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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

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

For the quarterly period ended June 30, 2009
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number: 0-8082
LHC GROUP, INC.
(Exact Name of Registrant as Specified in Its Charter)

Delaware 71-0918189
(State or Other Jurisdiction of (L.R.S. Employer Identification No.)
Incorporation or Organization)
420 West Pinhook Rd, Suite A
Lafayette, LA 70503
(Address of Principal Executive Offices Including Zip Code)
(337) 233-1307
(Registrant s Telephone Number, Including Area Code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes b No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(Section 232.405 of this chapter) during the preceding 12 months (or for such shorter periods that the registrant was
required to submit and post such files).
Yes o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o Nop
Number of shares of common stock, par value $0.01, outstanding as of August 3, 2009: 18,449,138 shares
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PART1 FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.
LHC GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except share data and per share data)

(Unaudited)

ASSETS
Current assets:
Cash
Receivables:
Patient accounts receivable, less allowance for uncollectible accounts of $10,386
and $9,976, respectively
Other receivables
Amounts due from governmental entities

Total receivables, net

Deferred income taxes

Assets held for sale

Prepaid income taxes

Prepaid expenses and other current assets

Total current assets

Property, building and equipment, net
Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable and other accrued liabilities
Salaries, wages, and benefits payable
Amounts due to governmental entities
Income taxes payable
Current portion of long-term debt and capital lease obligations

Total current liabilities

Deferred income taxes

Long-term debt, less current portion

Other long-term obligations

Stockholders equity:

LHC Group, Inc. stockholders equity:

Common stock ~ $0.01 par value; 40,000,000 shares authorized; 20,933,407 and
20,853,463 shares issued and 17,961,857 and 17,895,832 shares outstanding,

Table of Contents

June 30,
2009

$ 1,223

65,753
3,657
1,432

70,842
5,360
450
3,522
6,608

88,005
18,338
124,141
35,958
3,155

$269,597

20,499
19,815
3,219

463
43,996
8,125

4,314
77

179

December
31,
2008

$ 3,511

61,524
2,317
2,434

66,275
4,959

6,464

81,209
16,348
112,572
29,975
3,296

$ 243,400

15,422
16,400
6,023
10,682
583

49,110
5,718
4,483

145

179
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respectively

Treasury stock 2,971,550 and 2,957,631 shares at cost, respectively (3,364) (3,072)
Additional paid-in capital 86,982 85,404
Retained earnings 115,702 94,310
Total LHC Group, Inc. stockholders equity 199,499 176,821
Noncontrolling interest 13,586 7,123
Total equity 213,085 183,944
Total liabilities and stockholders equity $269,597 $ 243,400

See accompanying notes to the condensed consolidated financial statements.
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LHC GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands, except share and per share data)

(Unaudited)
Three Months Ended June
30, Six Months Ended June 30,
2009 2008 2009 2008
Net service revenue $ 132,593 $ 90,115 $ 257215 $ 173,588
Cost of service revenue 66,588 44,935 128,809 86,207
Gross margin 66,005 45,180 128,406 87,381
Provision for bad debts 1,807 3,623 2,990 7,309
General and administrative expenses 43,520 29,347 82,417 56,844
Operating income 20,678 12,210 42,999 23,228
Interest expense 39) (80) (98) (228)
Non-operating (loss) income 84 407 (376) 808
Income from continuing operations before
income taxes and noncontrolling interests 20,723 12,537 42,525 23,808
Income tax expense 6,415 3,907 13,153 7,270
Income from continuing operations 14,308 8,630 29,372 16,538
Loss from discontinued operations (net of
income tax benefit of $50, $24, $50 and
$108, respectively) 80 37 80 167
Net income 14,228 8,593 29,292 16,371
Less net income attributable to
noncontrolling interests 3,966 2,259 7,948 4,698
Net income attributable to LHC Group, Inc 10,262 6,334 21,344 11,673
Redeemable noncontrolling interest 20 (36) 48 65
Net income available to LHC Group, Inc. s
common stockholders $ 10,282 $ 6,298 $ 21,392 $ 11,738
Earnings per share basic and diluted:
Income from continuing operations
attributable to LHC Group, Inc. $ 0.57 $ 0.35 $ 1.19 $ 0.66
Loss from discontinued operations,
attributable to LHC Group, Inc. (0.01)
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Net income attributable to LHC Group, Inc. 0.57 0.35 1.19 0.65
Redeemable noncontrolling interest 0.01
Net income attributable to LHC Group, Inc. s
common stockholders $ 0.57 $ 0.35 $ 1.19 0.66
Weighted average shares outstanding:
Basic 17,959,823 17,849,820 17,942,119 17,824,895
Diluted 18,030,373 17,883,964 17,992,331 17,875,527
See accompanying notes to the condensed consolidated financial statements.
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LHC GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY
(Dollars in thousands except share data )

Amount

Balances at
December 31,
2008

Net income

Transfer of
noncontrolling
interest

Acquired
noncontrolling
interest

Noncontrolling
interest
distributions

Nonvested stock
compensation

Issuance of
vested restricted
stock

Treasury shares
redeemed to pay
income tax

Excess tax
benefits from
issuance of
vested stock

Issuance of
common stock
under Employee
Stock Purchase
Plan

Table of Contents

Common Stock

Shares

69,448

10,496

(Unaudited)
Additional
Treasury Paid-In Retained Noncontrolling
Amount Shares Capital Earnings Interest Total

