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The following graph compares the cumulative 14-month total return to shareholders on Addus HomeCare Corporation�s common stock relative
to the cumulative total returns of the NASDAQ Composite index, the NASDAQ Health Services index and a customized peer group of four
companies that includes: Almost Family, Inc., Amedisys, Inc., Gentiva Health Services, Inc. and LHC Group, Inc. An investment of $100 (with
reinvestment of all dividends) is assumed to have been made in our common stock, in each index and in the peer group on 10/28/2009 and its
relative performance is tracked through 12/31/2010.

10/09 10/09 11/09 12/09 1/10 2/10 3/10 4/10 5/10 6/10 7/10 8/10 9/10 10/10 11/10 12/10
Addus
HomeCare
Corporation 100.00 107.77 97.17 108.36 103.89 93.05 71.14 57.01 72.79 70.41 62.19 61.48 46.76 35.81 48.88 48.29
NASDAQ
Composite 100.00 96.81 101.64 107.33 101.57 105.97 113.51 116.11 106.49 100.10 107.10 100.75 112.80 119.45 118.87 126.37
NASDAQ
Health
Services 100.00 96.58 98.93 109.98 106.80 109.15 116.54 117.48 109.71 98.91 93.38 89.33 96.92 100.82 104.75 113.00
Peer Group 100.00 95.27 95.75 114.16 116.11 120.61 121.56 126.32 112.97 103.91 72.96 67.33 72.95 80.27 83.01 95.44

The stock price performance included in this graph is not necessarily indicative of future stock price performance.
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2010

OR

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

For the transition period from             to             

Commission file number 001-34504

ADDUS HOMECARE CORPORATION
(Exact name of registrant as specified in its charter)
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Delaware 20-5340172
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
2401 South Plum Grove Road

Palatine, Illinois 60067

(Address of principal executive offices)

(847) 303-5300

(Registrant�s telephone number, including area code)

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

Title of each class Name of each Exchange on which Registered
Common Stock, par value $0.001 The NASDAQ Stock Market LLC

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

None

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

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

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  ¨    No  ¨

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

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

Large accelerated filer  ¨ Accelerated filer  ¨
Non-accelerated filer  ¨ Smaller reporting company  x
(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  ¨    No  x

The aggregate market value of the voting and non-voting common stock held by non-affiliates of the registrant, based on the last sale price on
The Nasdaq Global Market on June 30, 2010 (the last business day of the registrant�s most recently completed second fiscal quarter) was
$33,081,211.
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As of March 25, 2011, there were 10,751,086 shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Certain portions of the registrant�s Definitive Proxy Statement for its 2011 Annual Meeting of Stockholders (which is expected to be filed with
the Commission within 120 days after the end of the registrant�s 2010 fiscal year) are incorporated by reference into Part III of this Annual
Report on Form 10-K.
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SPECIAL CAUTION CONCERNING FORWARD-LOOKING STATEMENTS

When included in this Annual Report on Form 10-K, or in other documents that we file with the Securities and Exchange Commission (�SEC�) or
in statements made by or on behalf of the Company, words like �believes,� �belief,� �expects,� �plans,� �anticipates,� �intends,� �projects,� �estimates,� �may,�
�might,� �would,� �should� and similar expressions are intended to identify forward-looking statements as defined by the Private Securities Litigation
Reform Act of 1995. These forward-looking statements involve a variety of risks and uncertainties that could cause actual results to differ
materially from those described therein. These risks and uncertainties include, but are not limited to the following: changes in Medicare and
other medical payment levels, changes in or our failure to comply with existing Federal and State laws or regulations or the inability to comply
with new government regulations on a timely basis, competition in the homecare industry, changes in the case mix of consumers and payment
methodologies, changes in estimates and judgments associated with critical accounting policies, our ability to maintain or establish new referral
sources, our ability to attract and retain qualified personnel, changes in payments and covered services due to the economic downturn and deficit
spending by Federal and State governments, future cost containment initiatives undertaken by third party payors, our access to financing due to
the volatility and disruption of the capital and credit markets, our ability to meet debt service requirements and comply with covenants in debt
agreements, business disruptions due to natural disasters or acts of terrorism, our ability to integrate and manage our information systems, our
expectations regarding the size and growth of the market for our services, the acceptance of privatized social services, our expectations regarding
changes in reimbursement rates, authorized hours and eligibility standards of state governmental agencies, the potential to settle litigation, and
the effect of those changes on our results of operations in 2011 or for periods thereafter, our ability to successfully implement our integrated
service model to grow our business, our ability to continue identifying and pursuing acquisition opportunities and expand into new geographic
markets, the effectiveness, quality and cost of our services and various other matters, many of which are beyond our control.

