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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
(Mark One)
p QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2007
or
0 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 1-11239
HCA Inc.
(Exact name of registrant as specified in its charter)
Delaware 75-2497104
(State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification No.)
One Park Plaza
Nashville, Tennessee 37203
(Address of principal executive offices) (Zip Code)

(615) 344-9551
(Registrant s telephone number, including area code)

Not Applicable
(Former name, former address and former fiscal year, if changed since last report)

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. Yesp Noo

Table of Contents 2



Edgar Filing: HCA INC/TN - Form 10-Q

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer p

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nop

Indicate the number of shares outstanding of each of the issuer s classes of common stock of the latest practicable date.

Class of Common Stock Outstanding at July 31, 2007

Voting common stock, $.01 par value 94,182,800 shares
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HCA INC.

CONDENSED CONSOLIDATED INCOME STATEMENTS

FOR THE QUARTERS AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

Unaudited
(Dollars in millions)

Quarter
2007 2006

Revenues $ 6,729 $ 6,360
Salaries and benefits 2,654 2,605
Supplies 1,096 1,091
Other operating expenses 1,101 983
Provision for doubtful accounts 753 677
Gains on investments 7 (25)
Equity in earnings of affiliates (48) a7
Depreciation and amortization 361 352
Interest expense 557 196
Gains on sales of facilities (11) ®))
Impairment of long-lived assets 24

6,480 5,827
Income before minority interests and income taxes 249 533
Minority interests in earnings of consolidated entities 55 46
Income before income taxes 194 487
Provision for income taxes 78 192
Net income $ 116 $ 295

See accompanying notes.

3

Six Months

2007 2006
$ 13,406 12,775
5,301 5216
2,199 2,205
2,118 2,009
1,444 1,273
™ (100)
(105) (108)
716 697
1,114 382
(16) %)

24

12,788 11,569
618 1,206
116 101
502 1,105
206 431
$ 29 674

Table of Contents



Edgar Filing: HCA INC/TN - Form 10-Q

Table of Contents

HCA INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
Unaudited
(Dollars in millions)

June 30,
2007
ASSETS
Current assets:
Cash and cash equivalents $ 354
Accounts receivable, less allowance for doubtful accounts of $3,688 and $3,428 3,798
Inventories 689
Deferred income taxes 466
Other 639
5,946
Property and equipment, at cost 22,345
Accumulated depreciation (10,801)
11,544
Investments of insurance subsidiary 1,693
Investments in and advances to affiliates 672
Goodwill 2,631
Deferred loan costs 584
Other 634
$ 23,704
LIABILITIES AND STOCKHOLDERS DEFICIT
Current liabilities:
Accounts payable $ 1,204
Accrued salaries 674
Other accrued expenses 1,171
Long-term debt due within one year 304
3,353
Long-term debt 27,792
Professional liability risks 1,276
Income taxes and other liabilities 1,132
Minority interests in equity of consolidated entities 891
Equity securities with contingent redemption rights 165

Table of Contents

December 31,
2006

$ 634
3,705

669

476

594

6,078

21,907
(10,238)

11,669

1,886
679
2,601
614
148

$ 23,675

$ 1,415
675

1,193

293

3,576
28,115
1,309
1,017
907

125
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Stockholders deficit:
Common stock $.01 par; authorized 125,000,000 shares; outstanding

94,182,800 shares in 2007 and 92,217,800 shares in 2006 1 1

Capital in excess of par value 77

Accumulated other comprehensive income 74 16

Retained deficit (11,057) (11,391)
(10,905) (11,374)

$ 23,704 $ 23,675

See accompanying notes.
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HCA INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006

Unaudited

(Dollars in millions)

Cash flows from operating activities:
Net income

2007

$ 296

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

Provision for doubtful accounts
Depreciation and amortization

Income taxes

Gains on sales of facilities

Impairment of long-lived assets

Changes in operating assets and liabilities
Share-based compensation

Change in minority interests

Other

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of property and equipment
Acquisition of hospitals and health care entities
Disposition of hospitals and health care entities
Change in investments

Other

Net cash used in investing activities

Cash flows from financing activities:
Issuance of long-term debt

Net change in revolving bank credit facility
Repayment of long-term debt

Repurchases of common stock

Issuances of common stock

Payment of cash dividends

Other

Net cash (used in) provided by financing activities

Change in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Table of Contents

1,444

716
21
(16)

24
(2,100)

11

16

36

406
(675)
(10)
65
192
10

(418)

(210)
(148)

100
(12)
(268)

(280)
634

$ 354

2006

674

1,273
697
(408)

o)

(1,597)
44
61

()

732

(820)
(105)
291
(150)

e3Y)

(795)

1,400

945
(1,162)
(653)

76
(131)
(12)

463

400
336

736
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Interest payments $ 1,092 $ 351
Income tax payments, net of refunds $ 227 $ 810

See accompanying notes.
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HCA INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Unaudited

NOTE 1 INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Merger, Recapitalization and Reporting Entity

On November 17, 2006 HCA Inc. (the Company ) completed its merger (the Merger ) with Hercules Acquisition
Corporation pursuant to which the Company was acquired by Hercules Holding II, LLC, a Delaware limited liability
company owned by a private investor group including affiliates of Bain Capital, Kohlberg Kravis Roberts & Co.,
Merrill Lynch Global Private Equity (each a Sponsor ) and affiliates of HCA founder, Dr. Thomas F. Frist Jr., (the

Frist Entities, and together with the Sponsors, the Investors ), and by members of management and certain other
investors. The Merger, the financing transactions related to the Merger and other related transactions are collectively
referred to in this quarterly report as the Recapitalization. The Merger was accounted for as a recapitalization in our
financial statements, with no adjustments to the historical basis of our assets and liabilities. As a result of the
Recapitalization, our outstanding capital stock is owned by the Investors, certain members of management and key
employees and certain other investors. Our common stock is no longer registered under the Securities Exchange Act
of 1934, as amended, and is no longer traded on a national securities exchange.

