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(MARK ONE)

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

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
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Delaware 23-2077891
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer Identification Number)

UNIVERSAL CORPORATE CENTER 19406-0958
367 South Gulph Road (Zip Code)

P.O. Box 61558

King of Prussia, Pennsylvania
(Address of principal executive offices)

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

Securities registered pursuant to Section 12(b) of the Act:

Title of each Class Name of each exchange on which registered
Class B Common Stock, $.01 par value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

Class D Common Stock, $.01 par value

(Title of each Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  x    No  ¨

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange
Act.    Yes  ¨    No  x

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 has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes   ¨    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.  ¨

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 of the Exchange Act
(check one):
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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

The aggregate market value of voting stock held by non-affiliates at June 30, 2009 was $2.19 billion. (For the purpose of this calculation, it was
assumed that Class A, Class C, and Class D Common Stock, which are not traded but are convertible share-for-share into Class B Common
Stock, have the same market value as Class B Common Stock. Also, for purposes of this calculation only, all directors, officers subject to
Section 16(b) of the Securities Exchange Act of 1934, and 10% stockholders are deemed to be affiliates.)

The number of shares of the registrant�s Class A Common Stock, $.01 par value, Class B Common Stock, $.01 par value, Class C Common
Stock, $.01 par value, and Class D Common Stock, $.01 par value, outstanding as of January 31, 2010, were 6,656,808, 89,617,511, 665,400 and
37,638, respectively.

DOCUMENTS INCORPORATED BY REFERENCE:

Portions of the registrant�s definitive proxy statement for our 2010 Annual Meeting of Stockholders, which will be filed with the Securities and
Exchange Commission within 120 days after December 31, 2009 (incorporated by reference under Part III).
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This Annual Report on Form 10-K is for the year ended December 31, 2009. This Annual Report modifies and supersedes documents filed prior
to this Annual Report. Information that we file with the SEC in the future will automatically update and supersede information contained in this
Annual Report.

In this Annual Report, �we,� �us,� �our� and the �Company� refer to Universal Health Services, Inc. and its subsidiaries. Universal Health Services, Inc.
is a registered trademark of UHS of Delaware, Inc., the management company for, and a wholly-owned subsidiary of, Universal Health Services,
Inc. Universal Health Services, Inc. is a holding company and operates through its subsidiaries including its management company, UHS of
Delaware, Inc. All healthcare and management operations are conducted by subsidiaries of Universal Health Services, Inc. To the extent any
reference to �UHS� or �UHS facilities� in this report including letters, narratives or other forms contained herein relates to our healthcare or
management operations it is referring to Universal Health Services, Inc.�s subsidiaries including UHS of Delaware, Inc. Further, the terms �we,� �us,�
�our� or �the company� in such context similarly refer to the operations of Universal Health Services Inc.�s subsidiaries including UHS of Delaware,
Inc. Any reference to employees or employment contained herein refers to employment with or employees of the subsidiaries of Universal
Health Services, Inc. including its UHS of Delaware, Inc.
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PART I

ITEM 1. Business
Our principal business is owning and operating, through our subsidiaries, acute care hospitals, behavioral health centers, surgical hospitals,
ambulatory surgery centers and radiation oncology centers. As of February 25, 2010, we owned and/or operated or had under construction, 25
acute care hospitals (excluding 1 new replacement facility currently being constructed) and 102 behavioral health centers located in 32 states,
Washington, D.C. and Puerto Rico. As part of our ambulatory treatment centers division, we manage and/or own outright or in partnerships with
physicians, 7 surgical hospitals and surgery and radiation oncology centers located in 5 states and Puerto Rico.

Net revenues from our acute care hospitals, surgical hospitals, surgery centers and radiation oncology centers accounted for 74% of our
consolidated net revenues in each of 2009, 2008 and 2007. Net revenues from our behavioral health care facilities accounted for 25% of our
consolidated net revenues during each of 2009, 2008 and 2007. Approximately 1% in each of 2009, 2008 and 2007 of our consolidated net
revenues were recorded in connection with two construction management contracts pursuant to the terms of which we built newly constructed
acute care hospitals for an unrelated third party.

