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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
currently include 56 general acute care hospitals and 16 ambulatory surgery centers located in the states of Alabama,
Alaska, Arizona, Arkansas, California, Indiana, Kansas, Louisiana, Mississippi, Missouri, Nevada, New Mexico,
Ohio, Oklahoma, Oregon, South Carolina, Texas and West Virginia. Included among these facilities is one hospital
operated through a 50/50 joint venture that is not consolidated for financiai reporting purposes, two hospitals under
construction and four hospitals designated as held for sale, of which two are leased to third parties. One hospital
owned as of December 31, 2003 was sold in January 2004 and is not included in the facility count. 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
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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, radiology, respiratory therapy, cardiology and physical therapy. Outpatient services
also are pfqviaed 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 health care 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 “SEC™). :

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.

The common-stock of Triad is listed on the New York Stock Exchange (symbol: TRI). Information about
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

Triad’s principal executive offices are located at 5800 Tennyson Parkway, Plano, Texas 75024, and its phone
number is (214) 473-7000. Triad's corporate Website address is http://www.triadhospitals.com. [nformation
contained on its Website is not part of this Annual Report. Annual reports, quarterly reports, current reports and
amendments to those reports filed with the SEC are available free of charge through the Website as soon as
reasonably practicable after such material is electronically filed with, or furnished to, the SEC.

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. Approximately 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. These 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 18 states. Over half of Triad’s facilities are located in the states of Alabama, Arkansas, Indiana, and Texas.

Through QHR, a 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. 40 of the
55 general acute care hospitals that Triad owned and operated as of December 31, 2003 were located in these small
city markets. Of these, 21 hospitals were located in communities where they were the sole hospital and |9 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 good position to negotiate tavorable 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 specialty hospitals and alternate non-hospital providers, such as outpatient surgery centers or
rehabilitation or diagnostic imaging centers, as well as managed care plans, compared to urban markets.

Selected Larger Urban Markets

15 of the 55 general acute care hospitals that Triad owned and operated as of December 31, 2003 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 urban markets (a higher relative proportion of the market
population enrolled in managed care programs such as HMOs and PPOs).

Triad’s Mission

Triad’s mission is to continuously improve the quality of health care services provided to the communities it
serves by creating an environment that fosters physician participation, recognizes the value and contributions of its
employees and strives to meet the unique health care needs of the local communities. Triad’s objective is to provide
quality health care services to its communities, while simultaneously generating strong financial performance and
appropriate returns to its investors, through disciplined and balanced execution of a comprehensive business strategy
that reinforces both quality of care and financial strength.




Business Strategy

Triad’s business strategy combines an operating strategy devoted to working with providers, employees and
communities and a capital strategy devoted to investing capital in a disciplined manner into internal and external
development projects that enhance patient care and provide appropriate returns to investors. Triad believes its
business strategy differentiates it from many peers and competitors.

Operating Strategy

The foundation of Triad’s operating strategy is to work cooperatively and collaboratively with physicians,
communities and employees in a manner that benefits all constituents. Triad actively involves local providers, local
community leaders and employees in critical decision making in order to enhance the quality of physicians’
practices, the quality of the health care environment in each community and the professional satisfaction of
employees. Triad believes this strategy results in increased volumes, rates and operating margins, and in external
development opportunities with not-for-profit hospitals attracted to Triad’s operating strategy. Triad’s collaborative
operating strategy has several components:

«  Actively involve health care providers in decision making. Triad believes that working cooperatively and
collaboratively with physicians to develop and maintain strong, mutually beneficial relationships with them
leads to improved physician satisfaction, resource management and quality of care. Triad believes that this
results in higher volumes, rates and operating margins and in external development opportunities. To
reinforce the collaboration, Triad has established in each market a Physician Leadership Group (“PLG”)
consisting of leading physicians who practice at Triad’s local hospitals. Each PLG meets monthly with
corporate and hospital management to establish local priorities and address physician concerns. A national
PLG, consisting of representatives from the local PLGs, meets regularly with members of Triad’s
corporate management to address broader corporate and national objectives. Triad’s corporate
management includes a team of experienced physicians who focus entirely on maintaining physician
relations. Triad also believes the PLGs generate and facilitate external development opportunities as more
physicians and not-for-profit hospitals are able to learn through physician word-of-mouth about Triad’s
operating strategy of working collaboratively with providers.

Similarly, Triad believes that working cooperatively and collaboratively with its nurses and other
employees to develop and maintain strong, mutnally beneficial relationships with them leads to improved
satisfaction, morale and retention of its employees, as well as better quality of care for its patients. Triad
believes that this leads to higher patient satisfaction, volumes, rates and operating margins. In each of its
markets, Triad has a Nursing Leadership Group (“NLG”) chaired by the facility Chief Nursing Officer and
comprising facility nurses who work with corporate and hospital management to establish local priorities
and company-wide “best practices” for nursing care. A national NLG, consisting of representatives from
the local NLGs, addresses broader corporate and national objectives with members of Triad’s corporate
management team. Triad has also created Departmental Operations Committees that address key clinical
and support functions represented by specific hospital departments, including radiology, dietary and plant
operations. Members, chosen for their leadership qualities demonstrated at Triad’s facilities, meet
regularly to share “best practices” and other initiatives, both locally and nationally.

«  Actively involve communities in decision making. Triad’s community philosophy is a simple one: our
stockholders own the bricks and mortar, but the hospitals effectively “belong” to the communities we
serve. Triad seeks to have each community embrace its hospital as an important local asset in order to
make the facility successful. To that end, Triad has local Boards of Trustees consisting solely of local
physicians and community leaders. Triad empowers each local Board of Trustees with responsibilities
related to strategic and capital planning and overall supervision of the quality of care provided to the
community. By involving local communities in key decisions affecting their hospitals, Triad believes it
can achieve higher volumes, rates and operating margins.




«  Actively partner with not-for-profit hospitals. An integral part of Triad’s operating strategy is to be a
preferred partner for the not-for-profit hospitals that comprise approximately 85% of the nation’s acute
care hospitals. For not-for-profit hospitals, Triad offers three alternatives for potentially improving their
performance: contract management, consulting services and capital partnership. Triad believes that these
relationships can result in attractive growth opportunities that are consistent with, and that reinforce, the
other components of its business strategy.

Triad provides management and consulting services through its QHR subsidiary to approximately 200 not-
for-profit hospitals in the United States. These are typically independent hospitals in rural communities
that Triad believes benefit from the management infrastructure QHR provides, infrastructure that they
might not otherwise afford on their own.

Triad also provides an atiractive alternative to not-for-profit hospitals that need capital. Triad can either
buy the hospital or partner with the not-for-profit in a joint venture, often for the purpose of developing a
new or replacement hospital for the community. Triad believes it often has a competitive advantage over
some of its peers and competitors in buying or partnering with not-for-profit hospitals as a result of:

+ its operating strategy of working cooperatively and collaboratively with physicians, employees
and communities, which appeals to many not-for-profits;

- its QHR management subsidiary’s relationship and reputation with leading not-for-profits
nationwide; and

+ its flexibility regarding shared governance and ownership with not-for-profits through joint
ventures with those who prefer to retain some ownership rather than sell.

Capital Strategy

Triad’s capital strategy consists of the disciplined investment of capital for routine maintenance projects as well
as internal and external development projects intended to grow volumes, rates and operating margins. Except for
routine maintenance projects, its capital projects are typically projected to generate a return greater than the weighted
average cost of capital for that project. Triad is, however, willing to trade short-term returns for longer-term returns
that it believes will be superior.

For existing facilities, Triad currently expects to spend approximately $115 to $150 million annually on routine
maintenance capital expenditures for structural and cosmetic repairs at its facilities. Triad also identifies and invests
in expansion opportunities where it perceives that demand is not being adequately met due to population growth or
insufficient existing health care services. Expansion opportunities may include adding beds, adding operating rooms
or introducing specialty services in order to meet demand and decrease outmigration.

For external development, Triad pursues acquisition opportunities, but only selectively and opportunistically.
In situations where sellers are concerned solely with obtaining the highest price, especially in an auction, Triad
generally does not have a competitive advantage over others and thus generally does not prevail. However, in
situations where sellers also place value on its collaborative culture and strategy, Triad believes it often has a
competitive advantage and sometimes can prevail, even in an auction, and even when Triad may not submit the
highest financial offer. Triad also builds new hospitals, either on its own or in partnership with not-for-profit
hospitals, especially in small-city markets with populations of 50,000-200,000 and in other markets that tend to be
most receptive to its strategy of working collaboratively with providers and communities. Triad also builds
replacement facilities for existing facilities, usually by becoming a capital partner with a not-for-profit hospital that
lacks capital to rebuild an old or aging facility but has a favorable clinical reputation and market position.




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. Triad’s 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 includes 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. Utilization 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 and additional
acquisitions in 2002 and 2003. Prior years statistics have been restated to reflect the reclassification of two hospitals
as discontinued operations. See NOTE 4 - DISCONTINUED OPERATIONS in the consolidated financial
statements for a more detailed description. 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,

2003 2002 2001 2000 1999
Number of hospitals at end of period (a) ................ 53 46 44 26 27
Number of licensed beds at end of period (b) ........ 8,246 7,531 7,266 3,224 3,426
Weighted average licensed beds (c) 7,652 7,388 6,086 3,336 - 4,449
Admissions (@).....cocevverevrerrriirienenians 286,416 - 273,389 223,139 117,853 136,779
Adjusted admisSsions (€).......cocvveivivicerveerverierieernnans 491,417 467,399 379,818 202,458 226,460
Average length of stay (days) (£) .ocooeevereiieennennn, 4.9 4.9 4.8 4.3 4.5
Average daily census (€)....ccccereeerenienrieneeneeenneenns 3,831 3,656 2,934 1,401 1,700
Occupancy rate (h).....ccooveeiorerirernconeeencecereenens 55% 54% 52% 49% 57%

(a) Number of hospitals exclude facilities designated as discontinued operations and facilities under construction. This table does not include
any operating statistics for facilities designated as discontinued operations, non-consolidating joint ventures and facilities leased to others.

(b} Licensed beds are those beds for which a facility hds been granted approval to operate from the applicable state licensing agency.

(¢} 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.
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(e) 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 been affected by the trend toward certain services being performed more frequently on
an outpatient basis 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
outpatient basis is also influenced by pressures from payers and patients to perform certain procedures as outpatient
care rather than inpatient care. Triad has responded to the outpatient trend by enhancing its hospitals’ outpatient
service capabilities, including:

(1) dedicating resources to its freestanding ambulatory 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, although possibly at a slower rate, 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, managed care plans 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,

2003 2002 2001
MEAICATE ....ovviirceiietiectee e et ereere et et stsesteeeraertaessenresssesssasssabeasseestarsserssenseaste s 30.9% 31.9% 31.9%
MEAICATA covevveiritieeecccere et et et te b e era e r e e ent e te e teearsetbeetre bt sneenns . 5.5 5.3 5.6
Managed care plans 41.4 39.3 35.5
OtNET SOUICES ....iviiieiitiecreecrereteesbaeessbesbreeareeerteebeeesrvearans s tasessesasseassnesarnnessssnnse s 22.2 23.5 27.0
TOLAL oottt ettt et e e e ettt ettt areebeeabeete e r e e beaebeestarrte s arenarente s 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 various discounts from established charges to
certain large group purchasers of health care services, including private insurance companies, employers, and
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 managed care plans, 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.
Triad has experienced significant growth in uninsured receivables and deterioration of collectibility of these
receivables. See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations
—~ Overview” for a more detailed discussion.

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, 2003. QHR provides management services
to independent hospitals and hospital systems under management contracts and also provides selected consulting,
educational and related services. 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. Approximately 55%
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 typically provides the hospital with
personnel to serve as the hospital’s chief executive officer and 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 18 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 and typically have a renewal
rate of approximately 79%. QHR’s management contract fees are based on amounts agreed upon by QHR and the
hospital’s governing 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 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.

Competition

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
cutrently the sole provider of general. acute care hospital services in their communities, these hospitals 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 may migrate to these competing facilities as
a result of local physician referrals, managed care incentives or personal choice.
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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 specialty hospitals, outpatient surgery, orthopedic,
oncology and diagnostic centers.

State certificate of need laws (“CON 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. Seven states in which Triad
operates, Alabama, Alaska, Mississippi, Ohio, Oregon, South Carolina and West Virginia, have CON laws. The
application process for approval of covered services, facilities, changes in operations and capital expenditures
(including certain acquisitions of facilities) 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 primarity 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 may acquire or develop on a selective basis,
hospitals that are similar to those currently owned and operated. However, suitable acquisitions may not be
accomplished due to unfavorable terms. Triad may also seek to expand through the formation of joint ventures with
other providers, including not-for-profit health care providers.

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 managed care plans, which attempt to direct and
control the use of hospital services and to obtain discounts from hospitals’ established charges. Employers and
traditional health insurers are also 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 to 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 pressures by both private and government payers
to control reimbursement rates. As both private and government payers reduce the scope of what may be reimbursed
and control 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, patient preference 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, 2003, Triad had approximately 36,000 employees, including approximately 9,500 part-time
employees, as well as approximately 500 employees providing hospital management and consulting services.
Employees at four 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 periodically performs both employee and physician satisfaction surveys. The surveys are used by
management to enhance operating performance of each hospital.

Triad’s Ethics and Compliance Program

It is Triad’s policy that its business be conducted with integrity and in compliance with applicable 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 (the “OIG”) 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. The cost to implement and
maintain the compliance program was approximately $4.4 million, $3.0 million and $2.0 million in 2003, 2002 and
2001, respectively. Continuing compliance with the corporate integrity agreement may impose expensive and
burdensome requirements on cértain 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: '
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Continuing the duties and activities of corporate compliance officers and committees and maintaining
a written code of conduct and written policies and procedures;
Providing general training on the compliance policy and the agreement and specific training for the
appropriate personnel on billing, coding and cost report issues;
Having an independent third party conduct periodic audits of inpatient hospital service coding and
laboratory billing;

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

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

+  Submitting annual reports to the OIG 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 from 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”) 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 occurring on or
after April 1, 2001 and before October 1, 2001. For Federal fiscal year 2003, hospitals generally received 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 difficuit
to grow revenue and to maintain or improve operating margins.

Until Angust 1, 2000, outpatient services provided at general, acute care hospitals typically were reimbursed
based on costs, subject to certain adjustments and limits. 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 (“APCs”), which became effective August 1, 2000. Based on provisions of BIPA, APCs
were updated by the market basket minus 0.8% and 1.0% in Federal fiscal years 2001 and 2002, respectively, and
were updated by the market basket for Federal fiscal year 2003. For calendar year 2004, APCs will be updated by
the full market basket index. 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 adjustments 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 adjusted the
update to the full market basket index in 2001 and the market basket index minus 0.5% in 2002. The update for
2003 was the market basket minus 0.5%. For Federal fiscal year 2004, the rates will be updated by the market
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basket. 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 consuiting arrangement.
Consolidated billing is being implemented on a transition basis. As of December 31, 2003, 22 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.
In fiscal year 2003, the 15% payment reduction was reduced by approximately 7% and the rural add-on payment
expired on March 31, 2003. For 2004 through 2006 the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (“MMA”) provides for a reduction in the annual payment update and added a 5% rural
add-on for discharges between April 1, 2004 through March 31, 2005. As of December 31, 2003, 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.
BIPA made several changes in payments to PPS-exempt hospitals. In 2002, payments for rehabilitation hospitals
were made under a PPS system. As a result of changes outlined in BIPA, 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%. On November 28, 2003, proposed rules
were issued to convert reimbursement for PPS-exempt psychiatric hospitals and units to a prospective payment
system. Under the proposed rules, reimbursement will be based on a prospectively determined per diem for cost
reporting periods beginning on or after April 1, 2004. Also, the proposed rule includes a three-year transition
period.

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 23 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 may 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 that provides medical insurance benefits to government
employees has special payment provisions for hospitals recognized as sole community hospitals for Medicare

purposes.

Medicare provides, in the form of outlier payments, for additional payment, beyond standard DRG payments,
for covered hospital services furnished to a Medicare beneficiary if the operating costs of furnishing those services
exceed a certain threshold. During 2002, CMS initiated an outlier reimbursement review process to assess nationally
whether or not the amount of outlier payments being made to selected hospitals was appropriate. CMS issued
proposed regulations in March 2003 that became effective October 1, 2003 that modified certain elements of the
outlier reimbursement calculation. Triad derives less than [% of patient revenues from outlier payments and the
modifications did not have a material impact on its financial condition or results of operations.

MMA was signed into law on December 8, 2003. In addition to creating a new Medicare prescription drug
benefit, MMA provides for a number of other significant changes in the Medicare program. These changes include a
reduction in the annual update for ambulatory surgery center payments from April 2004 through the third quarter of
2005 and no payment update for the fourth quarter of 2005 through 2009. MMA also provides for reductions in the
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annual update in home health agency payments for 2004 through 2005, and for a reduction in the annual update for
inpatient hospital payments from 2006 through 2007 for hospitals that do not submit to the Medicare program quality
reporting data specified under the National Voluntary Hospital Reporting Initiative. MMA also includes a number of
provisions designed to increase Medicare payments to small urban and rural hospitals, increasing the limit on
disproportionate share payments that rural hospitals may receive, and permitting an adjustment to the calculation of
the standardized payment to benefit hospitals in low-wage areas, such as rural hospitals and equalizes the DRG base
payment rate among hospitals. Triad is unable to predict the ultimate impact of MMA, but no assurance can be
given that it will not have an adverse effect on Triad’s business. However, on a preliminary basis, Triad anticipates
that it may receive an additional $9-$10 miilion in reimbursement from MMA in 2004.

Medicaid. Most state Medicaid payments are made under a PPS, or under programs which negotiate payment
levels with individual hospitals. Medicaid reimbursement is often 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 Repores. All hospitals participating in the Medicare program, whether paid on a reasonable cost
basis or under PPS, 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 Medicare beneficiaries. If Triad or any Triad facility is found to be in violation of Federal or state laws
relating to Medicare, Medicaid or similar programs, 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 periods 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 earned 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 were delayed due to
CMS not issuing the final payment schedules for APCs. Beginning in October 2002, the final payment schedules for
APCs began to be issued for cost reporting periods ended after August 31, 2000. Triad has filed cost reports for
these periods. 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, HCA 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. Triad was
responsible for the Medicare, Medicaid and Blue Cross cost reports, and associated receivables and payables, for
Triad’s facilities for all periods prior to the spin-off. In July 2003, HCA finalized a settlement agreement with the
government relating to cost report periods ending before August 1, 2001 which includes the indemnified cost reports.

Managed Care. Pressures to control the cost of health care have historically resulted in increases in volumes
attributable to managed care payers compared to traditional commercial/indemnity insurers. Triad generally receives
lower payments from managed care payers than from traditional commercial/indemnity insurers; however, as part of
its business strategy, Triad has taken steps to improve its managed care position. 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.
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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
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 Other 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 seven states (Alabama, Alaska, Mississippi, Ohio, Oregon, 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.

Ultilization 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 heaith 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 $5,500 to
$11,000 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 a 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”). I[n 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 participation in the Federal health care programs.

The Anti-Kickback Statute has been interpreted broadly by Federal regulators and certain courts to 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 OIG 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 to 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
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reimbursable by Medicare, including inpatient and outpatient hospital services. Sanctions for violating the Stark
Law include civil 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 1, 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.

Health 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. As of October 16, 2003, the date set for compliance, Triad is in compliance with these regulations.

In December 2000, CMS, acting under HIPAA, released final regulations which required compliance by April
2003 relating to the adoption of standards to protect the privacy of health-related information. These privacy
regulations extensively regulate the use and disclosure of individually identifiable health-related information. CMS
has also promulgated final regulations under HIPAA establishing standards to protect the security of health-related
information. These regulations were published in February 2003 and require compliance by April 2005. They
require health care providers to implement organizational and technical practices to protect the security of
electronically maintained or transmitted health-related information. The privacy regulations and the security
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regulations, when they become effective, could impose significant costs on Triad’s facilities in order to comply with
these standards. Violations of the regulations could result in civil penaities 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 HIPAA, 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
certain 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.

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 operations, although it is possible
that some claims may exceed the scope of the coverage in effect. The cost of malpractice and other liability
insurance rose significantly in 2003 and 2002. 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 elected to obtain 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 recorded an estimated liability for deductibies related to general and professional liability risks of
$99.6 million at December 31, 2003. Any losses incurred in excess of amounts maintained under insurance policies
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 1 — 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. As a result of its ongoing discussions with the government prior to the merger of
Quorum with and into Triad on April 27, 2001, Quorum learned of two gui 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 the estimated liability on these items prior to the merger. The matter involving
the two managed hospitals remains under seal and the matter involving the owned hospital has been settled. With
respect to the matter involving the two managed hospitals, the government has requested that Quorum conduct a self
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audit with respect to one Medicare cost report for one managed hospital and three other specific issues. The
government has stated that it intends to investigate certain other allegations.

On September 9, 2003, Triad was served with a qui ram complaint alleging, among other things, the submission
of false claims for reimbursement and improper allocation of costs at a hospital in Mississippi managed by QHR,
which is named as an additional defendant. The Federal government has elected not to intervene in the case and the
complaint was recently unsealed. While Triad intends to vigorously defend this matter, Triad is not yet able to form
a view as to any probable liability for any of the claims alleged in the complaint.

At this time Triad cannot predict the final effect or outcome of the ongoing investigations or qui tam action. 1f
violations of Federal or state laws relating to Medicare, Medicaid or other government programs are found, then
Triad may be required to pay substantial fines and civil and criminal damages 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 gui 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 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 such investigations or about qui tam actions filed against
Triad 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, results of operations or prospects.

Governmental Investigation of HCA and Related Litigation. HCA was the subject of governmental
investigations and litigation relating to the business practices of HCA and its subsidiaries, including subsidiaries that,
prior to the spin-off from HCA, owned facilities now owned by Triad. These investigations were concluded through
a series of agreements executed in 2000 and 2003. HCA remains a defendant in qui tam actions on behalf of the
United States alleging, in general, submission of 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 damages of not less than $5,500
nor more than $11,000 for each such Medicare or Medicaid claim, attorneys’ fees and costs. HCA has disclosed that
of the original 30 qui tam actions, the U.S. Department of Justice intervened in eight actions that were settled in June
2003. The settlement agreement does not affect gui tam cases in which the government has not intervened. HCA
also has previously disclosed that it is aware of additional qui ram actions that remain under seal and believes that
there may be other sealed qui tam cases of which it is unaware. HCA is also 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.

Triad is unable to predict the effect or outcome of the ongoing SEC investigation or qui tam actions, or whether
any additional investigations or litigation will be commenced. In connection with the spin-off from HCA, 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 the proceedings
described above. 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 above. HCA has also 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.
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HCA will not indemnify Triad under the distribution agreement for losses relating to any acts, practices and
omissions engaged in by Triad after the spin-off date, 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, results of operations or prospects.

The extent to which Triad may or may not continue to be affected by the 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, results of operations or prospects.

Item 2. Properties

The following table lists the hospitals owned by Triad as of December 31, 2003.

Facility Name City State Licensed Beds
Flowers Hospital Dothan AL 235
Medical Center Enterprise Enterprise AL 131
Gadsden Regional Medical Center Gadsden AL 346
Crestwood Medical Center Huntsville AL 120
Jacksonville Hospital Jacksonville AL 89
Valley Hospital (1) Palmer AK 40
Northwest Medical Center of Benton County Bentonville AR 128
Medical Center of South Arkansas (2) El Dorado AR 166
Medical Park Hospital Hope AR 79
National Park Medical Center Hot Springs AR 166
Willow Creek Women’s Hospital Johnson AR 30
Regional Medical Center of Northeast Arkansas Jonesboro AR 104
St. Mary’s Regional Medical Center Russellville AR 170
Central Arkansas Hospital Searcy AR 193
Northwest Medical Center of Washington County Springdale AR 222
El Dorado Hospital (3) Tucson A7 166
Northwest Medical Center Tucson AZ 252
San Leandro Hospital San Leandro CA 122
Bluffton Regional Medical Center Bluffton IN 96
Dupont Hospital (4) Fort Wayne IN 86
Lutheran Hospital of Indiana Fort Wayne IN 403
St. Joseph’s Hospital Fort Wayne IN 191
Kosciusko Community Hospital Warsaw IN 72
Overland Park Regional Medical Center (5) Overland Park KS ---
Women & Children’s Hospital Lake Charles LA 80
Wesley Medical Center Hattiesburg MS 211
River Region Health System (6) Vicksburg MS 372
Independence Regional Health Center (5) Independence MO
Carlsbad Medical Center Carlsbad NM 127
Lea Regional Medical Center Hobbs NM 250
MountainView Regional Medical Center Las Cruces NM 127
Barberton Citizens Hospital (7) Barberton OH 311
Doctors Hospital of Stark County (7) Massillon OH 166
Claremore Regional Hospital Claremore OK 89
SouthCrest Hospital Tulsa OK 180
Woodward Regional Hospital (8) Woodward OK 87
Willamette Valley Medical Center McMinnville OR 80
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McKenzie-Willamette Hospital (9) Springfield OR 114
Carolinas Hospital System — Florence Florence SC 372
Carolinas Hospital System — Lake City (10) Lake City SC 48

Mary Black Memorial Hospital (11) Spartanburg SC 209
Abilene Regional Medical Center Abilene TX 187
Alice Regional Hospital (12) Alice X 138
Brownwood Regional Medical Center (13) Brownwood X 218
College Station Medical Center College Station TX 115
Navarro Regional Hospital Corsicana X 162
Denton Community Hospital (14) Denton X 122
Longview Regional Medical Center Longview X 166
Woodland Heights Medical Center Lufkin TX 146
Pampa Regional Medical Center Pampa TX 115
San Angelo Community Medical Center San Angelo X 168
Medical Center at Terrell (15) Terrell X 130
DeTar Healthcare System Victoria TX 328
Gulf Coast Medical Center Wharton TX 161
Greenbrier Valley Medical Center Ronceverte A\ AY 122

(1) A wholly-owned subsidiary of Triad holds a 76.2% interest in, and is the manager of, the entity owning this facility. The entity plans to
build a replacement hospital for this facility.