20,853,463 $(3,072) (2,957,631) $ 85404 $ 94310 $ 7,123 $183,944

21,344 7,948 29,292

181 1,228 1,409

4,466 4,466

(7,179) (7,179)

1,101 1,101

(292) (13,919) (292)
21 21

275 275
8
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Recording

noncontrolling

interest in joint

venture at

redemption value 48 48

Balances at
June 30, 2009 $ 179 20,933,407 $(3,364) (2,971,550) $ 86,982 $115,702 $ 13,586 $213,085

See accompanying notes to the condensed consolidated financial statements.
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LHC GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

(Unaudited)

Operating activities
Net income

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

Depreciation and amortization expense
Provision for bad debts

Stock-based compensation expense

Deferred income taxes

Loss on impairment of intangible assets

Gain on sale of assets

Changes in operating assets and liabilities, net of acquisitions:
Receivables

Prepaid expenses, income taxes and other assets
Accounts payable and accrued expenses

Net amounts due to/from governmental entities

Net cash provided by operating activities

Investing activities

Purchases of property, building and equipment

Proceeds from sale of assets

Cash paid for acquisitions, primarily goodwill and intangible assets

Net cash used in investing activities

Financing activities

Proceeds from line of credit

Payments on line of credit

Payment of deferred financing fees

Proceeds from debt issuance

Principal payments on debt

Payments on capital leases

Excess tax benefits from vesting of restricted stock
Proceeds from employee stock purchase plan
Noncontrolling interest distributions

Net cash (used in) provided by financing activities

Change in cash

Table of Contents

Six Months Ended
June 30,
2009 2008
$ 29,292 $ 16,218
2,286 1,757
3,035 7,663
1,101 816
1,256 829
542
(339)
(8,605) 1,240
(3,255) (728)
(2,847) 4,282
(1,802) 210
21,003 31,948
(3,741) (6,467)
3,090
(12,176) (32,855)
(15,917) (36,232)
18,134 30,057
(18,134) (21,976)
(260)
5,050
(240) (3,050)
(65) (49)
95 33
275 253
(7,179) (4,309)
(7,374) 6,009
(2,288) 1,725

10



Edgar Filing: LHC Group, Inc - Form 10-Q
Cash at beginning of period 3,511

Cash at end of period $ 1,223
Supplemental disclosures of cash flow information

Interest paid $ 98
Income taxes paid $ 26,040

Supplemental disclosure of non-cash transactions:

1,155
$ 2,880
$ 228
$ 8,485

In February 2009, the Company acquired a 75% interest in Southeast Louisiana HomeCare, LLC in exchange for
$7.5 million of cash and a noncontrolling interest in three of the Company s home health agencies. During the three
months ended June 30, 2009, the Company acquired a majority ownership in six entities. The Company recorded
$5.7 million of noncontrolling interests related to the acquisitions completed during the six months ended June 30,

2009.
See accompanying notes to the condensed consolidated financial statements.
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LHC GROUP, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Organization

LHC Group, Inc. (the Company ) is a health care provider specializing in the post-acute continuum of care
primarily for Medicare beneficiaries. The Company provides home-based services, primarily through home nursing
agencies and hospices and facility-based services, primarily through long-term acute care hospitals ( LTACH ). As of
the date of this report, the Company, through its wholly and majority-owned subsidiaries, equity joint ventures and
controlled affiliates, operated in Louisiana, Mississippi, Arkansas, Alabama, Texas, Virginia, West Virginia,
Kentucky, Florida, Georgia, Tennessee, Ohio, Missouri, North Carolina, Maryland, Washington and Oklahoma.
During the six months ending June 30, 2009, the Company acquired six home health agencies, two hospices, one
LTACH and initiated operations at nine home health agencies.

Unaudited Interim Financial Information

The condensed consolidated balance sheet as of June 30, 2009, the related condensed consolidated statements of
income for the three and six months ended June 30, 2009 and 2008, condensed consolidated statement of stockholders
equity as of June 30, 2009, condensed consolidated statements of cash flows for the six months ended June 30, 2009
and related notes (collectively, these statements are referred to herein as the interim financial information ) have been
prepared by the Company. In the opinion of management, all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation in accordance with U.S. generally accepted accounting principles ( U.S.
GAAP ) have been included. Operating results for the three and six months ended June 30, 2009 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2009.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with
U.S. GAAP have been condensed or omitted from the interim financial information presented. This report should be
read in conjunction with the Company s consolidated financial statements and related notes included in the Company s
Annual Report on Form 10-K for the year ended December 31, 2008 as filed with the Securities and Exchange
Commission (the SEC ) on March 16, 2009, which includes information and disclosures not included herein.

The Company evaluated all events or transactions that occurred from June 30, 2009 through August 7, 2009, the
date the financial statements were issued. During this period the Company did not have any material recognizable
subsequent events.

2. Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported revenue and expenses during the reporting period.
Actual results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to the 2008 financial information to conform to the 2009 presentation.
These reclassifications include $624,000 and $1.2 million for the three and six months ended June 30, 2008,
respectively, from cost of service revenue to general and administrative expenses related to payroll taxes for home
office employees and local administrative employees at the agencies.

