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PART 1

Item 1. Business af Community Health Systems, Inc.
Overview of Our Company

We are the largest publicly-traded operator of hospitals in the United States in terms of number of facilities and net operating
revenues. We were incorporated in 1996 as a Delaware corporation. We provide healtheare services through the hospitals that we own
and operate in non-urban and selected urban markets throughout the United States. As of Decernber 31, 2010, we owned or leased 130
hospitals, including four stand-alone rehabilitation or psychiatric hospitals. These hospitals are peographically diversified across
29 states, with an agpregate of 19,372 licensed beds. We generate revenues by providing a broad range of general and specialized hospital
healthcare services to paticnis in the communities in which we are located. Services provided by our hospitals include general acute care,
emergency room, general and specialty surpery, critical care, internal medicine, obstetrics, diagnostic, psychiairic and rchabilitalion
services. As part of providing these services, we also own physician practices, imaging centers and ambulatory surgery centers. Through
our managemeni and operation of these businesses, we provide standardization and centralization of operations across key business arcas;
strategic assisiance Lo expand and improve services and facilitics; implementation of quality of carc improvement programs; and
assistance in the recruitment of additionai physicians to the markets in which our hospitals are located. In 2 number ol our markets, we
have panincred with local physicians or nol-for-profit providers, or both, in the ownership of our facilities. In addition to our hospitals and
related businesses, we also own and operate 64 licensed heme care agencics and 25 hospice agencies, located primarily in markets where
we also operate a hospital. Also, through our wholly-owned subsidiary, Quorum Health Resources, LLC, or QHR, wc provide
management and consulting services to non-affiliated gencral acute care hospitals located throughout the United States. The home care
agencies and the hospital management services businesses constitute operating segments, but are not considered reportable segments
since they do not meet the quantitative thresholds for a separate identifiable reportable segment. The financial information for our
reportable operating segments is prescnted in Note 14 of the Notes to our Consolidated Financial Statements included under ltem 8 of this
Repon,

Our strategy has alse included growth by acquisition. We generally target hospitals in growing, non-urban and selected urban
healthcare markets for acquisition because of their favorable demographic and economic trends and competitive conditions. Because
these servicc areas have smaller populations, there arc generally fewer hospitals and other healthcare service providers in these
communities and gencrally a lower level of managed care presence in these markels. We belicve that smaller populations support less
direct competition for hospital-based services. Also, we believe that these communities generally view the local hospital as an intcgral
pan of the community.

During 2010, we fully resumed our acquisition strategy by acquiring five hospitals. We had limited our acquisition activity after our
acquisition of Triad Hospitals, Inc., or Triad, in 2007,

Throughout this Form 10-K, we refer 1o Community Health Systemns, Ine., or the Parent Company, and iis consolidated subsidianes
in a simplified manner and on a collective basis, using words like "we” and “our.” This drafting style is suggested by the Sccurities and
Exchange Commission, or SEC, and is nol meant to indicate that the publicly-traded Paremt Company or any other subsidiary of the
Parent Company owns or operates any asset, business or property. The hospitals, operations and businesses deseribed in this filing are
owned and operated, mmd management services provided, by distinet and indirect subsidiarics of Community Health Systemns, Inc.

Available Information

Our Internct address is www.chs.nel and the investor relations section of our websile is located at www.chs.net/investor/index.html.
We make available free of charge. through the investor relations section of our website, annual reports on Form 10-K, quarterly reports
on Form 10-Q and current reports on Form 8-K as well as amendments to those reports, as soon as reasonably practical after they are
filed with the SEC. Qur filings are also available to the public at the website maintained by the SEC, www.sce.gov.
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We also make available free of charge, through the investor relations section of our website, our Governanee Principles, our Code
of Conduct and the charters of our Audit and Compliance Committce, Compensation Commiittee and Governance and Nominating

Committee.

We have included the Chicl” Exceutive Officer and the Chicf Financial Officer certifications regarding the public disclosure required
by Sections 302 and 906 of the Sarbanes-Oxley Act of 2002 as Exhibits 31.1,31.2, 32.1 and 32.2 of this report.

Qur Business Strategy

With the objective of increasing sharehelder value and improving carc, the key elements of our business stratcgy are Lo

* increase revenue at our facilitics;
« improve profitability;
= improve quality; and

« grow through sclective acquisitions.

Increase Revenue at Qur Facilities

Cverview. We scek to increase revenue at our facilities by providing a broader range of services in a more attractive carc setling, as
well as by supporting and recruiting physicians. We identify the healthcare needs of the community by analyzing demographic data and
patient refcrral trends. We also work with local hospital boards, management tcams, and medical staffs to determinc the number and 1ype
of additional physictan specialtics needed. Qur initiatives to increase revenue include:

* recruiting and/or employing additional primary care physicians and specialisis;

+ expanding the breadth of services offered at our hospitals and in the communities in which we operatc through targeted capital
expendilures and physician alignment to support the addition of mare complex services, including orthopedics, cardiovascular
services and urology; and

» providing the capital to invest in technology and the physical plant at the facilitics, particularly in our emergency rooms, surgery
depariments, critical carc departments and diagnostic services.

Physician Recruiting. The primary method of adding or cxpanding medical scrviees is the recruitment of new physicians inte the
community. A core group of primary care physicians is necessary as an initial contact poini for all local healtheare, The addition of
specialists who offer services, including general surgery, obstetrics and gynccology, cardiovascular scrvices, orthopedics and urology,
completes the full range of medical and surgical services required 1o mect a community's core healthcare needs. At the time we acquire a
hospital and from time to time thercafter, we identify the healthcare needs of the community by analyzing demographic data and patient
referral trends. As a result of this analysis, we are able to determine what we believe to be the optimum mix of primary carc physicians
and specialists, We cmploy recruiters at the corporate level to suppori the local hospital managers in their recruitment eflorts. We have
increased the number of piysicians affiliated with us through our recruiting efforts, net of tumover, by approximately 935 in 2010, 772 in
2009 and 686 in 2008, The percentage of recruited or other physicians commencing practice with us that were specialisis was over 50%
in 2010. Additionally, in response 10 the recent trend in physicians sceking employment, we have hegun employing morc physicians,
including, in some instances, acquiring physician practices. However, most of the physicians in our communities remain in private
practice and arc not our employees. We have been successful in recruiting physicians because of the practicc opportunitics aflorded
physicians in our markgcts, as well as lower managed care penctration as compared to larger urban arcas.

Emergency Room Initiatives. Approximately 60% of our hospital admissions originate in the emergency room. Therefore, we
systematically take steps to increase patient flow in our cmergency rooms as a means of optimizing ulilization rates for our hospitals.
Furthermore, our paticnts' impression of our overall operations is
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substantially influenced by our cmergency rooms since generally that is our patients’ first experience wilh our hospitals. The steps we
take to increase paticnt flow in our emergency rooms include renovating and expanding our emergency roem facilitics, improving service
and reducing waiting times, as well as publicizing our emergency room capabilities in the local community. We have expanded or
renovated 13 of our emergency rooms during the past three years, including four in 2010. We have also implemented marketing
campaigns that cmphasize the speed, convenience and quality of our emergency Tooms 1o enhance esch community's awarencss of our
emergency room services,

One component of upgrading our emergency rooms is the implementation of specialized computer softwarc programs designed to
assist physicians in making diagnoses and delermining treatments. The software also benefits patients and hospital personnel by assisting
in proper documentaiion of paticnt records and tracking patient flow. It enablcs our nurses 1o provide more consistent patient carc and
provides clear instructions 10 patients at time of discharge to help {hcm better understand their treaiments.

Expansion of Services. In an effort to better meet the healthcare needs of the communities we serve and to caplure a greater poriion
of the healthcare spending in cur markets, we have added a broad range of services to our facilities and in certain markets, acquired
physician practices to braaden our service offerings. These services range from various types of diagnastic equipment capabilities to
additional and renovated emcrgency rooms, surgical and critical care suites and specialty services. For example, wc spent approximately
$119.6 million on 35 major construction projects that were completed in 2010. The 2010 projects included new emergency rooms,
cardigc cathertization laboratorics, intensive care units, hospital additiens and surgical suites. These projects improved various diagnostic
and other inpaticn and outpatient service capabilities. We continue to belicve that appropriate capital investments in our facilities
combined with the development of our service capabilities will reduce the migration of patients to competing providers while providing
an aitractive return on investment. We also employ a small group of clinical consultants at our corporale headquarters to assist the
hospitals in their development of surgery, emergency, critical care, cardiovascular and hospitalist services. In addition 1o spending capital
on expanding services at our existing haspitals, we also build replacement facilitics in certain markets to better mee! the healthcare needs
in those communities. [n 2010, we spent $34,7 million on construction projects related 1o three replacement hospitals that we are required
10 build pursuant 1o cither a hospital purchase agreement or an amendment to a lease agreement. In addition, in September 2010, we
received approval of our request for a certificate of need from the Alabama Certificate of Need Review Board for the construction of a
replacement hospital in Birmingham, Alabama. This certificate of need remains subject to an appeal process. The total cost of these four
replacement hospitals is estimated to be $598.5 millicn.

Managed Care Strategy. Managed carc has seen prowth across the U.S. as health plans cxpand service arcas and membership in an
ailempt to control rising medical costs. As we service primarily non-urban markets, we do not have significant relationships with
managed care organizations, including Medicarc Advantage. We have responded with a proactive and carefully considered stratcgy
developcd specifically for cach of ovr facilities. Qur experienced corporatc managed carc department reviews and approves all managed
carc contracts, which are erganized and monitored using a central database. The primary mission of this department is 1o select and
evaluate appropriatc managed care opportunities, manape existing reimbursement arrangements and negotiate increases. Generally, we do
not intend 1o enter into capitated or nisk sharing contracts. However, some purchased hospitals have risk sharing contracts at the time we
acquire them. We seek to discontinue these contraets to eliminate risk retention related to payment for patient care. We do not believe that
we have, at the present time, any risk sharing contracts that would have a materiak impact on our results of operations.

Imprave Profitability

Overview. To improve efficiencies and increase operating margins, we implement cost containment programs and adhere to
operating philosophies that include:

+ standardizing and centralizing our operations;
g
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optimizing resource allocation by utilizing our company-devised case and resource managentent program, which assists in
improving clinical carc and containing expenses;

capitalizing on purchasing efficicncies through the use of company-widc standardized purchasing coniracts and terminating or
renepotiating specified vendor contracts;

installing a sundardized management information system, resulting in more efficient billing and collection procedures; and

monitoring and enhancing productivity of our human resources,

In addition, cach of our hospital management teams is supporied by our centralized operational, reimbursement, regulatory and
compliance expertise, as well as by our senior management team, which has an average of over 25 years of cxperience in the healthcare

industry.

Standardization and Centralization. Our standardization and centralization initiatives cncompass nearly every aspect of our
business, {rom developing standard policies and procedures with respect to patient accounting and physician practice management to
implementing standard processes 1o initiate, evaluate and complete construction projects. Qur standardization and centralization
initiatives are a key clement in improving our opcrating results,

Rilling and Collections, We have adopted standard policies and procedures with respeet 10 billing and collections. We have also
automated and standardized various components of the collection cycle, including statement and collection letters and the
movemeni of accounts ihrough the collection cycle. Upon completion of an acquisition, our managemeni information system
1eam converts the hospital's existing information system to our standardized system. This enablcs us to quickly implement our
business controls and cost containment initiatives.

Physician Support. We support our newly recruited physicians to enhance their transition into our communities. All newly
recruited physicians who enter into contracts with us are required to attend a threc-day introductory seminar that covers issues
invalved in starting up a practice, We have also implemented physician practice management seminars, wcbinars and other
training. We host these seminars monthly.

Procurement and Materials Managemeni. We have siandardized and centralized our operations with respect to medical supplies,
cquipment and pharmacenuticals used in our hospitals. We have a participation agreement with HealthTrust Purchasing Group,
L.P., or HealthTrust, a group purchasing organization, or GPO. HealthTrust contracts with certain vendors who supply a
substantial portion of our medical supplies, cquipment and pharmaceuticals. Our agreement with HealthTrust extends to January
2012, with automatic renewal terms of one year unlcss either party terminates by giving notice of non-renewal.

Facilities Management. We have standardized interiors, lighting and furniture programs. We have also implemented a standard
process to initiale, evaluate and complete construction projects. Our corporate staff monitors all construction projecis, and
reviews and pays all construction projeet invoices. Our initiatives in this arca have reduced our construction costs while
maintaining the same level of quality and have shoriened the time it takes us to complete these projects.

Other Initiatives. We have also improved margins by implementing standard programs with respect to ancillary serviccs in areas,
including emergency rooms, pharmacy, laboratory, imaging, home care, skilled nursing, ceniralized outpatient scheduling and
health information management. We have improved quality and reduced costs associated with these services by improving
contract tcmms and standardizing information systems. We work to identify and communicate best practices and monitor these
improvements throughout the Company.

Internal Controls Ohver Financial Reporting. We have centralized many of our significant intemal controls over financial
reporting and standardized those other controls that are performed at our hospital
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locations. We continuously monitor compliance with and evaluate the cffectiveness of our intemal controls over finangial
reporting.

Case and Resource Management. Qur case and resource management program is a company-devised program developed with the
oal of impraving clinical care and cost containment. The program focuses on:

« appropriatcly treating patients along the care eentinuum;

+ reducing inefficiently applied processes, procedures and resources.

- devcloping and implementing standards for operational best praciices; and

+ using on-site clinical facilitators to train and educate care practitioners on identificd best practices.

Qur case and resource management program integrates the functions of utilization review, discharge planning, overall clinical
management and resource managemcnt into a single effon (o improve the quality and efficiency of care. Issues evaluated in this process
include patient treatment, patient length of stay and utilization of resources.

Under our case and resource management program, palient care begins with a clinical assessment ol the appropriaie level of care,
discharge planning and medical necessity for planned services. Beginning when a paticnt presents to the hospital, we conduct ongoing
reviews for medical necessity using appropriateness criteria. We rcassess and adjust discharge plan oplions as the needs of the paticnt
change. We closely monitor cases to prevent delayed service or inappropriate utilizaijon of resources. Once the patient attains clinical
improvement, we work with the attending physician 1o evaluate further needs or acute care treatment through discussions with the
facility’s physician advisor. Finally, we reler the paticnt to the appropriate post-hospitalization resources.

Improve Qualify

We have implemented various programs to ensure continuous improvement in the quality of care provided. We have develaped
training programs for all senior hospital management, chief nursing officers, quality directors, physicians and other clinical stalf. We
sharc information amang our hospital management 1o implement best practices and assist in complying with regulatory requirements. We
have standardized accreditation documentation and requirements. All hospitals conduct patient, physician and stafi satisfaction surveys to
help identify methods of improving the quality of care.

Ench of our hospitals is govemed by a board of trustees, which includes members of the hospital's medical stafT. The board of
trustees establishes policics concerning the hospital's medical, professional, and ethical practices, manitors these practices, and is
responsible for ensuring that these practices conform to legally required standards. We maintain quality assurance programs to support
and menitor quality of care standards and 10 mect Medicare and Medicaid accreditation and regulatory requirements. Paticnt care
evaluations and other quality of care assessment activities are reviewed and monitored continuously,

To ensure the cxperience of our cmergency room patients meets our service and quality expectations, we have implemented a
program to contacl each patient as a fotlow-up 10 the services they received. We verify that patients were able Lo obtain any prescriptions
and outpaticnt appointments recommended at discharge. We also ensure tha their symptoms have abated and that they understood the
discharge instructions given at the hospital. Through this program, we placed in excess of one million lollow-up calls in 2010.

Grow Through Selective Acquisitions

Acguisition Criteria. Each year we intend to acquire, on a sclective basis, two 1o four hospitals that fit our acquisition criteria.
Generally, we pursue acquisition candidates that:

« have a service area population between 20,000 and 400,000 with a stable or growing population base:
» are the sole or primary provider of acute care scrvices in the community;

« are located in an area with the potential for service expansion;
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» are noi located in an arca that is dependent upon a single employer or indusiry; and
s have financial performance that we belicve will benefit from our management’s operating skills.

In cach year since 1997, we have met or exceeded our acquisition goals. Occasionally, we have pursued acquisition opportunities
outside of our specified criteria when such oppertunitics have had uniquely favorable characteristics. In the fourth quarter of 2008, we
completed the acquisition of a two hospital system located in Spokane, Washington. In 2009, we acquired two hospitals located in
Wilkes-Barre, Pennsylvania and ene hospital in Siloam Springs, Arkansas and purchased the remaining cquity in a hospital located in El
Dorado, Arkansas in which we previously had a noncontrolling interest. In 2010, we acquired five hospitals located in Marion, South
Carolina, Youngstown, Chio, Warren, Ohio and Bluefield, West Virginia.

Disciplined Acquisition Approach. We have been disciplined in our upproach 10 acquisitions, We have a dedicated team of internul
and cxtcrnal professionals who corplete a thorough review of the hospital’s financial and operating performance, the demographics and
service needs of the market and the physical condition of the facilities. Based on our historical cxperience, we then build a pro forma
financial model that reflects what we believe ean be accomplished under our ownership. Whether we buy or lease the existing facility or
agree to constrect a replacement hospital, we believe we have been disciplined in our approach to pricing. We typically begin the
acquisition process by entering into a non-binding letter of intent with an acquisition candidate. Alter we complele business and {inancial
due diligence and financial modeling, we decide whether or not to enter into a definitive agreement. Once an acquisition is completed, we
have an organized and systematic approach 1o transitioning and integrating the new hospital intc our system ol hospitals.

Acquisition Efforrs. Most of our acquisition targets are municipal or other not-for-profit hospitals, We belicve that our access to
capital, ability to recruit physicians and reputation for providing quality carc make us an attractive partner for these communities. In
addition, we have found that communities located in states where we already operate a hospital are more receplive 10 us, when they
consider sclling their hospital, hecausc they are aware of our operating track record with respect to our hospitals within the state,

At the time wc acquire a hospital, we may commil to an amount of capital expenditures, such as a replacement facility. renovations,
or cquipment over a specified period of time. As obligations under two hospital purchase agrcements in cffect as of December 31, 2010,
we are required to build a replacement facility in Valparaiso, Indiana by April 2011 and in Siloam Springs, Arkansas by Febreary 2013.
Duc 1o delays in receiving government approved building and zoning permits, the replacement facility in Valparaiso, Indiana is not
expected to be completed until the fourth quarter of 2012. Alse, as required by an amendment 10 a lease agrecment cntered into in 2005,
we agreed to build a replacement hospital at our Barstow. California location. Estimated construction costs, including equipment costs,
are approximately $318.5 million for these three replacement facilitics, of which approximately $47.4 million has been incurred 1o date.
In addition, in October 2008, afler the purchase of the noncontrolling owncr's infercst in our Birmingham, Alabama facility, we initiated
the purchase of a site, which includes a partially constructed hospital siructure, for a potential replacement to our existing Birmingham
facility. In September 2010, we reccived approval of our request for a certificate of need Trom the Alabama Certificate of Necd Review
Board; however, this certificate of need remains subject to an appeal process. Qur estimated construction costs, including ihe acquisition
of th site and equipment costs, are approximately $280.0 million for the Binningham replacemcnt [acility, of which approximately
$1.3 miilion has been incurred 1o date. Under other purchase agreements in effect as of Decomber 31, 2010, we have committed 1o spend
$540.5 million, generally over a five to seven year period after aequisition, for costs such s capital improvements, equipment, sclected
leases and physician recruiting. Through December 31, 2010, we have incurred approximately $184.5 million related to these
commitments,
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On December 9, 2010, we announced that we made an offer to acquire Tenet Healthcare Corporation, or Tenet, for $6.00 per share,
including $5.00 per share in cash and $1.00 per sharc in our common stock, which represented a premium of 40% over Tenet's closing
stock price on December 9, 2010. The total value of the transaction at this offering price would be approximately $7.3 billion, including
£3.3 biltion ol acquircd equity and approximately $4.0 billion of assumed long-term debt. The offer was madc in a letter 1o Tenet's Board
of Directors on November 12, 2010, and rejectcd by Tenet on December 6, 2010. On December 20, 2010, we announced our intention to
nominate dircctors for clection at the 2011 Annual Mccting of Tenet, and on January 14, 2011, a full slate of 10 independent direcior
nominces was nominated. Tenet's entire Board is up for reelection at the 2011 Annual Meeting, which has been scheduled for
November 3, 2011, Therc can be no assurance that such a transaction will be completed or, if completcd, on what 1erms.