(2) Triad holds a 50% equity interest in a non-consolidated joint venture which owns and operates this facility. Triad is the manager of
this facility. .

(3) Triad sold this facility in February 2004. This facility was classified as discontinued operations at December 31, 2003.

(4) A wholly-owned subsidiary of Triad holds an 81.3% interest in, and is the manager of, the entity owning this facility.

(5) 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. In January 2004,
Triad signed a definitive agreement to sell this facility to the lessee. Triad closed under the definitive agreement in the first quarter of
2004. There are 726 licensed beds at the leased facilities.

(6) A wholly-owned subsidiary of Triad holds a 71.5% interest in, and is the manager of, the entity owning this facility.

(7) A wholly-owned subsidiary of Triad holds a 95% interest in, and is the manager of, the entity owning this facility.

(8) Held pursuant to an operating lease with an initial term of 20 years and a renewal term of 20 years.

(9) A wholly-owned subsidiary of Triad holds an 80% interest in, and is the manager of, the entity owning this facility. The entity plans to
build a replacement hospital for this facility.

(10) Held pursuant to operating leases with initial terms of ten years and two renewal options of five years each.

(11) A wholly-owned subsidiary of Triad holds an 89.4% interest in, and is the manager of, the entity owning this facility.

(12) In February 2004, Triad entered into a definitive agreement to sell this facility. Triad anticipates a closing under the definitive
agreement in the second quarter of 2004.

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

(14) Triad is currently building a replacement hospital in Denton, Texas for this facility.

(15) Triad currently leases this hospital pursuant to a long-term lease which provides the exclusive right to use and control the hospital
operations. Triad signed a definitive agféement to sell this facility in February 2004. Triad anticipates a closing under the definitive
agreement in the second quarter of 2004. This facility was classified as discontinued operations at December 31, 2003. ’

In addition to the hospitals listed in the table above, as of December 31, 2003, Triad operated 14 ambulatory
surgery centers, including three surgery centers that are operated by an unaffiliated third party pursuant to a long-
term lease. Two ambulatory surgery centers were either acquired or opened subsequent to December 31, 2003,
Medical office buildings also are operated in conjunction with Triad’s hospitals. These office buildings are primarily
occupied by physicians who practice at Triad’s hospitals.

The following table lists the hospitals owned by joint venture entities in which Triad is the minority owner and
the percentage ownership interest as of December 31, 2003. Information on licensed beds was provided by the
majority owner and manager of each joint venture. HCA is the majority owner of Macon Healthcare L1.C.
Universal Health Systems is the majority owner of Summerlin Hospital Medical Center LLC and Valley Health
System LLC.
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Joint Venture Facility Name City State Licensed Beds

Macon Healthcare LLC Coliseum Medical Center (38%) Macon GA 250
Macon Healthcare LLC Coliseum Psychiatric Center (38%) Macon GA 60
Macon Healthcare LLC Macon Northside Hospital (38%) Macon GA 103
Summerlin Hospital Medical Center LLC Summerlin Hospital Medical Center (26%) Las Vegas NV 190
Valley Health System LLC Desert Springs Hospital (28%) Las Vegas NV 346
Valley Health System LLC Valley Hospital Medical Center (28%) Las Vegas NV 400
Valley Health System LLC Spring Valley Hospital Medical Center (28%) Las Vegas NV 176

Triad’s headquarters are located in approximately 150,000 square feet of space in one office building that
Triad leases in Plano, Texas.

QHR leases regional offices located throughout the United States.

In addition to the information provided above, Triad is currently building new hospitals in Tucson, Arizona
and Mesquite, Nevada. Triad’s other hospitals and other facilities are suitable for their respective uses and are, in
general, adequate for Triad’s present needs.

Item 3. Legal Proceedings
None.
Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth (juaner of 2003.

Part I1.
Item 5. Market For Registrant’s Common Equity and Related Stockholder Matters

Triad’s common stock is traded on the New York Stock Exchange (symbol “TRI”). The table below sets
forth, for the calendar quarters indicated, the high and low reported closing sales prices per share reported on the
New York Stock Exchange for Triad’s common stock for the years ending December 31, 2002 and 2003.

2002 High Low
FATSt QUATTET ..ottt ss b ene et cs et $34.43 $28.89
SECONA QUATTET........oviiiiiriirricteirc ettt ret s saa e et es e eass b ee s asanaecss 46.28 34.13
THITA QUATTET .....eovcetrie v tee e a e b st e ees bt seebane s e b s b s seeb s bans 41.54 33.94
FOUIth QUATTET ..ottt et et n s et s 41.17 28.05
2003

FATSE QUATTET «..ovcvocveesee et eer ettt ens e rae st s e ee st eesanens $30.68 $24.12
SECONA QUATTET ...coveeieeeei ittt et ees b s rbc e b s bbb r s rbas s seses 27.59 20.53
THIZA QUATTET. ..ottt a ettt b s e 33.06 24.36
FOUTth QUATTET .....covvvvieieieiei ettt ettt ettt 34.74 28.25

At the close of business on March 1, 2004 there were approximately 11,000 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”.
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Item 6. Selected Financial Data

The following consolidated selected financial data as of and for the years ended December 31, 2003, 2002,
2001, 2000 and 1999 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. Prior years selected financial data has been restated to
reflect the reclassification of two hospitals and one non-hospital entity as discontinued operations. See NOTE 4 -
DISCONTINUED OPERATIONS in the consolidated financial statements for a more detailed description.

Years Ended December 31,
2003 2002 2001 2000 1999

(Dollars in millions, except per share amounts)

Summary of Operations:

REVEIMUES 1covvvveriiieeiniteieireessseesessseseevessssaesesesssnnaenenis $ 38659 % 34409 $ 25791 $1,1472 $ 1,2553
Income (loss) from continuing operations (a)........c.ccecveen. 99.4 140.6 3.1 (0.6) (99.4)
Net income (1088) (@) «vevereirerrevieeririeaneerireesreenesesereseeanenns 95.2 141.5 2.8 44 (95.6)
Basic earnings (loss) per share:

Income (loss) from continuing operations ..........cccocveeeune $ 1.35 $ 1.96 $ 0.05 $ 002 3 (3.25)

NEL INCOME (J0SS)...veuceiriiiirerrtiririrnsiesinsesssescsessessrntssanrensens $ 129 $ 197 $ 004 $ 014 $ (3.12)

Shares used in computing basic earnings

(loss) per share (in millioNs) ......ccoovivrcininiicninenn, 73.5 71.7 57.7 317 30.6

Diluted earnings (loss) per share:

Income (loss) from continuing operations .........cccovererueee $ 1.32 $ 1.88 $ 005 $ (002) § (3.25)

Net iNCOME (JOSS).vevvovirieririerererieeeree e ereeseren sieesaesesnes $ 1.26 $ 1.89 $ 005 $ 014 $ (3.12)

Shares used in computing diluted earnings (loss)

per share (in MiTHONS) ...ocoovvviire e 754 75.0 61.1 31.7 30.6

Financial Position:
AASSELS. o.eerirreerrare ettt et ensaa s erer e et s ners s erea s ebean s reans $ 47354 $ 43816 $ 41653 $14005 § 13411
Long-term debt, including amounts due within one year.... 1,759.5 1,691.2 1,772.8 589.5 554.0
Workintg Capital .......cooovecerrereriniirieec et e 420.1 440.5 424.3 2344 223.9
Capital eXpenditiles ......cccnviverirerenierennreerenrisnressnseeceenens 281.1 296.6 200.6 94.4 132.7
Operating Data:
Number of hospitals at end of period (b)......cccevvrererennnnee. 53 46 44 26 27
Number of licensed beds at end of period (C)........c.ovceeneee 8,246 7,531 7,266 3,224 3,426
Weighted average licensed beds (d) .......cocvenecnincrincnnns 7,652 7,388 6,086 3,336 4,449
Number of available beds at end of period (e) 7,378 6,827 6,483 2,870 2,988
AJMISSIONS (£) vt erse e 286,416 273,389 223,139 117,853 136,779
Adjusted admissions () ..ocvvrveeeenvcreennn. rerieer e ereeaes 491,417 467,399 379,818 202,458 226,460
Average length of stay (days) (h) 49 49 4.8 4.3 45
Average daily census (i) «...c.oeerimenrimeccninisenenees 3,831 3,656 2,934 1,401 1,700
OCCUPANCY TALE (J) 1reeveerrerrrmrieierirerieeeenreesenterenre s eaesreranneee 55% 54% 52% 49% 57%

(a) Includes charges related to impairment of long-lived assets of $16.3 million ($10.2 million after tax benefit),
$23.1 million ($21.1 million after tax benefit), $8.0 million ($4.7 million after tax benefit), and $69.2 million
($55.8 million after tax benefit) for the years ended December 31, 2003, 2001, 2000 and 1999, respectively.

{b) Number of hospitals excludes facilities designated as discontinued operations and facilities under construction.
This table does not include any operating statistics for facilities designated as discontinued operations, non-
consolidating joint ventures and facilities leased to others.

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

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

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

(f) 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.

(2) 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
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sum of gross inpatient revenue and gross outpatient revenue and then dividing the resuiting 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,

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

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

(j) 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.

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

During the fourth quarter of 2003, Triad acquired seven new hospitals, either by acquiring all of the assets of
the hospital, leasing the existing facility or entering into joint ventures with not-for-profit hospital partners. During
2002, Triad opened one new hospital and acquired all of the assets comprising, and a 60% interest in the operations
of, one hospital.

During 2003, Triad recorded a $63.9 million increase in its allowance for doubtful accounts to reflect growth in
uninsured receivables and deterioration in the collectibility of those receivables. Triad estimates its allowance for
doubtful accounts using historical net write-offs of uncollectible accounts. During the third and fourth quarters of
2003, Triad experienced a significant increase in the amount of historical write-offs. The increase in historical write-
offs led Triad to believe that the collectibility of its uninsured receivables had deteriorated. During 2003, uninsured
receivables increased approximately $60.1 million, from 38% to 39% of total billed hospital receivables (or 36% of
total receivables). Triad believes that a weak job market and rising health care costs have led to the growth in
uninsured patients and an increase in insurance co-payments and deductibles, for which patients are directly
responsible. Triad believes the increase in its allowance for doubtful accounts is reasonable given current business
trends and economic conditions. Triad currently anticipates that its provision for doubtful accounts will be
approximately 10% of revenues on an annual basis, although it could vary quarter to quarter. If the trend of
increasing uninsured receivables and deterioration in collectibility continues, then Triad’s results of operations and
financial position could be further and materially adversely affected.

In the fourth quarter of 2003, Triad disposed of its interest in one entity and determined that two hospitals
would be designated as held for sale. These entities were reclassified as discontinued operations in the fourth quarter
of 2003. Triad’s results of operations and statistics for prior periods have been restated to reflect this
reclassification.

On April 27, 2001, Triad completed the merger of Quorum with and into Triad with Triad being the surviving
corporation, 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 sales price of the hospital plus the cash flows for its holding period and the 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.

In 2001, 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. The estimation
processes used prior to and subsequent to the merger were consistent with accounting principles generally accepted
in the United States. 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.
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The above described events significantly affect the comparability of the results of operations for the years ended
December 31, 2003, 2002 and 2001.

Forward-Looking Statements

This “Management’s Discussion and Anpalysis of Financial Condition and Resulis of Operations” 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 to 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,

LIIRT) LEINTS LERNTY

. the highly competitive nature of the health care business,

.  the efforts of insurers and other payers, health care providers and others to contain health care costs,

« possible changes in Medicare, Medicaid and other government programs that may limit reimbursements to
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 standards,

« changes in general economic conditions or geo-political events,

+  future acquisitions, joint venture development or 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 or 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. '

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 Operations.”

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 ongoing basis, Triad evaluates its estimates, including those related to third-
party payer discounts, bad debts, property and equipment, intangible assets, goodwill, 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. Triad has multiple patient accounting systems and, therefore,
estimates for contractual allowances are calculated both systemically and manually, depending on the type of payer
involved and the patient accounting system used by each hospital. In certain systems, the contractual payment terms
are preloaded into the system and the system calculates the amounts that are realizable. In other systems, the
contractual adjustments are determined manually using historical collections on each type of payer. Even for
systems that record the realizable values, there are still manuval estimates based upon historical collections recorded
for payers that are not significant or do not have specific contractual terms. All contractual adjustments, regardless
of type of payer or method of calculation, are reviewed and compared to actual experience. 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. ‘

Triad also provides various levels of charity care at its facilities which are recorded as deductions to revenue.
The charity care policy varies by each facility. Triad is in the process of implementing a corporate-wide charity care
policy.

Bad Debt

The largest component of bad debts in Triad’s patient accounts receivable is from patient responsibility
accounts. These include both amounts due from uninsured patients and co-payments and deductibles for which
insured patients are responsible. Each patient’s insurance coverage is verified as early as possible before a scheduled
admission or procedure, including eligibility, benefits and authorization/pre-certification requirements, for all
scheduled accounts so that patients can be notified of their estimated amounts due. Insurance coverage is verified
within 24 hours for all urgent and direct admissions. To improve upfront collections, Triad endeavors to collect the
patient responsibility portion of amounts due at or prior to the scheduled admission or procedure. To facilitate the
upfront collection process, Triad has instituted an incentive program for its employees which is based on the amount
of upfront cash collections on patient responsibility accounts.

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.
Triad’s policy is to write-off accounts after all collection efforts have failed, typically no longer than one year after
date of discharge. If payers' ability to pay deteriorates, additional allowances may be required.

* Days in accounts receivable increased to 62 days at December 31, 2003 from 59 days at December 31, 2002.
This increase resulted primarily from an increase in the amount of uninsured patient receivables, which are slower
payers than insured patient receivables, and Medicare reimbursement delays relating to billing system issues. Days
in accounts receivable decreased to 59 days at December 31, 2002 from 68 days at December 31, 2001. This
decrease resulted from increased upfront collections and integration of the facilities acquired in the Quorum merger
into Triad’s collection methodology. Management’s target days in accounts receivable was 58 days and 60 days at
December 31, 2003 and 2002, respectively. Actual days in accounts receivable did not meet management’s target of
2003 primarily from an increase in the amount of uninsured patient receivables, which are slower payers than insured
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patient receivables and Medicare reimbursement delays relating to billing system issues. Days in accounts receivable
is calculated by dividing patient receivables, excluding cost report receivables/payables, less allowance for doubtful
accounts by the most recent three month period’s daxly patient revenue, excluding prior year cost report settlements,
less prov1s1on for doubtful accounts.

Property, Equipment and Amortizable Intangible Assets

Triad evaluates the carrying value of long-lived assets, long-lived assets to be disposed of and amortizable
intangible assets and recognizes impairment losses when the fair value is less than the carrying value. The
recoverability of assets to be held and used is determined using probability-weighted discounted projected future
cash flows. The fair value of assets held for sale is determined using estimated selling values. When events,
circumstances and operating resulis indicate that the carrying values of certain long-lived assets and amortizable
intangible assets might be impaired, Triad prepares projections of the probability-weighted 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. Indicators of
potential impairment are typically beyond the control of management. If the probability-weighted cash flows
become less favorable than those projected by management, impairments may be required.

Goodwill

Triad reviews goodwill for impairment annuaily or more frequently if certain indicators arise. Goodwill is
reviewed at the reporting unit level, which is defined as one level below an operating segment. Triad estimates fair
values of the reporting units using discounted projected future cash flows. Impairment is recognized if the fair value
of the reporting unit is Jess than the carrying value of the reporting unit. If projected future cash flows become less
favorable than those projected by management, then 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. 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 to 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 liabilities estimated for these self insured portions are
based on actuarially determined estimates. There are many factors that are used in determining the estimates,
including amount and timing of historical payments, severity of individual cases, anticipated volume.of services
provided and discount rates for future cash flows. The amounts of any ultimate actual payments for workers
compensation and general and professional liability risks may not become known for several years after incurrence.
Any factors changing the underlying data used in determining these estimates would result in revisions to the
liabilities which could result in an adjustment to income, .

Contingencies

Triad is subject to claims and suits arising from governmental investigations 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 reéquired to assess the likelihood of any adverse judgments or outcomes to
these matters as well as potential ranges of probable losses. A determination of the amount of recorded liability, if
any, for these contingencies is made after carefu) analysis of each individual issue. The recorded liability 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 could result in an adjustment to income. Any such adjustment could
have a material adverse effect on Triad’s results of operations or financial position. :
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Results of Operations
Revenue/Volume Trends

Triad has entered into agreements with third-party payers, including government programs and managed care
health plans, under which Triad’s facilities are paid based upon established charges, the cost of providing services,
predetermined rates per diagnosis, fixed per diem rates or discounts from established charges. Triad’s facilities have
experienced revenue growth due to changes in patient acuity, closure of unprofitable services, favorable pricing
trends and contract structure. The increases in pricing trends and contract structure were the result of renegotiating
and renewing certain managed care contracts on more favorable terms (to include more stop losses, carve outs and
pass throughs). Increased volumes for more intensive cases, such as inpatient surgeries, also contributed to revenue
rate growth. There can be no assurances that Triad will continue to receive these levels of revenue increases in the
future. :

Patient volumes, on a same facility basis, increased slightly in 2003 compared to 2002, due primarily to large
volume increases in the fourth quarter of 2003 compared to the fourth quarter of 2002. Volumes have been affected
by the general weakness in the overall economy. With health care costs increasing, many employers have increased
the amounts of deductibles and co-payments required by their employees. The increase in out-of-pocket costs and
the uncertainty of continuing employment have led to a decline in elective procedures. If Triad’s volumes decrease,
then its results of operations and cash flows could be adversely affected.

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. 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. Volumes from managed care plans are expected to increase due to insurance
companies, government programs (other than Medicare) and employers purchasing health care services for their
employees by negotiating discounted amounts that they will pay health care providers rather than by paying
standard prices. Patient revenues related to Medicare and Medicaid patients were 36.4%, 37.2% and 37.5% of total
patient revenues for the years ended December 31, 2003, 2002, and 2001, respectively. Patient revenues related to
managed care plan patients were 41.4%, 39.3% and 35.5% of total patient revenues for the years ended December
31, 2003, 2002, and 2001, respectively. With an increasing proportion of services over the last several years 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 impacted.

MMA was signed into law on December 8, 2003. In addition to creating a new Medicare prescription drug
benefit, MMA provides for a number of other significant changes in the Medicare program. These changes include
a reduction in the annual update for ambulatory surgery center payments from April 2004 through the third quarter
of 2005 and no payment update for the fourth quarter of 2005 through 2009. MMA also provides for reductions in
the annual update in home health agency payments for 2004 through 2006, and for a reduction in the annual update
for inpatient hospital payments from 2005 through 2007 for hospitals that do not submit to the Medicare program
quality reporting data specified under the National Voluntary Hospital Reporting Initiative. MMA also includes a
number of provisions designed to increase Medicare payments to small urban and rural hospitals, increasing the
limit on disproportionate share payments that rural hospitals may receive, and permitting an adjustment to the
calculation of the standardized payment to benefit hospitals in low-wage areas, such as rural hospitals and equalizes
the DRG base payment rate among hospitals. Triad is unable to predict the ultimate impact of MMA, but no
assurance can be given that it will not have an adverse effect on Triad’s business. However, on a preliminary basis,
Triad anticipates that it may receive an additional $9-$10 million in reimbursement from MMA in 2004.

Triad's revenues have been affected by the trend toward certain services being performed more frequently on an
outpatient basis compared to inpatient admissions. Growth in outpatient services is expected to continue, although
possibly at a slower rate, 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 outpatient basis is also influenced by pressures from payers and patients to perform certain
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procedures as outpatient care rather than inpatient care. Outpatient revenues as a percentage of patient revenues
were 46%, 44% and 46% for the years ended December 31, 2003, 2002 and 2001, respectively.

Pressures on the rate of increase in Medicare and Medicaid reimbursement, increasing percentages of patient
volume 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 and improve contracts while controlling
the costs of providing services. If Triad is not able to achieve reductions in the cost of providing services through
increased operational efficiencies, and the rate of increase in reimbursements and payments decline, results of
operations and cash flows could 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 primarily made by the local
management teams and local physicians with the strategic support of corporate management.

Management of Triad continues its focus on rationalizing its portfolio of facilities. During the fourth quarter of
2003, Triad acquired seven new hospitals, either by acquiring all of the assets of the hospital, leasing the existing
facility or entering into joint ventures with not-for-profit hospital partners. In August 2002, Triad opened a new
acute care hospital in Las Cruces, New Mexico. On July 1, 2002, Triad acquired all of the assets comprising, and a
60% interest in the operations of, a hospital in Johnson, Arkansas. The facilities acquired in 2003 and 2002
increased revenues by $111.5 million in the year ended December 31, 2003 compared to the year ended December
31, 2002. In the fourth quarter of 2003, Triad disposed of its interest in one entity and determined that two hospitals
would be designated as held for sale. These entities were reclassified as discontinued operations in the fourth quarter
of 2003. Triad’s results of operations for prior periods were restated to reflect this reclassification. These facilities
had revenues of $100.2 million, $100.2 million and $90.4 million in the years ended December 31, 2003, 2002 and
2001, respectively.

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. The facilities acquired in the merger increased revenues by
$767.3 million for the year ended December 31, 2002 compared to the year ended December 31, 2001. Triad sold
one hospital during the year ended December 31, 2001. Revenues for this facility were $58.3 million for the year
ended December 31, 2001. '

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 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. Triad was responsible for the filing of these cost reports, which were recorded in accounts receivable in the
consolidated balance sheets (see NOTE 1 — “ACCOUNTING POLICIES - Revenues” in the consolidated financial
statements). Triad had recorded a receivable from HCA relating to the indemnification, which was recorded in other
current assets in the consolidated balance sheets. In July 2003, HCA finalized a settlement agreement with the
government relating to cost report periods ending before August 1, 2001 which included the indemnified cost
reports. The receivable from HCA and the related cost report liabilities of $23.2 million were reversed in the third
quarter of 2003. ' ‘

Other Trends

Triad has experienced significant growth in uninsured receivables and deterioration in the collectibility of
those receivables which resulted in a $63.9 million increase in its allowance for doubtful accounts in 2003 (see
“Overview”). The approximate percentages of billed hospital receivables in summarized aging categories is as
follows:
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December 31, December 31, December 31,

2003 2002 2001
0 to 60 days 58.8% 58.6% 55.7%
61 to 150 days 25.9% 24.9% 24.5%
151 to 360 days 14.6% 15.3% 16.8%
Over 360 days 0.7% 1.2% 3.0%
Total 100.0% 100.0% 100.0%

The approximate percentages of billed hospital receivables (which is a component of total receivables)
summmarized by payer is as follows:

December 31, December 31, December 31,
2003 2002 2001
Insured receivables 61% 62% 62%
Uninsured receivables -39% 38% 38%
Total 100% 100% 100%

Uninsured receivables increased approximately $60.1 million in 2003 compared to 2002, If the trend of increasing
uninsured receivables and deterioration in collectibility continues, then Triad’s results of operations and financial
position could be further and materially adversely affected.

Insurance costs across the industry have been increasing substantially. Triad is facing the same pressures of its
insurance costs increasing although the rate of increase slowed in the last half of 2003. Triad has an extensive
insurance program, with the largest component being general and professional liability insurance. Many of the
factors contributing to the increasing costs are beyond Triad’s control. To help mitigate the increases in premiums,
Triad may increase deductibles in these programs, which would increase the risk assumed by Triad. Triad currently
records liabilities for its estimated retentions. Triad’s total insurance costs increased approximately $23.0 million, or
27.9% in the year ended December 31, 2003 compared to the year ended December 31, 2002. During 2003, Triad
recorded a $2.5 million reduction to the estimated liability, primarily related to liabilities associated with claims
incurred prior to the merger with Quorum due to settlement of claims at lower amounts than previously estimated.
Currently, Triad anticipates that its insurance costs will increase approximately 10% to 15% in 2004. If the trend of
increasing costs continues, Triad’s results of operations and cash flows could be adversely affected.

Five of Triad’s hospitals had impairment indicators and were evaluated for potential impairment. Currently, the
probability weighted undiscounted future cash flows expected from the use of the assets and eventual disposition
indicate that the recorded amounts are recoverable. If the projections of future cash flows deteriorate, then
impairment of these assets may be required. Triad entered into a definitive agreement to sell the assets of its acute
care hospital in Alice, Texas in the first quarter of 2004. This scenario was used in the impairment evaluation as the
probability weighted cash flows as of December 31, 2003, which was less than the book value. An impairment of
$16.3 million was recorded in the year ended December 31, 2003. The book value of this facility’s long-lived assets
is now recorded at its estimated sales price at December 31, 2003. Revenues for this facility were $38.9 million and
$35.7 million for the years ended December 31, 2003 and 2002, respectively. This facility had pre-tax losses,
excluding impairment, of $8.7 million and $8.8 million for the years ended December 31, 2003 and 2002,

respectively. Triad anticipates that this facility will be reclassified to discontinued operations in the first quarter of
2004.
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Operating Results Summary

Following are comparative summaries of results from operations for the years ended December 31, 2003, 2002
and 2001. Dollars are in millions, except per share amounts and ratios.

REVENUES ..ot
Salaries and benefits ...
Reimbursable expenses..
Supplies ...oocecneeninrinncns
Other operating expenses

Provision for doubtful accounts
Depreciation and amortization..