Basis of Presentation

HCA Inc. is a holding company whose affiliates own and operate hospitals and related health care entities. The term
affiliates includes direct and indirect subsidiaries of HCA Inc. and partnerships and joint ventures in which such
subsidiaries are partners. At June 30, 2007, these affiliates owned and operated 164 hospitals, 98 freestanding surgery
centers and facilities which provided extensive outpatient and ancillary services. Affiliates of HCA Inc. are also
partners in joint ventures that own and operate eight hospitals and nine freestanding surgery centers which are
accounted for using the equity method. The Company s facilities are located in 20 states, England and Switzerland.
The terms HCA, Company, we, our or us, asused in this Quarterly Report on Form 10-Q, refer to HCA Inc. and
affiliates unless otherwise stated or indicated by context.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
generally accepted accounting principles for complete consolidated financial statements. In the opinion of
management, all adjustments considered necessary for a fair presentation have been included and are of a normal and
recurring nature. The majority of our expenses are cost of revenue items. Costs that could be classified as general and
administrative would include our corporate office costs, which were $43 million and $44 million for the quarters
ended June 30, 2007 and 2006, respectively, and $80 million and $86 million for the six months ended June 30, 2007
and 2006, respectively. Operating results for the quarter and six months ended June 30, 2007 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2007. For further information, refer to
the consolidated financial statements and footnotes thereto included in our annual report on Form 10-K for the year
ended December 31, 2006.

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

Recent Pronouncements

Table of Contents 10
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In September 2006, the Financial Accounting Standards Board (the FASB ) issued Statement of Financial Accounting
Standards No. 157, Fair Value Measurements ( SFAS 157 ). SFAS 157 establishes a generally accepted accounting
principles ( GAAP ) framework for measuring fair value, clarifies the definition of fair value within that framework and
expands disclosures about the use of fair value measurements. SFAS 157 is effective for fiscal years beginning after
November 15, 2007. We do not expect the adoption of SFAS 157 to have a material effect on our financial position or
results of operations.

Table of Contents 11
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 1 INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)

Recent Pronouncements (continued)

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Option for
Financial Assets and Financial Liabilities ( SFAS 159 ). SFAS 159 allows entities to voluntarily choose, at specified
election dates, to measure many financial assets and financial liabilities (as well as certain nonfinancial instruments
that are similar to financial instruments) at fair value. The election is made on an instrument-by-instrument basis and

is irrevocable. If the fair value option is elected for an instrument, then all subsequent changes in fair value for that
instrument should be reported in results of operations. SFAS 159 is effective for fiscal years beginning after

November 15, 2007. Differences between the amounts recognized in the statements of financial position prior to the
adoption of SFAS 159 and the amounts recognized after adoption will be accounted for as a cumulative effect
adjustment recorded to the beginning balance of retained earnings. We are currently evaluating the impact of adopting
SFAS 159.

NOTE 2 SHARE-BASED COMPENSATION

Effective January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123(R), Share-Based
Payment ( SFAS 123(R) ), using the modified prospective application transition method. Under this method,
compensation cost is recognized, beginning January 1, 2006, based on the requirements of SFAS 123(R) for all
share-based payments granted after the effective date, and based on Statement of Financial Accounting Standards

No. 123, Accounting for Stock-Based Compensation for all awards granted to employees prior to January 1, 2006 that
remain unvested on the effective date. For the quarters ended June 30, 2007 and 2006, respectively, share-based
compensation related to stock options (and our employee stock purchase plan in 2006) was $6 million and $10 million
and for the six months ended June 30, 2007 and 2006, respectively, we recognized $11 million and $18 million.

As of January 1, 2007, we had the following share-based compensation plans:
2006 Stock Incentive Plan

In connection with the Recapitalization, the HCA Inc. 2006 Stock Incentive Plan for Key Employees of HCA Inc. and
its Affiliates (the 2006 Plan ) was established. The 2006 Plan is designed to promote the long term financial interests
and growth of the Company and its subsidiaries by attracting and retaining management and other personnel and key
service providers. The 2006 Plan permits the granting of awards covering 10% of our fully diluted equity immediately
after consummation of the Recapitalization. A portion of the options under the 2006 Plan will vest solely based upon
continued employment over a specific period of time, and a portion of the options will vest based both upon continued
employment over a specific period of time and upon the achievement of predetermined operating performance and
market condition targets over time. During the quarter ended June 30, 2007, 145,200 options were granted. As of

June 30, 2007, no options granted under the 2006 Plan have vested, and there were 1,875,100 shares available for
future grants under the 2006 Plan.

2005 Equity Incentive Plan

Table of Contents 12
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Prior to the Recapitalization, the HCA 2005 Equity Incentive Plan was the primary plan under which stock options
and restricted stock were granted to officers, employees and directors. During the quarter and six months ended

June 30, 2006, we recognized $13 million and $25 million, respectively, of compensation expense related to restricted
share grants. Upon consummation of the Recapitalization, all shares of restricted stock became fully vested, were
cancelled and converted into the right to receive a cash payment of $51.00 per restricted share. All outstanding stock
options became fully vested and (other than certain options held by certain rollover shareholders) were cancelled and
converted into the right to receive a cash payment equal to the number of shares underlying the options multiplied by
the amount (if any) by which $51.00 exceeded the option exercise price. Certain management

7
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 2 SHARE-BASED COMPENSATION (continued)

2005 Equity Incentive Plan (continued)

holders of outstanding HCA stock options were permitted to retain certain of their stock options (the Rollover
Options ) in lieu of receiving the merger consideration (the amount, if any, by which $51.00 exceeded the option
exercise price). The Rollover Options remain outstanding in accordance with the terms of the governing stock
incentive plans and grant agreements pursuant to which the holder originally received the stock option grants.
However, immediately after the Recapitalization, the exercise price and number of shares subject to the rollover
option agreement were adjusted so that the aggregate intrinsic value for each applicable option holder was maintained
and the exercise price for substantially all of the options was adjusted to $12.75 per option. Pursuant to the rollover
option agreement, 10,967,500 prerecapitalization HCA stock options were converted into 2,285,200 Rollover Options,
of which 2,279,700 are still outstanding and exercisable at June 30, 2007.

NOTE 3 INCOME TAXES

We are currently contesting before the Appeals Division of the Internal Revenue Service (the IRS ) certain claimed
deficiencies and adjustments proposed by the IRS in connection with its examination of the 2001 and 2002 federal
income tax returns for HCA and certain affiliates that are treated as partnerships for federal income tax purposes

( affiliated partnerships ). During 2006, the IRS began an examination of the 2003 and 2004 federal income tax returns
for HCA and 19 affiliated partnerships. The IRS has not determined the final amount of additional income tax, interest
and penalties that it may claim upon completion of these examinations. The disputed items pending before the IRS
Appeals Division or proposed by the IRS Examination Division through June 30, 2007, include the deductibility of a
portion of the 2001 government settlement payment, the timing of recognition of certain patient service revenues in
2001 through 2004, the method for calculating the tax allowance for doubtful accounts in 2002, and the amount of
insurance expense deducted in 2001 and 2002. Through June 30, 2007, the IRS is seeking an additional $655 million
in income taxes, interest and penalties with respect to these issues. This amount is net of a refundable deposit of

$215 million that we made during 2006. We expect the IRS will complete its examination of the 2003 and 2004
federal income tax returns and begin an examination of our 2005 and 2006 federal income tax returns within the next
twelve months.

