsuits, commonly known as qui tam actions, are
filed “under seal.” That means that the claims are kept secret until the government decides whether to join the case.
The person who files the lawsuit is called a “relator.” The government joined the case against Quorum in October
1998, The relator’s lawsuit named Quorum, QHR, HCA and all hospitals that Quorum or HCA owned, operated or
managed from 1984 through 1997, as defendants. The unsealed complaint, prepared by the relator, alleged that
Quorum knowingly prepared and caused to be filed cost reports which claimed payments from Medicare and other
government payment programs greater than the amounts due.

On February 24, 1999, the government filed its own complaint in the case. The new complaint alleged that
Quorum, on behalf of hospitals it managed between 1985 and 1995 and hospitals it owned from 1990 to the date of
the complaint, violated the False Claims Act by knowingly submitting or causing to be submitted false Medicare cost
reports, resulting in the submission of false claims to Federal health care programs.

The government asserted that the false claims in cost reports were reflected, in part, in “reserve analyses”
created by Quorum. The complaint also alleged that these cost report filings were prepared as a result of company
policy. This qui tam action sought three times the amount of damages caused to the United States by Quorum’s
submission of any alleged false claims to the government, civil penalties of not less than $5,000 nor more than
$10,000 for each claim, and the relator’s attorneys’ fees and costs. On April 23, 2001, a settlement agreement was
signed and a stipulation of dismissal was filed with the court dismissing all claims against Quorum, QHR and the
other Quorum subsidiaries named in the lawsuit. The settlement provided for a payment of $82.5 million in
compensation to the government, plus interest accruing on $77.5 million at 7.25% per annum from October 2, 2000
(the date on which an understanding with the government to settle this lawsuit was reached) to the payment date.
The settlement was paid in April 2001. The settlement agreement also provides, on certain conditions, for a release
of all hospitals currently or formerly managed by QHR electing to participate in the settlement. In connection with
the settlement, Quorum entered into a corporate integrity agreement with the Office of the Inspector General
containing, among other things, an affirmative obligation to report certain violations of applicable laws and
regulations. On August 10, 2001, the Office of Inspector General agreed to suspend Quorum’s obligations under this
corporate integrity agreement until November 1, 2001, in exchange for Triad’s agreement to negotiate a corporate
integrity agreement that would also include the hospitals owned by Triad at the time of its merger with Quorum, as
well as hospitals Triad might subsequently acquire. (In the distribution agreement with HCA at the time of its spin-
off, Triad agreed to participate in the negotiation of a corporate integrity agreement with the Office of Inspector
General.) The negotiations of a “combined” corporate integrity agreement were concluded and the agreement
became effective on November 1, 2001. See Part I — Item I. Business — “Triad’s Ethics and Compliance Program.”

Violations of the integrity agreement could subject Triad’s hospitals to substantial monetary penalties.
Complying with the corporate integrity agreement may impose expensive and burdensome requirements on certain
operations which could have a material adverse impact on Triad.

Other Qui Tam Actions and Related Investigations
In May 1998, Quorum was informed that it was a defendant in another gui tam action involving home health

services provided by two of its owned hospitals and alleging that Quorum had violated Medicare laws. This action
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was filed under seal in June 1996 by a former employee whom Quorum fired in April 1996. The United States
Attorney’s Office allowed Quorum an opportunity to review the results of the government’s investigations and
discuss the allegations made in the action prior to the government making a decision to intervene as a plaintiff.
Quorum cooperated fully with the United States Attorney’s Office and provided additicnal information and made
employees available for interviews.

On October 26, 2000, Quorum completed settlement of this qui tam lawsuit which primarily involved allegedly
improper allocation of costs at Flowers Hospital, Dothan, Alabama, to its home health agency. Quorum paid to the
government on October 26, 2000 approximately $18 million in connection with this settlement. In addition to the
settlement agreement, Quorum entered into a five-year corporate integrity agreement covering Flowers Hospital with
the Office of the Inspector General, which was terminated upon the effective date of the Quorum corporate integrity
agreement entered into in connection with the False Claims Act litigation discussed above. The government always
reserves the right to investigate and pursue other allegations made by a relator under a complaint. However, under
the settlement agreement, the relator is prohibited from pursuing these additional allegations.

As a result of its ongoing discussions with the government, prior to the merger Quorum learned that there are
twe additional unrelated qui tam complaints against it alleging violations of the False Claims Act for claims
allegedly submitted to the government involving one owned and two managed hospitals. Quorum accrued $3.5
million on these itemns prior to the merger. Both matters remain under seal. With respect to the matter involving the
two managed hospitals, the government has requested that Quorum conduct a self audit with respect to one Medicare
cost report for one managed hospital and three other specific issues and that matter remains under seal. The
government could undertake additional investigative efforts. The government has stated that it intends to investigate
certain other allegations. With respect to the complaint involving the owned hospital, Triad reached an agreement to
settle this matter through the payment to the government of $427,500 (plus interest to the date of actual payment),
and payment of certain attorneys’ fees to the relators under the complaint. Payment was made on January 15, 2002,
and the case has been dismissed with prejudice. As Quorum’s successor, Triad was also a defendant in another qui
tam complaint, in which the government has declined to intervene. After receipt of service, Triad filed motions to
dismiss such litigation against Quorum and QHR and on October 9, 2001, the relators filed notices of voluntary
dismissal, to which the government indicated its consent. The court dismissed such litigation on October 17, 2001.

Stockholder Class Action Regarding the Securities Exchange Act of 1934

In October and November 1998, some of Quorum’s stockholders filed lawsuits against Quorum in the U.S.
District Court for the Middle District of Tennessee. In January 1999, the court consolidated these cases intc a single
lawsuit (M.D. Tenn. No. 3-98-1004). The plaintiffs filed an amended complaint in March 1999. The plaintiffs seek
to represent a class of plaintiffs who purchased Quorum’s common stock from October 25, 1995 through October 21,
1998, except for Quorum’s insiders and their immediate families. The amended complaint names Quorum, several
of Quorum’s former officers, and one of Quorum’s former outside directors, as defendants.

The amended complaint zlleges that defendants viclated the Securities Exchange Act of 1934. The plaintiffs
claim that Quorum materially inflated Quorum’s net revenues during the class period by including in those net
revenues amounts received from the settlement of cost reports that had allegedly been filed in violation of applicable
Medicare regulations years earlier and that, because of that practice, this statement, which first appeared in
Quorum’s Form 10-K filed in September 1996, was false: “The Company believes that its owned hospitals are in
substantial compliance with current federal, state, local, and independent review body regulations and standards.” In
May 1999, Quorum filed a motion to dismiss the complaint. On November 13, 2000, the judge denied Quorum’s
motion to dismiss the complaint against Quorum and James E. Dalton, Jr., Quorum’s former President/CEQO. The
judge granted Quorum’s motion to dismiss as to all other defendants. The judge heard oral argument cn Mr.
Dalton’s motion to reconsider the judge’s denial of Mr. Dalton’s motion to dismiss and on April 19, 2001 granted
Mr. Dalton’s motion to dismiss. The parties recently tentatively agreed to submit the class action to non-binding
mediation. As Quorum’s successor, Triad intends to vigorously defend the claims and allegations in this action.

At this time Triad cannot predict the final effect or outcome of any of the ongoing investigations or the class or
qui tam actions. If Quorum’s hospitals are found to have violated Federal or state laws relating to Medicare,
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Medicaid or other government programs, then Triad may be required to pay substantial fines and civil and criminal
penalties and also may be excluded from participation in the Medicare and Medicaid programs and other government
programs. Similarly, the amount of damages sought in the qui tam actions or in the future may be substantial. Triad
could be subject to substantial costs resulting from defending, or from an adverse outcome in any current or future
investigations, administrative proceedings or litigation. In an effort to resolve one or more of these matters, Triad
may choose to negotiate a settlement. Amounts paid to settle any of these matters may be material. Agreements
entered into as a part of any settlement could also materially adversely affect Triad. Any current or future
investigations or actions could have a material adverse effect on Triad’s results or operations or financial position.

From time to time Triad may be the subject of additional investigations or a party to additional litigation which
alleges violations of law. Triad may not know about those investigations, or about qui fam actions filed against it
unless and to the extent such are unsealed. If any of those matters were successfully asserted against Triad, there
could be a material adverse effect on Triad’s business, financial position, and results of operations or prospects.

Income Taxes

The IRS is in the process of conducting an examination of the federal income tax returns of Triad for the
calendar years ended December 31, 1999 and 2000, and the federal income tax returns of Quorum for the fiscal years
ended June 30, 1999 and 2000. The IRS has not proposed any adjustments.

During the year ended December 31, 2001, Triad (as successor-in-interest to Quorum) accepted IRS proposed
settlements for the fiscal years ended June 30, 1993 through 1998. The most significant items included in the
settlements were adjustments to taxable income for certain tax deductions and losses disallowed in the preceding IRS
audit cycle for the fiscal years ended June 30, 1990 through 1992, tax accounting methods adopted for computing
bad debt expense, the valuation of purchased hospital property and equipment and related depreciable lives, and
income recognition related to cost report settlements. The settlements did not have a material effect on Triad’s
results of operations or financial position.

The IRS has proposed adjustments with respect to partnership returns of income for certain joint ventures
where Quorum owns a majority interest for the fiscal years ended June 30, 1997 and 1998. The most significant
adjustments involve the tax accounting methods adopted for computing bad debt expense, the valuation of purchased
hospital property and equipment and related depreciable lives, income recognition related to cost reports and the loss
calculation on a taxable liquidation of a subsidiary. Triad has filed protests on behalf of the joint ventures with the
Appeals Division of the IRS contesting substantially all of the proposed adjustments. In the opinion of management,
the ultimate outcome of the IRS examinations will not have a material effect on Triad’s results of operations or
financial position.

HCA Litigation and Investigations

-In connection with the spin-off, Triad entered into a distribution agreement with HCA. The terms of the
distribution agreement provide that HCA will indemnify Triad for any losses (other than consequential damages)
which it may incur as a result of proceedings described below. HCA has also agreed to indemnify Triad for any
losses (other than consequential damages) which it may incur as a result of proceedings which may be commenced
by government authorities or by private parties in the future that arise from acts, practices or omissions engaged in
prior to the date of the spin-off and that relate to the proceedings described below.

HCA is currently the subject of several Federal investigations into certain of its business practices, as well as
governmental investigations by various states. HCA is cooperating in these investigations and understands, through
written notice and other means, that it is a target in these investigations. Given the breadth of the ongoing
investigations, HCA expects additional subpoenas and other investigative and prosecutorial activity to occur in these
and other jurisdictions in the future, HCA is the subject of a formal order of investigation by the SEC. HCA
understands that the SEC’s investigation includes the anti-fraud, insider trading, periodic reporting and internal
accounting control provisions of the Federal securities laws.

39




HCA is a defendant in several gui tam actions on behalf of the United States of America, which have been
unsealed and served on HCA. The actions allege, in general, that HCA and certain subsidiaries and/or affiliated
partnerships violated the False Claims Act, 31 U.S.C. § 3729 et seq., by submitting improper claims to the
government for reimbursement. The lawsuits seek three times the amount of damages caused to the United States by
the submission of any Medicare or Medicaid false claims presented by the defendants to the Federal government,
civil penalties of not less than $5,000 nor more than $10,000 for each such Medicare or Medicaid claim, attorneys’
fees and costs. HCA has disclosed that of the original 30 qui fam actions, the Department of Justice remains active
in and has elected to intervene in 8 actions. HCA has also disclosed that it is aware of additional qui tam actions that
remain under seal and believes that there may be other sealed qui tam cases of which it is unaware.

The investigations, actions and claims affecting HCA relate to HCA and its subsidiaries, including subsidiaries
that, pricr to the spin-off, owned facilities now owned by Triad. On May 5, 2000, Triad was advised that one of the
qui tam cases which had been unsealed listed three of Triad’s hospitals as defendants. This qui tam action alleges
various violations arising out of the relationship between Curative Health Services and the other defendants,
including allegations of false claims relating to contracts with Curative Health Services for the management of
certain wound care centers and excessive and unreasonable management fees paid to Curative Health Services and
submitted for reimbursement. Two of the three Triad hospitals named as defendants terminated their relationship
with Curative Health Services prior to the spin-off and the third hospital terminated its contract thereafter.

In July 1999, Olsten Corporation and its subsidiary, Kimberly Home Health (neither of which is affiliated with
HCA), announced that they would pay $61 million to settle allegations that both companies defrauded the Medicare
program. Ximberly pled guilty to three separate felony charges (conspiracy, mail fraud and violating the Medicare
Anti-Kickback statute) filed by the U.S. Attorneys in the Middle and Southern Districts of Florida and the Northern
District of Georgia. While HCA was not specifically named in these guilty pleas, the guilty pleas refer to the
involvement of 2 “Company A” or a “company not named as a defendant.” HCA has disclosed that it believes these
references refer to HCA or its subsidiaries.

HCA is a defendant in a number of other suits, which allege, in general, improper and fraudulent billing,
overcharging, coding and physician referrals, as well as other violations of law. Certain of the suits have been
conditionally certified as class actions. Since April 1997, numercus securities class action and derivative lawsuits
have been filed in the United States District Court for the Middle District of Tennessee against HCA and a sumber
of its current and former directors, officers and/or employees. Several derivative actions have been filed in state
court by certain purported stockholders of HCA against certain of its current and former officers and directors
alleging breach of fiduciary duty, and failure to take reasonable steps to ensure that HCA did not engage in illegal
practices thereby exposing it to significant damages.

On December 14, 2000, HCA announced that it had entered into a settlement agreement with the Civil Division
of the Department of Justice to recommend an agreement to settle, subject to certain conditions, the civil claims
actions against HCA relating to diagnosis related group coding, outpatient laboratory billing and home health issues.
HCA paid $745 million in compensation to the government, with interest accruing at a fixed rate of 6.5% per annum
(beginning May 18, 2000}, and HCA’s existing letter of credit agreement with the government was reduced from $1
billion to $250 million. HCA also entered into a corporate integrity agreement with the Health and Human Services

Office of the Inspector General. Civil issues relating to cost reporting and physician relations are not covered by the
settlement agreement.

On December 14, 2000, HCA also announced that it had signed an agreement with the Criminal Division of the
Department of Justice and various U.S. Attorney’s offices to resolve pending Federal criminal actions against HCA.
HCA 1eceived a full release from criminal liability for conduct arising from or relating to billing and reimbursement
for services provided pursuant to Federal health care benefit programs. In addition, the government agreed not to
prosecute HCA for other possible criminal offenses which are or have been under investigation by the Department of
Justice arising from or relating te billing and reimbursement for services provided pursuant to Federal health care
benefit programs. As part of the criminal agreement, HCA paid the government $95 million and two non-operating
subsidiaries of HCA entered certain pleas in respect of the criminal actions.
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The agreements announced on December 14, 2000 relate only to conduct that was the subject of the Federal
investigations resolved in the agreements, and HCA has stated publicly that it continues to discuss civil claims
relating to cost reporting and physician relations with the government. These agreements with the government do
not resolve various qui tam actions filed by private parties against HCA, or any pending state actions. In addition to
other claims not covered by these agreements, the government also reserved its rights under these agreements to
pursue any claims it may have for:

any civil, criminal or administrative liability under the Internal Revenue Code;

any other criminal liability;

any administrative liability, including mandatory exclusion from Federal health care programs;

any liability to the United States (or its agencies) for any conduct other than the conduct covered in the

government’s investigation;

o any express or implied warranty claims or other claims for defective or deficient products or services,
including quality of goods and services, provided by HCA,;

o any claims for personal injury or property damage or for other similar consequential damages arising from
the conduct subject to the investigation; and

o  any civil or administrative claims of the United States against individuals.

o o0 o o

In addition, 14 of Triad’s current and former hospitals received notices in early 2001 from CMS that it was re-
opening for examination cost reports for Medicare and Medicaid reimbursement filed by these hospitals for periods
between 1993 and 1998, which pre-dates Triad’s spin-off from HCA. Furthermore, two of Triad’s hospitals
formerly owned by Quorum have received such notices. HCA or its predecessors owned these hospitals during the
period covered by the notices. HCA is obligated to indemnify Triad for liabilities arising out of cost reports filed
during these periods.

On March 28, 2002, HCA announced that it had reached an understanding with CMS to resolve all Medicaid
cost report appeal issues between HCA and CMS on more than 2,600 cost reports for reporting periods from 1993
through July 31, 2001. The understanding, which is subject to approval of the Department of Justice and execution
of a mutually satisfactory definitive written agreement, would require HCA to pay CMS the sum of $250 million.
The understanding does not include resolution of outstanding civil issues with the Department of Justice and relators
under HCA’s various qui tam cases with respect to cost reports and physician relations.

HCA has agreed that, in the event that any hospital owned by Triad at the time of the spin-off is permanently
excluded from participation in the Medicare and Medicaid programs as a result of the proceedings described above,
then HCA will make a cash payment to Triad, in an amount (if positive) equal to five times the excluded hospital’s
1998 income from continuing operations before depreciation and amortization, interest expense, management fees,
impairment of long-lived assets, minority interests and income taxes, as set forth on a schedule to the distribution
agreement, less the net proceeds of the sale or other disposition of the excluded hospital.

HCA will not indemnify Triad under the distribution agreement for losses relating to any acts, practices or
omissions engaged in by Triad after the spin-off, whether or not Triad is indemnified for similar acts, practices and
omissions occurring prior to the spin-off. HCA also will not indemnify Triad under the distribution agreement for
similar qui tam litigation, governmental investigations and other actions to which Quorum was subject, some of
which are described above. If indemnified matters were asserted successfully against Triad or any of its facilities,
and HCA failed to meet its indemnification cbligations, then this event could have a material adverse effect on
Triad’s business, financial condition, and results of operations or prospects.

Triad is unable to predict the effect or outcome of any of the ongoing investigations or gui tam and other
actions, or whether any additional investigations or litigation will be commenced. The extent to which Triad may or
may not continue to be affected by the ongoing investigations of HCA and the initiation of additional investigations,
if any, cannot be predicted. These matters could have a material adverse effect on Triad’s business, financial
condition, and results of operations or prospects.
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General Liability Claims

Triad is subject to claims and suits arising in the ordinary course of business, including claims for personal
injuries or wrongful restriction of, or interference with, physicians’ staff privileges. In certain of these actions the
claimants may seek punitive damages against Triad, which are usually not covered by insurance. It is management’s
opinion that the ultimate resolution of these pending claims and legal proceedings will not have a material adverse
effect on Triad’s results of operations or financial position.

Effects of Inflation and Changing Prices

Various federal, state and local laws have been enacted that, in certain cases, limit Triad’s ability to increase
prices. Revenues for acute care hospital services rendered to Medicare patients are established under the federal
government’s prospective payment system. Medicare revenues approximated 31.8% in 2001, 29.6% in 2000 and
31.9% in 1999,

Management believes that hospital industry operating margins have been, and may continue to be, under
significant pressure because of deterioration in pricing flexibility and payer mix, and growth in operating expenses in
excess of the increase in prospective payments under the Medicare program. Although Medicare prospective
payments increased in 2001, management expects that the average rate of increase in Medicare prospective payments
will decline slightly in 2002 and 2003, not withstanding the enactment of the Refinement Act and BIPA. In addition,
as a result of increasing regulatory and competitive pressures, Triad’s ability to maintain operating margins through
price increases to non-Medicare patients is limited.

Health Care Reform

In recent years, an increasing number of legislative proposals have been introduced in or proposed by Congress
and some state legislatures that would significantly affect health care systems in Triad's markets. The cost of certain
proposals would be funded, in significant part, by a reduction in payments by government programs, including
Medicare and Medicaid, to heaith care providers (similar to the reductions incurred as part of the Balanced Budget
Act as previously discussed). While Triad is unable to predict whether any proposals for health care reform will be
adopted, there can be no assurance that proposals adverse to the business of Triad will not be adopted.

In December 2000, CMS acting under HIPAA released final regulations, which would require compliance by
April 2003 relating to adoption of standards to protect the security and privacy of health-related informaticn. These
regulations would require healthcare providers to implement organizational and technical practices to protect the
security of electronically maintained or transmitted health-related information. The effective dates of these
regulations were originally postponed by the Bush Administration, but now have been reestablished. The privacy
regulations will extensively regulate the use and disclosure of individually identifiable health-related information.
The security regulations and the privacy regulations could impose significant costs on Triad in order to comply with
these standards. Violations of the regulations could result in civil penalties of up to $25,000 per type of violation in
cach calendar year and criminal penalties of up to $250,000 per violation.

