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UNITED STATES
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Washington, D.C. 20549

FORM 10-Q

(MARK ONE)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended June 30, 2008

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 1-10765

UNIVERSAL HEALTH SERVICES, INC.

(Exact name of registrant as specified in its charter)

Table of Contents 1



Edgar Filing: UNIVERSAL HEALTH SERVICES INC - Form 10-Q

DELAWARE 23-2077891
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

UNIVERSAL CORPORATE CENTER
367 SOUTH GULPH ROAD
KING OF PRUSSIA, PENNSYLVANIA 19406
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code (610) 768-3300

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 or the Exchange Act.

Large accelerated filer x Accelerated filer
Non-accelerated filer Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date. Common shares
outstanding, as of July 31, 2008:

Class A 3,328,404
Class B 47,188,012
Class C 335,800
Class D 22,429
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PART I. FINAN

JAL INFORMATION

UNIVERSAL HEALTH SERVICES, INC. AND SUBSIDIARIES

DENSED LIDATED STATEMENTS OF I

(amounts in thousands, except per share amounts)

Net revenues

Operating charges:

Salaries, wages and benefits
Other operating expenses
Supplies expense

Provision for doubtful accounts
Depreciation and amortization
Lease and rental expense
Hurricane related expenses

(unaudited)

Income before interest expense, minority interests and income taxes

Interest expense, net
Minority interests in earnings of consolidated entities

Income before income taxes
Provision for income taxes

Income from continuing operations

Income (loss) from discontinued operations, net of income taxes
Net income

Basic earnings per share:
From continuing operations
From discontinued operations

Total basic earnings per share

Diluted earnings per share:
From continuing operations
From discontinued operations

Total diluted earnings per share

Weighted average number of common shares - basic
Other share equivalents

Table of Contents

ME

Three Months Ended
June 30,

2008

2007

$1,278,692 $1,178,976

536,788
263,173
176,567
122,677
48,009
17,947

1,165,161

113,531

13,249
11,427

88,855
34,615

54,240

$ 54,240

$ 1.07

$ 1.07

$ 1.07

$ 1.07

50,629
181

498,579
238,093
169,246
103,039
45,406
16,605
1,058

1,072,026

106,950
13,040
8,675

85,235
33,193

52,042
29

$ 52,071

$ 0.97

$ 0.97

$ 0.97

$ 0.97

53,499
229

Six Months Ended
June 30,

2008

2007

$2,576,407 $2,376,577

$

1,087,248
515,668
358,384
243,552

95,379
35,614

2,335,845

240,562

26,728
24,706

189,128
73,225

115,903

115,903

227

227

2.27

227

50,946
127

$

1,009,572
483,445
344,604
202,132

88,869
32,781
625

2,162,028

214,549

25,762
22,867

165,920
64,306

101,614
(35)

101,579

1.90

1.90

1.89

1.89

53,496
211
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Weighted average number of common shares and equivalents - diluted 50,810 53,728 51,073 53,707

The accompanying notes are an integral part of these consolidated financial statements.
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UNIVERSAL HEALTH SERVICES, INC. AND SUBSIDIARIES

Assets

Current assets:

Cash and cash equivalents
Accounts receivable, net
Supplies

Other current assets
Deferred income taxes

Total current assets

Property and equipment
Less: accumulated depreciation

Other assets:
Goodwill
Deferred charges
Other

Liabilities and Stockholders Equity
Current liabilities:

Current maturities of long-term debt
Accounts payable and accrued liabilities

Total current liabilities

Other noncurrent liabilities
Minority interests

Long-term debt

Deferred income taxes
Commitments and contingencies

Common stockholders equity

See accompanying notes to these condensed consolidated financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

(amounts in thousands, unaudited)

June 30,
2008

$ 6,211
710,065
72,947
27,099
27,666

843,988

3,184,216
(1,194,311)

1,989,905

748,305
11,495
124,900

$ 3,718,593

$ 2814
504,444

507,258

353,069
225,598
1,050,491
37,703

1,544,474

$ 3,718,593

December 31,
2007

$ 16,354
627,186
72,399
35,755
23,153

774,847

3,046,331
(1,112,415)

1,933,916

750,395
8,257
141,242

$ 3,608,657

$ 3,116
484,595

487,711

344,755
210,184
1,008,786
40,022

1,517,199

$ 3,608,657
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UNIVERSAL HEALTH SERVICES, INC. AND SUBSIDIARIES

ONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(amounts in thousands, unaudited)

Cash Flows from Operating Activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation & amortization
Gain on sale of assets

Changes in assets & liabilities, net of effects from acquisitions and dispositions:

Accounts receivable

Construction management receivable
Accrued interest

Accrued and deferred income taxes
Other working capital accounts
Other assets and deferred charges
Other

Minority interest in earnings of consolidated entities, net of distributions

Accrued insurance expense, net of commercial premiums paid
Payments made in settlement of self-insurance claims

Net cash provided by operating activities

Cash Flows from Investing Activities:
Property and equipment additions, net of disposals
Proceeds received from sales of assets and businesses

Settlement proceeds received related to prior year acquisition, net of expenses

Investment in joint-venture
Acquisition of property and businesses
Purchase of minority ownership interest in majority owned business

