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Report of Independent Registered Public Acconnting Firm

'The Board of Directers and Stockholders
Amedisys, Tnc.

We have audited the accompanying consolidated balunce sheets of Amedisys, Inc. and subsidiaries as of Deeember 31, 2015 and 2014, and the related
consolidated statements of aperations, comprehensive {less) income, stockholders’ equity, and cash flows for cach of the years in the three-year period ended
December 31, 2015, These conselidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducled our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obiain reasonable assurance about whether the financial statements arc fice of material misstatement. An andit includes
examjning, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant cstimates made by management, as well as cvaluating the ovenall financial statement presentation, We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above preseat fairly, in all material respects, the financial position of Amedisys, Inc. and
subsidiaries as of December 31, 2015 and 2014, and the sesults of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2015, in conformity with 1.5, generally accepted accoualing principies.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Amedisys Ine.’s intemal control
over financial reporting as of December 31, 2015, based on criteria established in Jaternal Control — Integrated Framework (2013} issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSQ), and our repert dated Marck 8, 2016, expressed an unqualified opinion on the
effectiveness of the Company’s intemal control over financial reporting.

/sf KPMG LLP

Balon Rouge, Louisiana
March 9,2016
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The accompanying netes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS
{Amounts in thousands, except per share data)
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The accompanying notes are an integral part of these consolidated financial statements.
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AMEDISYS, INC, AND SUBSIDIARIES
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The accompanying notes arc an integral part of these consotidated financial statcments.
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AMEDISYS, INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
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"The accompanying notes ate an integral part of these consolidated financial statements.
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AMEDRISYS, INC. AND SUBSIDIARIES
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AMEDISYS, INC. AND SUBSIBIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31,2015

1. NATURE OF OPERATIONS, CONSOLIDATION AND PRESENTATION OF FINANCIAL STATEMENTS

Amedisys, Inc,, a Delaware corporation, and its conselidated subsidiaries (“Amedisys,” “we,” “us," or “our™) are a multi-state provider of home health and
hospice services with approximately 80%, 82% and 84% of our revenue derived from Medicare for 2015, 2014 and 2013, respeetively. As of December 31,
2015, we owned and operated 329 Mcdicare-certilicd home health care centers and 79 Medicare-certificd hospice care centers in 34 states within the United
States and the District of Columbia.

Use of Estintates

Our accounting and reporting policies conform with U.S. Generally Accepted Accounting Principles (“U.S. GAAP™). In preparing the censolidated financial
statements, we are required to make estimates and assumptions that impact the amounts reported in the consolidated financial statements and accompanying
notes. Actual results could materially ditfer from thosc estimates.

Reclassifications and Comparability

Certain reclassifications have been made to prier periods’ financial statements in order to conform to the current peried’s presentation. Qur exit activity
during the last three years may affect the comparability of our operating resuits. In accordance with applicable accounting guidance, the results of operations
for the care centers closed, sold or classified as Lield for sale during 2013 are presented in discontinued operations in our consolidated financial statements,
See Note 4 — Discontinued Operations and Assets Held for Sale for additional information regarding our discontinued operations.

Principles af Conselidation

These consolidated financial statements include the accounts of Amedisys, Inc., and our wholly owned subsidiaries. All significant infercompany accounts
and transactions have been eliminated in our accompanying consolidated financial stalements, and business combinations accounted for as purchases have
been included in our consolidated financial statements from their respective dates of acquisition. In addition to our wholly owned subsidiaries, we also have
certain eguity investments that are accounted for as set forth below.

Eguity Investments

We consolidate investments when the gntity is a variable interest entity and we are the primary beneficiaty or if we have controlling interests in the entity,
which is generally ownership in cxcess of $50%. During 2013, we recorded a 51.3 million goodwill impaitment charge related (o an investment that was
consolidated. Third party equity interests in our consolidated joint ventures are reflected as noncontrolling interests in our consolidated financial statements.

We sccount for investments in cntities in which we have the ability to cxercise significant influence under the cquity method if we hold 50% or less of the
voting stock and the entity is not a variable interest entity in which we are the primary beneficiary. The book value of investments that we accounted for
under the equity method of accounting was $25.7 mitlien as of December 31, 2015 and $18.8 million as of December 31, 2014, During 2013, our investment
in the Heritage Healthcare Innovation Fund, LP (“Heritage™), one of our equity method investees with a camying value of $19.9 million as of December 31,
2013, became a significant subsidiary. Summarized financial infermation of Heritage as of and for the twelve-month period ended September 30, 2015, is as
follows: current assets ol $3.5 million, total assefs of $170.4 million, current and total liabilities of less than 30.1 million, fotal investment income of $72.5
mitlion, total expenses of $3.5 million and net increase in partners” capital trom operations of $369.0 million. We rccord our share of'the investment on a onc
quarter Jug.
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AMUEDISYS, INC. AND SUBSIDIARIES

B
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
December 31,2015

We account for investments in entitics in which we have tess than a 20% ownership interest under the cost method of accounting if we do not have the ability
to exercise significant inlluence over the investee. The aggregate carying amount of our cost method investment which was sold durtng 2013 was $5.0
million as of December 31, 201 4.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Revenne Recognition

We eam net service revenue through our home health and hospice care centers by providing a varicty of services almost exclusively in the homes of our
patients. This net service revenue is eamed and billed cither on an cpisode of eare basis, on a per visit basis o on a daily basis depending upon the payment
terms and conditions established with each payor for services provided. We refer to home health revenue earmed and billed on a 60-day episadc of care as
episodic-based revenue,

When we record our serviee revenuc, we record it net of cstimated revenue adjustments and contractual adjustments to reflect amounts we cstimate to be
realizable for services provided, as discussed betow. We believe, based on information cunently available to us and based on our judgment, that changes to
one or more factors thal impact the accounting cstimates {such as our cstimates related to revenue adjustments, contractual adjustments and episodcs in
progress) we make in determining net service sevenue, which changes are likely to occur from period to period, will not materially impact our reported
sensolidated financial condition, resilis of opewativns, vash flows or our juture financiai resulis.

COnS0LAitd TinG

Home Health Revenue Recognition

Moedicare Revenue

Net service revenue is recorded under the Medicare prospeclive payment system (“PPS”) based on & 60-day episode payment rute that is subject to adjustment
based on certain variables including, but not limited to0: (a) an outlicr payment if our patient’s care was unusually costly {capped at 10% ol total
eirbuisvment per provider number); (b) a fow utilization payment adjustiment (“LUPA”) if the number of visits was fewer than five; {c} a partial payment if
our patient transferred to another provider or we received a pationt from another provider before completing the episode; (d) a payment adjustment based
upen the level of therapy services required (with variaus incremental adjustments made for additional visits, with larger payment increases associated with
the sixth, fourtcenth and twenticth visit thresholds); (e} adjustments to payments if we are unable to perform periodic therapy assessments; (f) the number of
episades of care provided to 2 patient, regardless of whether the same home health provider provided care for the enlire series of episodes; {g) changes in the
basc episode payments established by the Medicare Program; (h) adjustments to the base episode payiments for case mix and geographic wages; ang
{i} ieco s of overpuymenis. In addition, we make adjustments to Medicare revenue ifwe find that we are unable to produce appropriate documentation of
a face to face cncounter between the patient and physician.

We make adjustments to Medicare revenue to reflect differcnces hetween cstimated and actual payment amounts, our discovered mability to obtain
appropriate billing documentation or authotizations and other reasons unrelated to credit risk. We estimate the impact of such adjustments based on our
historical experience, which primarily includes a historical colloction rate of over 99% on Medicare claims, and record this estimate during the peried in
which services are rendered as an estimated vevenue adjustment and a corresponding reduction to patient accounts receivable. Therelore, we belicye that our
wepuried net service revenue and patient accounts receivable will be the net amounts to be realized from Medicare for services rendered.
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AMEDISYS, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—{Continued)
December 31,2015

In addition to revenue recognized on completed episodes, we also recognize a portion of revenue associated with episodes in progress. Episodcs in progress
are 60-day episcdes of care that begin during the veporting period, but were not completed as of the end of the period. We estimate this revenue on a monthly
basis bused upon historical trends. The primary factors underlying this estimate arc the number of episodes in progress at the end of the reporting period,
expecicd Medicare revenue per episode and our estimate of the average percenlage complete based en visits performed. As of December 31,2015 and 2034,
the difference hetween the cash received from Medicare for a request for anticipated payment ("RAF”) on episodes in progress and the associated estimated
revenue was immalerial and, therefore, the resulling credits were recorded as a reduction to our vutstanding patient accounts receivable in our consolidated
balance sheets for such periods.

Non-Medicare Revenue

Episodic-hased Revenue. We recognize revenue in a similar manner as we recognize Medicare revenue for episodic-bascd rates thal are paid by other
insurance carriers, including Medicare Advantage programs; however, these rales can vary based upon the negotiated tenms.

Nen-cpisodic based Revenue, Gross revenue is recorded on an accrual basis based upon the date of service at amounts equal o our established or cstimated
per-visit rates, as applicable. Contractual adjustments are recorded for the difference hetween our standard rates and the contracted rates to be realized from
patients, third parties and others for scrvices provided and are deducted from gross revenue to determine net service revenue and are alse recorded as a
reduction to our oulstanding patient accounts receivable. In addition, we receive a minimal amount of our net service revenue from patients who are either
selfinsuved or arc obiigated foran insurance co-payment.

Iospice Revenue Recogniiion

Hospice Medicare Revenue

Gross revenie is recorded on an accrual basis based upon the date of service at amounts equal (o the estimated payment rates. The estimated payment rates are
daily or hourly rates for each of the four levels of care we deliver The four levels of care are routine care, gencral inpatient care, continnous home care and
respite care. Routine care accounts for 9%, 98%, and 99% of our total net Medicare hospice service revenue for 2015, 2014 and 2013, respectively. We
make adjusiments to Medicare revenue for an inability to obtain appropriate billing documentation or acceptable authorizations and other reasons unwelated
to credit risk. We estimate the impact of these adjustments based on our historical experience, which primarily includes our historical collection rate on
Medicare claims, and record it during the period services are rendered as an estimated revenuc adjustment and as a reduction to our oulstanding patient

accounts receivable.

Additionally, as Medicare hospice revenue is subject to an inpatient cap limit and an overal]l payment cap for each provider number, we monitor these caps
and estimate amounts due back 1o Medicare if we estimate a cap has been cxceeded. We record these adjustments as a reduction to revenie and an increasc in
other accrued liabilities. Beginning for the cap year ending October 31, 2014, providers arc required 1o selfreport ang pay their estimated cap liability by
March 31= of the following ycar, As of December 31, 2015, we have scttled our Medicare hospice reimbursements for all fiscal years through October 31,
2012 and we have recorded §1.4 million for estimated amounts due back to Medicare in olher accrued labilities for the Federal cap years ended October 31,
2013 through October 31, 2016. As of December 31, 2014, we had recorded $2.8 millien for estimated amounts due back to Medicare in other accrued
liabilities for the Federal cap years ended October 31,2013 through October 31,2015,
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AMEDISYS, INC. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Cantinucd)
December 31,2015

Hospice Non-Medigare Revenue

We record gross revenue on an accrual basis based upon the date of service at amounts cqual to our established rates or estimated per day rates, as applicable.
Contractual adjustments are recorded for the difference between our established rates and the amounts estimated to be realizable from patients, third parties
and others for services provided and are deducted fiom gross revenue Lo detennine our net service revenue and patien| accounts receivable.

Cash qnd Cash Equivalents

Cash and cash equivalents include certificates o Fdeposit and all highly liquid debt instruments with maturities of three months or less when purchased.

Patient Accounts Receivable

Our patient accounts recoivable are uncollateralized and consist of amounts due from Medicare, Medicaid, other third-party payors and patients. As af
December 31, 2015, thee is one single payor, other than Medicare, that accounts for morc than 10% of our total outstanding paticnt receivables
(upproximately 190.5%). Thus, we believe there are no other significant concentations of receivables that weuld subject us lo any significant credit rigk in the
collection of our patient accounts receivable. We fully reserve for accounts which are aged at 365 days or greater. We write off accounts on a monthly basis
once we have exhausted our collection efforts and deem an account to be uncollectible,

We believe the credit risk associated with our Medicare accounts, which represent 64% and 69% of cur net patient accounts reccivable at December 31,2015
and December 31, 2014, respectively, is limited due to our historical collection rate of over 99% from Medicare and the fact that Medicare is a U.S.
government payor. Accordingly, we do not record an allowance for doubtful accoun(s for our Medicare patienl accounts receivable, which are recorded at
their net reatizable valuc after recording estimated revenue adjustments as discussed above. Duzing 2015, 2014 and 2013, we recorded $6.1 million, $5.1
million and $9.0 million, respeetively. in estimated revenue adjustments to Medicare revenue.