Item 7A., Quantitative and Qualitative Disclosures About Market Risk

Triad is exposed to market risk related to changes in interest rates. To mitigate the impact of fluctuations in
interest rates, subsequent to December 31, 2001, Triad entered into an interest rate swap. Interest rate swaps are
contracts which allow the parties to exchange fixed and floating rate interest rate payments periodically over the life
of the agreements. Floating rate payments are based on LIBOR and fixed rate payments are dependent upon market
levels at the time the interest rate swap was consummated. The interest rate swap that was entered into is 2 cash flow
hedge, which effectively converts a notional amount of $100 millicn of floating rate borrowings to fixed rate
borrowings. The term of the interest rate swap expires in January 2004. Triad’s policy is to not hold or issue
derivatives for trading purposes and to avoid derivatives with leverage features. Triad is exposed to credit losses in
the event of nonperformance by the counterparty. The counterparty is a creditworthy financial institution and it is
anticipated that the counterparty will be able to fully satisfy their obligation under the contract. Triad will pay a rate
of 3.22% and receive LIBOR, which in the initial period is 1.83%.
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With respect to Triad’s interest-bearing liabilities, approximately $849.1 millicn of long-term debt at December
31, 2001 is subject to variable rates of interest, while the remaining balance in long-term debt of $924.7 million at
December 31, 2001 is subject to fixed rates of interest. The estimated fair value of Triad’s total long-term debt was
$1,841.5 million at December 31, 2001. The estimates of fair value are based upon the quoted market prices for the
same or similar issues of long-term debt with the same maturities, when available, or discounted cash flows. Based
on a hypothetical 1% increase in interest rates, the potential annualized losses in future pretax earnings would be
approximately $7.4 million. The impact of such a change in interest rates on the carrying value of long-term debt
would not be significant. The estimated changes to interest expense and the fair value of long-term debt are
determined considering the impact of hypothetical interest rates on Triad’s borrowing cost and long-term debt
balances. These analyses do not consider the effects, if any, of the potential changes in Triad’s credit ratings or the
overall level of economic activity. Further, in the event of a change of significant magnitude, management would
expect to take actions intended to further mitigate its exposure to such change.

Item 8. Financial Statements and Supplementary Data

Information with respect to this Item is contained in Triad’s consolidated financial statements indicated in the
Index on Page F-1 of this Annual Report on Form 10-K.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Previously reported in Triad’s current reports on Form 8-K filed November 28, 2000.

Part I

Itemn 10. Directors and Executive Officers of the Registrant

The information required by this Item is set forth under the headings “Election of Directors” and “Named
Executive Officers Who Are Not Directors” in the definitive proxy materials of Triad to be filed in connection with
its 2002 Annual Meeting of Stockholders. The information required by this Item to be contained in such definitive
proxy materials is incorporated herein by reference.
Item 11. Executive Compensation

The information required by this Item is set forth under the heading “Executive Compensation” in the definitive
proxy materials of Triad to be filed in connection with its 2002 Annual Meeting of Stockholders, which information
is incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this Item is set forth under the heading “Stock Ownership of Certain Beneficial
Cwners and Management” in the definitive proxy materials of Triad to be filed in connection with its 2002 Annual
Meeting of Stockholders, which information is incorporated herein by reference.
Item 13. Certain Relationships and Related Transactions

The information required by this Item is set forth under the heading “Certain Transactions” in the definitive

proxy materials of Triad to be filed in connection with its 2002 Annual Meeting of Stockholders, which information
is incorporated herein by reference.
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Part IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a) Documents filed as part of the report:

1. Financial Statements — The accompanying index to financial statements on page F-1of this Annual Report on
Form 10-K is provided in response to this item.
2. List of Financial Statement Schedules — All schedules are omitted because the required information is not
/ present, not present in material amounts or presented within the financial statements.
T 3. List of Exhibits

(a) Exhibits

Exhibit

No. Description

2.1 Distribution Agreement dated May 11, 1999 by and among Columbia/HCA, Triad Hospitals,

Inc. and LifePoint Hospitals, Inc., incorporated by reference from Exhibit 2.1 to Triad
Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31, 1999.

2.2 Agreement and Plan of Merger, dated as of October 18, 2000, by and between Quorum Health
Group, Inc. and Triad Hospitals, Inc. (the “Merger Agreement”), incorporated by reference from
Triad Hospitals’ Current Report on Form 8-K dated October 18, 2000.

3.1 Certificate of Incorporation of Triad, as amended as of April 27, 2001, incorporated by
reference from Exhibit 3.1 to Triad Hospitals’ Post Effective Amendment No. 1 on Form S-8 to
the Registration Statement Form S-4.

] 3.2 Bylaws of Triad Hospitals as amended February 18, 2000 incorporated by reference from Triad
B Hospitals’ Annual Report on Form 10-K for the year ended December 31, 2000.
: 33 Certificate of Incorporation of Triad Holdings, incorporated by reference from Triad Hospitals’
Annual Report on Form 10-K for the year ended December 31, 1999.
34 Bylaws of Triad Holdings, incorporated by reference from Triad Hospitals’ Annual Report on
Form 10-K for the year ended December 31, 1999.
4.1 Indenture (including form of 11% Senior Subordinated Notes due 2009) dated as of May 11,

1999 , between Healthtrust and Citibank N.A. as Trustee, incorporated by reference from
Exhibit 4.2(a) to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March

31, 1999.
4.2 Form of 11% Senior Subordinated Notes due 2009 (filed as part of Exhibit 4.1).
43 Registration Rights Agreement dated as of May 11, 1999 between Healthtrust and the Initial

Purchasers named therein, incorporated by reference from Exhibit 4.4 (a) to Triad Hospitals’
Quarterly Report on Form 10-Q, for the quarter ended March 31, 1999.

4.4 Triad Assumption Agreement dated May 11, 1999 between Healthtrust and Triad Hospitals,
incorporated by reference from Exhibit 4.4(b) to Triad Hospitals’ Quarterly Report on Form 10-
Q, for the quarter ended March 31, 1999.

4.5 Holdings Assumption Agreement dated May 11, 1999 between Triad Hospitals, Inc. and Triad
Holdings, incorporated by reference from Exhibit 4.4(c) to Triad Hospitals’ Quarterly Report on
Form 10-Q, for the quarter ended March 31, 1999,

4.6 Guarantor Assumption Agreements dated May 11, 1999 between Triad Holdings and the
Guarantors signatory thereto, incorporated by reference from Exhibit 4.4 (d) to Triad Hospitals’
Quarterly Report on Form 10-Q, for the quarter ended March 31, 1999.

4.7 Indenture (including form of 8 %% Senior Notes due 2009) dated as of April 27, 2001, among
Triad, the guarantors named therein and Citibank N.A. as Trustee, incorporated herein by
reference from Exhibit 4.1 to Triad’s Quarterly Report on Form 10-Q, for the quarter ended
March 31, 2001.
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4.8

10.1

10.2

10.3

104

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

Registration Rights Agreement dated as of April 27, 2001 among Triad, the guarantors named
therein and the Initial Purchasers named therein, incorporated herein by reference from Exhibit
4.2 to Triad’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2001.

Tax Sharing and Indemnification Agreement, dated May 11, 1999, by and among
Columbia/HCA, LifePoint Hospitals and Triad Hospitals, incorporated by reference from
Exhibit 10.1 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March
31, 1999.

Benefits and Employment Matters Agreement, dated May 11, 1999 by and among
Columbia/HCA, LifePoint Hospitals and Triad Hospitals, incorporated by reference from
Exhibit 10.2 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March
31, 1999.

Insurance Allocation and Administration Agreement, dated May 11, 1999, by and among
Columbia/HCA, LifePoint Hospitals and Triad Hospitals, incorporated by reference fiom
Exhibit 10.3 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March
31, 1999.

Transitional Services Agreement dated May 11, 1999 by and between Columbia/HCA and Triad
Hospitals, incorporated by reference from Exhibit 10.4 to Triad Hospitals® Quarterly Report on
Form 10-Q, for the quarter ended March 31, 1999,

Computer and Data Processing Services Agreement dated May 11, 1999 by and between
Columbia Information Systems, Inc. and Triad Hospitals, incorporated by reference from
Exhibit 10.5 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March
31, 1999.

Agreement to Share Telecommunications Services dated May 11, 1999 by and between
Columbia Information Systems, Inc. and Triad Hospitals, incorporated by reference from
Exhibit 10.6 to Triad Hospitals” Quarterly Report on Form 10-Q, for the quarter ended March
31, 1999.

Year 2000 Professional Services Agreement dated May 11, 1999 by and between CHCA
Management Services, L.P. and Triad Hospitals, incorporated by reference from Exhibit 10.7 to
Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31, 1999.
Sub-Lease Agreement dated May 11, 1999 by and between Med-Point L1.C and Triad Hospitals,
incorporated by reference from Exhibit 10.8 to Triad Hospitals’ Quarterly Report on Form 10-Q,
for the quarter ended March 31, 1999.

Sub-Lease Agreement dated May 11, 1999 by and between Healthtrust and Triad Hospitals,
incorporated by reference from Exhibit 10.9 to Triad Hospitals’ Quarterly Report on Form 10-Q,
for the quarter ended March 31, 1999.

Triad Hospitals, Inc. 1999 Long-Term Incentive Plan, as amended on May 29, 2001,
incorporated by reference from Exhibit 10.4 to Triad Hospitals’ Quarterly Report on Form 10-Q,
for the quarter ended June 30, 2001.

Triad Hospitals, Inc. Executive Stock Purchase Plan, incorporated by reference from Exhibit
10.11 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31,
1699.

Triad Hospitals, Inc. Management Stock Purchase Plan, incorporated by reference from Exhibit
10.12 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31,
1999.

Triad Hospitals, Inc. Outside Directors Stock and Incentive Compensation Plan, as amended,
incorporated by reference from Exhibit B to Triad Hospitals’ definitive Proxy Statement on
Schedule 14A of Triad’s annual meeting held on May 29, 2001.

Credit Agreement, dated as of May 11, 1999 among Healthtrust, Inc. — The Hospital Company
and certain subsidiaries from time to time party thereto, as Borrower, the several lenders from
time to time thereto, Citicorp USA, Inc. and The Chase Manhattan Bank as syndication agents,
Credit Lyonnais New York Branch and Societe Generale as co-agents, Bank of America
National Trust and Savings Association as administrative agent and NationsBanc Montgomery
Securities, LLC as lead arranger and sole book manager, incorporated by reference from Exhibit
10.14 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31,
1999.
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10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

12.1

16.1

16.2

21.1
23.1

Assumption Agreement dated as of May 11, 1999 by and between Bank of America National
Trust and Savings Association and Triad Hospitals, incorporated by reference from Exhibit
10.15 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31,
1999,

Assumption Agreement dated as of May 11, 1999 by and between Bank of America National
Trust and Savings Association and Triad Holdings, incorporated by reference from Exhibit
10.16 to Triad Hospitals’ Quarterly Report on Form 10-Q, for the quarter ended March 31,
1999.

Amendment No. 1 dated as of September 28, 2000, to the Credit Agreement, dated as of May
11, 1999 among Healthtrust, Inc. — The Hospital Company and certain subsidiaries from time to
time party thereto, as Borrower, the several lenders from time to time thereto, Citicorp USA, Inc.
and The Chase Manhattan Bank as syndication agents, Credit Lyonnais New York Branch and
Societe Generale as co-agents, Bank of America National Trust and Savings Association as
administrative agent and Nations Banc Montgomery Securities, LLC as lead arranger and sale
back manager, incorporated by reference from Exhibit 10.1 to Triad Hoespitals’ Quarterly Report
on Form 10-Q for the quarter ended September 30, 2000.

Credit Agreement dated as of April 27, 2001 among Triad, the Lenders party thereto, Merrill
Lynch & Co. and Banc of America Securities LLC as co-lead arrangers, Merrill Lynch & Co. as
syndication agent and Bank of America, N.A. as administrative agent, incorporated herein by
reference from Exhibit 10.1 on Form 10-Q for the quarter ended March 31, 2001.

Amendment No. 1 dated as of July 10, 2001 to the Credit Agreement dated as of April 27, 2001
among Triad, the Lenders party thereto, Merrill Lynch & Co. as syndication agent and Bank of
America, N.A. as administrative agent, incorporated herein by reference from Exhibit 10.2 on
Form 10-Q for the quarter ended June 30, 2001.

Amendment No. 2 dated as of August 8, 2001 to the Credit Agreement dated as of April 27,
2001 among Triad, the Lenders party thereto, Merrill Lynch & Co. as syndication agent and
Bank of America , N.A. as administrative agent, incorporated herein by reference from Exhibit
10.3 on Form 10-Q for the quarter ended June 30, 2001.

Amendment No. 3 dated as of February 7, 2002 to the Credit Agreement dated as of April 27,
2001 among Triad, the Lenders party thereto, Merrill Lynch & Co. as syndication agent and
Bank of America, N.A.

Quorum Health Group, Inc. 1997 Stock Option Plan, incorporated herein by reference from
Exhibit B to Quorum’s definitive Proxy Statement on Schedule 14A for Quorum’s annual
meeting held on November 10, 1997.

Statement of Computation of Ratio of Earnings to Fixed Charges.

Statement re: Change in Certifying Accountant, incorporated by reference from Exhibit 16.1 to
Triad Hospitals” Report on Form 8-K dated November 23, 1999.

Statement re: Change in Certifying Accountant, incorporated by reference from Exhibit 16.1 to
Triad Hospitals’ Report on Form 8-K dated November 30, 2000.

List of the Subsidiaries of Triad Hospitals.

Consent of Ernst & Young LLP.

(b) Reports on Form 8-K filed during the quarter ended December 31, 2001:

On October 1, 2001, Triad issued a press release to announce the appointment of Dan Moen as
Executive Vice President of Hospital Management.

On October 29, 2001, Triad reported that they had issued a press release of its third quarter
earnings.

Cn November 15, 2001, Triad issued a press release to announce that they plan to give financial
guidance regarding its future performance.

On December 10, 2001, Triad provided updated financial guidance for years 2001, 2002, and
beyond.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities and Exchange Act of 1934, the
‘ Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Triad Hospitals, Inc.

By:_/s/ JAMES D. SHELTON

James D. Shelton

Chairman, President and Chief Executive Officer

Dated: March 29, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

SIGNATURE TITLE DATE
/s/ JAMES D. SHELTON Chairman of the Board, President and March 29, 2002
James D. Shelton Chief Executive Officer; Director (Principal Executive Officer)
== /s/ MICHAEL J. PARSONS Executive Vice President and March 29, 2002
‘ Michael J. Parsons Chief Operating Officer; Director
/s/ BURKE W. WHITMAN Executive Vice President and Chief March 29, 2002
Burke W. Whitman Financial Officer (Principal Accounting Cfficer)
/s THOMAS F. FRIST, IIl Director March 29, 2002

Thomas F. Frist, III

/s/ DALE V. KESLER Director March 29, 2002
Dale V. Kesler

/s/f THOMAS G. LOEFFLER, Esq. Director March 29, 2002
Thomas G. Loeffler, Esq.

/s/ UWE E. REINHARDT, Ph.D Director March 29, 2002
Uwe E. Reinhardt, Ph.D

/s/ MARVIN RUNYON Director March 29, 2002
Marvin Runyon

/s/ GALE SAYERS Director » March 29, 2002
Gale Sayers

/s/ DONALD B. HALVERSTADT, M.D. Director March 29, 2002

Donald B. Halverstadt, M.D.

N /s/ BARBARA A. DURAND, Ed.D. Director March 29, 2002
o] Barbara A. Durand, Ed.D.

/s/ NANCY ANN DEPARLE Director March 29, 2002
Nancy Ann DeParle
/s/ JAMES E. DALTON, JR. Director March 29, 2002

James E. Dalton, Jr.
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Report of Independent Auditors

To the Board of Directors and Stockholders
Triad Hospitals, Inc.

We have audited the accompanying consolidated balance sheets of Triad Hospitals, Inc. (sece Note 1) as of
December 31, 2001 and 2000 and the related consolidated statements of operations, equity and cash flows for each
of the three years in the period ended December 31, 2001. These consolidated financial statements are the
responsibility of management of Triad Hospitals, Inc. (the “Company™). Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for cur opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Triad Hospitals, Inc. at December 31, 2001 and 2000 and the consolidated results
of their operations and their cash flows for each of the three years in the period ended December 31, 2001 in
conformity with accounting principles generally accepted in the United States.

/s/ ERNST & YOUNG, LLP

Dallas, Texas
February 15, 2002




TRIAD HOSPITALS, INC.

CONSQLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31 2001, 2000 AND 1999
(Dollars in millions, except per share amounts)

2001 2000 1999
REVEIIUES ....covveeeeierectreerr e cere sttt et cebe st e s et e et e sebeessesanesasessssenseesbesanearneenes $2,669.5 $1,235.5 $1,329.1
Salaries and DENELItS ......c..voiiiireeitceeeeet et ee et rr e s be oo ssaeees 1,128.5 511.1 570.9
Reimbursable EXPenSes. .....cccoivviiieieeerer vttt et ceeeeee e e e e 41.6 - -
SUPPLIES c.veveieriririr ettt ettt b e e et s bbb sa et e eane 411.2 185.6 200.1
Other OperatiNg CXPEIMSES...ccvivvvrrereerieresiesireecrereresteresriasarsresessessassessesessessens 501.7 259.8 301.5
Provision for doubtful aCCOUNES ........ccoverinerririecene e 239.9 103.6 129.0
DEPIECIALION ..vevveerirrerieieririe st esareseteetaeenreveesbesreerasssstsseeseseseserersessasnsessesessas 134.4 76.1 89.8
AIMOTHZATION ...c.ovvveeveeereeetriereer et e st ee st te st e etareasesrestessonnessssestenassnerons 35.7 71 8.7
Interest expense allocated from HCA .........ccovvevivvrininneneeeeneecnereennseeenene - - 22.5
Interest expense, net of capitalized interest of 34.6 and $1.7 for the years
ended December 31, 2001 and 2000, respectively .....cccvveererevnneerninnns 127.6 62.2 45.2
INtETESE INCOMIE. . ..cutieeeiecartiereiertesraereesreerresesenenesteneessessarsesssesesssessesranserasas (1.6) (4.9) 2.5)
ESOP EXPENSE....eeeuerieeenririeeiririesesreerseesaeaseeseasresssstassessesasessessersessesssssesirses 9.3 7.1 37
Management fees allocated from HCA ... - -- 8.9
Gain 0N SBLES OF @SSELS 1.veiuirrerierririeniirter e sierecbestabe st nstt et eseessaessesresssneas (23.1) (7.9) (8.6)
Impairments of 1ong-1ived aSSELS .....occveeeinrinrieeieriine e aens 23.1 8.0 69.2
2.628.3 1,207.8 1,438.4
Income (loss) from operations before minority interests, equity in earnings
(10s5) ANd INCOME tAXES....ccvrrerrrerarrereerrnrerenrrianeesaeerssesrressoranssseressesnsssseses 41.2 277 (109.3)
Minority interests in earnings of consolidated entities..........ooeeveererreeierernns (7.2) (9.0) (8.7)
Equity in earnings (10ss) of affiliates ..........ecccvrercrenrnenerrinircerinssesnsreeennns 14,5 (1.4 3.1)
Income (loss) from operations before inCome taxes ........c..ocveverveverenreriricnnnns 48.5 17.3 (121.1)
Income tax (Provision) benefit.........cceceririrrrieinencrse et (42.5) (12.9) 25.5
Incomme (10S5) fTOIM OPELATIONS .....vcvrviererriiiatsreriirireeiiesseseseesresesase s eaessnnenes 6.0 4.4 (95.6)
Extraordinary loss on retirement of debt, net of income tax benefit of $2.0
2001, et st b e v et teenas (3.2) --- -
NEt INCOME (I0SS) ..uvrvrrererierieeriireeeise st saetesste st s st aaaesr e etesa e bene $_ 28 $ 4.4 $__(95.6)
Income (loss) per common share:
Basic:
OPCIALIONS. ... evvuteeerieeteeeeeseet et et ev e b sesessereberesbese et ersnsare e sessessesatns $§ 0.10 $§ 014 $ (3.12)
Extraordinary loss on retirement of debt...........cocvvveeeevereevicrieeencnnns (0.06) - —
INEE ettt rstr e et ettt sa et et ns e $__004 $__014 $.__(3.12)
Diluted:
OPETALIONS. ....ecveceierireieteere it ca ettt ers sttt esrsreessssesbentssenbesesasnns $§ 0.10 $§ 013 $ (3.12)
Extraordinary loss on retirement of debt.......c.ccccoevvevvvevviinvieirereas (0.05) -~ —
INEE 1ttt e s s eae b s b s et s be e e $__ 005 §__013 $__(3.12)

The accompanying notes are an integral part of the consolidated financial statements.
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TRIAD HOSPITALS, INC.