Net cash used in investing activities

Cash Flows from Financing Activities:
Additional borrowings, net of financing costs
Reduction of long-term debt

Issuance of common stock

Repurchase of common shares

Dividends paid

Capital contributions from minority member

Net cash (used in) provided by financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental Disclosures of Cash Flow Information:

Table of Contents

$

$

Six Months Ended
June 30,
2008 2007
115,903 $ 101,579
95,379 88,888
(2,200)
(74,863) (36,291)
(8,016)
811 9,260
3,288 (7,368)
18,331 (125)
15,821 (3,783)
5,410 (1,240)
13,307 9,260
38,743 23,395
(25,648) (22,399)
198,466 158,976
(156,062) (184,587)
2,235 5,268
1,539
(2,095)
(81,195)
(14,762)
(154,383) (275,276)
150,155 116,271
(109,727)
1,151 1,444
(89,816) (3,341)
(8,096) (8,621)
2,107 8,271
(54,226) 114,024
(10,143) (2,276)
16,354 14,939
6,211 $ 12,663
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Interest paid $ 29335 $ 20216
Income taxes paid, net of refunds $ 70269 $ 71,410

See accompanying notes to these condensed consolidated financial statements.

Table of Contents 8



Edgar Filing: UNIVERSAL HEALTH SERVICES INC - Form 10-Q

Table of Conten

UNIVERSAL HEALTH SERVICES, INC. AND SUBSIDIARIES

NOTES T DENSED CONSOLIDATED FINANCIAL STATEMENT
(1) General

This Report on Form 10-Q is for the Quarterly period ended June 30, 2008. In this Quarterly Report, we, us, our andthe Company refer to
Universal Health Services, Inc. and its subsidiaries.

You should carefully review the information contained in this Quarterly Report, and should particularly consider any risk factors that we set

forth in this Quarterly Report and in other reports or documents that we file from time to time with the Securities and Exchange Commission

(the SEC ). In this Quarterly Report, we state our beliefs of future events and of our future financial performance. In some cases, you can identify

those so-called forward-looking statements by words such as may, will, should, expects, plans, anticipates, believes, estimates,
potential, or continue or the negative of those words and other comparable words. You should be aware that those statements are only our

predictions. Actual events or results may differ materially. In evaluating those statements, you should specifically consider various factors,

including the risks related to healthcare industry trends and those detailed in our filings with the Securities and Exchange Commission including

those set forth in our Annual Report on Form 10-K for the year ended December 31, 2007 in Item 1A-Risk Factors and in Item 7-Forward

Looking Statements and Risk Factors. Those factors may cause our actual results to differ materially from any of our forward-looking

statements.

The condensed consolidated financial statements include the accounts of our majority-owned subsidiaries and partnerships and limited liability
companies controlled by us, or our subsidiaries, as managing general partner or managing member. The condensed consolidated financial
statements included herein have been prepared by us, without audit, pursuant to the rules and regulations of the Securities and Exchange
Commission and reflect all normal and recurring adjustments which, in our opinion, are necessary to fairly present results for the interim
periods. The balance sheet at December 31, 2007 has been derived from the audited financial statements. Certain information and footnote
disclosures normally included in financial statements prepared in accordance with accounting principles generally accepted in the United States
of America have been condensed or omitted pursuant to such rules and regulations, although we believe that the accompanying disclosures are
adequate to make the information presented not misleading. It is suggested that these condensed consolidated financial statements be read in
conjunction with the consolidated financial statements, significant accounting policies and the notes thereto included in our Annual Report on
Form 10-K for the year ended December 31, 2007.

(2) Relationship with Universal Health Realty Income Trust and Related Party Transactions
Relationship with Universal Health Realty Income Trust:

At June 30, 2008, we held approximately 6.6% of the outstanding shares of Universal Health Realty Income Trust (the Trust ). We serve as
Advisor to the Trust under an annually renewable advisory agreement pursuant to the terms of which, we conduct the Trust s day-to-day affairs,
provide administrative services and present investment opportunities. In addition, certain of our officers and directors are also officers and/or
directors of the Trust. Management believes that it has the ability to exercise significant influence over the Trust, therefore we account for our
investment in the Trust using the equity method of accounting. We earned an advisory fee from the Trust, which is included in net revenues in
the accompanying condensed consolidated statements of income, of $376,000 and $356,000 during the three month periods ended June 30, 2008
and 2007, respectively, and $743,000 and $707,000 during the six month periods ended June 30, 2008 and 2007, respectively. Our pre-tax share
of income from the Trust was approximately $276,000 and $613,000 during the three month periods ended June 30, 2008 and 2007,
respectively, and $576,000 and $913,000 during the six month periods ended June 30, 2008 and 2007, respectively. The carrying value of this
investment was $8.9 million at June 30, 2008 and $9.9 million at December 31, 2007, and is included in other assets in the accompanying
condensed consolidated balance sheets. The market value of this investment, based on the closing price of the Trust s stock on the respective
dates was $23.6 million at June 30, 2008 and $27.9 million at December 31, 2007.