[REErest EXPENSe, NEL ...v.vvvemricrierisrerenssiimins el
Refinancing transaction costs
Litigation settlements
ESOP expense.............
Gain on sales of assets

Income from continuing operations before minority interests,
equity in earnings and income tax provision ..........c.......
Minority interests in earnings of consolidated entities .......
Equity in earnings of affiliates..........cocoerrvininnceicrcrins
Income from continuing operations before income tax provision
INCOME LAX PrOVISION wvveeeriieiiireecnriecrrereeseaneeseraeensennenes
Income from continuing operations

Income per common share from continuing operations

Number of hospitals at end of period (a)
Owned and managed.
Joint ventures......
Leased to others ..
Total

Licensed beds at end of period (b)........ccocereevvviieicrcriicnnns
Available beds at end of period (¢)
Admissions (d)

Owned and managed

Joint ventures..........

Total .o
Adjusted admissions (€) .......cocceerericniennian.
Outpatient visits excluding outpatient surgeries
Inpatient SUTETies .......covcvcivcicrcniectrne
Outpatient surgeries
TOtal SUTBETIES ...ccviivccivrr ettt snsienen
Average length of stay (f) .....
Outpatient revenue percentage .
Inpatient revenue per admission ..
Outpatient revenue per outpatient visit...
Patient revenue per adjusted admission

Years Ended December 31,

2003 2002 2001
Amount  Percentage Amount  Percentage Amount Percentage
$ 3,865.9 100.0 $ 3,4409 100.0 $ 2,579.1 100.0
1,577.1 40.8 1,442.2 419 1,087.2 422
51.6 1.3 54.7 16 39.0 15
604.4 15.6 530.8 154 395.8 15.4
717.1 186 624.3 18.1 480.6 18.6
3972 10.3 266.9 7.8 233.1 9.0
176 4 46 163.9 4.8 166.6 6.5
131.1 34 1349 3.9 126.0 49
39.9 1.0 5.2 0.2
(10.4) 0.3)
8.5 0.2 10.8 0.3 93 0.4
(1.4) (4.5) ©0.1) (3.1 0.9
16.3 0.4 23.1 0.9
3.718.2 96.2 3213.6 93,4 2.542.8 98.7
147.7 3.8 227.3 6.6 36.3 1.3
8.1 02) (14.8) 0.4) ) 0.2)
25.4 0.7 217 0.6 145 0.6
165.0 43 234.2 6.8 436 1.7
(65.6) a.7n (93.6) 2.7 (40.5) (1.6)
£ 994 26 $ 1406 4.1 $ 3.1 0.1
$ 135 $ 196 $ 005
$ 132 $ 188 $ 005
50 43 4]
1 1 i
2 2 2
53 46 44
8,246 7,531 7,266
7,378 6,827 6,483
286,416 273,389 223,139
5722 5791 5758
292,138 279,180 228,897
491,417 467,399 379,818
3,373,816 3,241,931 2,606,224
108,071 101,581 82,388
290,632 278,383 _243.103
398,703 379,964 325,491
49 49 4.8
46% 449 46%
$ 6,958 $ 6,594 $ 5823
$ 493 $ 439 $ 426
$  7.440 $ 6,900 $ 6346

Number of hospitals exclude facilities designated as discontinued operations and facilities under construction.

This table does not include any operating statistics for facilities designated as discontinued operations, the joint

(@
ventures and facilities leased to others, except for admissions for the joint ventures.
®)
licensing agency.
(¢) Available beds are those beds a facility actually has in use.
(d

Licensed beds are those beds for which a facility has been granted approval to operate from the applicable state

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.

(e) 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

‘-——
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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 an admitted patient stays in Triad’s hospitals.

Years Ended December 31, 2003 and 2002

Income from continuing operations decreased to $99.4 miilion in the year ended December 31, 2003 from
$140.6 million in the year ended December 31, 2002. This was due primarily to a $63.9 million increase in the
provision for doubtful accounts discussed previously (see “Overview”). Triad also recorded an impairment charge at
one facility of $16.3 million and incurred $39.9 million in refinancing transaction costs relating to the repayment of
its 11% senior subordinated notes in 2003. The decrease was also due to increases in employee health benefits and
insurance costs as a percentage of revenues. In addition, Triad had increases in estimates in its retirement plan
contributions of $1.4 million in 2003 compared to decreases in estimates of $6.6 million in 2002. Triad also had
$10.4 million in litigation settlements in 2002 discussed below. This was partially offset by a 12.4% increase in
revenues.

Revenues increased 12.4% to $3,865.9 million in the year ended December 31, 2003 compared to $3,440.9
million in the year ended December 31, 2002. This includes $20.3 million in favorable prior year cost report
settlements during 2003 compared to $8.5 million in favorable prior year cost report settlements in 2002. This was
due primarily to a delay in Triad’s cost report filings in 2002 because of outpatient prospective payment system
implementation issues at CMS. Excluding prior year cost report settlements, patient revenue per adjusted admission
increased 7.5% due primarily to favorable pricing trends, changes in contract structure and higher acuity procedures.
Triad anticipates that patient revenue per adjusted admission will increase approximately 4% to 5% in 2004.
Managed care contract pricing increased approximately 5% to 7% from renegotiation and renewal of contracts to
include pricing increases and more favorable contract structure. Triad’s higher acuity procedures in 2003 compared
to 2002 resulted primarily from same facility (which excludes seven hospitals acquired in 2003, one hospital
acquired in 2002 and one hospital opened in 2002) inpatient surgeries increasing 2.8% in 2003 compared to 2002.
These increases were partially offset by overall weakness in same facility patient volume growth. Volumes have
been affecied by the general weakness in the overall economy. With health care costs increasing, many employers
have increased the amounts of deductibles and co-payments required by their employees. The increase in out-of-
pocket costs and the uncertainty of continuing employment have led to a decline in elective procedures. Same
facility admissions increased 1.3% and adjusted admissions increased 2.0% in 2003 compared to 2002. Triad had
increases in revenues of $111.5 million, admissions of 9,557, adjusted admissions of 14,384, inpatient surgeries of
3,686, outpatient surgeries of 6,799 and outpatient visits of 84,888 from the acquisition of seven hospitals in the
fourth quarter of 2003, the acquisition of one hospital in 2002 and the opening of one new hospital in 2002.

Salaries and benefits (which include contract nursing) as a percentage of revenues decreased to 40.8% in the
year ended December 31, 2003 from 41.9% in the year ended December 31, 2002. This was due to a reduction in
contract labor of approximately $12.6 million and increased productivity. This was offset by employee health
benefit costs increasing approximately $19.3 million, or 12%, in 2003 compared to 2002. In addition, Triad had
increases in estimates in its retirement plan contributions of $1.4 million in 2003 compared to decreases in estimates
of $6.6 million in 2002.

Reimbursable expenses as a percentage of revenue decreased to 1.3% in the year ended December 31, 2003
from 1.6% in the year ended December 31, 2002. Reimbursable expenses relate primarily to salaries and benefits of
QHR employees who serve as executives at hospitals managed by QHR. These expenses are also included as a
component of revenues. The decrease was due primarily to changes in contract structure for certain contracts
whereby the executives at hospitals managed by QHR are no longer QHR employees.

Supplies increased as a percentage of revenues to 15.6% in the year ended December 31, 2003 from 15.4% in

the year ended December 31, 2002. This was due primarily to supplies per adjusted admission increasing 8.3% due
primarily to increased patient acuity.
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Other operating expenses (primarily consisting of contract services, professional fees, repairs and maintenance,
rents and leases, utilities, insurance and non-income taxes) increased as a percentage of revenues to 18.6% in the
year ended December 31, 2003 compared to 18.1% in the year ended December 31, 2002. This was due to an
increase in insurance costs, primarily malpractice insurance, of approximately $23.0 million or 27.9% (see “Other
Trends”). This change includes a $2.5 million reduction in the estimated general and professional liability primarily
related to claims incurred prior to the merger with Quorum due to settlement of claims at lower amounts than
previously estimated. Currently, Triad anticipates that its insurance costs will increase approximately 10% to 15% in
2004.

Provision for doubtful accounts as a percentage of revenues increased to 10.3% in the year ended December 31,
2003 compared to 7.8% in the year ended December 31, 2002. Triad recorded $63.9 million of additional allowance
in the year ended December 31, 2003. This was due primarily to an increase in uninsured receivables and
deterioration in the collectibility of those uninsured receivables (see “Overview” and “Other Trends”). If the trend
of increasing uninsured accounts continues, then Triad’s results of operations and financial position could be
. materially adversely affected. The increase was also due to a settlement received on a bankrupt account and
recoveries on other non-patient receivables in 2002.

Depreciation and amortization increased to $176.4 million in the year ended December 31, 2003 compared to
$163.9 million in the year ended December 31, 2002. This was due primarily to the opening of a new acute care
hospital in Las Cruces, New Mexico in August 2002, completion of a replacement hospital in Bentonville, Arkansas
in May 2003 and completion of several major renovation projects.

Interest expense, which was offset by $2.7 million and $1.7 million of interest income in the years ended
December 31, 2003 and 2002, respectively, decreased to $131.1 million in the year ended December 31, 2003
compared to $134.9 million in the year ended December 31, 2002. This was due to decreases in floating rate debt
interest rates and reduction of principal balances from scheduled repayments.

In November 2003, Triad purchased approximately $320.8 million of its 11% senior subordinated notes. In
connection with the purchase, Triad paid tender premium and consent payments of approximately $32.8 million.
Triad recorded a charge in the fourth quarter of 2003 for the tender premium, consent solicitations and other fees
paid and the write-off of unamortized discount and deferred loan costs of $39.9 million.

Quorum was involved in a malpractice case in which Quorum’s insurance company issued a reservation of
rights, which means that the insurance company was providing a current defense, but was reserving a right ultimately
not to pay the claim. Accordingly, the potential exposure was recorded as a liability as part of the Quorum purchase
price allocation. During the third quarter of 2002, Triad settled the malpractice case and the insurance company
agreed to pay the claim. Triad reversed the accrual, less remaining legal fees, of $5.9 million in the third quarter of
2002. In June 2002, Triad received notification that HCA had agreed to reimburse Triad for a portion of the
settlement on a False Claims Act case, settled by Quorum prior to Triad’s acquisition. Triad received this
reimbursement in the amount of $4.5 million, in July 2002. Both items were recorded as litigation settlements in the
consolidated statements of operations in the year ended December 31, 2002.

Gain on sales of assets included a $1.1 million gain on the sale of a parcel of land in the year ended December
31, 2003. In the year ended December 31, 2002, gain on sales of assets was primarily comprised of a $1.6 million
gain on the sale of an investment in a rehabilitation center. ‘

Impairments of long-lived assets were $16.3 million in the year ended December 31, 2003. In February 2004,
Triad entered into a definitive agreement to sell its acute care hospital in Alice, Texas for approximately $18 million.

The impairment was due to the carrying value of this hospital being reduced to its estimated selling price.

Minority interests decreased to $8.1 million in the year ended December 31, 2003 from $14.8 million in the
year ended December 31, 2002 due to decreases in earnings at certain of Triad’s non-wholly owned facilities.
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Equity in earnings of affiliates increased to $25.4 million in the year ended December 31, 2003 from $21.7
million in the year ended December 31, 2002 due to a loss on the sale of a hospital in one of the non-consolidating
joint ventures during 2002, of which Triad’s share was $4.8 million.

Income tax provision was $65.6 million in the year ended December 31, 2003 compared to $93.6 million in the
year ended December 31, 2002. Triad’s effective tax rate is affected primarily by nondeductible ESOP expense.

Years Ended December 31, 2002 and 2001

Income from continuing operations increased to $140.6 million in the year ended December 31, 2002 from
$3.1 million in the year ended December 31, 2001. The increase in income from continuing operations was
attributable primarily to an increase of $94.3 million in pre-tax income in 2002 from 2001 from the facilities
acquired, excluding charges discussed below, in the Quorum acquisition. Pre-tax income from same facility
operations increased $47.0 million. Also, Triad recorded $26.8 million of pre-tax charges associated with
coordinating Quorum’s accounting policies, practices and estimation processes with those of Triad during 2001.
Income from continuing operations also increased $29.4 million due to changes in accounting for goodwill
amortization. Triad also had $10.4 million in income from litigation settlements in 2002 discussed below. During
2001, 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 option expense
from options granted to a charitable foundation. This was partially offset by an increase in interest expense of $8.9
million primarily related to the additional indebtedness incurred in the acquisition of Quorum. Corporate overhead
increased $12.8 million in 2002 compared to 2001, due primarily to additional staffing and other costs due to the
merger.

Revenues increased to $3,440.9 million in the year ended December 31, 2002 from $2,579.1 million in the
year ended December 31, 2001. Same facility revenues increased $165.8 million or 12.6% in 2002 compared to
2001. This includes $9.2 million in favorable prior year cost report settlements during 2002 compared to $4.9
million in favorable prior year cost report settlements during 2001. The primary reason for the increase in revenues
was due primarily to increases of approximately 6% to 9% from renegotiation and renewal of managed care
contracts to include pricing increases and more favorable contract structure in 2002. For the year ended December
31, 2002 compared to the year ended December 31, 2001, same facility admissions increased 4.2%, adjusted
admissions increased 4.5%, revenue per adjusted admission increased 9.0%, outpatient visits increased 2.6%,
outpatient revenue per visit increased 1.5% and surgeries increased 4.6%. Revenues for facilities acquired increased
$754.3 million in 2002 compared to 2001 which included $2.1 million in favorable prior year cost report
settlements in 2001. Revenues for facilities acquired were reduced in 2001 by $8.3 million in charges associated
with coordinating Quorum’s accounting policies, procedures and estimation processes with those of Triad’s (see
“Qverview”). For the year ended December 31, 2002 compared to the year ended December 31, 2001, the acquired
facilities’ admissions increased 52,219, adjusted admissions increased 89,740, outpatient visits increased 651,379,
and surgeries increased 56,520. The increase in revenues was partially offset by the facility that was sold. In 2001,
this facility had revenues of $58.3 million.

Salaries and benefits (which included contract nursing), as a percentage of revenues, decreased to 41.9% in the
year ended December 31, 2002 from 42.2% in the year ended December 31, 2001. Same facility salaries and
benefits decreased 0.2% as a percentage of revenue in 2002 compared to 2001. This was due primarily to $5.2
million in non-cash stock option expense recognized in 2001 described above. In addition, Triad had decreases in
estimates in its retirement plan contributions of $5.2 million in 2002 compared to $1.3 million in 2001, This was
partially offset by $4.9 million in estimate increases in Triad’s health and workers compensation expenses and an
increase in the number of full time equivalent employees at the corporate office. Salaries and benefits for the
acquired facilities, as a percentage of revenue, were 43.1% in 2002 compared to 43.8% in 2001 due primarily to the
revenue reductions in 2001 discussed above. In addition, there were $3.0 million in duplicate overhead costs and
stay-on bonuses at the former Quorum corporate office and approximately $1.0 million in severance costs for a
reduction in force at QHR in 2001. There was also a decrease in estimates in retirement plan contributions of $3.6
million in 2002. This was partially offset by $12.7 million in estimate increases in health and workers
compensation expenses. Included in salaries for the acquired facilities are salaries from owned physician practices,
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which are higher as a percentage of revenue than traditional hospital operations. Salaries and benefits for the
facility sold were $26.5 million in 2001.

Reimbursable expenses were 1.6% as a percentage of revenue in the year ended December 31, 2002 compared
to 1.5% for the year ended December 31, 2001 due to the Quorum acquisition. 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 as a percentage of revenues remained constant at 15.4% in the years ended December 31, 2002 and
December 31, 2001, respectively. Same facility supplies increased as a percentage of revenue to 15.4% in 2002
compared to 15.3% in 2001. This was due primarily to increased acuity levels. Supplies for the acquired facilities,
as a percentage of revenue, remained relatively constant in 2002 compared to 2001. Supplies for the facility sold
were $8.8 million in 2001.

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 percentage of revenues to
18.1% in the year ended December 31, 2002 compared to 18.6% in the year ended December 31, 2001. Same
facility other operating expenses decreased 1.2% as a percentage of revenue in 2002 compared to 2001. This was
due primarily to revenue rate increases, resulting from favorable pricing trends and changes in contract structure
discussed above. This was partially offset by approximately a $5.2 million, or 40%, increase in insurance costs,
primarily malpractice insurance (see “Other Trends™). Other operating expenses for the acquired facilities, as a
percentage of revenue, were 17.4% in 2002 compared to 16.7% in 2001. This was due to approximately a $5.8
million, or 40%, increase in insurance costs, primarily malpractice insurance (see “Other Trends”), and the revenue
reduction in 2001 discussed above. This was partially offset by a $3.0 million reduction of a pre-acquisition
liability in the fourth quarter of 2002 as additional information became available on expected settlements. Other
operating expenses for the facility sold were $11.7 million in 2001.

Provision for doubtful accounts, as a percentage of revenues, decreased 1o 7.8% in the year ended December
31, 2002 compared to 9.0% in the year ended December 31, 2001. Same facility provision for doubtful accounts
decreased 0.2% as a percentage of revenue in 2002 compared to 2001. This was due, in part, to increased expenses
in 2001 relating to emergency room visits, primarily to facilities in Texas, which typically have a higher incidence
of uninsured accounts, and improved collections in 2002. This was partially offset by payment delays and account
write-offs from system issues at one facility and additional expenses on certain non-patient accounts in 2002.
Provision for doubtful accounts for the acquired facilities, as a percentage of revenue, was 6.7% in 2002 compared
to 8.4% in 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’s (see “Overview”). Provision for doubtful accounts for the facility sold was $8.1 million in 2001.

Depreciation and amortization decreased to $163.9 million in the year ended December 31, 2002 compared to
$166.6 million in the year ended December 31, 2001, primarily due to changes in accounting for goodwill
amortization. This was partially offset by the acquisition of Quorum in 2001.

Interest expense, which was offset by $1.7 million and $1.6 million of interest income in the years ended
December 31, 2002 and 2001, respectively, increased to $134.9 million in the year ended December 31, 2002 from
$126.0 million in the year ended December 31, 2001, due to additional debt outstanding, primarily from
indebtedness incurred to finance the Quorum acquisition. This was partially offset by decreases in interest rates on
Triad’s variable rate debt and reductions in debt outstanding.

In 2001, Triad incurred $5.2 million of refinancing transaction costs from the write-off of debt issue costs in
connection with the debt refinancing associated with the Quorum acquisition and early retirement of indebtedness

incurred in the Quorum acquisition.

Quorum was involved in a malpractice case in which Quorum’s insurance company issued a reservation of
rights, which means that the insurance company was providing a current defense, but was reserving a right
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ultimately not to pay the claim. Accordingly, the potential exposure was recorded as a liability as part of the
Quorum purchase price allocation. During the third quarter of 2002, Triad settled the malpractice case and the
insurance company ultimately agreed to pay the claim. Triad recorded the settlement, less remaining legal fees, of
$5.9 million in the third quarter of 2002. In June 2002, Triad received notification that HCA had agreed to
reimburse Triad for a portion of a seftlement on a False Claims Act case, settled by Quorum prior to Triad’s
acquisition. Triad received this reimbursement in the amount of $4.5 million, in July 2002. Both items were
recorded in litigation settlements in the consolidated statements of operations in the year ended December 31, 2002.

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 $4.5 million during the year ended
December 31, 2002.

Impairments of long-lived assets were $23.1 million in the year ended December 31, 2001. The impairments
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.

Minority interests increased to $14.8 million in the year ended December 31, 2002 from $7.2 million in the
year ended December 31, 2001 due primarily to the Quorum acquisition.

Equity in earnings of affiliates was $21.7 million in the year ended December 31, 2002 compared to $14.5
million in the year ended December 31, 2001. This was primarily due to the joint ventures acquired in the Quorum
acquisition. This was partially offset by a loss on the sale of a hospital in one of the non-consolidating joint
ventures, of which Triad’s share was $4.8 million.

Income tax provision was $93.6 million in the year ended December 31, 2002 compared to $40.5 million in
the year ended December 31, 2001. During 2001, Triad’s effective tax rate was significantly increased by the effect
of nondeductible goodwill amortization and ESOP expense. As discussed previously, included in the income tax
provision in 2001 was $5.0 million in charges associated with coordinating Quorum’s accounting policies, practices
and estimation processes. Triad’s effective tax rate was reduced significantly in 2002 primarily due to changes in
accounting for goodwill amortization.

Liquidity and Capital Resources

Cash provided by operating activities was $363.8 million in the year ended December 31, 2003 compared to
$358.3 million in the year ended December 31, 2002. Payments for prepaid expenses decreased $6.9 million due to
changes in payment structure of insurance programs in 2002. There were also increases in self insured reserves of
$34.0 million in 2003 compared to $20.2 million in 2002. Also, accounts payable increased $14.8 million in 2003
compared to 2002 due to timing of payments. This was partially offset by approximately $14.8 million of increased
incentive compensation payments throughout the organization in 2003 compared to 2002. Accounts receivable
increased $66.7 million in 2003 compared to $59.9 million in 2002 primarily from an increase in the amount of
uninsured patient receivables, which are slower payers than insured patient receivables, and Medicare reimbursement
delays related to billing system issues, which led to an increase in accounts receivable days of approximately three
days in 2003 compared to 2002.

Cash used in investing activities was $436.5 million in the year ended December 31, 2003 compared to $261.8
million in the year ended December 31, 2002. Triad paid $185.3 million for the acquisition of seven hospitals in
2003 compared to $10.1 million for the acquisition of one hospital in 2002. Also, distributions received from non-
consolidating joint ventures decreased $17.0 million in 2003 compared to 2002 due primarily to the funding of a new
hospital constructed by one of Triad’s non-consolidating joint ventures. This was partially offset by a decrease in
capital expenditures from the completion of several projects during 2002. Triad currently anticipates expending up
to $475 million (including approximately $355 million for expansion and development) in capital expenditures in
2004,
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Cash provided by financing activities was $19.6 million in the year ended December 31, 2003 compared to
cash used in financing activities of $44.5 million in the year ended December 31, 2002. This was primarily from the
refinancing transaction discussed below. There was also a reduction in cash received on stock option exercises of
$27.6 million in 2003 compared to 2002.

On October 27, 2003, Triad commenced a cash tender offer and consent solicitation to purchase any and all of
its $325.0 million aggregate principal amount of 11% senior subordinated notes due 2009 and amend or eliminate
substantially all the restrictive covenants in the related indenture. On November 12, 2003, Triad purchased
approximately $320.8 million of the 11% notes, which had been previously tendered. Triad paid tender premium
and consent payments of approximately $32.8 million on the 11% notes and effectuated the amendments to the 11%
notes indenture. The tender offer expired on November 24, 2003. Approximately $4.2 million of the 11% senior
subordinated notes due 2009 were not tendered prior to the expiration date and remain outstanding. Triad recorded a
charge to earnings in the fourth quarter of 2003 for the tender premium, consent solicitations and other fees paid and
the write-offs of unamortized discount and deferred loan costs of approximately $39.9 million.

On November 12, 2003, Triad issued $600.0 million of senior subordinated notes bearing interest at 7% with
principal amounts due in 2013. The 7% notes are callable, at Triad’s option, beginning in 2008 and are callable
earlier at Triad’s option by paying a make-whole premium. The notes are not guaranteed by Triad’s operating
subsidiaries. Triad incurred approximately $15.3 million in debt issue costs related to the issuance of the notes,
which will be amortized over the period the notes are outstanding. Triad used a portion of the proceeds of the notes
to pay for the tender of the 11% notes, the issue costs of the 7% notes and to repay an aggregate principal amount of
$150 million of Tranche A and Tranche B term loans. The remaining proceeds were used for general corporate
purposes including the acquisitions discussed below.

Triad’s indebtedness comnsists of a Tranche A term loan of $126.6 million bearing interest at LIBOR plus 2.0%
(3.14% at December 31, 2003) with principal amounts due through 2007, a Tranche B term loan of $424.1 million
bearing interest at LIBOR plus 3.0% (4.14% at December 31, 2003) with principal amounts due through 2008,
$600.0 million of senior notes bearing interest at 8.75% with principal amounts due in 2009, $600 million of senior
subordinated notes being interest at 7% with principal amounts due in 2013 and $4.2 million of senior subordinated
notes bearing interest at 11%, with principal amounts due in 2009. The 11% senior subordinated notes are callable,
at Triad’s option, in May 2004, the 7% senior subordinated notes are callable, at Triad’s option, in November 2008
and the 8.75% senior notes are callable, at Triad’s option, in May 2005. At December 31, 2003 Triad had a $250
million line of credit which bears interest at LIBOR plus 2.0%. No amounts were outstanding under the line of
credit at December 31, 2003. The revolving credit line matures in 2007. As of December 31, 2003, Triad had $28.7
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. Subsequent to December 31, 2003, Triad reduced the interest rate on its Tranche B term
loan, by an amendment to the bank credit facility, to LIBOR plus 2.25%. The LIBOR spread is subject to further
reduction to LIBOR plus 2.0% depending upon the total leverage of Triad.

Subsequent to December 31, 2003, Trrirad repaid $3.8 million of Tranche A term loans and $12.6 million of
Tranche B term loans from part of the proceeds received on the sale of El Dorado Hospital, discussed below.

In July 2003, Standard & Poor’s upgraded its ratings on Triad’s term Ioans, senior notes and 11% senior
subordinated notes.

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 facilities acquired in the Quorum transaction. The debt agreements require
that Triad comply with various financial ratios and tests and have restrictions on, among other things, new
indebtedness, asset sales and use of proceeds therefrom, capital expenditures and dividends. In September 2003,
Triad completed an amendment to its bank credit facility which favorably modified restrictions on new indebtedness,
capital expenditures, assets sales, investments and various other matters. The indentures governing Triad’s other
long-term debt also contain covenants restricting the incurrence of indebtedness, investments, dividends, asset sales
and the incurrence of liens, among other things. Triad currently is in compliance with all debt agreement covenants
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and 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 which could result in other debt obligations of Triad also
becoming due and payable.