We helieve there is a certain level of eredit risk associated with non-Medicare payors. To provide for cur non-Medicate paticnt accounts receivable that could

: ont
become uncollectible in the future, we establish an allowance for doubtfiyl accounts to reduce the cirying amount to its estimated net realizable value,

Medicare Homne Flealth

For our huyae health patients, our pre-billing process includes verifying that we are eligible for payment from Medicare for the services that we provide to our
paticnts. Qur Medicare billing begins with a process to ensure that our billings are accurate through the utilization of an clectronic Medicare claim review,
We submit a RAF for 60% of our estimated payment for the init:al episode at the stari of carc or 56% ofthe estimated payment forany subsequent episodes of
care contiguous with the first episode for a particular paticnt. The full amount of the cpisode is bilied after the cpisode kas been completed (*final billed™).
The RAP teceived for that particular episode is then deducted from our final payment. If a final bill is net submitted within the greater of 120 days from the
start of the episode, or 69 days from the date the RAP was paid, any RAPs received for that episode will be recouped by Medicare from aany other claims in
process tor that particular provider number. The RAP and final claim must then be resubinitted.
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AMEDISYS, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
December 31,2015

Medicare Hospice

For our hospice patients, our pre-billing process includes verifying that we aie cligible for payment from Medicare for the services that we provide to our
patients. Our Medicare billing begins with 4 process to ensure (hat our billings are accurate through the utilization of an clectronic Medicare claim review.
Once each patient has been confimmed for eligibility, we will bill Medicare on a monthly basis for the services provided to the patient.

Non-Medicare Home Health and Hospice

For our non-Medicare patients, our pre-billing process primarily begins with verifying a paticnt’s eligibility for services with the applicable payor. Once the
patient has been confirmed for eligibility, we witl provide scrvices to the patient and biil the applicable payor. Our review and evaluation of non-Medicare
accounts reccivable includes a detailed review of ontstanding balances and special consideration to concentrations of receivables from particular payers or
groups of payors with similar characteristics that would subject us to any significant credit risk, We estimate an allowance for donbtful accounts bused upon
our assessmenl of historical and expected net collections, business and economic conditions, trends in payment and an evaluation of colleclability based
upon the date that the service was provided. Rased upon our best judgment, we believe the allowance for doubtful accounts adequately provides for accounts
that will not be collected due to eredit risk.

Property and Equipment

Property and cquipment is stated at cost and we depreciate it on a straight-line basis over the estimated usclul lives of the assets. Additionally, we have
internally deveioped computer software for our own usc. Additions and improvements (including intercst costs for construction of gualifying long-lived
assets) ave capitalized. Malutenance and repaiv expenses are charged to expense as incurred. The cost of property and equipment sold or disposed of and the
related accumuiated deprociation are climinated from the preperty and related sccumulated depreciation accounis, and any gain or loss is cvedited or charged
to other general and administrative expenscs.

We consider our reporling units to represent assel groups for purposes of testing long-lived assets for impairment. W assess the impairment of a long-lived
asset group whenever cvents or changes in circumstances indicate that the asset’s canying value may not be recoverable. Factors we consider important Lhat
could trigger an impainnent review include but are not limited to the following:

~  Asignificant change in the extent or manner in which the lang-tived assct group is being used.
»  Asignificant change in the business climate that conld affect the value of the long-lived asset group.
+  Asignificant change in the market value of the assets included in the asset group.
If we determine that the carrying value of long-lived assels may net be recoverable, we compare the camrying value of the asset group to the undiscounted

cash flows expecied to be gencrated by the asset group, If the camying value exceeds the undiscounted cash flows, an impairment charge is indicated. An
impaimment charge is recognized to the extent that the canying value of the asset group exceeds its fair value.

We generally provide for depreciation over the foliowing estimated usefirl service lives.
Years

SRR T e
¢ or expected usclul life

Building i1+ L e e e T R A T T W
Leaschold improvements

Equipment and fumiture .
Vehicles

Compitier software "~
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AMEDISYS, INC. ANIF SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
December 31,2015

As of December 31, 2014, we had $75.8 million of internally developed software costs related to the development of AMS3 Home Health and Hospice.
Expanded beta testing (o additionat sitcs in February of 2015 demonstrated that AMS3 was disnuplive to operations. Additional analysis of the system
determined that the system was not ready to be fully implemented and would require significant time and investment to redesign. Thercfore, during the three-
month period ended March 31, 2015, we madc the decision to discontinue AMS3 and recorded a non-cash asset impairment charge o'$75.2 million to write~
off the software costs incurred related to the development of AMS3 Home Health and Hospice.

Buring the thiee-month period cnded September 30, 2015, we commenced an active program to sell our corporate headguarters focated in Baton Rouge,
Loussiana. In accordance with U.S. GAAP, we classificd this asset as held for sale and reduced the carrying value of the asset to its estimated fair value less
estimated costs (o scll the asset; no farther depreciation cxpense for the asset was recorded, As a result, we recorded a non-cash asset impairment charge of
52.1 million during the three-month peried ended September 30, 2015, The asset was sold during the three-month period ended December 31, 2015 and the
Company now lcases relevant office space.

The following table summarizes the balances related to our property and cquipment for 2015 and 2014 {amounts in millions):
As of December 31,

2015 2014

old improvements
Hulc

Equipment and-fiin
Computer software

Depreciation expense for 2015, 2014 and 2013 was $20.0 million, $28.0 mitlion and $35.2 million, respectively.

Goodwill and Other Intangible Assets

Goodwill represents the amount of the purchase price in cxeess of the fair values assigned to the underlying identifiable act asscts of acquired busincsses.
Geoodwill is not amortized, but [s subjoct to an aniual fmpairment test. Tosts urv performed more freguently if events oceur or ¢itcumstances change that
would more fikely than not reduce the fair value of the reporting unit below its canying amount. These events or circumstances include but are not limited tQ,
a significant adverse change in the business environment; regulatory environment or legal factors; or a substantial decline in market capitalization of our
stock. To determine whether goodwill is impaired, we perfonm a two-step impairment test, In the frst step of the test, the fair values of the reporting units are
compared to their aggregate carying values, including goodwill. If the fair value of the reporting unit is greater than its camying amount, goodwill is not
considered impaired and no further testing is required. If the fair value of the reporting unit is less than its carrying amount, we would proceed to step two of
the test. In step two of the test, the implicd fair value of the goodwill of the teporting unit is determined by a hypothetical allocation of the fair valug
calcuiated in step one to all of the assets and liabilities of that reporting unit (including any rccegnized and unrecognized intangible assets) as it the
reporting unit had been acquired in a business combination and the fair value was refleclive of the price paid to acquire the reporting unit. The implied fair
value of goodwill is the excess, ifany, of the calculated fair value alter hypothetical allocation to the reporting unit’s assets and
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liabitities. 1f the implied fair value of the goodwill is greater than the canying amount of the goodwill at the analysis datc, goodwill is not impaired and the
analysis is complete. If the implied fair value of the goodwill is less than the carying vajue of goodwill at the analysis datc, goodwili is deemed impaired by
the amount of that variance.

We caleulate the cstimated fair value of cur reporting units using discowited cash flows as well as a market approach that comparcs our reporting units’
camings and revenue multiples to these of comparable public companies, To determiine fair value we must make assumptions about a wide variety of intemal
and exiemal factors. Significant asswmpiions used in the impairment analysis inchude financial projections of free cush flow (including significant
assumptions about operations, in parficular expected organic growth rateg, future Medicare reimbursement rates, capital requirements and income laxes),
long-term growth rates for determining terminal value, and discount rates. Our cstimates of discounted cash flows may differ from actual cash fiows due to,
among other things, cconomic cenditions, changes to our business medel or changes in operating performance. These factors inereasc the risk of differences
between projected and actual performance that could impact future cstimates of fair value of all reporting units. Significant differences between these
estimates and actual cash flows could result in additional impaiment in future pesieds.

Each of our operating segments described in Note 15 — Segment Tnformalien is considered to represent an individual reporting unit for goodwill impainment
testing purposes. We consider each of our home health care centers to constitute an individual business for which discrete financial information is available.
However, since these care centers have substantiaily similar operating and economic characteristics and resowrce allocation and significant invesiment
decisions concerning these businesscs are centralized and the benefits broadly distributed, we have aggregated these care centors and deemed them to
constitute a single reporting unit. We have applied this same aggregation principle to our hospice carg centers and have also deemed them to be a single

reporting unit.

During 20135, we did not record any goodwill impairment charges as a result of our apnual impairment Lest and nene of the goodwill associated with our
various reporting units was considered at visk of impaimment as of October 31, 2015, Since the date of our last annual goodwill {mpairment test, there have
been no material developments, events, changes in operating performance or other circumstances that would canse management 1o believe it is more likely
than not that the fair value of any of our reperting units would be less than its carrying amount. ’

Intangible asscls consist of Certificates of Need, ticenses, acquired names, nen-compele agreements and reacquired franchise rights. We amortize non-
compele agreements, acquired names that we do not intend to use in the future and reacquired franchise rghts on a straight-fine basis over their estimated
uscful lives, which is generally three ycars for non-compele agreements and up to five vears for reacquired franchise rights and acquired names.

Debt Issuance Costs

We amortize defered debt issuance costs related to our long-term obligations over its term through interest expense, unless the debt is extinguished, in which
case unamortized balances are immediately expensed, We amortized $0.8 miltion, $0.7 million and $0.7 millien in deferved debt issuance costs in 2015,
2014 and 2013, respectively. As of December 31, 2015 and 2014, we had unamortized debt issuance costs of $3.4 miltion and $2.8 million, respectively,
recorded as other assels in our accompanying conselidated balance sheets. During the third guarter of 2015, we expensed $1.0 million of unamontized debt
issuance cosls when we entered into ournew Credit Agreement. In connection with the new Credit Agreement we recorded an additional $2.4 million in
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deferrcd debt issuance costs as other assets in our consolidated balance sheet. The unamortized debt issuance costs of $3.4 million at December 3 1 L2015, will
be amortized over a weighted-average amorlization period 0f 4.6 years.

Fair Value of Finuancial Instruments

The fair value hierarchy is based on three levels of inputs, of which the first two are considercd observable and the last unobservable, that may be used to
measure fair value. The three levels of inpuis arc as follows:

*  Level I - Quoted prices in active markets for identical assets and labilitics,

* Level 2-Taputs otherthan Level | that are observable, cither directly or indireetly, such as quoted prices for similar assets or Habilitics; quoted
prices in markets that arc not active; or other inputs that are observable or can be comroborated by obscrvable market data for substantially the
full term of the assets or liabilitics.

* Level 3 — Unobservable inputs that are supported by fittle or no market activity and are significant to the fair value of the assets or liabilities.

Our deferred compensation plan asscts are recorded at fair value and are considered a level 2 measurement. For cur other financial instraments, including onr
cash and cash equivalents, patient accounts receivable, accounts payable, payroll and employee benefits und acered expenses, we estimate the carying
amouints’ approximate fuir value. As of Pecember 31, 2015, the canying amount of our long-term debt is subject to a variable rate of interest based on current
market rates, and as such, the canying value approximates fair value.

Income Tuxes

We use the asset and liability approach for measuring deferred tax assets and liabilities bused on tewmporary differcaces existing at each balance sheet date
using currently enacled tax rates. Our deferred tax caleulation requires us to make certain estimates about fulure operations. Deferred tax assets are reduced by
a valmation allowance when we believe i s more fikely than not thai some purtion or aii of the deferred tax assets will not be realized. The eflect of a change
in tax ratc is recognized as income ot expense in the period that includes the enactment date. As of December 31 » 2015 and 2014 our nct defived tax assets
were $125.2 million and $122.4 million, respectively.

Management regularly asscsses the ability to realize deferred tax assets recorded in the Company’s entitics based upen the weight of available cvidence,
inctuding such factors as the recent carnings history and expected future taxable income. In the event future taxahle income is below management’s estimates
oris generated in tax jurisdictions different than projected, we could be required 1o inercase the valuation allowance for deferred tax assets. This would result
in an increase in our effective lax rate.

