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UHS ACUTE CARE DIVISION

The UHS Acute Care Division performed admirably this past year, despite modest patient
volume and pressures caused by the difficult business environment. The division remains
focused on providing superior quality care and containing costs as it meets the challenges
of the future.

The Need for Change

There is a need for fundamental transformation in how we deliver and pay for healthcare
in the United States. The continuing economic downturn, high unemployment, healthcare
reform, reduced reimbursements from Medicare, Medicaid and private insurers and a
growing rise in consumerism point to a time of unprecedented change.

Now, more than ever, we need to focus on providing a higher quality of care, increasing
operating efficiency, containing costs and preparing for new reimbursement models. That
requires the division to closely examine everything we do and look for ways to accomplish
the same tasks more efficiently, at lower cost and with consistently superior outcomes.

We believe that focusing on improving quality, safety and the entire patient experience
will create a pathway to cost reductions. To accomplish that, we’ve established a number
of performance and process improvement initiatives, including establishing Lean Six
Sigma teams at each of our acute care hospitals.

At The George Washington University Hospital, for example, the team focused on patient
throughput in the Emergency Department. Their efforts increased efficiency so much that
it reduced the waiting time to see a physician by 50 percent. When more patients get the
care they need expeditiously, the hospital benefits as well.

Other process improvements include implementing standard of care models, promoting
best practices and using a procedure-based optimization program to review high volume
Diagnosis Related Groups (DRG) and service line profitability. The company is also
realizing rental fee reductions through capital purchases, and reducing repairs and the
cost of purchased services by performing many of those functions internally. In addition to
streamlining operations and reducing costs wherever possible, the company responded to
the increasing numbers of uninsured who seek primary care in emergency departments by
improving upfront fee collections.

Palmdale Regional Medical Center, in Palmdale, California, opened in
December 2010 to replace the aging Lancaster Community Hospital. The
new hospital provides expanded medical and diagnostic services, advanced
technology and a modern facility to residents of the Antelope Valley.
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Value Analysis Committees at each hospital have already
achieved greater than expected savings in the cost of
supplies and services, and continue to look for cost-savings
opportunities. Our Corporate Patient Safety Council
initiative has already had a significant impact on improving
safety and mitigating risk.

The advent of easily accessible quality measures and
rankings has created greater demand for medical care
that offers high value for dollars spent. To help our
hospitals improve their Quality and HCAHPS metrics,
and respond to consumer demands, we have revamped
our quality structure and provided improvement tool
kits to each facility. HCAHPS, or the Hospital Consumer
Assessment of Healthcare Providers and Systems, is a
survey operated by the federal government to measure
patient perceptions of the healthcare they receive at
hospitals. Rankings for all hospitals are available on

a website so that patients can compare facilities. In
addition, beginning in 2012, the federal Centers for
Medicare & Medicaid Services will link the amount of
reimbursement it pays to a hospital’'s HCAHPS score.
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Expansion and Growth

The Acute Care Division employs capital for the projects
that are most needed and will provide satisfactory returns.
Among the projects completed in 2010 were:

e A new 165-bed replacement hospital for Texoma
Medical Center in Denison, Texas.

e The new 121-bed Palmdale Regional Medical Center
in Palmdale, California to replace nearby Lancaster
Community Hospital.

e A new patient tower with 173 private rooms at
Summerlin Hospital Medical Center in Las Vegas,
Nevada.

e The first three phases of a four-part surgery expansion
project at The George Washington University Hospital
in Washington, D.C.

e McAllen Medical Center, in McAllen, Texas, received an
exterior facelift that will help lower energy consumption
as well as provide an enhanced appearance.

e Auburn Regional Medical Center, in Auburn,
Washington, expanded its geropsychiatric program
from 25 to 38 beds and renamed it the Regional
Behavioral Health Center at Auburn.



UHS is proceeding with plans to build a new 140-bed
hospital in Temecula, California to provide additional
medical care facilities to that underserved part of
Riverside County. At Southwest Healthcare System,
building additions at Rancho Springs Medical Center
in Murrieta, California and Inland Valley Medical Center
in Wildomar, California opened for patients in the
beginning of 2011, with new emergency departments,
women’s care and additional services located in the
new space.