Services provided by our hospitals include general and specialty surgery, internal medicine, obstetrics, emergency room care, radiology,
oncology, diagnostic care, coronary care, pediatric services, pharmacy services and behavioral health services. We provide capital resources as
well as a variety of management services to our facilities, including central purchasing, information services, finance and control systems,
facilities planning, physician recruitment services, administrative personnel management, marketing and public relations.

We are a Delaware corporation that was organized in 1979. Our principal executive offices are located at Universal Corporate Center, 367 South
Gulph Road, P.O. Box 61558, King of Prussia, PA 19406. Our telephone number is (610) 768-3300.

Available Information

Our website is located at http://www.uhsinc.com. Copies of our annual, quarterly and current reports that we file with the SEC, and any
amendments to those reports, are available free of charge on our website. The information posted on our website is not incorporated into this
Annual Report. Our Board of Directors� committee charters (Audit Committee, Compensation Committee and Nominating & Governance
Committee), Code of Business Conduct and Corporate Standards applicable to all employees, Code of Ethics for Senior Financial Officers and
Corporate Governance Guidelines are available free of charge on our website. Copies of such reports and charters are available in print to any
stockholder who makes a request. Such requests should be made to our Secretary at our King of Prussia, PA corporate headquarters. We intend
to satisfy the disclosure requirement under Item 5.05 of Form 8-K relating to amendments to or waivers of any provision of our Code of Ethics
for Senior Financial Officers by promptly posting this information on our website.

In accordance with Section 303A.12(a) of the New York Stock Exchange Listed Company Manual, we submitted our CEO�s certification to the
New York Stock Exchange in 2009. Additionally, contained in Exhibits 31.1 and 31.2 of this Annual Report on Form 10-K, are our CEO�s and
CFO�s certifications regarding the quality of our public disclosures under Section 302 of the Sarbanes-Oxley Act of 2002.

Our Mission

Our mission and objective is to provide superior healthcare services that patients recommend to families and friends, physicians prefer for their
patients, purchasers select for their clients, employees are proud of, and investors seek for long-term results. To achieve this, we have a
commitment to:

� service excellence

� continuous improvement in measurable ways

3

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

Table of Contents 5



Table of Contents

� employee development

� ethical and fair treatment

� teamwork

� compassion

� innovation in service delivery
Business Strategy

We believe community-based hospitals will remain the focal point of the healthcare delivery network and we are committed to a philosophy of
self-determination for both the company and our hospitals.

Acquisition of Additional Hospitals. We selectively seek opportunities to expand our base of operations by acquiring, constructing or leasing
additional hospital facilities. We are committed to a program of rational growth around our core businesses, while retaining the missions of the
hospitals we manage and the communities we serve. Such expansion may provide us with access to new markets and new healthcare delivery
capabilities. We also continue to examine our facilities and consider divestiture of those facilities that we believe do not have the potential to
contribute to our growth or operating strategy.

Improvement of Operations of Existing Hospitals and Services. We also seek to increase the operating revenues and profitability of owned
hospitals by the introduction of new services, improvement of existing services, physician recruitment and the application of financial and
operational controls.

We are involved in continual development activities for the benefit of our existing facilities. Applications to state health planning agencies to
add new services in existing hospitals are currently on file in states which require certificates of need, or CONs. Although we expect that some
of these applications will result in the addition of new facilities or services to our operations, no assurances can be made for ultimate success by
us in these efforts.

Quality and Efficiency of Services. Pressures to contain healthcare costs and technological developments allowing more procedures to be
performed on an outpatient basis have led payors to demand a shift to ambulatory or outpatient care wherever possible. We are responding to
this trend by emphasizing the expansion of outpatient services. In addition, in response to cost containment pressures, we continue to implement
programs at our facilities designed to improve financial performance and efficiency while continuing to provide quality care, including more
efficient use of professional and paraprofessional staff, monitoring and adjusting staffing levels and equipment usage, improving patient
management and reporting procedures and implementing more efficient billing and collection procedures. In addition, we will continue to
emphasize innovation in our response to the rapid changes in regulatory trends and market conditions while fulfilling our commitment to
patients, physicians, employees, communities and our shareholders.