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2001 AND 2000
(Dellars in miilions)

2001 2000
ASSETS
Current assets:
Cash and cash eqUIVAIENLS ....oveiiiiie e § 163 § 67
RESITICtEA CaSM...ereciiicrcerr ettt et rene s e b 5.7 -
Accounts receivable, less allowances for doubtful accounts of $192.4 and $122.9 at
December 31, 2001 and 2000, respectively ..o 446.6 171.1
INVEDIOTIES ...cvivcriricreri sttt et st s e e st s b st abs bbb s e b 82.2 347
DefeTred iNCOME tAXES ...oueuiirrererririenieriersissnsesereresssssasessnesessaesssesescsmessesssssesessssenessnses 103.1 40.5
Prepaid EXPENSES. ..o criieercseriierss st et e et 232 9.2
OHRET ...ttt stttk et st se b st sab s e s R e e s b e s sRnen 70.2 66.0
747.3 328.2
Property and equipment, at cost:
LaDA oottt ettt st et et st e b e e e bR s sresre s 126.4 71.9
Buildings and IMPIOVEITIEIIS ....cc.ccvrrerereiviiinstereniionererssessessssnsnssesesessossssesssissorstessesssasns 1,173.4 540.7
EQUIPITIEII ..ottt st esee st ese et seeseese st st e re e st sas e e e tesessaabsan seabeseesesansnesassseasbarenes 998.1 662.2
Construction in progress (estimated cost to complete and equip after December 31,
2001—3251.0 MULLON) 1vrvrrererrnirrreinrrerireeereetninresee oo ressrsnsberesasesrenssesessososessanereen 175.8 51.1
2,473.7 1,325.9
Accumulated dePrecialion .......coveeerieerirerrrireereererriee e e te st peteeseenr e e sneneens (656.7) (§72.9)

1,817.0 753.0
Intangible assets, net of accumulated amortization of $92.6 and $61.1 at December 31,

2001 and 2000, reSPECIIVELY ...evveiireceiriccineeer s eese s be e e e esane s re e sraesenne s 1,295.8 227.8
Investment in and advances t0 affiliates .........ccceeevienicinii e e 189.4 794
L0141V OO O OO OO OO OO OO U STU VOO PO PR SROPON 115.8 12.1
TOMAl @SSEIS ..ottt ettt ettt et ettt b ettt r et ek n et b n s aabh st e nabeseen $4,1653 $1,400.5

LIABILITIES AND EQUITY
Current liabilities:

ACCOURES PAYADIE ....veueveeiceieeeis sttt sttt et n b et e an s s e e b eracaeen $ 1224 $ 674

ACCTUEA SBIATIES ....veverieiererreerereniesierrts e st sen b et sttt s b s st n e ses e e sanen et eb e se et enes 80.0 31.8

Current portion of long~term debt........cococeeeiiiicci e, 30.9 9.0

Other current lHabilities .......ccvvrvriiiiiini ettt eresee e saeersesesenes 133.0 28.1

366.3 136.3
Long-temmm deBU ....ccviiecriniriecrirr e st st st s b ees b ens 1,742.9 581.7
OLher LADIIHES ....cveereireieceeseetiiresere ettt se et se et e as e be s saa st rebebe e sssrsaesssssesenssneranssrses 68.4 9.6
DEfEITed tAXES ..vveveveniiririiiereiresir e er e s st et re et tere e saessstsresenessessetsseressnsnasesesenessestenenses 132.1 49.2
Minority interests in equity of consolidated entities ......ocoecvereriinninirevrrrr et 124.1 50.0
Commitments and CONTNZEIICIES +..veveerervrrerrerererererserrnsreseresessersssereressasssrssssensesasersesarsonssnesons --- -
Stockholders’ equity:

Common stock .01 par value: 120,000,000 shares authorized, 72,202,736 and

34,783,816 shares issued and outstanding at December 31, 2001 and 2000,

TESPECHIVELY covvurimeiietrnsinneesiriet ettt be st eeeberssbessssesesannsbesenserenesesanevenaenie 0.7 C4
Additional paid-in CapIal .....ccvocereeieriire e e e e 1,810.2 659.3
Uneamed ESOP compensation and stockholder notes receivable ..........oocereeivrerennn (32.9) (36.7)
Accumulated AEFICIt.......o..ovvviererreirirerierereeiie e iesetcerassesesesesessase e e e ssseseresesesssessees (46.5) (49.3)
Total stockholders’ EQUILY ....ccooerrnirrieierirec sttt et s seer et b st senseos i,731.5 573.7

Total liabilities and stockholGers’ EQLILY .......covvurirereerreeirrnrerieerr s totsreie et saes st ssemene $4,1653  $1,400.,5

The accompanying notes are an integral part of the consolidated financial statements.
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Balance January 1, 1999......ccccovinmnnrercccnean,
Elimination of intercompany balances
and other equity transactions.....................
Assumption of long-term debt
(net of diSCOURnL) ....oveveeceenriirercrrecearnes
Spin-off of Triad shares to HCA
shareholders..........cocoevnicnmnnnnnienecennne
Issuance of common stock for
Executive Stock Purchase Plan loans........
Issuance of common stock under employee
plans
Issuance of common shares for ESOP
note receivable.......oeiciireniinenicneinens
ESOP compensation earneg ............ccoeveecnes
B INectloss
Balance December 31, 1999..........ccccovveneee.
Issuance of common stock under employee
plans
Stock options exercised.........coooveeerriicnnne
Income tax benefit from stock options
EXETCISEd . ..orierinieiierecircereee e
ESOP compensation earned .............cocenne...
Stock compensation expense........c...c.coeeee.
Spin-off transactions with HCA .................
Net INCOME ..vovvveereeeriicniine e
Balance December 31, 2000............ccocevnennn.
Issuance of common stock under employee

Income tax benefit from stock options
EXETCISEd...vivicerrrceen e
Issuance of common stock for Quorum
BCQUISILION .o ivirsrvarsr s sersirnrenns
Fair value of converted options..................
ESOP compensation earned ...............o.......
Stock compensation expense...........ccoecvuu.
Repayment of Executive Stock Purchase
Plan loan........ccoooevvecnniiiccceeene
NEt INCOME ..iirireneeeerceierecserrsre e

TRIAD HOSPITALS, INC.

CONSCLIDATED STATEMENTS OF EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999

(Dollars in millions)

Unearned
ESOP
Common Additional Compensation and Equity Total
Stock Paid-in Stockholder  Accumulated Investments Stockholders’
Shares Ameunt Capital Notes Receivable — Deficit by HCA Equity

—-— 8 - 8 - 3 - 5 - $ 5007 $ 500.7

- - - - 800.1 800.1
- - -— - - (649.0) (649.0)
29,898,688 03 609.6 - 41.9 (651.8) -
970,000 -- 9.1 6.1 - -
74,594 - - - -
3,000,000 —-- 345 (34.5) --- --- -
-—- - 0.2 35 - - 37
— (95.6) - (95.6)
33,943,282 0.3 653.4 (40.1) (53.7) - 559.9
219,609 - 2.8 --- 2.8
620,925 0.1 7.0 - - - 7.1

- -— (1.D -—- - Qa.n

--- 3.7 34 - .- 7.1

0.9 - - .- 0.9

- (7.4) - - (7.4)

- o --- - 4.4 - 4.4
34,783,816 04 659.3 36.7) (49.3) -- 573.7
244252 --- 5.4 --- - - 54
1,388,288 --- 21.6 - 21.6
- --- 11.9 - - --- 11.9
35,786,380 0.3  1,069.2 - - 1,069.5
- 314 - 314

5.8 34 -—-- - 9.2

- - 5.6 - - --- 5.6

--- - 0.4 0.4

— o - 2.8 --- 28
72,202,736 $ 07%_ 18102 $____(32.9) $__(465) % $_1731.5
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The accompanying notes are an integral part of the consolidated financial statements.




TRIAD HOSPITALS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
(Doliars in millions)

2001 2000 1999

Cash flows from operating activities:
NEt INCOME (10SS)..vvnvieverermireiiicrrnietie ettt es e eneaas $ 28 $ 44 § (95.6)
Adjustments to reconcile net income {loss) to net cash provided by
operating activities:

Provision for doubtful aCCOUNTS .......covecvevereieceeerceseceevre e rer e 2399 103.6 129.0
Depreciation and amOriZatiON . ......ceiuiiaeiavennerenerneessessesessassessessesesasssessssases 170.1 83.2 98.5
ESOP EXPEIISE......creviierirriiriiesiresestseises s ssssass e essassss st esbesasevessssnsssessereneses 9.3 7.1 3.7
MIDOTILY IIETESES 1.veveuvvereerrerrrenrereeesesceresisesnseesesesessssessssesessesesessessssnrasensaseseses 7.2 9.0 8.7
Equity in (earnings) 10ss of affiliates .........ocovvvimienrceienecvesreieseersveeressecsrenennees (14.5) 14 3.1
(G210 ON SBIES OF BSSELS ..covevurreireeairirirereerirreesreersseressessessesssneseenereneesssessensnene (23.1) (7.9) (8.6)
Deferred income tax provision (Denefit).........ccoeerereicierrneneeiinercrenneenvereeeens 39.6 i1.8 (27.3)
Impairment of 16ng-liVEd 2SSELS .......corerivmieiririiiriinee e e s snes e sresnens 23.1 8.0 69.2
Non-cash INETESt EXPEIISE. ....veiuierreirirrieeitierierisriare e rssstetnesesarene e ssnaeseseneneesns 10.3 1.0 33
Non-cash stock Option COMPENSAtION ........oeviieertereierenrineereeserereseeresrerenen 5.6 0.9 ---
Extraordinary loss on retirement of debt, net 6f t8X......cccoeeriveeniennicceneeenen 32 - -
Increase {decrease) in cash from operating assets and liabilities (net of
acquisitions):
ACCOUNLS TECEIVADIE ...veviitiertee et ene s s s sev et e sr e svesressnesrenres (193.2) (116.9) (94.1)
Inventories and Other @SSEIS ......cceevevevrirerreieri e erernee et 13.3 (22.0) 14.4
Accounts payable and other current liabilities ........cocoovevirrerreirernniensnnenenn, 250 (19.9) 56.3
OHRET ...ttt ettt sssn et e b st an e sb bt eeneeesents (0.3) 7.9 (5.4)
Net cash provided by operating activities .........cooueereeevvenereeerncrereeriennns 3183 71.6 155.2
Cash flows from investing activities: .
Purchases of property and qUIPMENt .......ccceeveeeiereeecvrne e eseasenaes (200.6) (94.4) (132.7)
Investment in and advances t0 affiliates .........ccoovevvveerirecie e 17.7 22.7 (54.7)
Proceeds received on sale 0f aSSELS....covveviriicirence e 127.8 20.7 117.8
Acquisitions, net of cash acquired of $(8.3) million and $(0.4) million in the
years ended December 31, 2001 and 2000, respectively ..oocvervcerenrrricerncnnnnnee (1,386.6) (118.8) ---
ReStricted CasSh.......oiveieiriirrr e (5.7) --- ---
OHIET ettt et b sttt et bbb A s e b e s e ann bt e b n s s catasssesanes (5.7 (1.6 1.9
Net cash used in inVesting ACHVIHES .....cccorvvrerrmreerierernnreimrcerereninesssiseeeseensenss (1453.1) (1714} (57.7)
Cash flows from financing activities:
Payments of long-term debl.........cocovvviiiiieiecccne s (581.6) (17.5) (114.2)
Proceeds from long-term debl..........covivievneinereeccnirn e 1,752.7 51.0 -
Payment Of debt ISSUE COSS .....cuvvieiiiriiririiieree ettt e teese st be s evecnemsaresbannes (45.8) (1.5) ---
Proceeds from issuance of COMMON SIOCK .....ccvvervverivierrereeririnnvreeeinssesserenees 27.0 5.9 ---
Distributions {0 MINOFITY PATIIETS ..c.evvreeeeererreeeeerereriseeeteteresesserssnaseetesesesssosstesanes 7.9 (6.3) (18.6)
Increase in intercompany balances with HCA, net......oooceciinnnninciiiiinns ] == 106.2
Net cash provided by (used in) financing activities .......ccoevvriiverreiecereccnennnenes 1,1444 35.6 {26.6)
Change in cash and cash eqUIVAIENES ........cccovivieriiririnene e re v csrnes 9.6 (64.2) 70.9
Cash and cash equivalents at beginning of period «......occvverecrrnnnencrennccnnenene 6.7 70.9 -
Cash and cash equivalents at end of Period ........oceverevireviinvninirinr e $__163 §$__67 $__709
Cash paid for:
EIEEEESE 1.ttt sttt et et s sttt s e e $1129 $ 605 $ 59.2
Income taxes, NEt Of FEUNAS ...c.vvvieivvieiciir it e erae e s tebesssresbe s e e re st ereane $ 50 $ 26 $ -

The accompanying notes are an integral part of the consolidated financial statements.
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1— SPIN-OFF OF TRIAD HOSPITALS, INC.

Cn May 11, 1999, HCA, Inc. (“HCA”) completed the spin-off of Triad Hospitals, Inc. (“Triad”) to its
shareholders (the “Spin-off”) by a pro rata distribution of 29,898,688 shares of common stock.

On the Spin-off date, Triad became an independent, publicly owned company encompassing the operations of
what had comprised the Pacific Group of HCA. At the Spin-off, the common shares of Triad were distributed to the
record date holders of HCA at a ratio of one share for every nineteen outstanding HCA shares. Following the Spin-
off, HCA had no ownership in Triad.

Triad has entered into distribution and other related agreements (see NOTE 13) governing the Spin-off
transaction and Triad’s subsequent relationship with HCA. These agreements provide certain indemnifications for
the parties, and provide for the allocation of tax and other assets, liabilities and obligations arising from periods prior
to the Spin-off.

As of December 31, 2001, Triad’s facilities included 46 general, acute care hospitals and 14 ambulatory
surgery centers located in the states of Alabama, Arizona, Arkansas, California, Indiana, Kansas, Louisiana,
Mississippi, Missouri, New Mexico, Ohio, Oklahoma, Oregon, South Carolina, Texas and West Virginia. One
hospital included among these facilities is operated through a 50/50 joint venture that is not consolidated for
financial reporting purposes. Triad is also a minority investor in three joint ventures that own seven general, acute
care hospitals in Georgia and Nevada. On April 27, 2001, Triad completed the merger of Quorum Health Group,
Inc. (“Quorum”) with and inte Triad (see NOTE 3).

NOTE 2—ACCOUNTING POLICIES
Principles of Consolidation

The consolidated financial statements include the accounts of Triad and all affiliated subsidiaries and entities
controlled by Triad through Triad’s direct or indirect ownership of a majority voting interest. All intercompany
transactions have been eliminated. Investments in entities which Triad does not control, but in which it has a
substantial ownership interest and can exercise significant influence, are accounted for using the equity method.

The accompanying consolidated financial statements present Triad’s financial position, results of operations
and cash flows as if Triad had been an independent, publicly owned company for all periods presented. Certain
allocations of previously unallocated HCA expenses, as well as computations of separate tax provisions, have been
made to facilitate such presentation. The accompanying financial statements for the periods prior to the Spin-off
were prepared on the push down basis of the historical cost to HCA and represent the combined results of operations
and cash flows of Triad for those periods.

Use of Estimates
The preparation of the consclidated financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reperied in the financial

statements and accompanying notes. Actual results could differ from those estimates.

Reclassification

Certain prior year amounts have been reclassified to conform to the current presentation.




TRIAD HOSPITALS, INC.

NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—ACCOUNTING POLICIES (continued)
Eguity

Equity for the years ended December 31, 2000 and 1999 includes certain Spin-off related transactions, such as
elimination of intercompany balances with HCA as of the Spin-off, reclassification of HCA's net investment in Triad
to additional paid in capital and certain post Spin-off settlements with HCA.

Revenues

Triad’s health care facilities have entered into agreements with third-party payers, including government
programs and managed care health plans, under which the facilities are paid based upon several methedologies
including established charges, the cost of providing services, predetermined rates per diagnosis, fixed per diem rates
or discounts from established charges.

Revenues are recorded at estimated net amounts due from patients, third-party payers and others for health care
services provided. Settlements under reimbursement agreements with third-party payers are estimated and recorded
in the period the related services are rendered and are adjusted in future periods as adjustments become known or as
the service years are no longer subject to audit, review or investigation. Laws and regulations governing the
Medicare and Medicaid programs are extremely complex, subject to interpretation and are routinely modified for
provider reimbursement. All hospitals participating in the Medicare and Medicaid programs are required to meet
certain financial reporting requirements. Federal regulations require submission of annual cost reports covering
medical costs and expenses associated with the services provided by each hospital to program beneficiaries. Annual
cost reports required under the Medicare and Medicaid programs are subject to routine audits, which may result in
adjustments to the amounts ultimately determined to be due to Triad under these reimbursement programs. These
audits often require several years to reach the final determination of amounts earned under the programs. As a result,
there is at least a reasonable possibility that recorded estimates will change by a material amount in the near term.
The net adjustments to estimated settlements resulted in increases to revenues of $5.5 million and $8.6 million for
the years ended December 31, 2001 and 2000, respectively, and decreases to revenues of $1.7 million for the year
ended December 31, 1999,

In association with ongoing federal investigations into certain of HCA’s business practices, applicable
governmental agencies ceased the settlement of cost reports. The settlement of cost reports started to resume during
1999. Due to the cost reports not being settled, Triad is not receiving all of the updated information which has
historically been the basis used to adjust estimated settlement amounts. At this time, Triad cannot predict when, or if,
the historical cost report settlement process will be completed. Management believes that adequate provisions have
been made for adjustments that may result from final determination of amounts earned under these programs. The
estimated net cost report settlements as of December 31, 2001 and 2000 of approximately $34.8 million and $41.1
million, respectively, are included as a reduction to accounts receivable in the accompanying balance sheet. In
connection with the Spin-off, HCA agreed to indemnify Triad for any payments which it is required to make in
respect of Medicare, Medicaid and Blue Cross cost reports relating to periods ending on or prior to the Spin-off, and
Triad agreed to indemmify HCA for and pay to HCA any payments received by it relating to such cost reports
relating to periods ending on or prior to the Spin-off. Triad will be responsible for the filing of these cost reports and
any terminating cost reports. Triad has recorded a net receivable from HCA relating to the indemnification of $24.2
million and $27.7 million as of December 31, 200] and 2000, respectively (See NOTE 13).

Triad provides care without charge to patients who are financially unable to pay for the health care services
they receive. Because Triad does not pursue collection of amounts determined to qualify as charity care, they are not
reported in revenues.




TRIAD HOSPITALS, INC.

NCOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—ACCOUNTING POLICIES (continued)
Cash and Cash Equivalents

Cash equivalents consist of all investments with an original maturity of three months or less.
Restricted Cash

Restricted cash consists of cash funded to an escrow account for the purpose of satisfying deductibles under
Triad’s general and professional liability risk policy.

Accounts Receivable

Accounts receivable are recorded at the estimated net realizable amounts from federal and state agencies
(under the Medicare, Medicaid and TRICARE programs), managed care health plans, commercial insurance
companies, employers and patients. During the years ended December 31, 2001, 2000 and 1999, approximately
31.9%, 29.6% and 31.9%, respectively, of Triad’s revenues related to patients participating in the Medicare
program. Triad recognizes that revenues and receivables from government agencies are significant to its operations,
but it does not believe that there are significant credit risks associated with these government agencies. During the
years ended December 31, 2001, 2000 and 1999 approximately 28.9%, 31.0% and 32.7%, respectively, of Triad’s
revenues related to patients in various managed care plans. Approximately half of Triad’s facilities are located in the
states of Alabama, Indiana, and Texas. Triad does not believe that there are any other significant concentrations of
revenues from any particular payer or geographic area that would subject it to any significant credit risks in the
collection of its accounts receivable.

Triad maintains allowances for doubtful accounts for estimated losses resulting from payers’ inability to make
payments on accounts. Triad estimates these allowances based on historical net write offs of uncollectible accounts.
If payers’ ability to pay deteriorates, additional allowances may be required.

Inventories

Inventories of supplies are stated at the lower of cost (first-in, first-out) or market.
Long-Lived Assets

(a) Property and Equipment

Property and equipment are stated at cost. Routine maintenance and repairs are charged to expense as incurred.
Expenditures that increase capacities or extend useful lives are capitalized.

Depreciation expense, computed using the straight-line method, was $134.4 million, $76.1 million and $89.8
million for the years ended December 31, 2001, 2000, and 1999, respectively. Buildings and improvements are
depreciated over estimated useful lives ranging from 10 to 40 years. Equipment is depreciated over estimated useful
lives ranging from 3 to 10 years.

(b) Intangible Assets

Intangible assets consist primarily of costs in excess of the fair value of identifiable net assets of acquired
entities. These costs of $1,215.2 million and $227.0 million at December 31, 2001 and 2000, respectively, were
amortized using the straight-line method, generally over periods ranging from 30 to 40 years for hospital acquisitions
and periods ranging from 5 to 20 years for physician practice and clinic acquisitions. During the years ended
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TRIAD HOSPITALS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—ACCOUNTING POLICIES (continued)

December 31, 2001 and 2000, these costs were increased by $1,040.6 million and $58.4 million primarily from
acquisitions (See NOTE 3). Noncompete agreements are amortized based upon the terms of the respective contracts.
Amortization expense was $35.7 million, $7.1 million and $8.7 million for the years ended December 31, 2001,
2000 and 1999, respectively.

When events, circumstances and operating results indicate that the carrying values of certain long-lived assets
and the related identifiable intangible assets might be impaired, Triad prepares projections of the undiscounted future
cash flows expected to result from the use of the assets and their eventual disposition. If the projections indicate that
the recorded amounts are not expected tc be recoverable, such amounts are reduced to estimated fair value. If market
conditions become less favorable than those projected by management, additional impairments may be required.

Income Taxes

Triad accounts for income taxes under the provisions of Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” (“SFAS 109”). Under SFAS 109, deferred tax liabilities and assets are determined
based on the difference between the financial statement and tax bases of assets and liabilities, using enacted tax rates
in effect for the year in which the differences are expected to reverse.

Valuation allowances are established when necessary to reduce deferred tax assets to the amounts expected to
be realized. Income tax (provision) benefit consists of Triad’s current (provision) benefit for federal and state income
taxes and the change in Triad’s deferred income tax assets and liabilities. While Triad has considered several items
including ongoing prudent and feasible tax planning strategies in assessing the need for valuation allowances, in the
event Triad were to determine that the realization of its deferred tax asset in the future is different than its net
recorded ameunt, an adjustment to income would be necessary.

For periods prior to the Spin-off, HCA filed consolidated federal and state income tax returns which inciuded
all of its eligible subsidiaries, including Triad. The provisions for income taxes (benefits) in the consolidated
statements of operations for periods presented prior to the Spin-off were computed on a separate return basis (f.e.,
assuming Triad had not been included in a consolidated income tax return with HCA).