Table of Contents 12
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Critical Accounting Policies

The most critical accounting policies relate to the principles of consolidation, revenue recognition and accounts
receivable and allowances for uncollectible accounts.
Principles of Consolidation

The condensed consolidated financial statements include all subsidiaries and entities controlled by the Company.
Control is defined by the Company as ownership of a majority of the voting interest of an entity. The condensed
consolidated financial statements include entities in which the Company receives a majority of the entities expected
residual returns, absorbs a majority of the entities expected losses, or both, as a result of ownership, contractual or
other financial interests in the entity. Third party equity interests in the consolidated joint ventures are reflected as
noncontrolling interests in the Company s condensed consolidated financial statements.

The following table summarizes the percentage of net service revenue earned by type of ownership or relationship
the Company had with the operating entity:

Three Months Ended Six Months Ended
June 30, June 30,

2009 2008 2009 2008
Equity joint ventures 51.7% 46.9% 51.4% 48.1%
Wholly-owned subsidiaries 44.7% 49.2% 45.0% 48.0%
License leasing arrangements 2.5% 2.1% 2.3% 2.1%
Management services 1.1% 1.8% 1.3% 1.8%

100.0% 100.0% 100.0% 100.0%

All significant intercompany accounts and transactions have been eliminated in the Company s accompanying
condensed consolidated financial statements. Business combinations accounted for as purchases have been included in
the condensed consolidated financial statements from the respective dates of acquisition.

The following describes the Company s consolidation policy with respect to its various ventures excluding
wholly-owned subsidiaries.

Equity Joint Ventures

The Company s joint ventures are structured as limited liability companies in which the Company typically owns a
majority equity interest ranging from 51% to 99%. The members of the Company s equity joint ventures participate in
profits and losses in proportion to their equity interests. The Company consolidates these entities as the Company
receives a majority of the entities expected residual returns, absorbs a majority of the entities expected losses and
generally has voting control over the entity.

License Leasing Arrangements

The Company, through wholly-owned subsidiaries, leases home health licenses necessary to operate certain of its
home nursing agencies. As with its wholly-owned subsidiaries, the Company owns 100% of the equity of these
entities and consolidates them based on such ownership as well as the Company s right to receive a majority of the
entities expected residual returns and the Company s obligation to absorb a majority of the entities expected losses.

Management Services

The Company has various management services agreements under which the Company manages certain operations
of agencies and facilities. The Company does not consolidate these agencies or facilities because the Company does
not have an ownership interest and does not have a right to receive a majority of the agencies or facilities expected
residual returns or an obligation to absorb a majority of the agencies or facilities expected losses.

Table of Contents 13
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Revenue Recognition

The Company reports net service revenue at the estimated net realizable amount due from Medicare, Medicaid,
commercial insurance, managed care payors, patients and others for services rendered. All payors contribute to both
the home-based services and facility-based services.

The following table sets forth the percentage of net service revenue earned by category of payor for the three
months and six months ended June 30, 2008 and 2009 was as follows:

Three Months Ended Six Months Ended
June 30, June 30,

2009 2008 2009 2008
Payor:
Medicare 82.2% 82.9% 82.5% 82.7%
Medicaid 3.0% 5.4% 3.3% 5.3%
Other 14.8% 11.7% 14.2% 12.0%

100.0% 100.0% 100.0% 100.0%

The percentage of net service revenue contributed from each reporting segment for the three months and six
months ended June 30, 2008 and 2009 was as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Home-based services 88.7% 84.8% 88.2% 83.4%
Facility-based services 11.3% 15.2% 11.8% 16.6%
100.0% 100.0% 100.0% 100.0%

Medicare
Home-Based Services

Home Nursing Services. The Company s home nursing Medicare patients are classified into one of 153 home health
resource groups prior to receiving services. Based on this home health resource group, the Company is entitled to
receive a standard prospective Medicare payment for delivering care over a 60-day period referred to as an episode.
The Company recognizes revenue based on the number of days elapsed during an episode of care within the reporting
period.

Final payments from Medicare may reflect one of four retroactive adjustments to ensure the adequacy and
effectiveness of the total reimbursement: (a) an outlier payment if the patient s care was unusually costly; (b) a low
utilization adjustment if the number of visits was fewer than five; (c) a partial payment if the patient transferred to
another provider before completing the episode; or (d) a payment adjustment based upon the level of therapy services
required in the population base. Management estimates the impact of these payment adjustments based on historical
experience and records this estimate during the period the services are rendered. The Company s payment is also
adjusted for differences in local prices using the hospital wage index. In calculating the Company s reported net
service revenue from home nursing services, the Company adjusts the prospective Medicare payments by an estimate
of the adjustments. The adjustments are calculated using a historical average of prior adjustments. The Company
performs payment variance analyses to verify that the models utilized in projecting total net service revenue are
accurately reflecting the payments to be received.

Hospice Services. The Company is paid by Medicare under a per diem payment system. The Company receives
one of four predetermined daily or hourly rates based upon the level of care the Company furnished. The Company
records net service revenue from hospice services based on the daily or hourly rate and recognizes revenue as hospice
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Hospice payments are also subject to an inpatient cap and an overall payment cap. Inpatient cap relates to
individual programs receiving more than 20% of its total Medicare reimbursement from inpatient care services and the
Overall payment cap relates to individual programs receiving reimbursements in excess of a cap amount, calculated by
multiplying the number of beneficiaries during the period by a statutory amount that is indexed for inflation. The
determination for each cap is made annually based on the 12-month period ending on October 31 of each year. We
monitor our limits on a program-by-program basis. We have not received notification that any of our hospices have
exceeded the cap on inpatient care services during 2008 or 2009 to date.