Industry Overview

The Centers for Medicare and Medicaid Services, or CMS, reported that in 2009 total .S, healthcare cxpenditures grew by 4.0% to
approximatety $2.5 trillion. CMS also projected total U.S. healthcare spending to prow by 5.1% in 2010 and by an average of 6.3%
annually from 2009 through 2019. By these estimates, healthcare expenditures will account for approximately $4.6 triflion, or 19.6% of
lhe total U.S. gross domestic product, by 2019,

Hospital services, the market in which we operate, is the largest single category of healtheare at 30% of total healthcare spending in
2009, or approximately $759.1 billion, as reported by CMS. CMS projects the hospital scrvices calegory 1o grow by at least 4.2% per
year through 2019, It expects growth in hospital healthcare spending 1o continue due to the aging of the U.S, population and consumer
demand for expanded medical services. As hospitals remain the primary setting for healtheare delivery, CMS expeets hospital services to
remain the larpest category of healthcare spending.

U.S. Hospital Industry, The U.S. hospital industry is broadly defincd to include acute care, rehabilitation, and psychiatric facilities
that are either public (government owned and operated), not-for-profit private {rcligious or sccular), or for-profit instilutions (investor
owned). According to the American Hospital Association, there are approximately 5,000 inpatient hospilals in the U.S. which are
not-for-prolit owned, investor owned, or state or local government owned. O these hospitals, approximately 40% arc located in non-
urban communities. We believe that a majority of thesc hospilals are owned by not-for-profit or governmental entities. These facilities
ofTer a broad range of healthcare serviees, including internal medicine, general surgery, cardiology. oncology, orthapedics, OB/GYN, and
emergency services, In addition, hospitals also offer other ancillary services, including psychiatric, diagnostic, rehabilitation, home care,
and outpatient surgery services,

Urban vs. Non-Urban Hospitals

According to the U.S. Census Bureauw, 21% of the U.S. population lives in communities designated as non-urban. In these non-urban
communities, hospitals are typically the primary source of healthcare. In many cases a single hospidal is the only provider of general
healthcare scrvices in these communities.

Factors Affecting Performance. Among the many factors that can influence a hospital's financial and operating performance are:
+ facility size and location;

« facility ownership structure (i.c., tax-exempt or investor owned);

» a facilily's ability to participate in group purchasing organizations; and

« faeility payor mix.
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Patients needing thc most complex care are more often served by the larger and/or more specialized urban hospitals. We believe
opporiunities exist in sclecied urban markets to create networks between urban hospitals and non-urban hespitals in order to expand the
breadth of services offered in the non-urban hospitals while improving physician alignment in thosc markets and making it more
allraclive 10 managed care.

Hospital Industry Trends

Demagraphic Trends. According to the U.S. Census Bureau, therc are presently approximatcly 39.6 million Americans aged 65 or
older in the U.S. who comprise approximately 12.9% of the total .S, papulation. By the year 2030, the number of Americans aged 65 or
older is eapected to climb to 72,1 million, or 19.3% of the total population. Due 1o the incrcasing life cxpectancy of Americans, the
number of people aged 85 years and older is also cxpected to increase from 5.6 million to 8.7 million by the ycar 2030. This increasc in
life expectancy will increase demand for healtheare services and, as importantly, the demand for innovative, more sophisticated means of
delivering those services, Hospitals, as the largest category of care in the healthcare market, will be among the main beneficiaries of this
increase in demand. Based on data compiled for us, the populations of the service arcas wherc our hospitals are located grew by 25.0%
from 1990 to 2009 and are cxpected to grow by 4.6% from 2009 10 2014. The number of people aged 65 or older in these service areas
grew by 26.6% from 1990 to 2009 and is expected to grow by 15.2% from 2009 10 2014,

Consolidation. In addition to our own acquisitions in recent years, consolidation activity in the hospital industry, primarily through
mergers and acquisitions involving both for-profit and not-for-profit hospital systems, is continuing. Reasons for this activity included:

* cxeess capacity of available capital;
+ valuation levels;

« financial performance issues, including challenges associated with changes in reimbursement and collectability of sel[-pay
revenue;

= the desire to cnhance the local availability of healthcare in the community;
s the necd and ability to recruil primary care physicians and specialists;

» the need o achieve general cconomies of scale and to gain access to standardized and centralized functions, including favorable
supply agreements and access to malpractice coverage; and

+ regulatory changes.

The healthcare industry is also undergoing consolidatien, first, in anticipation of, and sccond, in reaction to, cfforts to reform the
payment systemn. Hospital systems are acquiring physician practices and other outpatient and sub acute providers to position themsclves
for readmission, bundling and other payment restructuring. Simtlarly, pavors arc consolidating and acquiring discase management service
providers in an effor 10 offer more competitive programs.
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Selected Operating Data

The following table sets forth operating statistics for our hospitals for each of the years presented, which are included in our
continuing operations. Statistics for 2010 include a full year of operations Tor 125 hospitals and partial periods (or five hospitals acquired
during the year. Statistics for 2009 includc a full ycar of operations for 121 hospitals and partial periods for three hospitals acquired
during the year and one hospital in which we previously had a noncontrolling intcrest and purchased the semaining interest during the
year, Statistics for 2008 include a full year of operations for 119 hospitals and partial perieds for two hospitals acquited during the year.
Statistics for hospitals which have been sold are excluded from all periods prescnicd.

Year Ended December 31,
2010 2005 2008
{Dollars in thousands)

Consolidated Data

Number of hospilals (at end of period) 130 125 121
Licensed beds {at ¢nd of period)}{1) 19,372 18,140 17,411
Beds in service (at end of period)(2} 16,622 15,897 15,194
Admissions(3) 693,382 692,569 668,526
Adjusted admissians(4) 1,308,334 1,275,888 1,207,756
Patient days(5) 2,948,876 2,937,154 2,835,795
Average length of stay (days)(6) 43 472 42
Occupancy rate (beds in service}(7) 50.0% 51.3% 52.3%
Nei operating revenues $12,986,500 $12,107,613 510,919,095
Net inpaticnt revenues as a % of total nct operating revenues 48.9% 50.1% 50.2%
Net putpatient revenues as a % of total net opcrating revenues 48.9% 47.6% 47.5%
Net income attributable to Community Health Systems, Inc. § 279983 § 243,150 § 218,304
Net income atiributable to Community Health Sysiems, Inc. as a % of total net operating

TCVENUEs 2.2% 2.0% 2.0%
Liquidity Data
Adjusted EBITDA(8) $ 1,770,199 § 1,671,397 S 1,513,329
Adjusted EBITDA as a % of total net operating revenues(8) 13.6% 13.8% 13.9%
Nct cash flows provided by operating activities S 1.I88,730 % 1,076,429 S 1,056,581
Net eash flows provided by operating activities as a % of total net operating revenues 9.2% 8.9% 9.7%
Net cash flows uscd in investing activitics $(1,044310) § (867,182) § (665471)
Net cash flows used in financing activitics $ (189,792) § (85,361) $ (304,029)

See pages 10and 11 for footnotes.
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Year Ended December 31, {Decrense)
2010 2009 __Increase

(Dollars in thousunds)

Same-Store Data(9)

Admissions(3) 675,086 692,569 (2.5Y%
Adjusted admissions(4) 1,269,467 1,275,888 (0.5)%
Patient days(3) 2,858,532 2.937,194

Average lengih of stay (days)(6) 4.2 42

Occupancy rate (beds in service)(7) 49.8%, 51.3%

Net operating revenucs 3 12,582,406 § 12,105,938 3.9%
Income from operations g 1,139501  § 1,083,805 5.1%
Income from operations as a % of net operating revenucs 9.1% 9.0%

Depreciation and amortization $ 595,482 S8 566,219

Equity in eamings of unconsolidated affiliatcs $ 45220 § 36,409

{1} Licensed beds are the number of beds for which the appropriate state agency licenses a [acility regardless of whether the beds are
actually available for patieni vse.

(2) Beds in servicc are the number of beds that are readily available for paticnt use.
{3) Admissions represent the number of paticnts admitted for inpatient treatment.

{4) Adjusted admissions is a general measure of combined inpatient and outpaticnt volume, We computed adjusted admissions by
multiplying admissions by gross patient rcvenues and then dividing that number by gross inpatient revenues.

{5} Paticnt days represent the total number of days of care provided to inpatients.
(6} Average length of stay (days) represents the average number of days inpetients stay in our hospitals.

(7} We calculated occupancy rate percentages by dividing the average daily number of inpatients by the weighted- average number of
beds in service,

{8) EBITDA consists ol net income atiributable 1o Community Health Systems, Inc. before intcrest, income daxcs, depreciation and
amortization. Adjusted EBITDA is EBITDA adjusted to exclude discontinued operations, gain/loss from early extinguishment of
debt and net income atiributable 1o noncontrolling intcrests. We have from timne to time sold noncontrolling interests in certain of our
subsidiaries or acquircd subsidiarics with existing noncontrolling inferest ownership positions. We bclicve that it is useful Lo present
adjusted EBITDA because it excludes the portion of EBITDA attributable to these third-party interests and clarifies for investors our
portion of EBITDA generated by continuing operations. We usc adjusted EBITDA as a mcasure of liquidity. We have included this
measure because we believe it provides investors with additional information about our ability to incur and scrvice debt and make
capital expendilures. Adjusted EBITDA is the basis for a key component in the determination of our compliance with some of the
covenants under our semor secured credit facility, as wcll as to determine the interest rate and commitment fee payable under the
senior secured credit facility (although adjusted EBITDA does not include all of the adjustments described in the senior secured
eredit facility).

Adjusted EBITDA is not a measurement of financial performance or liquidity under gencrally accepted accounting principles. i
should not be considered in isolation or as a substitute for net income, operating income, cash flows [fom operating, investing or
financing activitics, or any other measure calculated in accordance with generally accepted accounting principles. The items excluded
from adjustcd EBITDA are significant components in understanding and evaluating financial performance and liquidity. Our
calculation of adjusted EBITDA may not be comparable to similarly titled measures reporied by other companies,
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The following table reconciles adjusied EBITDA, as delined, to our net cash provided by operating activities as derived direcily
from our Consolidated Financial Statemcnts for the years ended December 31, 2010, 2009 and 2008 (in thousands):

Yenr Ended December 31,
2010 1009 2008

Adjusted EBITDA $ 1,770,19¢ $ 1,671,397 § 1,513,329
Inierest expense, net (651,926) ((648,964)  (652,468)
Provision for income taxes (159,993) (141,325)  (125273)
Deferred income taxes 97,370 34,268 159,870

Income from operations of hospitals sold or held for sale — 1,977 9,427

Income tax cxpense on the (gain) loss on sale of hospitals — _ {8,107

Depreciation and amortization of discontinued operations — 332 7,308
38,779 44,501} 52,105

Stock compensation expense
{Excess tax benefits) income tax payable increase

relating to stock-based compensation (10,219} 3472 (1,278)

Other non-cash expenses, net 12,503 22,870 3,577
Changes in operating asseis and liabilities, net of cffects of acquisitions and divestitures:
Patient accounts receivable (27,049 58,390 (49,578)
Supplies, prepaid expenses and other current asscts (39.904) (34,335) (34,397
Accounts payable, accrued libilities and income taxes 161,952 86,098 119,869
Other (2,982) (22.052) 62,197

Net cash provided by operating activities $ 1,188,730 § 1.076429 $ 1,056,581

{9) Includes acquired hospilals to the extent we operated them during comparable periods in both years.

Sources of Revenue

We receive payment for healtheare services provided by our hospitals from:

+ the federal Mcedicare program;

« state Medicaid or similar programs;

« healthcare insurance carriers, health maintenance organizations or "HMOs,"” preferred provider organizatiens or "PPOs." and
other managed care programs; and

- paticnis directly.

The following table presents the approximate percentages of net operating revenucs received from Medicare, Medicaid, managed
care, scl-pay and other sources [or the periods indicated. The data for the years presented are not stricily comparable duc to the effect
that hospital acquisitions have had on these statistics.

Year Ended December 34,

Net Operating Revenues by Pavor Source 2010 2009 2008

Mcdicare 272% 27.1% 27.5%
Medicaid 10.6% 2.8% 2.1%
Managed Care and other third-parly payors 50.6% 51.9% 52.7%
Sell-pay 11.6% 11.2% 10.7%
Total 100.0% 100.0% 100.0%
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As shown above, we receive a substantial portion of our revenues from the Medicare and Mcdicaid programs. Included in Managed
Care and other third-parly payors is net opcraling revenues [rom insurance companies with which we have insurance provider contracis,
Medicarc Managed Carc, insurance companies for which we do not have insurance provider contracts, workers' compensation carriers
and non-patient service revenuc, such as rental income and cafeteria salcs. In the future, we gencrally expect revenues reccived from the
Medicare and Medicaid programs 1o increasc duc to the general aging of the papulation. In addition, the Reform Legislation (as defincd
below) will increase the number of insured patients which should reduce revenues from self-pay patients and reducc the provision for bad
debts. The Reform Legislation, however, imposes significant reductions in amounts the governmenl pays Medicare Managed Care plans.
Other provisions in the Reform Legislation impose minimum medical-loss ratios and require insurers to meet specific benefit
requirements. In addition, specified managed care programs, insurance companics, and employers are aciively negotiating the amounts
paid to hospitals. The trend toward inercased enrollment in managed care may adversely affect our net operating revenue growth. There
can be no assurance that we will retain our existing reimbursement arrangements or that these third-party payors will not attcmpt to
further reducc the rates they pay for our scrvices.

Medicare is a federal program that provides medical insurance benefits 10 persons age 65 and over, some disabled persons, and
persons with end-stage rcnal diseasc. Medicaid is a federal-state funded program, administered by the states, which provides medical
benefits to individuals who are unable io afford healthcare, All of our hospitals are cedified as providers of Medicare and Medicaid
services. Amounts received under the Medicare and Medicaid programs are gencrally significantly less than a hospital's customary
charges for the scrvices provided. Since a substantial portion of our revenuc comes from patients under Medicare and Medicaid
programs, our ability 1o operate our business successfully in the futurc will depend in large measure on our ability to adapt to changes in
these programs.

In addition 10 government programs, we are paid by private payors, which include insurance companies, HMOs, PPOs, other
managed care companics, cmployers, and by paticnts directly. Blue Cross payors are included in the "Managed Care and other third-party
payors” line in the above table. Patients are gencrally not responsible for any difference between customury hospital charges and amounts
paid for hospital services by Medicare and Medicaid programs, insurance companies, HMOs, PPOs, and other managed care companics,
but arc responsible for services not covered by these programs or plans, as well as Tor deductibles and co-insurance obligations of their
coverage. The amount of these deductibles and co-insurance obligations has increased in recent years. Collection of amounts due from
individusls is typically more difficult than collcetion of amounts due from government or business payors. Te further reduce their
healthcare costs, an increasing number of insurance companies, HMOs, PPOs, and other managed care companies are negotiating

| discounicd fee structures or lixed amounts for hospital services performed, rather than paying healthcare providers the amounts billed.
' We negotiate discounts with managed care companics, which are typically smaller than discounts under governmental programs. If an
increased number of insurance companies, HMOs, PPOs, and other managed care companies succeed in negotiating discounted fee
structures or fixed amounts, our results of operations may be negativcly affected. For more information on the payment programs on
which our revenues depend, see "Payment” on page 19.

As of December 31, 2010, Indiana, Texas and Pennsylvania represented our only arcas of geographic concentration. Net operating
revenues as a percentage of consolidated net operating revenues gencrated in Indiana were 10.3% in 2010 and 10.9% in both 2009 and
2008, Net operating revenues as a percentage of consolidaled net operating revenues gencrated in Texas were 13.0% in 2010, 13.2% in
2009 and 13.3% in 2008. Nct operating revenues as a percentage of consolidated net operating revenues generated in Pennsylvania were
10.0% in 2010, 9.9% in 2009 and 8.9% in 2008.

Hospilal revenucs depend upon inpatient occupancy levels, the volume of outpatient procedurcs, and the charges or negotiated
payment rates for hospital services provided. Charges and payment rates for routine inpatient scrvices vary stgnificantly depending on the
type of service performed and the geographic location of
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the hospital. In recent years, we have experienced a significant increase in revenue reccived from outpaticnt services. We atiribute this
increase to:

« advances in technology, which have permitted us to provide more services on an outpaticnt basis; and

« pressure from Medicare or Medicaid programs, insurance companies, and managed carc plans to reduce hospital stays and to
reduce costs by having services provided on an cuipatient rather than on an inpaticnt basis.

Government Regulation

Overview. The healthcare industry is required lo comply with extensive government regulation at the federal, statc, and local levels.
Under these regulations, hospitals must meet requirements to be certified as hospitals and qualified to participate in government
programs, including the Medicare and Medicaid programs. These requiremcnis relate to the adequacy ol medical care, equipment,
personnel, operating policies and procedures, maintcnance of adequate records, hospital use, rate-setting, compliance with building codes,
and environmental protcction laws. There are also cxicnsive regulations poverning a hospital’s participation in these govemment
progsams. 1f we fail to comply with applicable laws and rcgulations, we can be subject to ceriminal penaltics and civil sanctions, our
hospitals can lose their licenses and we could lose out ability 10 participate in these government programs. In addition, government
regulations may change. I that happens, we may have lo make changes in our facilitics, equipment, personnel. and services so that our
hospitals remain centified as hospilals and qualified to participate in these programs. We belicve that our hospitals are in substantial
compliance with current federal, state, and Jocal regulations and standards.

Hospitals are subject to periodic inspection by federal, state, and local authorities to determine their compliance with applicable
repulations and requirements ncecssary for licensing and centification. All of our hospitals are licensed under appropriate stale laws and
are qualified to participate in Medicarc and Medicaid programs. in addition, mos1 of our hospituls are accredited by the Joint Commission
on Accreditation of Healthcare Organizations, This accreditation indicates that a hospital satisfics the applicable health and administrative
standards to participate in Mcdicare and Mcdicaid programs.

Healthcare Reform. The American Recovery and Reinvestment Act of 2009, or ARRA, was signed into law on February 17, 2008,
providing for a lemporary increase in the federal maiching assistance percentage (FMAP), a temporary increasc in federal Medicaid
Disproportionate Share [Hospital, or DSH, allotments, subsidization of health insurance premiums {COBRA) for up to ninc months, and
granis and loans for infrastructurc and incentive payments for providers who adept and use health information technology. This act also
provides penaltics by reducing reimbursement from Medicare in the form of reductions to scheduled market basket increascs beginning in
federal fiscal ycar 2015 iCeligible hospitals and professionals fail to demonstrate meaningful use of clectronic health record technology,
The 2010 Deparument of Defense Appropriations Act was signed into taw on December [9, 2009 and expanded Lhe subsidization of
health insurance premiums (COBRA) 1o 15 months and extended the eligibility period for individuals losing their jobs through
February 28, 2010,

The Paticnt Protection and Affordable Care Acl, or PPACA, was signed into law on March 23, 2010. In addition, the Health Care
and Education Affordability Reconciliation Act of 2010, or Reconciliation Act, which contains a number of amendments to PPACA, was
sigried into law on March 30, 2010. These healthcare acts, referred 1o collectively as the Reform Legislation, include a mandate that
requires substantially all U.S. citizens to maintain medical insurance coverage which will ultimately incrcase the number of persons with
access 1o health insurance in the United States. The Reform Legislation should result in a reduction in uninsured patients, which should
reduce our cxpense Trom uncollectible accounis receivable; however, this legislation makes a number of other changes to Medicare and
Mcdicaid, such as reductions 1o the Medicare annual market basket updaie for federal fiscal years 2010 through 2019, a productivity
offset to the Medicare market baskct update beginning October 1, 2011, and a reduction to the Medicare and Mcdicaid disproportionate
sharc payments, that could adversely impact the reimbursement received under these programs. The various provisions in the Reform
Legislation that directly or indirectly afTect reimbursement are scheduled to take effect over a numbcr of years, and we cannot predict
their impact at this time. Other provisions of the Reform
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Legislation, such as requircments related t0 employee health insurance coverage, should increase our operating costs.

Also included in the Reform Legislation are provisions aimed at reducing fraud, waste and abuse in the healthcare industry. These
provisions allocate significant additional resources to lederal enforcement agencies and cxpand the usc of private contractors to recover
potentially inappropriate Medicarc and Mcdicaid payments. The Reform Legislation amends scveral existing federal laws, including the
Medicare Anti-Kickback Statute and the False Claims Act, making it easier for government agencies and private plaintiffs to prevail in
lawsuits brought against healthcarc providers. These amendments also make it easier for potentially severe fincs and penaltics to be
imposed on healthcare providers accused of violating applicable laws and regulations.

In a number of markets, we have parincred with Jocal physicians in the ownership of our facilities. Such investments have becn
permitted under an exception to the physician self-referral law, or Stark Law, that allows physicians to invest in an cntire hospital (as
opposed to individual hospitai departments). The Reform Legistation changes the "whole hospital" exception to the Stark Law. The
Reform Legislation permits cxisting physician investments in a whole haspital to continue under a "grandfather” clausc if the
arrangement satisfies certain requirements and restrictions, but physicians became prohibited, from the time the Reform Legislation
became cffective, from increasing the aggregate percentage of their ownership in the hospital. The Reforn Legislation also resiricts the
ability ol existing physician-owned hospitals to expand the capacity of their facilities. Physician investments in hospitals that are under
deveiopment are protected by the grandfather clause only if the physician invesiments have been made and the hospital has a Medicare
provider agreement as of a specific date.