In addition, our aggressive recruiting of highly qualified physicians and developing provider networks help to establish our facilities as an
important source of quality healthcare in their respective communities.

2009 Acquisition and Divestiture Activities

Acquisitions:

During 2009, we spent $12 million on the acquisition of businesses and real property, including the following:

� the acquisition of a 72-bed behavioral health care facility located in Louisville, Colorado, and;
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� the acquisition of the real property assets of a medical office building located on the campus of one of our acute care hospitals
located in Texas.
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Divestitures:

During 2009, we received $10 million from the divestiture of assets and businesses, including the following:

� the sale of the real property assets of a medical office building on the campus of a previously divested acute care facility located in
Pennsylvania, and;

� the sale of our ownership interest in an outpatient surgery center.
Hospital Utilization

We believe that the most important factors relating to the overall utilization of a hospital include the quality and market position of the hospital
and the number, quality and specialties of physicians providing patient care within the facility. Generally, we believe that the ability of a hospital
to meet the health care needs of its community is determined by its breadth of services, level of technology, emphasis on quality of care and
convenience for patients and physicians. Other factors that affect utilization include general and local economic conditions, market penetration
of managed care programs, the degree of outpatient use, the availability of reimbursement programs such as Medicare and Medicaid, and
demographic changes such as the growth in local populations. Utilization across the industry also is being affected by improvements in clinical
practice, medical technology and pharmacology. Current industry trends in utilization and occupancy have been significantly affected by
changes in reimbursement policies of third party payors. We are also unable to predict the extent to which these industry trends will continue or
accelerate. In addition, hospital operations are subject to certain seasonal fluctuations, such as higher patient volumes and net patient service
revenues in the first and fourth quarters of the year.
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The following table sets forth certain operating statistics for hospitals operated by us for the years indicated. Accordingly, information related to
hospitals acquired during the five-year period has been included from the respective dates of acquisition, and information related to hospitals
divested during the five-year period has been included up to the respective dates of divestiture.

2009 2008 2007 2006 2005
Average Licensed Beds:
Acute Care Hospitals�U.S. & Puerto Rico (1) 5,484 6,101 5,962 5,617 5,707
Behavioral Health Centers 7,921 7,658 7,348 6,607 4,849
Acute Care Hospitals�France (2) �  �  �  �  667
Average Available Beds (3):
Acute Care Hospitals�U.S. & Puerto Rico (1) 5,128 5,249 5,110 4,783 5,110
Behavioral Health Centers 7,901 7,629 7,315 6,540 4,766
Acute Care Hospitals�France (2) �  �  �  �  662
Admissions:
Acute Care Hospitals�U.S. & Puerto Rico (1) 265,244 268,207 262,147 246,429 261,402
Behavioral Health Centers 136,639 129,553 119,730 111,490 102,683
Acute Care Hospitals�France (2) �  �  �  �  37,262
Average Length of Stay (Days):
Acute Care Hospitals�U.S. & Puerto Rico (1) 4.4 4.5 4.5 4.4 4.5
Behavioral Health Centers 15.4 16.1 16.8 16.6 14.1
Acute Care Hospitals�France (2) �  �  �  �  4.6
Patient Days (4):
Acute Care Hospitals�U.S. & Puerto Rico (1) 1,166,704 1,200,672 1,172,130 1,095,375 1,179,894
Behavioral Health Centers 2,105,625 2,085,114 2,007,119 1,855,306 1,446,260
Acute Care Hospitals�France (2) �  �  �  �  172,084
Occupancy Rate�Licensed Beds (5):
Acute Care Hospitals�U.S. & Puerto Rico (1) 58% 54% 54% 53% 57% 
Behavioral Health Centers 73% 74% 75% 77% 82% 
Acute Care Hospitals�France (2) �  �  �  �  71% 
Occupancy Rate�Available Beds (5):
Acute Care Hospitals�U.S. & Puerto Rico (1) 62% 62% 63% 63% 63% 
Behavioral Health Centers 73% 75% 75% 78% 83% 
Acute Care Hospitals�France (2) �  �  �  �  71% 

(1) The acute care facilities located in Puerto Rico were divested by us during the first quarter of 2005 and Central Montgomery Medical
Center located in Pennsylvania was divested during the fourth quarter of 2008. The statistical information for these facilities is included in
the above information through the divestiture date.