Total rent expense under the operating leases on the hospital facilities with the Trust was $4.1 million during each of the three month periods
ended June 30, 2008 and 2007, and $8.1 million during each of the six month periods ended June 30, 2008 and 2007. In addition, certain of our
subsidiaries are tenants in several medical office buildings owned by limited liability companies in which the Trust holds non-controlling
ownership interests.

The table below details the renewal options and terms for each of our four hospital facilities leased from the Trust:
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Annual Renewal
Minimum Term
Hospital Name Type of Facility Rent End of Lease Term  (years)
McAllen Medical Center Acute Care $5,485,000 December, 2011 20(a)
Wellington Regional Medical Center Acute Care $3,030,000 December, 2011 20(b)
Southwest Healthcare System, Inland Valley Campus Acute Care $2,648,000 December, 2011 20(b)
The Bridgeway Behavioral Health $ 930,000 December, 2014 10(c)

(a) We have four 5-year renewal options at existing lease rates (through 2031).

(b) We have two 5-year renewal options at existing lease rates (through 2021) and two 5-year renewal options at fair market value lease rates
(2022 through 2031).

(c) We have two 5-year renewal options at fair market value lease rates (2015 through 2024).
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Other Related Party Transactions:

Broadlane, Inc. ( Broadlane ) provides contracting and other supply chain services to various healthcare organizations. Our contract with
Broadlane, Inc. ( Broadlane ) expired on March 31, 2008. During the first quarter of 2008, we entered into an agreement with another third-party
provider of contracting and supply chain services which commenced during the second quarter of 2008. We, along with certain of our Board of
Directors and members of our executive management team, own approximately 6% of the outstanding shares of Broadlane (as of March 31,

2008). The carrying value of our investment in Broadlane is approximately $13 million as of June 30, 2008. During the second quarter of 2008, a
merger agreement ( Agreement ) was approved by the Board of Directors and shareholders of Broadlane whereby, subject to certain contingencies
as stipulated in the Agreement, our outstanding shares of Broadlane will be converted into the right to receive a pro-rata portion of the cash
proceeds generated from the Agreement (estimated to be approximately $19 million), a portion of which will be held in an escrow fund and
distributed to us at various future dates. Should this Agreement be finalized, the closing is expected to occur during the third quarter of 2008.

A member of our Board of Directors and member of the Executive Committee is Of Counsel to the law firm used by us as our principal outside
counsel. This Board member is also the trustee of certain trusts for the benefit of our CEO and his family. This law firm also provides personal
legal services to our CEO.

We invested $3.3 million for a 25% ownership interest in an information technology company that provides laboratory information system and
order management technology to many of our acute care hospitals. We also committed to pay this company a license fee which has a remaining
commitment of $2.2 million as of June 30, 2008.

(3) Other Noncurrent and Minority Interest Liabilities

Other noncurrent liabilities include the long-term portion of our professional and general liability, workers compensation reserves, and pension
liability.

As of June 30, 2008 and December 31, 2007, the minority interest liability of $225.6 million and $210.2 million, respectively, consists primarily
of: (i) an outside ownership interest of approximately 28% in five acute care facilities located in Las Vegas, Nevada; (ii) a 20% outside
ownership in an acute care facility located in Washington D.C, and; (iii) an outside ownership interest of approximately 11% in an acute care
facility located in Laredo, Texas.

In connection with the five acute care facilities located in Las Vegas, Nevada, the outside owners have certain put rights that may require the
respective limited liabilities companies ( LLCs ) to purchase the minority member s interests upon the occurrence of: (i) certain specified financial
conditions falling below established thresholds; (ii) breach of the management contract by the managing member (a subsidiary of ours), or;

(iii) if the minority member s ownership percentage is reduced to less than certain thresholds.

(4) Long-term debt

We have an $800 million, unsecured non-amortizing revolving credit agreement, as amended, ( Credit Agreement ) which is scheduled to expire
in July, 2011. The Credit Agreement includes a $100 million sub-limit for letters of credit. The interest rate on the borrowings is determined, at
our option, as either: (i) the one, two, three or six month London Inter-Bank Offer Rate ( LIBOR ) plus a spread of 0.33% to 0.575%; (ii) at the
higher of the Agent s prime rate or the federal funds rate plus 0.50%, or; (iii) a competitive bid rate. A facility fee ranging from 0.07% to 0.175%
is required on the total commitment. The applicable margins over LIBOR and the facility fee are based upon our credit ratings from Standard &
Poor s Ratings Services and Moody s Investors Service, Inc. At June 30, 2008, the applicable margin over the LIBOR rate was 0.50% and the
facility fee was 0.125% . There are no compensating balance requirements. As of June 30, 2008, we had $264 million of borrowings outstanding
under our revolving credit agreement and $468 million of available borrowing capacity, net of $68 million of outstanding letters of credit.