Triad has entered into an interest rate swap agreement which effectively converted a notional amount of $100
million of floating rate borrowings to fixed rate borrowings. The term of the interest rate swap expired on January
13, 2004. Triad paid a rate of 3.22% and received LIBOR, which was set at 1.15% at December 31, 2003. Triad
entered into another interest rate swap agreement, which effectively converts an additional notional amount of $100
million of floating rate borrowings to fixed rate borrowings. The term of the interest rate swap expires in June 2005.
Triad will pay a rate of 3.99% and receive LIBOR, which was set at 1.17% at December 31, 2003. The interest rate
swap agreements are with the same counterparty. 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 contracts. The interest rate swap agreements are designated as
cash flow hedges:

The following table shows the total future contractual obligations of Triad as of December 31, 2003 (in
millions):

Payments due by period

Less than More than

Contractual Obligations Total 1 year 1-3 years 3-5 vears 5 years
Long-term debt obligations $1,759.5 $ 745 $ 1739 $ 306.5 $1,204.6
Capital lease obligations 1.0 0.3 0.4 0.3
Operating lease obligations 229.1 423 67.4 41.8 77.6
Purchase obligations (1) 176.0 275 95.7 52.8 ---
Other long-term liabilities --- ---
Total $2.165.6 $§ 14456 $ 3374 $ 4014 $ 12822

(1) Purchase obligations include $2.6 million of committed supply purchases in 2004 and $173.4 million of
committed capital expenditures.

At December 31, 2003, Triad had working capital of $420.1 million. Management expects that operating cash
flows and its revolving credit line will provide sufficient liquidity for fiscal 2004. Significant changes in
reimbursement from government programs and managed care health plans could affect liquidity in the future.

Triad completed development of a replacement hospital in Bentonville, Arkansas in May 2003. The final cost
of the replacement facility was approximately $60.0 million.

Triad has commenced development of a new hospital in Mesquite, Nevada. The project is expected to be
completed in the third quarter of 2004. The anticipated cost of this project is approximately $30 million. As of
December 31, 2003, approximately $9.9 million had been spent on this project.

Triad began development of a new hospital in Tucson, Arizona during the third quarter of 2003. The
anticipated cost of the project is approximately $90 million and completion is expected in the first quarter of 2005.
As of December 31, 2003, approximately $16.0 million had been spent on this project.

Triad has entered into a joint venture with a not-for-profit hospital organization to build a second hospital in
Denton, Texas. The anticipated cost of the project is approximately $100 million, of which Triad would fund
approximately 80% with the joint venture partner funding the remainder. Triad would also lease its existing facility
to the joint venture. Triad began development on this project in the third quarter of 2003 and anticipates completion
in the first quarter of 2005. As of December 31, 2003, approximately $9.8 million has been spent on this project.
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On December 1, 2003, Triad completed the acquisition of four hospitals in Arkansas from subsidiaries of
Tenet Healthcare Corporation for a purchase price of $142.0 million in cash and $2.5 million of transaction costs
less the assumption of $2.2 million of net current liabilities.

On December 1, 2003, Triad entered into a transaction with a not-for-profit hospital in Palmer, Alaska. Triad
is the majority partner owning approximately 76% of the venture with the not-for-profit partner owning the
remainder. Triad contributed $25 million (including $23.5 million in cash) to the venture and the not-for-profit
partner contributed. its current facility to the venture. The venture intends to construct a replacement facility that is
expected to cost approximately $88 million.

On December 1, 2003, Triad entered into a lease for the real property and operations of an acute care hospital
in Woodward, Oklahoma. Triad also acquired the net working capital and equipment for approximately $5.5
million in cash and a $1.1 million note.

On October 1, 2003, Triad entered into a transaction with a not-for-profit hospital in Springfield, Oregon.
Triad owns 80% of the venture. Triad contributed $20 million (including $13 million in cash) to the venture and the
not-for-profit partner contributed its current facility to the venture. The venture intends to construct a replacement
facility for dpproximately $85 million.

One of Tnad’s non-consolidéting joint ventures has constructed a new acute care hospital. Triad’s investment
in this project will be approximately $20 million, funded by partnership distributions it would have otherwise
received. Triad has contributed approximately $20.5 million for this project as of December 31, 2003.

Triad has entered into a letter of intent to form a venture with a not-for-profit hospital in Fort Smith, Arkansas.
Triad anticipates that it would be the majority owner in the venture. The not-for-profit hospital would contribute its
current operations to the venture. The venture would build a replacement facility that would cost approximately
$150 million. Triad anticipates that a closing under a definitive agreement could occur during the second quarter of
2004.

Triad has entered into a letter of intent to acquire the operations of an acute care hospital in Erwin, North
Carolina. As part of the proposed transaction, Triad would lease the operations of the existing hospital and build a
replacement facility for approximately $42 million. Triad anticipates that a definitive agreement could be
completed in the second quarter of 2004.

Triad had entered into a letter of intent to acquire the operations of an acute care hospital in Fairmont, West
Virginia. Triad decided not to proceed with this transaction.

Triad is exploring various other opportunities with not-for-profit hospitals to become a capital partner to
construct replacement facilities. Although no definitive agreements have been reached at this time, agreements
could be reached in the future. Any future agreements could increase future capital expenditures.

Triad has various other existing hospital expansion projects in progress. Triad anticipates expending an
aggregate of approximately $285 million related to these projects over the next several years.

Triad expects that its anticipated capital expenditures, including expansion and development projects, will be
funded with either operating cash flows, existing credit facilities, or proceeds from the sales of securities using its
shelf registration statement or by private placement.

~ In December 2003, Triad disposed of its interest in Cambio Health Solutions, a subsidiary of QHR. The
proceeds consisted of $2.0 miillion in cash, less approximately $0.7 million for working capital, a $3.0 million note
and an estimated $1.5 million earn out over the next three years. A gain from the disposition of $1.7 million was
recognized in the fourth quarter of 2003 which included a $3.0 million settlement relating to the value of a minority
shareholder’s interest. This entity was reclassified to discontinued operations in the fourth quarter of 2003,
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In December 2003, Triad entered into a definitive agreement to sell El Dorado Hospital in Tucson, Arizona for
approximately $33.2 million plus working capital. Triad closed under the definitive agreement in January 2004.
Triad recorded a $2.2 million impairment charge in the fourth quarter of 2003 to adjust the carrying value of the
assets to the selling price. This entity was reclassified to discontinued operations in the fourth quarter of 2003.

In February 2004, Triad entered into a definitive agreement to sell its acute care hospital in Terrell, Texas for
approximately $3.4 million in notes receivable plus working capital. Triad anticipates closing under the definitive
agreement in the second quarter of 2004, subject to regulatory approvals. Triad anticipates recording a deferred
gain on the sale of the facility. The gain would be recognized ratably as the note payments are received. This entity
was reclassified to discontinued operations in the fourth quarter of 2003.

The facilities reclassified as discontinued operations had revenues of $100.2 million and $100.2 million for the
years ended December 31, 2003 and 2002, respectively. These facilities had pre-tax income (losses) of $(4.1)
million and $1.5 million for the years ended December 31, 2003 and 2002, respectively.

Triad leases the operations of two acute care hospitals and three ambulatory surgery centers located in the
Kansas City, Missouri area to HCA. The lease payments are approximately $18 million per vear. HCA has an
option to purchase the facilities for approximately $136 million. Triad signed a definitive agreement to sell these
facilities to HCA in the first quarter of 2004. Triad closed under the definitive agreement in the first quarter of
2004. As of December 31, 2003, the carrying value of these assets was approximately $54 million. These facilities
will be reclassified to discontinued operations in the first quarter of 2004.

In February 2004, Triad entered into a definitive agreement to sell its acute care hospital in Alice, Texas for
approximately $18.0 million. Triad anticipates a closing under the definitive agreement in the second quarter of
2004. Triad anticipates that this facility will be reclassified to discontinued operations in the first quarter of 2004.

Off-Balance Sheet Arrangements

Triad has entered into agreements whereby it has guaranteed certain loans entered into by patients who had
services performed at Triad's facilities. These loans are provided by various financial institutions. Triad would be
obligated to repay the financial institutions if a patient fails to repay their loan. Triad would then pursue collections
from the patient. At December 31, 2003, the amounts subject to the guarantees were $19.9 million. Triad has $4.6
million reserved at December 31, 2003 for the estimated loan defaults that would be covered under the guarantees.

Prior to January 1, 2003, Triad entered into agreements to guarantee the indebtedness of certain joint ventures
that are accounted for by the equity method. The ultimate amount of the guarantees were $2.8 million at December
31, 2003.

Recent Accounting Pronouncements

Triad adopted Statement of Financial Accounting Standards No. 145 “Rescission of FASB Statements No. 4,
44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections” (“SFAS 1457), on January 1, 2003.
SFAS 145 rescinds Statement of Financial Accounting Standards No. 4 “Reporting Gains and Losses From
Extinguishment of Debt”. SFAS 145 requires any gains or losses on extinguishment of debt that were classified as
an extraordinary item in prior periods that do not meet the criteria in Accounting Principles Board Opinion No. 30
“Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a Business and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions” for classification as an extraordinary
item shall be reclassified into income from continuing operations. The impact of adoption of SFAS 145 reduced
income from continuing operations by $3.2 million for the year ended December 31, 2001 through the
reclassification of the extraordinary loss on retirement of debt.

Triad adopted Statement of Financial Accounting Standards No. 146 “Accounting for Costs Associated with

Exit or Disposal Activities” (“SFAS 146”), on January 1, 2003. SFAS 146 addresses the accounting for costs
associated with exit or disposal activities and nullifies Emerging Issues Task Force Issue No. 94-3 “Liability
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Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring)”. Triad’s adoption of SFAS 146 did not have a material impact on its results of
operations or financial position.

Triad adopted Financial Accounting Standards Board Interpretation No. 45 “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 45”) on
January 1, 2003. FIN 45 states that the fair value of certain guarantee obligations be recorded at the inception of the
guarantee and clarifies disclosures required for guarantee obligations. The initial recognition provisions of FIN 45
were applicable on a prospective basis to guarantees issued or modified after December 31, 2002. Triad’s adoption
of FIN 45 did not have a material impact on its results of operations or financial position.

In May 2003, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 149 “Amendment of Statement 133 on Derivative Instruments and Hedging Activities”(“"SFAS 149”). SFAS
149 amends and clarifies financial accounting and reporting for derivative instruments and for hedging activities.
Triad adopted SFAS 149 on July 1, 2003. Triad’s adoption of SFAS 149 did not have a material impact on its
results of operations or financial position.

Triad adopted Statement of Financial Accounting Standards No. 150 “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity” (“SFAS 150”) on July 1, 2003. SFAS 150
establishes standards for classifying and measuring as liabilities certain financial instruments that embody obligations
of the issuer and have characteristics of both liabilities and equity, such as redeemable preferred stock and certain
equity derivatives that frequently are used in connection with share repurchase programs. The adoption of SFAS 150
did not have a material impact on Triad’s results of operations or financial position. On November 7, 2003, the
Financial Accounting Standards Board voted to defer for an indefinite period the application of SFAS 150 to
classification of noncontrolling interests of limited-life subsidiaries. The deferral did not have a material impact on
Triad’s results of operations or financial position.

Contingencies
False Claims Act Litigation

As a result of its ongoing discussions with the government prior to the merger of Quorum into Triad on April
27, 2001, Quorum learned of two qui ram 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 the
estimated liability on these items prior to the merger. The matter involving the two managed hospitals remains under
seal and the matter involving the owned hospital has been settled. 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. The government has stated that it intends to
investigate certain other allegations,

On September 9, 2003, Triad was served with a qui tam complaint alleging, among other things, the submission
of false claims for reimbursement and improper allocation of costs at a hospital in Mississippi managed by QHR,
which is named as an additional defendant. The Federal government has elected not to intervene in the case and the
complaint was recently unsealed. While Triad intends to vigorously defend this matter, Triad is not yet able to form
a view as to any probable lability for any of the claims alleged in the complaint.

At this time Triad cannot predict the final effect or outcome of the ongoing investigations or qui tam action. If
violations of Federal or state laws relating to Medicare, Medicaid or other government programs are found, then
Triad may be required to pay substantial fines and civil and criminal damages 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 gui 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
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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, 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. Although the examinations are still ongoing, the IRS has proposed several
adjustments to which Triad has consented. The nature of the proposed adjustments relate to carryover adjustments
from previous audit settlements of Quorum and to adjustments proposed by Triad to correct various tax accounting
matters. In the opinion of management, the proposed adjustments will 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 in
which Quorum owned 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, and Triad has since been
negotiating with the Appeals Division in an effort to resolve these matters. 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

HCA was the subject of governmental investigations and litigation relating to the business practices of HCA
and its subsidiaries, including subsidiaries that, prior to the spin-off from HCA, owned facilities now owned by
Triad. These investigations were concluded through a series of agreements executed in 2000 and 2003. HCA
remains a defendant in gui tam actions on behalf of the United States alleging, in general, submission of 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 damages of not less than $5,500 nor more than $11,000 for each such Medicare or Medicaid
claim, attorneys’ fees and costs. HCA has disclosed that of the original 30 gui tam actions, the U.S. Department of
Justice intervened in eight actions that were settled in June 2003. The settlement agreement does not affect qui tam
cases in which the government has not intervened. HCA also has previously 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. HCA is also 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.

Triad is unable to predict the effect or outcome of the ongoing SEC investigation or gui tam actions, or whether
any additional investigations or litigation will be commenced. In connection with the spin-off from HCA, 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 the proceedings
described above. 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 above. HCA has also 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
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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 interest 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 and
omissions engaged in by Triad after the spin-off date, 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 gui 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, results of operations or prospects.

The extent to which Triad may or may not continue to be affected by the 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, results of operations or prospects.

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 usnally 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 were approximately 30.9% in 2003, 31.9% in 2002,
and 31.9% in 2001.

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. 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. Medicare prospective payments increased in 2003, 2002 and 2001 and management anticipates that the
average rate of increase in Medicare prospective payments will be relatively consistent in 2004.

Health Care Reform

In recent years, an increasing number of legislative proposals have been introduced in or proposed by
Congress and some state legisiatures 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 health care providers. Most recently, the MMA, which provides for a number
of significant changes in the Medicare program, was signed into law on December 8, 2003. Triad is unable to
predict whether any other proposals for health care reform will be adopted, and 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 required compliance by April
2003, relating to adoption of standards to protect the security and privacy of health-related information. These
privacy regulations extensively regulate the use and disclosure of individually identifiable health-related
information. CMS has also promuigated final regulations under HIPAA establishing standards to protect the
security of health-related information. These regulations were published in February 2003 and require compliance
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by April 2005. These regulations require healthcare providers to implement organization and technical practices to
protect the security of electronically maintained or transmitted health-related information. The privacy regulations
extensively regulate the use and disclosure of individually identifiable health-related information. The privacy
regulations and the security regulations could impose significant costs on Triad in order to comply with these
standards. Violations of the regulations could resnit 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.

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, Triad entered into two interest rate swaps. 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 swaps were eantered into as cash flow hedges, which effectively
converts a notional amount of floating rate borrowings to fixed rate borrowings. Triad’s policy is to not hold or
issue derivatives for trading purposes and to avoid derivatives with leverage features. The interest rate swaps are
with the same counterparty. 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 contracts.

Triad entered into an interest rate swap which effectively converted a notional amount of $100 million of
floating rate borrowings to fixed rate borrowings. The term of the interest rate swap expired on January 15, 2004.
Triad paid a rate of 3.22% and received LIBOR, which was set at 1.15% at December 31, 2003. Triad entered into
another interest rate swap agreement, which effectively converts an additional notional amount of $100 miltion of
floating rate borrowings to fixed rate borrowings. The term of the interest rate swap expires in June 2005. Triad
will pay a rate of 3.99% and will receive LIBOR, which was set at 1.17% at December 31, 2003,

With respect to Triad’s interest-bearing liabilities, approximately $550.7 million of long-term debi at
December 31, 2003 was subject to variable rates of interest, while the remaining balance in long-term debt of
$1,208.8 million at December 31, 2003 was subject to fixed rates of interest. As discussed previously, $100 miliion
of the long-term debt subject to variable rates of interest is currently protected by an interest rate swap expiring in
June 2005. The estimated fair value of Triad’s total long-term debt was $1,817.4 million at December 31, 2003.
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 pre-tax earnings would be approximately $4.5 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 costs 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

None.
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Item 9A. Controls and Procedures

As of December 31, 2003, Triad’s management, including the Chief Executive Officer and Chief Financial
Officer, carried out an evaluation of the effectiveness of Triad’s disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)). Based upon that evaluation, the Chief Executive Officer and Chief
Financial Officer concluded that the disclosure controls and procedures are effective in timely alerting them to
material information required to be included in Triad’s periodic SEC filings. There have been no changes during
the last quarter that have materially affected, or are reasonably likely to materially affect, Triad’s internal controls
over financial reporting.

Part I11
Item 10. Directors and Executive Officers of the Registrant

Triad has adopted a Conflicts of Interest Policy that applies to its board of directors and executive officers,
including the chief executive officer, chief financial officer and controller. The Conflicts of Interest Policy
supplements Triad’s Code of Conduct governing all employees and the board of directors. The Conflicts of Interest
Policy and the Code of Conduct are available on Triad’s website at www.triadhospitals.com. In the event that Triad
amends or waives any of the provisions of the Conflicts of Interest Policy or the Code of Conduct applicable to
Triad’s chief executive officer, chief financial officer or controller, Triad intends to disclose such amendment or
waiver on its website.

The remaining information required by this Item is set forth under the headings “Election of Directors™,
“Executive Officers Who Are Not Directors”, “Meetings and Committees of the Board of Directors” and “Section
16(a) Beneficial Ownership Reporting Compliance” in the definitive proxy materials of Triad to be filed in
connection with its 2004 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 headings “Executive Compensation” and
“Compensation of Directors” in the definitive proxy materials of Triad to be filed in connection with its 2004
Annual Meeting of Stockholders, which information is incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners and Management

The following table summarizes Triad’s equity compensation plan information as of December 31, 2003:

Number of securities remaining

Number of securities to be available for future issuance
issued upon exercise of Weighted-average exercise under equity compensation plans
outstanding options, warrants  price of outstanding options,  (excluding securities reflected in
Plan Category and rights * warrants and rights ® column (a)) ©
Equity compensation plans approved
by security holders 9,989,171 $ 2491 4,260,284
Equity compensation plans not
approved by security holders - e .
Total 9.989.171 $ 2491 4,260,284

The remaining information required by this Item is set forth under the heading “Stock Ownership of Certain
Beneficial Owners and Management™ in the definitive proxy materials of Triad to be filed in connection with its
2004 Annual Meeting of Stockholders, which information is incorporated herein by reference.
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Ttem 13. Certain Relationships and Related Transactiohs

The information required by this Item is set forth under the headirig “Certain Transactions” in the definitive
proxy materials of Triad to be filed in connection with its 2004 Annual Meeting of Stockholders, which information
is incorporated herein by reference.

Part IV

Item 14. Principal Accountant Fees and Services

The information required by this Item is set forth under the heading “Ratification of Selection of Independent
Auditors” in the definitive proxy materials of Triad to be filed in connection with its 2004 Annual Meeting of
Stockholders, which information is incorporated herein by reference.
Item 15. 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.

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,

22 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.

32 Bylaws of Triad Hospitals as amended February 18, 2000 incorporated by reference from Triad
Hospitals’ Annual Report on Form 10-K for the year ended December 31, 2000,
4.1 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. .

4.2 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,
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43 Indenture (including form of 7% Senior Subordinated Notes due 2013) dated as of November
12, 2003, between Triad Hospitals, Inc. and Citibank, N.A., as Trustee, incorporated by
reference from Exhibit 4.1 on Registration Statement Form S-4 dated February 4, 2004.

4.4 Registration Rights Agreement dated as of November 12, 2003 between Triad Hospitals, Inc.
and Merrill Lynch, Pierce Fenner & Smith Incorporated and Banc of America Securities LLC as
representatives of the Initial Purchasers named therein, incorporated by reference from Exhibit
4.3 on Registration Statement Form S-4 dated February 4, 2004.

10.1 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. ~ »

10.2 Benefits and Employment Matters Agreement, dated May i1, 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.

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

10.4 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.

10.5 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.

10.6 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.

10.7 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,
1999,

10.8 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.

10.9 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.

10.10 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.

10.11 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.

10.12 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.

10.13 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,, incorporated herein by reference from Exhibit 10.21 on Form 10-K for
the year ended December 31, 2001.
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10.14 Amendment No. 4 dated as of June 28, 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. as administrative agent, incorporated herein by reference from Exhibit 10.1 on
Form 10-Q for the quarter ended June 30, 2002.

10.15 Amendment No. 5 dated as of September 25, 2003 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
10.1 on Form 10-Q for the quarter ended September 30, 2003.

10.16 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,

10.17 Employment Agreement between Triad Hospitals, Inc. and James D. Shelton, effective
September 1, 2003, incorporated herein by reference from Exhibit 10.2 on Form 10-Q for the
quarter ended September 30, 2003.

12.1 Statement of Computation of Ratio of Earnings to Fixed Charges.

21.1 List of the Subsidiaries of Triad Hospitals.

23.1 Consent of Ernst & Young LLP.

31.1 Certification of James D. Shelton, Chief Executive Officer, pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

312 Certification of Burke W. Whitman, Chief Financial Officer, pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32.1 Certification of James D. Shelton, Chief Executive Officer, pursuant to 18 U.S.C. Section 1350.

32.2 Certification of Burke W. Whitman, Chief Financial Officer, pursuant to 18 U.S.C. Section
1350.

Exhibits Available Upon Request

The following instruments defining the rights of holders of certain long-term debt of Triad have not been
filed with the Commission but will be furnished upon request:

Indenture (including form of 11% Senior Subordinated Notes due 2009) dated May 11, 1999, between
Healthtrust and Citibank, N.A. as Trustee, as supplemented as of November §, 2003, and the related
assumption agreements.

(b) Reports on Form 8-K filed during the quarter ended December 31, 2003:

On October 14, 2003, Triad reported that it had issued a press release announcing expectations
relating to its third quarter financial results.

On October 27, 2003, Triad reported that it had issued a press release announcing its
commencement of a tender offer and consent solicitation to its $325.0 million aggregate
principal amount of 11% Senior Subordinated Notes due 2009.

On October 27, 2003, Triad reported that it had issued a press release announcing its third
quarter earnings.

On November 5, 2003, Triad reported that it had issued press releases announcing that it intends
to offer a private placement of at least $450 million aggregate principal amount of Senior
Subordinated Notes due 2013 and that it had received the requisite tenders and consents from
holders of its 11% Senior Subordinated Notes due 2009 to amend the indenture governing such
notes.
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On November 12, 2003, Triad reported that it had issued press releases announcing the pricing
and increase in size of its private placement of Senior Subordinated Notes due 2013 and it had
closed on the sale of $600 million aggregate principal amount of 7% Senior Subordinated Notes
due 2013 and had repurchased approximately 99% of the $325 million outstanding principal
amount of its 11% Senior Subordinated Notes due 2009.
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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. SHEL. TON
James D. Shelton

Chairman, President and Chief Executive QOfficer
Dated: March 12, 2004

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.
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/s/ JAMES D. SHELTON Chairman of the Board, President and March 12, 2004
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Burke W. Whitman Financial Officer (Principal Accounting Officer)

/s/ THOMAS F. FRIST IlT Director March 12, 2004

Thomas F. Frist I
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Dale V. Kesler
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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. as of December 31,
2003 and 2002 and the related consolidated statements of operations, equity and cash flows for each of the three
years in the period ended December 31, 2003. 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 our 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, 2003 and 2002 and the consolidated results
of their operations and their cash flows for each of the three years in the period ended December 31, 2003 in
conformity with accounting principles generally accepted in the United States.

As discussed in NOTE 3 to the consolidated financial statements, the Company changed its method of
accounting for goodwill in 2002.