Management Services

The Company records management services revenue as services are provided in accordance with the various
management services agreements to which the Company is a party. As described in the agreements, the Company
provides billing, management and other consulting services suited to and designed for the efficient operation of the
applicable home nursing agency or inpatient rehabilitation facility. The Company is responsible for the costs
associated with the locations and personnel required for the provision of services. The Company is compensated based
on a percentage of cash collections or is reimbursed for operating expenses and compensated based on a percentage of
operating net income.

Facility-Based Services

Long-Term Acute Care Services ( LTACHs ). The Company is reimbursed by Medicare for services provided
under LTACH prospective payment system, which was implemented on October 1, 2002. Each patient is assigned a
long-term care diagnosis-related group. The Company is paid a predetermined fixed amount intended to reflect the
average cost of treating a Medicare patient classified in that particular long-term care diagnosis-related group. For
selected patients, the amount may be further adjusted based on length of stay and facility-specific costs, as well as in
instances where a patient is discharged and subsequently re-admitted, among other factors. Similar to other Medicare
prospective payment systems, the rate is also adjusted for geographic wage differences. The Company calculates the
adjustment based on a historical average of these types of adjustments for claims paid. Revenue is recognized for the
Company s LTACHs as services are provided.

Medicaid, managed care and other payors

The Company s Medicaid reimbursement is based on a predetermined fee schedule applied to each service
provided. Therefore, revenue is recognized for Medicaid services as services are provided based on this fee schedule.
The Company s managed care payors reimburse the Company in a manner similar to either Medicare or Medicaid.
Accordingly, the Company recognizes revenue from managed care payors in the same manner as the Company
recognizes revenue from Medicare or Medicaid.

Accounts Receivable and Allowances for Uncollectible Accounts

The Company reports accounts receivable net of estimated allowances for uncollectible accounts and adjustments.
Accounts receivable are uncollateralized and primarily consist of amounts due from Medicare, other third-party
payors, and patients. To provide for accounts receivable that could become uncollectible in the future, the Company
establishes an allowance for uncollectible accounts to reduce the carrying amount of such receivables to their
estimated net realizable value. The credit risk for other concentrations of receivables is limited due to the significance
of Medicare as the primary payor. We believe the credit risk associated with our Medicare accounts, which represent
73.1% and 75.3% of our patient accounts receivable at June 30, 2009 and December 31, 2008, respectively, is limited
due to (i) our historical collection rate of over 98% from Medicare and (ii) the fact that Medicare is a U.S. government
payor. The Company does not believe that there are any other significant concentrations of receivables from any
particular payor that would subject it to any significant credit risk in the collection of accounts receivable.

10
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The amount of the provision for bad debts is based upon the Company s assessment of historical and expected net
collections, business and economic conditions and trends in government reimbursement. Uncollectible accounts are
written off when the Company has determined the account will not be collected.

A portion of the estimated Medicare prospective payment system reimbursement from each submitted home
nursing episode is received in the form of a request for accelerated payment ( RAP ). The Company submits a RAP for
60% of the estimated reimbursement for the initial episode at the start of care. The full amount of the episode is billed
after the episode has been completed. The RAP received for that particular episode is deducted from the final
payment. If a final bill is not submitted within the greater of 120 days from the start of the episode, or 60 days from
the date the RAP was paid, any RAPs received for that episode will be recouped by Medicare from any other
Medicare claims in process for that particular provider. The RAP and final claim must then be resubmitted. For
subsequent episodes of care contiguous with the first episode for a particular patient, the Company submits a RAP for
50% instead of 60% of the estimated reimbursement. The remaining 50% reimbursement is requested upon
completion of the episode. The Company has earned net service revenue in excess of billings rendered to Medicare.

Our Medicare population is paid at a prospectively set amount that can be determined at the time services are
rendered. Our Medicaid reimbursement is based on a predetermined fee schedule applied to each individual service
we provide. Our managed care contracts are structured similar to either the Medicare or Medicaid payment
methodologies. Because of our payor mix, we are able to calculate our actual amount due at the patient level and
adjust the gross charges down to the actual amount at the time of billing. This negates the need for an estimated
contractual allowance to be booked at the time we report net service revenue for each reporting period.

Other Significant Accounting Policies
Earnings Per Share

Earnings per share are computed in accordance with Statement of Financial Accounting Standards ( SFAS )

No. 128, Earnings Per Share. Basic per share information is computed by dividing the relevant amounts from the
condensed consolidated statements of income by the weighted-average number of shares outstanding during the
period. Diluted per share information is computed by dividing the relevant amounts from the condensed consolidated
statements of income by the weighted-average number of shares outstanding plus dilutive potential shares.

The following table sets forth shares used in the computation of basic and diluted per share information:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Weighted average number of shares
outstanding for basic per share
calculation 17,959,823 17,849,820 17,942,119 17,824,895
Effect of dilutive potential shares:
Options 5,342 2,379 5,720 2,789
Restricted stock 65,208 31,765 44,492 47,843
Adjusted weighted average shares for
diluted per share calculation 18,030,373 17,883,964 17,992,331 17,875,527

Recently Issued Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (the FASB ) issued Statement of Financial Accounting
Standards ( SFAS ) No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles a replacement of FASB Statement No. 162( SFAS 168 ). Pursuant to SFAS 168, the FASB
Accounting Standards Codification ( Codification ) will become the source of authoritative U.S. GAAP recognized by
the FASB to be applied by nongovernmental entities. Rules and interpretive releases of the SEC under authority of
federal securities laws are also sources of authoritative GAAP for SEC registrants, which include the Company. SFAS
168 is effective for financial statements issued for interim and annual periods ending
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after September 15, 2009. On the effective date, the Codification will supersede all then-existing non-SEC accounting
and reporting standards. The adoption of SFAS 168 will not have an effect on the Company s condensed consolidated
financial statements.