During the first quarter of 2007, we reached a settlement with the IRS Appeals Division regarding the timing of
recognition of certain patient service revenue in 2000 and the amount of insurance expense deducted during 1999 and
2000. As a result of the settlement, we paid $10 million of additional income tax and interest in April 2007, which did
not affect our results of operations.

During 2003, the United States Court of Appeals for the Sixth Circuit affirmed a United States Tax Court ( Tax Court )
decision received in 1996 related to the IRS examination of Hospital Corporation of America s 1987 through 1988
federal income tax returns, in which the IRS contested the method that Hospital Corporation of America used to
calculate its tax allowance for doubtful accounts. Due to the volume and complexity of calculating the tax allowance

for doubtful accounts, the IRS has not determined the amount of additional tax and interest that it may claim for

taxable years after 1988. Thirty-one federal taxable periods for HCA, its predecessors and subsidiaries from 1987
through 1996 are affected by the Tax Court decision. These taxable periods are pending before the IRS Examination

Table of Contents 14
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Division, the Tax Court and the United States Court of Federal Claims. In 2004, we made a payment of $109 million
for additional federal tax and interest, based on our estimate of amounts due for taxable periods through 1996. As of
June 30, 2007, we and the IRS had reached agreement with respect to the tax and interest computations for two of the
31 federal taxable periods.

Management believes that adequate provisions have been recorded to satisfy final resolution of the disputed issues.
Management believes that HCA, its predecessors, subsidiaries and affiliates properly reported taxable income and

paid taxes in accordance with applicable laws and agreements established with the IRS during previous

8
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE 3 INCOME TAXES (continued)

examinations and that final resolution of these disputes will not have a material, adverse effect on our results of
operations or financial position.

HCA, its predecessors and subsidiaries are subject to examination in approximately 36 states for taxable periods ended
in 1987 through 2006. Our international operations are subject to examination by United Kingdom taxing authorities
for taxable periods from 2004 through 2006 and by Swiss taxing authorities for taxable periods from 2002 through
2006.

Effective January 1, 2007, we adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes

( FIN 48 ). FIN 48 creates a single model to address uncertainty in income tax positions and clarifies the accounting for
income taxes by prescribing the minimum recognition threshold a tax position is required to meet before being
recognized in the financial statements. It also provides guidance on derecognition, measurement, classification,

interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 applies to all tax positions

related to income taxes subject to FASB Statement No. 109, Accounting for Income Taxes. FIN 48 requires expanded
disclosures, which include a tabular rollforward of the beginning and ending aggregate unrecognized tax benefits, as
well as specific detail related to tax uncertainties for which it is reasonably possible the amount of unrecognized tax
benefit will significantly increase or decrease within twelve months. These disclosures will be required at each annual
reporting period and during any interim period in which a significant change in any uncertain tax position occurs.

Differences between the amounts recognized in the statements of financial position prior to the adoption of FIN 48
and the amounts recognized after adoption of $38 million were recorded as a cumulative effect adjustment, decreasing
our liability for unrecognized tax benefits and increasing the balance of our retained earnings as of January 1, 2007.
FIN 48 permits interest and penalties on any underpayments of income taxes to be classified in income tax expense,
interest expense or another appropriate expense classification. Interest expense of $8 million and $22 million,
respectively, related to taxing authority examinations is included in the provision for income taxes for the quarter and
the six months ended June 30, 2007.

Our liability for unrecognized tax benefits was $760 million, including accrued interest of $209 million, as of
January 1, 2007. Of the $760 million, $556 million would affect the effective tax rate, if recognized. The liability for
unrecognized tax benefits does not reflect deferred tax assets related to deductible interest and state income taxes or
the $215 million refundable federal deposit that we made in 2006, which is recorded in noncurrent assets. We
recorded a decrease in our liability for unrecognized tax benefits, including interest, of $6 million during the quarter
ended June 30, 2007 and an increase of $20 million for the six months ended June 30, 2007.

Depending on the resolution of the IRS disputes, the completion of examinations by federal, state or international
taxing authorities, or the expiration of statutes of limitation for specific taxing jurisdictions, we believe it is reasonably
possible that our liability for unrecognized tax benefits may significantly increase or decrease within the next twelve
months. However, we are currently unable to estimate the range of any possible change.

9
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE4 INVESTMENTS OF INSURANCE SUBSIDIARY

A summary of the insurance subsidiary s investments at June 30, 2007 and December 31, 2006, follows (dollars in
millions):

June 30, 2007
Unrealized
Amortized Amounts Fair
Cost Gains Losses Value
Debt securities:
States and municipalities $ 1,656 $ 13 $ O $ 1,660
Money market funds 137 137
Asset-backed securities 93 93
Corporate and other 7 7
1,893 13 9 1,897
Equity securities:
Preferred stocks 42 42
Common stocks 4 4
46 46
$ 1,939 $ 13 $ O 1,943
Amount classified as current assets (250)
Investment carrying value $ 1,693
December 31, 2006
Unrealized
Amortized Amounts Fair
Cost Gains Losses Value
Debt securities:
States and municipalities $ 1,174 $ 24 $ B3 $ 1,195
Money market funds 858 858
Asset-backed securities 64 4 68
Corporate and other 8 8
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Equity securities:
Preferred stocks
Common stocks

Amount classified as current assets

Investment carrying value

2,104
10

4

14

$ 2,118

28

$ 29

3)

(1

(1
4

At June 30, 2007 and December 31, 2006, the investments of our insurance subsidiary were classified as
available-for-sale. The fair value of investment securities is generally based on quoted market prices. Changes in
temporary unrealized gains and losses are recorded as adjustments to other comprehensive income. At June 30,

10

2,129

14
2,143
257)

$ 1,886
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE4 INVESTMENTS OF INSURANCE SUBSIDIARY (continued)

2007, $97 million of money market funds were subject to the restrictions included in insurance bond collateralization
and assumed reinsurance contracts.