(2) The facilities located in France were divested by us during the second quarter of 2005 and the statistical information for these facilities is
included in the above information through the divestiture date.

(3) �Average Available Beds� is the number of beds which are actually in service at any given time for immediate patient use with the necessary
equipment and staff available for patient care. A hospital may have appropriate licenses for more beds than are in service for a number of
reasons, including lack of demand, incomplete construction, and anticipation of future needs.

(4) �Patient Days� is the sum of all patients for the number of days that hospital care is provided to each patient.
(5) �Occupancy Rate� is calculated by dividing average patient days (total patient days divided by the total number of days in the period) by the

number of average beds, either available or licensed.
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Sources of Revenue

We receive payments for services rendered from private insurers, including managed care plans, the federal government under the Medicare
program, state governments under their respective Medicaid programs and directly from patients. See Item 7. Management�s Discussion and
Analysis of Financial Condition and Results of Operations�Sources of Revenue for additional disclosure. Other information related to our
revenues, income and other operating information for each reporting segment of our business is provided in Note 11 to our Consolidated
Financial Statements, Segment Reporting.

Regulation and Other Factors

Overview: The healthcare industry is subject to numerous laws, regulations and rules including among others those related to government
healthcare participation requirements, various licensure and accreditations, reimbursement for patient services, health information privacy and
security rules, and Medicare and Medicaid fraud and abuse provisions (including, but not limited to, federal statutes and regulations prohibiting
kickbacks and other illegal inducements to potential referral sources, false claims submitted to federal health care programs and self-referrals by
physicians). Providers that are found to have violated any of these laws and regulations may be excluded from participating in government
healthcare programs, subjected to significant fines or penalties and/or required to repay amounts received from the government for previously
billed patient services. Although we believe our policies, procedures and practices comply with governmental regulations, no assurance can be
given that we will not be subjected to additional governmental inquiries or actions, or that we would not be faced with sanctions, fines or
penalties if so subjected. Even if we were to ultimately prevail, a significant governmental inquiry or action under one of the above laws,
regulations or rules could have a material adverse impact on us.

Licensing, Certification and Accreditation: All of our hospitals are subject to compliance with various federal, state and local statutes and
regulations and receive periodic inspection by state licensing agencies to review standards of medical care, equipment and cleanliness. Our
hospitals must also comply with the conditions of participation and licensing requirements of federal, state and local health agencies, as well as
the requirements of municipal building codes, health codes and local fire departments. Various other licenses and permits are also required in
order to dispense narcotics, operate pharmacies, handle radioactive materials and operate certain equipment.

All our eligible hospitals have been accredited by the Joint Commission. All of our acute care hospitals and most of our behavioral health centers
are certified as providers of Medicare and Medicaid services by the appropriate governmental authorities.

If any of our facilities were to lose its Joint Commission accreditation or otherwise lose its certification under the Medicare and Medicaid
programs, the facility may be unable to receive reimbursement from the Medicare and Medicaid programs and other payors. Although we
believe our facilities are in substantial compliance with current applicable federal, state, local and independent review body regulations and
standards, please see Item 1A. Risk Factors on page 21 of this Report for disclosure regarding ongoing matters with the Centers for Medicare
and Medicaid Services in connection with our Two Rivers Psychiatric Hospital and Southwest Healthcare System. The requirements for
licensure, certification and accreditation are subject to change and, in order to remain qualified, it may become necessary for us to make changes
in our facilities, equipment, personnel and services in the future, which could have a material adverse impact on operations.