The impact of the Reform Legislation on each of our hospitals will vary depending on payor mix and a variety ol other factors. We
anticipate that many of the provisions in the Reform Legislation will be subject 10 further clarification and modification through the rule-
making process, the development of agency guidance and judicial interpretations. Moreover, a number of state aitomeys peneral are
challenging the legality of cerlain aspects of the Reform Legislation, Currently, rulings in four separate Federal District Courts, regarding
the constitutionality of the Reform Legislation, have been split, with two courts ruling in lavor of the legislation and 1wo courts ruling
that part or all of the Reform Legislation was unconstitutional. These decisions are likely to be appealed and may ultimately end up
beflore the United States Supreme Courl. We cannot predict the impact the Reform Legislation may have on our business, results of
operations, cash flow, capital resources and liquidity or the ultimatc outcome of the judicial rulings. Furthcrmore, we cannot predict
whether we will be able to modify certain aspects of our operations to offset any potennal adverse consequences from the Reform
Legislation.

Frand and Abuse Laws. Panicipation in the Medicarc program is heavily regulated by federal statuic and regulation. If a hospital
fails substantially to comply with the requircments for participating in the Medicare program, the hospital's participation in the Medicare
program may be icrminated and/or civil or criminal penaltics may be imposed. For cxample, a hospital may lose its ability to participate
in the Medicare program if it performs any of the following acts:

~ making elaims to Medicare for services not provided or misrepresenting aelual services provided in order to obtain higher
payments;

» paying money to induce the referral of patients where services are reimbursable under a federal health program,; or
« paying moncy to limit or reduce the services provided to Medicare benelicianes.

The Health Insurance Poriability and Accountability Act of 1996, or HIPAA, broadened the scope of the fraud and abuse laws.
Under HIPAA, any person or entity that knowingly and willlully defrauds or attempis to defraud a healthcare benefit program, including
private healthcare plans, may be subject to fines, imprisonment or both. Additionally, any person or entity that knowingly and willfully
falsifies or conceals a matenial fact or makes any matcrial false or fraudulent statements in connection with the delivery or payment of
healthcare services by a healthcarc benefit plan is subject {o a fine, imprisonment or both.

14




Table of Conients

Another law tegulnting the healthcare industry is a section of the Social Sceurity Act, known as the "anti-kickback™ statutc. This law
prohibits some business practices and relationships under Mcdicare, Medicaid, and other lederal healthcare programs. These praclices
include the payment, receipt, offer, or solicilation of remuneration of any kind in exchange lor itlems or services that are reimburscd under
most federal or state healthcare programs. Violations of the anti-kickback statutc may be punished by criminal and civil fincs, exclusion
from fedcral healthcare programs, and damages up 10 three times the total dollar amount involved.

The Office of Inspector General of the Department of Health and Human Services, or O1G, is responsible for identilying and
investigating fraud and abuse activitics in federal healthcare programs. As part of its duties, the OIG provides guidance 1o healthcare
providers by identifying types of activities that could violate the anti-kickback statute. The OIG alse publishes regulations outlining
activitics and business relationships that would be deemed not to vielate the anti-kickback statute, Thesc regulations are known as "saft
harbor" regulations. However, the failure of a particular activity to comply with ihe safe harbor regulations does not necessarily mcan that
the activity viclates the anti-kickback statute.

The OIG has identified the following incentive arrangemenis as potential violations of the anti-kickback statute:

« payment of any incentive hy the hospital when a physicien refers a paticnt to the hospital;
« usc of free or significantly discounted office space or equipment for physicians in facilities usually located close to the hospital;

» provision of frec or significantly discounted billing, nursing, or other staff services;

« free training for a physician's office staff, including management and laboratory techniques (but excluding compliance training);

+ guarantees which provide that if the physician's income [ails to reach a predetermined level, the hospital will pay any portion of
the remainder;

+ low-interest or interest-free loans, or loans which may be forgiven if a physician relers paticnts to the hospital;
 payment of the costs of a physician's travel and expenses for conferences;

+ payment of serviccs which require few, if any, substantive duties by the physician, or payment for services in excess of the fair
market value of the services rendered; or

+ purchasing goods or services from physicians at prices in excess of their fair market value.

We have a varicty of financial rclationships with physicians who refer patients o our hospitals. Physicians own inicrests in a
number of our facilitics. Physicians may also own our stock. We also have contracts with physicians providing for a varicty of financial
armangemcnts, including crmployment contracts, leases, management agreements, and professianal service agreements. We provide
financial incentives to recruit physicians to relocate to communitics served by our hospitals, Thesc incentives include relocation,
reimbursement for certain direct expenscs, income guarantees and, in some cases, loans. Although we believe that we have structured our
armangements with physicians in light of the "safc harbor" rules, we cannot assure you that regulatory autherities will not determine
otherwise. [f that happens, we could be subject to eriminal and civil penaltics and/or exclusion from participating in Medicare, Medicaid,
or other government healthcare programs.

The Social Sceurity Act also includes a provision commonly known as the "Stark Law.” This faw prohibits physicians from
referring Medicare patients to healthcare entities in which they or any of their immediate family members have ownership interests or
other financial amrangements. These types of referrals are commaonly known as “sclf referrals.” Sanctions for violating the Stark Law
include denial of payment, civil money penalties, assessments cqual 10 twice the dollar valuc of each scrvice, and exclusion from
government payor programs. There are ownership and compensation arrangement cxceptions to the self-referral prohibition. Onc
exception allows a physician to make a referral 1o a hospital if the physician owns an intercst in the entirc hospital, as opposed to an
ownership interest in a department of the hospital, Another exception allows
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a physician to refer paticnts Lo a healtheare entity in which the physician has an ownership interest if the entity is located in a rural area,
as defined in the statute. There arc also exceptions for many of the customary financial arrangements between physicians and providers,
including employment contracts, leases, and recruitment agreements. From time to time, the federal government has issucd regulations
which interpret the provisions included in the Stark Law. The Reform Legislation changed the "whelc hospital” exception to the Stark
Law. The Reform Legislation permitted existing physician invesiments in a whole hospital to continue under a "grandfather” clause il the
amangement satisfics cerlain requirements and restrictions, but physicians became prohibited, from the time the Reform Legislation
became effective, (rom increasing the aggregate percentage of their ownership in the hospital. The Reform Legislation also restricied the
ability of existing physician-owned hospitals 1o expand the capacity of their aggregate licensed beds, operating rooms and procedure
rooms. Physician invesiments in hospitals that are under development arc protected by the grandfather clausc only if the physician
investments have been made and the hospital has a Medicare provider agreement as of a specific date. The wholc hospital exception, as
amended, also contains additional disclosure requirements. For example, a grandfathered physician-owned hospital is required to submit
an annual report to the Department of Health and Human Scrvices, or DHHS, listing each investor in the hospital, including all physician
owners. In addition, grandfathered physician-owned hospitals must have procedures in place thal require cach referring physician owner
to disclose 1o patients, with cnough notice for the patieni {o make a meaningful decision regarding rceeipt of care, the physician's
ownership interest and, if applicable, any ownership interest held by the treating physician. A grandfathered physician-owned hospital
also must disclose on its web site and in any public advertising the fact that it has physician ownership. The Reform Legislation requires
grandlathered physician-owned hospitals to comply with these new requirements by September 23, 2011 and requires audits of the
hospitals’ compliance beginning no later than May 1, 2012,

In addition to the restrictions and disclosure requirements applicable to physician-owned hospilals set forth in the Reform
Legislation, CMS regulations require physician-owned hospitals and their physician owners to disclose ceriain ownership information to
patients. Physician-owned hospitals that receive referrals from physician owners must disclose in writing to patients that such hospitals
arc owned by physicians and that paticnts may receive a list of the hospitals' physician investors upon request. Additionally, a physician-
owned hospital must require all physician owners who are members of the hospitai's medical stafl to agree, as a condition of continued
medical s1aff membership or admitting privileges, to disclose in writing 1o all patients whom they refer to the hospital their (or an
immediate family member's) ownership interest in the hospital. A hospital is considercd to be physician-owned if any physician, or an
immediate family member of a physician, holds debt, stock or other types of investment in the hospital or in any owner of the hospital,
excluding physician ownership through publicly-traded sceurities that meet certain conditions. If a hospital fails to comply with these
regulations, the hospital could lose its Medicare provider agreement and be unable te participate in Medicare,

Sanctions for violating the Stark Law include denial of payment, civil monctary penaities of up to $15,000 per claim submitied and
exclusion from the federal healtheare programs. The statutc also pravides for a penalty of up to $100,000 for a scheme intended to
circumvent the Stark Law prohibitions.

Evolving interpretations of cureent, or the adoption of new, fedeml or state laws or regulations could affcct many of the
arrangements entered into by cach of our hospitals. In addition, law enforcement authorities, including the OIG, the courts and Congress
are increasing scrutiny of armangeincits between healtheare providers and potential referral sources 1o cnsurc that the amrangements arc
not designed as a mechanism to improperly pay for patient referrals and or other business. Investigators also have demonstrated a
willingness to look behind the formalitics of a business transaction to defermine the underlying purposc of payments between healthcare
providers and potential referml sources.

Many states in which we operate have also adopted laws that prohibit payments to physicians in exchange for referrals similar to the
federal anti-kickback statute or that otherwise prohibit fraud and abuse activitics. Many states have also passcd selfl-referral legisiation
similar to the Stark Law, prohibiting the referral of patients to entities with which the physician has a financial relationship. Ofien these
statc laws are broad in scope and may apply regardless of the source of payment for care. These statutes rypically provide criminal
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and civil penaltics, as well as loss of liccnsure. Little precedent exists for the interpretation or enforcement of these state laws.

Our operations could be adversely affected by the failure of our arrangements 10 comply with the anti-kickback siatute, the Stark
Law, billing laws and regulations, current statc laws or other legislation or regulations in thesc arcas adopted in the future. We arc unable
10 predict whether other legislation or regulations at the federal or state level in any of these areas will be adopted, what form such
legislation or regulations may take or how they may affect our operations. We are continuing to enfer into new fnancial armangements
with physicians and other providers in a manner structured 1o comply in all matcrial respects with these laws, We cannot assurc you,
however, that governmental officials responsible for enforcing these laws or whistleblowers will not asser! 1hat we are in violation of
them or that such statutcs or regulations ultimately will be interpreted by the courts in a manner consistent with our interpretation.

We strive to comply with the Stark Law and regulations; however, the government may interpret the law and regulations differently.
IT we are found to have violated the Stark Law or regulations, we could be subject 10 significant sanctions, including damages, penalties,
and exclusion from federal healthcare programs.

Federal False Claims Act and Similar State Laws, Another trend affecting the healthcare industry loday is the increased use of the
federal False Claims Act, or FCA, and, in particular, actions being brought by individuals on the government's behalf under the FCA's
"qui tam" or whistleblower provisions. Whistleblower provisions allow private individuals to bring actions on behalf of the government
alleging thal the defendant has defrauded the federal government. I the government intervenes in the action and prevails, the party filing
the initial complaint may sharc in any scttlement or judgment. 1T the government does not intervene in the action, the whistleblower
plaimiif may pursue the action independently and may receive a larger share of any setticment or judgment, When a private party brings a
qui tam action under the FCA, the defendant gencrally will not be made awarc of the lawsuit until the government commences its own
investigation or makes a determination whether it will intervene. Further, every entity that receives at feast $5 million annually in
Medicaid payments must have written policics for all employces, contractors or agents, providing detailed information about false claims,
false statements and whistleblower protections under cerlain federal laws, including the FCA, and similar state laws.

When a defendant is determined by a court of law to be liable under the FCA, the defendant must pay three times the actual
damages sustained by the overnment, plus mandaiory civil penalties of between $5,500 and $11,000 for cach separatc falsc claim.
Setllements entered into prior to litigation usually invelve a less scvere calculation of damages. There are many potential bases for
Jiability under the FCA. Liability oficn arises when an entity knowingly submits a false claim for reimbursement ta the federal
govemnment. The FCA broadly defines the term "knowingly." Although simple negligence will not give rise o liability under the FCA,
submitting a claim with reckless disregard (o its truth or falsity can censtitute "knowingly" submitting a false claim and result in liability.
In some cases, whistleblowers, the federal government and couns have taken the position that providers who allcgedly have violated
other statutes, such as the anti-kickback statute or the Stark Law, have thereby submitted false claiins under the FCA. The Reform
Legislation clarifics this issuc with respect 1o the anti-kickback statute by providing that submission of a claim for an item or service
generated in violation of the anti-kickback statute constitutes a false or fraudulent claim under the FCA, The Fraud Enforcement and
Recavery Act of 2009 expanded the scope of the FCA by, among other things, creating liability for knowingly and improperly avoiding
repayment of an overpayment received from the gavernment and broadening protections for whistleblowers. Under the Reform
Legislation, the FCA 'is implicated by the knowing failure 10 report and return an overpayment within 60 days of identifying the
overpayment or by the date a corresponding cost report is due, whichever is later. Further, the FCA will cover payments involving lederal
funds in connection with the new health insurance exchanges to be created pursuant 1o the Reform Legislation,

A number of states, including states in which we operate, have adopted their own false claims provisions as well as their own
whistleblower provisions whereby a private party may file a civil lawsuit in state court. The Deficit Reduction Act of 2005 creates an
incentive for statcs 10 enact falsc claims laws that are
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| comparable to the FCA. From time 1o time, companics in the healthcare industry, including ours, may be subject 0 actions under the
| FCA or similar stale laws.
]

Corporate Practice of Medicine; Fee-Splitting. Some states have laws that prohibit unlicensed persons or business entitics,
| including corporations, from employing physicians. Some states also have adopted laws that prohibit dircct or indirect payments o fee-
splitting arrangements belween physicians and unlicensed persons or business entities. Possible sanctions for violations of these
restrictions include Joss of a physician's license, civil and criminal penalties and rescission of business arrangements. These laws vary
from state to statc, are oflcn vague and have seldom been interpreted by the courts or regulatory agencics. We structure our arrangements
with healtheare providers to comnply with (he relevant staie law. However, we cannot be assured that governmental ofTicials responsible
for enforcing these laws will not asser that we, or transactions in which we are involved, are in violation of these laws. These laws may
also be interpreted by the courts in a manner inconsistent with our interpretations.

Emergency Medical Treatment and Active Labor Act. The Emergency Medical Treatment and Active Labor Act imposes
requircments as 1o the care that must be provided to anyonc who comes to facilities providing emergency medical services sceking care
before they may be transferred to another faeility or otherwise denicd care. Sanctions for failing to fulfill these requircments include
exclusion from participation in Mcdicare and Medicaid programs and civil money penaltics. In addition, the law ercates private civil
remedics which cnable an individual who sulfers personal harm as a direct result of a violation of the law to sue the offending hospital for
damages and cquitable relicf. A medical facility that suffers a financial loss as a direct result of another participating hospital's violation
of the law also has a similar right. Although we belicve that our practices are in compliance with the law, we can give no assurance that
governmental ofTicials responsible for enforcing the law or others will not assert we are in violation of these laws.

Conversion Legislation. Many statcs, including some where we have hospitals and others where we may in the future acquire
hospitals, have adopted legislation regarding the sale or other dispesition of hospitals operated by not-for-profit entities. In other slates
that do not have specific legislation, the attorneys general have demonstrated an interest in these transactions under their general
obligations to protect charitable assets from waste. These legislative and administrative efforts primarily focus on the appropriate
valuation of the assets divested and the usc of the proceeds of the sale by the not-for-profit seller. While these reviews and, in some
instances, approval processes can add additional time to the closing of a hospital acquisition, we have not had any significant difficulties
or delays in completing the process. There can be no assurance, however, that future actions on the stale level will not sertously delay or
cven prevent our ability o acquire hospitals. IT these activities are widespread, they could limit our ability to acquire hospitals.

Ceriificates of Need. The construction of new facilities, the acquisition of existing facilities and the addition of new services al our
facilities may be subject to state laws that require prior approval by state regulatory agencies. These CON laws generally require that a
state agency delerming the public nced and give approval prior to the construction or acquisition of facilites or the addition of new
scrvices. As of December 31, 2010, we opcrated 56 hospitals in 16 states thal have adopted CON laws for acute care facilitics. £ wc fail
to obtain ncecssary state approval, we will not be able 10 expand our facilitics, complete acquisitions or add new scrvices in these states,
Violation of these state laws may resull in the imposition of ¢ivil sanctions or the revocation of a hospital's licenses.

HIPAA Administrative Simplification and Privacy and Security Requiremenss. HIPAA rcquires the use of uniform clectronic data
transmission standards for healthcare elaims and payment transactions submitted or received electronically. These provisions arc intended
10 encourape clectronic commerce in the healthcare industry. The DHHS has established electronic data transmission standards that ail
healthcare providers must use when submitting or receiving certain healthcare transactions electronically. In addition, HIPAA requires
that cach providcr use a National Provider ldentifier. In January 2009, CMS published a final rulc making changes to the formats used for
certain cicctronic transactions and requiring the use of updated standard code sets for certain diagnoscs and procedures known as ICD-10
code scts. Although use of the ICD-10 code sets is not mandatory until October 1, 2013, we will he modifying our payment systems and
processes to prepare for their implementation, Use of the ICD-10 code sets will require significant changes; however, we belicve that
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the cost of eompliance with these regulations has not had and is not expected to have a material adverse effect en our business, financial
position or results of operations. The Relorm Legislation requires the DHHS 1o adopt slandards for additional electronic ransactions and
to cstablish operaling rules to promote uniformity in the implementation of each standardized electronic transaction.

As required by HIPA A, DHHS has issued privacy and sccurity regulations that extensively regulate the use and disclosure of
individually identifiable health-related information and require healthcare praviders 1o implement administrative, physical and technical
praclices 10 protect the security of individually identifiable health information that is electronically maintaincd or transmitted. ARRA
broadens the scope of the HIPAA privacy and security regulations. In addition, ARRA extends the application of certain provisions of the
security and privacy regulations to business associates (entities that handle identifiable health-related information on behalf of covered
entitiesh and subjects business associates (o civil and criminal penalties for violation of the regulations. On July 14, 2010, the DHHS
issucd a proposed rule that would implemnent these ARRA provisions. If finalized, these changes would likely require amendments to
existing agreements with business associates and would subjcct business associales and their subcontractors fo direct liability under the
HIPAA privacy and securily regulations, We have developed and utilize a HIPAA compliance plan as part of our effort to comply with
HIPAA privacy and security requirements. The privacy regulations and security regulations have and will continue to impose significant
costs on our facilities in order to comply with these standards.

As required by ARRA, the DHHS published an interim final rule on August 24, 2009, that requires covered entilies (o report
breaches of unsecured protected health information to allected individuals without unrcasonable delay, but not to exceed 60 days of
discovery of the breach by the covered entity or its agents. Notification must also be made to the DHHS and, in cerlain situations
involving large breaches, 10 the media, Various staie laws and regulations may also require us to notify affected individuals in the cvent
of a data breach involving individually identifiable information.

Violations of the HIPAA privacy and security regulations may result in civil and criminal penalties, and ARRA has strengthened the
enforcement provisions of HIPAA, which may result in increased enforcement activity, Under ARRA, the DHHS is required te conduct
periodic comnpliance audits of covered entities and their business associatcs. ARRA broadens the applicability of the cnminal penalty
pravisiens to employees of covered enfities and requires the DHHS ta impose penalties for violations resulting from willful neglect.
ARRA significantly increases the amount of the civil penalties, with penaltics of up to $50,000 per viclation for a maximum civil pemalty
of $1,500,000 in a calendar year for violations of the same requirement. Furiher, ARRA authorizes state attorneys general to bring civil
actions seeking either injunction or damages in response lo violations of HIPAA privacy and security regulations that threaten the privacy
of statc residents. Our facilities also are subject to any federal or siate privacy-related laws that are more restriclive than the privacy
regulations issued under HIPAA. These laws vary and could impose additional penalties.

There are numcrous other laws and legislative and regulatory initiatives at the [ederal and slate levels addressing privacy and
security concems. For example, in October 2007, the Federal Trade Commission issued a final rute requiring financial institutions and
creditors, which arguably included hospitals and other healthcare providers, to implement written identity theft prevention programs 1o
detect, prevent, and mitigate identity thefl in connection with certain accounts. The enforcement date for this rule has been postponed
untit December 31, 2010, In addition, Congress recently has passed legislation that would restrict the definition of a "creditor” and may
exempt many hospitals frem complying with the rule.

Payment

Medicare. Under the Medicare program, we are paid for inpatient and outpatient services performed by our hospitals.