Adoption of New Accounting Standards

In April 2009, the FASB issued FASB Staff Position ( FSP ) FAS 107-1 and APB 28-1, Interim Disclosures about
Fair Value of Financial Instruments. The FSP amends SFAS 107, Disclosures about Fair Value of Financial
Instruments, and Accounting Principles Board Opinion No. 28, Interim Financial Reporting. The FSP requires
publicly-traded entities to disclose in the body or in the accompanying notes of its summarized financial information
for interim reporting periods and in its financial statements for annual reporting periods, the fair value of all financial
instruments for which it is practicable to estimate that value, whether recognized or not recognized in the statement of
financial position, as required by SFAS 107. The FSP is effective for interim and annual reporting periods ending after
June 15, 2009. The adoption of the new disclosure requirements did not have a material effect on the Company s
condensed financial condition, results of operations, or cash flows.

In May 2009, the Company adopted the provisions of FASB Statement No. 165, Subsequent Events ( SFAS 165 ),
which establishes general standards of accounting for and disclosure of events that occur after the balance sheet date
but before financial statements are issued or are available to be issued. In particular, the Statement sets forth the period
after the balance sheet date during which management of the Company should evaluate events or transactions that
may occur for potential recognition or disclosure in the financial statements, the circumstances under which the
Company should recognize events or transactions occurring after the balance sheet date in its financial statements, and
the disclosures that the Company should make about events or transactions that occurred after the balance sheet date.
Because SFAS 165 only introduces the concept of financial statements being available to be issued, adoption of this
Statement did not result in significant changes in the subsequent events that the Company reports, either through
recognition or disclosure, in its consolidated financial statements.

On January 1, 2009, the Company prospectively adopted the provisions of FASB Statement No. 141 (Revised
2007), Business Combinations ( SFAS 141R ). SFAS 141R changes the accounting treatment and disclosure for certain
specific items in a business combination. Under SFAS 141R, an acquiring entity is required to recognize all the assets
acquired and liabilities assumed in a transaction at the acquisition-date fair value with limited exceptions. This
includes the fair values of the noncontrolling interest acquired. Prior to adoption of SFAS 141R, the noncontrolling
interest (minority interest) was recorded at the minority owner s historical balance. Other changes include the
treatment of acquisition-related costs, which, with the exception of debt or equity issuance costs, are to be recognized
as an expense in the period that the costs are incurred and the services are received. Prior to the adoption of SFAS
141R, the Company capitalized acquisition-related costs. Further, any adjustments during the measurement period to
the provisional amounts recognized as part of the purchase price allocation are treated retrospectively as of the
acquisition date.

In April 2009, the FASB issued FSP No. FAS 141(R)-1, Accounting for Assets Acquired and Liabilities Assumed
in a Business Combination That Arise from Contingencies ( FSP No. FAS 141(R)-1 ). FSP No. FAS 141(R)-1 amends
and clarifies SFAS 141(R), to address application issues on initial recognition and measurement, subsequent
measurement and accounting, and disclosure of assets and liabilities arising from contingencies in a business
combination. As issued, SFAS 141(R) required that all contractual contingencies and all noncontractual contingencies
that are more likely than not to give rise to an asset or liability be recognized at their acquisition date fair value. All
noncontractual contingencies that do not meet the more-likely-than not criterion as of the acquisition date would be
accounted for in accordance with other U.S. GAAP, as appropriate, including FASB Statement No. 5, Accounting for
Contingencies ( SFAS 5 ). SFAS 141(R) required that when new information is obtained, a liability be measured at the
higher of its acquisition-date fair value and the amount that would be recognized by applying SFAS 5. FSP No. FAS
141(R)-1 clarified the guidance to state an acquirer shall recognize at fair value, at the acquisition date, an asset
acquired or a liability assumed in a business combination that arises from a contingency if the acquisition-date fair
value of that asset or liability can be determined during the measurement period. The Company has adopted the
provisions of this guidance effective January 1, 2009, and does not anticipate adoption will have a material effect on
the operating results, financial position, or liquidity of the Company.
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The Company also adopted the provisions of SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements An Amendment of ARB No. 51 ( SFAS 160 ) on January 1, 2009. SFAS 160 establishes new accounting
and reporting standards for the noncontrolling interest, previously known as minority interest. Noncontrolling interest
in consolidated subsidiaries is presented in the consolidated balance sheet within stockholders equity as a separate
component from the parent s equity. Consolidated net income includes earnings attributable to both the parent and the
noncontrolling interest. Earnings per share, which is not affected by SFAS 160, is based on earnings attributable only
to the parent company. SFAS 160 also provides guidance on accounting for changes in the parent s ownership interest
in a subsidiary, including transactions where control is retained and where control is relinquished. SFAS 160 requires
additional disclosure information related to amounts attributable to the parent for income from continuing operations,
discontinued operations and extraordinary items and reconciliations of the parent and noncontrolling interests equity
in subsidiaries.