Certificates of Need: Many of the states in which we operate hospitals have enacted certificates of need (�CON�) laws as a condition prior to
hospital capital expenditures, construction, expansion, modernization or initiation of major new services. Failure to obtain necessary state
approval can result in our inability to complete an acquisition, expansion or replacement, the imposition of civil or, in some cases, criminal
sanctions, the inability to receive Medicare or Medicaid reimbursement or the revocation of a facility�s license, which could harm our business.
In addition, significant CON reforms have been proposed in a number of states that would increase the capital spending thresholds and provide
exemptions of various services from review requirements. In the past, we have not experienced any material adverse effects from those
requirements, but we cannot predict the impact of these changes upon our operations.
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Conversion Legislation: Many states have enacted or are considering enacting laws affecting the conversion or sale of not-for-profit hospitals
to for-profit entities. These laws generally require prior approval from the attorney general, advance notification and community involvement. In
addition, attorneys general in states without specific conversion legislation may exercise discretionary authority over these transactions.
Although the level of government involvement varies from state to state, the trend is to provide for increased governmental review and, in some
cases, approval of a transaction in which a not-for-profit entity sells a health care facility to a for-profit entity. The adoption of new or expanded
conversion legislation and the increased review of not-for-profit hospital conversions may limit our ability to grow through acquisitions of
not-for-profit hospitals.

Utilization Review: Federal regulations require that admissions and utilization of facilities by Medicare and Medicaid patients must be reviewed
in order to ensure efficient utilization of facilities and services. The law and regulations require Peer Review Organizations (�PROs�) to review the
appropriateness of Medicare and Medicaid patient admissions and discharges, the quality of care provided, the validity of diagnosis related
group (�DRG�) classifications and the appropriateness of cases of extraordinary length of stay. PROs may deny payment for services provided,
assess fines and also have the authority to recommend to the Department of Health and Human Services (�HHS�) that a provider that is in
substantial non-compliance with the standards of the PRO be excluded from participating in the Medicare program. We have contracted with
PROs in each state where we do business to perform the required reviews.

Self-Referral and Anti-Kickback Legislation

The Stark Law: The Social Security Act includes a provision commonly known as the �Stark Law.� This law prohibits physicians from referring
Medicare and Medicaid patients to entities with which they or any of their immediate family members have a financial relationship, unless an
exception is met. These types of referrals are known as �self-referrals.� Sanctions for violating the Stark Law include civil penalties up to $15,000
for each violation, up to $100,000 for sham arrangements, up to $10,000 for each day an entity fails to report required information and exclusion
from the federal health care programs. There are a number of exceptions to the self-referral prohibition, including an exception for a physician�s
ownership interest in an entire hospital as opposed to an ownership interest in a hospital department unit, service or subpart. There are also
exceptions for many of the customary financial arrangements between physicians and providers, including employment contracts, leases and
recruitment agreements that adhere to certain enumerated requirements.

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. Nonetheless because the law in this area is complex and constantly evolving, there can be
no assurance that federal regulatory authorities will not determine that any of our arrangements with physicians violate the Stark Law.

Anti-kickback Statute: A provision of the Social Security Act known as the �anti-kickback statute� prohibits healthcare providers and others
from directly or indirectly soliciting, receiving, offering or paying money or other remuneration to other individuals and entities in return for
using, referring, ordering, recommending or arranging for such referrals or orders of services or other items covered by a federal or state health
care program.

The anti-kickback statute contains certain exceptions, and the Office of the Inspector General of the Department of Health and Human Services
(�OIG�) has issued regulations that provide for �safe harbors,� from the federal anti-kickback statute for various activities. These activities, which
must meet certain requirements, include (but are not limited to) the following: investment interests, space rental, equipment rental, practitioner
recruitment, personnel services and management contracts, sale of practice, referral services, warranties, discounts, employees, group purchasing
organizations, waiver of beneficiary coinsurance and deductible amounts, managed care arrangements, obstetrical malpractice insurance
subsidies, investments in group practices, freestanding surgery centers, donation of technology for electronic health records and referral
agreements for specialty services. The fact that conduct or a business arrangement does not fall within a safe
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harbor or exception does not automatically render the conduct or business arrangement illegal under the anti- kickback statute. However, such
conduct and business arrangements may lead to increased scrutiny by government enforcement authorities.