Because forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be predicted or quantified, you
should not rely on any forward-looking statement as a prediction of future events. We expressly disclaim any obligation or undertaking and we
do not intend to release publicly any updates or changes in our expectations concerning the forward-looking statements or any changes in events,
conditions or circumstances upon which any forward-looking statement may be based, except as required by law. For a discussion of some of the
factors discussed above as well as additional factors, see Part I, Item 1A��Risk Factors� and Part II, Item 7��Critical Accounting Policies� within
�Management�s Discussion and Analysis of Financial Condition and Results of Operations�.

Unless otherwise provided, �Addus,� �we,� �us,� �our,� and the �Company� refer to Addus HomeCare Corporation and our consolidated subsidiaries and
�Holdings� refers to Addus HomeCare Corporation. When we refer to 2010, 2009, and 2008, we mean the twelve month period then ended
December 31, unless otherwise provided.

A copy of this Annual Report on Form 10-K for the year ended December 31, 2010 as filed with the SEC, including all exhibits, is available on
our internet website at http://www.addus.com on the �Investor Relations� page link. Information contained on, or accessible through, our website
is not a part of, and is not incorporated by reference into, this Annual Report on Form 10-K.
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PART I

ITEM 1. BUSINESS
Overview

We are a comprehensive provider of a broad range of social and medical services in the home. Our services include personal care and assistance
with activities of daily living, skilled nursing and rehabilitative therapies, and adult day care. Our consumers are individuals with special needs
who are at risk of hospitalization or institutionalization, such as the elderly, chronically ill and disabled. Our payor clients include federal, state
and local governmental agencies, commercial insurers, and private individuals. We provide our services through over 129 locations across 19
states to over 27,000 consumers.

We operate our business through two segments, home & community services and home health services. Our home & community services are
social, or non-medical, in nature and include assistance with bathing, grooming, dressing, personal hygiene and medication reminders, and other
activities of daily living. We provide home & community services on a long-term, continuous basis, with an average duration of 20 months per
consumer. Our home health services are medical in nature and include physical, occupational and speech therapy, as well as skilled nursing. We
generally provide home health services on a short-term, intermittent or episodic basis to individuals recovering from an acute medical condition,
with an average length of care of 80 days.

The comprehensive nature of our social and medical services enables us to maintain a long-term relationship with our consumers as their needs
change over time and provides us with diversified sources of revenue. To meet our consumers� changing needs, we utilize an integrated service
delivery model approach that allows our consumers to access social and medical services from one homecare provider and appeals to referral
sources who are seeking a provider with a breadth of services, scale and systems to meet consumers� needs effectively. Our integrated service
model is designed to reduce service duplication, which lowers health care costs, enhances consumer outcomes and satisfaction and lowers our
operating costs, as well as drives our internal growth strategy. In our target markets, our care and service coordinators work with our caregivers,
consumers and their providers to review our consumers� current and anticipated service needs and, based on this continuous review, identify
areas of service duplication or new service opportunities. This approach, combined with our integrated service delivery model, enabled us to
derive approximately 25% of our Medicare home health cases in 2010 from our home & community consumer base.

Addus HomeCare Corporation was incorporated in Delaware in 2006 under the name Addus Holding Corporation for the purpose of acquiring
Addus HealthCare, Inc. (�Addus HealthCare�). Addus HealthCare was founded in 1979. Our principal executive offices are located at 2401 South
Plum Grove Road, Palatine, Illinois 60067. Our telephone number is (847) 303-5300.