Share-Bused Compensation

We record all share-based compensation as cxpense in the financial statements measured at the fair value of the award, We reccognize compensation cost on a
straight-line basis over the requisite service period for cach separately vesting portion of the award. We reflect the excess tax benefits 1clated to stock option
exercises as financing cash flows. Share-based compensation expense for 2015, 2014 and 2013 was $11.8 million, $5.6 million and $6.5 miliion,
respectively, and the total income tax bencfit recognized for these cxpenscs was $4.7 million, $2.0 million and §2.5 million, respectively,
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Weighted-Average Shares Outstanding

Net (loss) incame per share attibutable to Amedisys, Inc. common stockholders, calcuiated on the treasury stock method, is based on the weighted average
number of shares outstanding during the period. The following table sets forth, fer the pesiods indicated, shares used in our computation of the weighted-
average shares cutstanding, which arc used to calculate our basic and diluted net camings atiributable to Amedisys, Inc. common slockholders (amounts in
thousands):

For the Years Fnded Becember 3%,

2013
Weightad dverige numbé dtstanding S hasics 31247
Citect of dijutive securitie
SUEIStock options £ R R =

Non-vested stock and slock units —
Weighted average niimber of shares putstanding LR S BEOIR IR AT
Anti-dilutive seouritics 922 106 68

Advertising Costs

We expense advertising costs as incurred. Advertising expense for 2035, 2014 and 2013 was $6.9 mitlion, $4.7 millien and $3.9 million, respectively.

Recently Issued Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB™) issued Accounting Standards Update (“ASU™ 2014-09, Revenue from Contraels with
Customers (Topic 696), which requircs an entity to recognize the amount of revenue for which it expects to be entitled for the transfer of promised goods or
services to customers. The ASU will replace most existing vevenue recognition guidance in U.S. GAAP. In Angust 2015, the FASB issucd ASU 201514,
Revenue from Contracts with Customers (Topic 606): Deferral of the Effective Date, to defer the effective date of the standard from January 1, 2017, to
January 1, 2018, with an option that pernits companics to adopt the standard as early as the eriginal effective date. The new ASU reflects the decisions
reached by the FASB at its mecting in July 201 5. Tarly application prior to the eriginal cffective date is not permitied. The standard permits the usc of either
the setrospective or cumalative effect transition method. The Company is evaluating the effect that ASU 2014-09 and ASU 2015-14 will have on its
consolidated financial statements and related disclosures, its fransition method and the effect of the standard on its ongoing financial reporting.

In April 2015, the FASB issued ASU 2015-03, Juterest — Imputation of Interest (Subtopic 833-30): Simplifying the Presentation of Debi Issuance Costs. The
amendments in this ASU require that debl issnance costs related to a recognized debt Hability be presented in the balance sheet as a direct deduction from the
cairying amount of that debt liability, consistent with debt discounts. The recognition and measurement guidance for debt issuance costs are not affected by
the amendments in this ASU. ASU 2015-03 is effective for annnal and interim periods beginning on orafter December 15,2015, As of December 31, 2015, we
have $3.4 million of unamortized debt issuance cosls that would be reclassified from a long-tenm asset to a reduction in the camying amount of our debt.

In November 2015, the TASB issued ASU 201 5-17, Bulance Sheet Classification of Deferved Taxes (Fopic 740}, which simplifies the presentation of deferred
income taxes. This ASU requires that defencd Lax assets and
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liabilitics be classified as noncument in the balasce shecot. The cwrent requirement that deferred tax asscts and liabilities be offset and presented as a single
amount was not affected by the amendments in ASU 2015-17. The ASU is effective for annual and interim periods beginning on or atter December 15, 2016,
Early adoption is permitted. We have chosen to earty adopt this ASU oa a prospective basis. Adeption ol this ASU resulted in a reclassification of our net
current defeved tax liabitity to the net noacument deferred tax asset in our consolidated balance sheel as of December 31, 2015, Prior pertods were not
retrospectively adjusted.

In February 2016, the FASB issucd ASU 2016-02, Leases (Topic §42), which will require lessecs fo recognize a lease liability and right-offuse asset for all
leases {(with the exception of short-term leases) at the commencement date, The ASU is effective for anmual and interim periods beginning on or afier
December 15, 2018, Earty adoption is pemmitted, The standard requires a modified retrospective transition method which requites application of the new
guidance for all periods presented. The Company is evaluating the effect that ASU 2016-02 will have on its consolidated financial statements and related
disclosures and the cffeet of the standard on its ongoing financial reporting.

3. ACQUISITIONS

We complete acquisitions from time 1o time in order to puwisue our stralegy of increasing our market presence by expanding our service base and enhancing
our pesition in certain geographic areas as a leading provider of home health and hospice services. The purchase price paid for acquisitions is negotiated
through arm’s length transuctions, with considemation based on our analysis of, among other things, comparable acquisitions and expeuied cash flows for each
ransaction. Acquisitions are accounted for as purchases and are included in our consolidated financial statements fiom their tespective acquisition dates.
Goodwill generated from acguisitions is recognized for the cxcess of the purchase price over tangible and identifiable intangible assets because of the
cxpected contributions of'the acquisitions to our overall eorporate strategy.

On Tuly 24, 2015, we acquired one hospice care center in Tennessee for a total purchase price of 3.8 million. The purchase price was paid with cash on hand
or: the date of the transaction. In conncetion with the zequisition, we recorded goodwill ($5.5 million} and other intangibles ($0.3 million),

On October 2, 20135, we acquired the regulatory assets of home health care cenler in Georgia fora total purchase price of $0.3 million. The purchase price was
paid with cash on hand on the dutc of the transaction. In connection with the acquisition, we recorded goodwill ($0.3 million).

On December 31, 2015, we acquired Tnfinity HomeCare (“Infinity™) for a total purchasc price of $63 mitlien, net of cash acquired (subject to cerlain
adjustments), of which $3.2 million was placed in sserow for indemnification purposes and werking capital price adjustments. The purchase price was paid
with cash on hand on the date of the transaction. Infinity owned and opcrated 15 home health care centers servicing the state of Florida, In canncetion with
the acquisition, we recorded goodwill (350.2 million), other intangibles ($10.9 miilion) and other assets and liabilities, net (31.9 million}. Approximately
847.6 million ofthe $50.2 recorded as goodwill is cxpected to be deductible for income tax purposcs over approximately 15 years.
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The foHowing table contains unaudited pro forma condensed conselidated statement of operations information assuming that the Infinity transaction clased
on January 1, 2014, for the ycars ended December 31, 2615 and 2014 (amounts in millions, except per share data):

ZI]IIS . . 2014 .
$1329.30000 83,2476

Net'servicg revenue

Operating (loss) income 210
Netingomicii L1049
Basic camings per share 0.34
Dilulgd ¢amings pershare; .33

The pro forma information presented above includes adjustments for (i) inlerest expense, (i) amortization of identifizble intangible assels and (iii) income tax
provision using the Company’s statutory tax rate. This pro forma information is presented for illuslrative pumoses only and may notl be indicative of the
resutts of operations that would have actually oceuned. In addition, future results may vary significantly from the results reflected in the pro forma
information.

4, DISCONTINUED OPERATIONS AND ASSETS IIELD FOR SALE

As part of our engeing management of our portfolie of care centers, we review each cate center’s eument financial performance, market penetration, forecasted
market growth and the impact of praposed CMS payment revisions. If the review indicates a care center should be closed, we first delormine whether we can
consolidate the care center with a care center servicing the same market. If a consolidation is not viable, we evaluate whether we have the opportunity to sel
the care center or must close the care center. As a result of our Teview, we consolidated 41 home health care centers and five hospice care centers with care
centers servicing the same markets, sold 19 home health care centers and onc hospice care center and closed 19 home health care centers dwing 2013, We
had previcusly classified 28 of these care centers as held for sale during 2013 and three care centers remained classified as held for sale at December 31,2013,
During 2014, we sold assets associated with lwo afthese care centers and consolidated onc of these care centers with a carc center servicing the same market.
There were no care centers classified as held for sale as of December 31,2014,

As we exited certain geographical areas and in accordance with applicable accounting gutdunce, the care conters which were closed, sold or classified as beld
for sale in 2013 (32 home health care centers and one hospice care cente) are presented as discontinued operations in our consolidated financial statements.
The carc centers consolidated with care centers servicing the same markels are presented in continuing operations as we expect continuing cash flows from
these matkets. For additional information on the carc centers consolidated with carc centers servicing the same markets and the care centers sold, sec Note 13
— Exit Activities and Restructuring Activities.

Net revenues and operating results {or the periods presented for those care centers classified as discontinued opcrations are as follows (dollars in millions):
For the Years Ended December 31,

2145 I 213
e PEEO) et S v

Netrevenyes::

{Loss) before income faxe {5.3)
Income tax:benefit : SRR
Discontinued operations, net of tax $ (3.0
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5. GOODWILL ANT} OTHER INTANGIBLE ASSETS, NET

During 2015, we did not record any goodwill impairment charges as a resull of our annual impairment test and none of the goodwill associated with our
various teporting units were considered ar risk of impairment as of October 31, 2015, Since the date of our last annual goodwill impairment test, there have
been no material developments, events, changes in operating performance ot other circumstances that would cause management to believe it is more likely
than not that the faiv value ofany of our reporting units would be less than its carying amount,

During the fiscal year 2014, we recognized a non-cash other intangible impaitment charge of 0.9 million during step one of our 2014 annual goodwill
impaitment test. In addition, we recorded non-cash impaimment charges of $2.2 million related to those care centers that were closed or consolidated during
2014 as discussed in Note 13 — Txit and Restiucturing Activities.

During the fiscal year 2013, we cecognized the following: a non-cash goodwill impairment charge of $1.3 miflion and a norwcash other intangibles
impairment charge of $8.2 million. The non-cash goodwill impairment charge related to an investment that was consolidated as discussed in Note |- Nature
of Operations, Consolidation and Presentation of Financial Statements. Included in the non-cash other intangibles impairment charge discussed above is $4.6
million recognized during step one of our 2013 annual goodwill impairment test and $3.6 million related to intangibles associated with those care centers
that were closed or consolidated during 2013 as discussed in Note 13 — Exit and Restructuring Activities.

The following table summarizes the sctivity related to our goodwill for the 2015, 2014 and 2013 (amcunts in milHons):

Liondwilt

Hospice ‘T'otal

Impaiment

Balances aiDecemberd 1y 2003500y iy i 20890
Write-off' (1) (3.3)
Bilinces At Decembes 31, 20140 g Bl
Additions . 56.1
Begtmber 32015 G H$261T

(1) Writc-offof goodwill related to the sale of care centers as diseussed in Note 13 — Exit and Restructuring Activitics.
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The following table summanizes the activity related to our other intangible assets, net for 2015, 2014 and 20123 (amounts in millions):
Other Intanyibie Asscts, Net

Non-Compete
Aggeements &

Certificates of Acyuired Reacquired
Need and Nanmes of Franchise

Licinses Business ) Rights ~ _Total

Balances at Dccembm 21,2015 . . . $ 239 3 142 b 5.9 $44.0

(1) Write-off of intangiblc assets related to the sale of care centers as discussed in Note 13 — Exit and Restructuring Activities.
(2)  The weighted average amortization period of pur non-compele agreements is 3.0 vears.

See Note 3 — Acquisitions for further details on additions to goodwill and other intangible assets, net.