In August, 2007, we entered into a $200 million accounts receivable securitization program ( Securitization ) with a group of conduit lenders and
liquidity banks. The patient-related accounts receivable ( Receivables ) for substantially all of our acute care hospitals serve as collateral for the
outstanding borrowings. The interest rate on the borrowings is based on the commercial paper rate plus a
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spread of .25%. The initial term of this Securitization is 364 days and the term can be extended for incremental 364 day periods upon mutual
agreement of the parties. The Securitization has a term-out feature that can be exercised by us if the banks do not extend the Securitization which
would extend the maturity date to August, 2010. Under the terms of the term-out provision, the borrowing rate would be the same as our Credit
Agreement rate. Outstanding borrowings which can be refinanced through available borrowings under the terms of our Credit Agreement are
classified as long-term on our balance sheet. We have accounted for this Securitization as borrowings under SFAS No. 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities . We maintain effective control over the Receivables since,
pursuant to the terms of the Securitization, the Receivables are sold from certain of our subsidiaries to special purpose entities that are
wholly-owned by us. The wholly-owned special purpose entities use the Receivables to collateralize the loans obtained from the group of
third-party conduit lenders and liquidity banks. The group of third-party conduit lenders and liquidity banks do not have recourse to us beyond
the assets of the wholly-owned special purpose entities that securitize the loans. As of June 30, 2008, we had $160 million of borrowings
outstanding pursuant to this program and $40 million of available borrowing capacity.

In June, 2006, we issued $250 million of senior notes (the Notes ) which have a 7.125% coupon rate and mature on June 30, 2016. Interest on the
Notes is payable semiannually in arrears on June 30 and December 30 of each year. In June, 2008, we issued an additional $150 million of Notes
which formed a single series with the original Notes issued in June, 2006. Other than their date of issuance and initial price to the public, the

terms of the Notes issued in June, 2008 are identical to, and trade interchangeably with, the Notes which were originally issued in June, 2006.

During 2001, we issued $200 million of senior notes which have a 6.75% coupon rate and which mature on November 15, 2011. The interest on
the senior notes is paid semiannually in arrears on May 15 and November 15 of each year. The senior notes can be redeemed in whole at any
time and in part from time to time.

(5) Commitments and Contingencies
Professional and General Liability Claims and Property Insurance

Effective January 1, 2008, most of our subsidiaries became self-insured for malpractice exposure up to $10 million per occurrence, as compared
to $20 million per occurrence in the prior year. We purchased several excess policies through commercial insurance carriers which provide for
coverage in excess of $10 million up to $195 million per occurrence and in the aggregate. However, we are liable for 10% of the claims paid
pursuant to the commercially insured coverage in excess of $10 million up to $60 million per occurrence and in the aggregate.

As of June 30, 2008, the total accrual for our professional and general liability claims was $268 million ($266 million net of expected recoveries
from state guaranty funds), of which $32 million is included in other current liabilities. As of December 31, 2007, the total accrual for our
professional and general liability claims was $258 million ($256 million net of expected recoveries from state guaranty funds), of which $32
million was included in other current liabilities. As a result of a commercial insurer s liquidation in 2002, we became liable for unpaid claims
related to our facilities, some of which remain outstanding as of June 30, 2008. The reserve for the estimated future claims payments for these
outstanding liabilities is included in the accrual for our professional and general liability claims as of June 30, 2008. We may be entitled to
receive reimbursement from state guaranty funds and/or the commercial carrier s estate for certain claims paid by us. Included in other assets was
$2 million as of June 30, 2008 and December 31, 2007, related to estimated expected recoveries from various state guaranty funds in connection
with payment of these claims.

Effective April 1, 2008, we have commercial property insurance policies covering catastrophic losses resulting from windstorm damage up to a
$1 billion policy limit per occurrence. Losses resulting from non-named windstorms are subject to a $250,000 deductible. Losses resulting from
named windstorms are subject to a 5% deductible based upon the declared value of the property. In addition, we have commercial property
insurance policies covering catastrophic losses resulting from earthquake and flood damage, each subject to aggregated loss limits (as opposed to
per occurrence losses.). Our earthquake limit is $250 million, except for facilities in Alaska, California and the New Madrid (which includes
certain counties located in Arkansas, Illinois, Kentucky, Mississippi, Missouri and Tennessee) and Pacific Northwest Seismic Zones which are
subject to a $100 million limitation. The earthquake limit in Puerto Rico is $25 million. Earthquake losses are subject to a $250,000 deductible
for our facilities located in all states except California, Alaska, Washington and Puerto Rico where earthquake losses are subject to a 5%
deductible based upon the declared value of the property. Flood losses have a $250,000 deductible except in FEMA designated flood zones A
and V (which are located in certain sections of Florida, Oklahoma and Texas) in which case the losses are subject to a $500,000 deductible. Due
to an increase in property losses experienced nationwide in recent years, the cost of commercial property insurance has increased. As a result,
catastrophic coverage for earthquake and flood has been limited to annual aggregate losses (as opposed to per occurrence losses). Given these
insurance market conditions, there can be no assurance that a continuation of these unfavorable trends, or a sharp increase in uninsured property
losses sustained by us, will not have a material adverse effect on our future results of operations.
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As of June 30, 2008, we were party to certain off balance sheet arrangements consisting of standby letters of credit and surety bonds. Our
outstanding letters of credit and surety bonds as of June 30, 2008 totaled $82 million consisting of: (i) $79 million related to our self-insurance
programs; (ii) $2 million consisting primarily of collateral for outstanding bonds of an unaffiliated third-party and public utility, and; (iii) $1
million of debt guarantees related to entities in which we own a minority interest.