General and Professional Liability Risks

Triad maintains professional malpractice liability insurance and general liability insurance in amounts which it
believes to be sufficient for its operations, although it is possible that some claims may exceed the scope of the
coverage in effect. Substantially all losses in periods prior to the Spin-off are insured through a wholly-owned
insurance subsidiary of HCA and excess loss policies maintained by HCA. HCA has agreed to indemnify Triad in
respect of claims covered by such insurance policies arising prior to the Spin-off. After the Spin-off, Triad obtained
insurance coverage on a claims incurred basis from HCA’s wholly owned insurance subsidiary with excess coverage
obtained from other carriers which is subject to certain deductibles which Triad considers to be reasonable. For the
facilities acquired in the Quorum transaction, Triad obtained tail coverage, subject to certain deductibles, to cover
claims incurred prior to July 31, 2001, These facilities were converted to Triad’s existing coverage on August 1,
2001. The cost of general and professional liability coverage is based on actuarially determined estimates. Any
factors changing the underlying data used in determining these estimates could result in revisions to the reserve. The
cost for the years ended December 31, 2001, 2000, and 1999 was approximately $43.6 million, $22.2 milljon and
$23.2 million, respectively. Reserves for general and professional liability risks are actuarially determined and
discounted using an interest rate of 6%. The reserve was $36.0 millicn and $9.5 million at December 31, 2001 and
2000, respectively.
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TRIAD HOSPITALS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—ACCOUNTING POLICIES (continued)

For periods after the Spin-off, Triad instituted its own self-insured programs for workers compensation and
health insurance. Prior to the Spin-off, Triad participated in self-insured programs for workers’ compensation and
health insurance administered by HCA. HCA retained sole responsibility for all workers’ compensation and health
claims incurred prior to the Spin-off. The cost for these programs is based upon claims paid, plus an actuarially
determined amount for claims incurred but not reported. Reserves for workers compensation were $9.6 million and
$3.0 million at December 31, 2001 and 2000, respectively. Reserves for health claim liability risk were $13.5
million and 3$4.6 million at December 31, 2001 and 2000, respectively. The reserve for health claim lability risk of
$4.6 million was funded at December 31, 2000.

Management Fees

Prior to the Spin-off, corporate overhead expenses relating to various HCA corporate general and
administrative expenses were allocated to Triad based on net revenues. In the opinion of HCA management, this
allocation method was reasonable.

Reimbursable Expenses

Triad’s wholly-owned subsidiary, Quorum Health Resources, LLC (“QHR”) recognizes revenue based on a
contractually determined rate, plus direct costs associated with the contract. The direct costs relate primarily tc
salaries and benefits of QHR employees who serve as executives at hospitals managed by QHR. The salaries and
benefits of these employees are legal obligations of and are paid by QHR, and are reimbursed by the managed
hospitals. The direct costs are recorded as revenues and reimbursable expenses in the consolidated statements of
operations.

Fair Value of Financigl Instruments

Statement of Financial Accounting Standards 107, “Disclosure About Fair Value of Financial Instruments,”
requires certain disclosures regarding the fair value of financial instruments. Cash and cash equivalents, accounts
receivable, accounts payable and accrued liabilities are reflected in the consolidated financial statements at fair value
because of the short-term maturity of these instruments. The fair value of long-term debt was determined by using
quoted market prices, when available, or discounted cash flows to calculate these fair values.

Derivative Financial Instruments

Triad adopted Statement of Financial Accounting Standards No. 133 “Accounting for Derivative Instruments
and Hedging Activities” (“SFAS 133”) on January 1, 2001. SFAS 133 requires that all derivative financial
instruments that qualify for hedge accounting be recognized in the financial statements and measured at fair value .
regardless of the purpose or intent for holding them. Changes in fair value of derivative financial instruments are
either recognized periodically in income or shareholders’ equity (as a component of comprehensive income),
depending on whether the derivative is being used to hedge changes in fair value or cash flows. Triad did not use
derivatives during 2001 and therefore the adoption of SFAS 133 did not have an effect on the results of operations or
the financial position of Triad in 2001. Triad’s policy is to not hold or issue derivatives for trading purposes and to
avoid derivatives with leverage features. Subsequent to December 31, 2001, Triad entered into an interest rate swap
agreement. The interest rate swap that was entered intc is designated as a cash flow hedge, which effectively
converts a notional amount of $100 million of floating rate borrowings to fixed rate borrowings. The term of the
interest rate swap expires in January 2004, Triad will pay a rate of 3.22% and receive LIBOR, which in the initial
pericd is 1.83%. Triad is exposed to credit losses in the event of nonperformance by the counterparty. The
counterparty is a creditworthy financial institution and it is anticipated that the counterparty will be able to fully
satisfy its obligation under the contract.
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 2—ACCOUNTING POLICIES (continued)
Recent Accounting Pronouncements

On July 20, 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 141 “Business Combinations” (“SFAS 141™) and Statement of Financial Accounting Standards No.
142 “Goodwill and Other Intengible Assets” (“SFAS 142”), which are required to be adopted in fiscal years
beginning after December 15, 2001. SFAS 141 supersedes Accounting Principles Board Opinion No. 16 “Business
Combinations” and Statement of Financizl Accounting Standards No. 28 “Accounting for Preacquisition
Contingencies of Purchased Enterprises” and eliminates pooling of interests accounting for business combinations
for transactions entered into after July 1, 2001. The adoption of SFAS 141 will not have a significant impact on the
results of operations or the financial condition of Triad. SFAS 142 supersedes Accounting Principles Board Opinion
No. 17 “Intangible Assets” which changes the accounting for goodwill. The adoption of SFAS 142 will eliminate the
periodic amortization of goodwill and institute an annual review of the fair value of goodwill. The elimination of
goodwill amortization would have increased income or decreased loss from operations by $25.7 million, $6.3
million, and $8.0 million in the years ended December 31, 2001, 2000 and 1999, respectively. Impairment of
goodwill would be recorded if the fair value of the goodwill were less than the book value. The review of geodwill
will be at the reporting unit level, which is defined as an operating segment or one level below an operating segment.
Triad has determined that the reporting units for its owned operations segment will be at one level below the
segment. SFAS 142 requires the completion of the initial step of a transitional impairment test within six months of
adoption. Any impairment loss resulting from the transitional impairment test will be recorded as a cumulative effect
of a change in accounting principle. Impairment losses subsequent to June 30, 2002 would be reflected in operating
income. Triad has not determined the impact on the results of operations or financial position for the change in
impairment testing.

In October 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”), which is
required to be adopted in fiscal years beginning after December 15, 2001 with early application encouraged. SFAS
144 supercedes Statement of Financial Accounting Standards No. 121 “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of" (“SFAS 121”) and the accounting and reporting
provisions of Accounting Principles Board Opinion No. 30 “Reporting the Results of Operations-Reporting the
Effects and Transactions” for the disposal of a segment of a business. SFAS 144 establishes a single accounting
model, based on the framework established in SFAS 121, for long-lived assets to be disposed of by sale and resolves
implementation issues related to SFAS 121 by removing goodwill from its scope. The adoption of SFAS 144 weuld
impact the results of operations and the financial position of Triad if a component of Triad’s business is designated
as held for sale after the adoption of SFAS 144, Components designated as held for sale would be reported
separately as discontinued operations with prior periods restated. Currently Triad has not designated any
components as held for sale under SFAS 144, but could do so in the future.

NQTE 3—ACQUISITIONS

On April 27, 2001, Triad completed the previously announced merger of Quorum with and into Triad with
Triad being the surviving corporation. Triad is the acquiror for accounting purposes based on several
considerations, including, in particular, that the former Quorum shareholders are not able to replace a majority of
Triad’s board of directors until at least the 2003 annual meeting of shareholders. Under the terms of the merger
agreement, Quorum shareholders became entitled to receive $3.50 in cash and 0.4107 shares of Triad common stock
for each outstanding share of Quorum stock, plus cash in lien of fractional shares of Triad common stock. In
addition, each outstanding option to purchase shares of Quorum common stock, whether or not vested or exercisable,
was converted at the holder’s election into either a fully vested and exercisable option to purchase shares of Triad
common stock or cash and shares of Triad common stock. Triad issued 35,786,380 shares, paid $305.0 million in
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3-—ACQUISITIONS (continued)

cash and issued 1,638,479 options tc Quorum option holders in connection with the merger. The purchase price for
the merger was determined using the average stock price at the time the merger was announced, cash paid, fair value
of options converted and direct costs associated with the merger. The purchase price calculation is summarized
below (in millions, except for share amounts and stock price):

Shares ISSUE ....cveevveeriieerriire it ereee st s r b s e e cbeestebeesesrsssreseases 35,786,380
AVErage SOCK PIICE ..o.coviiiiiiiniieriiarenerirrsee e saeseereseres s saenesessssssssaies $ 2689

3 1,069.7
Cash paid to Quorum shareholders............cocvvreircreeceninnieenes 305.0
Fair value of converted OpHons ..........cvveeveccrnrrnneenercrerieee e 314
Quorum indebtedness paid at ClOSING ...coeveererrnriereercrrernieerreenes 856.5
Direct merger costs and Other..........oovecerniierecieiennieieneesiieeeenene 83.0
Quorum government investigation settlement paid ...........ccccecererenenne 88.7

$ 24343

The merger was accounted for under the purchase method of accounting and the results of operations for
Quorum are included in Triad’s results of operations beginning May 1, 2001. The purchase price was allocated to
assets acquired and liabilities assumed based on estimated fair values. Triad has obtained preliminary independent
appraisals of acquired property and equipment and identifiable intangible assets and their remaining useful lives.
Triad is also reviewing and determining the fair value of other assets and liabilities assumed. Therefore, the
allocation of the purchase price is subject to revision based on the final determination of the appraisals and other fair
value determinations. The preliminary estimated fair values of the assets acquired and liabilities assumed relating to
the acquisition are summarized below (in millions):

Working capital ... $ 250.0
Property and qUIPIMENt........cocviverieeennenierenreee et seae et 941.8
Oher aSSELS ...vvvevueuercrirrir ettt e e e e st es 305.1
Net investment in held for sale assets.......ocovevrevnicinnininncinnecnenns 65.8
Long-term debt....c...ooce i e e (16.2)
Other non-current Habilities.......c..coveverrecieiereeieienieserene e reeeseeenens (84.0)
Minority interests........ ettt st ettt ettt st s R bt et bt et ea b ant et e st e bt ares (73.1)
GOOAWILL L.t e s 1,0389

$§ 24343

Goodwill (included in “Intangible assets” on the Consolidated Balance Sheets) was being amortized on a straight-
line basis over 30 years.

On May 2, 2001, Triad sold two acute care hospitals in Minot, North Dakota acquired in the merger with
Quorum for $38.0 million plus $8.2 million for working capital. Additionally, one hospital acquired in the merger
with Quorum was designated as held for sale prior to the completion of the merger. The purchase price allocated to
these assets is equal to the estimated sales prices of the hospitals plus the anticipated cash flows for the estimated
holding period and the estimated interest expense on the incremental debt incurred for the purchase of the hospitals.
Cn August 7, 2001, Triad scld to an affiliate of a former member of Triad’s board of directors its hospital in Baton
Rouge, Louisiana for $19.0 million plus assumption of liabilities of $2.3 million. The results of operations of this
entity are not included in Triad’s results of operations. The pre-tax loss from continuing operations for this hospital
and the associated interest expense excluded was $0.4 million and $0.4 million, respectively, during the year ended
December 31, 2001
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NOTE 3—ACQUISITIONS (continued)

Subsequent to the merger, Triad recorded charges of approximately $31.8 million associated with coordinating
Quorum’s accounting policies, practices and estimation processes with those of Triad. These charges included an
$8.3 millicn pre-tax reduction to revenue, $18.5 million pre-tax increase in provision for doubtful accounts and $5.0
million additional income tax provision.

On February 5, 2001, Triad acquired the remaining 50% interest in the entity that owns SouthCrest Hospital
and other related healthcare facilities in Tulsa, Oklahoma from its not-for-profit partner, Hillcrest Healthcare System
(“Hillcrest”), for $44.6 million, the amount of Hillcrest’s investment in the entity. The acquisition consolidated
100% ownership and control of the hospital in Triad effective January 1, 2001. Triad has an option to acquire an
adjacent 26-acre parcel of land from Hillcrest for future expansion. SouthCrest Hospital will continue to participate
in Hillcrest’s joint contracting network that includes other Hillcrest hospitals in Tulsa. Under certain conditions and
for a limited time, Hillcrest will have an option to repurchase a 49% interest in SouthCrest Hospital at the then fair
market value, subject to minimum valuations and minimum returns on investment to Triad; if Hillcrest were to
exercise the option, Triad would retain governance of the facility and continue consclidating the facility for financial
reporting.

The acquisition of SouthCrest Hospital was recorded under the purchase method of accounting and, therefore,
the purchase price has been allocated to assets acquired and liabilities assumed based on estimated fair values. The
results of operations have been included in Triad’s consclidated resulis of operations since January 1, 2001. The
estimated fair values of the assets acquired and liabilities assumed relating to the acquisiticn are summarized below
(in millions):

Working capital ......ocoecvvemvnneencrnnereneenns $ 55

Property and equipment...........cceevecvererenrennens 86.4

MINOTity INLETESTS. c..eueererererereerererereneesreenne (0.9)
$ 919

The purchase price consists of the $44.6 million in cash paid plus $46.4 miilion equity investment Triad had
recorded prior to the acquisition.

The following unaudited pro forma data summarizes the results of operations of the periods indicated as if the
acquisitions discussed previously had been completed as of the beginning of the periods presented. The pro forma
results of operations gives effect to actual operating results prior to the acquisiticns, adjusted to include the pro
forma effect of the acquisitions. The pro forma results do not purport to be indicative of the results that would have
actually been obtained if the acquisitions occurred as of the beginning of the periods presented or that may be
obtained in the future (in millions, except per share data).

For the vears ended December 31,

2001 2000
REVEIIIES ...ovecvvevrerinerie e esrsiresres s e sers e snerersnesssanessastes $3,301.2 $3,1034
Net income (1058) ..ovvvereeveriiiirerren e ersreene e s $ 1.5 $ (28.1)
Net income (loss) per share:
BaSIC .ouvvviieeniinieren et e se st besens $ 0.02 § (0.42)
DiIBEEA ..co.veerereieve ettt er e $ 0.02 $ (0.42)
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NOTE 4—SALES AND CLOSURES

On November 1, 2001, Triad sold an acute care hospital in Phoenix, Arizona for $55.3 million, including
working capital. A gain of $22.0 million was recorded in the year ended December 31, 2001. This facility had
revenues of $58.3 million, $64.8 million and $55.0 million for the years ended December 31, 2001, 2000 and 1999,
respectively. This facility had pre-tax income (losses) of $0.3 millicn, $(1.2) million and $(4.6) million for the years
ended December 31, 2001, 2000 and 1999, respectively.

Triad closed its acute care hospital in San Diego, California on November 30, 2000. On June 29, 2001, Triad
sold the remaining assets of this facility for a net sales price of $6.6 million and recognized a minimal gain on the
sale. For the years ended December 31, 2000 and 1999, this facility had revenues of $22.1 million and $26.0
million, respectively, and income (losses) before impairment charges and income taxes of $(8.9) million and $C.1
million, respectively.

As discussed in NOTE 3, Triad sold two acute care hospitals in Minot, North Dakota and one acute care
hospital in Baton Rouge, Louisiana.

Cn December 14, 2000, Triad sold its hospital in Sherman, Texas, which was designated as held for sale in
1999, for $16.0 million. A gain on the sale of $2.0 million was recorded during the year ended December 31, 2000.
For the years ended December 31, 2000 and 1999, this facility had revenues of $27.6 million and $28.7 million,
respectively, and income (losses) before impairment charges and income taxes of $1.4 million and $(1.6) million,
respectively.

On March 31, 2000, Triad sold its limited partnership interest in a rehabilitation hospital located in Tucson,
Arizonz for $4.0 million. A gain of $4.2 million was recognized on the sale.

On February 11, 2000, Triad closed its acute care hospital in Roseburg, Oregon, which was designated as held
for sale. As of December 31, 2001, the carrying value of this facility was $2.8 million. For the years ended
December 31, 2000 and 1999, this facility had revenues of $1.9 million and $21.8 million, respectively, and losses
before impairment charges and income taxes of $4.7 million and $5.6 million, respectively.

Triad sold the assets of its acute care hospital in DeQueen, Arkansas for approximately $4.0 million plus
approximately $0.5 million of assumed liabilities on November 30, 1999. A loss on the sale of $0.5 million was
recorded during the year ended December 31, 1999. Triad retained the accounts receivable and certain liabilities
with a book value at December 31, 2000 of $(0.8) million. For the year ended December 31, 1999, this facility had
revenues of $11.5 million and pre-tax losses before loss on sale of assets and impairment charges of $4.2 million.

Triad sold a majority of the assets of an acute care hospital in Phoenix, Arizona for $29.2 million on November
30, 1999. Gains (losses) on the sale of $1.3 million and $(3.8) million were recorded during the years ended
December 31, 2000 and 1999, respectively. Triad retained the accounts receivable and certain liabilities with a bock
value at December 31, 2001 and 2000 of $2.2 million and $1.8 million, respectively. For the year ended December
31, 1999, this facility had revenues of $35.4 million and pre-tax losses before loss on sale of assets and impairment
charges of $21.5 million. A

On October 31, 1999 Triad sold its stock interest in a psychiatric hospital in Kansas City, Missouri for $4.3
million. A gain on the sale of $0.6 million was recorded during the year ended December 31, 1999, For the year
ended December 31, 1999, this facility had revenues of $8.0 million, and no pre-tax income before gain on sale of
assets and impairment charges.

Triad sold its acute care hospitals in Beaumont, Texas and Silsbee, Texas and its interest in an ambulatory
surgery center in Beaumont, Texas on September 30, 1999 for $13.7 million. Triad retained the accounts receivable
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NOTE 4—SALES AND CLOSURES (continued)

and certain liabilities with a net book value of $(0.5) million at December 31, 2000. A loss on the sale of $2.9
million was recorded during the year ended December 31, 1999. For the year ended December 31, 1999, these

facilities had revenues of $36.4 million and pre-tax losses before loss on sale of assets and impairment charges of
$15.1 million.

Triad sold all of its assets in its acute care hospitals in Anaheim, California and Huntington Beach, California
and its interest in an ambulatory surgery center in Anaheim, California on September 3, 1999 for §43.3 million. A
gain of $1.4 million on the sale was reccrded during the year ended December 31, 1999. For the year ended
December 31, 1999, these facilities had revenues of $67.1 million and pre-tax losses before gain on sale of assets
and impairment charges of $3.5 million.

Triad sold its joint venture facility in Amarillo, Texas on September 1, 1999 and received $23.1 million in net
proceeds. A gain on the sale of $14.2 million was recorded during the year ended December 31, 1999. For the year
ended December 31, 1999, this facility had revenues of $6.6 million and pre-tax income before gain on sale of assets
and impairment charges of $0.3 million.

NOTE 5—INCOME TAXES

The income tax (provision) benefit for the years ended December 31, 2001, 2000 and 1999 consists of the
following (dollars in millions):

2001 2000 1999

Current:
Federal ..ottt et e eees $(02) $ - %
SHALE L.eererrreteereee e e e s e s s e rer e tee e e beetr e e erb et b e be e ts et aerabeetaesrbesaen sabenrenanas 2.7) (1.1 (1.8)
Deferred:
FEdEral ..o st ettt ettt erantans (38.3) 9.7y 248
SLALE 1evverveerieserereseeeerereeressesbieresereseesea e s roreereern s be s e seetneneeshesreebere e (1.3) (2.1) 2.5

$(42.5) $_(129)%_25.5
Triad also realized a $2.0 million tax benefit from an extraordinary loss on retirement of debt in the year ended

December 31, 2001. A reconciliation of the federal statutory rate to the effective income tax rate from operations
follows:

2001 2000 1999

Federal StANIOTY TAIE tuovevrvveeir ettt ettt saesebe s s 35.0% 35.0%  35.0%
State income taxes, net of federal income tax benefit......coceeveriiiiiiieiioriivieeens 2.5 4.8 2.8
Coordinating aGjUSTMIENLS .....ccvvvervrrirrereiriiri ettt sae s sas 9.3 --- ---
Non-deductible goodwill aMOTHZALION ......coevevivermieeiiceniierirr s 20.7 13.1 (2.5)
Non-deductible impairment Charges ..........c.ovevverninnicnnneseeseins 13.9 11.3 (11.5)
Non-deductible ESOP EXPENSE ....civivveevrieeeeeiriereciietencsssssinsesarersiessvassssesones . 4.7 8.1 0.1
OHRET HEINS, ML .veuviriieierireiieistreseeeseeresssssessessestssessesesarssssorserssnressesrssnransesessses 1.5 2.2 (2.6)
Effective inCOME 1aX TALE ....c.coeiverieieesieieareesseesseeeteesresressenesseresacsseseesseseseene _87.6% 74.5% 211%

A summary of the items comprising the deferred tax assets and liabilities at December 31 follows (dollars in
millions):
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NOTE 5—INCOME TAXES (continued)

2001 2000

Assets Liabilities Assets Liabilities

Depreciation and fixed asset basis differences.........cccooovvevrvirriarieenennes $ - §$10325% - § 518
Accounts and other receivables ...........ccveviie i 43.2 - 26.2 -
Net operating 10ss CarTyforwards..........cocvcivevierereeronnnisiesiesesereresseesens 53.7 - 7.5 -—-
COMPENSAtION TESETVES ...veviurrirrreerieierertesranteeassesestesseseeressessessessesseresees 242 -—- 8.0 -
Amortization and intangible asset basis differences ..........c.ceevveeiernenne. - 383 - -
OHRET ...ttt st eeabebe e ranenas ot 7.6 24 o

1211 149.1 44.1 51.8
Valuation alloWanCeS .......e.veerivcreiienieeieecrere vt cbe st essaenrreseens 1.0) - (1.0 o

As part of the Spin-off, HCA and Triad entered into a tax sharing and indemnification agreement (See NOTE
13). The tax sharing and indemnification agreement will not have an impact on the realization of deferred tax assets
or the payment of deferred tax liabilities of Triad except to the extent that the temporary differences giving rise to
such deferred tax assets and liabilities as of the Spin-off are adjusted as a result of final tax settlements after the
Spin-off. In the event of such adjustments, the tax sharing and indemnification agreement will provide for certain
payments between HCA and Triad as appropriate.