The estimated aggregate amortization expense for cach of the five succeeding yearsis as follows (amounts in millions):
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6. DETAILS OF CERTAIN BALANCE SHEEY ACCOUNTS

Additional information regarding certain balance sheet accounts is presented below {(wmounts in miliions):

As of December 31,
2015 2014

Other eumrentassetys LT
Payroll tax escrow ]
iMedicare withholds 00 iy
Income tax receivable
‘Duefromijoint vettures s

O[héf

Accrued expenses:
i Health insranes ;
.. Workers” compensution )
G Legal and GLher seldlements 15
Lease liability
“ Charity cage’ o0 i
_ Estimated Medmdxe cap lidbl]lly
“Hospice cost; ot Tevene
i self-disclosure accrual
“Patien( linbitity
Other

Ot hcx Imu:,—tcrm obl:g,qtlons

£ REserve’ fornigeriain laX positions 2000 R X
Defered compenmtmn plan iminhty o 33
Othﬂl o : SRS

5 53

73



Tahle of Contents

AMEDISYS, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
December 31, 2015
7. LONG-TERM OBLIGATIONS

Long-term debt consisted of the {ollowing for the periods indicated (amounts in miliions):

As of Decemiber 31,
2015 2014

niipil pavinents plus acenied interest payable quarierly; inten
¢¢ or Eiradallar Rate plus the appliesble percentage (2.42% ut Dec

Term Loan; $3.0 million principal payments plus accrued interest payable quarterly; interest rate at ABR Rate
dollar Rate plus the applicable percentage; due October 26,2037 330
1 lj'ty'-.-.'in‘l‘é‘n;_st oniy.quaite T ‘interest rate at ABR Rate pligapplica : :
ar Rafe plus the applicable percentage; due October26;203
ien Loan; interest only quarterly payments; interest rate at ABR Rate plus applicable percentage ot
Eurodollar Rate plus the applicable percentage; duc July 28 2020 e 700
Digcount on Second Liel Loan LT S(16);

Long-ienn
obilgations

Credit Agreement

On August 28, 2015, we entered info a Credit Agreement that provides for senjer secured facilitics in an initial aggregate principal amount of up to $304
million (the “Credit Facilities™),

The Credit Facilities are comprised of {x) a term loun facility in an inilial aggregate principal amount of $100 million (the “Term Loan”); and (b) a revolving
credit facility in an initial aggregale principal amount of'up to $200 million (the "Revalving Credit Facility™). The Revotviag Credit Facility provides for
and inchudes within its $200 million limit a $25 million swingline facility and commitments for up to $£50 million in letters of credit. Upon lender approval,
we may increasc (he aggregate toan amount under the Credit Facilities by 4 maximum amount of $150 million.

The net proceeds of the Term Loan and cxisting cash on hand were uscd to pay off (i) our existing tenm loan under cur prior Credit Agreement, dated as of
October 22, 2012, as amended {the “Prior Credit Agreement”) with
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a principal balance o' $27 miltion and (ii) our ¢xisting term loan under cur prior Second Lien Credit Agreement dated July 28,2014 (the “Second Lien Credit
Agrecment”), with a principal balance of $70 million. The finzl maturity of the Term Loan is Awgust 28, 2020. The Term Loan will amortize beginning on
March 31,2016 in 1% quarterly installments (cight quarterty installments of $1.25 million followed by eight quarterty installments of $2.5 million, followed
by twa quarterty instatlments o1 $3.1 million, subject to adjustment for prepayments), with the remaining balance duc upon maturity.

The Revolving Credit Facility may be used to provide ongoing working capital and for generat corporate purposes of the Company and our subsidiaries,
ncluding permitied acquisitions, as defined in the Credit Agreement. The final maturity of the Revolving Credit Fucitity is August 28, 2020 and will be
payable in full at that time.

The interest rate in connection with the Credit Facilities shall be sclected from the following by us: (i} the Base Rate plus the Applicable Rate or (i} the
Eurcdollar Rate plus the Applicable Rate. The “Basc Rate” means a fluctuating ratc per annum equal to the highest of (a} the federal funds mte plus
0.50% per annum, (b} the prime rate of intercst established by the Administrative Agent, and (¢) the Eurodaliar Rate for an interest period of one menth plus
1% per annum. The “Eurodollar Ratc™ means the rate at which Farodollar deposits in the London mterbank market for an interest pevied ofonc, two, three or
six months (as selected by us) are quoted. The “Applicable Rate™ is based on the consolidated leverage ratio and is prosented in the table below As of
December 31, 2015, the Applicable Ratc is 1.00% per annum lor Base Rate Loans and 2.00% per annum for Eurodollar Rate Loans. We are also subject to a
commitment fe¢ and tetter of credit fee under the terms of'the Credit Facilities, as presented in the table below.

Leter of

Margin for ABR Margin for Eurodollar Commitment Credit
Tee

Conxoliflated Leverage Ralio ) Loans F.oans Fee )
. =275t 10butii 1.7510 1.0
S LTS 0 O buc s

075td .00
<075t0 1.0

Ourweighted average interest rate for our $100.0 million Term Loan, under our Credit Agrecment, wes 2.7% for the period August 28, 2015 to December 31,
2015,

As of December 31, 2015, our availability under our $200,0 million Revolving Credit Facility was $179.0 millior as we had $21.0 million outstanding in
letters of eredit.

The Credit Agrecment requires maintenance of two financial covenants: (i) a consolidated leverage ratio of funded indebtedness ta EBITDA, as defined in the
Credit Agreement, and {ii) a consolidated Fxed charge coverage ratio of EBITDA plus rent expense (less cash taxes less capital cxpenditures) to scheduled
debt repayments plus interest expense plus reat cxpense, all as defined in the Credit Agreement. Each of these covenants is caleulated over rolling four-
quaiter periods and alse is subject to certain cxceptions and baskets. As of December 3 1, 2015, our consolidated lcverage ratio was 0.9 and our consolidated
fixed charge coverage ratio was 3.7 and we are in compliance with the Credit Agreement. The Credit Agreement also contains customary covenants,
including, but not fimited to, reshiictions on: incurrence of liens; incurrence of additional debt; sales of assets and other fundamental corporate changes;
investments; and declantions of dividends, These covenants contain customary exclusions and baskets.

The Credit Facilitics are guaranteed by substantially all of our wholly-owned dircet and indirect subsidiarics. The Credit Agreement requires at all times that
we (i) provide guaranices from wholly-owned subsidiarics that in the
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aggregate represent not less than 95% of our consalidated net revenues and adjusted EBITDA fram all wholly-cwned subsidiarics and {it) provide guarantecs
from subsidiaries that in the aggregate represent not less than 70% of conselidated adjusted EBITDA, subject to certain exceptions.

T conncelion with entering into the Credil Agreement, we entered into (i) a Sceurity Agreement with the Administrative Agent dated August 28, 2015 and

(i) 2 Pledge Agreement with the Administrative Agent dated as of August 28, 2015 for the purposc of sceuring the payment of our obligations under the

Credit Agreement, Pursnant to the Securily Agreement and the Pledge Agroement, as of the effective dale of the Credit Agreement, cur obligations under the

Credit Agreement are secured by (i) the grant of a first lien security interest in the non-—real estate asscts ol substantially all of our ditect and indirect, wholly-
owned subsidiaries (subject to exceptions) and (i} the pledge of the equily interests in (a) substantially all of our direct and indivect, wholly-owned corporate,
limited liability company and limited parinciship subsidiaries and (b) thesc joint ventures which constitute subsidiaries under the Credit Agreement (sulject,
in the casc of the Pledge Agreement, to exceptions).

In conncetion with our entry into the Credit Agreement, on August 28, 2015, cach of'the Prior Credit Agreement and the Second Lien Credit Agreement were
torminated, The Company paid z call premium of $7¢0,000 associated with the termination of the Second Lien Credit Agreement and the voluntary
prepayment of the amounts ewed thereunder as of August 28, 2015, and expensed $2.5 million in deferred debt issuance costs dusing the three-month period
ended Soptember 30, 201 5. Alse in connection with our entry into the Credit Agreement, we recorded $2.4 million in defeired debt issuance costs as other
assels in our consolidated balance sheet.

8. INCOME TAXES
Income taxes attributable to continuing operations consist of the following (amounts in millions)

For the Years Ended Decernber 31,
24115 2014 _ 2013

Curentincome T expenst/(benehn:
Federal

$ (139)
SRy

Deferted income iax expense/(benefit
Pederal

FEniStateand loca

Foreign

Income tax cxpense/(benefit) from continuing operations $ 20 & 77 5 (58.8)
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Total income tax expensc for the years ended Decomber 31,2015, 2014 and 2013 was allocated as follows (amounts in milliong):

For the Years Ended December 31,

T
5(588)

Tncoshe fom conlinuing: opérations
Income lrom discontinucd operations
Interegt eapense L T
Goodwill

StockbaldersTequity: w50

Areconciliation of significant dilferences between the reported amount of income tax ¢xpense and the expected amount of incone tax cxpense that would
result from applying the U.S. federal statutory income tax rate of 35 percent to incame before taxes fiom continning operations is as follows:

For the Years Fnded December 31,

R R S _amMsay o o
Invome tak sxpense/bant Rty aty C S5 SISO

State and local income ta
Vallation aliowance
Tax credits .
Utidértain tax.positions, 5.
Other items, net (2)
Tcome tax exXpense/(benefity i

(13 The information provided for the year ended December 31, 2015 does not provide a meaningful reconciliation of the effective tax rate or comparable to
other periods. The cflective tax rate for the year is influenced by the relationship of the amount of “effective tax ralc drivers” (i.e. non-deductible
expenses, no-taxable jncome, tax credils, valuation allowance, uncestain tax positions, cte.) to income or loss before taxes. A significant asset
impairment was recerded in the first quarter, resulting in a scenario where the company’s loss before tax for the year was near zero. Consequently, for
24015, the relationship between the “effective tax rate drivers” and loss before tuxes is distorted.

{2)  Includes various items such as, non-deductible expenses, non-taxabie income, retum-to-scemal adjustments and foreign tax rate difterential,

As of December 31, 2015 and 2014, the Company had income taxes receivable of $0.5 million and $15.0 million, respectively, included in other cument

assels. The $15.0 million reecivable at December 31, 2014, primarily inctudes a US. federal tax receivable of $14.3 million from the cairy back of U.S. lederal

net operating Tosses to December 31,2012 and 201 1. During 2015, the Company received the $14.3 million 118 federal refund from the carry back claims,
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Deferred tax assets (liabilities) consist of the following components (amounts in millions):

As of Decembor 31,

2015 204

Deferred {ax asséls: DR
Allowapce (or dnubtﬁll accounls

Accnicd éxpenses: :

Accruced bonus
Waorkets? compensation =07
Amortization ef intangibl
Share-based compensation
Net cpuaunh loss canyfmwald:a (1)

Tax vediteamylo E
Othl

Net 'ﬁ_éfc_xrcd tax assel

Dcfcucd tax (Imbnllllcs)

Defc:rcd wvc,mu,
Other Habilitiss
Gross deferred tax (1 Jablhtlcx)

Ne( difirred taxssets (liabilitjes) 550

(30.2)

£ Hnih : S INPL R

(1} The net operating loss {“NOL”) camy fmwmd: in the income tax returns lncludc unrecognized tax heneﬁts 1csul[mg from uncertain tax positions.
Accordingly, the deferred 1ax assets recagnized for the NOL carry forwards, as of December 31, 2015 and 2014, are presented net of unrecognized tax
benefits of $3.1 million,

{(2)  The tax credit carry forwards in the income tax retums include unrecognized tax benefits resulting from wncertain tax positions. Accordingly, the
deferred tax asscis recognized [or the tax credit carry forwards, as of December 31, 2015 and 2014, are presented net of unrccognized tax benelits of
$0.7 million and $0.3 million, respectively.

Classification in the consolidated balance sheet (amounts in milltons):

As of December 31,
2015(1) 2014

(2.4)

Cuménl:deferred tox liabiiities
Noncurrent deferred tax assets i248
Net defered iax assets (liabitities) - s T PR G224

(1} In November 2015, the FASB issucd ASU 2015-17, Balmme Shect C.’assu’matmn of Deferred Tuxes (Topic 740), which lcqum,d that deferved tax
tabilitics and assets be classificd as noncurrent, Since carly adoption is permitfed, the Company has decided to apply ASU 2015-17 1o the current
period, tesulting in a classification of all Deeember 31, 2015 deferred tax assets and labilities as noncument. The Company has net, however,
retrospectively adjusted the prior period balances.
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As of December 31,2015, we have U.S, NOL carry forwards of $116.3 million that are available to reduce future raxable income and begins to expire in 2034.
In addition, we have rescarch and development tax credits, employment tax credits, and alternative minimum tax credits of $1.9 million, $0.4 million and
$1.0 million, respectively, available to reduce future U.S. foderal income taxcs. The research and devetopment tax credits and employment tax credits begin
lo expire in 2032, and the allernative minimum tax credits are available indefinitely.

As of December 31, 20135, we have state NOL carry forwards of $254.3 million that are available to reduee filtuic taxable income, In addition, we have $3.1
mitlion of various state tax credits available to reduce fature taxable income. The state NOL and tax credit carry forwards begin to cxpire at various times.