/s{f ERNST & YOUNG, LLP

Dallas, Texas
February 28, 2004




TRIAD HOSPITALS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001
(Dollars in millions, except per share amounts)

2003 2002 2001
REVEIUES ... ..ottt ettt e s et te e st estas st e e eabe s baesebeesnbaenanesns $3,865.9 $3.440.9 $2,579.1
Salaries and DENEfits .......ccoevorrririee e 1,577.1 1,442.2 1,087.2
Reimbursable eXPenses. .......oiiiiinioiroiin e 51.6 547 39.0
SUPPHES ..ottt e 604.4 530.8 395.8
Other OPerating EXPEISES.......cuvieirrrrermreiirerenrensietereressereessseeresnssresseneens 717.1 624.3 480.6
Provision for doubtful aCCOUNTS........cceevvviieviiiciiiiini s 397.2 266.9 233.1
DEPTECIALION «.veuviveireierereeeiti ettt er e ar e s a et st st sesa b st ans 170.5 157.9 131.2
AMOTHIZALION ...t ettt ettt ae et sebe et e bt r b e sbe s et et e bessassaesans . 59 6.0 354
Interest expense, net of capitalized interest of $1.8, $4.6 and $4.6 for the
years ended December 31, 2003, 2002, and 2001, respectively ................ 133.8 136.6 127.6
TNEEIEST INCOIMIE ....ovviiciiiesieeieeeeteeeeeirae e e et e srbrassasssseeaassreeeenasesesnaessneanansen 2.7 amn (1.6)
Refinancing tranSaction COSLS .......ceivvrererrverrerrrensessiseese s serissseseesasesseses 399 52
ESOP BXPENISE ...ttt s 8.5 10.8 "93
Litigation SETIEmMENTS. .. cooiiiieiieireierr e e rresae e e st e sbeartsbe st sabesanesene s - (10.4) -—-
Gain 0N SA1ES OF ASSEES ..iiiivviiiieriie et e e eerae e e tba e s ire e seane e e e s rarasnes (1.4) 4.5) (23.1)
Impairments of 1ong-lived asSELs ......cccceoverireiriiciinie e 16.3 23.1
3.718.2 3213.6 _2.542.8
Income from continuing operations before minority interests, equity in
earnings and inCOME 1aX PIOVISION .....coccciveeiniiiniiiiineiie it 1477 2273 36.3
Minority interests in earnings of consolidated entities..........c.cocoevcrnieennnneenn. (8.1) (14.8) (7.2)
Equity in earnings of affiliates.....cccoeevereiininiiee 25.4 21.7 14.5
Income from continuing operations before income tax provision................. 165.0 2342 43,6
INCOME tAX PLOVISION ...vevevieieiinieerieeiris et s e (65.6) (93.6) (40.5)
Income from continuing OPETAtONS .....cccvcvveriierriitireeniie i 99.4 140.6 3.1
Income (loss) from discontinued operations, net of taX.......oceveecererccrnnnnn, 4.2) 0.9 0.3
INETINCOIME. 1.evruvverveveseesetresetetessresesassberese st sees bbbt ese e st seenensms s bt bt en e e $ 952 $ 1415 $ 28
Income (loss) per common share:
Basic: :
Continuing OPErations. .......ceivervvrerecnimniniiiricniris s $ 135 $ 196 $ 005
Discontinued OPETatioNS «.....c.vovireeririeecerire st e (0.06) 0.01 (0.01)
INEEIICOME ... voievetrseenie e eeteteesene e sass st aesesa et esesesssasa s ne st et s st naeaen § 129 § 1.97 $ 004
Diluted:
CONtiNUING OPELAtIONS. . e.ceerrreiererrereerereererririsesiseer e e st sresneos $ 132 § 1.88 $ 005
Discontinued Operations ...........coeeiveereimeiiicneiics s (0.06) 0.01 o
NETINCOME. ......eeeecvev ettt aeeae sttt b s s b $ 126 $ 189 $ 005

The accompanying notes are an integral part of the consolidated financial statements.




TRIAD HOSPITALS, INC.

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2003 AND 2002

(Dollars in millions)
ASSETS 2003 2002
Current assets:
Cash and cash equIVALENTS..........ccccoie i st ereeees D 152 § 683
Accounts receivable, less allowances for doubtful accounts of $257.4 and $170.6 at
December 31, 2003 and 2002, reSpeCtiVELY .......covviiriiiirinnieenrieerreeeesrasseresressresseeesssesans 607.0 495.8
IOVENTOTIES ..ottt ettt st e st r e a s tr st e a st ea e as b e e asaastassenernse e 111.7 924
DEeferTed INCOME TAXES .vvveirririiriirietiririiiteteseeietrstrerrtestesessasseseseseseas st sessensessassasassesessessssssanen 36.5 62.3
Prepaid EXPENSES.....ccoiiiiiiictiiiiet sttt et s 43.4 36.5
Discontinued OPETAIONS ASSELS ...c.vicvviiiiricriereiiieriiiri ittt ettt eesaesasecens e sebesasoren 514 58.4
OHREL ettt ettt r et bbb st b e e b st e r e sa s bbbkt e bt ek e b et tensnneebens 62.0 72.5
927.2 886.2
Property and equipment, at cost:
LLATIA .ottt ettt n st a bR b e bbbt s e e b e e nreneebene 177.0 166.8
Buildings and IMPIOVEIMENIS. .........ccivuieeriiee it aeeieartere et istett e reesteste e strsassaers et esbansassansansensans 1,503.1  1,310.3
EQUIPINEINE ....cve ettt st e sttt st b e e s stk be e b e 12397 1,1194
Construction in progress (estimated cost to complete and equip after December 31, 2003-
$394.1 MUILON)....ecvirierivieriircrniertste et sttt ettt as et eb et et tes bbb e sta b s ere s tebene s eres 145.2 79.6
3,065.0 2,676.1
Accumulated dePIECIAtION..........cvviriiiiiierieetet oot (8964) _ (7157.0)
2,168.6 1,919.1
GOOAWILL ettt ettt sttt sttt ne e et am et et e SRR 1,253.1 1,2184
Intangible assets, net of accumulated aMOrtIZAON .......cccvvevieiiiciiie e 71.5 72.0
Investment in and advances to affiHates........cccoevivieniiiiiiiicn e 191.1 179.7
OHNET .ottt st s e et e e e et etebe et 1239 106.2
TIOLAL ASSBIS. .. eitiitiiuintiinririartareartraeseaetaseeesseeseareaseaasaseesee st seseassssaasassassessanseseeastsbennsnansessensensesasnsereans $ 47354 $4381.6
LIABILITIES AND EQUITY
Current liabilities:
ACCOUNLS PAYADIE .......coiviiririnietrteiciet et sttt ettt ettt et st st st eestsaebsbestarens $ 1538 § 1299
ACCTUEA SAMATIES .....viveiviiiiceie ettt e b bbb bbb b et et 123.8 104.1
Current portion of long-term debt ... 74.5 72.8
Discontinued operations Habilities ..........cocvvrreirirercniiiii e 9.2 8.8
Other current HabIlitIES ......ovevieeree e et be e e e sre e enes 145.8 130.1
507.1 445.7
LONG-EIM AEDL.......oviiiiiiit ettt bttt et ettt ke sa e esee 1,685.0 16184
Other HADIHIIES ..eoviiriiiiiiectee ettt e e e te et et b et e e ree chbaeaaessbestbeetbeetaratres 118.1 86.6
DELEITEA tAXES ....vecveereieieieie ettt ettt sttt b et b e ettt d et et s e b e e st te ettt be et rans 174.7 151.1
Minority interests in equity of consolidated entities ...........ooveevrurrirrirerenieieiesrcee et aseeeesseeieenns 174.2 125.3
Commitments and CONIMZEIICIES ... eivevreierieeaeeeierteitesreeereraertastesrstesinsreeseesteebeessesaesssssrossasessesssenns -
Stockholders’ equity:
Common stock .01 par value: 120,000,000 shares authorized, 75,633,354 and 74,937,635
shares issued and outstanding at December 31, 2003 and 2002, respectively..........ccueen..e.. 0.8 0.7
Additional paid-in CAPILAL........coeiviieeiie ittt et b rs s e b b s 1,904.6  1,8835
Unearned ESOP COMPENSAtON ....ccvcvevvirirriinietieieeeeeveeteeteeresteeesssesearsessenssssssssesssrssssensossons (17.2) (20.7)
Accumulated other comprehensive 1055 .........cvviveiieiiciiei et 2. 4.0)
Accumulated CATTHIES ....c..evveirieierireeiiee et teetreste et esree e esae e sesbessbe e st astesessasssrenreeseestsenseans 190.2 95.0
Total StOCKNOIACIS™ BQUILY....ccvvrverrreivieiriiriceinterricet ettt n et et et et saestnasasbrtbessetasbeaseseas 2.076.3 _ 19345
Total liabilities and stockholders’ €QUItY .......ocivviviiriiiiiier et e $ 47354 $4381.6

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

CONSOLIDATED STATEMENTS OF EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001
(Dollars in millions)

Unearned
ESOP Accumulated
Common Additional Compensation and Other Accumulated Total
Stock Paid-in Stockholder Comprehensive  Earnings Stockholders’
Shares Amount  Capital  Notes Receivable Loss {Deficit) Equity
Balance January 1, 2001 .......cccovovcomvvreeieeeene 34,783,816 $ 04 $ 6593 $ (367 $ --- $ 93 % 5737
Issuance of common stock under employee
PLANS ot 244252 5.4 --- --- 5.4
Stock options exercised........cccoovviiieinnnicvienens 1,388,288 - 21.6 - 21.6
Income tax benefit from stock options exercised --- --- 11.8 - 11.8
Issuance of common stock for Quorum
ACQUISILION eeevieiicircicere e e 35,786,380 0.3 1,069.2 --- 1,069.5
Fair value of converted options .........ccoevenceee - - 314 - 314
ESOP compensation eamed .........cc.coecenreiennne e - 59 34 - --- 9.3
Stock compensation eXpense.........cccveverrcenen 5.6 - --- 5.6
Repayment of Executive Stock Purchase Plan
1081 .o --- --- --- 04 --- 0.4
Net income ..........icewine - -<- 2.8 2.8
Balance December 31, 2001 07 = 18102 329 - (46.5) 1,731.5
NEtINCOME ...ooovvvveeceteeerienc et - - - - - 1415 141.5
Net change in fair value of interest rate swaps, '
net of income tax benefit of $2.4 million ....... - 4.0) ~— (4.0)
Comprehensive iIRCOME .....c..vveevvceriienvecrnnens - - --- ~-- --- --- 137.5
Issuance of common stock under employee
PIANS ..o e 371,700 9.1 9.1
Stock options exercised........occ.vverreerernreerinnnies 2,363,199 333 --- -~- 333
Income tax benefit from stock options exercised - --- 21.8 --- --- - 21.8
ESOP compensation earned .........c.cccocoveveenennene 7.3 3.5 --- 10.8
Stock compensation eXPense........cooucvvovecvirreeans -~ -~ 04 -~ - --- 04
Repayment of Executive Stock Purchase Plan
JOANS v — - 14 8.7 - — 10.1
Balance at December 31, 2002........ccccovevicnennn 74,937,635 0.7 1,883.5 (20.7) 4.0) 95.0 1,954.5
NELINCOME .ovievieieieieieieie e eree s --- “-- ~-- -- - 95.2 95.2
Net change in fair value of interest rate swaps, ;
net of income tax provision of $1.1 million ... --- 19 -~- 1.9
Comprehensive INCOME ......c.oovrnrieerirerirnenranses --- --- --- 97.1
Issuance of common stock under employee
455,713 0.1 10.0 10.1
Stock options exercised........cooenrniininnnnan. 240,006 --- 4.7 --- --- - 4.7
Income tax benefit from stock options exercised --- - 1.0 --- --- - 1.0
ESOP compensation earned ......c.c..ocoeverenivvinae --- 5.0 35 == - 8.5
Stock compensation eXpense.........coovrrevsirreenss - 0.4 — — 04
Balance at December 31, 2003 .........occeervrvcns 75633354 3 08 $.19046 $ (17.2) $_ 2.0 $ 1902 320763

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001
{Dollars in millions)

2003 2002 2001
Cash flows from operating activities:
INEEIICOIMNC ...ttt e sb s et a e ettt n s ars e snn s $ 952 $ 1415 % 2.8
Adjustments to reconcile net income to net cash provided by operating activities:
(Income) loss from discontinued operations, net of taX..........c.cocvvveniveeniernrniennnn. 4.2 0.9) 0.3
Provision for doubtful CCOUNTS.......cocvirviiiir e 397.2 266.9 233.1
Depreciation and amOTtZAOM. . .....oreer it s sre st ereses resssrssessss 176.4 163.9 166.6
ESOP EXPEISE 1.vevvinieiieeitieinteceeiit et trt ettt et e st bt e e 8.5 10.8 93
IMINOTILY IEETESTS. ... everterieeei et ettt ettt et s s e sre e 8.1 14.8 7.2
Equity in earnings of affiliates . ...c.coeviriiirniririncini e eseesesesesenesessnenesees (25.4) 1.7 (14.5)
Gain ON SAIES OF ASSELS ..oviuiiiiiiiviiie ettt rer ettt srtr e e s r e sabe et rans 1.4) 4.5) (23.1)
Deferred income tax PIOVISION «...cevvevvreeriiorinieircrieine sttt nesc e sesn e st 48.3 83.7 37.6
Impairment of 100g-LVEd 8SSELS ...c..coriviiiriiiiiiirieririrrr e ssesssensenses 16.3 23.1
INON-CASH INEETEST EXPEIISE L.uvsovieirierereeriiiere et ettt en e be s abe e 94 9.0 103
Refinancing tranSaction COSES .......uiieuivieiierrieeeriarenente i sseesestesre et srsseseseas 399 5.2
Non-cash Stock OPLION EXPEISE....cveivieririeriiiiinenrinertsrsessissee s sersssssssasssasnes 0.4 0.4 5.6
Increase (decrease) in cash from operating assets and liabilities (net of
acquisitions):
ACCOUNLS TECEIVADIE ..ve.iiviriieriri et ieieaeeectaeaseseessessaseasseessessassessnsessassssanssnsssessrsensan (463.9) (326.8) (186.4)
Inventories and Other @SSEIS .....i.iiiviiriiiie et cere e ree et r e e s e (19.5) (23.1) 133
Accounts payable and other current labilities ..o 439 18.2 25.0
ONET ettt e s ettt bt ba b ekt ekt enenbe ket ettt esenes 26.2 26.1 2.9
Net cash provided by operating activities .......coooovereriiceniiiueneiciisrnneccecns 363.8 358.3 318.3
Cash flows from investing activities:
Purchases of property and eqUIpMent............ccoovvviiniiiiiii e (281.1) (296.6) (200.6)
Distributions and advances from affiliates.........ccccvoirvnreriinienieeienni e 147 31.7 17.7
Proceeds received on 3ales 0f @SSELS . ouvviniieirieii it 13.1 6.8 127.8
Acquisitions, net of cash acquired of $1.4 million and $(8.3) million for the years
ended December 31, 2003 and 2001, t€SPECHIVELY ...vvvcvereivereivriireceieseeeeeeee s, (185.3) (10.1) (1,386.6)
RESIICIEA CASN..oiii it ee e eetn e e e e e e e sab e e sbees e abnbaaasernsbeenenane - 5.7 5.7
L8] 131S) OO U SO OSSO SO OO OV O OV RO TPV TP RUUPPUROOPTY 2.1 0.7 (5.7
Net cash used in InVesting ACHVILIES ...o.vevevrviiveerris e (436.5) (261.8) (1.453.1)
Cash flows from financing activities:
Payments of fong-term debt.......cccoovivviirinii (539.5) (83.8) (581.6)
Proceeds from 1ong-term debt............coviniiiiniiiin s 600.3 1,752.7
Payment of debt iSSUE COSS .o.vruriirriiriicreree e s s (15.3) (1.5) (45.8)
Payment of refinancing ransaction COSIS.........oovuvrmierierrromniniiiiiriacs s (33.1) —
Proceeds from issuance of COMMON SLOCK ....cc.oiiviiiiiiiinininiaic e et 14.8 42.4 27.0
Proceeds from executive stock purchase plan loans ......ccocovveniniiinicinconcncecnnne —e- 10.1 ---
Distributions t0 Minority Partners, NEL.......c...ccrerveevererirniiieie e (7.6) (11.7) (1.9)
Net cash provided by (used in) financing activities .........coeerrcveinicrisiicirevnianas 19.6 (44.5) _1.1444
Change in cash and cash equivalents ...........c.coieiiiiiii (53.1) 52.0 9.6
Cash and cash equivalents at beginning of Period ...........ccocvevviiinviiniiiicin s 68.3 16.3 6.7
Cash and cash equivalents at end of period ..o $ 152 $§ 683 $ 163
Cash paid for:
TIEETEST .ottt ettt ettt ettt se s b ese et s bt eae et esentese st b et s s e et et aserbesn $ 1250 $ 1322 % 1129
TNComE taxes, NEL OF TEIUNAS ....oroeiii ettt rr s e e st eeete e re e enrestresnesaes $§ 114 $§ 125 % 5.0

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—ACCOUNTING POLICIES
Reporting Entity

Triad Hospitals, Inc. (“Triad”) is a holding company whose affiliates currently own 56 general, acute care
hospitals and 16 ambulatory surgery centers located in the states of Alabama, Alaska, Arizona, Arkansas, California,
Indiana, Kansas, Louisiana, Mississippi, Missouri, Nevada, New Mexico, Ohio, Oklahoma, Oregon, South Carolina,
Texas and West Virginia. Included among these facilities is one hospital operated through a 50/50 joint venture that
is not consolidated for financial reporting purposes, two hospitals under construction, two hospitals that are leased to
third parties and one hospital designated as held for sale. One hospital Triad owned as of December 31, 2003 was
subsequently sold and is not included in the facility count and was included in discontinued operations. Three
hospitals included in the facility count were designated as held for sale subsequent to December 31, 2003. Triad is
also a minority investor in three joint ventures that own seven general, acute care hospitals in Georgia and Nevada.

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 material
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 inflnence, are accounted for using the equity method.

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts
reported 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.

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 methodologies
including established charges, the cost of providing services, predetermined rates per diagnosis, fixed per diem rates
or discounts from established charges.

Revenues are recognized when services are performed and documented 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
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1—ACCOUNTING POLICIES (continued)

to revenues of $20.3 million, $8.5 million and $5.5 million for the years ended December 31, 2003, 2002, and 2001,
respectively. The estimated net cost report settlements as of December 31, 2003 and 2002 were a receivable of
approximately $13.5 million and a liability of approximately $9.3 million, respectively, which are included in
accounts receivable in the accompanying consolidated balance sheets.

HCA Inc. (“HCA™) was the subject of governmental investigations and litigation relating to certain business
practices of HCA and subsidiaries, including subsidiaries that, prior to the spin-off of Triad from HCA, owned
facilities now owned by Triad. Review of previously submitted annual cost reports and the-cost report process were
areas included in the governmental investigations. These investigations were concluded through a series of
agreements executed in 2000 and 2003 (see NOTE 18). In connection with the spin-off from HCA (see NOTE 17),
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 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
spin-off. Triad was responsible for the filing of these cost reports and any terminating cost reports. As discussed
above, HCA finalized a settlement agreement in 2003 with the government relating to cost report periods ending
before August 1, 2001 which included the indemnified cost reports. The receivable from HCA and the related cost
report liabilities of $23.2 million were reversed during 2003. Triad had recorded a net receivable from HCA relating
to the indemnification of $23.7 mitlion as of December 31, 2002.

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.

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

Restricted cash consisted 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. The largest concentration of Triad’s patient accounts receivable is in patient
responsibility accounts. These include both amounts due from uninsured patients and co-payments and deductibles
for which insured patients are responsible. Each patient’s insurance coverage is verified as early as possible before a
scheduled admission or procedure, including eligibility, benefits and authorization/pre-certification requirements, for
all scheduled accounts so that patients can be notified of their estimated amounts due. Insurance coverage is verified
within 24 hours for all urgent and direct admissions. To improve upfront collections, Triad endeavors to collect the
patient responsibility portion of amounts due at or prior to the scheduled admission or procedure. Approximately
39% and 38% of Triad’s accounts receivable at December 31, 2003 and 2002, respectively, were patient
responsibility accounts. Triad is subject to significant credit risk if these payers’ ability to pay deteriorates.




TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1—ACCOUNTING POLICIES (continued)

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.
Triad’s policy is to write off accounts after all collection efforts have failed, typically no longer than one year after
date of discharge. If payers’ ability to pay deteriorates, additional allowances may be required.

During 2003, Triad experienced a significant increase in the amount of historical write-offs. The increase in
historical write-offs led Triad to believe that the collectibility of its uninsured receivables had deteriorated.
Therefore, Triad recorded a $63.9 million increase in its allowance for doubtful accounts to reflect growth in
uninsured receivables and deterioration in the collectibility of those uninsured receivables. The increase in the
allowance for doubtful accounts decreased net income by $39.9 million. For 2003, the increase in the allowance for
doubtful accounts decreased basic income per share by $0.54 cents and diluted income per share by $0.53 cents.
During 2003, uninsured receivables have increased approximately $60.1 million. Triad believes that a weak job
market and rising health care costs have led to the growth in uninsured patients and an increase in insurance co-
payments and deductibles. Triad believes the increase in its allowance for doubtful accounts is reasonable given
current business trends and economic conditions.

Over half of Triad’s facilities are located in the states of Alabama, Arkansas, 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.

Inventories
Inventories of supplies are stated at the lower of cost (first-in, first-out) or market.
Physician Income Guarantees

Triad has entered into physician recruiting agreements whereby Triad supplements physician income to a
minimum amount over a period of time, typically one year, while the physicians establish themselves in the
community. As part of the agreement, the physician is required to stay in the community a period of time after the
payments have ended, typically three years. Triad records the payments to the physician as an other asset and
amortizes the asset over the remaining period of the agreement. As of December 31, 2003 and 2002, the
unamortized portion of physician income guarantees was $45.3 million and $34.7 million, respectively.

Property, Equipment , and Other Amortizable Intangible Assets

Property and equipment are stated at the lower of cost or market. 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 $170.5 million, $157.9 million and
$131.2 million for the years ended December 31, 2003, 2002, and 2001, 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.

Other amortizable intangible assets are comprised of acquired management contracts which are amortized
using the straight-line method over a period of 15 years, acquired employment contracts which are amortized using
the straight-line method over a period of two years and non-compete agreements which are amortized based on the
terms of the respective contracts.
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1—ACCOUNTING POLICIES (continued)

Triad evaluates the carrying value of its property, equipment and amortizable intangible assets under the
provisions of Statement of Financial Accounting Standards No. 144 “Accounting for the Impairment or Disposal of
Long-Lived Assets” (“SFAS 144”). Under SFAS 144, when events, circumstances and operating results indicate that
the carrying value of certain property, equipment, and other amortizable intangible assets might be impaired, Triad
prepares projections of the probability weighted 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. Indicators of potential impairment are typically
beyond the control of management. If market conditions become less favorable than those projected by
management, impairments may be required.

Goodwill and Other Non-Amortizable Intangible Assets

Goodwill is the excess of the purchase price in an acquisition over the fair value of identifiable assets acquired.
Triad accounts for goodwill and other non-amortizable intangible assets under the provisions of Statement of
Financial Accounting Standards No. 142 “Goodwill and Other Intangible Assets” (“SFAS 142”). Under SFAS 142,
goodwill and intangible assets with indefinite lives are not amortized but reviewed for impairment annually during
the fourth quarter, or more frequently if certain indicators arise. Goodwill is reviewed at the reporting unit level,
which is defined in SFAS 142 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 the division level, which is one level
below the segment. Triad determines the fair value of the reporting units using discounted future cash flows. If the
fair value of the reporting unit is less than the carrying value, an indication of impairment exists. The amount of the
impairment would be determined by estimating the fair values of the tangible and intangible assets and liabilities,
with the remaining fair value assigned to goodwill. The amount of impairment would be the difference between the
carrying amount of the goodwill and the fair value of goodwill. No impairment charges were recorded during the
years ended December 31, 2003 and 2002 under the provisions of SFAS 142,

Prior to the adoption of SFAS 142 on January 1, 2002, goodwill was amortized using the straight-line method,
generally over periods ranging from 30-40 years for hospital acquisitions and periods ranging from 5-20 years for
physician practice and clinic acquisitions,

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 consists of Triad’s current provision 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
amount, an adjustment to income would be necessary.

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
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TRIAD HOSPITALS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—ACCOUNTING POLICIES (continued)

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. The cost
of general and professional liability coverage is based on insurance premiums paid and actuarially determined
estimates for deductibles. The cost for the years ended December 31, 2003, 2002, and 2001 was approximately
$88.0 million, $71.3 million and $41.7 million, respectively. Estimated liabilities for general and professional
liability risks are actuarially determined and discounted using an interest rate of 6%. The estimated liability was
$99.6 million and $71.1 million at December 31, 2003 and 2002, respectively.

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. Estimated liabilities for workers compensation were $15.4
million and $13.6 million at December 31, 2003 and 2002, respectively. Estimated liabilities for bealth claim
liability risk were $15.6 million and $14.9 million at December 31, 2003 and 2002, respectively.

There are many factors that are used in determining the estimates, including amount and timing of historical
payments, severity of individual cases and anticipated volume of services provided and discount rates for future cash
flows. Ultimate actual payments for workers’ compensation and general and professional liability risks may not
become known for several years after incurrence. Any factors changing the underlying data used in determining
these estimates could result in adjustments to the liability.

Reimbursable Expenses

Triad’s wholly-owned subsidiary, Quorum Health Resources, LLC (“QHR”) recognizes revenue based on a
contractually determined rate as services are performed, plus direct costs associated with the contract. The direct
costs relate primarily to 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 Financial Instruments

Statement of Financial Accounting Standards No. 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 accounts for its derivatives under Statement of Financial Accounting Standards No. 133 “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS 133”). 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),
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TRIAD HOSPITALS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—ACCOUNTING POLICIES (continued)

depending on whether the derivative 1s being used to hedge changes in fair value or cash flows. Triad’s policy is to
not hold or issue derivatives for trading purposes and to avoid derivatives with leverage features.

Business Combinations

Triad accounts for acquisitions under Statement of Financial Accounting Standards No. 141 “Business
Combinations” (“SFAS 141”). SFAS 141 requires that all business combinations be accounted for under the
purchase method of accounting, whereby all assets acquired, including identifiable intangibles and goodwill, and
liabilities assumed are recorded at fair value. Results of operations for entities acquired are included in the
consolidated results of operations beginning on the date of acquisition.

Discontinued Operations

Triad accounts for discontinued operations under SFAS 144. SFAS 144 requires that a component of an entity
that has been disposed of or is classified as held for sale after January 1, 2002 and has operations and cash flows that
can be clearly distinguished from the rest of the entity be reported as discontinued operations. In the period that a
component of an entity has been disposed of or classified as held for sale, the results of operations for current and
prior periods are reclassified in a single caption titled discontinued operations.