Deferred income taxes of $103.1 million and $40.5 million at December 31, 2001 and 2000, respectively, are
included in current assets. Noncurrent deferred income tax liabilities totaled $132.1 million and $49.2 million at
December 31, 2001 and 2000, respectively. Current and noncwrrent deferred taxes totaled $29.0 million and $8.7
million net tax deferred liability at December 31, 2001 and 2000, respectively.

At December 31, 2001, state net operating loss carryforwards (expiring in years 2002 through 2021) available
to offset future taxable income approximated $255.0 million. Utilization of net operating loss carryforwards in any
one year may be limited and, in certain cases, result in a reduction of deferred tax assets. Based on available
evidence, it is more likely than not that some portion of the state net operating loss carryforwards will not be
realized, therefore, a valuation allowance of $1.0 million has been reflected as of December 31, 2001 and 2000,

At December 31, 2001, the federal net operating loss available to offset future taxable income approximated
$134.3 million expiring in 2017 through 2021. Pursuant to the tax sharing and indemnification agreement, Triad is
entitled to the tax benefit of such losses.

NOTE 6—IMPAIRMENT OF LONG-LIVED ASSETS

Through December 31, 2001, Triad followed the provisions of SFAS 121, which addresses accounting for the
impairment of long-lived assets and long-lived assets to be disposed of, certain identifiable intangibles and goodwill
related to those assets, and provides guidance for recognizing and measuring impairment losses. The statement
requires that the carrying amount of impaired assets be reduced to fair value.

During the year ended December 31, 2001, Triad recorded impairment losses of $21.2 million related to one
hospital facility in the owned operations segment where the recorded intangible asset values were not deemed
recoverable based upon operating results, trends and projected future cash flows. The facility will continue to be
used and is now recorded at estimated fair value, based upon discounted, estimated future cash flows.

During the year ended December 31, 2001, Triad recorded further impairment losses of $1.9 million on one
hospital facility, which was closed in February 2000. The facility’s carrying value of $4.7 million was reduced to
fair value based on estimated selling value.
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During the year ended December 31, 2000, Triad entered into negotiations to cancel one of its physician
management contracts, which was substantially completed by December 31, 2000. Accordingly, the carrying value
of the long-lived assets associated with this contract of approximately $1.0 million was reduced to fair value, based
on estimated disposal value, resulting in a non-cash charge of $0.9 million. For the year ended December 31, 2000
and 1999 this entity contributed revenues of $3.1 million and $3.5 million, respectively, and losses before
impairment charges and income taxes of $2.8 million and $3.9 million, respectively.

During the year ended December 31, 2000, the carrying value of the long-lived assets related te one facility
that was closed on November 30, 2000 of $15.5 million, was reduced to fair value, based on the estimated selling
value, for a nom-cash charge of $7.1 million. This facility had revenues of $22.1 million and $26.0 million,
respectively, and income (losses) before impairment charges and income taxes of $(8.9) million and $0.1 million for
the years ended December 31, 2000 and 1999, respectively. This facility was sold during the year ended December
31, 2001 (see NOTE 4).

During the year ended December 31, 1999 subsequent to the Spin-off, Triad sold nine hospitals and one
psychiatric hospital {See NOTE 4). Triad decided to sell two general, acute care hospitals that were identified as not
compatible with Triad’s operating plans, based upon management’s review of all facilities, and after giving
consideration to current and expected competition in each market, expected population trends in each market and the
current and expected capital needs in each market. During the year ended December 31, 1999, the carrying values of
the long-lived assets related to five of the facilities sold and the twe facilities to be sold, were reduced to fair value,
based on estimated selling values, for a total non-cash charge of $66.1 million. These facilities had revenues of
approximately $131.3 million for the year ended December 31, 1999, These facilities also contributed losses from
operaticns before income tax benefit, gain on sale of assets and the asset impairment charge of approximately $30.7
million for the year ended December 31, 1999. Triad closed one facility on February 11, 2000 and sold the other of
these facilities on December 14, 2000.

During the year ended December 31, 1999, Triad recorded further impairment losses of $3.1 million related to
one hospital facility where the recorded intangible asset values were not deemed to be fully recoverable based upcn
the operating results, trends and projected future cash flows. These assets will continue to be used and are now
recorded at estimated fair value, based upon discounted, estirnated future cash flows.

NQTE 7 - INVESTMENTS

In the Quorum acquisition (see NOTE 3), Triad acquired equity interests of 27.5% in Valley Health System
LLC, 26.1% in Summerlin Hospital Medical Center LLC and 38.0% in Macon Healthcare LLC. Universal Health
Systems has the majority interest in Valley Health System LLC and Summerlin Hospital Medical Center LLC. HCA
has the majority interest in Macon Healthcare LLC. Triad also owns a 50% interest in MCSA, LLC with its partner,
SHARE Foundation, a not-for-profit foundation. Triad uses the equity method of accounting for its investments in
these entities. Summarized financial information of these entities is as follows (in millions):
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NOTE 7 - INVESTMENTS (continued)

Balance Sheet December 31,
: 2001 2000
CUITENT BSSELS .vevvveervierversvererrrereresressseessasssesnarssenssrassnsores $147.2 $142.5
INOD-CUITENE ASSELS c.vvvvecuvrirerreresivieerireerreensreeesiressarseanrecss 463.5 460.0
$610.7 $602.5
Current Habilties .....ccccvviiiiceeniirenceeinrenesneeseensesnanienes $ 50.8 $ 525
Non-current Habilities...........ccccvieeerienreineeereeenreeseeeneenne 32 37
Members’ EQUILY....covvrvireviccriirr e 556.7 546.3
3610.7 $602.5
Income Statement For the years ended December 31,
2001 2000 1999
REVENUES ..ovviiiirierreeirieveeresineetnesraesrssreenes 36664 $628.9 $609.9
NELINCOME vvvevireiineeerrere e eree et rere e 3 668 $ 748 $ 603
NOTE 8—LONG-TERM DEBT
Components of long-term debt at December 31 (in millions):”
Carrving Amownt Fair Yalve
2001 2000 2001 2000
Revolving Credit Line....cvvieieinneeerereneseransesssreessesssseeseseseees $ 460 § - § 460 § -es
Delay Draw term 10an ........ccccoovviniiininceecierseneie e eneeseenene - 51.0 .- 51.0
Old Tranche A term 1AM c.ccoveivicreeniccccreee et v - 21.5 - 21.5
New Tranche A term 108N .......cieevvicieviceniiecceccre e 247.5 - 247.5 -—-
Old Tranche B term l0an ....coccveiereiieieinicenriecresirereeerreneevnennnes -—- 194.6 - 194.6
New Tranche B term 10an......occveevnveeiiiereiiieccnicienecsreeree e 548.5 --- 548.5 -
SenIOT NOTES... .. ceveiieeivereecre s scre s e s e rtesbestesseenesessbesrasesenes 600.0 - 628.5 ---
Senior Subordinated NOLES ......cccevveeeieviieiriirerine e srereseaennes 317.8 316.9 356.7 3413
OFNCT et cvirecvvticvseiessrnsecssorvesssnassnssessssestvtsentsassansessnsen 14.0 6.7 14.3 6.6
1,773.8 590.7 318415 $ 6150
Less CUITENt POTLION c.coveeiverecreeeire et rreren e st enere v (30.9) (9.0)
$1.7429 § 5817

As part of the merger with Quorum {See NOTE 3), Triad refinanced its Tranche A term loan, Tranche B term
loan, Delay Draw term loan, and Quorum’s indebtedness with new indebtedness totaling $1.8 billion. This
indebtedness consisted of a Tranche A term loan of $250 million presently bearing interest at LIBOR plus 3.0%
(4.93% at December 31, 2001) with principal amounts due beginning 2001 through 2007, a Tranche B term loan of
$550 million presently bearing interest at LIBOR plus 3.0% (4.93% at December 31, 2001) with principal amounts
due beginning 2001 through 2008, an Asset Sale term loan of $15C million which has been repaid in full as of
December 31, 2001 and $600 million of senior notes bearing interest at 8.75% with principal amounts due in 2009.
Triad also obtained a $250 million revolving credit line, of which $46 million was outstanding at December 31,
2001, that presently bears interest at LIBOR plus 3.0% (4.75% at December 31, 2001) or at prime plus 2.0% (6.75%
at December 31, 2001). The amount outstanding under the revolving credit line was reduced to $35.0 million on
January 3, 2002 at a rate of 4.88%. The revolving credit line reduces to $225 million in 2004, $200 million in 2005
and matures in 2007. As of December 31, 2001, Triad had $26.9 million in letters of credit outstanding which
reduce the amount available under the revolving credit line. The LIBOR spread on the revolving credit line and the
Tranche A term loan are subject to reduction depending upon the total leverage of Triad.
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NQOTE §—LONG-TERM DEBT (continued)

As discussed above, Triad repaid the entire Asset Sale term loan at December 31, 2001 from the proceeds
received on the facility sales described in NOTE 3 and NOTE 4 and cash on hand.

Triad also has $325.0 miliion of senior subcrdinated notes, net of $7.2 million of unamortized discount, which
were issued in May 1999 that bear interest at 11.0% with principle amounts due in 2009.

Triad’s term loans and revolving line of credit are collateralized by a pledge of substantially all of its assets
other than real estate associated with the Quorum facilities. The debt agreements require that Triad comply with
various financial ratios and tests and have restrictions including, but not limited to, new indebtedness, asset sales and
use of proceeds therefrom, capital expenditures and dividends. Triad currently is in compliance with all debt
agreement restrictions. If an event of default occurs with respect to the debt agreements, then the balances of the
term loans and revolving line of credit would become due and payable.

Triad uses varying methods and significant assumptions to estimate fair values of long-term debt (see NOTE 2).

A debt maturity schedule is as follows (in millions):

2002 e et bt be R s oA s bt e b et a e e b e e e et se et e es Rt en e et s bt eatereteneentaenreorreres $ 30.9
2003 e h e r et th et e b et R £ ek s et re kb ehee e s etb et e e b ea b e e e senabenbaesatesnbens 73.2
ZOO0G .oevereciirecrirte et e et e v et s e b e e b e et et e s st e e e Rt et e e be e S bt R e srneheaReere s b st s bs R e baeaeeeatebne e restestsranes 93.6
ZO0S e rre e e ee e e st e bt e b et et v ne st e b e ne et b e R e et be kb ebe SR beebeeb e b e et ee e e ereetann e et serentnan 93.7
2006 oot e e st e s r e r b sh e she e R bRt taeeer e et b sre e e eae e e s aerrebereteeratsennt e nnenstserrrns 289
TRETEATTET ....evviietiecterr e rer et tresee et eat e tbees e ebe e besa s e s be s eraesasesssentessteesbessbesarsesaesaeesanesrsenrens 1.390.7
1,781.0
Less unamortized debt discount — Senior Subordinated NOteS ......ccovvveriivrivreneeieiieeesrerevessneenes (7.2)
31,7738

During the year ended December 31, 2001, Triad recorded approximately $45.8 million of debt issue costs in
connection with the Quorum acquisition. These costs are being amortized using the effective interest method over
the lives of the related debt. As a result of the debt financing with the Quorum acquisition, an extraordinary loss of
$2.4 million was incurred during the second quarter of 2001 from the write off of $3.9 million of associated debt
issue costs, net of tax benefit of $1.5 million, During the fourth quarter of 2001, an extraordinary loss of $0.8
million, net of tax benefit of $0.5 million, was incurred from the write off of $1.3 million of debt issue costs,
associated with the early retirement of the Asset Sale loan. Accumulated amortization of the debt issue costs was
$8.9 million and $3.0 million as of December 31, 2001 and 2000, respectively.

Triad’s senior subordinated notes and senior notes are guaranteed by all wholly owned operating subsidiaries
of Triad (the “Subsidiary Guarantors™). Triad Hospitals Holdings, Inc. was the primary obligor on the senior
subordinated notes until the merger with Quorum. As part of the merger (see NOTE 3) and related financing
transactions, Triad Hospitals Holdings, Inc. was merged into Triad and all of its existing debt was assumed by Triad.
The guarantee obligations of the Subsidiary Guarantors are full, unconditional and joint and several. Triad’s non-
wholly owned operating subsidiaries do not guarantee the notes (the “Non-Guarantor Subsidiaries”).

Condensed unaudited consolidating financial statements for Triad and its subsidiaries including the financial
statements of Triad Hospitals, Inc. (parent only), the combined Guarantor Subsidiaries and the combined Non-
Guarantor Subsidiary are as follows:
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TRIAD HOSPITALS, INC.

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

NOTE 8—LONG-TERM DEBT (comtinued)
Condensed Consolidating Statements of Operations
For the year ended December 31, 2001
Unaudited
“““ | (Dollars in millions)

Triad Guarantor Non-Guarantor
Hospitals, Inc.  Subsidiaries ~ Subsidfaries Eliminations Consolidated
“““ REVENUES c..curriricmiivenmrtencense et tsenecnmassnmsesessssesesesssssennes | 9 —~ § 2290 § 3808 5 (73) § 2,669.5
Salaries and DENEfits .....ov.vveveverirrcinceerenrrn e reveens 5.6 937.0 185.9 - 1,128.5
Reimbursable eXpenses ..., -~ 41.6 - --- 41.6
Supphes ....coocvevervecrneencns - 356.4 54.8 - 411.2
Other Operating EXPENSES ......ccovverrrermiseneriercrssvusesrereressreens 0.1 432.1 69.5 - 501.7
Provision for doubtful accounts...........ocoenvvirincimivnncinnas ~ 213.1 26.8 - 2399
Depreciation..........coconvvmneennnn - 117.0 17.4 - 1344
Amortization ..., - 325 32 en 357
Interest expense allocated..........ccomrrcvvcnmiccrmmeccnieccnnns --- --- 52 5.2) -
Interest eXPense, Net... i 127.4 (1.5) 0.1 - 126.0
ESOP expense.......... 9.3 — - - 9.3
Management fEes .........cvvimiriniiien e - - 2.1 2.1 -
Gain on 5216 0f ASSELS......ccorrirririeeccreirc et - (23.1) - - (23.1)
Impairment of long lived assets.. - 231 - - 23.1
Total Operating EXPENSES .. c.vevevrreremrirererirernsrresersnsessnesansnsens 142.4 2,1282 365.0 (7.3) 2,628.3
Income (loss) before minority interests, equity in eamings
and INCOME taX PrOVISION.....c.ooccvrerirsircrrerrereearessiasrasirneaas (142.4) 167.8 15.8 -~ 41.2
MINOTItY iNTEreStS ....ccovviriiciirii ettt .- (7.6) 04 - (7.2)
Equity in earnings of affiliates.......c..coococouvienricnnecrnccnn, 190.9 30.7 - (207.1) 145
Income before income tax Provision ......c.cccveeveevrevireeeienvenn. 48.5 190.9 16.2 (207.1) 48.5
Income tax Provision......c.cevevvecrnnceninis e e e (42.5) .- - - (42.5)
[ncome from OPETAtIONS ... 6.0 190.9 16.2 (207.1) 6.0
Extraordinary item, et 0f taX ....ccoovovvvererireiieinee e e (3.2) -- o - {3.2)
NELINCOME c.vvrrecericvnrienseecnsesscrrssemssss e se st erinas $ 2.8 $ 1909 8 16.2 $ P07 & 28
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TRIAD HOSPITALS, INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8—LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Operations
For the year ended December 31, 200C
Unaudited
(Dollars in millions)

Non-
Triad Guarantor Guarantor
Hospitals, Inc.  Subsidiaries Subsidiaries Eliminations Consolidated
REVETUES. ..ot sb et s s $ - $ 1,1766 § 59.7 $ 08 § 1,2355
Salaries and benefits .........cceereorvinirrenirnneier e, 0.9 495.3 14.9 - S11.1
Supplies --- 171.9 13.7 - 185.6
R Other operating eXPenses .......cooovcvervvurrevrrresreeerssninsenrencons - 2513 8.5 - 259.8
~ Provision for doubtful 2CCOURtS .....ovceeeevciriceiiecerein, - 102.2 14 - 103.6
. Depreciation........c.covrinricienn, . - 732 29 - 76.1
AMOTHZANON ....ovvvviverririie ettt terseess s e reaescons --- 6.6 0.5 e 7.1
Interest expense allocated........cc.cooviinicnmncicinnennncicnne - 0.1 --- ©.1) -
Interest expense, net......... . 63.1 (5.8) - .- 573
ESOP expense........... - 7.1 --- -- - 7.1
Management fees .........ccoeciiiinmininivinninie e .- .- 0.7 ©.7 -
7 Gain on 5ale OF @SSELS . .vovurvevicrcerier e reen - 7.9 - --- (7.9)
) Impairment of long lived assets... . — 8.0 - 8.0
Total operating eXpenses.......coovieiieiininericn e 711 1,094.9 42.6 0.8) 1,207.8
Income (loss) before minority interests, equity in earnings
and iNCOME tax ProVISION .....cocoveeriviveriecenrrcererienieesenses (71.1) 81.7 17.1 - 277
MINOTILY INEETESTS .vvvvocenreererrvermrecermacenareeiseasessserssceecse st - 9.0) -- - (9.0
Equity in eamings of affiliates .....coooiicciioincninnrccne. 88.4 157 — (105.5) 1.4
Income before income tax provision .......cccovecoericenrriennnn, 17.3 88.4 171 (105.5) 17.3
INCOME taX PIOVISION. ....ecvirerccrnirirst vt cee st (12.9) = - — _(12.9)
NELINCOME. ..ottt b s by 44 $ 884 3 171 § (055 & 44
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TRIAD HOSPITALS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8 - LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Operations
For the year ended December 31, 1999
Unaudited
(Dollars in millions)

Triad Guarantor Non-Guarantor
Hospitals, Inc.  Subsidiaries ~ Subsidiaries Eliminations Consolidated
. REVEMUES ..vevvverere et aeeeee e eoseeesesees oo, $ — 8§ 12789 § 479 § 23§ 1,329.1
Salaries and benefits ......ccooccoocnccnciii - 558.4 12.5 --- 570.9
SUPPIIES oot -~ 189.5 10.6 - 200.1
Other operating eXpenses ........coveeveeererieenrcenrinineseeeecens - 2933 8.2 - 301.5
Provision for doubtful accounts ........cocreesercrecnneicnieenne, - 128.1 0.9 --- 129.0
DEPTECIBON.......coveriiemrieeiiiereeee et enas ettt st e - 87.2 2.6 -—- 89.8
AMOTHIZATION 1.ttt sae e b s es e - 8.0 0.7 - 8.7
Interest expense allocated.........cocouriinciiiecrninens e, -- 235 3.5 25 225
Interest eXpense, Net.. ...t e 44.1 (1.4) - - 42.7
ESQP EXPENISE.......cocoveitemriecneieenminrerasseeensassetrasisessarssnanenes 37 - --- - 3.7
Management fEes ........c.oouruiuireienieeneiairen e v e - 9.4 0.3 ©.2) 8.9
Gain on sale 0f @S5ELS ....vvcirinmie e -— (8.6) - - (8.6)
Impairment of long lived assets.........coococnciiiinceciinin, wnn 66.1 3.1 - 69.2
Total operating €Xpenses........c.ocvcvvveccrmversevmvieinrerers s cereseenn, 47.8 1,353.5 348 23 14384
Income (loss) before minority interests, equity in earnings
and income tax benefit....c.cocvvrccnrinnnivenieiiiees e, (47.8) (74.6) 13.1 - (109.3)
MINOTItY INLETESS ..o et - ®.7) - --- 8.7)
Equity in earnings (loss) of affiliates .......cc.cccceenrrivernirirernne. (37.4) 10.0 - 243 3.1
Income (loss) before income tax benefit ......oooeovevoeennene. (85.2) (73.3) 13.1 24.3 (121.1)
Income tax benefit.....coocviicmrineccncce e, 25.5 --- - - 25.5
NEt iNCOME (10S8) vvcvvuveveersavrniversnrreeersnrssssosssssessessssssssnsiossses. $ (597 &__(733) % 131 8 243 § (95.6)
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8 - LONG-TERM DERT (continued)

Condensed Consolidating Balance Sheets
December 31, 2001
Unaudited
(Dollars in millions})

Non-
Triad Guarantor Guarantor
Hospitals, Inc. Subsidiaries Subsidiaries Eliminations Consolidated
Assets

Current assets

Cash and cash eqUIVaIEnts ......ccoevovvercnncecrnrrnsairreneas 5 - 3 14.7 $ 16 § - 3 16.3