Payments for inpatient acule services are generally made pursuant te a prospective payment system, commonly known as "PPS."
Under PPS, our hospitals are paid a predctermined amount [or each hospital discharge based on the patient’s diagnosis. Specifically, each
discharge is assigned to a diagnosis-related group, commonly known as a "DRG,” based upon the paticnt's condition and treatment during
the relevant inpatient stay, For the federal fiscal year 2008 (i.e., the federal fiscal year beginning October 1, 2007), cach
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DRG was assigned a payment rate using 67% of the national average cost per case and 33% of the national average charge per case and
50% of the change 10 severity adjusted DRG weights. Severity adjusied DRG's more accurately reflect the costs 8 hospital incurs for
caring for a patient and accounts more fully for the severity of cach patient’s condition. Commencing with the federal fiscal year 2009
(i.e., the federal fiscal year beginning October 1, 2008), each DRG is assigned a payment rate using 100% of the national average cost per
casc and 100% of the severity adjusted DRG weights. DRG payments arc based on national averages and not on charges or costs specific
to a hospital. However, DRG payments are adjusted by a predetermined geographic adjustment factor assigned to the geographic area in
which the hospital is located. While a hospital generaily does not receive payment in addition 10 a DRG payment, hospitzls may qualify
for an "outlier" payment when the relevant patient's ireatment costs are extraordinarily high and exceed a specified regulatory threshold.

The DRG rales are adjusted by an update factor on October 1 of cach year, the beginning of the federal fiscal year. The index used
to adjust the DRG rates, known as the "market basket index," gives consideration to the inflation experienced by hospitals in purchasing
goods and services. DRG payment rates were increased by the full "market basket index,” for the federal fiscal years 2008, 2009, 2010
and 2011, or 3.3%. 3.6%, 2.1% and 2 6%, respectively. In addition, the DRG payment rates were reduced by 0.23% on April 1, 2010 and
by 0.25% on October |, 2010, as mandated by the Reform Legislation. The DRG payment rates were also reduced by 2.9% for [ederal
fiscal year 2011 for behavioral changes in coding practiccs relative to MS-DRGs. The Deficit Reduction Act of 2005 imposed a two
percentage point reduction to the market basket index beginning October 1, 2007, and cach ycar thereafier. if patient quality data is not
submitted. We are complying with this data submission requirement. Future legislation may decreasc the rate of increase for DRG
payments or even decrease such payment rates, but we are not able 10 predict the amount of any reduction or the effect that any reduction
wiil have on us,

In addition, hospitals may qualify for Mcdicare disproportionate sharc payments when their percentage of low income patients
exceeds specified regulatory thresholds. A majority of our hospitals qualify 1o receive Medicare disproportionate share payments. For the
majority of our hospitals that qualify to reccive Medicare disproportionate sharc payments, these payments wore increased by the
Medicare Prescription Drug, Improvement and Modemization Act of 2003 effective April 1, 2004, Thesc Medicare disproportienate
share payments as a perceniage of net operating revenues were 1.6%, 1.6% and 1.8% for the years ended December 31, 2010, 2009 and

2008, respectively.

Beginning August 1, 2000, we began receiving Medicare reimbursement for oulpatient services through a PPS. Under the Balanced
Budget Refinement Act of 1999, non-usban hospitals with 100 beds or less were held harmless through December 31, 2004 under this
Medicare outpatient PPS. The Medicare Prescription Drug, Improvement and Modemization Act of 2003 extended the hold harmless
provision for non-urban hospitals with 100 beds or less and for non-urban sole community hospitals with more than 100 beds through
December 31, 2005, The Delicit Reduction Act of 2005 extended the hold harmless provision for non-urban hospitals with 100 beds or
less that arc not sole community hospitals through December 31, 2008; however, that Act reduced the amount these hospitals would
receive in hold harmiess payment by 10% in 2007 and 15% in 2008. OF our 121 hospitals in continuing operations at December 31, 2008,
31 qualificd for this relief. The Medicare Improvements for Patients and Providers Act extended the hold harmless provision for non-
urban hospitals with 100 beds or less, including non-urban sole community hospitals, through December 31, 2009, at 85% of the hold
harmless amount, OF our 125 hospitals at Deeember 31, 2009, 44 qualified for this relicf. The Reform Legislation ¢xtended the hold
harmless provision for non-urban hospitals with 100 beds or less, including non-urban sole community hospitals, through December 31,
2010. Of our 130 hospitals at December 31, 2010, 46 qualified for this relief. The Mcdicare and Medicaid Extenders Act of 2010
extended the hold harmless provision for non-urban hospitals with 100 beds or less, including non-urban sole community hospitals,
through December 31, 201 1. The outpatient conversion factor was increased 3.3% cflective January |, 2008; however, coupled with
adjustments to other variables with the outpatient PPS, an approximatc 3.0% to 3.4% net increase in outpatient payments oceurred, The
oulpaticnt conversion factor was increased 3.6% effective January |, 2009; however, coupled with adjustments to other variables with
outpaticnl PPS, an approximate 3.5% to 3.9% net increase in outpatient payments occurred. The outpatient conversion
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factor was increased 2.1% cffcctive January 1, 2010; however, coupled with adjusiments o other variables with outpaticnt PPS, an
approximate 1.8% to 2.2% net increasc in outpaticnt payments occurred. The outpaticnt conversion facior was increased 10 2.35%
effective January 1, 2011; howcver, coupled with adjusiments to other variables with outpatient PPS, an approximate 2.1% 10 2.5% net
increase in outpatient payments is expected 1o occur. The Medicare Improvements and Extension Act of the Tax Reltef and Health Care
Act of 2006 imposed a two percentage point reduction to the market basket index beginning January 1, 2009, and each ycar thercafter, if
patient quality data is not submitted. We are complying with this data submission requirement.

DHHS cstablished a PPS for home health services (i.e., home carc) effective October 1, 2000, The home health agency PPS per
cpisodic payment rate increased by 3% on January 1, 2008; however, coupled with adjustments to other variables with home health
agency PPS, an approximatc 1.5% 1o 1.9% net increase in home health agency payments occurred. The home health agency PPS per
cpisodic payment rate increascd by 2.9% on January 1, 2009; however, coupled with adjustments to other variables with home health
agency PPS, an approximate 0.2% net increase in home health agency payments occurred. The home health agency PPS per episodic
payment rate increased by 2.0% on January 1, 2010; however, coupled with adjustments to other variables with home health agency PPS,
an approximatc 2.3% net increase in home health agency payments accurred. The home health agency PPS per episodic payment rate
increased 1.1% on January 1, 2011: however, coupled with adjustments to other variables with home health agency PPS, an approximate
4,9% net decreasc in home health agency payments is expected to occur. Reform Legislation increases the hoine health agency PPS per
episodic paymcent rate by 3.0% for home health services provided to patients in rural areas on or after April 1, 2010 through
December 31, 2016. The Deficit Reducticn Act of 2005 imposcd a twa percentage point reduction to the markct basket index beginning
January 1. 2007, and each year thereaficr, if patient quality data is not submitted. We arc complying with this data submission
requirement.

Mediraid. Most state Medicaid payments arc made under a PPS or under programs which negotiate payment levels with individual
huspitals. Medicaid is currently funded jointly by state and federal government. The federal government and many statcs are currently
considering significantly reducing Medicaid funding, while at the same time expanding Medicaid benefits. Currently, several statcs
utilize supplemental reimbursement programs for the purpose of providing reimbursement to providers to offset a portion of the cost of
providing care 1o Medicaid and indigent patients. Thesc programs are designed with input from CMS end are funded with a combination
of state and federal Tesources, including, in certain instances, fees or taxes levied on the providers. Similar programs are also being
considered by other statcs, We can provide no assurance that reductions 10 Medicaid fundings will not have a material adverse effcet on
our consolidated results of operations.

Annual Cost Reports. Hospitals participating in the Medicare and some Medicaid programs, whether paid on a reasonable cost
basis or under a PPS, arc required 1o meet specificd financial reporting requirements. Federal and, where applicable, state regulations
require submission of annual cost reports identifying medical costs and expenscs associated with the services provided by cach hospital to
Medicare beneficiarics and Medicaid recipients.

Annual cost reports required under the Medicare and some Medicaid programs are subject 1o routine governmental audits. These
audits may result in adjusiments to the amounts ultimately determined to be duc to us under these reimbursement programs. Finalization
of these audits often 1akes scveral years. Providers can appeal any final determination made in connection with an audit. DRG outlicr
payments have been and continuc to be the subject of CMS audit and adjustment. The DHHS OIG is also actively engaged in audits and
investigations into alleged abuses of the DRG outlier payment system,

Commercial Insurance. Our hospitals provide scrvices 1o individuals covered by private healthcare insurance. Private insurance
carriers pay our hospitals or in some cases reimburse their policyholders based upon the hospital's established charges and the coverage
provided in the insurance policy. Commercial insurers are trying to limit the costs of hospital services by negotiating discounts, including
PPS, which would reduce payments by commercial insurers to our hespitals. Reductions in payments for services provided by our
hospitals to individuals cavered by commercial insurers could adversely affect us.
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Supply Contracts

In March 2005, we began purchasing items, primarily medical supplies, medical equipment and pharmaceuticals, under an
agreemcnt with HealthTrust, a GPO in which we arc a noncontrolling partner. Triad was also a noncontrolling partner in HealthTrust and
we acquired their ownership interest and contractual rights when we acquired Triad, As of Deeember 31, 2010, we have a 17% ownership
interest in HealthTrust, By participating in this organization we are able 1o procure items at competitively priced rates for our hospitals.
Therc can be no assurance that our arrangement with HealthTrust will continue 10 provide the discounts that we have historically

received.

Competition

The hospital industry is highly competitive. An important part of our business strategy is 10 continuc 10 acquire hospitals in non-
urban markets and sclccted urban markets. However, other for-profit hospital companies and not-for-profit hospital systems gencrally
attempt to acquire the same type of hospitals as wc do. In addition, some hospitals are sold through an auction process, which may result
in higher purchase prices than we believe arc reasonable.

In addition to the competition we face for acquisitions, we must also compete with other hospitals and healthcare providers for
patients, The competition among hospitals and other healthcare providers for paticnts has intensified in recent years. Our hospitals are
locuted in non-urban and selected urban service areas. Those hospitals in non-urban service arcas face no direct competition because there
are no other hospitals in their primary service areas. However, these hospitals do face competition from hospitals outside of their primary
service area, including hospitals in urban areas that provide more complcx services. Patients in those service arcas may travel to thesc
other hospitals for a variety of reasons, including the need for scrvices we do not offer or physician referrals. Patients who are required to
seek services [rom thesc other hospitals may subsequently shift their preferences to those hospitals for services we do provide. Those
hospitals in selected urban service areas may face competition from hospitals that are more established than our hospitals. Centain of
these competing facilitics offer services, including extensive medical research and medical cducation programs, which are not offered by
our facilities. In addition, in certain markets where we operale, there are large teaching hospitals that provide highly specialized facilities,
cquipment and scrvices that may not be available at our hospitals.

Some of our hospitals operate in primary service areas where they compete with another hospital. Some of these competing
hospitals use equipment and services more specialized than those available at our hospitals and/or are owned by lax-supported
govemnmental agencies or not-for-profit entities supported by endowments and charitable contributions, These hospitals can make capital
expenditures without paying sales, propeny and income taxes. We also face competition from other specialized care providers, including
outpatient surgery, orthopedic, oncology, and diagnostic centers.

The number and quality of the physicians on a hospital's staff is an important factor in a hospital's competitive position. Physicians
decide whether a patient is admitted 10 the hospital and the procedures to be performed. Admitling physicians may be on the medical
staffs of other hospitals in addiiion to thosc of our hospitals. We attempt 10 attract our physicians’ paticnts to our hospitals by offering
quality services and [acilities, convenient locations, and state-of-the-art cquipment.

Compliance Program

We take an operations team approach 1o compliance and utilize corporate experts for program design cfforis and facility leaders for
cmployee-level implementation. Compliance is another area that demonstrates our utilization of standardization and centralization
techniques and initiatives which yicld efficiencies and consistency throughout our facilities. We recognize that our compliance with
applicable laws and regulations depends on individual employee actions as well as company operations. Qur approach focuses on
integrating compliance responsibilities with operational functions. This approach is intended to reinforce our company-wide commitment
10 operate strictly in accordance with the laws and regulations that govern our business.
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Our company-wide compliance program has been in place since 1997. Currently, the program's elements include leadership,
management and oversight at the highest levels, a Code of Conduct, risk area specific policics and procedures, cmployee education and
training, an infernal sysicm for reporting concerns, auditing and monitoring programs, and a means for enforcing the program's policics.

Since ils initial adoption, the compliance program conlinues o be expanded and developed to mect the industry's expectations and
our needs. Specific written policies, procedures, training and cducational materials and programs, as well as auditing and monitoring
activities have been preparcd and implemented to address the functional and operational aspects of our business. Included within these
funclional areas are maierials and activities for business sub-units, including [aboratory, radiology, phanmacy, emergency, surgery,
observation, home care, skilled nursing, and clinics. Specific areas identified through regulatory interpretation and cnforeement activities
have also been addressed in our program. Claims preparation and submission, including coding, billing, and cost reports, compnise the
bulk of these arcas. Financial arrangemenis with physicians and other referral sources, including compliance with anti-kickback and the
Stark Law, emergency depariment treatmen and transfer requirements, and other patient disposition issues are also the focus of policy
and training, standardized documentation requirements, and review and audit, Another focus of the program is the interpretation and
implementation of the HIPAA standards {or privacy and security.

We have a Code of Conduct which applics 1o all direciors, officers, cmployees and consultants, and a confidential disclosure
program to enhance the statement of cthical responsibility cxpected of our employees and busincss associates who work m the
accounting, financial reporting, and asset management arcas of our Company. Our Cede of Conduct is postcd on oor website at
www_chs.net/company_overview/codc_conduct.himl.

Emplovees

At December 31, 2010, we employed approximately 64,000 full-time cmployees and 23,000 part-time employees. Of these
employees, appraximately 6,000 arc union members. We currently believe that our labor relations arc good.

Professional Liability Claims

As part of our busincss of owning and operating hospitals, we arc subjcct to legal actions alleging liability on our pan. To caver
claims anising out of the operations of hospitals, we maintain professional malpractice liability insurance and gencral hability insurance
on a claims made basis in excess of those amounts for which we are sclf-insured, in amounts we believe to be sufficient for our
operations. We also maintain umhrella liability coverage for elaims which, due to their naturc or amount, arc not covered by our other
insurance policies. However, our insurance coverage does not cover all claitns against us or may not continue (o be available a1 a
reasonable cost for us Lo maintain adequale levels of insurance. For a further discussion of our insurance coverage, sce our discussion of
professional liability claims in "Management's Discussion and Analysis of Financial Condition and Results of Operations” in ltem 7 of
this Repent,

Environmental Matters

We arc subject 10 various federal, state, and local laws and regulations governing the use, discharge, and disposal of hazardous
materials, including medical waste products. Complianee with these laws and regulations is not expected to have a material adverse cffect
on us. It is possible, however, thal environmental 1ssues may arise in the future which we cannot now prediet.

We arc insured for damages of personal property or environmental injury arising cut of environmental impairment for both above
ground and underground storage lank issues under onc insurance policy for all of our hospitals. Our palicy coverage is 55 million per
occurrence with a $50,000 deductible and a $20 million annual aggregate. This policy also provides pollution legal liabitity coverage.
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Item 1A.  Risk Factors

The following risk factors could materially and adversely affect our future operating reswults and could canse actual results to differ
marerially from those predicted in the forward-looking statements we make about our business.

Our level of indebtedness could adversely affect our ability to raise additional capifal to fund our operations, limit onr ability to
react to changes in the econnmy or our industry and prevent us from meeting our obligations under the agreements relating to our
indebfedness.

We are significantly leveraged. The chart below shows our level of indebiedness and other information as of December 31, 2010. In
conneetion with the consummation of our acquisition of Triad in July 2007, approximatcly $7.2 billion of senior sccured financing under
a new credit facility, or Credit Facility, was obtained by our wholly-owned subsidiary, CHS/Community Health Systems, Inc., or CHS.
CHS also issucd 8.875% senior notes, or the Notes, having an apgrepate principal amount of approximately $3.0 billion. Both the
indcbtedness under the Credit Facility and the Notes are senior obligaiions of CHS and are guaranteed on a scnior basis by us and by
cerlain of our domestic subsidiaries. We uscd the net proceeds from the Notes offering and the net proceeds of the approximately
$6.1 billion term loans under the Credit Facility to pay the consideration under the merger agreement with Triad, to refinance cenain of
our existing indebtcdness and the indebiedness of Triad, to complete certain rclated transactions, to pay cerlain costs and expenses of the
transactions and for general corporate uses. As of December 31, 2010, a $750 million revolving credit facility was available to us for
waorking capital and general corporate purposes under the Credit Facility, with $81.9 million of the revolving credit facility being set
aside for outstanding letters of credit. On November 5, 2010, we entercd into an amendment and restatement of our cxisting Credit
Facility, which extended by two and a half vears, until January 25, 2017, the maturity date of 51.5 billion of the cxisting term loans under
the Credit Facility. The remaining approximately $4.5 billion in term loans mature in 2014, With the exception of some small principal
payments of our term loans under our Credit Facility, represcnting less than 1% of the owtstanding balaace each year through 2013,
approximaiely $4.5 billion of term loans under our Credit Facility mature in 2014, our Notes are duc in 2015, and the remaining
$1.5 billion in term loans mature in 2017,

December 31, 2010
(% in millions)

Senior secured credit facility term loans 5 5,999.3
Notes 2,784.3
Other 87.9

Total detrt 5 8.871.5
Community Healih Sysicms, Inc. stockholders’ equity 5 2,189.5

The lollowing iable shows the ratic of eamings to fixed charges for the periods indicated:

Year Ended December 31,
2006 2007 2008 2009 2010

Ratio of earnings to fixed charges(i) 337x 1.20 x 1.45 % 1.59 x 1.67x

(1) There are no shares of preferred stock outstanding.

As of December 31, 2010, our approximatcly $5.4 billion notional amount of interest rate swap agreements represented
approximately 89% of our variable rate debt. On a prospective basis, a 1% changc in interest rates on the remaining unhedged variable
rate debt existing as of December 31, 2010, would result in interest expense Muctuating approximately $6.5 million per year.

The Credit Facility and/or the Notes contain various covenants that limit our ability to take certain actions, including our ability to:

* incur, assume or puarantee additional indebtedness;
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« issuc redeemable stock and preferred stock;

+ repurchase capital stock;

= make restricted paymenis, including paying dividends and making investments;

+ tedeem debt that is jurior in right of payment to the Notes;

- create licns;

+ scll or otherwise dispose of assels, including capital stock of subsidiaries;

+ cnter into agreements that restrict dividends from subsidiarics;

+ merge, consolidate, sell or otherwisc dispose of substantial portions of our assets;
« enter into transactions with affiliates; and

* guarantcc ceriain obligations.

In addition, our Credit Facility contains restrictive covenants and requires us 1o maintain specified financial ratios and satisfy other
financial condition tests, Our ability to meet these restrictive covenants and financial ratios and tesis can be affccted by events beyond our
control, and we cannot assure you that we will meet those tests.

The counterparty to the interest rate swap agreements exposes us to eredit risk in the event of non-performance. However, at
December 31, 2010, we do not anticipate non-performance by the countcrparty due to the net settlement feature of the agreements and
our liability position with respect to all of our counterpanies.

A breach of any of these covenants could result in a default under our Credit Facility und/or the Notes. Upon the occurrenee ol an
event of default under our Credit Facility or the Notes, all amounts outstanding under our Credit Facility and the Notes may become due
and payable and all commitments undcr the Credit Facility to cxtend further credit may be terminated.

Our leverage could have important consequences for you, including the following:

« it may limit our ability to obtain additional debt or equity financing for working capital, capital cxpenditures, debt scrvice
requiremenis, acquisitions and general corporate or other purposes;

+ & substantial portion of our cash flows from operations will be dedicated to the payment of principal and interest on our
indebtedness and will not be available for other purposes, including our operations, capital expenditures, and future business
opporunitics;

« the debt service requiremnents of our indebtedness could make it more difficult for us 1o satisfy our financial obligations;

+ some of our borrowings, including borrowings under our Credit Facility, are at variablc rates of interest, cxposing us 1o the risk
ol increascd inferest rates;

« it may limit our ability 10 adjust lo changing market conditions and place us at a competitive disadvantage compared to our
competitors that have less debt; and

« wemay be vulnerable in 2 downtum in general economic conditions or in our business, or we may be unablc 1o carry out capital
spending that is imporiant to our growth.

Despite current indebredness levels, we may stifl be able to incur substantiolly more debr. This could further exacerbate the risks
described above.