3. Acquisitions and Disposals

Pursuant to the Company s strategy for becoming the leading provider of post-acute health care services in the
United States, the Company acquired one LTACH, five homecare entities and two hospice entities during the six
months ended June 30, 2009. As a result of the acquisitions, the Company maintains an ownership interest in the
entities set forth below. The Company s ownership percentages are in parentheses:

Southeast Louisiana HomeCare, LLC (75%)

Louisiana Extended Care Hospital of Kenner, LLC (75%)

Hospice of Central Arkansas, LLC (67%)

Marion Regional HomeCare, LLC (67%)

Washington HomeCare and Hospice of Central Basin, LLC (100%)
East Alabama Medical Center HomeCare, LLC (75%)

Kentucky HomeCare of Henderson, LLC (67%)

The total purchase price of the acquisitions was $14.1 million, which was paid primarily in cash. The Southeast
Louisiana Homecare, LLC transaction included a transfer of 25% noncontrolling interest in three of the Company s
wholly owned home health agencies. The purchase prices were determined based on the Company s analysis of
comparable acquisitions and the target market s potential future cash flows. In accordance with SFAS 160, the transfer
of a noncontrolling interest in three of the Company s existing home health agencies as part of the consideration paid
in the Southeast Louisiana HomeCare, LLC transaction was accounted for as an equity transaction, resulting in the
Company recognizing additional paid in capital of $181,000.

The Company recognized goodwill of $12.2 million, including $2.9 million of noncontrolling goodwill, related to
the acquisitions. The Company expects its portion of goodwill to be fully tax deductible. Goodwill was assigned to the
home-based segment and the facility based segment in the amounts of $11.6 million and $625,000, respectively.

The following table summarizes the consideration paid for the acquisitions and the amounts of the assets acquired
at the acquisition dates, as well as the fair value at the acquisition dates of the noncontrolling interest acquired.

Consideration (in thousands)

Cash $12,712
Equity instruments (the Company exchanged a noncontrolling ownership interest in three of its

entities) 1,409
Fair value of total consideration transferred $14,121

Acquisition-related costs (included in general and administrative expenses in the Company s
statements of income for the six months ending June 30, 2009) $ 282

Recognized amounts of identifiable assets acquired and liabilities assumed
Property, plant and equipment $ 299
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Trade name 4,693
Certificate of need/License 1,237
Other identifiable intangible assets 167
Total identifiable assets $ 6,396
Noncontrolling interest $ 4,466
Goodwill, including noncontrolling interest of ($2.9 million) $12,191
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The fair value of the acquired intangible assets is preliminary pending receipt of the final valuations of those assets.

In 2008, one of the Company s acquisitions contained contingent consideration to the seller that may be settled in
shares of the Company s stock one year after the acquisition date. The number of shares that may be issued is
contingent upon the acquired Company achieving certain financial measurements in the year after the acquisition. As
of June 30, 2009, no liability was recorded as the amount of the shares earned is not determinable beyond a reasonable
doubt. The value of any shares issued will increase goodwill recorded on this acquisition.

One of the acquisitions during 2008 included operations which are not core to the operations of the Company.
During the first quarter of 2009, the Company began marketing these operations and intends to sell them within the
next twelve months. The Company allocated $450,000 to home-based services goodwill related to the non-core
operations. As of June 30, 2009, the Company determined that the plan of sale criteria in SFAS No. 144, Accounting
for the Impairment of Disposal of Long-Lived Assets, has been met, and accordingly, the Company has classified
$450,000 as assets held for sale on the consolidated balance sheet as of June 30, 2009. The operations for the six
months ended June 30, 2009 are included in discontinued operations.

The following table provides financial results of discontinued operations for the three months and six months
ended June 30, 2008 and 2009:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008

Net service revenue $ 736 $ $ 736 $ 52
Costs of services and G&A expenses (866) (87) (866) (480)
Noncontrolling interest 26 153
Loss from discontinued operations before noncontrolling
interest and income taxes (130) 61) (130) (275)
Income tax benefit 50 24 50 108
Loss from discontinued operations LHC Group Inc. s
common stockholders $ (80 $ 37 $ (80 $ (167)

There were no dispositions during the six months ended June 30, 2009.
4. Goodwill and Intangibles
The changes in recorded goodwill by segment for the six months ended June 30, 2009 were as follows:
14
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Six Months
Ended
June 30, 2009
(in thousands)
Home-based services segment:

Balance at December 31, 2008 $ 107,108
Goodwill from acquisitions 8,858
Goodwill related to noncontrolling interest 2,708
Goodwill classified as held for sale (450)
Other adjustments (187)
Balance at June 30, 2009 $ 118,037

Facility-based services segment:

Balance at December 31, 2008 $ 5,464
Goodwill from acquistions 469
Goodwill related to noncontrolling interest 156
Goodwill acquired from redemption of noncontrolling interest 15
Balance at June 30, 2009 $ 6,104
Consolidated balance at June 30, 2009 $ 124,141

In 2008, the Company purchased two home health agency provider numbers in Ohio for $542,000 and obtained
approval from the State of Ohio to move the provider numbers to a new service area. In February 2009, the Centers
for Medicare and Medicaid Services ( CMS ) denied the Company s change of ownership for the provider numbers
because the agency locations were moved outside of the allowed service area. Although the Company is currently in
the process of re-applying for new provider numbers for these home health agencies, the purchased provider numbers
no longer have value. Therefore, the Company has recognized a $542,000 impairment expense in other non-operating
(loss) income on the Company s Condensed Consolidated Statements of Income for the six months ended June 30,
2009.

The following table summarizes the changes in intangible assets during six months ending June 30, 2009.