Restricted cash............. 5.7 — - - 5.7

Accounts receivable, Net ... - 365.8 80.8 — 446.6

Other CUITENE BSSELS ..c.vvivvererrireerersirerenscenseresrerassseresessnnes 104.6 155.9 8.2 - 278.7
TOtal CUITENT @SSEIS ...ovveevivienrecareieritrernesr e sreseseessesersssereenan 110.3 536.4 100.6 — 747.3
Net property and equipment, at COSt ....c.cocrvecrmruecrreiirececn — 1,526.1 290.9 - 1,817.0
Intangible @SSELS .......cvierecmreriiernreeeenrrre s seressaene - 1,247.5 483 —_ 1,295.8
Investments in subsidiaries .... 3,174.1 471.0 —-— (3,455.7) 189.4
Due from affiliates ... 313.7 — — 313.7) -
OhET BSSIS cvoureiereeiirerierii e e erecesncereessessre st ereseessereseenan 39.5 66.4 99 — 1158
TOLAl ASSELS....cveveeeerreerreriesieriererereveeesreeress s reateeesesssennrserenns § 36376 § 38474 $ 449.7 § (37694 3 4,165.3

Lisbilities and Equity

Current liabilities .....ccoocevvvvereeierecnrenrccnnreereee s eeseaeees 3 42.6 $ 2792 % 4.5 $ - 8 366.3
DUE t0 affiliates.....c.coccerrrrerrccnecnie e esesiassie e resneeas - 249.7 64.0 (313.7) —
Long-term debt......ccoveuiviiiriee et 1,731.4 4.8 6.7 — 1,7429
Deferred taxes and other liabilities 132.1 68.4 - - 200.5
Minority interests in equity of consolidated entities . - 712 52.9 - 124.1
EQUILY..ooveeiecctereine ettt bbbt 1.731.5 _3.1741 281.6 {3.455.7) 1.731.5
Total liabilities and equity.......cccveerivernriveciiierice e, s 36376 338474 3 449.7 3 (3.769.4) 3 4.165.3
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8 ~ LONG-TERM DERT (continued)

Condensed Consolidating Balance Sheets
December 31, 2000
Unaudited
(Dollars in millions)

Non-
Triad Guarantor Guarantor
Hospitals, Inc.  Subsidiaries Subsidiaries Eliminations Consolidated
Assets
N Current assets
= Cash and cash equivalents ......c.c..cocoeeeniiermnrinecceesieiens $ —- 3 64 3 03 % - 3 6.7
Accounts receivable, net . — 162.5 8.6 — 171.1
Other current assets.........ccouvveeceenrvennne . 41.9 106.9 1.6 - 150.4
Total CUITENL @SSELS ..oveureviveeeeren e irieresrereerren s erssarereebenae 419 275.8 10.5 - 328.2
Net property and equipment, at COSt ........ccoeireerierrenrereerennne - 738.3 14.7 - 753.0
INtangible aSSELS ..o - 215.6 12.2 - 227.8
Investments in subsidiaries . 1,326.7 136.2 - (1,383.5) 79.4
Due from affiliates.............. . - 137.1 23.2 (160.3) -—
Other assets.......... . . et e e 47 7.4 - - 12.1
TOLRL BSSELS.-vvvvvvvevroveererere e ssssesssrsssst s ssenes s ceserereanes 13733 § . 15104 § 606 § (15438 § 1,400.5
Liabilities and Equity

Current Habilities ..c.oovivevenreinrereneisereece s sesnsa s $ 134 3 1213 8 16 § - $ 136.3
Due to affiliates.........cccevvvenviivvernierierinns . 160.3 - - (160.3) -
Long-termdebt.......ccoeevreinrniennanans 576.7 5.0 - - 581.7
Deferred taxes and other liabilities.......c......coe..... 49.2 7.4 22 - 58.8
Minority interests in equity of consolidated entities .... . - 50.0 - - 50.0
EQUILY..ecotrrernitsceniee st icsnes s sesesenssessabessssn s e s 573.2 1,326.7 56.8 (1.383.5) 573.7
Total liabilities and €QUILY.......coevrverirmvirrerreernsereeeceseresneans § 13733 § 15104 § 606 §___ (15438) 8. 14005
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8 - LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2001
Unaudited
(Dollars in millions)

Non-
Triad Guarantor Guarantor
Hospitals, Inc. ~ Subsidiaries Subsidiaries Eliminations Consolidated
Net cash provided by (used in) operating activities .............. $ (156.0) $ 418.1 $ 56.2 $ - $ 318.3
Cash flows from investing activities
Purchases of property and equipment ...........o...cceeecnrennene - (159.7) (40.9) - (200.6)
Investment in and advances to affiliates 122.1 (72.5) 3BL9) - 17.7
Proceeds received on sale of assets ....... - 127.8 - - 127.8
Payments for acquisitions ................ (1,386.6) - - - (1,386.6)
Restricted cash......c......... .7 - - - 5.7
OthET ..o ecirreieirerereeestrsee st aner et et setenebasesasnsansneses - (5.7) == o (5.7)
Net cash used in investing activities .........occoreveeenmrcrcrnincnnns (1,270.2) (110.1) (72.8) - (1,453.1)
Cash flows from financing activities
Payments of long-termdebt ..o, (5717.5) 3.0) (1.1 .- (581.6)
Praceeds from issuance of long-term debt ... 1,752.7 - - .- 1,752.7
Payment of debt issue cost........cceevevrrrennene (45.8) - - .- (45.8)
Proceeds from issuance of common stock 27.0 - - --- 27.0
Distributions to Minority Partners ........courcvevrerevsmsnernsasen: - 7.7 0.2) - (7.9)
Net change in due to (from) affiliate..........coocveiriicrnnnns 269.8 (289.0) 19.2 o o
Net cash provided by (used in) financing activities 1.426.2 (299.7) 17.9 - 1,144 4
Change in cash and cash equivalents..........ccooccoocconnvirrccnn. - 83 1.3 - 9.6
Cash and cash equivalents at beginning of period ................ - 6.4 0.3 - 6.7
Cash and cash equivalents at end of period ...........ocovviecnnnee. 3 - 3 147 & __ 16 3 = 3 16.3
Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2000
Unaudited
(Dollars in millions)
Non-
Triad Guarantor Guarantor
Hospitals, Inc. Subsidiaries Subsidiaries Eliminations Consolidated
Net cash provided by (used in) operating activities .............. $ 61.0) § 117.2 s 154 $ - $ 71.6
Cash flows from investing activities
Purchases of property and equipment ..........cccovvecmeevennnnns - (90.2) 4.2) - (94.4)
Investment in and advances to affiliates (2.4) 349 9.8) - 22.7
Proceeds received on sale of assets .............. --- 20.7 - - 20.7
Payments for acquisitions ............. --- (118.2) 0.6) - (118.8)
Other oo crnrasersenas o (1.6) - - (1.6
Net cash used in investing activities ..........ccoerrevccrcieinniennnn (2.4) (154.4) (14.6) - (171.4)
Cash flows from financing activities
Payments of long-term debt ........ccconvvconrrnrcinvernaninrennes (15.8) 1.7 - --- (17.5)
) Proceeds from issuance of long-term debt 51.0 - - - 51.0
7 Payment of debt issue costs.........cococerennne (1.5) -—- - - (1.5)
Proceeds from issuance of common stock 9.9 .- --- -~ 9.9
Distributions to minority partners ..........coceceeererccarnveannens - 6.3) - - 6.3)
Net change in due to (from) affiliate.......ccccocovierevrrinenenne 19.8 (19.2) (0.6) - =
Net cash provided by (used in) financing activities 634 (27.2) _(0.6) oes 35.6
Change in cash and cash equivalents........c.ccoceeenv.ee - (64.4) 0.2 - (64.2)
Cash and cash equivalents at beginning of period .. - 70.8 0.1 e 70.9
Cash and cash equivalents at end of period ...........coevernrenne 3 - 3 64 3 03 3 - 3 67
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8§ - LONG-TERM DEBT (continmued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 1999
Unaudited
(Dollars in millions)

Non-
Triad Guarantor Guarantor
Hospitals, Inc. ~ Subsidiaries Subsidiaries Elimjnations Consolidated

Net cash provided by (used in) aperating activities .............. $ (348) § 1705 § 195 8 - $ 155.2
Cash flows from investing activities

Purchases of property and equipment .........c..occoevierreence, .- (129.8) 2.9 - (132.7)

Investment in and advances to affiliates.. 0.8 (38.9) (16.6) -- 54.7)

Proceeds received on sale of assets ......... -~ 117.8 - - 117.8

OthET ..ottt et e es e s o 12.1 (0.2 - 11.9
Net cash provided by (used in) investing activities 038 (38.8) (19.7) - (57.7)
Cash flows from financing activities '

Payments of long-term debt .........c...ccovvieniicnnecnnien. (108.0) (6.2) - - (114.2)

Distributions to minority partners --- (18.6) --- - (18.6)

Net change in due to (from) affiliate...........ccccevinininnnnn. 142.0 _(36.1) 0.3 - 106.2
Net cash provided by (used in) financing activities.............. 34.0 (60.9) 0.3 -e- (26.6)
Change in cash and cash equivalents...........coecerveereicnecnn. -~ 70.8 0.1 - 70.9
Cash and cash equivalents at beginning of period ............... - - o - -
Cash and cash equivalents at end of period ..........cccovcevenn. $ - § 708 § 0.1 b3 - 70.9

NOTE 9-LEASES

Triad leases real estate properties, equipment and vehicles under cancelable and non-cancelable leases. Rental
expense for the years ended December 31, 2001, 2000 and 1999 was $50.3 million, $31.0 million and $33.6 million,
respectively. Future minimum operating and capital lease payments are as follows at December 31, 2001:

Operating  Capital

2002 e et st e 3372 503
2003 e e et bbb 31.5 0.2
2004 ...t e e sttt b e 274 0.1
2005 . bttt 21.6 ---
2000 it e e st sr e en e s 16.2 -
THELEATTET . vive ittt ettt e bbb et s ess e ns e ss e aseabesaseatsenteseresraentnesanas 43.6 -
Total MINIMUIT PAYINETILS ....covieeiiiireiieeieiitestese sttt stea e s sesiesreesresaean $177.5 0.6
Less amounts representing IMEIESTt .. .....oecvvvereerrnmerersrermneseeressaseeseecsrorserensnres (0.1)
Present value of minimum l€ase payments ........occvereerenierneeveeeeecsenesiens 3 05

The following summarizes amounts related to equipment leased by Triad under capital leases at December 31:

2001 2000
EqUipment.........ccovnveninineinennene e $ 09 $ 14
Accumulated amortization............cceevvevevevvevnnenns 0.4) (0.6)
Net BooK ValUe.......cc.vmivrreeirirericecnrerietreesveiens 0 $ 08

On January 1, 1999, Triad transferred two acute care hospitals and three ambulatory surgery centers to an
unaffiliated third party pursuant to a long-term lease. Lease income of $17.8 million, $16.9 million and $16.7 millicn
was recorded in the years ended December 31, 2001, 2000 and 1999, respectively. The following summarizes the
assets leased at December 31, 2001 and 2000 (dollars in millions):
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NOTE 9 - LEASES (continued)

2001 2000
Land.....coooeiieeenr et et 3 7.7 £ 7.7
BUildings .....oooevveeeeierenicccenm et 51.6 51.6
EQUIPIMENL. ...ccveieciiirieierieericeecincnenee s eaesresbasreesasereeasees 69.1 69.1
128.4 128.4
Accumulated depreciation .......c.ccevvevenrineenvennniererennesenns (86.3) (80.3)
$ 421 $ 481

The following is a schedule of minimum future lease income on these leases as of December 31, 2001 (dollars
in millions):

2002 ittt et st e e e bt e r e e b e st s et e rate et s e ra e v e san e e R e v R s e s aennrs $ 18.0
2003 ..o reereieeree et erb e et er s e e e e s s et e e R e st bt sraesrbesebeeatesanserseeteshe et 18.2
200G ... ..o ceeiereeeertr et ettty et ea s e st b e s ar e s b e ek ssrnrsenresrsaresresbesees 18.5
2005 et b et s et et s re b e e b e st b be R e eas s et e aserae e esasereeteetsareebes 18.8
2006 ... ittt et ee st e st s e e stbeeab ettt e e s et b et b ek be et beerbebeeaeseresrbesntens 19.1
TREEEATIET «..ccvveicveeceei ittt e e seece s e tesbe e e e e saae e sssesaasessbaesabesesane pesesestaesnnanes 141.7
Total MU ITCOMIE .eevvviieviieiiereieeeeereensesitesssresstasasseessbressreesstesesosssesserasses $234.3

NOTE 10—STOCK BENEFIT PLANS

Triad’s 1999 Long-Term Incentive Plan has 14,000,000 shares of Triad’s common stock reserved for issuance.
The 1999 Long-Term Incentive Plan authorizes the grant of stock options, stock appreciation rights and other stock
based awards to officers and employees of Triad. Stock options granted are generally at an exercise price equal to
the fair market value at the date of grant and are exercisable over a four year period and expire ten years from date of
grant. The plan provides for immediate vesting upon a change in control. On April 28, 2000, Triad granted 900,056
stock options under this plan with an exercise price of $17.07, which was the market price of the common stock on
the effective date of grant, contingent on shareholder approval of an amendment to the 1999 Long-Term Incentive
Plan increasing the numbers of shares available. Shareholder approval was granted on May 23, 2000.
Compensation expense of $0.9 million was recognized in the year ended December 31, 2000 based on the difference
between the market price of the common stock on the date of shareholder approval and the market price of the
common stock on date of grant amortized over the vesting period.

The merger of Triad and Quorum (See NOTE 3) constituted a “change of control” under the terms of the Triad
1999 Long-Term Incentive Plan, the Triad Management Stock Purchase Plan (“MSPP”), the Triad Executive Stock
Purchase Plan and all other similar plans. All of the outstanding, unvested stock options became vested and
exercisable at the effective time of the merger; however, certain executive officers of Triad waived the vesting of
certain stock options in connection with the merger. The waivers ended June 29, 2001. In addition, restrictions
lapsed on shares of Triad restricted common stock issued under the MSPP, described below, and these shares
became fully vested and transferable and no longer are subject to forfeiture. As a result of the above referenced
vesting, Triad recorded non-cash stock option expense of $4.2 million during the year ended December 31, 2001,

Triad has an Executive Stock Purchase Plan, for which 1,000,000 shares of Triad’s common stock were
reserved for issuance. The Executive Stock Purchase Plan granted to specified executives of Triad a right to
purchase shares of common stock from Triad. Triad loaned each participant in the plan approximately 100% of the
purchase price of Triad’s common stock bearing interest at 5.15% per annum, on a full recourse basis. The principal
and interest of the loans will mature on the fifth anniversary following the purchase of the shares, termination of the
participants’ employment or bankruptcy of the participant. In addition, Triad has granted to such executives stock
options equal to three-quarters of a share for each share purchased. The exercise price of these stock options is equal
to the purchase price of the shares and the options expire in 10 years. During the year ended December 31,1999,

F-28




TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 10—STOCK BENEFIT PLANS (continued)

970,000 shares were purchased by participants in the plan and options to purchase an additional 727,500 shares were
issued in connection with such purchased shares. The total amount which has been loaned to participants to
purchase shares under the plan is $9.1 million which was recorded as a reduction to equity. On September 26, 2001,
one participant repaid his $0.4 million loan.

Triad adopted various other plans for which 500,000 shares of Triad’s commen stock have been reserved for
issuance. During the year ended December 31, 1999, Triad also granted 340,000 options to HCA executives with
the exercise price equal to market price on the date of grant and which were exercisable on the date of grant. HCA
paid Triad $1.5 million in exchange for the issuance of these options. All of these options expire 10 years after grant.
All other options granted under these plans are exercisable over a four-year period and expire 10 years from the date
of grant.

As anticipated at the time of the Spin-off, Triad entered into a stock option pledge agreement with a charitable
corporation granting 100,000 stock options on July 11, 2000 subject to approval by the Internal Revenue Service
(the “IRS™). The exercise price of these stock options is equal to the market price on the grant date. The stock
options become immediately exercisable upon receipt of the IRS approval and expire 10 years from that date. Triad
waived the IRS approval provision on June 27, 2001 and the options are now exercisable. Non-cash stock option
expense of $1.4 million was recorded under Statement of Financial Accounting Standards No. 123 “Accounting for
Stock Based Compensation” using the fair value of these options. Since the options are immediately exercisable, no
additional non-cash stock option expense will be recorded.

As part of the merger (see NOTE 3), Triad issued stock options to Quorum option holders under Quorum’s
1997 Stock Option Plan. The fair value of these options was included in the purchase price for the merger.

Information regarding these options for 2001, 2000 and 1999 is summarized below:

Steck Option Price Weighted Average
QOptions Per Share Exercise Price
Balances, January 1, 1999.......ccccvimmvinnnincrce e - -- -
Granted ......ovvvveviericeee e e e e re e 4,654,103 $0.07 - $18.84 $11.29
EXEICISEA ..oovveicieiiri et teea e seesn et ere e (8,667) $0.07 - $12.64 $ 830
Cancelled .....ooveeeerieeceicieece e e (194.828) $0.19 - $18.84 $12.08
Balances, December 31, 1999.......ccovceiivvivncnieeereens 4,450,608 $0.07 - $18.84 $11.26
L€ ;11 (-1« SOV YU ROUPO 2,102,556 $16.50- 827.69 $17.48
EXEICISEA .vvereieieiie ettt r e (618,456) 3$0.07 - $18.84 $11.52
CanCelled ...uveeeeereceecercieeieree e vest s (267.922) $0.07 - $27.69 $13.62
Balances, December 31, 2000.......cccocviieveiinveeeieereeiseeens 5,666,786 $0.07 - $27.69 $13.43
GIamted .....ccovvvereeririceiiceerecre et e se et srenees 4,948,479 §$12.27 - $50.35 $25.90
EXEICISEA 1vviiiiierrieiieiceeeeie st ctntae v e re e senreeaene e (1,388,414) $0.19 - $30.47 $15.56
Cancelled ........oveeiriieciieieerceer e (320301) $0.19 - $50.35 $27.90
Balances, December 31, 2001 ......cccviiiieivivnrie e, 8,906,550 $0.07 - $50.35 $19.49

The weighted-average fair value of stock options granted to Triad employees during the year ended December
31, 2001, 2000 and 1999, was $17.19, $9.64 and $4.22 per option, respectively. At December 31, 2001, 2000 and
1999, there were 5,852,800, 1,337,085 and 1,401,650 options exercisable, respectively. There were 4,682,181,
466,506 and 2,118,225 stock options available for grant at December 31, 2001, 2000 and 1999, respectively.

The following table summarizes information regarding the options outstanding at December 31, 2001:

F-29




TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 10—STOCK BENEFIT PLANS (continued)

- Options Qutstanding Options Exercisable
Weighted
Average Weighted Weighted
Number Remaining Average Number Average
Outstanding  Contractual Exercise  Exercisable [Exercise
2t 12/31/01 Life Price at 12/31/01 Price

Range of Exercise Prices

BA4.54 ... e 2,695 1year § 44.54 2,695 § 44.54
85035 e e 2,695 2 years 50.35 2,695 50.35
82331 e et s, 2,695 3 years 23.31 2,695 23.31
$16.69t0 51914 ..., 262,043 4 years 16.73 262,043 16.73
$15.4210823.08.....cooreerre e, 401,503 S years 16.10 401,503 16.10
$18.85180 33L.50 i it 12,721 6 years 25.60 12,721 25.60
$16.34 10 32784 ..oeeeecee e 186,226 7 years 16.73 186,226 16.73
$0.07 10 318.84..cciiiceceveeecvre et 3,101,720 8 years 11,13 3,101,720 11.13
$16.50 10 327.69.cociiieeieececene e, 1,780,502 9 years 17.50 1,780,502 17.50
$24.6310335.70 ..o, 3,153,750 10 years 29.58 _100.000 24.63

8.906,550 $ 1949 5852800 § 1414

Triad has adopted the disclosure provisions of Statement of Financial Accounting Standards No. 123 (“SFAS
123”), Accounting for Stock-Based Compensation, but continues to measure stock-based compensation cost in
accordance with Accounting Principles Board Opinion No. 25 and its related interpretations. If Triad had measured
compensation cost for the stock options granted to its employees under the fair value based method prescribed by
SFAS 123, the net income (loss) for the years ended December 31 would have been changed to the pro forma
amounts set forth below (dollars in millions):

2001 2000 1899

Net income {loss)

ASTEPOTIEd ..o, $ 28 $ 44 $ (95.6)

Pro fOrma ....c.ceeeieerreeree e § (15.9) 3 038 $ (100.5)
Basic income (loss) per share: ‘

ASTEPONEd ..ottt § 0.04 $ 0.14 § (3.12)

PIO fOIMA cvvvvvei e nreveneesesi e $ (027) $ 0.03 3 (3.28)
Diluted income (loss) per share:

ASTEPOIEd ..cevvrirvreerreerrererresrenereeenenerane 3 0.05 $ 0.13 $ (3.12)

Pro forma......cooceevnvvcveieniinncr e esrnreneens $ (0.27) $ 0.02 $ (3.28)

The fair values of stock options granted to Triad’s employees used to compuie prc forma net loss disclosures
were estimated on the date of grant using the Black-Scholes option-pricing model based on the following weighted
average assumptions for the years ended December 31:

2008 2000 1999
Risk free interest 1ate.......ocvevrverecricnrenonnenns 4.63% 5.84% 5.85%
Expected life ..o, 5 years 5 years S years
Expected volatility.....coocouveererrecrrvnreereveenrennens 58.9% 43.5% 31.7%

Expected dividend yield........coceerecrniinnrennnas, -- --- ---
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‘ Subsequent to December 31, 2001, Triad granted 2,806,500 stock options with an exercise price equal to the
- market price on the date of grant. The options are exercisable over a four-year period and expire ten years from the
date of grant.