We’ve established numerous Centers of Excellence at our
hospitals, covering a number of service lines, including
breast care, bariatric surgery, chest pain and stroke. The
Center of Excellence designations signify that our
hospitals are leaders in these specialties, meet specific
standards for superior quality and consistently produce
better patient outcomes.

The George Washington
University Hospital in Washington,
D.C., reduced waiting times in

its emergency department by 50
percent by using Lean Six Sigma
management techniques to improve
efficiency and productivity. Gary
Little, MD, Medical Director, Barb
Neiswander, RN, Emergency
Services Clinical Supervisor,

Leena Salazar, Director, Emergency
Services and Kimberly Russo, COO

were instrumental in implementing

the program.

The Hospital-Physician Relationship

The relationship between physicians and hospitals

is changing as healthcare delivery is constantly
evolving. Reduced reimbursements from Medicare

and Medicaid, new levels of accountability and new
payment models, will require hospitals and physicians
to share accountability. Many physicians are looking to
abandon the traditional solo practice and are instead
seeking integration through other means, such as direct
employment, joint ventures providing equity interest

to physicians and hospitals, co-management of clinical
services that creates incentives to improve quality

and financial results and gain sharing. These provide
physicians an economic incentive to work with hospitals
to utilize resources most efficiently. In many cases, UHS
has responded by directly employing physicians at
some facilities and entering into joint relationships with
physicians at other hospitals.
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We expect this trend to intensify as the federal government moves
forward with its plans for Accountable Care Organizations (ACO), in
which healthcare providers join together to share accountability for
outcomes and costs, as well as pay-for-performance and value-based
purchasing models of reimbursement.

The Changing Role of IT

UHS is committed to providing physicians, nurses and other healthcare
professionals with greatly enhanced clinical information systems that will
provide quick, easy access to comprehensive patient and treatment data.

Our new electronic information system, UHS FUSION, is based on
industry-leading software from the Cerner® Corporation that provides
around-the-clock access to patient medical records, X-rays and other
images, lab test results and other information that will help improve
response time and patient safety, reduce medication errors and reduce
delivery time, while eliminating the need for paper.

UHS FUSION includes data mining capabilities to provide detailed
information that can be used to model patient care and improve clinical
performance. By having this data available in a single system, hospital
leadership will have an unprecedented ability to capture the true costs of
providing patient care, identify inefficiencies that can be corrected and
increase staff productivity.

In 2011, Wellington Regional Medical Center in Wellington, Florida has
become the first hospital to have UHS FUSION installed. The system will
be installed in all UHS acute care hospitals by the end of 2013.

Thanks to the efforts of the team at Lakewood Ranch

Medical Center in Lakewood Ranch, Florida, the hospital

was named one of the 100 “Best Places to Work in Healthcare”
by Modern Healthcare magazine. Shown here are

Jim Wilson, CEO and Linda Widra, COO.
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Employee Development

We are also working to recruit and retain nurses and other
healthcare professionals who can provide superior quality

care to our patients. Among the initiatives we already have in
place are employee committees to address operational issues
and solicit ideas for improving the work environment and new
graduate nursing programs at a number of hospitals. UHS
continues to invest in its most promising employees, as shown
by our m® Management Development Program, which identifies
and trains employees who have shown the potential to take
leadership positions in the company.

These efforts have already begun to pay dividends. In fact,
Lakewood Ranch Medical Center in Lakewood Ranch, Florida
was named one of the 100 “Best Places to Work in Healthcare™
by Modern Healthcare magazine. The award recognizes
outstanding employers in the healthcare industry and is based
on a number of factors, including economic development and
employee retention. To be considered, hospital management
must complete a survey covering policies and practices,
benefits and demographics. At the same time, employees

are surveyed for their opinions on eight core areas, including
leadership, training and development, pay and benefits, work
environment and satisfaction.