NOTES LONG-TERM DEBT

A summary of long-term debt at June 30, 2007 and December 31, 2006, including related interest rates at June 30,
2007 follows (dollars in millions):

June 30, December 31,

2007 2006

Senior secured asset-based revolving credit facility (effective interest rate of 6.8%) $ 1,660 $ 1,830
Senior secured revolving credit facility 40
Senior secured term loan facilities (effective interest rate of 7.1%) 12,791 12,870
Other senior secured debt (effective interest rate of 6.8%) 422 445
First lien debt 14,873 15,185
Senior secured cash-pay notes (effective interest rate of 9.6%) 4,200 4,200
Senior secured toggle notes (effective interest rate of 10.0%) 1,500 1,500
Second lien debt 5,700 5,700
Senior unsecured notes payable through 2095 (effective interest rate of 7.3%) 7,523 7,523
Total debt (average life of eight years, rates averaging 7.7%) 28,096 28,408
Less amounts due within one year 304 293

$ 27,792 $ 28,115

Senior Secured Credit Facilities

On November 17, 2006, in connection with the Recapitalization, we entered into (i) a $2.000 billion senior secured
asset-based revolving credit facility with a borrowing base of 85% of eligible accounts receivable, subject to

customary reserves and eligibility criteria ($245 million available at June 30, 2007) (the ABL credit facility ) and (ii) a
senior secured credit agreement (the cash flow credit facility and, together with the ABL credit facility, the senior
secured credit facilities ), consisting of a $2.000 billion revolving credit facility ($1.858 billion available at June 30,
2007, after giving effect to certain outstanding letters of credit), a $2.750 billion term loan A ($2.694 billion

outstanding at June 30, 2007), a $8.800 billion term loan B ($8.756 billion outstanding at June 30, 2007) and a 1.000
billion European term loan ( 995 million or $1.341 billion outstanding at June 30, 2007) under which one of our

Table of Contents 19



Edgar Filing: HCA INC/TN - Form 10-Q

European subsidiaries is the borrower.

Borrowings under the senior secured credit facilities bear interest at a rate equal to, as determined by the type of
borrowing, either (a) a base rate determined by reference to the higher of (1) the federal funds rate plus 1/2 of 1% or
(2) the prime rate of Bank of America or (b) a LIBOR rate for the currency of such borrowing for the relevant interest
period, plus, in each case, an applicable margin. The applicable margin for borrowings under the senior secured credit
facilities, with the exception of term loan B where the margin is static, may be reduced subject to attaining certain
leverage ratios. On February 16, 2007, we amended the cash flow credit facility to reduce the applicable margins with
respect to the term loan borrowings thereunder. On June 20, 2007, we amended the ABL credit facility to reduce the
applicable margin with respect to borrowings thereunder.

11
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE S LONG-TERM DEBT (continued)

Senior Secured Credit Facilities (continued)

Obligations under the cash flow credit facility are guaranteed by all material, wholly-owned U.S. subsidiaries, except
those restricted under our 1993 Indenture. In addition, borrowings under the European term loan are guaranteed by all
material, wholly-owned European subsidiaries.

The ABL credit facility and the $2.000 billion revolving credit facility portion of the cash flow credit facility expire
November 2012. We began making required, quarterly installment payments on each of the term loan facilities during
March 2007. The final payment under term loan A is in November 2012. The final payments under term loan B and
the European term loan are in November 2013. The senior secured credit facilities contain a number of covenants that
restrict, subject to certain exceptions, our (and some or all of our subsidiaries ) ability to incur additional indebtedness,
repay subordinated indebtedness, create liens on assets, sell assets, make investments, loans or advances, engage in
certain transactions with affiliates, pay dividends and distributions, and enter into sale and leaseback transactions. In
addition, we are required to satisfy a maximum total leverage ratio covenant under the cash flow credit facility and, in
certain situations under the ABL credit facility, a minimum interest coverage ratio covenant.

We use interest rate swap agreements to manage the variable rate exposure of our debt portfolio. In the fourth quarter
of 2006, we entered into two interest rate swap agreements, in a total notional amount of $8 billion, in order to hedge a
portion of our exposure to variable rate interest payments associated with the cash flow credit facility. The interest rate
swaps expire in November 2011.

Senior Secured Notes

In November 2006, also in connection with the Recapitalization, we issued $4.200 billion of senior secured notes
(comprised of $1.000 billion of 91/8% notes due 2014 and $3.200 billion of 91/4% notes due 2016), and

$1.500 billion of 95/8% senior secured toggle notes (which allow us, at our option, to pay interest in-kind during the
first five years) due 2016, which are subject to certain standard covenants. The notes are guaranteed by certain of our
subsidiaries.

NOTE 6 CONTINGENCIES

Significant Legal Proceedings

We operate in a highly regulated and litigious industry. As a result, various lawsuits, claims and legal and regulatory
proceedings have been and can be expected to be instituted or asserted against us. The resolution of any such lawsuits,
claims or legal and regulatory proceedings could have a material, adverse effect on our results of operations and
financial position in a given period.

In 2005, the Company and certain of its executive officers and directors were named in various federal securities law

class actions and several shareholders filed derivative lawsuits purportedly on behalf of the Company. Additionally, a
former employee filed a complaint against certain of our executive officers pursuant to the Employee Retirement
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Income Security Act and the Company has been served with a shareholder demand letter addressed to our Board of
Directors. We have reached an agreement in principle for the settlement of the derivative lawsuits, subject to court
approval. We have also reached an agreement with the lead plaintiffs in the federal securities law class actions for the
settlement of those actions, subject to approval of the court and the putative class members.

We are aware of eight asserted class action lawsuits related to the Merger filed against us, certain of our executive
officers, our directors and the Sponsors, and one lawsuit filed against us and one of our affiliates seeking enforcement

of contractual obligations allegedly arising from the Merger. Certain of these lawsuits, though not all,

12

Table of Contents 22



Edgar Filing: HCA INC/TN - Form 10-Q

Table of Contents

HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE 6 CONTINGENCIES (continued)

are the subject of an agreement in principle to settle, which is subject to court approval. We believe the settlements,
once approved, will have the effect of resolving the remaining suits.

General Liability Claims

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

Investigations

In January 2001, we entered into an eight-year Corporate Integrity Agreement ( CIA ) with the Office of Inspector
General of the Department of Health and Human Services. Violation or breach of the CIA, or violation of federal or
state laws relating to Medicare, Medicaid or similar programs, could subject us to substantial monetary fines, civil and
criminal penalties and/or exclusion from participation in the Medicare and Medicaid programs. Alleged violations
may be pursued by the government or through private qui fam actions. Sanctions imposed against us as a result of
such actions could have a material, adverse effect on our results of operations or financial position.