We may be able 1o incur substantial additional indebiedness in the future, The terms of the indenture governing the Notes do not
fully prohibit us from doing so. For examplec, under the indenture for the Notes, we may incur up to approximaicly $7.8 billion pursuant
to a credit facility or a qualified receivables transaction, less certain amounts repuid with the proceeds ol asscl dispositions. As of
December 31, 2010, our
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Credit Facility provided for commitmenls of up to approximately $6.7 billion in the aggregate. Additionally, our Credit Facility also
gives us the ability to provide for one or more additional tranches of term loans in aggregate principal amaunt of up to $1.0 billion
without the consent of the existing ienders if specified criteria are satisfied and $300 million of borrowing capacity from receivable
transactions (including securitizations). I new debt is added to our current debt levels, the related risks that we now face could intensify.

If competition decreases our ability to acquire additional kospitals on favorable terms, we may be unable to exccute our acquisition
strategy.

An important part of our busincss strategy is to acquirc twe to four hospitals cach year. However, not-for-profit hospital systems
and other for-profit hospital companies generally attempt 1o acquire the same 1ype of hospitals as we do. Some of these other purchasers
have greater financial resources than we do. Our principal competitors for acquisitions have included Health Management Associates,
Inc. and LifePoint Hospitals, Inc. On some occasions, we also compete with HCA Ine., or HCA, and Universal Health Services, Inc., or
UHS. In addition, some hospitals are sold through an auction proccss, which may result in higher purchase prices than we believe are
reasonable. Therefore, we may not be able to acquire additional hospitals on terms favorable to us.

If we fail to improve the operations of acquired hospitals, we may he unable to achieve our growth strategy.

Many of thc hospitals we have acquired. had. or future acquisitions may have, significanily lower operating margins than we do
and/or opcrating losses prior to the time we acquired or will acquire them. In the past, we have occasionally experienced temporary
delays in improving the operating margins or eifectively integrating the operations of these acquired hospitals. In the future, 1f we are
unablc to improve the operating margins of acquired hospitals, operate them profitably, or effectively integrate their operations, we may
be unable to achicve our growth strategy.

If we acquire hospiials with anknown or contingent figbilities, we could become lioble for matcrial obligations.

Hospitals that we acquire may have unknown or contingent liabilities, including liabilitics for failure to comply with heaithcare laws
and regulations. Although we gencrally seek indemnifteation from prospective scllers covering thesc matters, we may nevertheless have
material liabilities for past activilies of acquircd hospitals.

State efforts to regulate the construction, acquisition or expansion of hospitals conld prevent us from acquiring additional
hospitals, renovating eur facifities or expanding the breadth of services we offer.

Somc states require prior approval for the construction or acquisition of healthcare facilities and (or the expansion of healtheare
facilitics and services. In giving approval, these statcs consider the need for additional or expanded healtheare facilitics or scrvices. In
some states in which we operate, we are required to obtain CONSs for capital expenditurcs exceeding a prescribed amount, changes in bed
capacity or services, and some other matters. Other states may adopt similar legislation. We may not be able to obtain the required CONs
or other prior approvals for additional or expanded facilities in the future. In addition, at the time we acquire a hospital, we may agree to
replace or expand the facility we are scquiring. 17 we arc not able to obtain required prior approvals, we would not be able to replace or
expand the facility and expand the breadth of services we offer. Furthermore, if a CON or ather prior approval, upon which we relied 10
invest in construction of a replacement or expanded facility, were to be revoked or lost through an appeal process, then we may not be
able Lo recover the value of our investment.
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State efforts fo reguiate the sale of hospitals operated by not-for-profit entities could prevent us from acquiring additional hospitals
and executing our business strategy.

Many states, including some where we have hospitals and others where we may in the future acquire hospitals, have adopted
legislation regarding the sale or other disposition of hespitals operated by not-for-profit entities. In other states that do not have specific
legislation, the attorneys gencral have demonstrated an interest in these transactions under their general obligations 1o protect the use of
charitable assets. These legislative and administrative efforts focus primarily on the appropriate valuation of the assets divested and the
use of the proceeds of the sale by the non-profit seller. While these review and, in some instances, approval processes can add additional
time 10 the clasing of a hospital acquisition, we have not had any significant difficulties or delays in completing acquisitions. However,
future actions on the state level could seriously delay ot even prevent our ability to acquire hospitals.

If we are unable to effectively compete for patients, local residents conld use other hospitals.

The hospital industry is highly competitive. In addition to the competition we face for acquisitions and physicians, we must also
compete with other hospitals and healthcare providers for patients. The competition among hospitals and other healthcare providers for
patients has intensified in recent years. The majority of our hospitals are Jocated in non-urban scrvice areas. In over 60% of our markets,
we are the sole provider of general healthcare services, In most of our other markets, the primary competitor is a not-for-profit hospital.
These not-lor-profit hospilals penerally differ in each jurisdiction, However, our hospilals face competition rom hospitals outside of their
primary service area, including hospitals in urban areas that provide more complex services, Paticnts in our primary service arcas may
travel 10 these other hospitals for a variety of reasons. These reasons inctude physician referrals or the need for services we do not offer.
Paticnts who seek services from these other hospitals may subscgquently shifl their prefercnees to those hospitals for the services we
provide.

Some of our hospilals operate in primary scrvice areas where they compete with one other hospital; 23 of our hospitals compcie
with more than one oiher hospital in their respective primary service areas. Some of these competing hospitals use equipment and
services more specialized than those available at our hospitals. In addition, some competing hospitals are owned by tax-supporied
governmental agencies or not-for-profit cntities supporied by endowments and charitable contributions. These hospitals can make capital
expenditures without paying sales, property and income taxes. We also face competition from other specialized care providers, including
outpatient surgery, orthopedic, oncology and diagnostic centers.

We expect that these competitive trends will continue. Our inability to compete effectively with other hospitals and other healtheare
providers could cause local residents lo use other hospitals.

The failure fo obtain onr medical supplies af favorable prices could canse onr operating resuits to decline,

We have a five-year parlicipation agreement with HealthTrust, a GPO. This agreement cxtends to January 2012, with automatic
renewal terms of onc year, unless either party terminates by giving notice of non-renewal. GPOs attcmpt to obtain favorable pricing on
medical supplies with manufacturers and vendors who somctimes negotiate exclusive supply arrangements in exchange for the discounts
they give. To the extcnt thesc exclusive supply arangements are challenged or deemed unenforceable, we could incur higher costs for our
medical supplies obtained through HealthTrust. These higher costs could cause our operating resuls to decline.

There can be no assurance that our arrangement with HealthTrust will provide the discounts we expect 1o achieve.
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If the fair value of our reporting units declines, a material non-cash charge to earnings from impairment af aur goodwill could
result.

At December 31, 2010, we had approximately $4.2 billion of goodwill recorded on our books. We expect 10 recover the camrying
value of this poedwil] through our future cash flows. On an ongoing basis, we evaluate, based on the fair value of our reporting units,
whether the carrying value of our goodwill is impaired. 1 the carrying valuc of our goodwill is impaired, we may incur a material non-
cash charge to eamings.

A significant decline in operating results or other indicators of impairment at one or mare of our facilities conld result in a
material, non-cash charge to earnings to impair the value of long-lived assets.

Cur operations are capital intensive and require significant investment in long-lived assets, such as property, equipment and other
long-lived intangible assets, including capitalized internal-usc software. I onc of our facilities experiences declining operating resulis or
is adversely impacted by one or more of these risk factors, we may not be able 1o recover the carrying value of those assets through our
future operating cash Mlows. On an ongoing basis, we evaluate whether changes in future undiscounted cash Mows reflect an impairment
in the fair value of our long-lived assets. If the carrying value of those assets is impaired, we may incur 2 maierial non-cash charge 1o
camings.

Risks related to our industry
We are subject to uncertaintics regarding healthcare reform.

In recent years, Congress and some state legislaturcs have introduced an increasing number of proposals 1o make major changes in
the healthcare system, including an increased emphasis on the linkage between quality of care criteria and payment levels such as the
submission of patient quality data to the Secretary of Health and Human Services. In addition. CMS conducts ongoing revicws of certain
siale reimbursement programs.

ARRA was signed into law an February 17, 2009, providing for a temporary increasc in the federal matching assistance percentage
(FMAP), a temporary increzse in federal Medicaid DSH alloiments, subsidization of health insurance premiums (COBRA) for up to nine
months, and grants and loans for infrastructure and incentive payments for providers who adopt and use health information technology.
This act also provides penalties by reducing reimbursement from Medicare in the form of reductions to scheduled market basket increases
beginning in federal fiscal year 2015 if eligible hospitals and professionals fail (o demonstrate meaningful usc of electronic heaith record
technology. The 2010 Department of Defense Appropriations Act was signed into law on December 19, 2009 and expanded the
subsidization of health insurance premiums {COBRA) to 15 months and extended the eligibility period for individuals tosing their jobs
through February 28, 2010.

PPACA was signed into law on March 23, 2010. In addition, the Reconciliation Act, which contains a number of amendments Lo
PPACA, was signed into law on March 30, 2010, These healthcare acts, referred to cotlectively as the Reform Legislation, include a
mandate that requires substantially all U.S. citizens to maintain medical insurance coverage which will ultimately increase the number of
persons with access ta health insurance in the United States. The Reform Legislation should result in a reduction in uninsured paticals,
which should reducc our expensc from uncollectible accounts Teceivable; however, this legislation makes a number of other chanpes 1o
Medicarc and Medicaid, such as reductions to the Medicare annual market basket update for federal fiscal years 2010 through 2019, &
productivity offsct to the Medicare market basket update beginning October 1, 2011, and a reduction to the Medicare and Medicaid
disproportionate share payments, that could adverscly impact the reimbursement received under these programs. The various provisions
in the Reform Legislation that dircetly or indirectly afcet reinbursement are scheduled o 1ake effcct over a number of years, and we
cannot predict their impact at this time. Other provisions of the Reform Legislation, such as requirements related to employee health
insurancc coverage, should increase our operating costs.
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Also included in the Reform Legislation are provisions aimed at reducing fraud, wastc and abuse in the healthcare industry. These
provisions allocate significant additional resources to federal enforcement agencics and expand the use of private contractoss to recover
potentially inappropriate Medicare and Medicaid payments. The Reform Legislation amends several existing lederal laws, including the
Medicare Anti-Kickback Statutc and the False Claims Act, making it casier [or government agencies and private plaintiffs to prevail in
Jawsuits brought against healthcare providers, These amendments also make it easier for potentially scvere lines and penalties to be
imposcd on healtheare providers accused of violating applicable laws and regulations.

In a number of markets, we have partnered with local physicians in the ownership of our facilitics. Such investments have been
permitied under an cxception to the physician self-referral law, or the Stark Law, that allows physicians to invest in an entire hospital (as
opposed 1o individual hospital depariments). The Reform Legislation changes the "whole hospital” exception to the Stark Law. The
Reform Legislation permils existing physician invesiments in a whole hospital to continue under a "grandfather” clause if the
arrangement satisfics certain requirements and resirictions, but physicians became prohibited, Irom the time the Reform Legislation
became effective, from increasing the aggregate percentage of their ownership in the hospital. The Reform Legislation also restricts the
ability of existing physician-owned hospitals to expand the capacity of their facilitics, Physician investments in hospitals that are under
development arc protected by the grandfather clause only if the physician investments have been made and the hospital has a Medicare
providcr agreement as of a specific date.

The impact of the Reform Legislation on each of our hospitals will vary depending on payor mix and a variety of other factors. We
antigipate that many of the provisions in the Reform Legislation will be subjeet to further clarification and medification through the rule-
making process, the development of agency guidance and judicial intcrpretations. Mareover, a number of state attomeys gencral are
challenging ihe legality of cerlzin aspects of the Reform Legislation. Currently, rulings in four scparate Federal District Courts, regarding
the constitutionality ol the Reform Legislation, have been split, with two courts ruling in favor of the legislation and two courts ruling
that part or all of the Reform Legislation was uncenstitutional, These decisions are likely 1o be appealed and may ultimately end up
before the United Statcs Supreme Court, We cannot predict the impact the Reform Legislation may have on our business, results of
operations, cash Now, capitat resources and liguidity or the ultimate putcome of the judicial rulings. Furthermore, we cannot predict
whethler we will be able to medily cerlain aspects of our operations 10 oflsct any potential adverse conscquences from the Reform
Lcgislation,

If federal or state healthcare programs or managed care companies reduce the payments we receive as reimbursement for services
we provide, our net gperating revennues may decline.

In 2010, 37.8% of our net operating revenues came from the Medicare and Medicaid programs. Federal healthcare expenditures
contitiue to increase and state governmenis continue to ace budgetary shorfalls as a result of the current economic downturn and
accclerating Medicaid cnrollment. As u resull. federal and state govemments have made, and continue to make, significant changes in the
Medicare and Mcdicaid programs, Some of these changes have decrcased, or could decrease, the amount of money we receive for our
services relating to these programs.

In addition, insurance and managed care companics and other third parties from whom we receive payment for cur services
increasingly arc astempting io control healtheare costs by requiring that hospitals discount payments far their services in exchange for
exclusive or prefered participation in their benefit plans. We believe that this trend may continue and our inability to negotiate increascd
reimburscment rates or maintain existing ratcs may reduce the payments we receive for our scrvices.

If we fail fo comply with extensive laws and government regulations, incliuding fraud and abuse laws, we could suffer penalties or
be required 1o muke significant changes to our operations.

The healthcare industry is required 1o comply with many laws and regulations at the federal, state, and local govemment levels.
These laws and regulations require that hospitals meet various requirements, including
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thosc relating to the adequacy of medical care, equipment, personnel, operating policies and procedurcs, maintenance of adequate
records, compliance with building codes, environmental protection and privacy. These laws includc the Health Insurance Portability and
Accountability Act of 1996 and a scction of the Social Security Act, known as the "anti-kickback" statute. If wc fail to comply with
applicable laws and regulations, including fraud and abuse laws, we could suffer civil or criminal penalties, including the loss of our
licenses to operate and our ability 1o participaic in the Medicare, Medicaid, and other federal and state healthcare programs.

In addition, there arc heightened coordinated civil and criminal enforcement eflorts by both federal and state government agencies
rclating to the healthcare industry, including the hospital scgment. Recem enforcement actions have focused on financial amangements
between hospitals and physicians, billing for services without adequately decumenting the medical necessity for such services, and billing
for services outside the coverage guidclines for such services. Speeific to our hospitals, the Depariment of Justice has alleged that we and
three of our New Mexico hospitals have caused the statc of New Mexico to submit improper claims for federal funds in violation of the
Civil False Claims Act. For a further discussion of this matter, see "Legal Proceedings” in Ftem 3 of this Report.

In the future, different interpretations or enforcement of these faws and rcgulations could subject our current practices to allcgations
of impropricty or illegality or could require us to make changes in our facilities, equipment, personnel, services, capital expenditure
programs, and operating expenses.

A shortage of qualified nirses could limit our ability fo grow and deliver hospital kealthcare services in a cosi-¢ffective manner.

Hospitals arc currently cxperiencing a shortage of nursing professionals, a trend which we cxpect to continue for some time. 1f the
supply of qualified nurses declines in the markets in which our hospitals operate, it may result in increased labor expenses and lower
opcrating margins at those hospitals. Tn addition, in some markets like California, there are requirements to maintain specilted nurse-
stafTing levels. To the extent we cannot meet those levels, the healthearc services that we provide in these markets may be reduced.

If we become subject to significant legal actions, we could be subject to substantial uninsured liabilitics or increased insurance
costs.

In recent years, physicians, hospitals, and other healthcare providers have become subjeet to an increasing number of legal actions
alleging malpractice, product liability, o rclated legal theories. Even in states that have imposed caps on damages, litigants arc seeking
recaveries under new theorics of liability that might not be subject to the caps on damages. Many ol these actions involve large claims
and significant defensc costs. To protect us from the cost of these claims, we maintain professional malpractice liability insurance and
general liability insurance coverage in excess of those amounts for which we are self-insured. This insurance coverage i5 1n amounts that
we believe 10 be sufficicnt for our operations. Howcver, our insurance coverage does not cover all claims against us or may not continue
lo be available at a reasonable cost for us to maintain adequate levels of insurance. As a percentage of net operating revenues, our
cxpense related to malpractice and other professional liability claims, including the cost of excess insurance, decreased in 2008 by 0.2%,
increased in 2009 by 0.2% and decrcased in 2010 by 0.2%. [T1hcse costs tise rapidly, our prafitability could declinc. For a further
discussion of our insurance coverage, see our discussion of professional liability claims in "Management's Discussion and Analysis of
Financial Condition and Resulls of Operations” in ltem 7 of this Report.

If we experience growih in self-pay volume and revenues, our financial condition or results of operations could be adversely
affected

Like others in the hospital indusiry, we have experienced an increase in our provision for bad debts as a percentage of nei operating
reverues due to a growth in self-pay volume and revenues. Although we continue to seek ways of improving point of service collection
clTorts and implementing appropriaic payment plans with our patients, if we experience growth in sell-pay volume and revenucs, our
results of operations could be adverscly alfected. Further, our ability to improve collections for self-pay paticnts may be limited by
statutory,
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regulatory and investigatory initiatives, including private lawsuits directed at hospital charges and collection practices for uninsured and
underinsurcd patients,

Currently, the global economies, and in particular the United Statcs, are experiencing a period of cconomic uncenainty and the
related financial markelts are experiencing a high degree of volatility. This current financial turmoil is adversely afTecting the banking
system and financial markets and resulting in a tightening in the credit markets, a low levet of liquidity in many financial markets and
extreme volatility in fixed income, credit, currency and cquity markets, This uncertainty poses a risk as it could potentially lead to higher
levels of uninsured paticnts, result in higher levcls of patients covered by lower paying govemment programs and/or result in fiscal
unecrtainties at both povernment payers and private insurers.

If onr implementation of electronic health record systems is not effective or exceeds our budget and timeline, our gperationy
could be adversely affected.

ARRA created an incentive payment program for eligible hospitals and health care professionals to adopt and meaningfully usc
certified electronic health records, or EHR, technology. The implementation of EHR that meets the meaningful nse crilcria requites a
significant capital investment, and our current plan to implement EHR anticipates maximizing the incentive payment program created by
ARRA. If our hospitals and cmployed professionals are unable to meet the requirements for participation in the incentive payment
program, we will not be eligible to receive incentive payments that could offset some of the costs of implementing EHR systems. As
additional incentive, beginning in fedcral fiscal year 2015, if cligible hospitals and professionals fail to demonstrate meaningful use of
centified EHR technology, they will be penalized with reduced reimbursement from Medicare in the form of reductions to scheduled
markel basket increases. 11 we fail to implement EHR systems cffectively and in a timely manner, there could be a matcrial adverse eflect
on our consolidated financial position and consolidated results of operations.

This Report includes forward-inoking statements which coutd differ from actual future resuls.

Some of the maiters discussed in this Report include forward-looking statements. Statcments thal arc predictive in nature, that
depend upon or refer 1o future events or conditions or that include words such as "expccts,” "anticipates,” "intends." "plans,” "believes,"
“estimatcs,” "thinks,” and similar cxpressions are forward-looking statements. These statements involve known and unknown risks,
uncertainties, and other factors that may cause our actual results and performance to be materially diflerent from any future results or
performance expressed or implicd by these forward-looking statements. These factors include the following:

« gencral economic and business conditions, both nationally and in the regions in which we operate;
« implementation and eflect of potential and recently-adopted federal and state healthcare legislation;
- risks associated with our substantial indebicdness, leverage and debt serviee obligations;

* demographic changes;

= changes in, or the failure 10 comply with, govemmental regulations;

- potential adverse impact of known and unknown govemment investigations, audits and Federal and State False Claims Act
Iitigation;

» our ability, where appropriate, 1o cnter into and maintain managed carc provider arrangements and the terms of these
grrangements;

« changes in, or the failure to comply with, managed carc provider contracts could result in disputes and changes in reimbursement
that could be applied retroactively;

» changes in inpatient or outpaticnt Medicare and Medicaid payment levels:
« increases in the amount and risk of collectability of patient accounts receivable,

s increases in wages as a result of inflation or competition for highly technical positions and rising supply costs due to market
pressure from pharmaceutical companies and new product releases;
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+ liabilities and other claims asserted against us, including self-insured malpractice claims;
* competition;

+ our ability to attract and retain, without significant employment costs, qualified personnel, key management, physicians, nurses
and other healthcare workers;

» trends toward treatment of patients in less acute or specialty healthcare settings, including ambulatory surgery centers or specialty
hospitals;

« changes in medical or other technalogy;

* changes in U.S. GAAF;

« thc availability and terms of capital 1o fund additional acquisitions or replaccment [acilitics;

+ our ability to successfully acquire additional hospitals;

« our ability Lo successfuily intcgrate any acquired hospitals ar to recognize expected synergies from such acquisitions;
» our ability to obtain adequatc levels of gencral and professional liability insurance: and

« timeliness of reimbursement payments received under government programs,

Although we believe that these statements are based upon reasonable assumptions, we can give no assurance that our goals will be
achieved. Given (hesc uncertainties, praspective investors are cautioned not to place unduc reliance on these forward-looking statements.
These forward-locking statements are made as of the date of this filing. We assume no obligation to update of revise them or provide
reasons why actual results may differ.

ltem 1B.  Unresolved Sraff Commentis

None

Item 2.  Properties

Corporate Headquarters
We own our corporate headquarters building located in Franklin, Tennessce.