Stock-Based Compensation

Triad follows the disclosure provisions of Statement of Financial Accounting Standards No. 148 “Accounting
for Stock-Based Compensation ~ Transition and Disclosures” (“SFAS 148”). As of December 31, 2003 Triad has
two stock-based compensation plans, which are described more fully in NOTE 13. Triad accounts for these plans
under the recognition and measurement principles of APB Opinion No. 25 “Accounting for Stock Issued to
Employees” (“APB 25”) and related interpretations. APB 25 uses the intrinsic value method to account for options
granted to employees. Stock-based compensation is generally not recognized since the option price is typically equal
to the market value of the underlying common stock on the date of grant. On April 28, 2000, Triad granted 900,056
stock options 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
number of shares available. Shareholder approval was granted on May 23, 2000. Compensation expense was
recognized based on the difference between the market price of the common stock on the date the shareholder
approval and the market price of the common stock on the date of grant amortized over the vesting period. Triad
also has a Management Stock Purchase Plan (“MSPP”), which 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. Stock-based compensation of $0.2 million,
$0.2 million and $3.6 million was recognized in the years ended December 31, 2003, 2002 and 2001, respectively,
using the intrinsic value of the options. Triad has granted stock options to non-employees. Stock-based
compensation of $0.2 million, $0.2 million and $2.0 million was recognized for the years ended December 31, 2003,
2002 and 2001, respectively, using the fair value of the options on the date of grant. Non-cash option expense was
accelerated during the year ended December 31, 2001 due to the merger of Quorum Health Group, Inc. (“Quorum™)
with and into Triad on April 27, 2001 (see NOTE 13). The following table illustrates the effect on income from
continuing operations, net income and earnings per share if Triad had applied the fair value recognition provisions of
FASB Statement No. 123 “Accounting for Stock-Based Compeunsation” to all stock-based compensation, net of tax
effect (dollars in millions except per share amounts).
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1-—ACCOUNTING POLICIES (continued)

For the years ended December 31,

2003 2002 2001
Income from continuing operations, as reported.......c........... $ 994 $ 140.6 $ 31
Add: Stock option expense recorded .......c.coineniiiniienciinennnns 0.3 0.1 2.1
Less: Fair value stock Option eXpense.........couoieeiinicieieninene (17.8) (17.4) (20.2)
Pro fOrma ..ot s $ 819 $ 1233 $ (4503
Net income, as rePOIted .........cooiverirervinieire e eerenenes $ 952 $ 141.5 $ 2.8
Add: Stock option expense recorded ..........coeevicriininenenn. 0.3 0.1 2.1
Less: Fair value stock option eXpense..........coccecvrvreerenranenn. (17.8) 174 (20.2)
Pro fOrMa ..ot esees e eseeen $ 717 $ 1242 $ (15.3)
Basic income (loss) per share :
Income from continuing operations, as reported 3 135 $ 196 $ 005
Add: Stock option expense recorded .........c.ccereneririninincnn, 0.04
Less: Fair value stock option eXpense.......cccooverirecerrrennenrnn. (0.24) (0.24) (0.35)
Pro fOrmMa ....c.o.oiiiiee e, § 1.1 § 172 $_(0.26)
Net income, as reported .......coveierreeeecrnrrneecrrsneimnnnsersnens $ 129 $ 197 $ 004
Add: Stock option expense recorded ........c.occocevrriinirineninens - --- 0.04
Less: Fair value stock option eXpense.........coeverveerecrernienens (0.24) (0.24) (0.35)
Pro fOrMa ..ovoveiiis ettt e $ 105 § 1.73 $ (027
Diluted income (loss) per share
Income from continuing operations, as reported.................... $ 132 $ 188 § 005
Add: Stock option expense recorded ........ooveerieiiiiiiinnnn, --- 0.04
Less: Fair value stock Option eXpense........cvovvrerrrrvcrnrerarenins (0.23) (0.20) (0.35)
Pro fOIma ..cccoeiee et §__1.09 5 168 $_(0.26)
Net InCome, a8 rePOIEd ..o.voveveiiriireeieeerevereeee e eeee e $ 126 $ 1.89 $ 005
Add: Stock option expense recorded ..., --- 0.04
Less: Fair value stock 0ption EXpense........ocvvivirirrnveriaens (0.23) (0.20) (0.34)
Pro fOXME ....cvriirirrieiccrrcsuetectee e ens e ccneana e S 103 3 169 $ (0.25)

The fair values of stock options granted used to compute pro forma income (loss) disclosures were estimated on
the date of grant using the Black-Scholes option pricing model based on the following welghted average assumptions
for the years ended December 31:

2003 2002 2001
Risk free interest rate .......cooecvvvienecceenircrenernnivenas 2.70% 4.09% 4.86%
Expected life ..o 5 years 5 years 5 years
Expected volatility ......coovvivcrecrnieneniiiceieene e 38.1% 54.9% 58.9%
Expected dividend yield........ccocoonievniiiiinnnnnne -

Recent Accounting Pronouncements

Triad adopted Statement of Financial Accounting Standards No. 145 *Rescission of FASB Statements No. 4,
44, and 64, Amendment of FASB Statg:ment No. 13, and Technical Corrections” (“SFAS 145”). SFAS 145 rescinds
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1—ACCOUNTING POLICIES (continued)

Statement of Financial Accounting Standards No. 4 “Reporting Gains and Losses From Extinguishment of Debt”.
SFAS 145 requires any gains ot losses on extinguishment of debt that were classified as an extraordinary item in
prior periods that do not meet the criteria in Accounting Principles Board Opinion No. 30 “Reporting the Resuits of
Operations — Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions” (“APB 30”) for classification as an extraordinary item shall be
reclassified into income from continuing operations. The impact of adoption of SFAS 145 reduced income from
continuing operations by $3.2 million for the year ended December 31, 2001 through the reclassification of the
extraordinary loss on retirement of debt (see NOTE 9).

Triad adopted Statement of Financial Accounting Standards No. 146 “Accounting for Costs Associated with
Exit or Disposal Activities” (“SFAS 146”), on January 1, 2003. SFAS 146 addresses the accounting for costs
associated with exit or disposal activities and nullifies Emerging Issues Task Force Issue No. 94-3 “Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring)”. Triad’s adoption of SFAS 146 did not have a material impact on its results of
operations or financial position.

Triad adopted Financial Accounting Standards Board Interpretation No. 45 “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 45”) on
January 1, 2003. FIN 45 states that the fair value of certain guarantee obligations be recorded at the inception of the
guarantee and clarifies disclosures required for guarantee obligations. The initial recognition provisions of FIN 45
were applicable on a prospective basis to gnarantees issued or modified after December 31, 2002. Triad’s adoption
of FIN 45 did not have a material impact on its results of operations or financial position.

In May 2003, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 149 “Amendment of Statement 133 on Derivative Instruments and Hedging Activities” (“SFAS 149”). SFAS
149 amends and clarifies financial accounting and reporting for derivative instruments and for hedging activities.
Triad adopted SFAS 149 on July 1, 2003. Triad’s adoption of SFAS 149 did not have a material impact on its
results of operations or financial position.

Triad adopted Statement of Financial Accounting Standards No. 150 “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity” (“SFAS 150™) on July 1, 2003. SFAS 150
establishes standards for classifying and measuring as liabilities certain financial instruments that embody obligations
of the issuer and have characteristics of both liabilities and equity, such as redeemable preferred stock and certain
equity derivatives that frequently are used in connection with share repurchase programs. The adoption of SFAS 150
did not have a material impact on Triad’s results of operations or financial position. On November 7, 2003, the
Financial Accounting Standards Board voted to defer for an indefinite period the application of SFAS 150 to
classification of noncontrolling interests of limited-life subsidiaries. The deferral did not have a material impact on
Triad’s results of operations or financial position.

NOTE 2—ACQUISITIONS

On December 1, 2003, Triad completed the acquisition of four hospitals in Arkansas from subsidiaries of Tenet
Healthcare Corporation for a purchase price of $142 million in cash and $2.5 million of transaction costs less the
assumption of $2.2 million of net current liabilities.

On December 1, 2003, Triad entered into a transaction with a not-for-profit hospital in Palmer, Alaska. Triad is

the majority partner owning approximately 76% of the venture with the not-for-profit owning the remainder. Triad
contributed $25 million (including $23.5 million in cash) to the venture and the not-for-profit partner contributed its
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 2—ACQUISITIONS (continued)

current facility to the venture. The venture intends to construct a replacement facility that is expected to cost
approximately $88 million.

On December 1, 2003, Triad entered into a lease for the real property and operations of an acute care hospital in
Woodward, Oklahoma. Triad also acquired the net working capital and equipment for approximately $5.5 million in
cash and a $1.1 million note. The note is payable over seven years at an interest rate of 5%.

On October 1, 2003, Triad entered into a transaction with a not-for-profit hospital in Springfield, Oregon. Triad
owns 80% of the venture. Triad contributed $20 million (including $13 million in cash) to the venture and the not-
for-profit partner contributed its current facility to the venture. The venture intends to construct a replacement
facility for approximately $85 million.

The purchase prices of these entities were allocated to assets acquired and liabilities assumed based on
estimated fair values. Triad has obtained preliminary independent appraisals on certain entities of acquired property
and equipment and identifiable intangible assets and their remaining useful lives and made estimates of fair values
based upon historical experience for other entities. Triad continues to review and evaluate the fair value of these
assets and liabilities assumed. Therefore, the allocations of the purchase prices are 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 acquisitions are summarized below (in millions):

CUITENE ASSELS ... vveveereirererierarirossse e reseseiasbsesessssasasascasassssessasssesnsnsses $ 392
Property and eqUIPIIENL .......cccoveriiirieierrier et sres 163.5
GOOAWILL ooviiriiierer ettt et 371
INtangible ASSELS ......coeciiiiiiiiiieri it 5.9
Oher @SSEES c..eeveriieiiiriei et ne et ste et ee e p e e s a e 5.8
Current HabIHEIES .....vvviveririe e eve et vecestne e eaenea s eeveeneas (17.4)
MINOTILY INEETESIS ..e.uvreeieeeveiierererseeenreereeerenener st esireneesnereressnons seseneeenses (48.9)
Long-term debt.....cccooirereiriiriiieenee et e e 0.1)

$ 1851

Acquired intangible assets totaled $5.9 million, of this amount $4.7 million was assigned to trade names that are
not subject to amortization and $1.2 million was assigned to medical group employment contracts that will be
amortized over two years.

The acquired goodwill totaling $37.1 million was assigned to the owned operations segment, of which
approximately $23.7 million is expected to be deductible for tax purposes.

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 acquisition. The pro forma results do not
purport to be indicative of the results that would have actually be 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).




TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—ACQUISITIONS (continued)

2003 2002
REVENUES oot eeees s etee e $ 4,241.3 $ 3,875.2
Income from continuing operations .............. $ 989 $ 1646
NEtINCOME ..vvevrererererirereeriresesnsesrsennersaeaeens § 946 $ 1655
Basic income per share
Income from continuing operations .............. $ 135 $ 230
NEt INCOIME .vvereiiirirerie s se e eneaes $ 129 $ 231
Diluted income per share
Income from continuing operations .............. $ 1.31 $ 219
NEt INCOME .oevirecverrrerereee et $ 125 § 221

NOTE 3 - GOODWILL AND INTANGIBLE ASSETS

The goodwill allocated to Triad’s reportable segments 1s as follows (in millions):

Owned Management Corporate
Operations Services and Other Total
Balance as of January 1, 2003 ..., $  1,139.7 $ 58.8 3 19.9 $ 12184
Goodwill acquired ........ocoocveviviiiiiicnccicnes 37.2 - 372
Goodwill written off related to sales............... (2.5) - . (2.5)
Balance as of December 31, 2003 ................. $_ 11744 $ 58.8 $ 19.9 $ _1.253.1

Intangible assets subject to amortization relate primarily to management contracts acquired in the management
services segmeni. Amortization expense of intangible assets that still require amortization under SFAS 142 was $5.9
million, $6.0 million and $4.2 million for the years ended December 31, 2003, 2002, and 2001, respectively.

Estimated amortization expense relating to these intangible assets over the next five years are as follows (in
millions):

2004 $6.0
2005 e $6.0
2006 $5.4
2007 it $5.4
2008t e e $5.3

The gross carrying amount and accumulated amortization of amortizable intangible assets at December 31, 2003 and
2002 are as follows (in millions):

2003 2002
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Management CONtracts ........ccvvenens $ 790 $ (14.0) $ 790 $ (8.8
Other ... 2.3 0.5) 3.5 (1.7)
Total oo $ 813 $ (14.5) $ 825 $ (10.5)
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 3 - GOODWILL AND INTANGIBLE ASSETS (continued)

At December 31, 2003 the carrying amount of intangible assets assigned to trade names that are not subject to
amortization is $4.7 million.

As required by SFAS 142, results of operations for the year ended December 31, 2001 have not been restated
for the change in goodwill amortization. The following table sets forth the effect on income from continuing
operations, net income and earnings per share excluding goodwill amortization which was recognized in the year
ended December 31, 2001 (dollars in millions, except per share amounts).

For the Years Ended December 31,
2003 2002 2001
Income from continuing operations, as reported.........c.ccccoeeinn $ 994 $ 140.6
Add back goodwill amortization, net of income tax ........c.coven. --- p—
Adjusted income from continuing operations
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Income (loss) from discontinued Operations..........cccococcvvirininnen, (4.2) 0.9 (0.3)
AdJUSIEd NEL INCOMIE <v-vvvvevesieeeeeereeei sttt ere e e § 952 $ 1415 $ 325
Income (loss) per share
Basic
Income from continuing operations, as reported...........cccovne. $ 135 $ 196 $ 0.05
Goodwill amortization, net of iNCOME taX.......o.ooveevvvvrrerreinennnn - --- 0.51
Adjusted income from continuing operations...............cccoevrnne 1.35 1.96 0.56
Income (loss) from discontinued Operations.........cooccvvveeennin. (0.06) 0.01 (0.01)
Adjusted Net INCOME........ouivivieverireeeeeeree e nens $ 129 $ 1.97 $_ 055
Diluted

Income from continuing operations, as reported ..., $ 132 $§ 1.88 $ 0.05
Goodwill amortization, net of income tax
Adjusted income from continuing Operations.........c..c.coeveeevinn

__;
[
]
-
0
=
o
n
&

Income (loss) from discontinued operations .........c.ccoceveeeenane, (0.06) 0.01 -
Adjusted Net INCOME. .....coovarirreeiiirieeircererisreie e 1.26 $ 1.89 $ 0.54

~NOTE 4 - DISCONTINUED OPERATIONS

On December 11, 2003, Triad disposed of its interest in Cambio Health Solutions, LLC (*Cambio”), a
subsidiary of QHR. The proceeds consisted of $2.0 million in cash, less approximately $0.7 million for working
capital, a $3.0 million note and an estimated $1.5 million earn out over the next three years. A gain from the
disposition of $1.7 million was recognized in the fourth quarter of 2003, which included a $3.0 million settlement
relating to the value of a minority shareholder’s interest. Management determined that disposing of its interest in
Cambio would be the best strategic fit for the organization due to Cambio’s focus on short-term engagements,
QHR’s focus on long term relationships, and Triad’s strategy of partnering with not-for-profit hospitals. Cambio was
a component of the management services segment.

In December 2003, Triad entered into a definitive agreement to sell El Dorado Hospital, in Tucson, Arizona for
approximately $33.2 million plus working capital. Triad closed uader the definitive agreement in January 2004.
Triad recorded a $2.2 million impairment charge in the fourth quarter of 2003 to adjust the carrying value of the
assets to the seiling price. The sale of El Dorado Hospital, which is in the northeast Tucson area, will allow
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TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 4 - DISCONTINUED OPERATIONS (continued)

management to focus on strategic opportunities in the rapidly growing northwest Tucson area. El Dorado Hospital
was a component of the owned operations segment.

In December 2003, Triad entered into a letter of intent to sell its acute care hospital in Terrell, Texas for
approximately $3.4 million in notes receivable plus working capital. A definitive agreement was executed in
February 2004. Triad anticipates closing under the definitive agreement in the second quarter of 2004. Triad
anticipates recording a deferred gain on the sale of the facility. The gain would be recognized ratably as the note
payments are received. Management determined that the financial performance of this facility did not warrant the
capital expenditures necessary to upgrade the facility. The facility is a component of the owned operations segment.

The assets and liabilities of these entities are presented in the consolidated balance sheets under the captions
“Discontinued operations assets” and “Discontinued operations liabilities”. The carrying amounts of the major
classes of these assets and liabilities at December 31 were as follows:

2003 2002
Assets
ACCOUNTS TECEIVADIE, NEL......iveiiiriirineirerannrreiatetesseserssesessesesssssraeessnsasensns $ 132 § 116
INVEINEOTIES ..ottt sn ettt snens 2.8 3.1
Other CUITENE ASSBLS ...evveiirieriererieiete ettt st se s e se et re e sre st re e 20 2.0
Property and eqUIPIENt, NEL......occvririrererrerii et srereee st esessesnessesaesessssasne 32.6 36.6
GOOAWILL.....iiiiiiiiiiieiee et ettt sas e e e 0.6 5.1
Oher @SSEES .oueiuiiiieeiet ettt sttt ettt eene 0.2 o
Total discontinued OPETAIONS ASSELS ....c.c.cccorrireriorrireerrtrierereraiesesaensesesesnseenes $_514 $ 584
Liabilities
AcCOUNtS PAYADIE ......covcniiiiieiiiii e $ 35 $ 26
ACCIUEA SAIATIES ...eovviiiit ettt et e e 2.5 35
Current portion long-term debt...........ccoviiniiininiiniire 0.3 03
Other current Habilities.........ccvocvriericreinienerineirereseseneee s e st sraena 2.6 1.9
Long-term debi.. ..o e 0.3 0.5
Total discontinued operations Habilities..........c.ocvreevereieririnieie e § 92 § 88

Revenues and income (loss) for the entities are included in the consolidated statements of operations as “Income
(loss) from discontinued operations, net of tax”. The amounts as of December 31 were as follows:

2003 2002 2001

REVENUES ..iviveeiiiiieeiiierceeere et ves s e $ 100.2 $100.2 $ 904
Pretax income (loss) from operations ..........ccocveeevenrninn, (3.6) 1.5 0.3)
Income tax (provision) benefit..........ccoovveviririeneierenan, 1.3 {0.6) ---
2.3) 0.9 0.3)

Impairment charge, net of tax benefit of $0.0 million ...... 2.2) --- ---
Gain on disposal, net of tax provision of $1.4 million...... 0.3 -
$ (42 $ 09 $_ (03

NOTE 5—SALES AND CLOSURES

On November 1, 2001, Triad sold an acute care hospital in Phoenix, Arizona for $35.3 million, including working
capital. A gain of $22.0 million was recorded in the year ended December 31, 2001. This facility had
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 5—SALES AND CLOSURES (continued)

revenues of $58.3 million for the year ended December 31, 2001. This facility had pre-tax income of $0.3 million
for the year ended December 31, 2001,

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.

In February 2000, Triad closed its acute care hospital in Roseburg, Oregon. The remaining assets of this
facility were sold in September 2002 for $2.4 million. A minimal loss on the sale was recorded in 2002.

NOTE 6—INCOME TAXES

The income tax provision for the years ended December 31, 2003, 2002 and 2001 consists of the following
(dollars in millions): »

2003 2002 2001

Current:
FAEIAL ..ottt ettt ettt ettt s $(A3.008 - $ (02)
SHALE ...t ettt e et ee e e et et et ettt e e eaaeere e tra ettt e raenaesabaeenats 4.3) (9.9) 2.7
Deferred
FeAETAl . ooieieieee ettt ettt sbe e e (43.3) (B1.9) (36.5)
SHALE 1ottt ettt ettt e et e et eba e sre et et e ereeeae bt ereersan nreas 5.0 1.8) a.1)

$ (65.6) $ (93.6) $(405)

Triad also had tax (provision) benefit from discontinued operations of $(0.1) million and $0.6 million in the
years ended December 31, 2003 and 2002. The tax impact from discontinued operations for the year ended
December 31, 2001 was insignificant.

A reconciliation of the federal statutory rate to the effective income tax rate from operations follows:

2003 2002 2001

Federal Statilory Tae ...o.ocieiiierenieneeiee et s 350% 35.0% 35.0%
State income taxes, net of federal income tax benefit.........ccccoovvviiinniieriniiienn 2.5 33 2.5
Coordinating adjuStNEIIS ... ..oieireririerrirercrir et et eereeeneerbe e sene st sieesrae e sens --- 11.0
Non-deductible goodwill amortization/write-off ..., 0.5 22.6
Non-deductible impairment charges ..........c.ococ oo --- --- 15.3
Non-deductible ESOP eXPense......cc.coievriiiiirenreriinienirenceaennreseneeenenes e 1.2 1.2 52
OhEr HEIMS, MEL....c.civevieeve et eie ettt eert e et eteesreseresbeesaeeraesersessestrassse sreenssessnsenns _0.6 0.3 14
Effective INCOME tAX TAE ...ccverriiereeeitisie ittt et erebesesae b e seaa b seseneanas 39.8% 400% 93.0%

A summary of the items comprising the deferred tax assets and liabilities at December 31 follows (dollars in
millions):
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NOTE 6—INCOME TAXES (continued)

2003 2002
Assets Liabilities Assets Liabilities

Depreciation and fixed asset basis differences ...........cccoecrinrrcnnnnn, $ - % 1409 $ - $ 1188
Accounts and other 1eCeiVables ..o ecrnenenrnerenas 19.1 37.1 -
Net operating 10ss CarryfOrwards ..........ooevvveiveiiieiieenieseinresieeseeeecreenns 13.2 --- 19.3 -
Professional Hability TISKS.......ccviiiiiieriiniiiieneeecrrnesrasse e s seeanens 47.7 16.1 ~==
COMPENSATION TESETVES c..vvvvreereerreaririteereeeresreestessteseessnassaesaesserssnessessnes 25.3 - 25.6 -—-
Amortization and intangible asset basis differences .........c....iocvereenen, - 925 --- 49.1
Tnvestment basis difference.........c.ooeveeieivriciiici e - 71 - 5.5
OHRET .ttt e st b s ssa b st sts e s st ata e st anbenbassassarsensearons --- 2.0 — 12.5

105.3 242.5 98.1 185.9
Valuation alloWanCesS.........cccvieiiiiinrirniereiie s ctesieesiseseteseasnsressesesens (1.0) (1.0)

wu&mm&

As part of the spin-off, HCA and Triad entered into a tax sharing and indemnification agreement (see NOTE
17). 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 $36.5 million and $62.3 million at December 31, 2003 and 2002, respectively, are
included in current assets. Noncurrent deferred income tax liabilities totaled $174.7 million and $151.1 million at
December 31, 2003 and 2002, respectively. Current and noncurrent deferred taxes totaled $138.2 million and $88.8
million net deferred tax liability at December 31, 2003 and 2002, respectively.

At December 31, 2003, state net operating loss carryforwards (expiring in years 2004 through 2023) available
to offset future taxable income approximated $466.4 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 aviilable
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, 2003 and 2002.

NOTE 7-—IMPAIRMENT OF LONG-LIVED ASSETS

In February 2004, Triad entered into a definitive agreement to sell the assets of its hospital in Alice, Texas for
approximately $18 million. This was the scenario used in the impairment evaluation as the probability weighted cash
flows for this facility as of December 31, 2003. An impairment of $16.3 million was recorded in the year ended
December 31, 2003 to reduce the book value of this facility’s assets to its estimated sales price. This facility is in the
owned operations segment. Revenues for this facility were $38.9 million, $35.7 million and $37.3 million for the
years ended December 31, 2003, 2002 and 2001, respectively. This facility had pre-tax losses of $8.7 million, $8.8
million and $6.4 million for the years ended December 31, 2003, 2002 and 2001, respectively. Triad antlclpates that
this facility will be reclassified to discontinued operations in the first quarter of 2004.

Through December 31, 2001, Triad followed the provisions of 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), which addressed 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 provided guidance for
recognizing and measuring impairment losses. SFAS 121 was superceded by SFAS 144 on January 1, 2002. The
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NOTE 7—IMPAIRMENT OF LONG-LIVED ASSETS (continued)

statement required that the carrying amount of impaired assets be reduced to fair value. All impairments relate to the
owned operations segment.

During the year ended December 31, 2001, Triad recorded impairment losses of $21.2 million related to one
hospital facility where the recorded intangible asset values were not deemed recoverable based upon operating
results, trends and projected 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. This facility was sold during the year ended December 31, 2002 (see
NOTE 3).

NOTE 8 ~ INVESTMENTS

Triad owns equity interests of 27.5% in Valley Health System LLC and 26.1% in Summerlin Hospital Medical
Center LLC. Universal Health Systems has the majority interest in Valley Health System LLC and Summerlin
Hospital Medical Center LLC. Triad owns an equity interest of 38.0% in Macon Healthcare 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):

Balance Sheet December 31,
2003 2002
CUITENE BSSELS ....ooveevee e veoeriesssssereseressssesnsssnsnssessseness $157.3 $156.2
INON-CUITENT ASSELS 1ovvrererrrererirerrerreeerieensreresveeseresesseesanes 518.6 4498
$675.9 $606.0
Current Habilities .....oovevvrieiiiecerceverirrecveieceeverennen $ 53.0 $ 55.1
Non-current Habilities.....c....ooivveriiiviveeiee e csve e 27 2.9
Members’ eqQUILY......coovu i evereiciorerre e e 620.2 548.0
$675.9 $606.0
Income Statement For the yvears ended December 31,
2003 2002 2001
REVENUES oottt 784.8 733.2 666.4
Net INCOME ..ovovvreiirieeriie et eeeee e 71.9 63 66.8
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NOTE 9—LONG-TERM DEBT

Components of long-term debt at December 31 (in millions):

Carrying Amount Fair Value
2003 2002 2003 2002
Revolving Credit Ling .......cvcvvvviiinivvcecee e, $ - 3 -~ $ -~ 3
Tranche A term Ioan ..o 126.6 225.0 126.6 225.0
Tranche B term 10an ..........cccoeevviiiveecie et 424.1 542.5 424.1 542.5
8%% SENIOr NOTES ...oovveeiviiiiieeieiccetie e cetee et ere s esae s 600.0 600.0 650.3 639.8
7% Senior Subordinated NOES .......c..ocreeireiiiiieiiniseesieereaninanns 600.0 --- 606.8
11% Senior Subordinated NOtES ...........ccovvvviiiiiveiicereirieeireenn, 42 318.8 4.4 356.3
OUBET oot ettt 4.6 49 5.2 54
1,759.5 1,691.2 $1.8174 $1,769.0
Less current POTtion .......c.c.cveveruereercerceriecnenc e e 74.5 72.8
$1,6850 $1.6184

On October 27, 2003, Triad commenced a cash tender offer and consent solicitation to purchase any and all of
its $325.0 million aggregate principal amount of 11% senior subordinated notes due 2009 and amend or eliminate
substantially all the restrictive covenants in the related indenture. On November 12, 2003, Triad purchased
approximately $320.8 million of the 11% notes, which had been previously tendered. Triad paid tender premium
and consent payments of approximately $32.8 million on its 11% notes and effectuated the amendments to the 11%
notes indenture. The tender offer expired on November 24, 2003. Approximately $4.2 million of Triad’s 11%
senior subordinated notes due 2009 were not tendered prior to the expiration date and remain outstanding. Triad
recorded a charge to earnings in the fourth quarter of 2003 for the tender premium, consent solicitations and other
fees paid and the write-offs of unamortized discount and deferred loan costs of approximately $39.9 million.