NOTE7 COMPREHENSIVE INCOME
The components of comprehensive income, net of related taxes, for the quarters and six months ended June 30, 2007

and 2006 are as follows (in millions):

Quarter Six Months
2007 2006 2007 2006

Net income $ 116 $ 295 $ 29 $ 674
Change in fair value of derivative instruments 92 68
Change in unrealized net gains on available-for-sale securities (12) (32) 13) 61)
Currency translation adjustments 15 19
Defined benefit plans 3 3
Comprehensive income $ 199 $ 278 $ 354 $ 632

The components of accumulated other comprehensive income, net of related taxes, are as follows (in millions):

June 30, December 31,
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Change in fair value of derivative instruments

Net unrealized gains on available-for-sale securities
Currency translation adjustments

Defined benefit plans

Accumulated other comprehensive income

NOTE8 SEGMENT AND GEOGRAPHIC INFORMATION

Form 10-Q
2007
$ 86
3
49
(64)
$ 74

2006
$ 18
16
49

(67)
$ 16

We operate in one line of business, which is operating hospitals and related health care entities. During the quarters
ended June 30, 2007 and 2006, approximately 24% and 26%, respectively, of our patient revenues related to patients
participating in the Medicare program. During the six months ended June 30, 2007 and 2006,

13
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HCA INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE8 SEGMENT AND GEOGRAPHIC INFORMATION (continued)

approximately 25% and 27%, respectively, of our patient revenues related to patients participating in the Medicare
program.

Our operations are structured into three geographically organized groups: the Eastern Group includes 50 consolidating
hospitals located in the Eastern United States, the Central Group includes 52 consolidating hospitals located in the
Central United States and the Western Group includes 54 consolidating hospitals located in the Western United States.
We also operate eight consolidating hospitals in England and Switzerland and these facilities are included in the
Corporate and other group.

Adjusted segment EBITDA is defined as income before depreciation and amortization, interest expense, gains on sales
of facilities, impairment of long-lived assets, minority interests and income taxes. We use adjusted segment EBITDA
as an analytical indicator for purposes of allocating resources to geographic areas and assessing their performance.
Adjusted segment EBITDA is commonly used as an analytical indicator within the health care industry, and also
serves as a measure of leverage capacity and debt service ability. Adjusted segment EBITDA should not be considered
as a measure of financial performance under generally accepted accounting principles, and the items excluded from
adjusted segment EBITDA are significant components in understanding and assessing financial performance. Because
adjusted segment EBITDA is not a measurement determined in accordance with generally accepted accounting
principles and is thus susceptible to varying calculations, adjusted segment EBITDA, as presented, may not be
comparable to other similarly titled measures of other companies. The geographic distributions of our revenues, equity
in earnings of affiliates, adjusted segment EBITDA and depreciation and amortization for the quarters and six months
ended June 30, 2007 and 2006 are summarized in the following table (dollars in millions):

Quarter Six Months
2007 2006 2007 2006
Revenues:
Central Group $ 1,579 $ 1,463 $ 3,124 $ 2,939
Eastern Group 2,012 1,952 4,081 3,927
Western Group 2,877 2,566 5,691 5,139
Corporate and other 261 379 510 770

$ 6,729 $ 6,360 $ 13,406 $ 12,775

Equity in earnings of affiliates:

Central Group $ 1 $ 1O 3 5 $ 3)
Eastern Group (D) 1) 2)
Western Group (49) 45) (109) (102)
Corporate and other (D

$ 48 $ @nH $ @05 $ (108)
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Central Group $ 278 $ 242 559 511
Eastern Group 307 300 683 632
Western Group 553 465 1,157 1,008
Corporate and other 42 69 57 129
$ 1,180 $ 1,076 2,456 2,280
Depreciation and amortization:
Central Group $ 95 $ 82 185 163
Eastern Group 93 90 185 181
Western Group 131 126 261 245
Corporate and other 42 54 85 108
$ 361 $ 352 716 697
14
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE8 SEGMENT AND GEOGRAPHIC INFORMATION (continued)

Quarter Six Months
2007 2006 2007 2006

Adjusted segment EBITDA $ 1,180 $ 1,076 $ 2,456 $ 2,280
Depreciation and amortization 361 352 716 697
Interest expense 557 196 1,114 382
Gains on sales of facilities an 5 (16) 5
Impairment of long-lived assets 24 24

Income before minority interests and income taxes $ 249 $ 533 $ 618 $ 1,206

NOTE 9 ACQUISITIONS, DISPOSITIONS AND IMPAIRMENT OF LONG-LIVED ASSETS

During the six months ended June 30, 2007, we paid $10 million for health care entity acquisitions. During the six
months ended June 30, 2006, we paid $62 million to acquire three hospitals and $43 million to acquire other health
care entities.

During the quarter and six months ended June 30, 2007, we recognized gains of $11 million and $16 million,
respectively, related to sales of real estate investments. We recognized a gain of $5 million on the sale of a hospital
facility during the six months ended June 30, 2006.

During the quarter ended June 30, 2007, we recorded a charge of $24 million to adjust the value of a building in our
Central Group to estimated fair value.

NOTE 10 SUBSEQUENT EVENT

On July 20, 2007, we completed the sale of our two Switzerland hospitals for $394 million. These were the only
hospitals we owned or operated in Switzerland, and we expect to recognize a pretax gain of approximately

$310 million on the sale. Proceeds from the sale were used to reduce the outstanding balance under our European term
loan.

NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

The senior secured credit facilities and senior secured notes described in Note 5 are fully and unconditionally
guaranteed by substantially all existing and future, direct and indirect, wholly-owned material domestic subsidiaries
that are Unrestricted Subsidiaries under our Indenture dated as of December 16, 1993 (except for certain special
purpose subsidiaries that only guarantee and pledge their assets under our ABL credit facility).

15
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HCA INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION
(continued)

Our summarized condensed consolidating balance sheets at June 30, 2007 and December 31, 2006, condensed
consolidating statements of income for the quarters and six months ended June 30, 2007 and 2006 and condensed
consolidating statements of cash flows for the six months ended June 30, 2007 and 2006, segregating the parent
company issuer, the subsidiary guarantors, the subsidiary non-guarantors and eliminations, follow:

HCA INC.
CONDENSED CONSOLIDATING INCOME STATEMENT
FOR THE QUARTER ENDED JUNE 30, 2007
(Dollars in millions)

Subsidiary

Parent Subsidiary Non- Condensed

Issuer Guarantors Guarantors Eliminations Consolidated
Revenues $ $ 3,872 $ 2,857 $ $ 6,729
Salaries and benefits 1,594 1,060 2,654
Supplies 632 464 1,096
Other operating expenses 572 529 1,101
Provision for doubtful accounts 477 276 753
Gains on investments (7 (7)
Equity in earnings of affiliates 415) (20) (28) 415 (48)
Depreciation and amortization 199 162 361
Interest expense 531 20 6 557
Gains on sales of facilities (11D (1)
Impairment of long-lived assets 24 24
Management fees (96) 96

116 3,378 2,571 415 6,480

Income (loss) before minority
interests and income taxes (116) 494 286 (415) 249
Minority interests in earnings of
consolidated entities 6 49 55
Income (loss) before income taxes (116) 488 237 (415) 194
Provision for income taxes (232) 206 104 78
Net income (loss) $ 116 $ 282 % 133 $ 415) % 116
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HCA INC.