The valuation allowance for defemred tax assets as of December 31, 2015 and 2014 was $0.3 million and $0.6 million, respectively. The net change in the
total valuation allowance for the year ended December 31, 2015 and December 31, 2014 was a decrease of $0.3 miltion and an increase of $0.3 million,
respectively. The vatuation allowance during 2015 and 2014 was primarily related to cortain state NOL and state tax credit carry forwards.

in assessing the realizabitity of deferred tax assets, management considers whether it is more likely than not that some portion or ali of the deferred tax assets
will not be realized. The uitimate reafization of deferred tax assets is dependent upon the goneration of fature taxable income in those jurisdictions during the
periods in which those temporary differences become deductible. Management considers the scheduled yeversal of deferred tax liabilitics (including the
impact of available cany back and cary forward periods), projected future taxable income, and tax-planning strategies in making this assessment. In order to
fully realize the deferred tax assets, the Company will need to generate fature tuxeble income befre the expitation of the cany forwards govemed by the tax
code. Based on the current level of pretax eamings (excluding the significant asset impaitment recorded during the three-month period ended March 31,
2015) and estimates of future taxabie income, the Company will generate the mrinimuun amounl of future taxable income to suppont the realization of the
deferred tax assels. As a result, management believes that it is more likely than not that we will realize the benefits of these deferred tax assets, net of the
existing valuation allowances at December 31, 2015, The amount of the deferred tax asset considered realizable, however, could be reduced in the near term

ifestimates of future taxable income duting the carry forward period are reduced.

Fr_ . s e
LA FOHER TUX FOSHEILORS

We account for uncertain tax positions in accordance with the authoritative guidance for uncertain tax positions. A reconciliation of the beginning and
ending amount ofunrccognized tax benefiis is as follows (amounts in mjllions):

Lor tlee Years.Ended December 3t,
2015 2014

Balance at beginning of periods 5 : R

Additions for tax positions related to current yer
“additions for tax positionsrelated (0'prior vea
Reductions for tax positions related to prior years
Lapse'ofstatutc o flimitatio
Settlements

Balance at end 6Fperiod’:
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As of December 21, 2015, there are $0.2 miltion, $0.7 million and $3.8 million of wnrecognized tax benefits recorded in accred expenses, other long-temm
ebligations and deferred income Laxes, respectively, within the conselidated balance sheet.

Included in the balance of unrecognized tax benefits at December 31,2015 is $4.7 million of tax benelits that, if recognized in future perieds, would impact
our cifective tax rate.

Puring the years ended December 31, 2015 and 2014, we recognized interest and penalties of $0.2 million and $0.1 million, respectively, as components of
penalties or interest expense in connection with our reserve for uncerlain tax positions, Interest and penalties, related 1o uncertain tax positiens, included in
the consolidated balance sheet al December 31,2015 and 2014 were Iess than $0.2 million fbr each year,

We are subject te income taxes in the US. and in many of the 50 individual states, with significant operations in Louisiana, Alabama, Georgia, and
Tennessce. We are open to examination in the U.S. and in various individual states for tax years ended December 31,2012 through December 31,2015, We
are also open to examination in various states for the years ended 2001 — 2015 resulting from net operating losses generated and available for carry forward
frem those years.

We belicve that it is reasonably possible that decrcases of up to $0.6 million in unrecognized tax benefits, each of which are individually insignificant, may
be recognized by the end of December 31, 2016 as a result of an anticipated settlement and lapse of the statute of limitalions.

9, CAPITAL STOCK AND SHARE-BASED COMPENSATION

We are authotized by our Cerlificate of Incorporation to issue 60,000,000 sharcs of common stock, 30.001 par value and 5,000,000 shares of prefened stock,
$0.001 par value. As of December 37, 2015, there were 34,786,960 and 33,607,282 sharcs of common stock issied and outstanding, respectively, and no
ghares of preferred stock issued or outstanding. Our Board of Directors is authorized to fix the dividend rights and terms, conversion and voling nights,
redemption rights and other privileges and restrictions applicable to our prefeired stock.

Shuare-Based Awards

Our 2008 Ommibus Incentive Compensation Plan (the “Plan™) authouizes the grant of various types of equity-based awards, such as stock awards, restricted
stock units, stock appreciation rights and stock eptions to eligible participants, which include all of our employees and all employees ol our 50% or more
owned subsidiaries, our non-employee directors and certain consultants. The vesting tenns of the awards may be tied to centinued employment {or, for our
non-employee directors, continued service on the Board of Dircetors) and/or achievement of cerlain pre-determined performance goals. We refer (o stock
awards subject 1o service-based vesting conditions as “non-vested stock” and restricted stock units subject to service-based and performance-based or market-
based vesting conditions as “non-vested stock units.” The Plan is administered by the Compensation Commitiee of our Board of Directors, which determings,
within the provisiens of the Plan, those cligible employees to whom, and the times at which, awards shall be pranted. The Compensation Commiltee, in its
discretion, may delegate its authority and duties under the Plan to specificd officers; however, only the Compensation Committee may approve the terms of
awards to our excculive officers.

Equity-based awards may be granted for a number of shares not {o cxceed, in the agpregate, approximately 5.5 million shares of common stock, and we had
appreximately 1.3 million shares available al December 31, 2013. The price per share for stock options shall be of no less than the greater of (a) 100% of the
fair value ef a
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share of common stock on the date the option is granted or (h) the aggregate par value of the shares of our common stock on the date the optian is granted. If
astock option is granted to any owaer of 10% or more of our total combined voting pewer of us and our subsidiaries, the price is to be at ieast 1 10% of the
fairvalie of a share of cur common steck on the date the award is granted. Each equity-based award vests ratably over a 12 month-to-six year periad, with the
exception of those issucd under contrzetual amrangements that specify otherwise, that may be exercised during a period as determined by our Compensation
Coumnittee or as otherwise approved by our Compensation Committee, The contractual terms of stock eptions exercised shall not exceed ten years fiom the
date such option is granted,

Employee Stock Purchase Plan (“ESPP”)

Wy have a plan whereby owr eligible employees may purchase our commen stock at 5% of the market price at the thme of purchase. On June 7, 2012, our
stockholders tatificd an amendment adopted by our Board of Directors te increase the total number of shares of our common stock authorized for the issusnce
under our ESPP from 2,500,000 shares to 4,500,000 shares, und as of December 31, 2015, there were 1,522,288 shares available for futwre issuance. The
following is a detail ofthe purchases that were madc or pending Board of Dircetor appreval under the plan:

Emqployce $1ock Purchase Plan Period Shares Essued

155337
52,71

38679

tember 36, 2014
December31.2014

3

2,977,712

ESPP cxpense included in general and administrative expense in our accompanying consolidated statements of operations was $0.4 million, $0.4 million and
$0.5 million for 2015,2014 and 2013, respectively.,

Stock Options

We use the Black-Scholes option pricing model to estimate the fair value of our stock options, There were no stock options granted during 2013; there were
590,647 and 250,000 options granted during 2015 and 2014, respectively. Stock option compensation expense included in general and administrative
expense in ouraccompanying consolidated statements of operations was $3 .8 miltion and $0.1 million for 2015 and 2014, respectively.

The fair value ofthe 2015 awards were estimaled using the fullowing assumptions:

Eﬁ;pé_&:yed Volalility

Txpected Tert i o e L e SR R S A0 6T Y e
Weighted Average Fair Value $13.45-323.21
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We used the simplified methed to estimate the expected term for the stock aptions granted dwing 2015,

The following luble presents our siock option activity for2015:

Weighted Weighled
Number of Average Exercise Average Contraciual
Outstanding options at Januazy 1, 20155 277,53 TS L 26 A
Granted 590,647 L SLTR
A5380) T ey
(14.309) 25.16

: 8334 COSIUE0E
Fxercisuble options at December 31, 2015 62,500 % 20.65

The aggregate intrinsic value of our outstanding options and exercisable options at December 31,2015 was $8.1 mitlion and $0.8 million, respectively. Total
intrinsic vatue of options exercised was $0.2 million, $0.) millien and $0.2 million for 2015, 2014 and 2013, respectively.

The following table presents owr non-vested stock option award activity for 2015:

Weighted Averape

Numboer of Grant Bate Fair
s s Shares . Value
Nonvestéd stock oplions at Jaiinary 250000 T
Granted 590,647
ested 2500y
Farfeited (2,153)
LRIT75004

Al December 31, 2015, there was $9.8 million of unrecognized compensation cost related to stock options that we expect to be recognized over a weighted-
average period of 2.6 years.

Non-Vested Stock

We issuc shares of non-vested stock with vesting terms ranging from onc to six years, The compensation cxpense is determined bascd on the market price of
our common stock at the date of grant applied to the total number of shares that ave anticipated to fully vest. Non-vested stock compensation expense
included in gencral and administrative expenses in our accompanying consolidated statements of operations was $5.0 million, $4.6 million and §5.2 million
for2015,2014 and 2013, respectively.
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The following table prescnts our non-vested stock award activity tor2415:

Weighteit Average
Grant Date Fair
Number ot Shares

Nonzvestéd stoek al January 17201
... Onated

The weighted average grant date fair value of non-vested stock granted was 328.48, §16.38 and $10.91 in 2015, 2014, and 2013, respectively.

At December 31, 2015, there was $4.1 million of unrecognized compensation cost related to non-vested stock award paymenls that we cxpect to be
recognized over a weighted average period of 1.4 years,

Nan-Vested Stack Usits — Sevvice-Based

We issue non-vested stock unit awards that are service-based, performance-based or a combination ofboth with vesting tems ranging from one to six years.
Based on the terrs and conditions of these awards, we determine if the awards should be recorded as either equity or Hability instruments. The campensalion
expense is determined based on the market price of our common stock at the date of grant, applied to the total number of units that are anticipated to vest,
unless the award specifies differently. We account for such awards similar to our non-vested stack awards; howevet, no shares of stock are issued to the
recipient until the stock unit awards have vested and alter the pre-determined delivery date has occurred. Service-based non-vested stock unit compensation

expense included in general and administiative expenses in our accompanying consalidated statements of operations was §1.0 million fur 2015

The following table presents our service-based non-vested stock units activity for 2015:

Weighted Average
Grant Date Fajr
Nurnber of Shares

186,314

Canceled, forfcited or cxpircd.
ésted’ -bDecember3E 2015

The weighted average grant date fair value of service-based non-vested stock units granted was $37.98 in 2615,

At December 31, 2015, there was $5.9 million of unrecognived compensation cost related to our service-based non-vested stock units that we expect to be
recognized overa weighted average period of 2.7 years,
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Non-Vested Stock Units — Service-Based and Performanve-Bused Awards

During 2015, we awarded performance-based awards to certain employees. The target level established by (he award, which is based cn the Company’s 2015
adjusted eamings before interest, laxes and depreciation (*EBITDA™), provided for the recipicnis to teceive 154,732 non-vested stock units if the targel was
achieved. The target number of shares 1o be potentially awarded has been reduced by forfestures as indicated in the table below Performance-based non-
vested stock units compensation expense included in general and administrative expenses in our consolidated statements of operations was $1.3 million for
2015,

The following table presents our performance-bascd non-vested stock units activity for 2015:

Weighted Average
Grant Date Fair
Number of Shares Value

Granted ) ) ] B §54,732
SR Ngsted " P : o PURTEE EE
Canceled, forfeited or expired (3,669)

Non-vested stock uniis al December 3152015550 : 510635

The weighted average grant date fair value of perfonnance-based non-vested stock wnits granted was $39.54 in 2015.

At December 31, 2015, thete were $4.6 million in unrecognized campensation costs related to our perfonmance-based non-vested stock units that we expect
to be recognized over a weighted average period of'2.2 years.

Noun-Vested Stock Units — Service-Based and Market-Based Awards

During 2013, we awarded market-based awards to certain employees. The target level established by the award, which is based on our average December
2015 steck price, provided for the secipients to reccive 417,330 non-vested stock units it the target is achieved. 1f the target objective is supassed to the
point of achieving the projected maximum payout, the recipients would receive 667,728 non-vested stock units. The target number of shares to be
potentially awarded has heen reduced by forfeitures as indicated in the tabile below.