On November 12, 2003, Triad issued $600.0 million of senior subordinated notes bearing interest at 7% with
principal amounts due in 2013. The 7% notes are callable, at Triad’s option, beginning in 2008 and are callable
earlier at Triad’s option by paying a make-whole premium. The notes are not guaranteed by Triad’s operating
subsidiaries. Triad incurred approximately $15.3 million in debt issue costs related to the issnance of the notes,
which will be amortized over the period the notes are outstanding. Triad used a portion of the proceeds of the notes
to pay for the tender of the 11% notes, the issue costs of the 7% notes and to repay an aggregate principal amount of
$150 million of Tranche A and Tranche B term loans. The remaining proceeds were used for general corporate
purposes including the acquisitions discussed in NOTE 2.

The Tranche A term loan presently bears interest at LIBOR plus 2.0% (3.14% at December 31, 2003) with principal
amounts due through 2007, the Tranche B term loan presently bears interest at LIBOR plus 3.0% (4.14% at
December 31, 2003) with principal amounts due through 2008, the senior notes bear interest at 8.75% with principal
amounts due in 2009, the 7% senior subordinated notes principal amounts are due in 2013 and the 11% senior
subordinated notes principal amounts are due in 2009. The 11% senior subordinated notes are callable, at Triad’s
option, in May 2004, the 7% senior subordinated notes are callable, at Triad’s option, in November 2008 and the
8%% senior notes are callable, at Triad’s option, in May 2005. At December 31, 2003 Triad had a $250.0 million
line of credit which bears interest at LIBOR plus 2.0%. No amounts were outstanding under the revolving credit line
at December 31, 2003. The revolving credit line matures in 2007. Triad had $28.7 million of letters of credit
outstanding at December 31, 2003, which reduce the amount available under the revolving credit line. The LIBOR
spread on the revolving credit line, including letters of credit outstanding under the revolving credit line, and Triad’s
Tranche A term loan is subject to reduction depending upon the total leverage of Triad. Subsequent to December
31, 2003, Triad reduced the interest rate on its Tranche B term loan, by an amendment to its bank credit facility, to
LIBOR plus 2.25%. The LIBOR spread is subject to further reduction to LIBOR plus 2.0% depending upon the
total leverage of Triad.

F-22




TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 9—LONG-TERM DEBT (continued)

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 facilities acquired in the merger with Quorum in 2001. 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. In
September 2003, Triad completed an amendment to its bank credit facility which favorably modified restrictions on
new indebtedness, capital expenditures, asset sales, investments and various other matters. The indentures governing
Triad’s other long-term debt also contain covenants restricting the incurrence of indebtedness, investments,
dividends, asset sales and the incurrence of liens, among other things. Triad currently is in compliance with all debt
agreement covenants and 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 which could result in other
debt obligations of Triad also becoming due and payable.

As discussed above, Triad recorded $15.3 in debt issue costs related to the issuance of the 7% senior
subordinated notes in the year ended December 31, 2003. Triad recorded $1.5 million of deferred loan costs in
connection with a credit agreement amendment during the year ended December 31, 2002. These costs are being
amortized using the effective interest method over the lives of the related debt. Accumulated amortization of debt
issue costs was $21.4 million and $17.0 million as of December 31, 2003 and 2002, respectively.

As a result of debt financing with the Quorum acquisition, Triad incurred $3.9 miltion of refinancing transaction
costs from the write off of associated debt issue costs in the second quarter of 2001. During the fourth quarter of
2001, Triad incurred $1.3 million of refinancing transaction costs from the write off of debt issue costs associated
with the early retirement of indebtedness incurred in the Quorum transaction.

Triad uses varying methods and significant assumptions to estimate fair values of long-term debt (see NOTE 1).

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

2004 oo b $ 74.5
2005 oottt e 82.3
2000 ..o 91.6
2007 oot e e 193.2
2008 ..o s 113.3
Thereafter...c...oovevvieiieeeee e, 1.204.6

$ 1.759.5

Triad’s 11% senior subordinated notes and 8%% senior notes are guaranteed by all wholly owned operating
subsidiaries of Triad (the “Guarantor Subsidiaries”). The guarantee obligations of the Guarantor Subsidiaries are
full, unconditional and joint and several. Triad’s non-wholly owned operating subsidiaries do not guarantee the
notes (the “Non-Guarantor Subsidiaries”).

Condensed 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
Subsidiaries are as follows:




TRIAD HOSPITALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 9—LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Operations
For the year ended December 31, 2003
{Dollars in millions)

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

REVENUES ..ottt cees e e $ $ 32339 § 6403 $ 8.3 § 38659
Salaries and benefits........ccccevvverrieiieniinniiiieees v 0.4 1,259.4 317.3 - 1,577.1
Reimbursable expenses . - 51.6 --- - 51.6
Supplies. ..o --- 5126 91.8 - 604.4
Other operating expenses ......... 0.1 565.1 121.9 - 717.¢
Provision for doubtful accounts .. - 3413 559 397.2
Depreciation ......ccacocecrneans - 143.4 27.1 170.5
Amortization ... - 59 -~ 59
Interest expense allocated.. (130.0) 1223 7.7 - -—-
Interest expense, net............. 134.8 (3.3) 0.4) - 1311
Refinancing transaction costs... 39.9 - - 39.9
ESOP expense .......ccoovvvnnenns 8.5 .- 8.5
Management fees ...... - - 83 (8.3) -
Gain on sales of assets............. (1.4) - (1.4)
Impairment of long-lived assets .. 16.3 - 16.3
Total OPErating EXPEMSES .ovuiuirerinrueeeriacssieanteseseresesnssesesnense 537 3.043.2 629.6 8.3) 37182
Income (loss) from continuing operations before minority

interests, equity in earnings and income tax provision....... 53.7) 190.7 10.7 - 147.7
MINOTILY INEETESTS ..oviier ittt - (8.2) 0.1 - (8.1)
Equity in earnings of affiliates ... 214.5 36.2 - (225.3) 25.4
Income from continuing operations before income tax

PLOVISION ..ottt e 160.8 218.7 10.8 (225.3) 165.0
INcome tax ProvISION ......ciccvriicenmiciniecriein e ssie s (65.6) - — --- (65.6)
Income from continuing OPErations..........ccvviiinicneicrinn 95.2 218.7 10.8 (225.3) 994
Loss from discontinued Operations. ..., eeeerevenrirnenearenne o 4.2) 4.2)
NELINCOME oo iensceis et st sseseae e saeas s ss e easacns $ 95.2 $ 2145 $ 10.8 $_ (2253 3 ___952
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NOTE 9—LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Operations
For the year ended December 31, 2002
(Dollars in millions)

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

REVEIUES ..veeeeeiiirsievareaeevsiesesasssseetessstasbanasaeseessssonasrsessrnses $ - $ 28652 $ 583.5 $ 7.8 3 3,440.9
Salaries and benefits.......coooveninniinin e S ‘ 0.4 1,157.1 284.7 - 1,442.2
Reimbursable EXPenses .......ccccoiviiiiiiininsnie i - 54.7 - 547
SUPPUES. .o evreiricriirereneererenieseiscessas e reer e veseaeseesesresesesesennieses - 447.1 83.7 - 530.8
Other operating expenses 2.1 5155 106.7 - 624.3
Provision for doubtful accounts ... - 2213 39.6 - 266.9
DePreciation ......cccoviiiicniiiirinis et - 133.1 24.8 - 1579
AmOrtization ... - 5.6 04 - 6.0
Interest expense allocated (147.7) 137.9 9.8 -
Interest expense, net 136.4 5.0) 05 - 134.9
ESOP expense.......... 10.8 - - --- 10.8
Management fees .......covviriiicncnn i - - 7.8 (7.8) ——
Litigation Settlements .....ccouvcicireieieees e 4.5) -- 5.9 (10.4)
Gain on sales of assets..... o (4.2) (0.3) - “.5)
Total operating expenses Q.5 2.669.1 551.8 7.8 ____ 32136
Income (loss) from continuing operations before minority

interests, equity in earnings and income tax provision....... (0.5) 196.1 31.7 - 227.3
Minority interests . (10.9) 3.9) - (14.8)
Equity in earnings of affiliates 235.6 49.5 - (263.4) 21.7
Income from continuing operations before income tax

PLOVISION wotvineieienieereniree et eseaesrases et e coreeseeastonsens 235.1 2347 27.8 (263.4) 2342
INCOME taX ProVISION ...cocieieiicerie et (93.6) — e — (93.6)
Income from continuing OPErations..........ccvvvvvevereicirnievnenns 1415 234.7 27.8 (2634) 140.6
Income from discontinued operations, net of taxX .........cven.e. — 09 0.9
NEUIDCOME 1ovvririvreverriesesrirsssesasasasass s ssasrsassorsssssssssssssonsss $ 1415 $ 2356 § 278 3 (2634) § 141.5
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9—LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Operations

For the year ended December 31, 2001

(Dollars in millions)

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

REVENUES ....coovveerinieicreieiricceniccen ittt sres e eseseressaneasnes $ -~ $ 22098 § 371.4 $ 21 s 2,579.1
Salaries and benefits..........coooecrniniini 5.6 901.2 180.4 1,087.2
Reimbursable expenses ..........occoviiivniinccccnicniinn, - 39.0 - - 39.0
SUPPHES....coveiniiicreiimis st srre e eereees 341.0 54.8 . 395.8
Other operating expenses . 0.1 414.3 66.2 --- 480.6
Provision for doubtful accounts ... - 206.4 26.7 2331
DEPIECIBION ...ttt - 113.8 17.4 - 131.2
Amortization - 322 32 - 354
Interest expense allocated............covvivicveniiccvernccceenn, (5.2) 52
Interest EXPense, NEt.......c.co.ccerivieriienirenieiieie e nerencniaiens 127.4 (1.5) 0.1 - 126.0
Refinancing transaction costs.. 52 - 52
ESOP EXPENSE ..ouvrvvrisernens st eassssems sisessesseseasase s 9.3 - 9.3
Management fEES .......cccccvvieeiiieinrritr e e eseaesenes - 2.1 2.1
Gain on sales of assets............. -- (23.1) - - (23.1)
Impairment of long lived assets., - 23.1 - — 231
Total OPErating EXPENSeS ......ocvvcviiieiineicmrieesiesvernrnae 147.6 2,041.2 356.1 (2.1) 25428
Income (loss) from continuing operations before minority

interests, equity in eamnings and income tax provision....... (147.6) 168.6 15.3 36.3
MiInority INTETESS ...ovverereriemrercmreriirrerenrr e --- (7.6) 0.4 - (1.2)
Equity in earnings of affiliates 190.9 30.2 (206.6) 145
Income from continuing operations before income tax 433 191.2 15.7 (206.6) 43.6

PIOVISION Lvouveiiiniicicnis ittt ieicane s nbe e nrene e sesieee
Income tax PrOVISION ........ccevivereriieeiinee et (40.%) - e - (40.5)
Income from continuing Operations.........c.ccoevvvcenvcarneinrnee 2.8 191.2 15.7 (206.6) 3.1
Loss from discontinued operations, net of taX......c..ccoecerececn. = 0.3) 0.3)
NELINCOME cecvvvercerirnsicreteiion e cssns e sescsarsrssasseseransesn $ 28 §___ 1909 § 15.7 3 (206.6) $ 2.8
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NOTE 9 - LONG-TERM DEBT (continued)

Condensed Consolidating Balance Sheets
December 31, 2003
(Dollars in millions)

Triad Guarantor Non-Guarantor

Hogspitals. Inc. Subsidiaries Subsidiaries Eliminations Consolidated
Assets
Current assets

Cash and cash equivalents.... e $ $ 6.2 $ 9.0 $ 3 15.2
- Accousnts receivable, net ... . e 485.0 122.0 - 607.0
Other CUITENT ASSELS ..vviiurieriiecrrecrrerieareiarereesseesesessenssssesnsns 46.8 175.2 39.3 1.7 253.6
Discontinued Operations asselS.........covvvrrvevinsvinivessririrones 514 514
TOtal CUITENT ASSEIS....viciirerirericieireitre e ecresseasrcesearanaesnessans 46.8 717.8 170.3 (1.7) 927.2
Net property and equipment, at COSt....cvoiierriiiiieicmrniinininnns - 1,785.2 3834 2,168.6
GOOAWILL..vcicreiei e e e 1,200.9 522 1,253.1
Intangible assets ......... 71.5 715
Investmenis in subsidiaries 1,952.0 675.2 - (2,436.1) 191.1
1,957.0 (1,857.0) -
62.6 70.8 1452 (154.7) 1239

$ 40184 $__ 45214 b 7511 3 (45555) $ 47354

Liabilities and Equity

Current [iabilities .........coovvvmrveimmmiiircicerciiceecc i $ 82.5 3 358.1 $ 58.9 $ (1.6) $ 4979
Discontinued operations liabilities. “ 9.2 9.2
Due to affiliates........ccoovvreerevinernns . 1,806.3 150.7 (1,957.0) -
Long-term debt........cc...... . 1,681.6 158.1 6.1 (160.8) 1,685.0
Deferred taxes and other liabilities.........ccoocvvrrrvcvninnne. 178.0 114.8 -— 292.8
Minority interests in equity of consolidated entities.............. -~ 122.9 513 - 174.2
BQUILY et s 2.076.3 1.952.0 484.1 (2.435.1) 2.076.3
Total liabilities and EGUILY .....orvveienrmrereerncr e ecerrnnionens § 40184 . 45214 k3 7511 $__(4,555.5) $ 47354
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NOTE 9 - LONG-TERM DEBT (continued)

Condensed Consolidating Balance Sheets
December 31, 2002
(Dollars in millions)

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

Current assets
Cash and cash equivalents..........coocooeeniiininiinnienns $ $ 59.4 $ 8.9 $ $ 68.3
Accounts receivable, REL ..o 409.5 86.3 495.8
Other CUITENE @SSEIS ..uviivaveririeiaaierseseessacaesesssnscsesassesssasasane 78.0 170.6 23.1 (8.0) 263.7
Discontinued operations assets 38.4 58.4
Total current assetS.......ocveveenennns 78.0 697.9 118.3 (8.0) 886.2
Net property and equipment, at COSt...........covurcerrorerurecerricien 1,603.2 3159 - 1.919.1
GOOAWIL. ..ot 1,179.7 38.7 1,2184
Intangible assets 72.0 72.0
Investments in SUbSIAIATIES. ...c.ccveverivierrierieie e 1,674.3 429.6 --n (1,924.2) 179.7
Due from affiliates . 2,004.5 . (2,004.5)
(€3 1= SO OO RSOOSR SPO U PTRUUP RPN 564 74.5 2.3 (27.0) 106.2
TOLA] BSSEES..eeiirii ittt e et e e ta s raaaere e $ 38132 $__ 40569 3 4752 $ (39637 $ 4,381,6

Liabilities and Equity
Current liabilities ... $ 85.9 $ 307.1 $ 453 $ 1.4) $ 436.9

Discontinued operations Liabilities - 8.8 - - 8.8
Due to affiliates 1,883.9 120.6 (2,004.5)
Long-term debt.........ccoceeee. 1,615.3 30.2 6.5 (33.6) 1,618.4
Deferred taxes and other liabilities 157.5 80.2 2377
Minority interests in equity of consolidated entities. 72.4 52.9 - 1253
EQUILY....oovtiiiiicii e 1,954.5 1.674.3 249.9 (1.924.2) 1.954.5
Total liabilities and qUILY....cc.o..coovirerereniessrieerreeensesnnserionns $__3.8132 $__4.056.9 $ 4752 $ 39637 $ 43816
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9 - LONG-TERM DEBT (continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2003
{Dollars in millions)

Triad Guarantor Non-Guarantor
Hospitals, Inc.  Subsidiaries Subsidiaries Eliminations Consolidated
Net cash provided (used in) by operating activities............... $ (13.0 $ 3612 $ 15.6 $ —- $ 363.8
Cash flows from investing activities
Purchases of property and equipment...........cocerreiecncennn - (233.5) (47.6) - (281.1)
Distributions and advances (to) from affiliates ............... (63.2) 10.1 67.8 14.7
Proceeds received on sales of asS€lS .....coevevrievvivienrcrinnnins - 13.1 - - 131
ACUISHIONS ..ovevcveviececccnreees -- (185.3) —- - (185.3)
- 22 (0.1) - 2.1
Net cash provided by (used in) investing activities.............. (63.2) (393.4) 20.1 - (436.5)
Cash flows from financing activities
Payments of long-term debt........cccooovveirninivnninnriranncs (5§37.8) (1.3) 0.4y - (539.5)
Proceeds from issuance of long-term debt..... 600.0 0.3 - 600.3
Payment of debt issue CostS..ovinriarnnnnns. (15.3) - e (15.3)
Payment of refinancing transaction costs...... (33.1) - -- (33.1)
Proceeds from issuance of common stock. . uiveriirionne 14.8 --- - == 14.8
Distributions to minority partoers .......... - (6.1) (1.5) (7.6)
Net change in due to (from) affiliate ........co......... 47.6 (13.9) (33.7) -
Net cash provided by (used in) financing activities . 762 21.0) (35.6) - 19.6
Change in cash and cash equivalents .................... -- (53.2) 0.1 83.H
Cash and cash equivalents at beginning of period - 594 8.9 68.3
Cash and cash equivalents at end of period...........ocoerinne $ b 6.2 3 9.0 b - 3 15.2
Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2002
(Dollars in millions)
Triad Guarantor Non-Guarantor
Hospitals, Inc. Subsidiaries Subsidiaries Eliminations Consolidated
Net cash provided by operating aCHVItES ......ocoovrevcennrreannnns $ 07 § 2851 % 72.5 $ - 8 358.3
Cash flows from investing activities
Purchases of property and equipment...........ccccovricrreirnenns - (255.3) (41.3) - (296.6)
Distributions and advances (to) from affiliates " 75.2 21.3 (64.8) - 31.7
Proceeds received on sales of assets.....cooivvieviiencciiiennnnnns 6.7 0.1 - 6.8
ACGUISITIONS 1.eevrreveereeteereetesaereescereeseser s sensasersrasansnernosens (10.1) - --- (10.1)
Restricted cash 5.7 - —— - 5.7
OTRET ittt - 0.7 - -n 0.7
Net cash provided by (used in) investing activities............... 80.9 (236.7) (106.0) -- (261.8)
Cash flows from financing activities
Payments of fong-term debt.........cccoevvrvciinioninrecrrene (74.5) (2.2) 7.1) (83.8)
Payment of debt 1SSUE COSIS....ovimniiririeriirniri e (1.5) - - (1.5)
Proceeds from issuance of common stock 42.4 - - - 42.4
Proceeds from executive stock purchase plan loans.......... 10.1 - 10.1
Distributions to minority partners (9.7) 2.0) - (11.7)
Net borrowings (to) from affiliate (33.9) 27.0 6.9 — -
Net change in due to (from) affiliate ........cccooverirerecinenn. (24.2) a8y 43.0 - -
Net cash provided by (used in) financing activities .............. 81.6) 3.7 40.8 (44.5)
Change in cash and cash equivalents - 44.7 73 52.0
Cash and cash equivalents at beginning of period................ — 147 1.6 16.3
Cash and cash equivalents at end of period.......cc....coovernenns $ = $ 394 % 89 3 = $ 68.3
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9 - LONG-TERM DEBT (continued)

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

Triad Guarantor Non-Guarantor
Hospitals, Inc.  Subsidiaries Subsidiaries Elimipations ~ Consolidated
Net cash provided by (used in) operating activities............... 5 (156.0) § 418.1 $ 56.2 $ - 8 318.3
Cash flows from investing activities
Purchases of property and equipment.........ccccccvnernnennn. - (159.7) (40.9) - (200.6)
Distributions and advances (to) from affiliates .... 122.1 (72.5) (31.9) 17.7
Proceeds received on sales of assets..........o..c...n.. . - 127.8 - - 127.8
ACQUISTHONS ..ottt e b e (1,386.6) - - - (1,386.6)
Restricted Cash ....vvicieiecie e (5.7) - - (5.7)
Other ...cooveoerreievereeeeee e (5.7 - --- (5.7)
Net cash used in investing activities (1,270.2) (110.1) (72.8) - (1,453.1)
Cash flows from financing activities
Payments of long-term debt...........covccniiiniiincnianne (577.5) (3.0 (1.1) — (581.6)
Proceeds from long-term debt .....ooccoeviveie i 1,752.7 - - 1,752.7
Payment of debt ISSUe COStS....cooovrmiriiniieniniccices (45.8) — - (45.8)
Proceeds from issuance of common stock.......coeomrrennnne. 27.0 - - 27.0
Distributions to minority partners .........ceveericrmecnecenne - (71.7) 0.2) (7.9)
Net change in due to (from) affiliate .........coocvvevicnn, 269.8 (28%9.0) 19.2 - -
Net cash provided by (used in) financing activities .............. 1.426.2 299.7) 17.9 - 11444
Change in cash and cash equivalents ..., - 8.3 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..........ccoocoernuenn. $ = $ 147 $ 1.6 b - $ 163

NOTE 10 - GUARANTEES

Triad has entered into agreements whereby it has guaranteed certain loans entered into by patients who had
services performed at Triad’s facilities. These loans are provided by various financial institutions. Triad would be
obligated to repay the financial institutions if a patient fails to repay their loan. Triad would then pursue collections
from the patient. At December 31, 2003 and 2002, the amounts subject to the guarantees were $19.9 million and
$13.6 million, respectively. Triad had accrued liabilities of $4.6 million and $3.0 million at December 31, 2003 and
2002, respectively, for the estimated loan defaults that would be covered under the guarantees.

Prior to January 1, 2003, Triad entered into agreements to guarantee the indebtedness of certain joint ventures
that are accounted for by the equity method. The ultimate amount of the guarantees was $2.8 million at December
31, 2003.

NOTE 11 - DERIVATIVE FINANCIAL INSTRUMENTS

Triad entered into an interest rate swap agreement, which effectively converted a notional amount of $100
million of floating rate borrowings to fixed rate borrowings. The term of the interest rate swap expired in January
2004. Triad paid a rate of 3.22% and received LIBOR, which was set at 1.15% at December 31, 2003. Triad has
entered into another interest rate swap agreement, which effectively converts an additional notional amount of $100
million of floating rate borrowings to fixed rate borrowings. The term of the interest rate swap expires in June 2005.
Triad will pay a rate of 3.99% and receive LIBOR, which was set at 1.17% at December 31, 2003.

Both of the interest rate swap agreements are with the same counterparty. 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 contracts. The interest rate
swaps are designated as cash flow hedges and Triad believes that the hedges are highly effective.
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At December 31, 2003 the fair value of the interest rate swaps were liabilities of $3.3 million recorded in other
liabilities and $0.1 million recorded in other current liabilities in the consolidated balance sheets. At December 31,
2002 the fair value of the interest rate swaps was a liability of $6.4 million and was recorded in other liabilities in the
consolidated balance sheets. The change in fair value of the interest rate swaps, net of income tax, was recognized
through other comprehensive income.

NOTE 12 - LEASES

Triad leases real estate properties, equipment and vehicles under cancelable and non-cancelable leases. Rental
expense for the years ended December 31, 2003, 2002 and 2001 was $68.9 million, $59.7 million and $49.3 million,
respectively. Future minimum operating and capital lease payments are as follows at December 31, 2003 (in

millions):

: Operating Capital
200 ... esesisiireresieriesteirseserassss s ssseserisass s ns s as s n R s b s s s s s s $ 423 $ 03
2005 ittt sttt e e e S b s se etk bt e 37.1 0.2
2006.... .ottt ettt e e et et s e 30.3 0.2
2007 et e et e ekt re st 23.7 0.2
2008, OO PO TR O U URUUIRRO P 18.1 0.1
TRETEATTEY o ittt e e 71.6 -
Total MINIMUM PAYMETILS .oevvrereireseeerirrerieerereerertesesstesetsresaesrestesessessessesaesrensnes $229.1 1.0
Less amounts representing inferest .........coovoiriovrriinisnrrenescriesscrsesvsesvsreene (0.2)
Present value of minimum 1828 PAYMENES .....cccoviceericeirnenenenieniaeseeesreneennes $ 08

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

2003 2002
EQUIPINENT ..ottt sietcasivee st rmecsises st oo ts et sasesaseseasniniorsrarasa $ 13 $ 1.6
Accumulated aMOTHZATION .. ..e.ccocvie e ieieceeieee e rite e sevaee e vanaesssbaessaaneessnenbrenas 0.4) (0.3)
INELDOOK VAIIE .oooiveiiiiieeis et srer s s rre s an e sere s b $ 09 $ 1.3

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 $18.4 million, $18.0 million and $17.8 million
was recorded in the years ended December 31, 2003, 2002 and 2001, respectively. The following summarizes the
assets leased at December 31, 2003 and 2002 (in millions):

2003 2002
LaN. oot es e $ 7.7 $ 7.7
BUildings .ooovvmvieeeciecerncireiiie e 54.4 544
EQUipment ..o 74.3 74.3
136.4 136.4
Accumulated depreciation ..........coecveveeiernciiiineeneneens 101.9) (96.9)
34.5 39.5

Subsequent to December 31, 2003, Triad signed a definitive agreement to sell these facilities to the lessee for
approximately $136 million. Triad closed under the definitive agreement in the first quarter of 2004. Triad will
record a gain on the sale of approximately $82 million, including the write off of $19.9 million of goodwill
associated with these facilities. These facilities will be reclassified to discontinued operations in the first quarter of
2004.
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NOTE 13—STOCK BENEFIT PLANS

Triad’s 1999 Long-Term Incentive Plan has 16,500,000 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.