(Continued)

NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

(continued)

CONDENSED CONSOLIDATING INCOME STATEMENT
FOR THE QUARTER ENDED JUNE 30, 2006
(Dollars in millions)

Revenues

Salaries and benefits

Supplies

Other operating expenses
Provision for doubtful accounts
Gains on investments

Equity in earnings of affiliates
Depreciation and amortization
Interest expense

Gains on sales of facilities
Management fees

Income (loss) before minority interests
and income taxes

Minority interests in earnings of
consolidated entities

Income (loss) before income taxes
Provision for income taxes

Net income (loss)

Parent
Issuer

$

(410)

183

(227)

227

227
(68)

$ 295

HCA INC.

Subsidiary
Guarantors

$

17

3,711

1,580
626
587
409

(20)

190
13
&)

(98)

3,282

429
6

423
167

256

Subsidiary
Non-
Guarantors

$ 2,649
1,025
465
396
268
(25)
27)
162
98

2,362

287
40

247
93

$ 154

Eliminations
$
410
410
(410)
(410)
$ (410)

Condensed
Consolidated

$ 6,360

2,605

1,091
983
677
(25)
47)
352
196

)

5,827

533
46

487
192

$ 295
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

Revenues

(continued)

Salaries and benefits

Supplies

Other operating expenses

Provision for doubtful accounts

Gains on investments

Equity in earnings of affiliates
Depreciation and amortization

Interest expense

Gains on sales of facilities
Impairment of long-lived assets

Management fees

Income (loss) before minority interests

and income taxes

Minority interests in earnings of

consolidated entities

Income (loss) before income taxes
Provision for income taxes

Net income (loss)

Parent
Issuer

$

(927)

1,069

142

(142)

(142)
(438)

$ 296

HCA INC.
CONDENSED CONSOLIDATING INCOME STATEMENT
FOR THE SIX MONTHS ENDED JUNE 30, 2007
(Dollars in millions)

Subsidiary
Guarantors

$ 7,748
3,195
1,275
1,127

907
(46)

394

34
(201)

6,685

1,063
12

1,051
431

$ 620

18

Subsidiary
Non-
Guarantors

$ 5,658

2,106
924
991
537

(7
(59)
322

11
(16)

24
201

5,034

624
104

520
213

$ 307

Eliminations
$
927
927
(927)
(927)
$ (927)

Condensed

Consolidated

$ 13,406

5,301
2,199
2,118
1,444
(7
(105)
716
1,114
(16)
24

12,788

618
116

502
206

$ 296
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HCA INC.

(Continued)

NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

(continued)

HCA INC.

CONDENSED CONSOLIDATING INCOME STATEMENT
FOR THE SIX MONTHS ENDED JUNE 30, 2006

(Dollars in millions)

Parent
Issuer

Revenues $

Salaries and benefits

Supplies

Other operating expenses
Provision for doubtful accounts
Gains on investments

Equity in earnings of affiliates
Depreciation and amortization
Interest expense 354
Gains on sales of facilities

Management fees

(896)

(542)

Income (loss) before minority interests

and income taxes 542
Minority interests in earnings of

consolidated entities

Income (loss) before income taxes 542
Provision for income taxes (132)
Net income (loss) $ o674

Subsidiary
Guarantors

$  7.448
3,172
1,269

1,141

767
(45)

378

26
)
(201)

6,502

946
12

934
369

$ 565

19

Subsidiary
Non-

Guarantors Eliminations

$ 5327 %

2,044

936

868

506

(100)

(63) 896

319

2

201

4,713 896

614 (896)
89

525 (896)
194

$ 331 $ (896)

Condensed

Consolidated

$ 12,775

5,216
2,205
2,009
1,273
(100)
(108)
697
382

®)

11,569

1,206
101

1,105
431

$ 674
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HCA INC.

(Continued)

NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

HCA INC.

CONDENSED CONSOLIDATING BALANCE SHEET
JUNE 30, 2007

(Dollars in millions)

(continued)
Parent
Issuer
ASSETS
Current assets:
Cash and cash equivalents $
Accounts receivable, net
Inventories
Deferred income taxes 466
Other
466
Property and equipment, net
Investments of insurance subsidiary
Investments in and advances to
affiliates
Goodwill
Deferred loan costs 584
Investments in and advances to
subsidiaries 15,791
Other 561
$ 17,402
LIABILITIES AND
STOCKHOLDERS (DEFICIT)
EQUITY
Current liabilities:
Accounts payable $
Accrued salaries
Other accrued expenses 258
Long-term debt due within one year 263

Table of Contents

Subsidiary
Guarantors

$ 113
2,152

419

127

2,811
6,896

226
1,633

19

$ 11,585

$ 825
439
247

Subsidiary
Non-
Guarantors

$ 241
1,646

270

512

2,669

4,648
1,693

446
998

54

$ 10,508

$ 379
235

666

39

Eliminations
$

(15,791)
$ (15,791
$

Condensed
Consolidated

$ 354
3,798

689

466

639

5,946

11,544
1,693

672
2,631
584
634

$ 23,704

$ 1,204
674

1,171

304
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Long-term debt

Intercompany balances
Professional liability risks
Income taxes and other liabilities
Minority interests in equity of
consolidated entities

Equity securities with contingent
redemption rights

Stockholders (deficit) equity
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521 1,513
26,464 10
456 (5,414)
701 254
98
28,142 (3,539)
165
(10,905) 15,124

$ 17402 $ 11,585

20

$

1,319
1,318
4,958
1,276
177
793

9,841

667

10,508

$

(15,791)

(15,791)

$

3,353
27,7192

1,276
1,132

891
34,444
165

(10,905)

23,704
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HCA INC.

(Continued)

NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

HCA INC.