Our Market and Opportunity

We provide services to the elderly and adult infirmed who need long-term care and assistance with essential, routine tasks of life, as well as
Medicare-eligible beneficiaries who are in need of recuperative care services following an acute medical condition. The Georgetown University
Long-Term Care Financing Project estimated total expenditures in 2005 for services such as these, including services provided in the home or in
a community-based setting, as well as in institutions such as skilled nursing facilities, at over $205 billion. It is estimated that 49.0% of these
expenditures were paid for by Medicaid, 20.4% by Medicare, 18.1% by private pay, 7.2% by private insurance and 5.3% by other sources.
Homecare services is the fastest growing segment within this overall market. According to Thomson Reuters (formerly Metstat), Medicaid
expenditures for home & community services increased from $7.5 billion in 1995 to $37.9 billion in 2007, representing a compound annual
growth rate, or CAGR, of 14.4%. According to the Medicare Payment Advisory Commission, or MedPAC, an independent congressional
agency that advises Congress on issues involving the Medicare program. Medicare expenditures on home health care increased from $8.5 billion
in 2001 to $13.7 billion in 2007, representing a CAGR of 8.3%. According to MedPAC, Medicare spent $19 billion on home health care in
2009.
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According to the Centers for Medicare and Medicaid Services, or CMS, payment for homecare services, which does not include personal care
services funded primarily under Medicaid waiver programs, was $59 billion in 2007, and is forecasted to increase to $135 billion in 2018,
representing a CAGR of 7.8%. In addition to the projected growth of government-sponsored homecare services, the private duty market for our
services is growing rapidly. We provide our private duty consumers with all of the services we provide to both our home & community and
home health consumers.

Historically, there were limited barriers to entry in the homecare industry. As a result, the industry developed in a highly fragmented manner,
with many small local providers. Few companies have a significant market share across multiple regions or states. According to the National
Association for Home Care & Hospice, or NAHC, as of 2007, there were over 9,000 Medicare-certified homecare agencies. In addition, while
difficult to estimate, there are many non-licensed, non-certified homecare agencies. More recently, the homecare industry has been subject to
increased regulation. In several states, providers are now required to obtain state licenses or registrations and must comply with laws and
regulations governing standards of practice. Providers must dedicate substantial resources to ensure continuing compliance with all applicable
regulations and significant expenditures may be necessary to offer new services or to expand into new markets. Any failure to comply with this
growing and changing regulatory regime could lead to the termination of rights to participate in federal and state-sponsored programs and the
suspension or revocation of licenses. We believe limitations on the availability of new licenses, the rising cost and complexity of operations and
pressure on reimbursement rates due to constrained government resources create barriers for new providers and may encourage industry
consolidation.

Our Growth Strategy

Our ability to grow our net service revenues is closely correlated with the number of consumers to whom we provide our services. Our continued
growth depends on our ability to maintain our existing payor client relationships, establish relationships with new payors, enter into new
contracts and increase our referral sources. Our continued growth is also dependent upon the authorization by state agencies of new consumers
to receive our services. We believe there are several market opportunities for growth. The U.S. population of persons aged 65 and older is
growing, and the U.S. Census Bureau estimates that this population will more than double by 2050. Additionally, we believe the overwhelming
majority of individuals in need of care generally prefer to receive care in their homes or community-based settings. Finally, we believe the
provision of home & community services is more cost-effective than the provision of similar services in an institutional setting for long-term
care. We intend to grow as an integrated provider of homecare services. The following are the key elements of our growth strategy:

� Expand our comprehensive, integrated service model. Our comprehensive, integrated model provides significant opportunities to
effectively market to a wide range of payor clients and referral sources, many of whom are responsible for consumers with both
social and medical service needs. We have implemented this model in approximately 49% of our current locations and intend to
extend this model to all of our markets, both organically and through strategic acquisitions.

� Drive growth in existing markets. We intend to drive growth in our existing markets by enhancing the breadth of our services,
increasing the number of referral sources and leveraging and expanding our payor relationships in each market. We intend to achieve
this growth by continuing to educate referral sources about the benefits of our services and maintaining our emphasis on high quality
care for our consumers. To take advantage of the growing demand for quality and reputable homecare services from private duty
consumers, we are focusing on increasing and enhancing the private pay services we provide to consumers in all of our locations. By
providing private duty services through our existing home & community and home health employees, we expect to increase our net
service revenues without a corresponding increase in our operating costs.