The merger of Triad and Quorum on April 27, 2001 constituted a “‘change of control” under the terms of the
Triad 1999 Long-Term Incentive Plan, the Triad 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 and these shares became fully vested and transferable and no longer are
subject to forfeiture.

Triad has an Executive Stock Purchase Plan, for which 1,000,000 shares of Triad’s comimon 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 would have matured 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, 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 had been loaned to
participants to purchase shares under the plan was $9.1 million which was recorded as a reduction to equity. Triad
received a $0.4 million payment from one participant in 2001. Triad received $8.7 million in principal and $1.4
million in interest payments from all remaining participants in 2002. The interest payments were recorded as
additional paid-in capital. No amounts remain outstanding on the loans.

Triad adopted various other plans for which 750,000 shares of Triad’s common stock have been reserved for
issuance.

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 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 in 2001 using the fair value of these options. Since the options were
immediately exercisable, no additional non-cash stock option expense was recorded subsequent to December 31,
2001.

As part of the merger with Quorum, 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 stock options for 2003, 2002 and 2001 is summarized below:
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Stock Option Price Weighted Average
Options Per Share Exercise Price
Balances, January 1, 2001 ..o 5,666,786  $0.07 - $27.69 $13.43
Granted .....oovvoi et 4,948,479  $12.27 - $50.35 $25.90
EXEICISEA ooiiiioniieciceie ottt eve et e e (1,388,414)  $0.19 - $3047 . $15.56
Cancelled ..........oooviiivivieeeeer e (320,301)  $0.19 - $50.35 $27.90
Balances, December 31, 2001 .ooooviiiieeeeeeeieeeeeeeeeeeeeen 8,906,550 $0.07 - $50.35 $19.49
Granted ......ooooviieniiir e ane 3,012,250  $32.15-$42.00 $32.70
EXETCISEA .oovivviiiniiieee ettt et e evve e (2,363,199)  $0.19 - $35.70 $14.11
CanCelled ........oovieeiiiieriies e (282.944)  $3.65 - $50.35 $30.56
Balances, December 31, 2002 ..ooooivvivviiivieirieeeeisieeieeen 9,272,657 $0.07 - $42.00 $24.81
Granted ..o e e 1,291,800  $22.45-$31.11 $25.93
EXEICISEA c.vviii i (240,006)  $0.19- 3$32.15 $19.64
Cancelled ......oooueoee e (335.280) $8.50- $42.00 $30.02
Balances, December 31, 2003 ...c.cooooivorieecrnnreeseeennns __9.989.171  $0.07 - $42.00 $24.91

The weighted-average fair value of stock options granted to Triad employees during the years ended December
31,2003, 2002 and 2001, was $9.78, $16.88 and $16.37 per option, respectively. At December 31, 2003, 2002 and
2001, there were 35,289,807, 4,204,637 and 5,852,800 options exercisable, respectively. There were 4,260,284,
2,307,304 and 4,682,121 stock options available for grant at December 31, 2003, 2002 and 2001, respectively.

The following table summarizes information regarding the options outstanding at December 31, 2003:

Options Qutstanding _Options Exercisable
Weighted
Average Weighted Weighted
Number Remaining Average Number Average
Outstanding  Contractual Exercise = Exercisable  Exercise
at12/31/03 Life Price at 12/31/03 Price
Range of Exercise Prices .
$16.60 10 $16.71 e 136,296 2 years $ 16.71 136,296 $ 16.71
154210 $17.53 i 124,900 3 years $ 15.63 124900 § 15.63
B B3 ettt teta et eaetn e 5,389 4 years $ 22.63 5,380 $ 22.63
$16.34 10 $20.06 . .eeeetoreeeeeeeeee e, 69,008 5 years $ 1657 69,008 $ 16.57
$0.07 10 $18.84 .o 1.743.308 6 years $§ 11.37 1,743308 § 11.37
$16.50t0 827.69....cviiirie e 1,199,282 7 years $ 17.56 1,199,282 §$ 17.56
$24.63 10 $35. 70 ceviiiini e 2,722,188 8 years $ 29.51 1,327,188 § 29.37
8321510 $42.00 .0 iiiiece e, 2,749,000 9 years $ 32.72 684,436 § 32.72
$22.4510 83101 i 1.239.800 10years $ 2594 -~ $
89.171 $ 2491 5289807 $ 18.80

Subsequent to December 31, 2003, Triad granted 2,453,000 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 o 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 420,150, 344,090 and 209,553 during the years
ended December 31, 2003, 2002 and 2001, respectively.
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Shares issued through the MSPP were 35,563 at a weighted average price of $22.53 per share, 27,610 at a
weighted average price of $25.49 per share and 34,699 at a weighted average price of $21.51 per share during the
years ended December 31, 2003, 2002 and 2001, respectively. Subsequent to December 31, 2003, 17,684 shares at
$22.76 per share were issued through the MSPP.

NOTE 14 - RETIREMENT PLANS

Triad has 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 period beginning December 31, 1999. Triad makes contributions to the ESOP which the
ESOP 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 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 $8.5 million, $10.8 million and $9.3 million during the years ended
December 31, 2003, 2002 and 2001, respectively, and the unearned ESOP compensation was $17.2 million and
$20.7 million at December 31, 2003 and 2002, respectively.

The ESOP shares as of December 31, 2003 were as follows:

SRares TEICASEA ..vvveiee it et e st e et e e s e et r e e entarnaaaeas 1,200,000
Shares committed 10 DE TEIEASEA. ... ....oorieiiieit ettt ee et e e s ae e ae s 300,000
UNTEIEASEA SHATES ...ttt ete ettt e e tte e nese e e tanartnesanesesbeesrsessbenneaias 1.500,000
TOtAl ESOP SRATES......ccueiiiiiiireeiiiesiitieeseesreesaseaaessssessasssessssssasasssnsessssnsassssssesessseessessssssssnsens 3.00 0
Fair value of Unreleased SHATES....ouoiviv i ittt ettt ee et sat e etenerenere s sraebesrnons $49.9 million

Triad has instituted a defined contribution retirerent plan which covers substantially all employees. Benefits
are determined primarily as a percentage 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 who meet certain 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 $35.7
million, $28.9 million and $6.9 million for the years ended December 31, 2003, 2002 and 2001, respectively, and
recorded adjustments of estimates of prior year retirement plan accruals of $1.4 million, $(3.4) million and $(1.5)
million for the years ended December 31, 2003, 2002 and 2001, respectively. Contributions to the retirement plan
are funded annually. Triad’s contributions to the contributory benefit plan are funded periodically during the year.

In the acquisition of Quorum on April 27, 2001, Triad assumed defined contribution employee benefit plans
covering substantially all employees that were employees of Quorum. Employees could contribute up to 15% of
eligible compensation subject to IRS limits. The plans permitted a discretionary base contribution and a
discretionary match to employee deferrals. Contributions to the plans were determined annually. Base contributions
under the plans vested at the end of each plan year and matching contributions vested after five years of qualifying
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service. Reductions of estimates in the prior year retirement plan accruals of $1.4 million were recorded in the year
ended December 31, 2002. Benefit plan expense for this plan was $10.2 million for the year ended December 31,
2001. On January 1, 2002, this plan was merged into the Triad defined contribution plan described above.

NOTE 15- LITIGATION SETTLEMENTS

Quorum was involved in a malpractice case in which Quorum’s insurance company issued a reservation of
rights, which means that the insurance company was providing a current defense, but was reserving a right ultimately
not to pay the claim. Accordingly, the potential exposure was recorded as a liability as part of the Quorum purchase
price allocation. During the third quarter of 2002, Triad settled the malpractice case and the insurance company
agreed to pay the claim. Triad reflected the settlement, less remaining legal fees, of $5.9 million in the third quarter
of 2002.

In June 2002, Triad received notification that HCA had agreed to reimburse Triad for a portion of the
settlement on a False Claims Act case, settled by Quorum prior to Trad’s acquisition. Triad received this
reimbursement in the amount of $4.5 million, in July 2002.

NOTE 16-INCOME PER SHARE

Income per common share is based on the weighted average number of shares outstanding adjusted for the
shares issued to the ESOP. Diluted weighted average shares outstanding is calculated by adjusting basic weighted
average shares outstanding by all potentially dilutive stock options. For the year ended December 31, 2003 and
2002, options outstanding of 2,841,813 and 301,063, respectively, were not included in the computation of diluted
income per share because the exercise prices of the options were greater than the average market price of the
common stock. Weighted average shares for the years ended December 31, 2003, 2002 and 2001 are as follows:

For the vears ended December 31,

2003 2002 2001
Weighted average shares exclusive of unreleased ESOP shares...... 73,363,542 71,552,847 57,508,685
ESOP shares committed to be released.........ccccvnrceniniiniinicinnnnn. 150,000 150,000 150.000
Basic weighted average shares outstanding ...........cccoeveeniinnnne 73,513,542 71,702,847 57,658,685
Effect of dilutive securities — employee stock options.........c.cceee.e. 1.850.195 3,293,614 3,397,009
Diluted weighted average shares outstanding ........cccoccvvevvcenrinncne 75.363.737 74,996,461 61,055,694

NOTE 17—AGREEMENTS WITH HCA

Triad has entered into distribution and other related agreements governing the spin-off of Triad from HCA 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.

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 and other
legal proceedings related to the governmental investigations which are currently pending against HCA, and from
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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. The cost to implement and maintain the compliance program was approximately $4.4 million,
$3.0 million and $2.0 million in 2003, 2002 and 2001, respectively. Continuing compliance 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:

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

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

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

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

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

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 was responsible for the filing of these cost reports and any terminating cost
reports. HCA finalized a settlement agreement in 2003 with the government relating to cost report periods ending
before August 1, 2001 which included the indemnified 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
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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
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 outstanding 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 lability claims, 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 (uniess such amounts were paid to or
accounted for by the affected entity 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 retroactive
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
Health Care Indemnity, Inc. (see NOTE 1).

HCA’s wholly owned subsidiary, Columbia Information Services, Inc. (“CIS”), entered into a 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. In 2003, this agreement was
extended for two years. CIS charged Triad approximately $26.5 million, $24.7 million, and $22.0 million in the
years ended December 31, 2003, 2002 and 2001, 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.

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
respounsibility 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-leased from HCA its former
principal executive offices (at the same price per square foot as was payable under the HCA lease). Triad’s sub-lease
terminated on January 31, 2003.

The agreements provide that Triad’s fees to HCA for services provided are based on HCA'’s costs incurred in
providing such services.

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.
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False Claims Act Litigation

As a result of its ongoing discussions with the government prior to the merger of Quorum into Triad on April
27,2001, Quorum learned of two gui 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 the
estimated liability on these items prior to the merger. The matter involving the two managed hospitals remains under
seal and the matter involving the owned hospital has been settled. 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. The government has stated that it intends to
investigate certain other allegations.

On September 9, 2003, Triad was served with a qui tam complaint alleging, among other things, the submission
of false claims for reimbursement and improper allocation of costs at a hospital in Mississippi managed by QHR,
which is named as an additional defendant. The Federal government has elected not to intervene in the case and the
complaint was recently unsealed. While Triad intends to vigorously defend this matter, Triad is not yet able to form
a view as to any probable liability for any of the claims alleged in the complaint.

At this time Triad cannot predict the final effect or outcome of the ongoing investigations or qui tam action. If
violations of Federal or state laws relating to Medicare, Medicaid or other government programs are found, then
Triad may be required to pay substantial fines and civil and criminal damages 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 gui 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 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 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, 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. Although the examinations are still ongoing, the IRS has proposed several
adjustments to which Triad has consented. The nature of the proposed adjustments relate to carryover adjustments
from previous audit settlements of Quorum and to adjustments proposed by Triad to correct various tax accounting
matters. In the opinion of management, the proposed adjustments will 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 in
which Quorum owned 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, and Triad has since been
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negotiating with the Appeals Division in an effort to resolve these matters. 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

"HCA was the subject of governmental investigations and litigation relating to the business practices of HCA
and its subsidiaries, including subsidiaries that, prior to the spin-off from HCA, owned facilities now owned by
Triad. These investigations were concluded through a series of agreements executed in 2000 and 2003. HCA
remains a defendant in gui tam actions on behalf of the United States alleging, in general, submission of 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 damages of not less than $5,500 nor more than $11,000 for each such Medicare or Medicaid
claim, attorneys’ fees and costs. HCA has disclosed that of the original 30 gu: ram actions, the U.S. Department of
Justice intervened in eight actions that were settled in June 2003. The settlement agreement does not affect gui ram
cases in which the government has not intervened. HCA also has previously disclosed that it is aware of additional
qui ram actions that remain under seal and believes that there may be other sealed gui ram cases of which it is
unaware. HCA is also 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.

Triad is unable to predict the effect or outcome of the ongoing SEC investigation or qui tam actions, or whether
any additional investigations or litigation will be commenced. In connection with the spin-off from HCA, 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 the proceedings
described above. 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 above, HCA has also 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 interest 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 inderanify Triad under the distribution agreement for losses relating to any acts, practices and
omissions engaged in by Triad after the spin-off date, 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 gui 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, results of operations or prospects.

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, 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 resotution of these pending claims and legal proceedings will not have a material adverse
effect on Triad’s results of operations or financial position.

NOTE 19 - SEGMENT AND GEOGRAPHIC INFORMATION

Triad through its affiliates operates hospitals and related health care entities. During the years ended December
31, 2003, 2002 and 2001, approximately 30.9%, 31.9%, and 31.9%, respectively, of Triad’s revenues related to
patients participating in the Medicare program.

Triad has structured its operations into two segments. The owned operations segment includes Triad’s acute
care hospitals and related health care entities. The management services segment provides executive management
services to independent acute care hospitals. Prior periods have been restated for the reclassification of three entities
to discontinued operations (see NOTE 4). Included in the owned operations assets are assets designated as
discontinued operations of $51.4 million and $58.4 million as of December 31, 2003 and 2002, respectively.

The distribution of Triad’s revenues, Adjusted 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 vears ended December 31,

Revenues: 2003 2002 2001
OWNEd OPEIAtIONS ....c..cveviiiieiirireeteei ettt be e $3,718.1 $3.297.4  $2,465.1
MaANAZEMENE SETVICES .uviiiririiiririe ettt sttt eene 129.3 1174 86.1
Corporate and OTher ......cc.oviiiiiiii e 18.5 26.1 279
$3.8659  $3.4409 $2,579.1
Adjusted EBITDA (a): 2003 2002 2001
OWNEQ OPETATIONS ....viiiieiteiieiticrae v e et ete s tesseeteteesasteseesessesnasesnassaraseeas $ 5623 $ 5583 $ 3722
MANAGEMENT SEIVICES .1uirtrereitertiiteetierieee ettt e s eata b et taeatatae e asseerenas 20.2 15.5 14.8
Corporate and Other ..ot e s er e ssesraesrasssaesesssassans (38.6) 30.1H (29.1)

$_ 5439 § 5437 $ 3579

December 31,

Assets: 2003 2002

OWNEX OPETALIONS ...e.vrevietieireeieiritiririti it eeeste e seessasessaesassssasassessasasassessensassessases $ 4,389.5 $ 3,927.5
MaNAZEMENT SETVICES..eviuiiuieriitirierieeiir ettt et rieebe s b st s e sr e ons 140.0 143.8
Corporate and OhET .......c.ciiiiiiieiiii et r e et e 205.9 310.3

$ 47354 543816

Adjusted EBITDA for owned operations includes equity in earnings of affiliates of $25.4 million, $21.7
million and $14.5 million in years ended December 31, 2003, 2002 and 2001, respectively.

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

2003 2002 2001
Total Adjusted EBITDA for reportable segments ........ccococevvicviirninnenens 8§ 5439 $ 5437 $ 3579
DEPIeciation «..coooiiiiniiriicierie ettt 170.5 157.9 131.2
AMOTHZAON ...ov ittt ettt seene s e enes e sesessresberens 5.9 6.0 354
INTETEST EXPEISE ..evveriineruierteneasiesiesresiessesiessete s re e st s ent e b esbe st asberasasentnnsensen 133.8 136.6 127.6
TIEEIESE IICOIMIC . .eie i iiieeeie e cecteie ettt e e et ae s eeatessesnbeeeeeatnsessentessesntreeeesns 2.7 1.7 (1.6)
Refinancing transaction COSES.......ooiiiiiiiiienine e ere et eenesrceee e 39.9 -—- 5.2
ESOP @XPENSE...eortiireiiirirrsrnrsiris s nisresesisese st 8.5 10.8 9.3
Litigation SEHIEIMENTS ... c.ovuiciriviieicreeirericece ettt erce s erns e eresnesarareseaeasaeeanas - (10.4) —-
Gain on $ales OF ASSEIS ...vcveivuiiiii i icieeerie ettt et et erbe e (1.4) 4.5) (23.1)
Impairment of long-lived assets.........cccieviiiiiic e 16.3 - 23.1
Minority interests in earnings of consolidated entities.............c.o...o..ervvnee.n. 8.1 14.8 7.2
Income from continuing operations before income taxes ..........ccoceveevrenean. $ 1650 $ 2342 $ 436

(a) Adjusted EBITDA is defined as earnings before depreciation, amortization, interest expense, interest income, refinancing
transaction costs, ESOP expense, litigation settlements, gain on sales of assets, impairment of long-lived assets, minority interests
in earnings of consolidated entities, income tax provision and discontinued operations. Adjusted EBITDA is commonly used by
lenders and investors to assess leverage capacity, debt service ability and liquidity. Many of Triad’s debt covenants use Adjusted
EBITDA, or a modification of Adjusted EBITDA, in financial covenant calculations. Adjusted EBITDA is used by management
to evaluate financial performance and resource allocation for each facility and for Triad as a whole. Adjusted EBITDA shouid
not be considered as a measure of financial performance under generally accepted accounting principles, and the items excluded
from Adjusted EBITDA are significant components in understanding and assessing financial performance. Adjusted EBITDA
should not be considered in isolation or as an alternative to net income, 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 Adjusted EBITDA is not a measurement determined in accordance with generally accepted accounting
principles and is thus susceptible to varying calculations, Adjusted EBITDA as presented may not be comparable to other
similarly titled measures of other companies.

NOTE 20—OTHER CURRENT LIABILITIES AND ALLOWANCES FOR DOUBTFUL ACCOUNTS

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

2003 2002

DUE 10 HOA -ttt et aean st sabaan b a e e sttt $ 17 % 16
Employee refiremMent PIAN.......cooiiiiriiiiiine et cienceinen st ettt eres 26.4 20.9
Taxes, Other than IMCOMIE ....covveiiii ettt et e b e s 30.3 17.4
ACCIUEA TIETESE .. c.tiutetitite ettt ettt ettt ettt sttt ete e e s b et s bt e bt e s e s esbesaeebeanbesbeemeebnaneas 15.0 137
Self insured employee benefit PrOZIAIIS . ....c.ooviirreriiiiereee ettt easaesnasens 30.0 29.5
Current portion of professional Hability risk.......occcovvviiiiiniiiie, 14.3 18.6
DeferTed INCOME ..cveeieerris ettt sttt bbbt tn b s er st en s 37 38
OFNET ..ottt ettt saar s bt sttt et se et e e bk st e bt et b e b £k eh et bk a et er ekt et et nnaane et 244 24.6

31458 $130.1
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A summary of activity in Triad’s allowances for doubtful accounts follows (in millions):

Accounts
Balances at Additions  Written off,
Beginning of  Charged Net of Balances at

Period To Expense Recoveries Acquisition Sales End of Period
Allowances for doubtful accounts:

Year ended December 31, 2001 ....... $117.5 $233.1 $(2278) §$ 746 $(10.3) $ 187.1
Year ended December 31, 2002 ....... $187.1 $266.9 $ (2834 $ - % - $ 170.6
Year ended December 31, 2003 ....... $170.6 $397.2 $3161) $ 57 § - $ 2574

NOTE 21 - COSTS OF SALES

The following tables show the line items in the consolidated statements of operations that are considered costs
of sales (dollars in millions):

For the vear ended December 31, 2003
General and

Administrative
Total Expenses Expenses Costs of Sales
Salaries and DENEFILS ......ccoevvvereeevreeirereeeereseeeerens $  1,577.1 $ 361 $ 1,541.0
Reimbursable eXpenses........ccoveveerenenniecrencinsnnee 51.6 - 51.6
SUPPLIES.. coeiiiiiiiiiiniiiieie et 604.4 0.9 603.5
Other operating eXpenses........ovvieriareneresnoreennes 717.1 16.5 700.6
Provision for doubtful accounts.......cceceverirencnne, 397.2 - 397.2
Depreciation ........cccceireeininnncnincns s 170.5 1.7 168.8
AMOTHZAION oo eereviers e sve st sae e sae e 59 — 59
Total. i $ 35238 $ 55.2 $ 3468.6
For the year ended December 31, 2002

General and

Administrative
Total Expenses Expenses Costs of Sales
Salaries and DENELits .......cccovveeereeesiscrrireersseseesacnns $  1,442.2 $ 3109 $ 14103
Reimbursable eXpenses.......ooiiiiiiviiiinnicnns 54.7 54.7
SUPPLES.. cvevevieirire e 530.8 0.5 530.3
Other operating eXpenses.........c..ccvvvenieierensrninnnns 624.3 19.0 605.3
Provision for doubtful accounts...........cccoeeevvernenen. 266.9 - 266.9
Depreciation ........coviiinieienie e 157.9 2.4 155.5
AMOTHZALION .. ecvveiiviieriireiieeiereee e aesaeessessnsasessseans 6.0 — 6.0
TOtal oo e $__3.0828 $ 53.8 $ 30290
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For the vear ended December 31, 2001
General and

Administrative
Total Expenses Expenses Costs of Sales
Salaries and benefits ..........coovvveeeeevereieeiee e $ 1,087.2 $ 332 $ 10540
Reimbursable eXpenses............ccoocoiviciiiniiniienn, 39.0 -~ 39.0
SUPPHES.. ioiiriicrietiere et s e s neee 395.8 3.0 392.8
Other operating eXpenses.....c.coverereereerineerneeenneen. 480.6 17.4 463.2
Provision for doubtful accounts.........cc.coveiiiennne 233.1 - 233.1
DePreciation .........covvevieeceienieiiicnenni s 131.2 1.7 129.5
AMOTHZALION ...ttt ee e 35.4 - 354
TOMAL. ettt $ 24023 3 553 § 23470

NOTE 22—UNAUDITED QUARTERLY FINANCIAL INFORMATION

The quarterly interim financial information shown below has been prepared by Triad’s management and is
unaundited. It should be read in conjunction with the audited consolidated financial statements appearing herein
(dolars in millions, except per share amounts). Amounts for all periods presented have been restated to reflect the
reclassification of discontinued operations (see NOTE 4).

2003
First Second Third Fourth
REVENUES. ....coiiiiiie ettt ettt $928.2 $9289 $957.8 $ 1,051.0
Income from continuing OPErations ..........coeveveervenercrenieerinas $ 473 $ 383 $ 114@) $§ 240b)
Net INCOME (TOSS) .vvieiriiieieeriieirtreeireaentireeieetreesrreacaresereee s $ 473 $ 38.0 $ 104() $ (0.5)b)
Basic income from continuing operations per share.............. $ 065 $ 052 $ 0.15(a) $ 0.03(b)
Basic net income (108s) per share ........cccocevvveeeenrccinnnnnn $ 0.65 $ 052 $ 0.14(a) $(0.01)b)
Diluted income from continuing operations per share........... $ 0.63 $ 0.5t $ 0.15(a) $ 0.03(b)
Diluted net income (10ss) per share ..........cococcenvrriniinn, $ 0.63 $ 0.51 $ 0.14¢a) $ (0.01)(Db)
2002
First Second Third Fourth
REVENUES. ....veiiiiiiiireire ettt e eaae st sene b e seresvenane $834.4 $841.9 $ 868.7 $ 8959
Income from continuing OPErations .......c..ovevveerncevnerercnrnnes $ 388 $ 320 $ 328 $ 370
INEEINCOME. ... ettt ettt ettt eta e sb e b e $ 404 $§ 328 $ 326 $ 35.7
Basic income from continuing operations per share.............. $ 055 § 045 $ 045 $ 051
Basic net income per Share ........ccoeevieoennievencencene s $ 058 $ 046 $ 045 $ 049
Diluted income from continuing operations per share .......... $ 053 % 043 $ 043 $ 049
Diluted net income per Share .......cccovrcrcrnerenns e $ 055 § 044 $ 043 $ 047

(a) During the third quarter of 2003, Triad recorded a $50.6 million increase in its allowance for doubtful
accounts to reflect growth in uninsured receivables and deterioration in the collectibility of those uninsured
receivables.

(b) During the fourth quarter of 2003, Triad recorded a $39.9 million pre-tax charge related to refinancing
transaction costs and a $16.3 million pre-tax charge related to impairment of certain long-lived assets.
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