CONDENSED CONSOLIDATING BALANCE SHEET

DECEMBER 31, 2006
(Dollars in millions)

(continued)
Parent
Issuer
ASSETS
Current assets:
Cash and cash equivalents $
Accounts receivable, net
Inventories
Deferred income taxes 476
Other 171
647
Property and equipment, net
Investments of insurance subsidiary
Investments in and advances to
affiliates
Goodwill
Deferred loan costs 614
Investments in and advances to
subsidiaries 14,945
Other 69
$ 16,275
LIABILITIES AND
STOCKHOLDERS (DEFICIT)
EQUITY
Current liabilities:
Accounts payable $
Accrued salaries
Other accrued expenses 228
Long-term debt due within one year 254

Table of Contents

Subsidiary
Guarantors

$ 282
2,145

408

134

2,969
7,130

227
1,629

22

$ 11,977

$ 1,052
442
345

Subsidiary
Non-
Guarantors

$ 352
1,560

261

289

2,462

4,539
1,886

452
972

57

$ 10,368

$ 363
233

620

35

Eliminations
$

(14,945)
$ (14,945
$

Condensed
Consolidated

$ 634
3,705

669

476

594

6,078

11,669
1,886

679
2,601
614

148

$ 23,675

$ 1,415
675

1,193

293
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Long-term debt

Intercompany balances
Professional liability risks
Income taxes and other liabilities
Minority interests in equity of
consolidated entities

Equity securities with contingent
redemption rights

Stockholders (deficit) equity
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482 1,843
26,651 194
(5,289)
391 441
129
27,524 (2,682)
125
(11,374) 14,659

$ 16275 $ 11,977

21

1,251
1,270
5,289
1,309
185
778

10,082

286

10,368

$

(14,945)

(14,945)

$

3,576
28,115

1,309
1,017

907

34,924

125
(11,374)

23,675
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NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

(continued)
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HCA INC.

HCA INC.

(Continued)

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2007

Cash flows from operating activities:
Net income

(Dollars in millions)

Subsidiary
Parent  Subsidiary Non-
Issuer Guarantors Guarantors Eliminations Consolidated

$ 296 $ 620 $

Adjustments to reconcile net income to net

cash provided by (used in) operating
activities:

Provision for doubtful accounts 907

Depreciation and amortization 394

Income taxes 21

Gains on sales of facilities

Impairment of long-lived assets

Equity in earnings of affiliates (927)

Changes in operating assets and liabilities 1 (1,248)
Share-based compensation 11

Change in minority interests 3)
Other 40

Net cash provided by (used in) operating

activities (600) 670

Cash flows from investing activities:

Purchase of property and equipment (204)
Acquisition of hospitals and health care

entities

Disposal of hospitals and health care entities 8

Change in investments 4

Other

Net cash used in investing activities (192)

Cash flows from financing activities:
Issuance of long-term debt

Table of Contents

307

537
322

(16)
24

(853)
19
@

336

471)

(10)
57

188
10

(226)

$

(927)

927

Condensed

$

296

1,444
716
21
(16)

24

(2,100)
11

16
36

406

(675)
(10)

192
10

(418)
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Net change in revolving bank credit facility (210) (210)

Repayment of long-term debt (130) 3) (15) (148)

Issuances of common stock 100 100

Changes in intercompany balances with

affiliates, net 849 (644) (205)

Other ) 3) (12)

Net cash provided by (used in) financing

activities 600 (647) (221) (268)

Change in cash and cash equivalents (169) (111) (280)

Cash and cash equivalents at beginning of

period 282 352 634

Cash and cash equivalents at end of period $ $ 113 241 $ 354
22
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NOTE 11 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

(continued)

HCA INC.

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2006

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net
cash provided by (used in) operating
activities:

Provision for doubtful accounts
Depreciation and amortization

Income taxes

Gains on sales of facilities

Equity in earnings of affiliates

Changes in operating assets and liabilities
Share-based compensation

Change in minority interests

Other

Net cash provided by (used in) operating
activities

Cash flows from investing activities:
Purchase of property and equipment
Acquisition of hospitals and health care
entities

Disposal of hospitals and health care entities
Change in investments

Other

Net cash used in investing activities

Cash flows from financing activities:
Issuance of long-term debt

Net change in revolving bank credit facility
Repayment of long-term debt

Repurchases of common stock

Issuances of common stock

Payment of cash dividends

Table of Contents

Parent

(Dollars in millions)

Subsidiary

Issuer Guarantors

674 $ 565
767
378
(408)
)
(896)
24 (1,040)
44
16
2
(560) 681
(473)
(28)
24
(18)
(495)
1,400
945
(1,125) (5)
(653)
76
(131)
60 91

Subsidiary
Non- Condensed
Guarantors Eliminations Consolidated

$ 331 $ (896) $ 674
506 1,273
319 697

(408)

)

896

(581) (1,597)
44

45 61
9) 7
611 732
(347) (820)
(77) (105)

267 201
(132) (150)
(11) (11)
(300) (795)
1,400

945

(32) (1,162)
(653)

76

(131)

(151)
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Changes in intercompany balances with
affiliates, net

Other (12) (12)

Net cash provided by (used in) financing

activities 560 86 (183) 463

Change in cash and cash equivalents 272 128 400

Cash and cash equivalents at beginning of

period 131 205 336

Cash and cash equivalents at end of period ~ $ $ 403 333 736
23
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains disclosures which contain forward-looking statements. Forward-looking
statements include all statements that do not relate solely to historical or current facts, and can be identified by the use
of words like may, believe, will, expect, project, estimate, anticipate, plan, initiative or continue.
forward-looking statements are based on our current plans and expectations and are subject to a number of known and
unknown uncertainties and risks, many of which are beyond our control, that could significantly affect current plans
and expectations and our future financial position and results of operations. These factors include, but are not limited
to, (1) the ability to recognize the benefits of the Recapitalization and the effect of the Recapitalization on our
customer, employee and other relationships, (2) the impact of the substantial indebtedness incurred to finance the
Recapitalization, (3) increases in the amount and risk of collectibility of uninsured accounts and deductibles and
copayment amounts for insured accounts, (4) the ability to achieve operating and financial targets and attain expected
levels of patient volumes and control the costs of providing services, (5) possible changes in the Medicare, Medicaid
and other state programs, including Medicaid supplemental payments pursuant to upper payment limit ( UPL )
programs, that may impact reimbursements to health care providers and insurers, (6) the highly competitive nature of
the health care business, (7) changes in revenue mix and the ability to enter into and renew managed care provider
agreements on acceptable terms, (8) the efforts of insurers, health care providers and others to contain health care
costs, (9) the outcome of our continuing efforts to monitor, maintain and comply with appropriate laws, regulations,
policies and procedures and the CIA, (10) changes in federal, state or local regulations affecting the health care
industry, (11) the ability to attract and retain qualified management and personnel, including affiliated physicians,
nurses and medical support personnel, (12) the outcome of certain class action and derivative litigation filed with
respect to us, (13) the possible enactment of federal or state health care reform, (14) the availability and terms of
capital to fund the expansion of our business, (15) the continuing impact of hurricane damage in certain markets and
the ability to obtain recoveries under our insurance policies, (16) changes in accounting practices, (17) changes in
general economic conditions, (18) future divestitures which may result in charges, (19) changes in business strategy or
development plans, (20) delays in receiving payments for services provided, (21) the outcome of pending and any
future tax audits, appeals and litigation associated with our tax positions, (22) potential liabilities and other claims that
may be asserted against us, and (23) other risk factors described in our annual report on Form 10-K and other filings
with the Securities and Exchange Commission. As a consequence, current plans, anticipated actions and future
financial position and results may differ from those expressed in any forward-looking statements made by or on behalf
of HCA. You are cautioned not to unduly rely on such forward-looking statements when evaluating the information
presented in this report.