� Growth through acquisitions. We intend to continue to grow with selective acquisitions. Our home & community segment
acquisitions have been focused on facilitating entry into new states such
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as New Jersey, Idaho, Nevada, North Carolina, South Carolina and Georgia, whereas our home health segment acquisitions have
been focused on complementing our existing home & community business in Idaho, Indiana and South Carolina, enabling us to
provide a more comprehensive range of services in those locations. Acquisitions in the home health segment, while not significant,
reflect our goal of being a comprehensive provider of both home & community and home health services in the markets in which we
operate.

� Expand into new markets organically. We intend to offer our services in geographic markets contiguous to our existing markets
through de novo agency development.

Our Services by Segment

We deliver comprehensive homecare services to our consumers through two business segments, home & community services and home health
services. Our home & community services assist consumers, who would otherwise be at risk of placement in a long-term care institution, with
activities of daily living. Our home health services provide restorative measures to consumers with chronic diseases or after hospitalization. We
offer an integrated care approach which delivers an integrated care plan to our consumers utilizing services from both divisions. We believe this
approach allows consumers to stay within our delivery system as their health care needs change and to continue to receive a full spectrum of
services in a home or community-based setting. This approach also reduces the costs to the health care system associated with frequent
hospitalization or admission into a skilled nursing facility or other health care institution.

Home & Community Services

Our home & community services segment provides a broad range of services primarily in consumers� homes on an as-needed, hourly basis,
mostly to older adults and younger disabled persons. Our home & community services segment, which accounted for $220.8 million, or 81.2%,
of our net service revenues in 2010, primarily involves providing assistance with activities of daily living. These services, generally provided by
para-professional staff such as homecare aides, are of a social rather than medical nature, and include personal care, home support services and
adult day care.

Personal care and home support services are provided to consumers who are unable to independently perform some or all of their activities of
daily living. Our services are needed when assistance from family or community members is insufficient or where caregiver respite is needed.
Personal care services include bathing, grooming, mouth care, skin care, assistance with feeding and dressing and medication reminders. Home
support services include meal planning and preparation, housekeeping and transportation services. A consumer may need such services on a
temporary or long-term basis to address chronic or acute conditions. Each payor client establishes its own eligibility standards, determines the
type, amount, duration and scope of services, and establishes the applicable reimbursement rate. The average duration of our provision of
home & community services is approximately 20 months per consumer.

We also operate five adult day centers in Illinois which provide an integrated program of skilled and support services and designated health
services for adults in a community-based group setting. Services provided by our adult day centers include social activities, transportation
services to and from the centers, the provision of meals and snacks, personal care and therapeutic activities such as exercise and cognitive
interaction.

Most of our home & community services are provided pursuant to agreements with state and local governmental social and aging service
agencies. These agreements generally have a stated term of one to two years and generally may be terminated by the counterparty upon 60 days�
notice. They are typically renewed for one- to five-year terms, provided we have complied with licensing, certification and program standards,
and other regulatory requirements. Reimbursement rates and methods vary by state and service type, but are typically based on an hourly or
unit-of-service basis. In 2010, approximately 94.2% of our home & community net service
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revenues were derived from state and local government programs, while approximately 5.8% of our home & community net service revenues
were derived from insurance programs and private duty consumers.

Home Health Services

Services provided to consumers by our home health services segment are typically prescribed by a physician following an in-home nursing
assessment or a consumer�s discharge from a hospital, skilled nursing facility, rehabilitation center or other institutional setting. Services may be
provided in lieu of, or delay the need for, hospitalization. Our home health services are provided on an intermittent basis to consumers who are
typically unable to leave their homes without considerable effort. Our home health services are provided by skilled nurses, physical,
occupational and speech therapists, medical social workers and home health aides. We provide these services to the homebound elderly, adult
infirm and children, including the high-risk pediatric population.

We provide home health services after an acute illness or surgical intervention, or after an exacerbation or worsening of a chronic disorder that
typically requires hospitalization or other institutionalization. These services include disease management instruction, wound care, occupational
and speech therapy, risk assessment and prevention and education. We have also developed disease-specific plans for consumers with diabetes,
congestive heart failure, post-orthopedic surgery or injury and respiratory diseases.

Our home health net service revenues accounted for $50.9 million, or 18.8%, of our net service revenues in 2010. Of these net service revenues,
64.1% were reimbursed by Medicare, 19.4% by state and local government programs, 10.0% by insurance programs and 6.5% from other
private payors.