Certificate
of Other

Trade

Names Need/License Intangibles Total
Balance at December 31, 2008 $ 27,233 $ 2,001 $ 741 $29,975
Additions 4,693 1,237 167 6,097
2008 Acquisition Adjustments 119 542 661
License Impairment (542) (542)
Amortization Expense (233) (233)
Balance at June 30, 2009 $ 32,045 $ 3,238 $ 675 $35,958
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Other intangible assets of $35.1 million, net of accumulated amortization, related to the home-based services
segment and $822,000 related to the facility-based services segment as of June 30, 2009.
5. Credit Arrangements

The Company s Credit Facility with Capital One, National Association, which was amended on June 19, 2009,
provides for a maximum aggregate principal borrowing of $75.0 million. The Credit Facility, which is scheduled to
expire on June 10, 2012, is unsecured and has a letter of credit sublimit of $2.5 million. The annual facility fee is
0.25% of the total availability. The interest rate for borrowings under the Credit Facility is a function of the prime rate
(Base Rate) subject to a floor or the Eurodollar rate (Eurodollar) subject to a floor, as elected by the Company, plus
the applicable margin based on the Leverage Ratio as defined in the Credit Facility. No amounts were outstanding on

this facility at June 30, 2009.
15
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The Company s Credit Facility contains customary affirmative, negative and financial covenants. For example, the
Company is restricted in incurring additional debt, disposing of assets, making investments, allowing fundamental
changes to the Company s business or organization, and making certain payments in respect of stock or other
ownership interests, such as dividends and stock repurchases. Under the Credit Facility, the Company is also required
to meet certain financial covenants with respect to minimum fixed charge coverage, consolidated net worth, leverage
and minimum asset coverage ratios. At June 30, 2009, the Company was in compliance with all covenants.

The Company s Credit Facility also contains customary events of default. These include bankruptcy and other
insolvency events, cross-defaults to other debt agreements, a change in control involving the Company or any
subsidiary guarantor, and the failure to comply with certain covenants.

6. Stockholders Equity
Share Based Compensation

On January 20, 2005, the board of directors and stockholders of the Company approved the 2005 Long Term
Incentive Plan (the Incentive Plan ). The Incentive Plan provides for 1,000,000 shares of common stock that may be
issued or transferred pursuant to awards made under the plan. A variety of discretionary awards for employees,
officers, directors and consultants are authorized under the Incentive Plan, including incentive or non-qualified
statutory stock options and restricted stock. All awards must be evidenced by a written award certificate which will
include the provisions specified by the compensation committee of the board of directors. The compensation
committee will determine the exercise price for non-statutory stock options. The exercise price for any option cannot
be less than the fair market value of our common stock as of the date of grant.

Also on January 20, 2005, the 2005 Director Compensation Plan was adopted. The shares issued under our 2005
Director Compensation Plan are issued from the 1,000,000 shares reserved for issuance under our Incentive Plan.
Stock Options

As of June 30, 2009, 19,000 options were issued and exercisable. During the six months ended June 30, 2009 and
2008, no options were exercised, forfeited or granted.

Nonvested Stock

During the six months ended June 30, 2009, 14,000 nonvested shares of stock were granted to our independent
directors under the 2005 Director Compensation Plan. All of these shares vest one year from the grant date. During the
six months ended June 30, 2009, 220,483 nonvested shares were granted to employees pursuant to the 2005
Long-Term Incentive Plan. All of these shares vest over a five year period. The fair value of nonvested shares is
determined based on the closing trading price of the Company s shares on the grant date. The weighted average grant
date fair value of nonvested shares granted during the six months ended June 30, 2009 was $19.93.

The following table represents the nonvested stock activity for the six months ended June 30, 2009:

Weighted
Number of average grant
date fair
Shares value
Nonvested shares outstanding at December 31, 2008 306,406 $ 2245
Granted 234,483 $ 19.93
Vested (69,448) $ 20.65
Forfeited (3,769) $ 18.60
Nonvested shares outstanding at June 30, 2009 467,672 $ 21.65
16
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As of June 30, 2009, there was $8.2 million of total unrecognized compensation cost related to nonvested shares
granted. That cost is expected to be recognized over the weighted average period of 3.7 years. The total fair value of
shares vested in the six months ended June 30, 2009 and 2008 was $1.4 million and $1.0 million, respectively. The
Company records compensation expense related to nonvested share awards at the grant date for shares that are
awarded fully vested, and over the vesting term on a straight line basis for shares that vest over time. The Company
has recorded $1.1 million and $816,000 of compensation expense related to nonvested stock grants in the six months
ended June 30, 2009 and 2008, respectively.

Employee Stock Purchase Plan

The Company has a plan whereby eligible employees may purchase the Company s common stock at 95 percent of
the market price on the last day of the calendar quarter. There are 250,000 shares reserved for the plan. The Company
issued 4,076 shares of common stock under the plan at a per share price of $34.20 during the three months ended
March 31, 2009 and 6,420 shares of common stock under the plan at a per share price of $21.17 during the three
months ended June 30, 2009. As of June 30, 2009 there were 192,527 shares available for future issuance.

7. Commitments and Contingencies
Contingencies

The Company is involved in various legal proceedings arising in the ordinary course of business. Although the
results of litigation cannot be predicted with certainty, management believes the outcome of pending litigation will not
have a material adverse effect, after considering the effect of the Company s insurance coverage, on the Company s
consolidated financial statements.