Hospitals

Our hospitals are general care hospitals offering a wide tange of inpatient and outpatient medical services. These services generally
include general acute cate, emergency room, general and specially surgery, critical care, intenal medicine, obstetrics, diagnostic,
psychiatric and rehabilitation services. In addition, some of our hespitals provide skilled nursing and home carc services bascd on
mdividual community needs.
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For each of our hospitals owned or leased as of December 31, 2010, the following table shows its location, the date of its acquisition
or lease inception and the number of licensed beds:

Iratc of

Licensed Acquisition/Lense Ownership
Hospital City Bedsy(1} Inception Type
Alabama
LV Stabler Memorial Hospital Greenvillc 72 October, 1994 Owned
South Baldwin Rcgional Mcdical Center Foley 112 Junc, 2000 Leased
Cherokee Medical Center Centre 60 April, 2006 Owned
DeKalb Regional Medical Center Fori Payne 134 April, 2006 Owned
Trinity Medical Center Birmingham 534 July, 2007 Owned
Flowers Hospital Dothan 235 July, 2007 Owned
Medical Center Enterpnse Enterprise 131 July, 2007 Owned
Gadsden Regional Medical Center Gadsden 346 July, 2007 Owned
Crestwood Medical Cenier Huntsville 150 July, 2007 Owned
Alaska
Mat-Su Regional Medical Center Palmer 74 July, 2007 Owned
Arizona
Payson Regional Medical Center Payson 44 Augusi, 1997 Lcased
Western Arizona Regional Medical Center Bullhead City 139 July, 2000 Owned
Northwest Medical Center Tucson 300 July, 2007 Owned
Northwest Medical Center Oro Valley Oro Valley 144 July, 2007 Owned
Arkansas
Harris Hospital Newporl 133 October, 1994 Owned
Helena Regional Medical Center Helena 155 March, 2002 Leased
Forrest City Medical Center Forrest City {18 March, 2006 Leascd
Northwest Medical Center -— Bentonville Bentonville 128 July, 2007 Owned
Northwest Medical Center — Springdale Springdale 222 July, 2007 Owned
Willow Crcek Women's Hospital(2) Johnson 64 July, 2007 Owned
Siloam Springs Memorial Hospital Siloam Springs 73 February, 2009 Leascd
Medical Center of South Arkansas El Dorado 166 April, 2009 Leased
California
Barstow Comununity Hospital Barstow 56 January, 1993 Leased
Fallbrook Hospital Fallbrook 47 November, 1998 Operated(3)
\\;atscmville Community Hospital Watsonville 106 September, 1998 Owned
Floridu
Lake Wales Medical Center Lake Walcs 160 December, 2002 Owned
Nonh Okaloosa Medical Center Crestview 110 March, 1996 Owned
Georgia
Fannin Regional Hospital Blue Ridge 50 January, 1986 Owned
Trinity Hospital of Augusta Augusta 231 July, 2007 Leased
HHlinois
Crossroads Community Hospital Mt. Vermnon 57 QOctober, 1994 Owned
Gateway Regional Medical Center Granite City 382 January, 2002 Owned
Heanland Regional Medical Center Marion 92 October, 1996 Owned
Rcd Bud Regional MHospital Red Bud 31 September, 2001 Owned
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Date of
Licensed Acquisition/Lense Ownership

Hospltal City Beds(1) Inception Type
Galesburg Cottape Hospital Galesburg 173 July, 2004 Owned
Vista Medical Center East Waukegan 336 luly, 2006 Owmed
Vista Medical Centcr West (psychiatric and

rchabilitation beds) Waukegan 71 July, 2006 Owned
Union County Hospital Anna 25 Novembcr, 2006 Leascd
Indiana
Porter Hospital Valparaiso 301 May, 2007 Owned
Bluffton Regional Medical Center Bluffion 79 July, 2007 Owned
Dupont Hospital Fon Waync 131 July, 2007 Owned
Lutheran Hospital Fort Wayne 396 July, 2007 Owned
Lutheran Musculoskeletal Center{4) Fort Wayne 3% July, 2007 Owned
Lutheran Rehabilitation Hospital (rehabilitation) Fon Wayne 36 July, 2007 Owned
St. Joseph's Hospital Fort Wayne 191 July, 2007 Owned
Dukes Memorial Hospital Peru 25 July, 2007 Owned
Kosciuske Community Hospital Warsaw 72 July, 2007 Owned
Kentucky
Parkway Regional Hoespital Fulton 70 May, 1992 Owned
Three Rivers Medical Center Louisa 90 May, 1993 Owned
Kentucky River Medieal Center Jackson 55 Auogust, 1995 Leased
Louisiana
Byrd Regional Hospital Leesville 60 October, 1994 Qwned
Northem Louisiana Medical Center Ruston 156 April, 2007 Owned
Women & Children’s Hospital Lake Charles 88 July, 2007 Owned
Mississippi
Wesley Medical Center Hatticsburg 211 July, 2007 Owned
River Region Health Sysicm Vicksburg 341 July, 2007 Owned
Missouri
Moberly Regional Medical Center Moberly 103 November, 1993 Owned
Northeast Regional Medical Center Kirksville 115 December, 2000 Leased
Nevada
Mesa View Regional Hospital Mesquiie 25 luly, 2007 Owned
New Jersey
Memorial Hospital of Salem County Salem 140 September, 2002 Owred
New Mexico
Mimbres Memorial Hospital Deming 49 March, 1996 Owned
Eastem New Mexico Medical Center Roswell 162 Apnl, 1998 Owned
Alia Vista Regional Hospital Las Vegas 54 April, 2000 Owned
Carlsbad Medical Center Carlsbad 112 July, 2007 Owned
Lea Regional Medical Center Hobbs 201 July, 2007 Owned
Mountain View Regional Medical Center Las Cruces 168 luly, 2007 Owned
North Carolina
Martin General Hospital Williamston 49 November, 1998 Lecased
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Date of

Licensed Acquisition/Lease Ownership
Haspital City Beds(1) Inception Type
Ohio
Affinity Medical Center Massillon 266 July, 2007 QOwned
Northside Medical Center Youngstown 355 October, 2010 Owned
Trumbull Memarial Hospital Warren 311 October, 2010 Owned
Hillside Rehabiliiation Hospital (rchabilitation) Warren 69 October, 2010 Owned
Oklahoma
Ponca City Medical Center Ponca City 140 May, 2006 Owned
Claremorc Regional Hospital Claremore 81 July, 2007 Owned
Dcaconess Hospital Oklahoma City 33 July, 2007 Owned
SouthCrest Hospital Tulsa 180 July, 2007 Owned
Woodward Regional Hospital Woodward 87 July, 2007 Lcased
Oregon
McK cnzie-Willamene Medical Center Springfeld 114 July, 2007 Owned
Pennsylvania
Berwick Hospital Berwick 101 March, 199% Owned
Brandywine Hospital Coatesville 243 June, 2001 Owmed
Jennersville Regional Hospital West Grove 59 Qctober, 2001 Owned
Easton Hospital Easton 254 Qctober, 2001 QOwned
Lock Haven Hospital Lock Haven 47 August, 2002 QOwned
Pousiown Memorial Medical Center Potistown 221 July, 2003 Owned
Phoenixville Hospital Phocnixville 153 August, 2004 QOwned
Chestnut Hill Hospital Philadelphia 160 February, 2005 Qumed
Sunbury Community Hospital Sunbury 89 October, 2005 Owned
Wilkes-Barre General Hospital Wilkes-Barre 392 April, 2009 Owned
First Hospital Wyoming Valley (psychiatric) Wilkes-Barre 135 April, 2009 Owned
South Carolina
Marlboro Park Hospital Bennetisville 102 August, 1996 Leascd
Chesterfield General Hospital Cheraw 59 August, 1996 Leased
Springs Memorial Hospital Lancaster 231 Movember, 1994 Owned
Carolinas Hogpital System — Florence Florence 420 July, 2007 Owned
Mary Black Mcmorial Hespital Spananburg 209 July, 2007 Owned
Marion Regional Hospital Mullins 124 July, 2010 Owned
Tennessee
Lakeway Regional Hospital Morrisiown 135 May, 1993 Owned
Regional Hospital of Jackson Jackson 154 January, 2003 Owned
Dyersburg Regional Medical Center Dyersburg 225 January, 2003 Owned
Haywood Park Community Hospital Brownsville 62 January, 2003 Owned
Henderson County Community Hospital Lexington 45 January, 2003 Owned
McKenzic Regional Hospital McKenzic 45 January, 2003 Owned
McNairy Regional Hospital Sclmer 45 January, 2003 Owned
Volunteer Community Hospital Martin 100 January, 2003 Owned
Heritage Medical Center Shelbyville 60 July, 2005 Owned
Sky Ridpe Medical Center Cleveland 351 OQclober, 2005 Owned
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Date of
Licensed Acquisition/Lease Ownership
Haospital City Beds(1) Incepiion Tyvpe
Gatcway Medical Center Clarksville 270 July, 2007 Owned
Texas
Big Bend Regional Medical Center Alpine 25 October, 1999 Owned
Clevcland Regional Medical Center Cleveland 107 August, 1996 Owned
Scenic Mountain Medical Center Big Spring 150 October, 1994 Owned
Hill Regional Hospital Hillsboro 92 QOctober, 1994 [.eased
Lake Granbury Medical Center Granbury 83 January, 1997 Leased
South Texas Regional Medical Center Jourdanton 67 November, 2001 Owned
Laredo Medical Center Larcdo 326 Qctober, 2003 Owned
Weutherford Regional Medical Center Weatherford 99 November, 2006 Leased
| Abilene Regional Mediczal Center Abilene 231 July, 2007 Owned
' Brownwood Regional Medical Center Brownwood 194 July, 2007 Owned
College Station Medical Center College Station 141 July, 2007 Owned
Navarro Regional Hospital Corsicana 162 July, 2007 Owned
. Laongview Regional Mcdical Center Longvicw 131 July, 2007 Owned
Woodland Heights Medical Center Lufkin 149 July, 2007 Owned
i San Angelo Community Medical Center San Angclo 171 July, 2007 Owned
‘ DeTar Healthcare System Victoria 308 July, 2007 Owned
! Cedar Park Regional Medical Center Cedar Park 77 December, 2007 Owned
Utah
Mountain West Medical Center Toocle 44 Qciober, 2000 Owned
Virginia
‘ So&.ﬁhem Virginia Regional Medical Center Empaoria 80 March, 1999 Owned
1 Southampton Memorial Hospital Franklin 105 March, 2000 Owned
Southside Regional Medical Center Petersburg 300 August, 2003 Owned
Washington
Deaconess Medical Center Spokane 388 October, 2008 Owned
Vallcy Hospilal and Mcdical Center Spokane Vallcy 123 October, 2008 Owned
! West Virginia
Platcau Medical Center Qak Hill 25 July, 2002 Owned
| Greenbrier Valley Medical Center Ronceverte 122 July, 2007 Owned
| Blucfield Regional Medical Center Blueficld 240 October, 2010 Owned
- Wvoming
Evanston Regional Hospital Evanston 42 November, 199% Owned
Total Licensed Beds at December 31, 2010 19,372

(13 Licensed beds are the number of beds for which the appropriate state agency licenscs a facility regardless of whether the beds are

actually available [or paticnt use.

{2) In 2008, we scgregated this entity from Northwest Medical Center — Bentonville for reporting purposes.

(3) We operate this hospital under a leasc-leascback and operating agreement. We recognize all operating stalistics, revenues and
cxpenses associated with this hospital in our consolidated financial statements.

(4) 1n 2008, we segregated this entity from Lutheran Rospital for reporting purposes.
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The real property of substantially all of our wholly-owned hospitals is encumbered by mongages under the Credit Facility.

The following table lists the hospitals owned by joint venture entities in which we do not have a consolidating ownership interest,
along with our percentage ownership intercst in the joint venture entity as of December 31, 2010. Information on licensed beds was
provided by the majority owner and manager of each joint venture. A subsidiary of HCA is the majority owner of Macon Healthcare
LLC, and a subsidiary of UHS is the majority owner of Summerlin Hospital Medical Center LLC and Valley Health System LLC.

Joint Yenture Facllity Name City State Licensed Beds
Macon Healthcare LLC Colisecumn Medical Center (38%) Macon GA 250
Macon Healthcare LLC Coliscum Psychiatric Centcr (38%) Macon GA 60
Macon Healtheare LLC Coliseum Northsidc Hospital (38%) Macon GA 103
Summerlin Hospital Medical Center LLC Summerlin Hospital Medical Center (26.1%) Las Vegas NV 454
Valley Health System LLC Desert Springs Hospital (27.5%) Las Vegas NV 286
Valley Health System LLC Valley Hospital Medical Center (27.5%) Las Vegas NV 404
Valley Health System LLC Spring Valley Hospital Medical Center (27.5%) Las Vegas NV 231
Valley Health System LLC Centennial Hills Hospital Medical Center (27.5%) Las Vegas NV 165

Item 3.  Legal Proceedings

From time (o time, we receive various inquiries or subpoenas from state regulators, fiscal intermediaries, the Centers for Medicare
and Medicaid Services and the Department of Justice regarding various Medicare and Medicaid issues. In addition, we are subject to
other claims and lawsuits arising in the ordinary course of our business. We arc not aware of any pending or threatened litigation that is
not covered by insurance policies or reserved for in our financial statements or which we believe would have a material adverse impact
on us: however, some pending or threatened proceedings against us may involve potentially substantial amounts as well as the possibility
of civil, ctiminal, or administrative [ines, penalties, or other sanctions, which could be material, Setlements of suils involving Medicare
and Medicaid issues routinely require both monctary payments as well as corporate integrity agreements. Additionally. qui tam or
*whistlehlower" actions initiated under the civil False Claims Act may be pending but placed under seal by the court to comply with the
False Claims Act's requirements for filing such suits.

Community Health Systems, Inc. Legal Proceedings

On February 10, 2006, we received a letter from the Civil Division of the Department of Justice requcsting documents in an
investigation it was conducting invalving the Company. The inguiry relatcd to the way in which different siate Medicaid programs apply
to the federal government for matching or supplemental funds that arc ultimately used to pay for a small portion of the services provided
to Medicaid and indigent patients. These programs are referred to by different names, including "intergovernmental payments,” "upper
payment limit programs,” and "Medicaid disproportionate share hospital payments." The February 2006 lctter focused on our hospitals in
ihrec states: Arkansas, New Mexico, and South Carolina. On August 31, 2006, we received a follow up letter from the Department of
Justice requesting additional documents relating to the programs in New Mexico and the payments to the Company’s three hospitals in
that state. Through the beginning of 2009, we provided the Department of Justice with requested documents, met with its personnel on
numerous occasions, and otherwise covperated in iis investigation. During the course of the investigation, the Civil Division notified us
1hat i1 belicved ihat we and these three New Mexico hospitals caused the State of New Mexico to submit improper claims for federal
funds, in violation of the Federal False Claims Act. At one point, the Civil Division calculated that the three hospitals received ineligible
federal participation
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payments from August 2000 to Junc 2006 of approximately $27.5 million and said that if it proceeded to trial, it would scck treble
darages plus an appropriate penalty for each of the violations of the Federal False Claims Act. This investigation has culminated in the
federal government's intervention in a qui tam lawsuit styled U.S. ex rel. Baker vs. Community Health Systems, Inc., pending in the
United States District Court for the District of New Mexico. The federal government filed its complaint in intervention on June 30, 2009.
The relator filed a second amended complaint on July 1, 2009. Both of these complaints expand the time period during which allcged
improper payments were made. We filed motions to dismiss ail of the federal government's and the relator's claims on August 28, 2009.
On March 19, 2010, the court granted in part and denicd in parl our motion to dismiss as 10 the rclator's complaint, On July 7, 2010. the
courd denied our motion 1o dismiss the lederal government's complaint in intervention, We have filed our answer and pretrial discovery
has begun. We are vigorously defending this action.

On June 12, 2008, two of our hospitals reccived letiers from the U.S. Attomey's Office for the Westcrn District of New York
requesting documents in an investigation it was condueting into billing practices with respect to kyphoplasty procedures performed
during the period January 1, 2002 through Junc 9, 2008. On September 16, 2008, one of our hospitals in South Carolina also received an
inquiry. Kyphoplasty is & surgical spinc procedure that retumns a compromised vertebrae (either from trauma or osteoporotic discase
process) 10 its previous height, reducing or climinating severe pain. We have been informed that similar investigations hav¢ been initiated
at unaffiliated facilitics in Alabama, South Carolina, Indiana and other states. We believe that this investigation is related to a qui tam
scttlement between the same ULS. Attorney's office and the manufacturer and distributor of the Kyphon product, which is used in
performing the kyphoplasty procedure. We arc cooperating with the investigation by collecting and producing material responsive (o the
requests. We are continuing 1o evaluate and discuss this matier with the federal government.

On April 19, 2009, we were served in Roswell, New Mexico with an answer and counterclaim in the case of Roswell Hospital
Corporation d/b/a Eastern New Mexico Medical Center vs. Patrick Sisneros and Tammic McClain (sued as Jane Doe Sisneros). The case
was originally filed as a collection matter. The counterclaim was filed as a putative class action and alleged theorics of breach of contract,
unjust enrichment, misrepresentation, prima facie tart, Fair Trade Practices Act and violation of the New Mexico RICO statute. On
May 7, 2009, the hospital filed a notice of removal to lederal count, On July 27, 2009, the case was remanded to statc court for lack ofa
federal question. A motien (o dismiss and a motion to dismiss misjoined counterclaim plaintiffs werc filed on October 20, 2009. These
motions were denied. Extensive discovery has been conducted, A motion for class certification for all uninsured patients was heard on
March 3 through March 5, 2010 and on April 13, 2010, the state district coun judge certified the casc as a class aclion. Discavery is
ongoing. A hearing is set for March 1, 2011 to assess the sufficiency of the methodology used to determine class damages. We are
vigorously defending this action.

On December 7. 2009, we received a document subpoena from the U.S. Department of Health and Human Services, Olfice of the
Inspeetor General, or OIG, requesting documents relaied to our hospital in Larcdo, Texas. The categories of documents requested
included case management, resouree management, admission criteria, patient medical records, coding, billing, compliance, the Joint
Commission acereditation, physician documeniation, payments to referral sources, transactions involving physicians, disproportionate
share hospital status, and audits by the hospital's Quality Improvement organization. On January 22, 2010, we reccived a "request for
information or assistance” from the O1G's Office of Investigation requesting patient medical records from Laredo Medical Center in
Laredo, Texas for certain Medicaid patients with an cxtended length of stay. Additional requests for records have also been received,
including & request containing follow-up questions received on January 5, 2011, We are cooperating fully with these investigations.

On Scptember 20, 2010, we received a letter from the U.S. Department of Justice, Civil Division, advising us that an investigation is
being conducted to determine whether certain hospitals have improperly submitted claims for payment for implantable cardiovenicr
defibrillators, or ICD. The period of time covered by the investigatian is 2003 to the prescnt. The letier states that the Department of
Justice's data indicatcs that many of our hospitals have claims that need to be reviewed to determine il Medicare payment was
appropriate. We¢ understand that the Department of Justice has submitted similar requests 1o many other hospitals and hospital systems
across the country as well as to the 1CD manufacturers themselves. We are fully cooperating
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with the government in this investigation. Because we are in the early stages of this investigation, we are unable to cvaluste the outcome
of this investigation.

On November 15, 2010, we were served with substantially identical Civil Investigative Demands (C1Ds) from the Office of
Attomney General, State of Texas for all our 18 affiliated Texas hospitals, The subject of the requests appears 1o concern emergency
department procedurcs and billing. We are cooperating fully with these requests. Because we are in the early stages of this investigation,
we are unablc to evaluatc the ouicome of this investigation.

Triad Hespitals, Inc. Legal Proceedings

In a case styled U.S. ex rel. Bartlett vs. Quorum Health Resources, Inc., ¢t al., pending in the Western District of Pennsylvania,
Johnstown Division, the relator alleges in his second amended complaint, filed in January 2006 (the first amended complaint having been
dismissed), that Quorum conspired with an unaffiliated hospital to pay an illegal remuneration in violation of the anti-kickback statute
and the Stark Law, thus causing false claims to be filed. A renewed motion to dismiss that was filed in March 2006 asserting that the
second amended complaint did not cure the defects contained in the first amended complaint. In September 2006, the hospital and one of
the other defendants affiliated with the hospital filed for protection under Chapiter 11 of the federal bankruptey code, which imposed an
automatic stay on proceedings in the case. Relators entered into a settlement agreement with the hospital, subject to confirmation of the
bospital's reotganization plan. The District Court conductcd a status eanference on January 30, 2009 and later convened another
confesence on March 30, 2009 and heard arguments on wheiher to proceed with a motion to dismiss, but did not make a ruling. The
government and rclator have reached a setilement with the hospital. Our motion to dismiss is still pending. Wc believe this casc is
without merit and will continue to vigorously defend it.