Although we believe that our arrangements with physicians have been structured to comply with current law and available interpretations, there
can be no assurance that all arrangements comply with an available safe harbor or that regulatory authorities enforcing these laws will determine
these financial arrangements do not violate the anti-kickback statute or other applicable laws. Violations of the anti-kickback statute may be
punished by a criminal fine of up to $25,000 for each violation or imprisonment, however, under 18 U.S.C. Section 3571, this fine may be
increased to $250,000 for individuals and $500,000 for organizations. Civil money penalties may include fines of up to $50,000 per violation
and damages of up to three times the total amount of the remuneration and/or exclusion from participation in Medicare and Medicaid.

Similar State Laws: Many of the states in which we operate have adopted laws that prohibit payments to physicians in exchange for referrals
similar to the anti-kickback statute and the Stark Law, some of which apply regardless of the source of payment for care. These statutes typically
provide criminal and civil penalties as well as loss of licensure. In many instances, the state statutes provide that any arrangement falling in a
federal safe harbor will be immune from scrutiny under the state statutes. However, in most cases, little precedent exists for the interpretation or
enforcement of these state laws.

These laws and regulations are extremely complex and, in many cases, we don�t have the benefit of regulatory or judicial interpretation. It is
possible that different interpretations or enforcement of these laws and regulations could subject our current or past practices to allegations of
impropriety or illegality or could require us to make changes in our facilities, equipment, personnel, services, capital expenditure programs and
operating expenses. A determination that we have violated one or more of these laws, or the public announcement that we are being investigated
for possible violations of one or more of these laws (see �Legal Proceedings�), could have a material adverse effect on our business, financial
condition or results of operations and our business reputation could suffer significantly. In addition, we cannot predict whether other legislation
or regulations at the federal or state level will be adopted, what form such legislation or regulations may take or what their impact on us may be.

If we are deemed to have failed to comply with the anti-kickback statute, the Stark Law or other applicable laws and regulations, we could be
subjected to liabilities, including criminal penalties, civil penalties (including the loss of our licenses to operate one or more facilities), and
exclusion of one or more facilities from participation in the Medicare, Medicaid and other federal and state health care programs. The imposition
of such penalties could have a material adverse effect on our business, financial condition or results of operations.

Federal False Claims Act and Similar State Regulations: A current trend affecting the health care industry is the increased use of the federal
False Claims Act, and, in particular, actions being brought by individuals on the government�s behalf under the False Claims Act�s qui tam, or
whistleblower, provisions. Whistleblower provisions allow private individuals to bring actions on behalf of the government by alleging that the
defendant has defrauded the Federal government.

When a defendant is determined by a court of law to be liable under the False Claims Act, the defendant must pay three times the actual
damages sustained by the government, plus mandatory civil penalties of between $5,500 to $11,000 for each separate false claim. There are
many potential bases for liability under the False Claims Act. Liability often arises when an entity knowingly submits a false claim for
reimbursement to the federal government. The recent enactment of the Fraud Enforcement and Recovery Act has expanded the number of
actions for which liability may attach under the False Claims Act, eliminating requirements that false claims be presented to federal officials or
directly involve federal funds. The Fraud Enforcement and Recovery Act also clarifies that a false claim violation occurs upon the knowing
retention, as well as the receipt, of overpayments. In addition, a number of states have adopted their own false claims provisions as well as their
own whistleblower provisions whereby a private party may file a civil lawsuit on behalf of the state in state court.