For markel-based awards, the effcct of the market condition is reflected in the fair value of the awards at the date of grant using a Monte-Carlo simulation
model, AMonte-Carlo simulation model estimates the fair value of the market-based award based upon the expected tenm, risk-free interest rate and expeeted
volalility. Compensation expensc for markel-based awards is recognized over the vesting period regardicss of whether the market conditions are expected to
be achicved. Market-based non-vested stock unils compensation expense included in general and administrative expenses in our accompanying
consolidated statements of operations was $0.3 million, $0.5 million and $0.8 million for 2015, 2014 and 2013, respectively. The fair value of the 2013
award was estimated using the following assumpiicns:

0321 % Ae0Y
54.38%

Farward Iritevest Rafé
Expected Volatility
Requisite Service Period:
Fair Value
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The following table presents our market-based non-vested stock units activity for 20 5:

Woeighted Aversge
Grant Date Tuir

Numher of Shares

2257745

. Granted
T Nested:

Canceled, lbrlbiied or expired
Nonzvested srock iy ay December 31,2615

61211)
.74%_64'-,' 1

The weighted average grant date fair value of market-based non-vested stock units granted was 31051 in 2041 3.

At Decemnber 31, 2015, there were $0.2 million in unrecognized compensation costs related to our markel-based non-vested siock units that we expeet lo be
recognized over a weighted average period 6103 years.

Legal Proceedings — Ongoing

We are involved in the following legal actions:

Securities Class Action Lawsuils

Oun June 10, 2010, a putative securities class action complaint wag filed in the United States District Court for the Middle Distvict o
Court™) against the Company and certain of our current and former senior executives. Additional putative sceurities class actions
Court on July 14, July 16, and July 28,2010,

£
i

were filed in the District

On January 18,2011, the Ce-Lead Plaintiffs filed an amended, consolidated class action complaint (the “Securities Complaint”) which supersedes the carlier-
filed securities class action complaints. The Securities Complaint alleges that the defendants made false andfor misleading statements and failed to disclose
material fucts about our business, financial condition, operations und prospects, particulatly relating to our policies and practices regarding home ther
visits under the Medicare home health prospective payment system and the related alleged impact on our business, financial condition, operations and
prospects. The Securities Complaint seeks a determination that the action may be maintained 28 a class action on behalf of all persons who purchased the
Company’s securitics between August 2, 2003 and September 28, 2010 and an unspecificd amount of damages.

All defendants moved te dismiss the Securities Complaint. On June 28, 2012, the District Court granted the defendants’ motion to digmiss the Securitics
Complaint. On July 26,2012, the Co-Lead Plaintiffs filed a motion for reconsideration, which the District Court denied on Apnil 9,2013.

On May 3, 2013, the Co-Lead Plaintiffs appealed the dismissal of the Sceuritics Complaint to the United States Court of Appeals for the Fifth Cirenit (the
“Fifth Circuit”}. On Oclober 2, 2014, a three-judge panel of the Fifth Circuil issued a decision reversing the District Court’s dismissal of the Securities
Complaint, On October 16, 2014, 21! defendants filed a petition with the Fifth Circuit to review the three-judge panei’s decision en bane, or as a whole court,
On December 28, 2014, the Fifth Circuit denied the defendants’ motion for en bane review of the Fifth Circuit panel’s decision reversing the Disuict Court’s
dismissal of the Sceurities Complaint. The casc
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then retemed to the District Court for further proceedings. On March 30, 2015, the defendants filed a Petition for Writ of Certioran (the “Petition™) with the
United States Supreme Court asking the Supreme Court to consider whether the I {th Cireuit eired in reversing the District Court’s dismissal of the Securities
Complaint. The Supreme Court denicd the Petition on Junc 29, 2015, which did not affect the angoing proceedings before the District Court, including the
District Court’s consideralion of 2 metion filed on April 3, 2015, by the Co-Lead Plaintiffs for leave to amend the Securities Complaint, which motion was
granted by the District Court. On December 15, 2015, the defendants filed a motion to dismiss the Co-Lead Plaintiffs’ First Amended Consolidated
Complaint. Al discovery in the case is currently stayed pursuant Lo federal law. No assarances can be given about the timing or outeome of this matter.

Wage and Hour Litigation

On July 25, 2012, a putative collective and class action complaint was filed in the United States District Court for the District of Connecticut against us in
which three farmer empleyees allege wage and hour law viclations. The former employees claim that they were not paid overtime for all hours worked over
40 hours in viclation of the Federal Fair Labor Standards Act (“FLSA™), as well as the Pennsylvania Mininnun Wage Act, More specifically, they allege they

were paid on both a per-visit and an hourly basis, and that such a pay scheme resulted in their miselassification as cxempt employees, thereby denying them
avertime pay. Moreover, in response to a Company motion arguing that plaintiffs’ complaint was deficient in that it was ambiguous and failed to provide fair
notice of the claims asseried and plaintiffs’ opposition thereto, the Court, on April §, 2013, held that the complaint adequately raises general allegations that
the plaintilfs were not paid overtime for all hours worked in a week over 40, which may include claims for unpaid overtime under other theories of liability,
such as alleged offthe-clock work, in addition to plaintiffs’ more clearly staicd aflegations based on misclassification. On behalf of themselves and a class of
current and farmer employees they allege arc similarly situated, plaintiffs seck attorneys’ fees, back wages and liguidated damages going back thyee years
under the FLSA and three years under the Pennsylvania statute. On Oclober 8, 2013, the Court granted plaintiffs’ motion for equitabie tojling requesting that
the statute of limitations for claims under the FLSA for plaintiffs whe opt-in ta the lawsuit be tolled fiom Sepiember 24,2012, the date upon which plaintiffs
filed their original motion for conditional certification, untit 90 days afler any notice of this lawsuit is issued following conditional certification. Tollowing a
motion for reconsideration filed by the Company, on December 3, 2013, the Court modified this order, holding that putative class membess’ FLSA claims are

tolled fiom October 29, 2012 through the date of the Court’s order an plainti (15" motion for conditional certification. On January 13,2014, the Court granted
plaintiffs’ July 10, 2013 metion for conditional certification of their FL3A claims and authorized issuance of notice to putative class members Lo provide
them an opportunily to opt in to the action. On April 17, 2014, that notice was mailed to putative class members. The period within which putative class
members were permitted Lo optinto the action expired on July 16,2014,

On September 10, 2014, the plaintifls in the Connecticut case filed a motion for Jeave to amend their complaint to add & new claim under the Kentucky Wage
and Hour Act (*KWHA™) alleging that the Company did not pay ceitain ome health clinicians working in the Conunonwealth of Kentucky all of the
overtime wages they were owed, either because the Company misclassified them as exempl fram overtime or, while treating them as overtime eligible, did not
properly pay them overtime for all hours worked over 40 in a week. On behalfl of themselves and a class of current and former employecs they allepe are
similavfy situated, plaintiffs scek attomeys’ fees, back wages and liquidated damages going back five years before the filing of'their original complaint under
the XWHA. On October 1, 2014, the Company filed an oppesition te the plaintiffs’ motion to amend. On October 15, 2014, plaintiff (iled a reply briefin
support of their motion. On December 12, 2014, the Court granted the plaintiffs’ motion to amend the complaint to add the claims under the KWHA. The
Company and the plaintiifs agreed to explore the possibility af a mediated settlement of the Connecticut case, and on
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Febiuary 23, 2015 filed 2 joint motion 1o stay procecdings for six months to pursue that process, which was granted by the Court an February 24,2015,

On Jane 10,2015, the Company and plaintiffs panticipated in 2 mediation whereby they agreed to fully resolve all of plaintifls’ claims in the lawsuit for $8.0
million, subject to approval by the Court. The settlement agrecment will be submitted to the Ceurt for preliminary approval and plaintiffs will request
certification of Pennsylvania and Kentueky classes for the sole purpase of this proposed settlement. i the Court grants preliniinary approval, notice will be
issued to members of the settlement classes to provide them with an oppottunity te objeet to the sctilement and, in the case of members of the Pennsylvania
and Kentucky classes, opt out of the settlement. Following this notice period, the Court will hold a final faimess hearing for the purpose of considering
objections and deciding whether te grant final approval of the settlement. As of September 30, 2015, we had an acerual of $8.0 million for this matter, On
January 29, 2016, the Court approved the final scitlement of this casc. The settlement became effective on February 26, 2016. As a result of the final amount
calculated by the scttlement administrator based on claims timely submitted, we have reduced ouracerual to $5.3 million as of December 31 ,2015.

On Septeraber 13, 2012, a putative collective and class action complaint was filed in the United States District Court for the Notthem District of Tllinois
against us in which a former cmployce alleges wage and hour law vielations. The former employee claims she was paid on both a per-visit and an hourly
basis, and that such a pay scheme resulted in her misclassification as an cxempt employee, thereby denying her overtime. The plaintiff alleges violations of
federal and state law and secks damages under the FLSA and the IHinois Minimum Wage Law. Plaintifl'sccks class certification of similar cmployees who

were or are cmployed in [linois and seeks attormeys’ fees, back wages and liquidated damages guing back three years under the FLSA and thyee years under
the Tllinais statute. On May 28, 2013, the Court granted the Company’s motion to siay the case pending resolution of class certification issucs and
dispositive motions in the cartier-filed Connecticut case referenced above. On December 23,2015 the parties agiced to explore the possibility of a mediated
settlement of the Tlineis case, and a mediation is scheduled to occur an April 18,2016.

We are unable te assess the probable cutcome or reasonably estimate the potential liability, if any, arising from the securities litigation described above. The
Company intends fo continue to vigorously defend iself in the securitics litigation matter but, if decided adversc to the Company, its impact could be
material. No assurances can be given as to the timing or outcome of the sccurities matter described above or the impact of any of the inquiry or litigation
cash i 1 could be malerial, individuaily or in the aggregale.

matters on the Company, ils consolidated financial condition, results of operalions ot cash Ao

Frontier Litigation

O April 2, 2015, Frontier Home Health and Hospice, L.L.C. (“Frontier”) filed a complaint against us in the United States District Coust for the District of
Connecticut alleging breach of contract, negligent misrepresentation and unfair and deceptive trade practices under Conn. Gen. Stat. §42-110b. Frontier
acquired owr interest in five home health and four hospice care centers in Wyoming and Idaho in April 2004, The complaint allcges that certain of the
hospice patients on service at the time of the acquisition did not meet Medicare eligibility requirements and that we breached certain of the representalions
and wamnties under the purchase agreement and therefore, the busincsses werc worth less than the purchase price. Under the complaint, Frontier secks
declaratory judgment fiom the District Court that, under the terms of the purchase agreement with Frontier, we are obligated to determine the amount of the
alleged Medicare overpayments and reimburse the government for the same in a timely manner, as well as unspecified compensatory and punitive damages,
attomeys’ fees and pre- and postjudgment inlerest.
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We are unable to assess the prabable outcome or reasonably cstimate the potential liability, if any, arising from the Frontier litigation described above. The
Company has engaged an independent anditing firm to perfonn a clinical audit of the hospice locations in guestion and intends to defend itself in the
Frontier litigation matter. No assurances can be given as to the timing or outcome of the audit, the Frontier litigation matter described above or the impact of
any of the audit or litigation mallers on the Company, its consolidated financial condition, results of operations or cash flows, which could be material,
individually or in the aggregate, In accordance with our corperate integrity agreement (“CIA™) with the Office of Inspector General-HHS (*01G™) as discussed
below under “Other Investigative Matters — Corporate Integrity Agreement™, we have notified the OIG el this matter,

Subpoena Duces Tecum Issued by the US. Department of Justice

On May 21, 2015, we received a Subpoena Duces Tecum (“Subpoena™ issued by the US. Department of Justice. The Subpoena requests the delivery of
information regarding 53 identilicd hospice patients to the United States Attorney’s Office for the District of Massachusctts. It also requests the dehivery of
documents relating to our hospice clinical and business eperations and related compliance activities. The Subpoena generally covers the period from
January 1, 2011, through the present. We are fully cooperating with the U.S. Department of Justice with respect to this investigation. Mo assurance can be
given as to the timing or outcome of this investigation.