The following table presents our locations by segment, setting forth acquisitions, start-ups and closures for the period January 1, 2008 to
December 31, 2010:

Home &
Community

Home
Health Total

Total at January 1, 2008 75 29 104
Acquired 16 2 18
Start-up 2 1 3
Closed/Merged (2) (1) (3) 

Total at December 31, 2008 91 31 122
Start-up 3 �  3
Closed/Merged (2) (1) (3) 

Total at December 31, 2009 92 30 122
Acquired 8 3 11
Start-up 3 �  3
Closed/Merged (7) �  (7) 

Total at December 31, 2010 96 33 129

As of December 31, 2010, we provided our services through over 129 locations across 19 states. As part of our comprehensive service model,
we have integrated and provide both home & community and home health services in nine states.

Our payor clients are principally federal, state and local governmental agencies. The federal, state and local programs under which they operate
are subject to legislative, budgetary and other risks that can influence reimbursement rates. Our commercial insurance carrier payor clients are
typically for profit companies and are continuously seeking opportunities to control costs. We are seeking to grow our private duty business in
both of our segments and our Medicare business in our home health segment.
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For 2010, 2009 and 2008, our payor revenue mix by segment was as follows:

Home & Community
2010 2009 2008

State, local and other governmental programs 94.2% 95.8% 96.9% 
Commercial 0.8 0.5 0.1
Private duty 5.0 3.7 3.0

100.0% 100.0% 100.0% 

Home Health
2010 2009 2008

Medicare 64.1% 61.3% 58.3%
State, local and other governmental programs 19.4 21.0 23.4
Commercial 10.0 10.8 11.4
Private duty 6.5 6.9 6.9

100.0% 100.0% 100.0%

We also measure the performance of each segment using a number of different metrics. For our home & community segment, we consider
billable hours, billable hours per business day, revenues per billable hour and the number of consumers, or census. For our home health segment,
we consider Medicare census, non-Medicare census, Medicare admissions and Medicare revenues per episode completed.

We derive a significant amount of our net service revenues from our operations in Illinois and California, which represented 52% and 13%; 49%
and 16%; and 46% and 18% of our total net service revenues for the years ended December 31, 2010, 2009 and 2008, respectively.

A significant amount of our net service revenues are derived from two specific payor clients. The Illinois Department on Aging, in the home &
community segment, and Medicare, in the home health segment, accounted for 38% and 12%; 34% and 12%; and 32% and 12% of our total net
service revenues for the years ended December 31, 2010, 2009 and 2008, respectively.

Competition

The homecare industry is highly competitive, fragmented and market specific. Each local market has its own competitive profile and no single
competitor has significant market share across all of our markets. Our competition consists of home health providers, private caregivers, larger
publicly held companies, privately held homecare companies, privately held single-site agencies, hospital-based agencies, not-for-profit
organizations, community-based organizations and self-directed care programs. In addition, certain governmental payors contract for services
with independent providers such that our relationships with these payors are not exclusive, particularly in California. We have experienced, and
expect to continue to experience, competition from new entrants into our markets. Increased competition may result in pricing pressures, loss of
or failure to gain market share or loss of consumers or payors, any of which could harm our business. In addition, some of our competitors may
have greater financial, technical, political and marketing resources, name recognition on a larger number of consumers and payors than we do.

Sales and Marketing

We focus on initiating and maintaining working relationships with state and local governmental agencies responsible for the provision of the
services we offer. We target these agencies in our current markets and in geographical areas that we have identified as potential markets for
expansion. We also seek to identify service
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needs or changes in the service delivery or reimbursement system of governmental entities and attempt to work with and provide input to the
responsible government personnel, provider associations and consumer advocacy groups.

We receive substantially all of our consumers from third party referrals. Generally, family members of potential homecare consumers are made
aware of available in-home or alternative living arrangements through a state or local case management system. These systems are operated by
governmental or private agencies. We receive referrals from state departments on aging, rehabilitation, mental health and children�s services,
county departments of social services, the Veterans Health Administration and city departments on aging. Other service referrals, particularly in
our home health division, come from physicians, hospitals, long-term care facilities and private insurers. Accordingly, there is no single referral
source that accounts for a substantial portion of our referrals.