Legal Proceedings

We are subject to claims and suits in the ordinary course of business, including those arising from care and treatment afforded by our hospitals
and are party to litigation, as outlined below.

Investigation of South Texas Health System affiliates:

We and our South Texas Health System affiliates, which operate McAllen Medical Center, McAllen Heart Hospital, Edinburg Regional Medical
Center and certain other affiliates, were served with a subpoena dated November 21, 2005, issued by the Office of Inspector General of the
Department of Health and Human Services ( OIG ). At that time, the Civil Division of the U.S. Attorney s office in Houston, Texas indicated that
the subpoena was part of an investigation under the False Claims Act regarding compliance with Medicare and Medicaid rules and regulations
pertaining to the employment of physicians and the solicitation of patient referrals from physicians from January 1, 1999 to the date of the
subpoena, related to the South Texas Health System. Documents were produced on a rolling basis pursuant to this subpoena and several
additional requests, including an additional March 9, 2007 subpoena, beginning in January of 2006. On February 16, 2007, our South Texas
Health System affiliates were served with a search warrant in connection with what were advised was a related criminal Grand Jury investigation
concerning the production of documents. At that time, the government obtained various documents and other property related to the facilities.
Follow-up Grand Jury subpoenas for documents and witnesses and other requests for information were subsequently served on South Texas
Health System facilities and certain employees and former employees.

We have received notification from the U.S. Department of Justice ( DOJ ) that, at this time, the DOJ will not be pursuing criminal prosecutive
action against Universal Health Services, Inc. or our South Texas Health System affiliates. The DOJ is still investigating whether or not any
individuals independently obstructed justice as it relates to the civil subpoena dated November 21, 2005. Our representatives have been advised
that the Civil Division of the U.S. Attorney s office in Houston, Texas is continuing its investigation in connection with the civil subpoena dated
November 21, 2005 issued by the OIG. Our legal representatives continue to meet with representatives of the Civil Division to discuss the status
of this matter. We understand that, based on those discussions and its investigations to date, the government is focused on certain arrangements
entered into by the South Texas Health System affiliates which, the government believes, may have violated Medicare and Medicaid rules and
regulations pertaining to payments to physicians and the solicitation of patient referrals from physicians and other matters relating to payments
to various individuals which may have constituted improper payments. We are cooperating with the investigations and are responding to the
matters raised with us. We expect to continue our discussions with the government to attempt to resolve this matter in a manner satisfactory to us
and the government. There is no assurance that we will be able to do so, and, at this time, we are unable to evaluate the extent of any potential
financial or other exposure in connection with this matter.

The healthcare industry is subject to numerous laws and regulations which include, among other things, matters such as government healthcare
participation requirements, various licensure and accreditations, reimbursement for patient services, and Medicare and Medicaid fraud and
abuse. Government action has increased with respect to investigations and/or allegations concerning possible violations of fraud and abuse and
false claims statutes and/or regulations by healthcare providers. Providers that are found to have violated these laws and regulations may be
excluded from participating in government healthcare programs, subjected to fines or penalties or required to repay amounts received from the
government for previously billed patient services. We monitor all aspects of our business and have developed a comprehensive ethics and
compliance program that is designed to meet or exceed applicable federal guidelines and industry standards. Because the law in this area is
complex and constantly evolving, governmental investigation or litigation may result in interpretations that are inconsistent with industry
practices, including ours. Although we believe our policies, procedures and practices comply with governmental regulations, from time to time,
we are subjected to inquiries or actions with respect to our facilities. There is no assurance that we will not be faced with sanctions, fines or
penalties in connection with such inquiries or actions, including with respect to the investigation of our South Texas Health System affiliates.
Even if we were to ultimately prevail, such inquiries and/or actions, including the investigation of our South Texas Health System affiliates,
could have a material adverse effect on us.

In addition, various suits and claims arising against us in the ordinary course of business are pending. In the opinion of management, the
outcome of such claims and litigation will not materially affect our consolidated financial position or results of operations.
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(6) Segment Reporting

Our reportable operating segments consist of acute care hospital services and behavioral health care services. The Other segment column below
includes centralized services including information services, purchasing, reimbursement, accounting, taxation, legal, advertising, design and
construction and patient accounting as well as the operating results for our other operating entities including outpatient surgery and radiation
centers. The chief operating decision making group for our acute care hospital services and behavioral health care services is comprised of the
President and Chief Executive Officer, and the co-lead/lead executive of each operating segment. The lead executives for each operating

segment also manage the profitability of each respective segment s various facilities. The operating segments are managed separately because
each operating segment represents a business unit that offers different types of healthcare services or operates in different healthcare
environments. The accounting policies of the operating segments are the same as those described in the summary of significant accounting
policies included in this Annual Report on Form 10-K for the year ended December 31, 2007.