Second Quarter 2007 Operations Summary

Net income totaled $116 million for the quarter ended June 30, 2007, compared to $295 million for the quarter ended
June 30, 2006. Revenues increased to $6.729 billion in the second quarter of 2007 from $6.360 billion. For the second
quarters of 2007 and 2006, the provision for doubtful accounts was 11.2% and 10.6% of revenues, respectively. The
second quarter 2007 results include interest expense of $557 million, compared to $196 million in the second quarter
of 2006. The $361 million increase in interest expense is primarily due to the increased debt related to the
Recapitalization.

The financial results for the second quarters of 2007 and 2006 include gains on sales of investments of $7 million and
$25 million, respectively, related to securities held by our wholly-owned insurance subsidiary, and gains on sales of
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facilities of $11 million and $5 million, respectively. Results for the second quarter of 2007 include an asset
impairment charge of $24 million.

During the second quarter of 2007, same facility admissions decreased 1.8% and same facility equivalent admissions
decreased 1.5% compared to the second quarter of 2006. Same facility outpatient surgeries decreased 1.2% during the
second quarter of 2007 compared to the second quarter of 2006. Same facility revenue per equivalent admission
increased 10.0% in the second quarter of 2007 compared to the second quarter of 2006.
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Results of Operations

Revenue/Volume Trends

Our revenues depend upon inpatient occupancy levels, the ancillary services and therapy programs ordered by
physicians and provided to patients, the volume of outpatient procedures and the charge and negotiated payment rates
for such services. Gross charges typically do not reflect what our facilities are actually paid. Our facilities have
entered into agreements with third-party payers, including government programs and managed care health plans,
under which the facilities are paid based upon the cost of providing services, predetermined rates per diagnosis, fixed
per diem rates or discounts from gross charges. We do not pursue collection of amounts related to patients who meet
our guidelines to qualify for charity care; therefore, they are not reported in revenues. On January 1, 2005, we
modified our policies to provide discounts to uninsured patients who do not qualify for Medicaid or charity care.
These discounts are similar to those provided to many local managed care plans.

Revenues increased 5.8% from $6.360 billion in the second quarter of 2006 to $6.729 billion for the second quarter of
2007. The increase in revenues can be attributed to the net impact of a 10.8% increase in revenue per equivalent
admission and a 4.5% decline in equivalent admissions for the second quarter of 2007 compared to the second quarter
of 2006.

In the second quarter of 2007, consolidated admissions decreased 4.9% and same facility admissions decreased 1.8%
compared to the second quarter of 2006. Consolidated inpatient surgeries decreased 2.1% and same facility inpatient
surgeries decreased 0.7% in the second quarter of 2007 compared to the second quarter of 2006. Consolidated
outpatient surgeries decreased 3.1% and same facility outpatient surgeries decreased 1.2% in the second quarter of
2007 compared to the second quarter of 2006.

Same facility uninsured admissions increased by 2,110 admissions, or 9.9%, in the second quarter of 2007 compared
to the second quarter of 2006. Same facility uninsured admissions increased by 2,517 admissions, or 12.4%, in the
first quarter of 2007 compared to the first quarter of 2006. The trend of quarterly same facility uninsured admissions
growth during 2006, compared to 2005, was 13.1% during the first quarter, 10.5% during the second quarter, 10.1%
during the third quarter and 8.7% during the fourth quarter.

Admissions related to Medicare, managed Medicare, Medicaid, managed Medicaid, managed care and other insurers
and the uninsured for the quarters and six months ended June 30, 2007 and 2006 are set forth in the following table.

Quarter Six Months

2007 2006 2007 2006
Medicare 35% 37% 36% 38%
Managed Medicare 7 6 7 6
Medicaid 8 9 8 9
Managed Medicaid 7 6 7 6
Managed care and other insurers 37 36 36 36
Uninsured 6 6 6 5
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Results of Operations (continued)

Revenue/Volume Trends (continued)
The approximate percentages of our inpatient revenues related to Medicare, managed Medicare, Medicaid, managed

Medicaid, managed care and other insurers and the uninsured for the quarters and six months ended June 30, 2007 and
2006 are set forth in the following table.

Quarter Six Months

2007 2006 2007 2006
Medicare 31% 35% 33% 36%
Managed Medicare 7 7 7 6
Medicaid 9 6 7 6
Managed Medicaid 3 3 3 3
Managed care and other insurers 44 45 44 44
Uninsured 6 4 6 5

100% 100% 100% 100%

At June 30, 2007, we had 73 hospitals in the states of Texas and Florida. During the second quarter of 2007, 55% of
our admissions and 51% of our revenues were generated by these hospitals. Uninsured admissions in Texas and
Florida represented 61% of our uninsured admissions during the second quarter of 2007.

We receive a significant portion of our revenues from government health programs, principally Medicare and

Medicaid, which are highly regulated and subject to frequent and substantial changes. Our Medicaid revenues

increased by $122 million during the second quarter of 2007 and $178 million during the first six months of 2007
compared to the same periods in 2006, due to expected increases in supplemental payments pursuant to UPL programs
in certain Texas markets. There are ongoing discussions with the Centers for Medicare and Medicaid Services ( CMS )
about the structure of such programs. The outcome of such discussions might affect the Federal portion of these
supplemental payments, which is a significant component of the total supplemental payments.
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Results of Operations (continued)

Operating Results Summary

The following are comparative summaries of results of operations for the quarters and six months ended June 30, 2007
and 2006 (dollars in millions):

Quarter
2007 2006
Amount Ratio Amount Ratio

Revenues $ 6,729 100.0 $ 6,360 100.0
Salaries and benefits 2,654 394 2,605 41.0
Supplies 1,096 16.3 1,091 17.2
Other operating expenses 1,101 16.4 983 15.4
Provision for doubtful accounts 753 11.2 677 10.6
Gains on investments 7 0.1) (25) 0.4)
Equity in