Other Fraud and Abuse Provisions: The Social Security Act also imposes criminal and civil penalties for submitting false claims to Medicare
and Medicaid. False claims include, but are not limited to, billing for
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services not rendered, billing for services without prescribed documentation, misrepresenting actual services rendered in order to obtain higher
reimbursement and cost report fraud. Like the anti-kickback statute, these provisions are very broad.

Further, the Health Insurance Portability and Accountability Act of 1996 (�HIPAA�) broadened the scope of the fraud and abuse laws by adding
several criminal provisions for health care fraud offenses that apply to all health benefit programs, whether or not payments under such programs
are paid pursuant to federal programs. HIPAA also introduced enforcement mechanisms to prevent fraud and abuse in Medicare. There are civil
penalties for prohibited conduct, including, but not limited to billing for medically unnecessary products or services.

HIPAA Administrative Simplification and Privacy Requirements: The administrative simplification provisions of HIPAA, as amended by
the Health Information Technology for Economic and Clinical Health Act (�HITECH�), require the use of uniform electronic data transmission
standards for health care claims and payment transactions submitted or received electronically. These provisions are intended to encourage
electronic commerce in the health care industry. HIPAA also established new federal rules protecting the privacy and security of personal health
information. The privacy and security regulations address the use and disclosure of individual health care information and the rights of patients
to understand and control how such information is used and disclosed. Violations of HIPAA can result in both criminal and civil fines and
penalties.

Compliance with the electronic data transmission standards became mandatory in October 2003. However, during the following year HHS
agreed to allow providers and other electronic billers to continue to submit pre-HIPAA format electronic claims for periods after October 16,
2003, provided they can show good faith efforts to become HIPAA compliant. Since this exception expired, we believe that we have been in
compliance with the electronic data transmission standards.

We were required to comply with the privacy requirements of HIPAA by April 14, 2003. We believe that we were in material compliance with
the privacy regulations by that date and remain so, as we continue to develop training and revise procedures to address ongoing compliance. The
HIPAA security regulations require health care providers to implement administrative, physical and technical safeguards to protect the
confidentiality, integrity and availability of patient information. HITECH has since strengthened certain HIPAA rules regarding the use and
disclosure of protected health information, extended certain HIPAA provisions to business associates, and created new security breach
notification requirements. HITECH has also extended the ability to impose civil money penalties on providers not knowing that a HIPAA
violation has occurred. We were required to comply with the security regulations by April 20, 2005 and believe that we have been in substantial
compliance with HIPAA and HITECH requirements to date.

Environmental Regulations: Our healthcare operations generate medical waste that must be disposed of in compliance with federal, state and
local environmental laws, rules and regulations. Infectious waste generators, including hospitals, face substantial penalties for improper disposal
of medical waste, including civil penalties of up to $25,000 per day of noncompliance, criminal penalties of up to $50,000 per day,
imprisonment, and remedial costs. In addition, our operations, as well as our purchases and sales of facilities are subject to various other
environmental laws, rules and regulations. We believe that our disposal of such wastes is in material compliance with all state and federal laws.

Corporate Practice of Medicine: Several states, including Florida, Nevada and Texas, have passed legislation that prohibits corporations and
other entities from employing physicians and practicing medicine for a profit or that prohibit certain direct and indirect payments or fee-splitting
arrangements between health care providers that are designed to induce or encourage the referral of patients to, or the recommendation of,
particular providers for medical products and services. Possible sanctions for violation of these restrictions include loss of license and civil and
criminal penalties. In addition, agreements between the corporation and the physician may be considered void and unenforceable. These statutes
vary from state to state, are often vague and have seldom been interpreted by the courts or regulatory agencies. We do not expect this legislation
to significantly affect our operations. Many states have laws and regulations which prohibit payments for referral of patients and fee-splitting
with physicians. We do not make any such payments or have any such arrangements.
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EMTALA: All of our hospitals are subject to the Emergency Medical Treatment and Active Labor Act (�EMTALA�). This federal law generally
requires hospitals that are certified providers under Medicare to conduct a medical screening examination of every person who visits the
hospital�s emergency room for treatment and, if the patient is suffering from a medical emergency, to either stabilize the patient�s condition or
transfer the patient to a facility that can better handle the condition. Our obligation to screen and stabilize emergency medical conditions exists
regardless of a patient�s ability to pay for treatment. There are severe penalties under EMTALA if a hospital fails to screen or appropriately
stabilize or transfer a patient or if the hospital delays appropriate treatment in order to first inquire about the patient�s ability to pay. Penalties for
violations of EMTALA include civil monetary penalties and exclusion from participation in the Medicare program. In addition, an injured
patient, the patient�s family or a medical facility that suffers a financial loss as a direct result of another hospital�s violation of the law can bring a
civil suit against the hospital.