Three months ended June 30, 2008
Acute Care  Behavioral

Hospital Health Total
Services Services Other Consolidated
(Amounts in thousands)
Gross inpatient revenues $2,353,566 $ 489,317 $ 2,842,883
Gross outpatient revenues $ 974976 $ 65335 $ 19471 $ 1,059,782
Total net revenues $ 941880 $ 317,316 $ 19,496 $ 1,278,692
Income/(loss) before income taxes $ 71,625 $ 65402 ($ 48,172) $ 88,855
Total assets as of 6/30/08 $2,540,035 $ 964,457 $ 214,101 $ 3,718,593

Six months ended June 30, 2008
Acute Care  Behavioral

Hospital Health Total
Services Services Other Consolidated
(Amounts in thousands)
Gross inpatient revenues $4,858,886 $ 978,050 $ 5,836,936
Gross outpatient revenues $1,930,131 $ 131,923 $ 37,032 $ 2,099,086
Total net revenues $1,912,887 $ 630,174 $ 33,346 $ 2,576,407
Income/(loss) before income taxes $ 165,128 $ 126,140 ($102,140) $ 189,128
Total assets as of 6/30/08 $2,540,035 $ 964,457 $ 214,101 $ 3,718,593

Three months ended June 30, 2007
Acute Care  Behavioral

Hospital Health Total
Services Services Other Consolidated
(Amounts in thousands)
Gross inpatient revenues $2,092,069 $ 452,963 $ 2,545,032
Gross outpatient revenues $ 897,359 $ 59,443 $ 21,444 $ 978,246
Total net revenues $ 853,672 $ 286,853 $ 38,451 $ 1,178,976
Income/(loss) before income taxes $ 66,194 $ 61,203 ($ 42,162) $ 85,235
Total assets as of 6/30/07 $2,349,902 $ 914,325 $ 267,453 $ 3,531,680
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Gross inpatient revenues

Gross outpatient revenues

Total net revenues

Income/(loss) before income taxes
Total assets as of 6/30/07

(7) Earnings Per Share Data ( EPS ) and Stock Based Compensation

Six months ended June 30, 2007
Acute Care  Behavioral

Hospital
Services

Health
Services

Other

(Amounts in thousands)
$4,363,208 $ 886,875
$1,765,490 $ 119,088
$1,746,537 $ 562,565
$ 140,733 $ 112,333
$2,349,902 $ 914,325

$ 40317
$ 67475
($ 87,146)
$ 267,453

Total
Consolidated

$ 5,250,083
$ 1,924,895
$ 2,376,577
$ 165920
$ 3,531,680

Basic earnings per share are based on the weighted average number of common shares outstanding during the period. Diluted earnings per share
are based on the weighted average number of common shares outstanding during the period adjusted to give effect to common stock equivalents.

The following table sets forth the computation of basic and diluted earnings per share for the periods indicated (in thousands, except per share

data):

Basic:
Income from continuing operations
Less: Dividends on unvested restricted stock, net of taxes

Income from continuing operations  basic
Income (loss) from discontinued operations

Net income basic

Diluted:
Income from continuing operations
Less: Dividends on unvested restricted stock, net of taxes

Income from continuing operations-diluted
Income (loss) from discontinued operations

Net income diluted

Weighted average number of common shares

Net effect of dilutive stock options and grants based on the treasury stock method

Weighted average number of common shares and equivalents

Earnings Per Basic Share:
From continuing operations
From discontinued operations

Total earnings per basic share

Earnings Per Diluted Share:
From continuing operations
From discontinued operations

Table of Contents

Three months ended

June 30,
2008 2007

$ 54,240 $ 52,042
(11) (19)

$ 54,229 $52,023

29

$ 54,229 $ 52,052

$ 54,240 $ 52,042
(11) (19)

$ 54,229 $52,023

29

$ 54,229 $ 52,052

50,629 53,499

181 229

50,810 53,728

$ 1.07 $ 097

$ 1.07 $ 097

$ 1.07 $ 097

Six months ended
June 30,
(amounts in thousands)

2008

$ 115,903
29

$ 115,874

$ 115,874

$ 115,903

(29)

$ 115,874

$ 115,874

50,946

127

51,073

$ 227

$ 227

$ 227

2007

$101,614
(44

$101,570
(35)

$ 101,535

$101,614
(44)

$101,570
(35)

$ 101,535

53,496

211

53,707

$ 190

$ 190

$ 1.89
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Total earnings per diluted share $ 107 $ 097 $ 227 § 189

Stock-Based Compensation: During the three months ending June 30, 2008 and 2007, compensation cost of $2.6 million ($1.6 million
after-tax) and $2.1 million ($1.3 million after-tax), respectively, was recognized related to outstanding stock options. During the six months
ending June 30, 2008 and 2007, compensation cost of $5.2 million ($3.2 million after-tax) and $4.5 million ($2.8 million after-tax), respectively,
was recognized related to outstanding stock options. In addition, during the three months ended June 30, 2008 and 2007, compensation costs of
$368,000 ($227,000 after-tax) and $1.9 million ($1.2 million after-tax), respectively, was recognized related to restricted stock and during the
six months ended June 30, 2008 and 2007, compensation costs of $2.2

11

Table of Contents 18



Edgar Filing: UNIVERSAL HEALTH SERVICES INC - Form 10-Q

Table of Conten

million ($1.4 million after-tax) and $4.1 million ($2.5 million after-tax) was recognized related to restricted stock. As of June 30, 2008 there was
$26.9 million of unrecognized compensation cost related to unvested options and restricted stock which is expected to be recognized over the
remaining weighted average vesting period of 2.6 years. During the first six months of 2008, there were 18,000 stock options, net of
cancellations, granted under this plan with a weighted-average grant-date fair value of $9.42 per option. Additionally, there were 32,095
restricted stock shares granted during the first six months of 2008, with a weighted-average grant date fair value of $48.33 per share.