Triad has an Employee Stock Purchase Plan (“ESPP”) which provides an opportunity to purchase shares of its
common stock at a discount (through payroll deductions over six month intervals) to substantially all employees.
- Shares of common stock issued to employees through the ESPP were 209,553, 147,023 and 65,982 during the years
i ended December 31, 2001, 2000 and 1999, respectively.

Triad’s MSPP provides certain members of management an opportunity to purchase restricted shares of
common stock at a discount through payroll deductions over six month intervals. These restrictions lapse three years
after the date of purchase. During the years ended December 31, 2001 and 2000, 34,699 shares at a weighted
average price of $21.51 per share and 72,586 shares at a weighted average price of $10.86 per share, respectively,
were issued through the MSPP. Subsequent to December 31, 2001, 14,599 shares at $23.50 per share were issued
through the MSPP.

NOTE 11 - RETIREMENT PLANS

In connection with the Spin-off, Triad established an Employee Stock Ownership Plan (“ESOP”) for
substantially all of its employees. The ESOP purchased from Triad, at fair market value, 3,000,000 shares of Triad’s
common stock. The purchase was primarily financed by the ESOP issuing a promissory note to Triad, which will be
repaid annually in equal installments over a 10-year pericd beginning December 31, 1999. Triad makes contributions
to the ESOP which the ESCP uses to repay the loan. Triad’s stock acquired by the ESOP is held in a suspense
account and will be allocated to participants at market value from the suspense account as the loan is repaid.

The loan to the ESOP is recorded in unearned ESOP compensation and stockholders notes receivable in the
consolidated balance sheets. Reductions are made to unearned ESOP compensation as shares are committed to be
released to participants at cost. Recognition of ESOP expense is based on the average market price of shares
committed to be released to participants. Shares are deemed to be committed to be released ratably during each
period as the employees perform services. The difference between average market price and cost of the shares is
shown as a change in additional paid-in capital. As the shares are committed to be released, the shares become
outstanding for earnings per share calculations. Triad recognized ESOP expense of $9.3 million, $7.1 million and
$3.7 million during the years ended December 31, 2001, 2000 and 1999, respectively, and the unearned ESOP
compensation was $24.2 million and $27.6 million at December 31, 2001 and 2000, respectively.

The ESOP shares as of December 31, 2001 were as follows:

Shares TEIEASEA ....ocveeiiviireeciene ittt e etr et et et e s e ste vt ereesrera e st sebaetessaebesabeseeateessnesreeneesneesbens . 600,000

Shares committed 10 DE TEIEASE.........cvvveivvieriiiiiie ittt et s e et s et e e an s erbe s . 300,000

UNTEleased SNATES ....c.eovrieriiriiie ettt skt et sn e s ee s n bt b . 2,100.000
““““““““ ! TOta] ESOP Shares ...cveuiiieiiiieiciitectretere ettt tess s e bbb ses et esbessebebe b etessesbeebesnsasaesaesassereas o 3,000,000
Fair value of Unreleased SHares ............ccicivicvirieeeirie ittt cere s ree e s et ae e er b e enesarssabensas . $61.6 million

Triad has instituted a defined contribution retirement plan which covers substantially all employees that were
not part of the plan assumed in the Quorum acquisition described below. Benefits are determined primarily as a
perceniage of a participant’s annual income, less contributions to the ESOP. These benefits are vested over specific
periods of employee service. Triad has also instituted a contributory benefit plan which is available to employees
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who meet certzin minimum requirements. The plan requires that Triad match 50% of a participant’s contribution up
to certain maximum levels. Triad recorded expense under these plans of $6.9 million, $4.3 million and $11.7 million
for the years ended December 31, 2001, 2000 and 1999, respectively, and recorded reductions of estimates of prior
year retirement plan accruals of $1.5 million, $5.0 million and $3.4 million for the years ended December 31, 2001,
2000 and 1999, respectively. Amounts approximately equal to retirement plan expense are funded annually. Triad’s
contributions to the contributory benefit plan are funded periodically during the year.

In the Quorum acquisition (see NOTE 3), Triad assumed defined contribution employee benefit plans covering
substantially all employees that were employees of Quorum. Employees may contribute up to 15% of eligible
compensation subject to IRS limits. The plans permit a discretionary base contribution and a discretionary match to
employee deferrals. Contributions to the plans are determined annually. Base coniributions under the plans vest at
the end of each plan year and matching contributions vest after five years of qualifying service. Benefit plan expense
for the year ended December 31, 2001 totaled $10.2 million. On January 1, 2002, this plan was merged into the
Triad defined contribution plan described above.

NOTE 12 ~- INCOME (LOSS) PER SHARE

Income (loss) per common share is based on the weighted average number of shares outstanding adjusted for
the shares issued to the ESOP. The weighted average number of shares outstanding for the year ended December 31,
1999 assumes the shares issued at the Spin-off were outstanding at the beginning of 1999. Diluted weighted average
shares outstanding is calculated by adjusting basic weighted average shares outstanding by all potentially dilutive
stock options. Stock options outstanding of 4,385,100 as of December 31, 1999 were not included for diluted loss
per share calculations since the impact was antidilutive. Weighted average shares for the years ended December 31,
2001, 2000 and 1999 are as follows:

For the years ended December 31,

2001 2000 1999
Weighted average shares exclusive of unreleased ESCP shares...... 57,508,685 31,593,403 30,484,778
ESOP shares committed to be released.........oocovvivveverinneecnenineennen. 150,000 150,000 150,000
Basic weighted average shares outstanding ..........c.ccoceevenverineennennn 57,658,685 31,743,403 30,634,778
Effect of dilutive securities — employee stock options..................... 3,397,009 2,390,007 -
Diluted weighted average shares outstanding ........c..covererrenereenenn 61,055,694 34,133.410 30,634,778

NOTE 13—AGREEMENTS WITH HCA

As described below, Triad has entered into several agreements with HCA to facilitate an orderly change after
the Spin-off.

HCA and Triad entered into a distribution agreement providing for certain arrangements among HCA and
Triad subsequent to the date of the Spin-off. The distribution agreement generally provides that Triad will be
financially responsible for liabilities arising out of or in connection with the assets and entities that constitute Triad.
The distribution agreement provides, however, that HCA will indemnify Triad for any losses, which it incurs arising
from the pending governmental investigations of certain of HCA’s business practices. The distribution agreement
further provides that HCA will indemnify Triad for any losses which it may incur arising from stockholder actions
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and other legal proceedings related to the governmental investigations which are currently pending against HCA, and
from proceedings which may be commenced by governmental authorities or by private parties in the future that arise
from acts, practices or omissions engaged in prior to the date of the Spin-off and related to such proceedings. HCA
has also agreed that, in the event that any hospital owned by Triad as of the date of the Spin-off is permanently
excluded from participation in the Medicare and Medicaid programs as a result of the proceedings described above,
then HCA will make a cash payment to Triad in an amount (if positive) equal to five times the excluded hospital’s
1998 income from continuing operations before depreciation and amortization, interest expense, management fees,
impairment of long-lived assets, minority interests and income taxes less the net proceeds of the sale or other
disposition of the excluded hospital. HCA will not indemnify Triad for losses relating to any acts, practices and
omissions engaged in by Triad after the date of the Spin-off, whether or not Triad is indemnified for similar acts,
practices and omissions occurring prior to the date of the Spin-off.

HCA has entered into a compliance agreement setting forth certain agreements to comply with applicable laws
and regulations. Triad was obligated to participate with HCA in these negotiations. On November 1, 2001, Triad
entered into a five-year corporate integrity agreement with the Office of the Inspector General and agreed to maintain
its compliance program in accordance with the corporate integrity agreement. This obligation could result in greater
scrutiny by regulatory authorities. Violations of the integrity agreement could subject Triad’s hospitals to substantial
monetary penalties. Complying with the corporate integrity agreement may impose expensive and burdensome
requirements on certain operations which could have a material adverse impact on Triad. The compliance measures
and reporting and auditing requirements for Triad’s hospitals contained in the integrity agreement include:

o Continuing the duties and activities of corporate compliance officers and committees and maintaining
a written code of conduct and written policies and procedures;

o Providing general training on the compliance policy in the agreement and specific training for the
appropriate personnel on billing, coding and cost report issues;

o Having an independent third party conduct periodic audits of inpatient DRG coding and laboratory
billing;

o  Continuing a confidential disclosure program and compliance hotline and implementing enhanced
screening to ensure ineligible employees and contractors are not hired;

o Reporting material deficiencies resulting in an overpayment by a federal healthcare program and
probable violations of certain laws, rules and regulations; and

o  Submitting annual reports to the Inspector General describing the operations of the corporate
compliance program for the past year.

In connection with the Spin-off, HCA also agreed to indemnify Triad for any payments which it is required to
make in respect to Medicare, Medicaid and Blue Cross cost reports relating to the cost report periods ending on or
prior to the date of the Spin-off, and Triad agreed to indemnify HCA for and pay to HCA any payments received by
Triad relating to such cost reports. Triad will be responsible for the filing of these cost reports and any terminating
cost reports.

HCA and Triad entered into a tax sharing and indemnification agreement, which allocates tax liabilities among
HCA and Triad, and addresses certain other tax matters such as responsibility for filing tax returns, control of and
cooperation in tax litigation and qualification of the Spin-off as a tax-free transaction. Generally, HCA will be

‘responsible for taxes that are allocable to periods prior to the Spin-off, and HCA and Triad will each be responsible

for its own tax liabilities (including its allocable share of taxes shown on any consolidated, combined or other tax
return filed by HCA) for periods after the Spin-off. The tax sharing and indemnification agreement prohibits Triad
from taking actions that could jeopardize the tax treatment of either the Spin-off or the internal restructuring of HCA
that preceded the Spin-off, and requires Triad to indemnify HCA for any taxes or other losses that result from any
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such actions,

Prior to the date of the Spin-off, HCA maintained various insurance policies for the benefit of Triad. In
connection with the Spin-off, HCA and Triad entered into an agreement relating to insurance matters which provides
that any claims against insurers cutstanding at the Spin-off will be for the benefit of the party who will own the asset
which is the basis for the claim, or, in the case of liability claim, which is the owner of the facility at which the
activity which is the subject of the claim occurred. HCA will pay Triad any portion of such a claim that is unpaid by
an insurer to satisfy deductible, co-insurance or self-insurance amounts (unless such amounts were paid to or
accounted for by the affected entity prior to the Spin-off). HCA and Triad have ensured that all of the insurance
policies in effect after the Spin-off provided the same coverage to Triad that were available prior to the Spin-off.
Triad purchased continuous coverage under extensions or renewals of existing, or new, policies issued by Health
Care Indemnity, Inc., a subsidiary of HCA. Any retrcactive rate adjustments for periods ending on or before the
Spin-off, in respect of such insurance policies, will be paid or received by HCA. Triad continues to purchase a
portion of its general and professional liability insurance from HCA (See NOTE 2).

HCA’s wholly owned subsidiary Columbia Information Services, Inc. {“CIS™), entered into 2 computer and
data processing services agreement with Triad. Pursuant to this agreement, CIS will provide computer installation,
support, training, maintenance, data processing and other related services to Triad. The initial term of the agreement
is seven years, which will be followed by a wind-down period of up to one year. CIS charged Triad approximately
$22.0 million, $19.C million, and $19.0 million in the years ended December 31, 2001, 2000 and 1999, respectively,
for services provided under this agreement. In the event the agreement is terminated by Triad, it will be required to
pay a termination fee equal to the first month’s billed fees, multiplied by the remaining number of months in the
agreement. CIS did not warrant that the software and hardware used by CIS in providing services to Triad would be
Year 2000 ready, although Triad did not experience any significant Year 2000 problems in respect of such software.
Pursuant to a Year 2000 professional services agreement, HCA continued its ongoing program of inspecting medical
equipment at Triad’s hospitals to assure Year 2000 compliance. Under such agreement, Triad remained solely
responsible for any lack of Year 2000 compliance. No Year 2000 problems occurred relating to any medical
equipment. The Year 2000 professional services agreement terminated on April 30, 2000.

HCA and Triad entered into an agreement relating to benefit and employment matters which allocates
responsibilities for employment compensation, benefits, labor, benefit plan administration and certain other
employment matters on and after the date of the Spin-off. The agreement generally provides that Triad assumed
responsibility for its employees from and after the date of the Spin-off, and that HCA retained the liabilities with
respect to former employees associated with the facilities and operations of Triad who terminated employment on or
prior to the date of the Spin-off. Benefit plans established by Triad generally recognize past service with HCA.

HCA also entered into an agreement with Triad, pursuant to which Triad sub-leases from HCA its principal
executive offices (at the same price per square foot as is payable under the existing HCA lease). Triad’s sub-lease
will terminate on January 31, 2003.

HCA also entered into a transitional service agreement with Triad pursuant to which HCA furnished various
administrative services to Triad. These services include support in various aspects of payroll processing and tax
reporting for employees of Triad, real estate design and construction management, legal, human resources, insurance
and accounting matters on an as needed basis. Each agreement terminated on December 31, 2000.

The agreements provide that Triad’s fees to HCA for services provided are based on HCA’s costs incurred in
providing such services.
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Triad is an investor along with HCA in a group purchasing organization which makes certain national supply
and equipment contracts available to their respective facilities.

HCA entered into agreements with Triad whereby HCA will share telecommunications services with Triad
under HCA'’s agreements with its telecommunications services provider and whereby HCA will make certain account
collection services available to Triad.

NOTE 14 — SUPPLEMENTAL CASH FLOW INFORMATION

Non-cash investing and financing activities:

2001 2000 1999

Investing activities:
Swap of Laredo/Victoria facilities

Transfer of Laredo facility ........covveeriiieinriiener e sessee e sesa s inrerenas -—- --- (38.1)

Recording of Victoria facility ......c.cocveecririinnininiine e --- -- 33.9
Escrow establishment in connection with the sale of Phoenix Medical Center.... --- --- 4.4
Sale of facilities prior t0 SPIN-0ff .......cvveeeciiciri e - --- 33
NOTE 15—CONTINGENCIES
Merger Litigation

On October 20, 2000, a purported class action, Samuel Brand v. Colleen Conway Welch, et al., Case No.:
OCC-3066, was filed against Triad and members of the board of directors of Quorum in the Circuit Court of
Davidson County, Tennessee, on behalf of all public stockholders of Quorum. The complaint alleged, among other
things, that Quorum’s directors breached their fiduciary duties to Quorum and its stockholders in agreeing to the
merger at an unfair price.

In April 2001, the parties negotiated a settlement that would result in the dismissal of the action. The
settlement was subject to a number of conditions, including Court approval. Court approval was obtained, and on
October 22, 2001 the court dismissed the action pursuant to the terms of the agreed upon settlement, and Triad paid
the settlement. The settlement did not have a material effect on Triad’s financial position or results of operations.

False Claims Act Litigation

At a meeting in September 1998, Quorum learned from the government that the government would likely join
in a lawsuit filed against Quorum under the False Claims Act. The suit was filed in January 1993 by a former
employee of a hospital managed by a Quorum subsidiary. These lawsuits, commonly known as qui tam actions, are
filed “under seal.” That means that the claims are kept secret until the government decides whether to join the case.
The person who files the lawsuit is called a “relator.” The government joined the case against Quorum in October
1998. The relator’s lawsuit named Quorum, QHR, HCA and all hospitals that Quorum or HCA owned, operated or
managed from 1984 through 1997, as defendants. The unsealed complaint, prepared by the relator, alleged that
Quorum knowingly prepared and caused to be filed cost reports which claimed payments from Medicare and other
government payment programs greater than the amounts due.

Cn February 24, 1999, the government filed its own complaint in the case. The new complaint alleged that
Quorum, on behalf of hospitals it managed between 1985 and 1995 and hospitals it owned from 1990 to the date of
the complaint, violated the False Claims Act by knowingly submitting or causing to be submitied false Medicare cost
reports, resulting in the submission of false claims to Federal health care programs.
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The government asserted that the false claims in cost reports were reflected, in part, in “reserve analyses”
created by Quorum. The complaint also alleged that these cost report filings were prepared as a result of company
policy. This gui tam action sought three times the amount of damages caused to the United States by Quorum’s
submission of any alleged false claims to the government, civil penalties of not less than $5,000 nor more than
$10,000 for each claim, and the relator’s attorneys’ fees and costs. On April 23, 2001, a settlement agreement was
signed and a stipulation of dismissal was filed with the court dismissing all claims against Quorum, QHR and the
other Quorum subsidiaries named in the lawsuit. The settlement provided for a payment of $82.5 million in
compensation to the government, plus interest accruing on $77.5 million at 7.25% per annum from October 2, 2000
(the date on which an understanding with the government to settle this lawsuit was reached) to the payment date.
The settlement was paid in April 2001. The setilement agreement also provides, on certain conditions, for a release
of all hospitals currently or formerly managed by QHR electing to participate in the settlerent.

In connection with the settlement, Quorum entered intc a corporate integrity agreement with the Office of
Inspector General containing, among other things, an affirmative cbligation to report certain violations of applicable
laws and regulations. On August 10, 2001, the Office of Inspector General agreed to suspend Quorum’s obligations
under this corporate integrity agreement until November 1, 2001, in exchange for Triad’s agreement to negotiate a
corporate integrity agreement that would also include the hospitals owned by Triad at the time of its merger with
Querum, as well as hospitals Triad might subsequently acquire. (In the distribution agreement with HCA at the time
of its spin-off, Triad agreed to participate in the negotiation of a corporate integrity agreement with the Office of
Inspector General) These negotiations of a “combined” corporate integrity agreement were concluded and the
agreement became effective on November 1, 2001 (see NOTE 13).

Other Qui Tam Actions and Related Investigations

In May 1998, Quorum was informed that it was a defendant in another qui tam action involving home health
services provided by two of its owned hospitals and alleging that Quorum had violated Medicare laws. This action
was filed under seal in June 1996 by a former employee whom Quorum fired in April 1996. The United States
Attorney’s Office allowed Quorum an opportunity to review the results of the government’s investigations and
discuss the allegations made in the action prior to the government making a decision to intervene as a plaintiff.
Quorum cooperated fully with the United States Attorney’s Office and provided additional information and made
employees available for interviews.

On October 26, 2000, Quorum completed settlement of this gui tam lawsuit which primarily involved allegedly
improper allocation of costs at Flowers Hospital, Dothan, Alabama, to its home health agency. Quorum paid to the
government on October 26, 2000 approximately $18 million in connection with this setilement. In addition to the
settlement agreement, Quorum entered into a five-year corporate integrity agreement covering Flowers Hospital with
the Office of the Inspecter General, which was terminated upon the effective date of the Quorum corporate integrity
agreement entered into in connection with the False Claims Act litigation discussed above. The government always
reserves the right to investigate and pursue other allegations made by a relator under a complaint. However, under
the settlement agreement, the relator is prohibited from pursuing these additional allegations.

As a result of its ongoing discussions with the government, prior to the merger Quorum learned that there are
two additional unrelated qui tam complaints against it alleging violations of the False Claims Act for claims
allegedly submitted to the government involving one owned and two managed hospitals, Quorum accrued $3.5
million on these items prior to the merger. Both matiers remain under seal. With respect to the matter involving the
two managed hospitals, the government has requested that Quorurn conduct a self-audit with respect to cne Medicare
cost report for one managed hospital and three other specific issues and that matter remains under seal. The
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government could undertake additional investigative efforts. The government has stated that it intends to investigate
certain other allegations. With respect to the complaint involving the owned hospital, Triad reached an agreement to
settle this matter through the payment to the government of $427,500 (plus interest to the date of actual payment),.
and payment of certain attorneys’ fees to the relators under the complaint. Payment was made on January 15, 2002,
and the case has been dismissed with prejudice. As Quorum’s successor, Triad was also a defendant in another gui
tam complaint, in which the government declined to intervene. After receipt of service, Triad filed motions to
dismiss such litigation against Quorum and QHR and on October 9, 2001, the relators filed notices of voluntary
dismissal, to which the government indicated its consent. The court dismissed such litigation on October 17, 2001.

Stockholder Class Action Regarding the Securities Exchange Act of 1934

In October and November 1998, some of Quorum’s stockholders filed lawsuits against Quorum in the U.S.
District Court for the Middle District of Tennessee. In January 1999, the court consolidated these cases into a single
lawsuit (M.D. Tenn. No. 3-98-1004). The plaintiffs filed an amended complaint in March 1999. The plaintiffs seek
to represent a class of plaintiffs who purchased Quorum’s common stock from October 25, 1995 through October 21,
1998, except for Quorum’s insiders and their immediate families. The amended complaint names Quorum, several
of Quorum’s former officers, and one of Quorum’s former outside directors, as defendants.