The federal government broadly interprets EMTALA to cover situations in which patients do not actually present to a hospital�s emergency
room, but present for emergency examination or treatment to the hospital�s campus, generally, or to a hospital-based clinic that treats emergency
medical conditions or are transported in a hospital-owned ambulance, subject to certain exceptions. EMTALA does not generally apply to
patients admitted for inpatient services. The government also has expressed its intent to investigate and enforce EMTALA violations actively in
the future. We believe that we operate in substantial compliance with EMTALA.

Health Care Industry Investigations: 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 various government investigations and litigation. Please see Item 3. Legal Proceedings
included herein for disclosure related to: (i) Litigation and Administrative Appeal of CMS�s Attempt to Terminate Medicare Participation of Two
Rivers Psychiatric Hospital, and: (ii) False Claim Act case against Virginia Behavioral Health Facilities.

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 payments to 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. The Civil Division of the U.S. Attorney�s office in Houston, Texas 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 cooperated with the investigations and, during the fourth quarter of
2009, reached an agreement to resolve the matter. We agreed to make a payment in the amount of $ 27.5 million, which was paid in October of
2009, and, with respect to the South Texas Health System affiliates, we have entered into a five-year Corporate Integrity Agreement (�CIA�) with
the Office of the Inspector General for the Department of Health and Human Services. The CIA requires South Texas Health System affiliates to
develop and implement an enhanced compliance program and contains specific reporting requirements. During 2008, we recorded a pre-tax
charge of $25 million to establish a reserve in connection with this matter and recorded an additional $3 million during 2009. Also during 2009,
we recorded a $4.3 million unfavorable discrete tax item to reflect the estimated nondeductible portion of the amount reserved. We do not expect
to incur additional material charges with respect to this matter.

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, no assurance can be given that we will not be subjected to
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inquiries or actions, or that we will not be faced with sanctions, fines or penalties in connection with the investigations. Even if we were to
ultimately prevail, the government�s inquiry and/or action in connection with these matters could have a material adverse effect on our future
operating results.

Our substantial Medicare, Medicaid and other governmental billings may result in heightened scrutiny of our operations. It is possible that
governmental entities could initiate additional investigations or litigation in the future and that such matters could result in significant penalties
as well as adverse publicity. It is also possible that our executives and/or managers could be included as targets or witnesses in governmental
investigations or litigation and/or named as defendants in private litigation.

Revenue Rulings 98-15 and 2004-51: In March 1998 and May 2004, the IRS issued guidance regarding the tax consequences of joint ventures
between for-profit and not-for-profit hospitals. As a result of the tax rulings, the IRS has proposed, and may in the future propose, to revoke the
tax-exempt or public charity status of certain not-for-profit entities which participate in such joint ventures or to treat joint venture income as
unrelated business taxable income to them. The tax rulings have limited development of joint ventures and any adverse determination by the IRS
or the courts regarding the tax-exempt or public charity status of a not-for-profit partner or the characterization of joint venture income as
unrelated business taxable income could further limit joint venture development with not-for-profit hospitals, and/or require the restructuring of
certain existing joint ventures with not-for-profits.

State Rate Review: Some states where we operate hospitals have adopted legislation mandating rate or budget review for hospitals or have
adopted taxes on hospital revenues, assessments or licensure fees to fund indigent health care within the state. In the aggregate, state rate reviews
and indigent tax provisions have not materially,

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

Table of Contents 15