(8) Comprehensive Income

Comprehensive income or loss is recorded in accordance with the provisions of SFAS No. 130, Reporting Comprehensive Income . SFAS
No. 130 establishes standards for reporting comprehensive income and its components in financial statements. Comprehensive income (loss) is
comprised of net income, changes in unrealized gains or losses on derivative financial instruments and foreign currency translation adjustments.

Three months ended Six months ended
June 30, June 30,

(amounts in thousands) 2008 2007 2008 2007
Net income $54240 $52,071 $115903 $101,579
Other comprehensive income (loss):
Amortization of terminated hedge, net of taxes 54) (84) (108) (168)
Unrealized derivative gains (losses) on cash flow hedges, net of taxes 3,215 (331)
Comprehensive income $57,401 $51,987 $115464 $101,411

(9) Dispositions and Acquisitions of assets and businesses
Divestitures during the six months ended June 30, 2008:

During the first six months of 2008, we received $2 million of cash proceeds in connection with the sale of the real property of an outpatient
behavioral health facility. The gain on the divestiture did not have a material impact on our results of operations.

Acquisitions and divestitures during the six months ended June 30, 2007:

During the first six months of 2007, we paid $81 million to acquire:

certain assets of Texoma Healthcare System located in Texas, including a 153-bed acute-care hospital, a 60-bed behavioral health
hospital, a 21-bed freestanding rehabilitation hospital and TexomaCare, a 34-physician group practice structured as a 501A
corporation (acquired during the first quarter of 2007);

the previously leased, real property assets of a behavioral health facility located in Ohio (acquired during the first quarter of 2007),
and;

the acquisition of a 52-bed behavioral health facility located in Dover, Delaware (acquired during the second quarter of 2007).
Also, during the first quarter of 2007, we received $5 million in connection with the sale of vacant real property located in McAllen, Texas
resulting in a $2 million pre-tax gain which is included in our financial results for the six months ended June 30, 2007.

(10) Dividends

A dividend of $.08 per share or $4.0 million in the aggregate was declared by the Board of Directors on May 21, 2008 and was paid on June 16,
2008 to shareholders of record as of June 2, 2008.
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(11) Pension Plan

The following table shows the components of net periodic pension cost for our defined benefit pension plan as of June 30, 2008 and 2007
(amounts in thousands):

Three months ended Six months ended
June 30, June 30,

2008 2007 2008 2007
Service cost $ 298 $ 336 $ 596 $ 672
Interest cost 1,207 1,091 2,414 2,182
Expected return on assets (1,224) (1,193) (2,448) (2,386)
Recognized actuarial loss 69 280 138 560
Net periodic pension cost $ 350 $ 514 $ 700 $ 1,028

During the three months ended June 30, 2008, we made contributions totaling $4.8 million to our pension plan.
(12) Income Taxes

We adopted the provisions of FASB Interpretation No. 48 Accounting for Uncertainty in Income taxes, ( FIN 48 ) effective January 1, 2007. As
of January 1, 2008, our unrecognized tax benefits were approximately $2 million. The amount, if recognized, that would affect the effective tax

rate is approximately $1 million. During the six months ended June 30, 2008, the estimated liabilities for uncertain tax positions (including

accrued interest) were reduced due to the lapse of the statute of limitations of various taxing authorities resulting in a net income tax benefit of

less than $1 million.

We recognize accrued interest and penalties associated with uncertain tax positions as part of the tax provision. As of June 30, 2008, we have
less than $1 million of accrued interest and penalties. The U.S. federal statute of limitations remains open for the 2004 and subsequent years.
Foreign and U.S. state and local jurisdictions have statutes of limitations generally ranging from 3 to 4 years. The statute of limitations on certain
jurisdictions could expire within the next twelve months.

We operate in multiple jurisdictions with varying tax laws. We are subject to audits by any of these taxing authorities. Our tax returns have been
examined by the Internal Revenue Service through the year ended December 31, 2002. We believe that adequate accruals have been provided
for federal, foreign and state taxes.

(13) Recent Accounting Pronouncements:

Fair Value Measurements: In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements ( SFAS No. 157 ). SFAS No. 157
defines fair value, establishes a framework for measuring fair value and expands disclosures about fair value measurements. SFAS No. 157 is
effective for fiscal years beginning after November 15, 2007 and interim periods within those fiscal years. The provisions for SFAS 157 are to

be applied prospectively as of the beginning of the fiscal year in which it is initially applied, except in limited circumstances including certain
positions in financial instruments that trade in active markets as well as certain financial and hybrid financial instruments initially measured
under SFAS No. 133 Accounting for Derivative Instruments and Hedging Activities ( SFAS No. 133 ) using the transaction price method. In
these circumstances, the transition adjustment, measured as the difference between the carrying amounts and the fair values of those financial
instruments at the date SFAS No. 157 is initially applied, shall be recognized as a cumulative-effect adjustment to the opening balance of
retained earnings for the fiscal year in which SFAS No. 157 is initially applied. In February, 2008, the FASB decided to issue final staff
positions that will: (i) partially defer the effective date of SFAS No. 157 for one year for certain non-financial assets and non-financial liabilities,
and; (ii) remove certain leasing transactions from the scope of SFAS No. 157. As permitted by FASB Staff Position No. FAS 157-2, Effective
Date of FASB Statement No. 157 , we elected to defer the adoption of SFAS No. 157 for all nonfinancial assets and nonfinancial liabilities,
except those that are recognized or disclosed at fair value in the financial statements on a recurring basis. The partial adoption of SFAS No. 157
for financial assets and financial liabilities did not have a material impact on our results of operations or financial position.