Civil Investigative Demand Issued by the US. Department of Justice

On November 3, 2015, we received a eivil investigative demand (“CID™) issued by the U.S. Depasiment of Justice pursuant to the federal False Claims Act
relating to claims submitied to Medicare and/or Medicaid for hospice services provided through designated facilities in the Morgantown, West Virginia area.
The CTD requests the delivery of information o the Uniled States Attomey’s Office for the Northern District of West Virginia regarding 66 identified hospice
patients, as well as documents relating to our hospice clinical and business operations in the Morgantown area. The CID generally covers the period from
January 1, 2009 through August 31, 2015, We are fully cooperating with the U.S. Departiment of Justice with respect to this investigation. No assurance can
be given as to the liming or outcome of this investigation,

In addition to the matters referenced in this note, we are involved in legal actions in the normal ceurse of business, some of which seek monetary damages,
including claims for punitive damages. We do not believe that these nomal course actions, when finally conciuded and determined, will have a matenial
impact on our consolidated financial condition, resukts of operations or cash fows,

Legal Procecdings— Settled
Shareholder Derivative Action

On August 24, 2015, Michael Bonhette, an alleged shareholder of the Company filed a derivative Iawsuit in the United States Distriet Coust for the Middle
District of Louisiana, purperting to assext claims on behalf of the Company against eertain of our officers and directors. We were named as a nominal
defendant in this action. The derivative complaint alleged that certain of our officers and directors breached their fiduciary duties to the Company by
apreeing to allegedly unlawful provisions in the Company’s Credit Agreement dated as of October 22, 2012, as amended (the “Prior Credit Agreement™}, and
the Company’s Second Lien Credit Agreement dated as of July 28, 2014 (the “Second Lien Credit Agreement™). Each of the Prior Credit Agrecment and the
Second Lien Credit Agrecment were terminated on Angust 28, 2015,
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On October 14,2015, the United Stated District Court for the Middle District of Louisiana issued an order granting a motion for dismissal voluntaniiy filed by
the plaintiffs in this matter. Effective as of such date, the devivative lawsuil was dismissed without prejudice and at the cost of the plaintifts.

Other Investigative Matters
Corporate Integrity Agreenent

On April 23, 2014, with no admissions of tiability en our part, we entered into a settlement agreement with the U.S. Department of Justice relating to certain
of our clinical and business operations. Concurrently with our entry into this agreement, we entered into a corperate integrity agreement (“CIA™) with the
Office of Inspector General -HHS (“OIG™), The CIA formalizes various aspects of our already existing cthics and compliance programs and contains other
requirernents designed to help ensure our ongoeing compliance with federal health carc program requitements. Among other things, the CIA requires us to
maintain our existing compliance program, exccutive compliance committee and compliunce committee of the Board of Directors; provide certain
compliance training; continue screening new and cument employees to ensure they are eligible to participate in federal health care programs; engage an
independent review organization to perform certain suditing and reviews and prepare certain reporis regavding our compliance with fedew! health cure
programs, our billing submissions to federal health care programs and our complionce and risk mitigation programs; and provide certain reports and
management certifications to the O1G. Additionally, the ClA specifically requires that we repoit substantial overpayments that we discover we have received
from federal health care programs, as well as probable violations of federal health care laws. Upon breach of the CIA, we could become liable for payment of
certain stipujated penaities, or could be excluded from participation in federal health cave programs. The comporate integrity agrcement has a term of five
years.

During the course of our compliance with the CTA we have identified several such reportable cvents and have notified the OIG as required. The final
resolution of these matters is still pending. As of December 31, 2015, we have an accrual in the amount of $4.7 million to cover all rwpayments of
extrapolated overpayments, damages and penalties that we believe could be assessed.

Computer IJnventory and Bata Security Reporting

On March 1 and March 2, 2015, we provided official netice under federal and state data privacy laws concerning the ontcome of an cxtensive risk
management process to lecate and verify our large computer inventory. The process identitied approximately 142 encrypted computers and laplops for which
reports were required under federal and state data privacy laws, The devices at issue were originally assigned to Company clinicians and other team members
who left the Company between 2011 and 2014, We reported these devices to the US, Department ol Health and Tluman Services, state agencies, and
individuais whose information may be involved  as required under applcable law beeause we could not mile out unantho

devices. The Office of Civil Rights, 118, Departinent of Heaith and Human Services (*OCR™) is reviewing our compliance with applicable laws, as is typical
for any data breach involving mere than 500 individuals. We are cooperating with OCR in its roview and if any other reguiatory reviews are formally
commenced, will cooperate with applicable regulatory authorities, In accordance with our CLA, we have notified the OIG of this matter.

ized sceess to patient data on the

Third Party dudits

From time Lo time, in the ordinary course of business, we are subject to audits under various governmenial programs in which third party fivms engaged by
CMS conduct extensive review ofelaims data to identify potential improper payments under the Medicare program.
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In January 2016, our subsidiary that provides home health services in Dayton, Ohio reccived from s Medicare Program Safeguard Contractor ("PSC™) a
request for records regarding 137 claims submitted by the subsidiary paid from January 2, 2008 through November 10, 2009 (the “Claim Period™) to
determine whether the undertying services met pertinent Medicare payment requirements. Based on the PSC's findings for 114 of the claims, which were
extrapolated to all claims for home health services provided by the Daytan subsidiary paid during the Claim Period, on March 9, 2011, the Medicare
Administrative Contractor (*MAC”) for the subsidiary issued a notice of overpayment secking recovery fiom our subsidiary of an alleged overpayment of
approximately $5.6 mitlion. We dispute these findings, and our Dayton subsidiary has filed appeals through the Original Medicare Standasd Appeals Process,
in which we are seeking to have those findings overtumed. A consolidated administrative law judge (“ALJ") hearing was held in late March 2013, In Tanuvary
2014, the AL} found fully in faver of cur Dayton subsidiary on 74 appeals and partially in favor of cur Dayton subsidiary on ¢ight appeals. Taking into
account the ALIs decision, certain determinations that our Dayton subsidiary decided not to appeal as well as certain determinations made by the MAC, of
the 114 claims that were orginally extrapalated by the MAC, 76 claims have now been decided in favor of cur Daylon subsidiary in full, 10 claims have
been decided in favor of our Dayton subsidiary in par, and 28 ¢laims have been decided against or not appealed by our Dayton subsidiary. The ALJ has
ordered the MAC to recalculate the extrapotation amount based on the ALIs decision. The Medicare Appeals Council can decide on ils own motion to
roview the ALTs decisions, As of December 31, 2615, we have recorded no liability with respect to the pending appeals as we do not belicve that an estimate
of a reasonably possible Joss or range of loss can be made at this time.

in July 2010, our subsidiary that provides hospice services in Florence, South Carolina received from a Zone Program Integrity Contractor {"ZPIC™) a requesl
for records regarding a sample of 30 bencficiaries who received services from the subsidiary during the period of January 1, 2008 through March 31, 2010
(the “Review Period™) to detesmine whether the underlying scrvices met pertinent Medicare payment requirements. We acquired the hospice operations
subject to this review on August 1, 2009; the Review Period cavers time perieds both before and after our ownership of these haspice operations. Based on
the ZPICs findings for 16 beneficiaries, which were extrapoiated to all claims for hospice services provided by the Florence subsidiary billed duving the
Review Period, on June 6,201 1, the MAC for the subsidiary issued a notice of overpayment seeking recovery frem our subsidiary of an alleged overpayment.
We disputc these findings, and our Florence subsidiary has filed appeals through the Original Medicare Standard Appeals Process, in which we are seeking Lo
have those findings overtumed. An ALT hearing was held in eatly January 2015. On Januwry 18, 2016 we received a letier dated January 6, 2016 referencing
the ALJ hearing decision for the overpayment issued on June 6, 2011, The decision was partially favorable with a new overpayment amount ol §3.7 million
with a balance owed 0£$5.6 million including interest based on 9 disputed claims (originally 16). We filed an appeal to the Medicare Appeals Couneil on the
remaining 9 disputed claims and alse argued that the statistical method used to select the sample was not valid. No assurances can be given as fo the timing
or outcome of the Medicare Appeals Council decision, In the event we pay any ameunt of this atleged overpayment, we arc indemnified by the prior owners
of the hospice operations for amounts relating to the period prior to August t, 2009, As of December 31, 2015, we have recorded no Hability for this claim as
we do not betieve that an estimate of a reasonably possible Joss or range of loss can be made at this sime.

Operating Leases

We have leased office space at vazious locations under non-cancelable agreements that cxpire between 2016 and 2026, and require varjous minmum annual
rentals, Our typical operating leascs are for lease terms of one to seven yoars and may include, in additien to base rental amounts, certain landlord pass-
through costs for our pro-rata share of the lessor's real cstate taxces, wtilitics and commen arca maintenance costs. Some of cur operating leases contain
esealation clauses, in which annual minimum base rentals increase over the term of the lease.
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Total minimum rentat commitments as ¢f December 31, 2015 are as follows (amounis in millions):

200675
2017
201857
2019
20005
Future years
Total;:

Renl expense for non-cancelable operating leascs was $23.7 million, $26.5 million and $29.8 million far 2015, 2014 and 2013.

Insurance

We arc obligaled for eortain costs associated with our insurance programs, including cmployce health, workers® compensation and professional liability.
While we maintain various insurance programs to cover these risks, we are self-insured for a substantial portien of our puotential claims. We recognize our
obligations assosiated with these costs, up to speeified deductible Himits in the period in which a claim is incurred, ineluding with respeet to both reperted
claims ang claims incurred but not reported. These costs have generally been estimated based on historical data ofour claims cxperience. Such estimates, and
the resuiting reserves, are reviewed and updated by us on a quatterly basis,

The following table presents details of our insurance programs, including amounts acerued for the periods indicated (amounts in millions) in accrued
expenses in our accompanying balance sheets. The amounts accrued below represent our total estimated liability for individual ¢laims that are less than ouy
noted msurance coverage amounts, which can include cutstanding claims and claims incurred but not reported.

As of December 31,

Workers’ .compcn_sa_ti_[_) '
Professional Hability

LessT long-fomi portion’

3

The rclention Hmit per claim for our health insurance, worker’s compensation and professional liabitity is $0.9 miflion, $0.5 million and %0.3 million,
respectively.

Employment Contracts

We have commitments refated to comployment contracts with a number of our sentor exceulives. These contracis generally commit us to pay scverance

benefits under certain circumstances.
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Other

We are subject to varicus other types of claims and disputes arising in the ordinary course of our business. While the resolution ol such issues is not presently
determinable, we believe thal the ultinmate resolution of such matiers will not have & significant effect on our consolidated financial condition, results of
operations and cash flows,

11, EMPLOYEE BENEFIT PLLANS
401¢K) Benefit Plan

We maintain a plan qualificd under Section 401(k}) of the Internal Revenue Code for afl employees whe have rcached 21 years of age, effective the first
month after hite date. Underthe plan, cligible employees may elect to defer a portion of their compensation, subject 1o Intemal Revenue Service limits.

During 2015, 2014 and 2013, cur match of contributions to be made to each eligible employee contribution is $0.375 for every $1.00 ol contribution made
up to the first 6% of their salary. The match is discretionary and thus is subject to change at the discretion of management. These contitbutions are made in
the form of our common stock, valued based upon the fair vahue of the stock as of the end of each calendar quarter end. We expensed approximately $6.1
million, $6.2 mitlion and $7.8 million for 2015, 2014 and 2013, respectively.

Deferred Compensation Plan

We had & Deferred Compensation Plan for additional tax-deforred savings to a select group of management or highly compensated employces. Amounts
credited under the Deferred Compensation Plan were funded inlo a rabbi tryst, which is managed by a trustee. The trusiee has the discretion to manage the
assets of the Detferred Compensation Plan as deemed fit, thus the assets are not necessarily reflective of the same investment choices made by the participants.

Effective January 1, 2015, all prospective salary defomals ceased, Participants will be allowed to make transactions with any remaining account balances as
they wish per plan guidelines.

12. STOCK REPURCHASE PROGRAM

On Scptember 9, 2015, we announced that our Board of Directors autheorized a stock repurchase program, under which we may repurchase up to §75 millien
of our outstanding common stock. Purchases may be made from time to time in open mmket transactions, block purchases oy in private transactions in
accordance with applicable federa! securities laws and other legal requirements, We may enter into Rule 10b5-1 plans to effect some or ail of the repurchases.
The stock repurchase program is scheduled to expire on September 6, 20146,

The timing and the amount of the repurchases, il any, will be determined by management based on a number of factors, including but not limited to share
price, trading volume and general market conditions, as well as on working capital requirements, general business conditions and other factars.