Joint Venture Buy/Sell Provisions

Several of the Company s joint ventures include a buy/sell option that grants to us and our joint venture partner(s)
the right to require the other joint venture party to either purchase all of the exercising member s membership interests
or sell to the exercising member all of the non-exercising member s membership interest, at the non-exercising
member s option, within 30 days of the receipt of notice of the exercise of the buy/sell option. In some instances, the
purchase price is based on a multiple of the historical or future earnings before income taxes and depreciation and
amortization of the equity joint venture at the time the buy/sell option is exercised. In other instances, the buy/sell
purchase price will be negotiated by the partners and subject to a fair market valuation process. The Company has not
received notice from any joint venture partners of their intent to exercise the terms of the buy/sell agreement nor has
the Company notified any joint venture partners of its intent to exercise the terms of the buy/sell agreement.
Compliance

The laws and regulations governing the Company s operations, along with the terms of participation in various
government programs, regulate how the Company does business, the services offered and its interactions with patients
and the public. These laws and regulations and their interpretations, are subject to frequent change. Changes in
existing laws or regulations, or their interpretations, or the enactment of new laws or regulations could materially and
adversely affect the Company s operations and financial condition.

The Company is subject to various routine and non-routine governmental reviews, audits and investigations. In
recent years, federal and state civil and criminal enforcement agencies have heightened and coordinated their
oversight efforts related to the health care industry, including with respect to referral practices, cost reporting, billing
practices, joint ventures and other financial relationships among health care providers. Violation of the laws governing
the Company s operations, or changes in the interpretation of those laws, could result in the imposition of fines, civil or
criminal penalties, termination of the Company s rights to participate in federal and state-sponsored programs and
suspension or revocation of the Company s licenses.
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If the Company s LTACHs fail to meet or maintain the standards for Medicare certification as long-term acute care
hospitals, such as average minimum length of patient stay, they will receive payments under the prospective payment
system applicable to general acute care hospitals rather than payment under the system applicable to LTACHs.
Payments at rates applicable to general acute care hospitals would likely result in the Company receiving less
Medicare reimbursement than currently received for patient services. Moreover, all but one of the Company s
LTACHESs are subject to additional Medicare criteria because they operate as separate hospitals located in space leased
from, and located in, a general acute care hospital, known as a host hospital . This is known as the hospital within a
hospital model. These additional criteria include requirements concerning financial and operational separateness from
the host hospital.

The Company anticipates there may be changes to the standard episode-of-care payment from Medicare in the
future. Due to the uncertainty of the revised payment amount, the Company cannot estimate the effect that changes in
the payment rate, if any, will have on its future financial statements.

The Company believes that it is in material compliance with all applicable laws and regulations. On July 13, 2009,
the Company filed a Current Report on Form 8-K regarding an administrative subpoena from the Inspector General of
the Office of Personnel Management ( OPM ). OPM is an administrative agency responsible for overseeing the Federal
Employees Health Benefit Program ( FEHBP ). Although the subpoena was issued by OPM and the Company
understood the subpoena and the OPM s review to be limited to the FEHBP, the Company learned on July 9, 2009 that
the scope of the review is not limited to the FEHBP, but also extends to services provided to Medicare beneficiaries.
At this time there is no clear indication from OPM as to the scope or purpose of the review other than a focus on
third-party quality improvement audits performed on the Company s behalf from 2005 to present. The Company will
continue to cooperate and provide responsive information for the OPM review.

Except as discussed in the preceding paragraph, the Company is not aware of any pending or threatened
investigations involving allegations of potential wrongdoing. While no such regulatory inquiries have been made,
compliance with such laws and regulations can be subject to future government review and interpretation as well as
significant regulatory action, including fines, penalties and exclusion from the Medicare program.

8. Fair Value of Financial Instruments

The carrying amounts of the Company s cash, receivables, accounts payable and accrued liabilities approximate
their fair values because of their short maturity. The carrying value of the Company s long-term debt equals its fair
value based on a variable interest rate.
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9. Segment Information

The Company s segments consist of home-based services and facility-based services. Home-based services include
home nursing services and hospice services. Facility-based services include long-term acute care services and
outpatient therapy services. The accounting policies of the segments are the same as those described in the summary

of significant accounting policies.

Net service revenue

Cost of service revenue

Provision for bad debts

General and administrative expenses

Operating income

Interest expense
Non-operating income

Income from continuing operations before income taxes and
noncontrolling interest

Noncontrolling interest

Income from continuing operations before income taxes

Total assets

Net service revenue

Cost of service revenue

Provision for bad debts

General and administrative expenses

Operating income

Interest expense
Non-operating income (loss)

Income from continuing operations before income taxes and

noncontrolling interest
Noncontrolling interest
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Three Months Ended June 30, 2009

Home-Based  Facility-Based

Services Services
(in
thousands)
$117,608 $ 14,985
57,376 9,212
1,807

39,954 3,566
18,471 2,207
(34) )
64 20
18,501 2,222
3,603 363
$ 14,898 $ 1,859

$245,503 $ 24,094

Total

$132,593
66,588
1,807
43,520
20,678
(39)
84
20,723
3,966

16,757

$269,597

Three Months Ended June 30, 2008

Home-Based  Facility-Based

Services Services
(in
thousands)

$ 76,419 $ 13,696

36,912 8,023

3,085 538

25,589 3,758

10,833 1,377
(62) (18)

360 47

11,131 1,406

1,978 281

Total

$ 90,115
44,935
3,623
29,347

12,210
(80)
407

12,537
2,259
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