Item 4. (Removed and Reserved).

PART 11

ltem S.  Market for Registrant's Common Equity, Related Stockhoider Matters and Isswer Purchases of Equity Securities

We completed an initial public offering of our common stack on June 14, 2000. Our common stock began trading on June 9, 2000
and is listed on the New Yark Stock Exchange under the symhol CYH. At February 17, 2011, there were approximately 39 record
holders of our common stock. The Tollowing table scts forth, for the periods indicated, the high and low sale prices per share of our
common stock as reported by the New York Stock Exchange.

High Low
Year Ended December 31, 2009
First Quarter $ 21.60 % 12.96
Second Quarter 2879 13.95
Third Quarter 35.50 24.42
Fourth Quarter 38.00 2935
Year Ended December 31, 2010
First Quarter $ 4084 § 31.00
Second Quarier 42.30 33.21
Third Quartct 34.1% 25.63

Fourth Quarter 38.00 29.08




Tahle of Contents

Corporate Performance Graph

The following graph sets forth the cumulative return of our common stock during the five ycar period ended December 31,2010, as
compared 1o the cumulative return of the Standard & Poor's 500 Stock Index (S&P 500) and the cumulative retum of the Dow Jones
Healthcare Index. The graph assumes an initial investment of $100 in our common stock and in each of the foregoing indices and the
reinvestment of dividends where applicable,
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We have not paid any cash dividends since our inception, and do not anticipate the payment of cash dividends in the foreseeable
future. Our Credit Facility limils our ability 1o pay dividends and/or repurchase stock to an amount not to exceed 550 million in the
aggregate afier November §, 2010, the date of our amendment and restatement of aur Credit Facility. In addition, our Credit Facility
allgws us to repurchase stock in an amount not 1o cxceed the aggrepate amount of proceeds from the exercisc of stock options. The
indenture governing our Notes alse limits our ability to pay dividends and/or repurchase stack. As of December 31, 2010, under the most
restrictive test under these agreements, we have approximately $96.9 million remaining available with which 1o pay permitted dividends
and/or make stock and Note repurchases.

The following tubte contains information aboul our purchases ol common stock during the three months ended December 31, 2010:

Tatal Nunther

of Shares Maximum
Purchased as Number of
Tatal Average Part of Shures That May
Number of Price Publicly Yet Be Purchased
Shares Paid per Announced Under the Plans
Period Purchased Share Plans(a) or Programs(a)
October 1, 2010 — Oclober 31, 2010 195,000 % 30.88 195,000 3,548,728
November 1, 2010 — November 30, 2010 — — — 3,548,728
December 1, 2010 — December 31, 2010 — — — 3,548,728
Total 195000 S 30.88 195,000 3,548,728
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fa) On September 15, 2010, we commenced a new open market repurchase program for up to 4,000,000 sharcs of our common stock, not
to exceed §100 million in repurchases. This program will conclude at the carliest of three years from the commencement date, when
the maximum number of shares has been repurchased or when the maximum dollar amount has been cxpended. During the three
months cnded December 31, 2010, we repurchased and retired 195,000 shares at a weighted-average price of $30.88 per share.
During the year ended December 31, 2010, we repurchased and retired 451,272 shares at a weighicd-average price of $30.81 per
sharc, which is the cumulative number of shares that have been repurchased under this program through December 31, 2010.

Item 6.  Selected Financial Date

The following table summarizes specified selecied financial data and should be read in conjunction with our rclated Consolidated
Financial Statements and accompanying Notes to Censolidated Financial Statements. The amounts shown below have been adjusted for
discontinued operations.

Community Health Systems, Inc.

Five Year Summary of Selected Financial Data

Yesr Ended December 31,
2010 2009 2008 2007¢1) 2006
{In thausands, except shorc and per share data)

Consolidated Statement of Income Data

Net operating revenues $12,986,500 $12,107.613 $10,919,095 § 7,095,861 5 4,180,136
Income from operalions 1,114,928 1,068,665 971,880 471,612 385,057
Income from continuing operations 348,441 304,805 233,727 67,431 177,695
Net income 348,441 306,377 252,734 44,691 171,058
Net income attributable to noncontrolling interests 68,458 63,227 34,430 14,402 2,795
Net income atiributable 10 Community Hcalth

Systems, Inc. 279,983 243,150 218,304 30,289 168,263

Basic earnings per shave attributable to Community Iealth Systems,
fne. compon stockholders(2):

Continuing operations 3 305§ 2.67 % 213 8 058 % 1.87
Discontinued operations — 0.01 0.21 (0.25) (0.10)
Net income ) 3.05 § 268 % 234 % 032 % 1.77

Diluted earnings per share atiributable fo Community Health
Systems, Inc. common stockholders(2):

Continuing operations ) joL s 264 % 211 % 057 § 185

Discontinued operations — 0.01 0.21 (0.25) (0.10}

Net income b 301 % 266 § 232§ 032 § 1.75
Weighted-average number of shares outstanding

Basic 91,718,791 90,614,886 93371,782 93,517,337 94,983,646

Diluted(3) 92,946,048 91,517,274 04,288,829 54,642,294 96,232,910
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Year Ended December 31,
2010 2009 2008 2007(1) 2006
{In thousands, except share and per share data)

Consolidated Balance Sheet Data

Cash and cash equivalents $ 296,169 5 344541 5 220,655 5 133,574 5 40,566
Total assets 14,698,123 14,021,472 13,818,254 13,493,644 4,506,579
Long-tcrm obligations 10,418,234 10,179,402 10,287,535 9974516 2,207,623
Redeemable noncontrolling interests in equity of consolidated

subsidiaries 387,472 368,857 348,816 346,999 23,478
Community Health Systems, Inc. stockholders' cquity 2,189,464 1,950,635 1,611,029 1,687,293 1,718,697
Noncontrolling intcrests in equity of consclidated subsidiaries 60,913 64,782 61,457 51,419 5,057

(1) Includes the results of operations of the Tormer Triad hospitals from July 25, 2007, the date of acquisition.
(2) Total per share amounis may not add duc to rounding.
(3} See Note 12 1o the Consolidated Financial Statements, included in Item 8 of this Form 10-K.

ltem 7. Management's Discussion and Anafysis of Financial Condition and Results of Operations

You should rcad this discussion together with our Consolidated Financial Statements and the accompanying Nates to Consolidated
Financial $tatements and "Sclccted Financial Data” included elsewhere in this Form 10-K.

Executive Overview

We arc the largest publiely-traded operator of hospitals in the United States in terms of numbcr of facilities and net operating
revenues. W provide healthcare services through these hospitals that we own and operaic in non-urban and selecled urban markets. We
generatc revenue primarily by providing a broad range of general hospital healtheare services to patients in the communitics in which we
are located. We currently own and opcrate 130 hospitals comprised of 126 general acute care hospitals and four rehabilitation or
psychiatric hospitals. In addition, we own and operate home care agencics, located primarily in markets where we also opcrate a hospital,
and through our wholly-owned subsidiary, Quorum Health Resourcees, LLC, or QHR, we provide management and consulting services o
non-afMiliated general acute care hospitals located throughout the United States, For the hospitals and home care agencies that we own
and operate, we arc paid for our services by governmental agencics, private insurers and directly by the paticnts we serve. For our
management and consulting services, we are paid by the non-affiliated haspitals utilizing our scrvices.

In 2010, we increased our acquisition activity and acquired five hospitals located in Marion, South Carolina, Youngstown and
Warren, Ohio and Bluefield, West Virginia. In 2009, we acquired one hospital located in Siloam Springs. Arkansas and two hospitals
located in Wilkes-Barre, Pennsylvania and the remaining intercst in a hospital Jocated in El Dorado, Arkansas. In addition, on
December 31, 2009, we enlered into an agreement with a multi-specialty physician clinic that has 32 locations across the Inland
Nonthwest region of the state of Washington. This agreement will allow our afTiliated hospitals in Spokane, Washington to work with this
clinic to offcr a fully integrated healtheare delivery system in that market.

Our net aperating revenues for the year ended December 31, 2010 increased to approximately $13.0 billion, as compared to
approximalely $12,1 billion for the ycar ended December 31, 2009. income from continuing operations, beforc noncontrolling interests,
for the year ended December 31, 2010 increascd 14.3% over the year cnded December 31, 2009. Despite low volume, this inercase in
income from continuing opérations during the year ended December 31, 2010, as compared 10 the year ended December 31, 2009, is due
primarily to the execution ol our revenue growth initiatives at those hospitals owned throughout bath ycars, general rate and
reimbursement increases end our effective management of aperating expenses. Our successful physictan recruiting elToris have also been
a key driver in the cxeculion of our operating strategies. Total inpaticnt admissions lor the year ended December 31, 2010 increascd 0.1%
compared to the year ended December 31, 2009 and adjusted admissions for the year ended December 31, 2010 increased 2.5%
compared
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1o the year ended December 31, 2009. This increase in adjusted admissions was due primarily 1o zcquisitions during the past year,
offsetting decreases in admissions at those hospitals owned throughout both years from a less scvere flu season as compared lo the pnor
year period, lower birth rates coinciding with the downturn in the economy, reductions in one day stays and cerlain service closures.

ScHf-pay revenues represented approximately 11.6% of our net operating revenues in 2010 compared te 11.2% in 2009, The value of
charity cate services relative to total net operating revenues was approximately 4.1% and 3.9% in 2010 and 2009, respectively.

PPACA was signed into law on March 23, 2010. In addition, the Reconciliation Acl, which contains a number of amendments to
PPACA, was signed into law on March 30, 2010. These healtheare acts, referred to collectively as the Reform Legislation, include a
mandate that requires substantiaily all LS, citizens to maintain medical insurance coverage which will ultimately increase the number of
persons with access 1o health insurance in the United States. The Reform Legislation should result in a reduction in uninsured paticnts,
which should reduce our cxpense from uncollectible accounts receivable; however, this legislation makes a number of other changes 1o
Medicare and Medicaid, such as reductions to the Medicarc annual market basket update for federal fiscal years 2010 through 2015, a
productivily offsct to the Medicare market basket update beginning October 1, 2011, and a reduction to the Medicare and Medicaid
disproportionate share payments, that could adversely impact the reimbursement received under thesc programs. The varigus provisions
in the Reform Legislation that directly or indirectly affect reimbursement are scheduled to take effect over a number ol years, and we
cannot predict their impact at this time. Other provisions of the Reform Legislation, such as requirements related to employee health
insuranee coverage, should increase our operaling costs,

Also included in the Reform Legislation are provisions aimed at reducing fraud, waste and abusc in the hcalthcare industry. These
provisions allocaic significant additional resources 1o federal cnforccment agencies and cxpand the use of private contractors 1o recover
potentially inappropriate Medicare and Medicaid payments, The Reform Legislation amends several existing federal laws, including the
Medicare Anti-Kickback Statute and the False Claims Act, making it easier for government agencies and private plaintiffs to prevail in
lawsuits brought against healthcare providers. These amendments also make it casier for potentially severe fines and penaltics to be
imposed on bealthcare providers accused of violating applicable laws and regulations.

In a number of markels, we have parinered with local physicians in the ownership of our facilities. Such investments have been
permitted under an exception to the physician sclf-referral law, or the Stark Law, that allows physicians 10 invest in an entire hospital {as
opposed to individual hospital departments). The Reform Legislation changes the "wholc hospital” exception to the Stark Law. The
Rcform Legislation permits existing physician investments in a whole hospital 10 continue under a "grandfather” clause if the
arrangement satisfics certain requirements and restrictions, but physicians became prohibited, from the time the Reform Legislation
became effective, from increasing the agpregate percentage of their ownership in the hospital. The Reform Legislation also resiricts the
ability of cxisting physician-owncd hospitals to expand the eapacity of their facilitics. Physician investments in hospitals that are under
development are protected by the grandfather clause only if the physician investments have becn made and the hospital has a Medicare
provider agrecment as of a specific date.

The impact of the Reform Legislation on each of our hospitals will vary dcpending on payor mix and a variety of other factors. We
anticipate that many of the provisions in the Reform Legislation will be subject to further clarification and modification through the rule-
making process, the development of ageney guidance and judicial interpretations. Morcowver, a number of staic attomeys gencral arc
challenging the legality of certain aspects of the Reform Legislation. Currenily, rulings in four separate Federal District Courts, regarding
the constitutionality of the Reform Legislation, have been split, with two courts ruling in favor of the legislation and 1wo couns muling
that part or all of the Relorm Legislation was unconstitutional. These decisions are likely 10 be appealed and may ultimately end up
before the United States Supremc Court. We cannot predict the impact the Reform Legislation may have on our business, results of
operations, casb flow, capital resources and liguidity or tbe ultimate outcome of the judicial rulings. Furthermore, we cannot predict
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whether we will be able to modify certain aspects of our operations to offset any potential adverse consequences from the Reform
Legislation,

As a result of our current levels of cash, available borrowing capacity, long-term outlook on our debt repayments and our continued
projection of our ability 1o gencratc cash flows, we do not anticipate a significant impact on our ability Lo invest the necessary capiial in
our busincss over the next twelve months and into the foreseeable future. We believe there continues to be ample opportunity for growth
in substantially all of our markets by decreasing the need for patients to travel ouside their communities for healthcare services.
Furthermore, we comtinue to henelfit from synergies from the acquisition of Triad as well as our more recent acquisitions and will
continue Lo strive 1o improve operating ciiciencics and procedures in order to improve our profitability at all of our hospitals.

Acquisitions

Effective October |, 2010, we completed the acquisition of Forum Health based in Youngstown, Ohio, a healthcare system of two
acutc care hospitals, enc rchabilitation hospital and other healthcare providers. This healthcare system includes Northside Medical Center
(355 licensed beds) located in Youngstown, Ohio and Trumbull Memorial Hospital (311 licensed beds) located in Warren, Ohio. This
healthcare system also includes Hillside Rehabilitation Hospital (69 licensed beds) located in Warren, Ohio, as well as several outpatieni
clinics and other ancillary facilities. The tosal cash consideration paid for fixed asscts and working capital was approximatcly
$93.4 million and $27.8 million, respectively, with additional consideration including $40.3 million assuined in liabilities, for a total
consideration ol 5161.% million. This acquisition transaction was accounted for as a purchase business combination. Based upon our
preliminary purchase price allocation relating to this acquisition as of December 31, 2010, approximately 58.1 million of goodwill has
been recorded. The preliminary allocation of the purchase price has been determined by us based on avatlable information and is subjcet
to scttling amounts related to purchased working capital and final appraisals of tangible and intangiblc assets. Adjustments to the
purchasc price allocation are not expected to be material.

Effcctive October 1, 2010, we completed the acquisition of Blueheld Regional Medical Center (240 licensed beds) located in
Bluclield. West Virginia. The total cash consideration paid for fixed assets was approximaiely 35.4 million, with additional
consideration including $8.9 million assumed in liabilities as well as a credit applied at closing of 51.8 million for negative acquired
working capital, [or a fotal consideration of $42.5 million. This acquisition iransaction was accounted for as a purchase business
combination. Based upon our preliminary purchase price allocation relating to this acguisition as of Deccmber 31, 2010, approximately
$2.2 million of goodwill has been recorded. The preliminary allocation of the purchase price has been determined by us based on
available information and is subjeet 1o settling amounts related o purchased working capital and final appraisals of tangible and
intangible asscts. Adjustments to the purehase price allocation are not expected 10 be matenal.

Effcctive July 7, 2018, we completed the acquisition of Marion Regional Hcaltheare System located in Marion, South Carolina.
This healthcare system includcs Marion Regional Hospital (124 licensed beds), an acute care hospital, along with a related skilled nursing
facilily and other ancillary services. The total cash consideration paid for fixed assets and working capital was approximately
S18.6 million and $5.8 million, respectively, with additional consideration including $3.9 million assumed in ltabilitics, for a total
consideration of 528.3 million. This acquisilion transaction was accounted for as a purchase business combination. Based upon our
preliminary purchasc price allocation relating to this acquisition as of December 31, 2010, no goodwill has been recorded. The
preliminary allocation of the purchase price has been determined by us based on available information and is subject to settling amounts
relatcd to purchascd working capital and final appraisals of tangible and intangible assets. Adjustments to the purchase price allocation
are not expected to be matcerial.

During 2010, we paid approximatcly $67.4 million to acquire the operating assets and related businesses of centain physician
practices, ciinics, and other ancillary businesscs that operatc within the communities served by our hospitals, In connection with these
acquisitions, we allocated approximately $35.6 million of the considcration paid to property and cquipment and the remainder,
approximately 535 .4 million consisting of intangible assets that do not qualify for separate recognition, was allocated to goodwill. These
acquisition transactions were accounted for as purchase business combinations.
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On December 9, 2010, we announced that we made an offer to aequire Tenet for $6.00 per share. including $5,00 per share in cash
and $1.00 per share in our common stock, which represented a premium of 40% over Tenet's closing stock price on December 9, 2010.
The totsl value of the transaction at this offering price would be approximately $7.3 billion, including $3.3 billion of acquired equity and
approximately $4.0 billion of assumed long-term debt. The offer was made in a letier to Tenet's Board of Direciors on November 12,
2010, and rejected by Tenet on December 6, 2010, On December 20, 2010, we announced our intention to nominaic directors for clection
at the 201 | Annuel Meeting of Tenct, and on January 14, 2011, a full slatc of 10 independent director nominees was nominated. Tenet's
entire Board is up for rcclection at the 2011 Annual Meeting, which has been scheduled for November 3, 2011, There can be no
assurance that such a transaction will be compicted or, if completed, on what terms.

Sources of Revenue

The following table presents the approximiate percentages of net operating revenucs derived from Medicare, Medicaid, managed
care, self-pay and other sources for the periods indicated. The data for the years presenied are not strictly comparable duc to the effect
that hospital acquisitions have had on these statistics.

Yeor Ended December 31,
2010 2009 2008
Medicare 27.2% 27.1% 27.5%
Medicaid 10.6% 9.8% 9.1%
Managed Care and other third-pany payors 50.6% 51.9% 52.7%
Self-pay 11.6% 11.2% 10.7%
Total 100.0% 100.0% 100.0%

Nct operating revenucs include amaunts cstimated by management to be reimbursable by Medicare and Mcdicaid under prospective
payment systems and provisions of cost-based reimbursement and other payment methods. In addition, we are reimbursed by non-
governmental payors using a variely of payment methodologies. Amounts we receive for treatment of paticnts covered by these programs
are generally less than the standard billing rates. We account for the differcnees between the estimated program reimburscment rates and
the standard billing ratcs as contractual allowance adjustments, which we deduct from gross revenues to arrive at net operating revenues.
Final settlerments under some af these programs are subject 1o adjustment bascd on admunistrative review and audit by third parties. We
account for adjustments to previous program reimbursement cstimates as contractual allowance adjusiments and report them in the
periods that such adjustments become known. Contractual allowance adjustments related to [inal scttiements and previous program
reimbursement estimalcs impacted net operating revenues and net income by an insignificant amount in cach of the years ended
December 31, 2010, 2009 and 2008. In the future, we expect the percentage of revenues reccived from the Medicarc program to increasc
due to the generat aging of the population,

Currenily, several states utilize supplemental reimburscment programs for the purpose of providing reimbursement to providers 10
offsct a portion of the cost of providing care 10 Medicaid and indigent patients. These programs arc designed with input ffom CMS and
are funded with a combination of state and federal resourccs, including, in certain instances, fees or taxcs levied on the providers. Similar
programs are also being considercd by other states. After these supplemental programs are signed into law, we recognize revenue and
related expenses in the period in which amounts are estimable and collection 1s reasonably assured. Reimbursement under thesc programs
is reMected in net operating revenues and included as Medicaid revenue in the table above, and fees, taxes or other program related costs

are reflected in other operating costs and expenscs.