Traring 2015, pursuant to this program, we repurchased 116,859 shares of our commeon stock at a weighted average price of $39.20 per share and 2 total cost
of approximately $4.6 million. The repurchased shares are classified as treasury shares.
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13. EXIT AND RESTRUCTURING ACTIVITIES

As of December 31, 2013, we reported three home health care centers as held for sale. During 2014, we sold assets associated wilh two of these care centers for
.cash consideration of approximately $0.8 million and recognized a gain of approximately $0.8 million which is included in discontinued operations. The
remaining care center classified as held for sate was consolidated with a care center servicing the same market during 2014,

During 2014, the Company sold its interest in five home health and four hospice care centers in Wyoming and Idaho for approximately $5.0 million and
recognized a gain of $2.1 miliion. We also exited our hospice inpatient unit in New Hampshire and recognized a loss of $0.5 million.

In addition 1o the exit activity velated to the care centers mentioned above, we consolidated 21 operating home health care centers and four eperating hospice
care penters with care centurs servicing the same markets and closed 22 home health care centers and four hospice care centers during 2014, In connection
with these care centers, we recorded non-cash charges of $2.2 milfion in other intangibies impairment expense related to the write-off of intangible assets,
$2.1 million in other general and administrative expenses related to lease termination costs and $2.1 million in safarics and henefits related to severance
costs. These care centers were not concentrated in certain selected geographical areas and did not mect the criteria to be classified as discontinued operations
in accordance with applicable accounting guidance.

During 2013, we sold assets associated with two home health care centers in Alaska and Washington, as well s a hospice care center in Washington for cash

consideration of approximaicly $1.6 mifiion and recognized a gain of upproximately $1.0 million which is inciuded in discentinued operations. We also sold
our membership interest in one of our unconselidated joiné ventures for cash consideration of approximately 30.5 million and recognized a loss of
approximately $0.7 million, which is included in other income {expense).

We also reported 28 care centers as held for sale and sold assels associated with 17 of these home health care centers for cash consideration of approximately
$1.4 million and recognized a gain of approximately $0.7 million which is included in discontinued operations. We closed ¢ight of our home health care
centers previously classified as held for sale and recorded chargt,s ol $0.1 million for the write-olf of intangible assets and $0.5 million rclated to lcase

tommination costs which aie iicluded in discortinued vperailons. Thiee of these home heaith care cenicers remained classified as heid for sale as of
December 31,2013,

In addition to the sale and availuble for sale care centers mentioned above, we consolidated 41 operating home health care centers and five operating hospice
care centers with care centers servicing the same markets and closcd Iwo home health care centers as of December 31, 2013, In conncetion with these care
centers, we recorded charges of$3.6 million in gocdwill and other intangibles impairment expense related to the write-off of intangible assets, $1.5 million in

ather general and administrative expenses related to lease termination costs and §1.8 million in salaries and benelits related to severance costs du

The care centers that were closed or sold in 2013 are presented in discontinued operations in our consolidated financial statements. See Note 4 -
Discontinned Operations and Asscts Held Fer Sale for additional information.

Restructuring Activity

During 2014, we restructured our regional leadership and corporate support fanctions. As such, we recorded charges of $3.4 million in salaries and benelits
related to scverance costs. In addition, during 2014, William F. Bome stepped down from his positions as Chief Executive Officer, Chaimman and a member of
our Board ol Directors and we recorded charges of $2.3 million in salarics and benefits related to seversnee costs.
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Our reserve activity for our 2014 and 2013 exit and restructuring activity is as follows (amounts in milliens):
2014 Exit Activity 213 Exit Activity

Lease Euuse
Termination Severance Fermination Severance

Balances at December 31,2012
Chargein 2013

Cash expendituies in 201375
Balances at December 3} 2013
Chargedn2fi4g:
Cash cxpcndmnm m 2014
Balances at Dedémbersd; 20147 70
Lhd}gc in 201 5

Bﬂ]dHCCb al Dcccmbel 31, 2015

14. VALUATION AND QUALIFYING ACCOUNTS

The following table summarizes the activity and ending balances in our allewance for doubtifv] accounts and estimated revenue adjustments (amounts in
millions):

Allawance for Doubtfid Acconnts

Provision for

Balance at Doubtial Balance at Lnd
Year End Beginning of Year Actounts(l) Write-Oifs . of Yc.n
2015 = e s
2014 }4 3
01N

{13 Includes $0.1 nul]mn and $0.6 million from disc.ommued Dpemllons far the years ended DCLCT’ﬂbﬁl 3] 2014 and ZOH 1cspecllvc!y

Estimated Revenne Adjustnrents

Provision for

Sxtimated
Balunce ul Revenue Balunce at End
Year Fnd o N ) L . Begirning of Year 1 of Year
2015, R R e T BT
2004 3.1
20135 3.8

{1y Includes $0.1 m1]hon and $0 4 million ﬁom dlsconlmucd D]“le[anS for the ycam ended Decembm 31,2004 and 2013, res;:.»ectwely
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15. SEGMENT INFORMATION

range of services in the homes ofmdamdlmls who may be recovening from sulg,cry, havc a chronic dlsabihly or tcumnul |Ilm.ss or nLul ussistance with the
essential activities of daily living. Gur hospice segment provides palliative carc and comfort to terminally il paticnts and their families. The “other” column
in the following tables consists of costs relating to ¢Xcoutive management and administrative support fisnctions, primarily information services, aceounting,
finance, bitling and collections, legal, compliance, risk management, procurement, marketing, clinical administration, training, human resources and
administration.

Management cvaluates performance and allocates resources based on the operating income of the reportable segments, which includes an allocation of
cofporate cxpenses directly attributable to the specific segment and includes revenues and ali other costs directly attiibutable to the specific segment.
Segment assets are not reviewed by the company's chief operating decision maker and therelfore are not disclosed below (amounts in milions).

For the Year Ended December 31, 20858
1lome Health Huspice Other Tutul

TFor the Year Ended December 31, 2014
Feospice Other ) Total

clation 'md 111101“2“1{1011
uGi‘u‘iml af dlllll!iiiblif‘!l] Ve U)iycint:b
Provisien for doubtful accounts
Dep:eczatton and amoitization: Sl
Goodwill and othel mtanmblcs lmpaumcnt chalge
Operting e :
Operating income (qu\s)

Cost ut \emcc cxcludmcr depz

VR G RO
$(131.6) $ 240
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For the Yeur Erded Deeember 31, 2013
Home Health . Hospice Other

TR S26 N g e

Nel servics Tévepie s i il
Cost of service, excluding deprecialion

5789 —
General and 'adm_i_n'i_stlﬁtiveiéx'pc_éisés : SIEB04R 10475:
Pr_ovisi‘on for doubtful accounts —
Depreciation and:amoitization = ©24:5

Operating expenses

Operating incoine (1oss)

16. UNAUDITED SUMMARIZED QUARTERLY FINANCIAL INFORMATION

Wet Income (Eoss)
Attributable 1o
Amedlisys, Tne

Comman
Stockhelders(l)
Net Incame (Loss)
Attributable to
Reverue Amedisys, Inc Basic Diluted _
tst Quarter (2)(3)
2nd Quariér{3):

31 Quater QG)S)
At Quarter{3)(4X3)

$(0.09)

2014700 : sri

It Quarter (6)7), 5039 SC

Zrd Quarter (8)(9) =757 3080 TG 024 323
3003 8.4 0.26 0.26

3rd Quarter (9}(_](]) ¥
4ih Quarter (6)i5000

00U T IR R B 028
$1,204.5 $ 12.8 $039 $039

(13 Beeause of the method used in caleulating per shate data, the quarterly per shate data may not necessarily lotal to the per shave data as computed for the
calire year.

(2) During the first quarter of 2015, we recorded a nion-cash assel impairment charge to write-ofT the software costs incurred related to the development of
AMS3 Home Health and Hospice in the amount of $45.5 million, net of income taxes. During the third quarter of 2015, we recorded a non-cash asset
impairment charge related to our corporate headquarters in the amount of' 1.2 million, net of income laxes.

(1} During cach of the four quarers of 2015, we incurred cerlain costs associated with varieus legal matters. Net of income taxes, these costs amounted to
$1.3 mitlion, $4.8 million, $0.2 million and $(1.1) million for the three-month periods ended March 31,2015, June 36,2013, September 30, 2015 and
December 31, 2015, wespectively.

(4) During the fowrth guarter of 2015, we recorded an acerual related to an OJG Self-Disclosure matter. Net of income taxes, this charge amounted to 3.4
million.
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During the third and fourth quarters of 2015, we incwired cortafn costs associated with the implementation of Homecare Homebase. Net of income
taxes, these costs amounted to $1.2 million and $1.4 miilion for the three-month periods cnded September 30, 2015 and December 31, 2015,
respectively.

During the first and fourth quarters of 2014, we recognized non-cash other intangibles impairment charges of $1.4 million and $0.6 million, net of
incemne taxes.

During the first quarter of 2014, we recorded charges for the accrual of various relators’ attorneys’ fees and expenses in connection with the settlement
agreernent to resolve the U.S. Department of Justice investigation and the Stark Law SelfReferral matter and exit and restructuring activity costs. Net of
income taxes, these charges amounted to $2 4 million and $6.1 million, respectively.

During the second quarter of 2014, we recorded an accrual related to an OIG Self-Disclosure matter. Net of icome taxes, this churge amounted to $0.9
miflion. Additionally, curresults included a software write-off in the amount of $0.0 million, nct of income taxes.

Our results for the second quarter of 2014, included a gain related to the sale of care centers in the amount of §1.3 milfion, net of income taxes. Qur
resalts for the three menths ended September 30, 2014, included a loss related to the disposal of our in-paticnt facility in the amount of $0.3 million,
net of mtome taxes.

During the third quarter of 2014, we recorded a charge related to the write-off of deferred financing fees in the amount of $0.3 million, net of income
taxcs.

17. SIIBSEQUENT EVENT

On March [, 2016, we acquired Associated Home Care, a private-duty home healtheare company with nine care centers for a purchase pricc of $28 million.
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ITEM 9. CHANGES TN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures which are designed to provide reasonable ussurance of achieving their objectives and to ensure that
information reguired to be disclosed in our reponts filed under the Exchange Act is recorded, processed, summarized, disclosed and reported within the time
periods specified in the SEC’s rules and forms. This information is also accumulated and communicated to our management and Board of Directors to allow
timely decisions regarding required disclosure.

In connection with the prepuration of this Annual Report on Form 10-K, as of December 31, 2015, under the supervision and with the participation of cur
management, including our principal executive officer and principal financial officer, we conducled an evaluation of the cffectiveness of owr disclosure
contrels and procedures, as such term is defined under Rules §3a-15(c) and 15d-15(e) promulgated under the Exchange Act.

Based on this evaluation, our principal exceutive officer and principat financial efficer coneluded that our disclosure controls and procedures were effcctive
at 4 reasonable assurance level as of December 31, 2015, the end of'the period covered by this Annual Report on Form 10-K,

Munagement’s Annual Report on Internal Contrel over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over our financial reporting, as such tenm is defined in Rules 13z~
15(1) and 15d-15(f) promulgated under the Exchange Act. Under the supervision and with the participation of our management, inciuding our principal
exceutive officer and our principal financial ollicer, we conducted an cvaluation of the effectivencss of our internal control over financial reporting based on
the framework in Jnternal Control — Integrated Framework issued by the Commitiee of Sponsoving Organizations of the Treadway Commission, Based on
our evaluation under the framework in Juternal Control — Integrated Framework, our management concluded our intenal controt over financial reporting
was effzclive as of December 31, 2015,

Our intemnal control system is designed to provide reasonable assurance to our mapagement and Board of Directors regarding the preparation and fair
presentation of published financial statements. All intemal control systems, no matler how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation,

In conducting this cvaluation, management did not inchide an assessment of intemal control over financial reporting at Infinity HomeCare. As proviously
disclosed, on December 31, 2015, the Company completed the acquisition of Infinity HomeCare and consolidated the financial resalts of Infinity effective as
of such date. Infinity accounted for approximately 1% of total assets and no revenue as of and for the year ended December 31, 20£5. As & result of its
evaluation, management has concluded that the Company’s internal conirol over financial reporting was effective as of December 31, 2015 based on those
criteria.

KPMG LLP, the independent registered public accounting fimm that audited our consolidated financial statements included in this Form 10-K, has issued a
report on our intemal control over financial reporting, which is imcluded herein.

Changces in Internal Controls .

During 2015, we began the implementation of Homecare Homebase (“*HCIIE™) with a totai of &4 care centers operating ou HCHRB as of December 31, 2015,
The Company has included the changes to processes, informatien technology systems and other components of intemal controls over financial reporting as
part ofits ongoing implementalion activities as part ofits review of internal controls over finaneial reporting.
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