Preparing for the Future of Healthcare

Among the most important issues facing the industry in the
coming years are heightened levels of transparency and
regulatory scrutiny, and public awareness of the levels of care
we provide. UHS is responding to that challenge by working to
ensure that our hospitals meet and exceed quality measures, as
well as our customers’ expectations.

At UHS, we envision the future as a period of great transformation.
The challenges will be many and the work will be hard, but we
are excited to be industry leaders as we change how healthcare
is delivered in this country.
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UHS BEHAVIORAL HEALTH DIVISION

The Behavioral Health Division of Universal Health Services, Inc. is the largest and most
successful facilities-based behavioral health system in the United States. As the premier
organization in the nation, UHS is an established industry leader with the scale and scope
to advocate and have a significant impact on mental health issues at the national level.

Growth in 2010

When UHS completed its acquisition of Psychiatric Solutions, Inc. (PSl) the company’s
Behavioral Health Division became the nation’s largest provider of psychiatric healthcare
services. The transaction, the largest in the healthcare industry in 2010, created a company
with a total of 196 behavioral health facilities and more than 19,000 inpatient psychiatric
beds in 37 states, the District of Columbia, Puerto Rico and the U.S. Virgin Islands.

At the same time, the division was also focusing on organic growth. It added 175 new beds
to existing hospitals in markets where we were already filling existing capacity. Among the
expansion projects completed during 2010 were:

e Anew 23-bed unit at The Carolina Center for Behavioral Health in Greer, S.C.
e A 54-bed expansion at Fairmount Behavioral Health System in Philadelphia.

 The addition of 60 new beds at The Horsham Clinic in Ambler, Pa. for enhanced
treatment programs.

Adding new capacity to meet specific demand is an ongoing strategy that has been a
proven growth model for the company. In fact, beds we added to the division’s capacity in
2009 were readily occupied throughout 2010. This expansion of capacity helped contribute
to solid revenue growth in 2010, which in turn, has resulted in another year of increased
operating margins.

As we proceed in integrating PSI facilities into the division, we will share best practices from
both companies to make our combined organization stronger. With our new size and scope,
the UHS Behavioral Health Division will be a dominant provider in a number of markets,
increasing the viability of our facilities and building the potential for business expansion
opportunities. But despite our large size, we maintain an individualized approach to each
facility. Programs and services will continue to vary by facility to match the needs of the
communities they serve. With the additional resources from PSI, UHS will be able to serve its
patients with expanded clinical expertise and a broader range of treatment services.

The Horsham Clinic, in Ambler, Pennsylvania, added 60 new beds in 2010 to
help enhance the programs it provides to children, adolescents, adults and
older adults. The facility, located on a 55-acre campus near Philadelphia, offers
inpatient and partial hospitalization programs.
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A Changing Environment for
Behavioral Healthcare

Recent years have seen a growing awareness and social
acceptance of psychiatric care. The passage of the
Mental Health Parity and Addiction Equity Act, which
went into effect on January 1, 2010, is a milestone in

the effort to end insurance discrimination and reduce
the stigma of mental illness. By requiring health insurers
to provide parity in coverage for mental and physical
illnesses, millions of Americans who need behavioral
healthcare but cannot afford to pay for it themselves will
now have access to the care they need.

Along with greater access to behavioral healthcare has
come an increase in regulatory oversight and audits
from the Centers for Medicare & Medicaid Services
(CMS). Both Medicare and Medicaid have expanded
their revenue recovery initiatives by conducting stringent
claims reviews and validating proper payments to
providers. The Behavioral Health Division has created
policies and procedures to respond to all CMS audit
requests, and to help ensure that our facilities keep
detailed medical records and maintain detailed
documentation on all correspondence with CMS.
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We welcome the increased attention to quality
measures in the behavioral healthcare industry. The
Joint Commission has developed core measures for
inpatient psychiatric care and, for the first time, made
these measures a requirement for accreditation in 2010.
Ongoing quality improvement is one reason for the
division’s continued success and the new core measures
provide a mechanism for psychiatric hospitals to
compete on the basis of quality instead of price.