The payment rates under the Medicare program for hospital inpatient and outpaticnt acute care services are based on a prospective
payment sysiem, depending upon the diagnosis of a patient's condition. These rates are indexed for inflation annually, although increases
have historically been less than actual inflation. On August 16, 2010, CMS issued the final rule to adjust this index by 2.6% for hospital
inpatient acute care services ihat arc reimbursed under the prospective payment system. The final rule also makes other payment
adjustments that, coupled with the 0.25% reduction to hospital inpatient rates implemented pursuant to the
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Reform Legislation referred to below, vield a nct 0.4% reduction in reimbursement for hospital inpaticnt acute care services boginning
October 1, 2010. The Reform Legislation implemented a 0.25% reduction to hospital inpaticnt rates effeetive April 1, 2010 and 0.25%
reductions to hospital outpatient rates effective January 1, 2010 and January 1, 201 L. Reductions in the rate of increase or overall
reductions in Medicare reimbursement may cause a decline in the growth of our net opcrating revenucs,

In addition, specified managed care programs, insurance companies and employers are aclively negotialing the amounts paid 10
hospitals. The trend toward increased enrollment in managed care may adversely aflect our net operating revenue growth,

Results af Operations

Our hospitals offer a variety of services involving a broad range of inpaticnt and outpatient medical and surgical services. These
include general acute care, emergency room, general and specialty surgery, critical care, intenal medicine, obstetrics, diagnostic,
psychiatric and rehabilitation services. The strongest demand for hospital services gencrally occurs during January through April and the
weakest demand for these scrvices occurs during the summer months. Accordingly, eliminating the effect of new acquisitions, our net
operating revenucs and earnings are historically highest during the first quarter and lowest during the third quarter.

The following tables summarize, for the periods indicaied, selected operating data,
Year Ended December 31,

2010 2009 2008
(Expressed ns a percentage of net operating revenues)

Consolidated

Net operating revenues 100.0% 100.0% 100.0%
Opcrating cxptnses(a} (86.7) {(86.5) (86.5)
Depreciation and amortization (4.7) (4.7} (4.6)
Income from operations 8.6 38 8.9
[nterest expense, net {(5.0) (5.4) 6.0y
Gain from early extinguishment of debt(b) - — —
Equity in eamings of unconsolidated affiliatcs 0.3 0.3 04
Income from continuing operations before income laxes 39 3.7 33
Provision for income taxcs {1.2) {1.2) {1.2)
Income from continuing opcrations 29 2.5 2.1
Income from discontinued operations, net of taxes — — 0.2
Net income 2.7 2.5 23
Less: Net income atiributable to noncontrolling interests {0.5) {0.5) {0.3)

Net income attributable to Community Health Systems, Inc. 2.2% 2.0% 2.0%
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Wear Ended December 31,
T T
(Expressed in pereentages)

Percentage increase from same period prior ycar:

Net operating revenues 7.3% 10.9%
Admissions 0.1 36
Adjusted admissions(c) 2.5 5.6
Average length of slay 24 —
Net income attributable to Community Health Systems, Inc.(d) i5.1 11.4
Same-store percentage increase (decrease) from same period prier year(e):

Net operating revenucs 39% 5.9%
Admissions (2.5) (1.5)
Adjusted admissions{¢) (0.5) 0.7

(a) Operating expenscs include salaries and benefits, provision for bad debts, supplies, rent and other operating cxpenscs.
(b) Gain [rom early cxtinguishment of debt was less than 0.1% for the years ended December 31, 2009 and 2008.

{(c) Adjusted admissions is a gencral measure of combined inpalicnt and outpatient volume. We computed adjusted admissions by
multiplying admissions by gross patient revenues and then dividing that number by gross inpaticnt revenues.

(d) Includes income from discontinued opcrations, if any.
(e} Includes acquired hospitals to the extent we operated them in both years.

Year Ended December 31, 2010 Compared fo Year Ended December 31, 2009

Net operaling revenues increased by 7.3% 1o approximately $13.0 billion in 2010, from approximately $12.1 billion in 2009,
Growth from hospitals owned throughout beth periods contributed $476 million of that increase and $402 million was contributed by
hospitals acquired in 2010 and 2009. On a same-store basis, net operating revenues increased 3.9%. The increased nei operating revenues
contributed by hospitals that we owned throughout both periods were primarily atiributable to general rate and reimburseiment INcreascs.

On a consolidated basis, inpaticn admissions increased by 0.1% and adjusted admissions increased by 2.5%. On a same-slore basis,
inpaticnt admissions decreased by 2.5% during the year ended December 31, 2010. This decrease in inpatient admissions was due
primanily 10 a decrease in admissions from a less severc flu season as compared to the prior year period, Jower hirth rates coinciding with
the downturn in the cconomy, reductions in one day stays and cerlain service closures during the ycar ended December 31, 2010, as
compared 1o the year ended December 31, 2009.

Operating cxpenses, excluding depreciation and amortization, as a percentage of net opcrating revenues, increased from 86.5% in
2009 to 86.7% in 2010. Salarics and benefits, as a percentage of nct operating revenucs, increased from 40.0% in 2009 to 40.3% in 2010
from the impact of recent acquisitions and an increasc in the number of cmployed physicians, which ofTsel efficiencics gained at hospitals
owned throughout both periods. Provision for bad debts, as a percentage of net revenucs, increased from 12.1% in 2009 t0 12.2% in 2010,
which is reflcctive of stabilization in the economy and unemployment rates. Supplics, as a percentage of nel operating revenues,
decreased [rom 13.9% in 2009 to 13.6% in 2010. This decrease in supplies expenses is due primarily to greater utilization of and
improved pricing under our purchasing program. Other operating expenses, as a percentage of nct operating revenucs, increased from
18.5% in 2009 to 18.6% in 2010. Rent, as a percentage of net opcrating revenues, remained consistent at 2.0% for 2009 and 2010. Equity
in eamings of unconsolidated affiliates, as a percentage of net operating revenues, remained consistent at 0.3% for 2009 and 2010.

Depreciation and amortization remained consistent at 4.7% of net operating revenues for 2009 and 2010.
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Inerest expense, net, increased by $2.9 million {rom $649.0 million in 2009, to $651.9 million in 2010. An incrcase in intercst rates
during 2010, including the pricing increase on $1.5 billion of cxisting term loans under the amended Credit Facility beginning
November $, 2010, compared Lo 2009, resulted in an increase in interest expensc of $5.4 million. Additionally, inferest expense increased
by $4.8 miltion as a result of less interest being capitalized during 2010, as compared to 2009, as the current year period had fewer major
construction projects. These increases were offset by a decrease in interest expense of $7.3 million due to decreasc in our average
outstanding debt during 2010, compared to 2009.

[mpairment of long-lived and other assets of $12.5 million in 2009 resulted from our assessment of the recoverability of these
assets. No impaimment of long-lived and other assets was recognized in 2010.

The net results of the above mentioned changes resulted in income from continuing operations before income taxes increasing
$62.3 million from $446.1 million in 2009 to $508.4 million for 2010.

Provision for income taxes from conlinuing operations inereased from $141.3 million in 2009 to $160.0 million in 2010 due 10 the
increase in income from continuing opcrations before income taxes. Our cffective tax rates were 31.5% and 31.7% for the ycars ended
December 31, 2010 and 2009, respectively. The decrease in our effective tax rate is primarily a result of a decrease in our effective state
tax rate.

Each of income from continuing operations and net income, as a percentage of net operating rcvenues, increased from 2.5% in 2009
10 2.7% in 2010. The increase is primarily due to the decrease in interest cxpensc as a percentage of net operating revenucs, discussed
above.

Net income attributable to noncontrolling intcrests as a percentage of net operating revenues remained consistent at 0.5% for the
ycars cnded December 31, 2010 and 2009

Net income aitributable to Community Health Sysiems, Inc. was $280.0 million in 2010 compared to $243.2 million in 2009, an
increase of 15.1%. The increase in net income attributable to Community Health Systems, Inc. is reflcctive of the increase in net
operating revenues while maintaining substantially the same profit margin levels as discussed above.

Year Ended December 31,2009 Compared to Year Ended December 31, 2008

Net operating revenucs increased by 10.9% to approximately $12.1 billion in 2009, from approximately $10.9 billion in 2008.
Growth from hospitals owned throughout both periods contribuled $639 million of that increase and $550 million was contributed by
hospitals acquired in 2009 and 2008. On a same-storc basis, net operaling revenues inereased 5.9%. The increase from hospitals that we
owned throughout both periods was primarily attributable to higher acuity level of services provided and outpaticnt growth, along with
rate increases and favorable payor mix. These improvements were partially offset by the stronger flu and respiratory season during the
year ended December 31, 2008, as compared to the year ended December 31, 2009, and the extra day from the lcap year in 2008,

On a consolidated basis, inpatient admissions increased by 3.6% and adjusted admissions increased by 5.6%. On a same-store basis,
inpatient admissions decreased by 1.5% during the year cnded December 31, 2009, This decrcase in inpatient admissions was due
primarily to the strong flu and respiratory season during the year cnded December 31, 2008, which did not recur during 2009, the 2008
period having onc additional day because it was a lcap year, and the impact of closing certain less profitable services.

Operating expenscs, excluding depreciation and amortization, as a percentage of net operating revenues, remained consistcnt at
86.5% For 2008 and 2009. Salaries and benefits, as a percentage of net operating revenues, remained consistent at 40.0% for 2008 and
2009. Provision for bad debts, as a pereentage of net revenues, increased from 11.2% in 2008 (o 12.1% in 2009, This increase in the
provision for bad debts primarily represents an increase in self-pay revenucs over the comparable period af 2008 due to increased charges
and the impact of current cconomic conditions on individuals' ability to pay. Supplies, as a pereentage of net operating revenues,
decreased from 14.0% in 2008 10 13.9% in 2009. Other operating expenses, as a percentage of net operating revenues, decreased from
19.2% in 2008 10 18.5% in 2009. This decrease in other
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operating expenses is duc primarily te reductions in contract labor. Renl, as a percentage of nct operating revenucs, decreased from 2.1%
in 2008 fo 2.0% in 2009. Equity in camnings of unconsolidated affiliates, as a percentage of net operating revenues, deereased from 0.4%
in 2008 10 0.3% in 2009,

_Depreciation and amortization increased (rom 4.6% of nel operating rcvenues in 2008 10 4.7% of net operating revenucs in 2009.
The increase in depreciation and amortization as a percentage of net operating revenues is primarily duc o the opening of three
replacement hospitals in the second and third quarters of 2008.

Interest expense, net, decreased by $3.5 million from $652.5 million in 2008, to $649.0 million in 2009. A decreasc in interest rates
during the year cnded December 31, 2009, compared to the year ended December 31, 2008, accounted for $9.9 millien of this decreasc.
In addition, we incurred an additional $1.8 millien of interest expense in 2008, which was not incurred in 2009, since 2008 was a leap
year. Thesc decreases were offset by an increasc in our average outstanding debi during the year ended December 31, 2009, compared to
Deccmber 31, 2008, which resulted in a $2.8 million increase in interest cxpensc. Additionally, interest expense increased by $5.4 million
as a result of more of the interest during the year ended Decemnber 31, 2008 being capitalized interest duc to more major construction
projects during that period, compared to the year ended December 31, 2009.

Impairment of long-lived and other assets of $12.5 million in 2009 and $5.0 million in 2008 resulted from our assessment of the
recovetability of thesc assets,

The net results of the above mentioned chianges resulted in income from continuing operations before income taxes increasing
$87.1 million from $359.0 miltion in 2008 1o $446.1 million for 2009.

Provision for income taxcs from continuing operations increased from $125.3 million in 2008 to §141.3 million in 2009 duc to the
jncrease in income from continuing operations before income taxes. Our effective tax rates were 31.7% and 34.9% for the years ended
December 31, 2009 and 2008, respectively, The decrease in our cifective tax rate is primarily a result of the recognition of & 1ax benefit of
$3.0 million from adjustments and revaluation of deferred income tax accounts and a decrease in our effective siatc 1ax rate.

Income fromt conlinuing operations as a percentage of net operating revenues increased from 2.1% in 2008 1o 2.5% in 2009, Net
income as a percentage of net operating revenues increased from 2.3% in 2008 to 2.5% in 2009. The increasc in income from continuing
operations as a percentage of net operating revenucs is primarily duc to the decrease in intcrest cxpense as a pereentage of nel operating
revenues, discussed above.

Net income attributable 1o noncontrolling interests as a percentage of net operating revenues incrcased {rom 0.3% for the year ended
December 31, 2008 1o 0.5% for the year ended December 31, 2009, The increase in net income atiributable to nencentrolling interests is
due primanily to additional syndications entered into throughout 2008 and 2009.

Net income attributable to Community Health Systems, Inc, was $243.2 million in 2009 compared to $218.3 million for 2008, an
increase of 11.4%. The increasc in net income attributable 1o Communiry Health Systems, Inc. is reflective of the increase in net
operating revenues while maintaining substantially the same profit margin levels as discussed above.

Liquidity and Capital Resources
2010 Compared to 2009

Nct cash provided by operaling activities increased $112.3 million, from approximately 51.1 billion for the year ended
December 31, 2009 to approximatcly $1.2 billion for the year ended December 31, 2010. The increase is primarily due to an increase in
cash flows [rom net income of $42.1 million, an increase in non-cash depreciation and amontizalion expense of $43.3 million, an increase
in other non-cash expenses of $22.8 million, an increasc in cash flows from accounts payable, accrued liabilities and income taxes of
$75.9 million, primarily as a resull of the timing of payments, and an increase in cash flows generated from the change in all othcr assets
and liabilitics of §19.0 million. These increases in cash flows were offsct by decreases in cash flows fromn supplies, prepaid expenses and
other current assets of $5.4 million and decreascs
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in cash generated from accounts reecivable of $85.4 million, primarily a result of our two-day improvement in account reccivable days
outstanding in 2010 compared to a five-day improvement in 2009.

The cash used in investing activitics increased $177.1 million, from $867.2 million for the year ended December 31, 2009 10
approximately $1.0 billion for the year ended December 31, 2010. The increase in cash used in investing activities, in comparison 1o the
priar year, is primarily attributable to an increase in the cash used for the purchase of property and equipment of $90.5 million, a
reduciion in the amounl of proceeds from the disposition of hospitals and other ancillary operations of $89.5 million duc to the sale of
onc hospital in 2009 and no hospital divestitures in 2010, and a net increase in other non-uperating asseis of $17.0 million. These
increascs in cash used in investing activities were offsct by a reduction in acquisitions of facilities and other retated equipment of
$15.5 million and an increasc in the amount of the proceeds from the salc of properly and cquipment of $4.4 million. We anticipate being
able to fund futurc routine capital expenditurcs with cash flows generated from operations.

In 2010, our net cash used in financing activities increased $104.4 million from $85.4 million in 2009 to $189.8 million in 2010.

The increase in cash used in financing activities, in comparison to the prior year, is primarily due fo repurchases of our common stock of
$114.0 million, an increase in deferred financing costs of $13.2 million associated with the amendment and extension of a portion of our
credit agreement, and a reduction in the proceeds from noncontrolling investors in joint ventures of $22.6 million as the Reform
Legislation significantly limits the selling of noncontrolling interests to physician investors. These increascs were offset by an increase in
the proceeds from the exercisc of stock options of $44.2 million and an increasc in the excess tax benefit relating to stock-bascd
compensation of $13.7 million. The nct increase in all other [inancing activities was $12.5 million. This included an increase in
borrowings under our Credit Facility, but was mosily offset by repayments of our long-term debt.

Tn 2010, we used 3113.9 million for the repurchase and rctirement of 3,415,800 shares of our outstanding common stock on the
open market, We believed this 1o be a prudent use of cash as a result of our low market valuation when compared with historical
valuations of both our stock and other healthcare providers' stock. Our Credit Facility limits our ability 10 pay dividends and/or
repurchase stock to an amount not to ¢xceed §50 million in the agpregate after November §, 2010, the daic of the amendment and
restatement of our Credit Facility. In addition, our Credit Facility allows us to repurchase stock in an amount not to excecd the aggregate
amount of procceds from the cxcrcise of siock options. The indenture governing our Notes also limits our ability to pay dividends and/or
repurchase stock. As of December 31, 2010, under the most restrictive test under these agreements, we havc approxunately $96.9 millton
remnaining available with which to pay permitted dividends and/or make stock and Note repurchases.

With the cxception of some smalk principal payments of our term loans under our Credit Facility, representing less than 1% of the
outstanding balance each year through 2013, approximatcly $4.5 billien of term loans under our Credit Facility mature in 2014, our Notes
arc due in 2015, and the remaining $1.5 billion in term loans maturc in 2017. We believe this four to five-year period before final
maturity allows sufficient time for the current [inancial cnvironment to improve and permits us to make favorable changes, including
refinancing, to our debt structure. We do not anticipate the need to use funds currently available under our Credit Facility for purposes of
funding our operations, although these funds could be uscd [or the purpose of making further acquisilions or for restruciuning our existing
debt. Furthermore, we anticipate we will remain in compliance with our debt covenants through the next 12 months and beyond into the
foresccable future.
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As described in Notes 6, 9 and 15 of the Notes to Consolidated Financiul Statements, at December 31, 2070, wec had certain cash

obligations, which are due as follows (in thousands):

2017

Total 2011 2012-2014 20152016 and thereafter
Long-term debt $ 6038450 5 57,562 $4,522,058 5 31,737 § 1,427,102
Notes 2,784,331 — — 2,784,331 —
Interest on Credit Facility and Notes(1) 2,144,685 422,198 1,207,858 511,924 2,705
Capital lease obligations, including intcrest 82,115 10,328 20,314 11,182 40,291
Total long-term debi 11,049,590 490,088 5,750,230 3,339,174 1,470,098
Operating leases 828,787 172,764 359337 142,581 154,105
Replacement facilitics and other capital commitments{2) 627,175 259,008 323,690 8273 36,204
Open purchasc orders(3} 209,158 209.158 — — —
Liability for uncertain tax positions, including interest and penalties 6,054 5208 756 — —
Total $12,720,764 $1,136.316 $6,.434.013 $3450028 3 1.660.407

{l

(2

@

} Estimalc of intcrest payments assumes the interest rates at December 31, 2010 remain constant during the period presented for the
Credit Facility, which is variable rate debt, The interest rate used to calculate intcrest payments for the Credit Focility was the
London Interbank OfTered Rate, or LIBOR, as of December 31, 2010 plus the spread. The Notes are fixed at an interest rate of
£.875% per annum.

Pursuant to purchase agreements in effcct as of December 31, 2010 and where CON approval has been obtained, we have
commitments to build the following replacement facilities and the follewing eapital commitments. As required by an amendment to
our leasc agreement entered into in 2005, we agreed to build a replacement hospita| a1 our Rarstow, California location by November
2012. As part of an acquisition in 2007, we zgreed to build a replacement hospital in Valparaiso, Indiana by April 2011. As part of an
acquisition in 2009, we agreed to build a replacement hospital in Siloam Springs, Arkansas by February 2013. Construction costs,
including cquipment costs, for these three replacement facilitics are currently estimated to be approximately $318.5 million of which
approximately $47.4 million has been incurred to date. In addition, under other purchase agreements, we have committed to spend
approximately $540.5 million for costs such as capital improvements. equipment, selected leases and physician recruiting. Thesc
commitments are required to be fulfilicd gencrally over a five 10 seven year period after acquisition. Through December 31, 2010, we
have incurred approximately $184.5 million related to these commitments.

J Open purchase orders represent our commitment for items ordered but not yet reccived.

—

At Deeember 31, 2010, we had issucd letters of credit primarily in support of potential insurance related claims and specilied

outstanding bonds of approximately $81.9 million,

Our debt as a percentage of total capilalization decrcased from 82% at December 31, 2009 to 80% at December 31, 2010.

2009 Compared (o 2008

Net cash provided by operating activities increased $19.8 million, from approximately $1.1 billion for the year cnded Deeember 31,

2008 10 approximalely $1.1 billion for the year ended December 31, 2009. The increase is due to an increase in cash Mows from net
income of $53.6 million and an increase in non-cash
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depreciation and amortization expense of $59.8 million and an increasc in cash generated from accounts receivablc of 5108.0 million, a
result of the reduction in days revenue outstanding, These increases in cash flows outstanding were ofTset by decreascs in cash flows from
accounls payable, accrued liabilities and income taxcs of $33.8 million, primarily as a result of the timing of payments and an increase in
cash paid for income waxes during 2009. Also, other non-cash expenses decreased $83.5 million, primanly attributable to a reduction in
deferred income tax cxpense resulting in a reduction to cash flows. and cash flows generated from the change in all other asscts and
liabilities decreased $84.3 million.

The cash used in investing activitics was $867.2 million for the year ended December 31, 2009, compared to $665.5 million for the
year ended December 31, 2008, The increase in cash used in investing activitics, in comparison 10 the prior year, is primarily atiributable
io an increasc in acquisitions of facilitics and other related cquipment of $101.9 million, a reduction in the amount of proceeds from the
disposition of hospitals and other ancillary operations of $276.1 million duc to the sale of one hospital in 2009 versus the sale of 11
hospitals in 2008, a reduction in the amount of the proceeds from sale of property and equipment of 59.4 million. This increasc in cash
used in investing activities was offset by a reduction in the amount of purchases of property and equipment of $115.3 million and a net
decrease in other non-operating asscis of $70.4 million, primarily atiributable 10 a decrease in cash invested in our caplive insurance
subsidiary, a decrease in cash used for physician recruiting and a decrease in cash used for software related expenditures. We anticipate
being able to fund 