SFAS No. 157 discusses valuation techniques, such as the market approach, the income approach and the cost approach. The statement utilizes a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad levels as follows:
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Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly. These include
quoted prices for similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets
that are not active;

Level 3: Unobservable inputs that reflect the reporting entity s own assumptions.
We measure our interest rate swaps at fair value on a recurring basis. The fair value of our interest rate swaps is based primarily on quotes from
banks. We consider those inputs to be Level 2 in the fair value hierarchy. The fair value of our interest rate swaps was a liability of $5 million at
June 30, 2008.

The Fair Value Option for Financial Assets and Financial Liabilities: In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities Including an Amendment of FASB Statement No. 115, ( SFAS No. 159 ). SFAS No. 159
permits a company to choose to measure many financial instruments and certain other items at fair value at

13
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specified election dates. Most of the provisions in SFAS No. 159 are elective; however, it applies to all companies with available-for-sale and
trading securities. A company will report unrealized gains and losses on items for which the fair value option has been elected in earnings at
each subsequent reporting date. The fair value option: (a) may be applied instrument by instrument, with a few exceptions, such as investments
otherwise accounted for by the equity method; (b) is irrevocable (unless a new election date occurs), and; (c) is applied only to entire instruments
and not to portions of instruments. SFAS No. 159 is effective as of the beginning of a company s first fiscal year beginning after November 15,
2007. We chose not to elect the fair value option for our financial assets and financial liabilities existing at January 1, 2008, and did not elect the
fair value option on financial assets and financial liabilities transacted subsequent to that time. Therefore, the adoption of SFAS No. 159 had no
impact on our results of operations or financial position.

Business Combinations: In December 2007, the FASB issued SFAS No. 141 (revised 2007) Business Combinations ( SFAS No. 141R ).
SFAS No. 141R establishes principles and requirements for how the acquirer of a business recognizes and measures in its financial statements
the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree. SFAS No. 141R also provides guidance
for recognizing and measuring the goodwill acquired in the business combination and determines what information to disclose to enable users of
the financial statements to evaluate the nature and financial effects of the business combination. SFAS No. 141R applies prospectively to
business combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15, 2008. We are currently evaluating the potential impact, if any, of the adoption of SFAS No. 141R on our consolidated financial
statements.

Noncontrolling Interests in Consolidated Financial Statements: In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in
Consolidated Financial Statements an amendment of ARB No. 51 ( SFAS No. 160 ). SFAS No. 160 establishes accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It clarifies that a noncontrolling interest in a
subsidiary is an ownership interest in the consolidated entity that should be reported as equity in the consolidated financial statements. SFAS No.
160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008. SFAS No. 160 requires
retroactive adoption of the presentation and disclosure requirements for existing minority interests. All other requirements of SFAS No. 160
shall be applied prospectively. We are currently evaluating the potential impact of the adoption of SFAS No. 160 on our consolidated financial
statements.

Disclosures about Derivative Instruments and Hedging Activities: In March 2008, the FASB issued Statement of Financial Accounting
Standards No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB Statement No. 133 ( SFAS

No. 161 ). This statement is intended to improve transparency in financial reporting by requiring enhanced disclosures of an entity s derivative
instruments and hedging activities and their effects on the entity s financial position, financial performance, and cash flows. SFAS No. 161
applies to all derivative instruments within the scope of SFAS No. 133 as well as related hedged items, bifurcated derivatives, and nonderivative
instruments that are designated and qualify as hedging instruments. Entities with instruments subject to SFAS No. 161 must provide expanded
qualitative and quantitative disclosures. SFAS No. 161 is effective prospectively for financial statements issued beginning after November 15,
2008, with early application permitted. Our adoption of this statement will result in changes related to presentation and disclosure of our interest
rate swaps and will not affect our results of operations.

Determination of the Useful Life of Intangible Assets: In April 2008, the FASB issued FASB Staff Position 142-3 ( FSP 142-3 ),
Determination of the Useful Life of Intangible Assets. FSP 142-3 amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142, Goodwill and Other Intangible
Assets. FSP 142-3 is effective for fiscal years beginning after December 15, 2008. We do not currently expect the adoption of FSP 142-3 to have
a material impact on our consolidated financial statements.

The Hierarchy of Generally Accepted Accounting Principles: In May 2008, the FASB issued Statement of Financial Accounting Standard

No. 162, The Hierarchy of Generally Accepted Accounting Principles ( SFAS 162 ). SFAS 162 clarifies the sources of accounting principles and
the framework to be followed in preparing financial statements in conformity with generally accepted accounting principles in