The UHS Behavioral Health Division continues to
enhance the quality of services it provides, as shown

by its improved performance in regulatory and
accreditation surveys. Our acute psychiatric hospitals
participate in The Joint Commission’s Hospital Based
Inpatient Psychiatric Services (HBIPS) core measures,
which track key functions in the industry. The functions
it tracks range from assessment of a patient’s needs, to
the use of medication and communication, to after care
providers. Our residential treatment centers conduct
outcome measures to demonstrate patient improvement
from admission to discharge. That information is critical
to creating treatment experiences that meet or exceed
our patients’ expectations.



Among the special programs developed by UHS is one for active
duty soldiers and military veterans at Lincoln Trail Behavioral
Health System in Radcliff, Kentucky. M. Wasim Sajid, MD, Medical
Director and Chuck Webb, CEO, work with the U.S. Army base

at Fort Knox to provide needed help.

Special Programs for Special Needs

While other companies responded to economic pressures
by reducing or eliminating specialized services, the UHS
Behavioral Health Division maintained its specialized
services, helping advance the progress of behavioral
healthcare in the United States.

We continue to see great value in the specialty treatment
areas the division has developed. While our core business
is providing comprehensive inpatient and outpatient
behavioral health and substance abuse services, UHS has
developed a number of innovative specialties, including
nationally recognized programs for eating disorders,
trauma and neuropsychiatry.

John Hollinsworth, then Division
President of PSI, worked closely
with the Behavioral Health Division
to create a seamless transition, as
PSI facilities such as The Brook
Hospital-Dupont in Louisville,
Kentucky, became part of UHS.

Among our most recent specialty programs are those
developed to treat active duty service members and
military veterans returning from Afghanistan or Iraq.

Our Patriot Support Program is a network of treatment
centers, medical professionals and support staff
dedicated to treating active duty members of the military,
veterans and their families.

The program helps manage the emotional and
psychological effects of combat theater stress and post-
deployment adjustment related issues, and is a leading
provider of inpatient and outpatient treatment programs
for members of the military and their families.

Through the acquisition of PSI, the UHS Behavioral
Health Division became the National Clinical Affiliate
for the Jason Foundation (JFl), a nationally recognized
provider of educational curricula and training programs
for students, educators/youth workers and parents.

JFl is focused on building awareness of the national
health problem of youth suicide by educating people to
recognize warning signs or signs of concern, providing
information on identifying at-risk behavior and directing
individuals in need to local resources to deal with
thoughts of possible suicide. As the largest behavioral
healthcare organization in the country, UHS embraces
the responsibility that comes with that distinction. We
believe that good corporate citizenship is a fundamental
part of business and a positive way to give back to the
communities we serve.




Preparing For The Future

As states deal with budget shortfalls, many have reduced
Medicaid reimbursements for behavioral healthcare.
Although a temporary increase of the Federal Matching
Rate for Medicaid will provide more funds to states through
June 2011, many are struggling to maintain their Medicaid
programs in the face of recession-driven revenue declines
and caseload increases.

To offset the Medicaid reimbursement issues we face

in several states, the Behavioral Health Division works
continually to maintain effective cost control, optimize the
use of existing facilities and allocate professional expertise
most effectively. We work to expand patient populations by
developing specialty programs that address consumer needs
and implement targeted marketing strategies that help the
company maintain a diversified and beneficial payer mix.

We have experienced an increase in admissions from many
states but that has been accompanied by more stringent
utilization management criteria and pricing pressure as
referral sources continue to place patients in lower cost
alternatives. Because inappropriate low-cost care can often
be more expensive in the long-term and delay needed care,
the division has begun to advocate for a full continuum of
services that includes inpatient level of care and residential
treatment services.

The need for mental health services in the United States is
steadily increasing, with analysts estimating that 73 million
people in the U.S. have a diagnosable mental iliness. With
its strong, consistent management teams, its unwavering
commitment to improvement, its commitment to meeting
the needs of the communities we serve, and its focus on the
relationship between quality and outcomes, the division is
well positioned to continue its record of ongoing growth
and profitability into the future.
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