In our home & community services division, we provide ongoing education and outreach to our target communities, both to inform residents
about state and locally-subsidized care options and to communicate our role in providing quality home & community services. We also utilize
consumer-direct sales, marketing and advertising programs designed to attract consumers. Our home health services are marketed through a
dedicated sales team which consists of account executives and care coordinators. Our account executives market our services to potential referral
sources including physicians and to large retirement housing programs. Our care coordinators facilitate our integrated service offering by
working in unison with our home & community services segment resources. Our care coordinators identify consumers who are being served by
our home & community care givers and conduct an initial evaluation of the consumer�s needs for services offered by our home health division. If
there are specific health needs identified we facilitate an evaluation by a qualified nurse for admission into the home health segment and proceed
to obtain appropriate physician orders for the provision of home health services.

Payment for Services

We are compensated for our services by federal, state and local government programs, such as Medicaid funded programs and Medicaid waiver
programs, other state agencies and Medicare, as well as the Veterans Health Administration, commercial insurers and private duty consumers.

The following table sets forth net service revenues derived from each of our major payors during the indicated periods as a percentage of total
net service revenues:

Payor Group
Year Ended December 31,

2010 2009 2008
Illinois Department on Aging 37.8% 34.3% 31.6% 
Medicare 12.0 11.6 11.7
Nevada Medicaid 5.4 6.5 7.5
Riverside County Department of Public Social Services 4.4 5.4 6.6
Private duty 5.3 4.3 3.8
Commercial insurance 2.5 2.7 2.4
Other federal, state and local payors 32.6 35.2 36.4

Total 100.0% 100.0% 100.0% 

Illinois Department on Aging

We provide homecare services pursuant to agreements with the Illinois Department on Aging, which is funded by Medicaid and general revenue
funds of the State of Illinois. Consumers are identified by case managers contracted independently with the Illinois Department on Aging. Once
a consumer has been evaluated
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and determined to be eligible for the program, the case manager refers the consumer to a list of authorized providers, from which the consumer
selects the provider. We provide our services in accordance with a care plan developed by the case manager and under administrative directives
from the Illinois Department on Aging. We are reimbursed on an hourly fee for service basis. Due to its revenue deficiencies and financing
issues, the State of Illinois is currently reimbursing us on a delayed basis with respect to these agreements. These payment delays have adversely
impacted, and may further adversely impact, our liquidity, and may result in the need to increase borrowings under our credit facility. Other
delayed payor reimbursements from the State of Illinois have also contributed to the increase in our receivables balances.

Medicare

Medicare is the U.S. government�s health insurance program funded by the Social Security Administration for individuals aged 65 or older,
individuals under the age of 65 with certain disabilities and individuals of all ages with end-stage renal disease. Eligibility for Medicare does not
depend on income, and coverage is restricted to reasonable and medically-necessary treatment.

Medicare home health rates are based on the severity of the consumer�s condition, his or her service needs and other factors relating to the cost of
providing services and supplies. Through the Medicare Prospective Payment System, or PPS, Medicare pays providers of home health care at
fixed, predetermined rates for services bundled into 60-day episodes of home health care. Medicare base episodic rates are set annually through
federal legislation, as follows:

Period
Base episodic
Payment (1)

January 1, 2008 through December 31, 2008 $ 2,270
January 1, 2009 through December 31, 2009 2,272
January 1, 2010 through December 31, 2010 2,313
January 1, 2011 through December 31, 2011 2,192

(1) The actual episode payment rates vary based on the scoring of Outcome and Assessment Information Set or OASIS responses which then
categorize characteristics into home health resource groups with a corresponding rate of payment. The per episode payment is typically
reduced or increased by such factors as the consumer�s clinical, functional and services utilization domains.

Medicare payments can be adjusted through changes in the base episodic payments and recoveries of overpayments for, among other things,
unusually costly care for a particular consumer, low utilization, transfers to another provider, the level of therapy services required and the
number of episodes of care provided. In addition, Medicare can also reduce levels of reimbursement if a provider is unable to produce
appropriate billing documentation or acceptable medical authorizations. Medicare reimbursement, on an episodic basis, is subject to adjustment
if the consumer is discharged but readmitted within the same 60-day episodic period.