The amended complaint alleges that defendants violated the Securities Exchange Act of 1934. The plaintiffs
claim that Quorum materially inflated Quorum’s net revenues during the class period by including in those net
revenues amounts received from the settlement of cost reports that had allegedly been filed in viclation of applicable
Medicare regulations years earlier and that, because of that practice, this statement, which first appeared in
Quorum’s Form 10-K filed in September 1996, was false: “The Company believes that its owned hospitals are in
substantial compliance with current federal, state, local, and independent review body regulations and standards.” In
May 1999, Quorum filed a motion to dismiss the complaint. On November 13, 2000, the judge denied Quorum’s
motion to dismiss the complaint against Quorum and James E. Dalton, Jr., Quorum’s former President/CEO. The
judge granted Quorum’s motion to dismiss as to all other defendants. The judge heard oral argument on Mr.
Dalton’s motion to reconsider the judge’s denial of Mr. Dalton’s motion to dismiss and on April 19, 2001 granted
Mr. Dalton’s motion to dismiss. The parties recently tentatively agreed to submit the class action to non-binding
mediation. As Quorum’s successor, Triad intends to vigorously defend the claims and allegations in this action.

At this time Triad cannot predict the final effect or outcome of any of the ongoing investigations or the class or
qui tam actions. If Quorum’s hospitals are found to have violated Federal or state laws relating to Medicare,
Medicaid or other government programs, then Triad may be required to pay substantial fines and civil and criminal
penalties and also may be excluded from participation in the Medicare and Medicaid programs and other government
programs. Similarly, the amount of damages sought in the qui tam actions are or in the future may be substantial.
Triad could be subject to substantial costs resulting from defending, or from an adverse outcome in any current or
future investigations, administrative proceedings or litigation. In an effort to resolve one or more of these matters,
Triad may choose to negotiate a settlement. Amounts paid to settle any of these matters may be material.
Agreements entered into as a part of any settlement could also materially adversely affect Triad. Any current or
future investigations or actions could have a material adverse effect on Triad’s results of operations or financial
position.

From time to time Triad may be the subject of additional investigations or a party to additional litigation which
alleges violations of law. Triad may not know about those investigations, or about qui tam actions filed against it
unless and to the extent such are unsealed. If any of those matters were successfully asserted against Triad, there
could be a material adverse effect on Triad’s business, financial position, and results of operations or prospects.
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Income Taxes

The IRS is in the process of conducting an examination of the federal income tax returns of Triad for the
calendar years ended December 31, 1999 and 2000, and the federal income tax returns of Quorum for the fiscal years
ended June 30, 1999 and 2000. The IRS has not proposed any adjustments.

During the year ended December 31, 2001, Triad {as successor-in-interest to Quorum) accepted IRS proposed
settlements for the fiscal years ended June 30, 1993 through 1998. The most significant items included in the
setilements were adjustments to taxable income for certain tax deductions and losses disallowed in the preceding IRS
audit cycle for the fiscal years ended June 30, 1990 through 1992, tax accounting methods adopted for computing
bad debt expense, the valuation of purchased hospital property and equipment and related depreciable lives, and
income recognition related to cost report settlements. The setilements did not have a material effect on Triad’s
results of operations or financial position.

The IRS has proposed adjustments with respect to partnership returns of income for certain joint ventures
where Quorum owns a majority interest for the fiscal years ended June 30, 1997 and 1998. The most significant
adjustments involve the tax accounting methods adopted for computing bad debt expense, the valuation of purchased
hospital property and equipment and related depreciable lives, income recognition related to cost reports and the loss
calculation on a taxable liquidation of a subsidiary. Triad filed protests on behalf of the joint ventures with the
Appeals Division of the IRS contesting substantially all of the proposed adjustments. In the opinion of management,
the ultimate outcome of the IRS examinations will not have a material effect on Triad’s results of operations or
financial position.

HCA Litigation and Investigations

In connection with the Spin-off, Triad entered into a distribution agreement with HCA. The terms of the
distribution agreement provide that HCA will indemnify Triad for any losses (other than consequential damages)
which it may incur as a resuit of proceedings described below. HCA has also agreed 1o indemnify Triad for any
losses (other than consequential damages) which it may incur as a result of proceedings which may be commenced
by government authorities or by private parties in the future that arise from acts, practices or omissions engaged in
prior to the date of the Spin-off and that relate to the proceedings described below.

HCA is currently the subject of several Federal investigations into certain of its business practices, as well as
governmental investigations by various states. HCA is cooperating in these investigations and understands, through
written notice and other means, that it is a target in these investigations. Given the breadth of the ongoing
investigations, HCA expects additional subpoenas and other investigative and prosecutorial activity to occur in these
and other jurisdictions in the future. HCA is the subject of a formal order of investigation by the SEC. HCA
understands that the SEC’s investigation includes the anti-fraud, insider trading, periodic reporting and internal
accounting control provisions of the Federal securities laws.

HCA is a defendant in several gui tam actions on behalf of the United States of America, which have been
unsealed and served on HCA. The actions allege, in general, that HCA and certain subsidiaries and/or affiliated
partnerships violated the False Claims Act, 31 U.S.C. § 3729 et seq, by submitting improper claims to the
government for reimbursement. The lawsuits seek three times the amount of damages caused to the United States by
the submission of any Medicare or Medicaid false claims presented by the defendants to the Federal government,
civil penalties of not less than $5,000 nor more than $10,000 for each such Medicare or Medicaid claim, attorneys’
fees and costs. HCA has disclosed that of the original 30 qui tam actions, the Department of Justice remains active
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in and has elected to intervene in 8 actions. HCA has also disclosed that it is aware of additional qui tam actions that
remain under seal and believes that there may be other sealed qui ram cases of which it is unaware.

The investigations, actions and claims affecting HCA relate to HCA and its subsidiaries, including subsidiaries
that, prior to the Spin-off, owned facilities now owned by Triad. On May 3, 2000, Triad was advised that one of the
qui tam cases which had been unsealed listed three of Triad’s hospitals as defendants. This qui tam action alleges
various violations arising out of the relationship between Curative Health Services and the other defendants,
including allegations of faise claims relating to contracts with Curative Health Services for the management of
certain wound care centers and excessive and unreasonable management fees paid to Curative Health Services and
submitted for reimbursement. Two of the three Triad hospitals named as defendants terminated their relationship
with Curative Health Services prior to the Spin-off and the third hospital terminated its contract thereafter.

In July 1999, Olsten Corporation and its subsidiary, Kimberly Home Health (neither of which is affiliated with
HCA), announced that they would pay $61 million to settle allegations that both companies defrauded the Medicare
program. Kimberly pled guilty to three separate felony charges (conspiracy, mail fraud and viclating the Medicare
Anti-Kickback statute) filed by the U.S. Attorneys in the Middle and Southern Districts of Florida and the Northern
District of Georgia. While HCA was not specifically named in these guilty pleas, the guilty pleas refer to the
involvement of a “Company A” or a “company not named as a defendant.” HCA has disclosed that it believes these
references refer to HCA or its subsidiaries.

HCA is a defendant in a number of other suits, which allege, in general, improper and fraudulent billing,
overcharging, coding and physician referrals, as well as other violations of law. Certain of the suits have been
conditionally certified as class actions. Since April 1997, numerous securities class action and derivative lawsuits
have been filed in the United States District Court for the Middle District of Tennessee against HCA and a number
of its current and former directors, officers and/or employees. Several derivative actions have been filed in state
court by certain purported stockholders of HCA against certain of its current and former officers and directors
alleging breach of fiduciary duty, and failure to take reasonable steps to ensure that HCA did not engage in illegal
practices thereby exposing it to significant damages.

On December 14, 2000, HCA announced that it had entered into a settlement agreement with the Civil Division
of the Department of Justice resolving certain civil claims actions against HCA relating to diagnosis related group
coding, outpatient laboratory billing and home health issues. HCA paid $745 million in compensation to the
government, with interest accruing at a fixed rate of 6.5% per annum (beginning May 18, 2000), and HCA’s existing
letter of credit agreement with the government was reduced from $1 billion to $250 million. HCA also entered into a
corporate integrity agreement with the Office of the Inspector General. Civil issues relating to cost reporting and
physician relations are not covered by the settlement agreement.

On December 14, 2000, HCA also announced that it had signed an agreement with the Criminal Division of the
Department of Justice and various U.S. Attorney’s offices to resolve pending Federal criminal actions against HCA.
HCA received a full release from criminal liability for conduct arising from or relating to billing and reimbursement
for services provided pursuant to Federal health care benefit programs. In addition, the government agreed not to
prosecute HCA for other possible criminal offenses which are or have been under investigation by the Department of
Justice arising from or relating to billing and reimbursement for services provided pursuant to Federal health care
benefit programs. As part of the criminal agreement, HCA paid the government $95 million and two non-operating
subsidiaries of HCA entered certain pleas in respect of the criminal actions.

The agreements announced on December 14, 2000 relate only to conduct that was the subject of the Federal
investigations resolved in the agreements, and HCA has stated publicly that it continues to discuss civil claims
relating to cost reporting and physician relations with the government. These agreements with the government do
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not resolve various qui tam actions filed by private parties against HCA, or any pending state actions. In additicn to
other claims not covered by these agreements, the government also reserved its rights under these agreements to
pursue any claims it may have for:

any civil, criminal or administrative liability under the Internal Revenue Code;

any other criminal liability;

any administrative liability, including mandatory exclusion from Federal health care programs;

any liability to the United States (or its agencies) for any conduct other than the conduct covered in the

government’s investigation;

o any express or implied warranty claims or other claims for defective or deficient products or services,
including quality of goods and services, provided by HCA,

o  any claims for personal injury or property damage or for other similar consequential damages arising from
the conduct subject to the investigation; and

o any civil or administrative claims of the United States against individuals.

o 0 0o O

In addition, 14 of Triad's current and former hospitals received notices in early 2001 from the Centers for
Medicare and Medicaid Services that it was re-opening for examination cost reports for Medicare and Medicaid
reimbursement filed by these hospitals for periods between 1993 and 1998, which pre-dates Triad’s Spin-off from
HCA. Furthermore, two of Triad’s hospitals formerly owned by Quorum have received such notices. HCA or its
predecessors owned these hospitals during the period covered by the notices. HCA is obligated to indernify Triad
for liabilities arising out of cost reports filed during these periods.

On March 28, 2002, HCA announced that it had reached an understanding with CMS to resolve all Medicaid
cost report appeal issues between HCA and CMS on more than 2,600 cost reports for reporting periods from 1993
through July 31, 2001. The understanding, which is subject to approval of the Department of Justice and execution
of a mutually satisfactory definitive writien agreement, would require HCA to pay CMS the sum of $250 million.
The understanding does not include resolution of outstanding civil issues with the Department of Justice and relators
under HCA’s various qui fam cases with respect to cost reports and physician relations.

HCA has agreed that, in the event that any hospital owned by Triad at the time of the Spin-off is permanently
excluded from participation in the Medicare and Medicaid programs as a result of the proceedings described above,
then HCA will make a cash payment to Triad, in an amount (if positive) equal to five times the excluded hospital’s
1998 income from continuing operations before depreciation and amortization, interest expense, management fees,
impairment of long-lived assets, minority interests and income taxes, as set forth on a schedule to the disiribution
agreement, less the net proceeds of the sale or other disposition of the excluded hospital.

HCA will not indemnify Triad under the distribution agreement for losses relating to any acts, practices or
omissions engaged in by Triad after the Spin-off, whether or not Triad is indemnified for similar acts, practices and
omissions occurring prior to the Spin-off. HCA also will not indemnify Triad under the distribution agreement for
similar qui tam litigation, governmental investigations and other actions to which Quorum was subject, some of
which are described above. If indemnified matters were asserted successfully against Triad or any of its facilities,
and HCA failed to meet its indemnification obligations, then this event cculd have a material adverse effect on
Triad’s business, financial condition, and results of operations or prospects.

Triad is unable to predict the effect or outcome of any of the ongoing investigations or gui tam and other
actions, or whether any additional investigations or litigation will be commenced. The extent to which Triad may or
may not continue to be affected by the ongoing investigations of HCA and the initiation of additiona} investigations,
if any, cannot be predicted. These matters could have a material adverse effect on Triad’s business, financial
condition, and results of operations or prospects in future periods.
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Triad is subject to claims and suits arising in the ordinary course of business, including claims for personal
injuries or wrongful restriction of, or interference with, physicians’ staff privileges. In certain of these actions the
claimants may seek punitive damages against Triad, which are usually not covered by insurance. It is management’s
opinion that the ultimate resolution of these pending claims and legal proceedings will not have a material adverse
effect on Triad’s results of operations or financial position.

NOTE 16 - SEGMENT AND GEQGRAPHIC INFORMATION

Triad operates hospitals and related health care entities. During the years ended December 31, 2001, 2000, and
1999, approximately 31.9%, 29.6%, and 31.9%, respectively, of Triad’s revenues related to patients participating in
the Medicare program.

In connection with the merger with Quorum (see NOTE 3), Triad reorganized its segment information into two
segments. The segment information for the prior periods has been restated to conform to the current segment
structure. The owned operations segment includes Triad’s acute care hospitals and related health care entities. The
management services segment includes the newly acquired management services business, which provides executive
management services to smaller not-for-profit acute care hospitals.

The distribution of Triad’s revenues, EBITDA (which is used by management for operating performance
review, see (a)) and assets are summarized in the following tables (dollars in millions):

For the years ended December 31,

Revenues: 2001 2000 1999
OWNEd OPETALIONS .uiovviceeerricreeirereeiere st e cbeetreereesterresrnesnssaeeesesesssensesses $2,546.1 $1,218.2 $1,315.0
ManNAgemMENT SEIVICES ..vevireieeieerrreirerestresrerereiseseessassesssnssaeensesseessaesssessers 95.5 - ---
Corporate and Other ........c.cceveveiiviiiini e 27.9 17.3 14.1
$2.669.5 $1.2355 $1,329.1
EBITDA (a): 2001 2000 1999
OWEd OPETALIONS ...ovevieriricercnrerieteere s v ettt seeeesesmnoresee e esasresrebens $ 3749 $ 1708 § 1407
MaADNAZEMENE SETVICES ....eiviitireicieretiirerrereecrrsrreeareasresresesesebesasesaessnsansneneane 15.3 --- --
Corporate and OhET ...........coeveeireeieeeirc ettt ese st es e r e bens (29.1) 32 (16.2)

$ 3611 § 1740 S 1245

December 31,

Assets: 2001 2000

OWNEA OPETATIONS ...c.crvrvreriireceeiirerereer it srsiores e eresesesese s ssss st sttt eseterensreresesesennas $ 3,739.7 $ 1,263.7
Management SEIVICES ....vvureerieterivermrrereriserienss et siese sttt et sme b be s e sssassoses b saons 154.9 -
Corporate and OhEr .........oviiiieiinere et e ra et e s et e b aaa e eee 270.7 136.8

$ 41653 $_1.400.5

EBITDA for owned operations includes equity in earnings (loss) of affiliates of $14.5 million, $(1.4) million
and $(3.1) million in years ended December 31, 2001, 2000, and 1999, respectively.

A reconciliation of EBITDA to income from operations before income taxes follows (in millions):
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For the vears ended December 31,

2001 2000 1999
Total EBITDA for reporiable SEZMENLS.......ccouevveveeiieerinririiiesreeeesnessesenns $ 3611 $ 1740 $ 1245
DEPTECIATION. .. ceviucetertee sttt ieeirect et esttera st et et e s tebe s ssseseansessaesseeresbnenesseens 134.4 76.1 89.8
AMNOTHZATION ....evereersieinvererersieressernresesteierseseseresesensstssesesesessessoressesensssesesns 357 7.1 8.7
Interest expense allocated from HCA ......coccovvcvnieeciccrerccrnrcevce e - - 22.5
INEETESE EXPEIMSE....eeivirireitic sttt ettt r e et 127.6 62.2 45.2
INEETESt INCOME. c..ecueierrrernisteiermiine e e seesenetberesenesesesass e aabesnsassnressssnsnssenens (1.6) 4.9) (2.5)
ESOP EXPENSE....rurvererrirrirereririerencerrsnestrssstesosssssessnsssssssssessssasesessosmssessssssars 93 7.1 3.7
Management fees allocated rom HCA ..o - --- 8.9
Gain ON SAIE OF BSSELS . cvvivreerrrererenrierernrerrerrrsre e st sseeraseesasbassesaasresaracis (23.1) (7.9) (8.6)
Impairment of 10ng-lived @SSEES ....cccvieviiriicieieereneees et sesis v 23.1 8.0 69.2
Minority interests in earnings of consolidated entities.........coccveveeeerrvnnenns 7.2 9.0 8.7
Income (loss) from operations before INCOIME tAXES...cvvercrererrrrieenreireerevenns $§ 485 § 173 $ (121.1)

(a) EBITDA is defined as income (loss) from operations before depreciation, amortization, interest expense, interest income,
ESOP expense, gain on sale of assets, impairment of long-lived assets, minority interests in earnings of consolidated

] entities, and income taxes. EBITDA is commonly used as an analytical indicator within the health care industry, and also
] serves as a measure of leverage capacity and debt service ability. EBITDA should not be considered as a measure of
financial performance under generally accepted accounting principles, and the items excluded from EBITDA are significant
components in understanding and assessing financial performance. EBITDA should not be considered in isolation or as an
alternative to net income (loss), cash flows generated by operating, investing or financing activities or financial statement
data presented in the consolidated financial statements as an indicator of financial performance or liquidity. Because
EBITDA is not a measurement determined in accordance with generally accepted accounting principles and is thus

susceptible to varying calculations, EBITDA as presented may not be comparable to other similarly titled measure of other
companies.

NOTE 17—0THER CURRENT LIABILITIES AND ALLOWANCES FOR DOUBTFUL ACCOUNTS

A summary of other current liabilities as of December 31 follows (in millions):

2001 2000
DUE O THCA .t a b ettt b et Rt r et ra s $ 21 $ 06
Employee DENEfit PIANS.....ccoeieereieeeiiere it rerectnsns e es s st sers s e sssas sbesesesaecesesassesuenarerens 17.8 0.8
Taxes, Other than INCOMNE ...........cvveeerrirrireisrerriste s s eetirteaessreereeasesssssssrsenesssesassersssssanesirssnensses 19.3 9.2
ACCTUBA IMIETEST ... eureveuvereriereeiraresreteetesesaeteesessetesaesessrrassesaenssetesseesassenssssessosassesansesessessssessessen 13.9 5.7
Self insured employee benefit Programis............coceiriiiecrineinnineciice e e s 232 3.0
Current portion of professional Hability TisK........ocveviirivireieniri e 8.7 1.0
DEfEITEA INCOMIE ..vvevveveiirer e ecieer et eret et bere s besssessetess et sesssasesessesssesbse saesessssssssessessssessaseres 4.0 -
OB ...ttt e e s e st st st st bbbk ke kR4 b et b bR bbb ens 44.0 _78
$133.0 $28.1

A summary of activity in Triad’s allowances for doubtful accounts follows {in millions):
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Additions Accounts
Balances at Charged Written off, Balances at
Beginning of to Net of End of
Period Expense Recoveries Acguisition Sales Period

Allowances for doubtful accounts:

Year ended December 31, 1999....... $1559 §1290 $ (1282) - -~ § 156.7
Year ended December 31, 2000........ $156.7 $1036 § (137.4) - - § 1229
Year ended December 31, 2001........ $1229 $2399 § (234.7) $ 746 $(10.3) § 1924

NOTE 1§—UNAUDITED QUARTERLY FINANCIAL INFORMATION

The quarterly interim financial information shown below has been prepared by Triad’s management and is
unaudited. It should be read in conjunction with the audited consolidated financial statements appearing herein
(dollars in millions, except per share amounts).

2001
First Second Third Fourth
REVEIUES........cveeireeeeei ettt e a s snss $365.8 $643.2 $829.5 $831.0
Net income (10SS)....cccrueerreeercierineererenrreseseseesereseessaenens $ 78 $(213)a) § 6.5 3 9.8(b)
Basic net income (108s) per share........occvvvvrerercerrvervrvensneenes $ 024 $(0.36)(a) $0.09 $ 0.14(b)
Diluted net income (1oss) per Share ..........oceceevvveeensrecnreenns $ 022 $(0.36)(a) $0.09 $0.13(b)
2000
First Second Third Fourth
REVENUES.....coriiririrrireiereiriereree et ve s sr s aensarens . $3116 83025 $301.3 $320.1
Net income (l0SS).c.vvreriierieririririeeeiseeereresceresrereseesaesassan . $ 80k $§ 1.1 § (1.9 $ (3.7
Basic net income (10ss) per Share.......c.ccceevvveeeneecrcrenneenns $ 0.26(c) $ 0.03 $ (0.03) $(0.11)(d)
Diluted net income (loss) per share.............ooevvvvevrrvrrererrnn. $ 0.25(c) $ 0.03 $ (0.03) $(0.11}d)

(a) During the second quarter of 2001, Triad recorded a $2.4 million, net of tax benefit, extraordinary loss on
retirement of debt.

(b) During the fourth quarter of 2001, Triad recorded $6.5 million pretax reduction to expense related to
preliminary purchase price allocations, $23.1 million pretax charges related to impairment of certain long-lived
assets, a $22.0 million pretax gain on sale of assets and a $0.8 million, net of tax benefit, extraordinary loss on
retirement of debt.

(c) During the first quarter of 2000, Triad recorded a $0.9 million pretax charge related to the impairment of certain
long-lived assets and a $4.2 million gain on sale of assets,

(d) During the fourth quarter of 2000, Triad recorded a $7.1 million pretax charge related to the impairment of
certain long-lived assets and a $3.3 million gain on sale of assets.
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