On March 23, 2010, the President signed into law the Patient Protection and Affordable Care Act and on March 30, 2010, the President signed
into law the Health Care and Education Reconciliation Act of 2010 (collectively both laws are referred to herein as the �Health Reform Act�). The
Health Reform Act includes several provisions that may affect reimbursement for home health agencies. The Health Reform Act is broad,
sweeping reform, and is subject to change, including through the adoption of related regulations, the way in which its provisions are interpreted
and the manner in which it is enforced. We cannot assure you that the provisions of the Health Reform Act will not adversely impact our
business, results of operations or financial position. We may be unable to mitigate any adverse effects resulting from the Health Reform Act.

On July 14, 2010, the Office for Civil Rights of the U.S. Department of Health and Human Services (the �OCR�) published proposed regulations
to implement the Health Information Technology for Economic and Clinical Health Act. Failure to comply with Health Insurance Portability and
Accountability Act, or HIPAA, could result in fines and penalties that could have a material adverse effect on us.
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On July 23, 2010, CMS published its proposed Home Health Prospective Payment System Update for Calendar Year 2011 (�Proposed 2011
Home Health PPS Update�). A proposed overall reduction in the home health payment base rate of 4.9% included a reduction for each 60-day
episode and the conversion factor for non-routine medical supplies (�NRS�) of 3.79%. The 3.79% decrease, which also will be imposed in 2012, is
a result of the CMS determination that there has been a general increase in case mix that CMS believes is unwarranted. CMS believes that this
�case-mix creep� is due to improved coding, coding practice changes, and other behavioral responses to the change in reimbursement that went in
to effect in 2009, including greater use of high therapy treatment plans above what CMS believes is related to an increase in patient acuity. CMS
warned that it will continue to monitor changes in case-mix. If new data identifies additional increases in case-mix, CMS will immediately
impose further reductions. The Health Reform Act requires a physician certifying a patient for home health services to document that the
physician or a non-physician practitioner under the direction of the physician has had a face-to-face encounter with the patient. In CMS�s
proposed Home Health Update for 2011 (the �2011 Proposed Home Health Rule�), CMS proposed regulations that would require the face-to-face
encounter to take place within thirty days of the home health start date. An additional face-to-face encounter within two weeks of the start date
would be required if the original face-to-face encounter did not primarily relate to the reason for the home health services.

In November 2010, CMS released its Home Health Prospective Payment System Update for Calendar Year 2011 (the �Final 2011 Home Health
PPS Update�). There is a 1.1% market basket increase for 2011 (after application of the mandated 1% reduction) and a mandated 3.79% rate
reduction. The final 2011 payment base rate reflects a 0.3% decrease from the proposed market basket rate in July 2010. CMS announced that it
is postponing its proposed 3.79% reduction in home health rates for calendar year 2012 pending its further monitoring of case-mix changes.
Home health agencies that do not submit required quality data will be subject to a 2% reduction in the market basket update.

CMS made some revisions to its proposed regulations regarding face-to-face-encounters. The physician or non-physician practitioner must have
a face-to-face encounter with the patient within 90 days of the home health start date. If there is no face-to-face encounter within the 90 day
period or if the encounter did not relate to the reason for home health, a face-to-face encounter must occur within 30 days after the home health
start date. CMS emphasized that the certification must be dated by the physician (not the home health agency) and the patient must be under the
care of a physician while receiving home health services. But, the face-to-face encounter is only required for the initial certification. The
certifying physician may not be the home health agency medical director and the physician or non-physician practitioner may not have a
financial relationship with the home health agency. CMS also is requiring that for therapy services, a qualified therapist (not a therapy assistant)
must assess the patient, measure progress, and document progress toward therapy goals at least once every 30 days. For patients requiring 13 or
19 therapy visits, the qualified therapist must perform this evaluation at the 13th and 19th therapy visit. The requirement is relaxed for patients in
rural areas, requiring the qualified therapist evaluation any time after the 10th visit and not later than the 13th visit, and after the 16th therapy
visit but not later than the 19th visit. If more than one therapy is furnished, an evaluation must be made by a qualified therapist for each therapy.

The face-to-face encounter requirement was to have become effective January 1, 2011. After pleas from home health and hospice provider
associations, hospitals and some members of Congress, in December CMS announced a suspension of the requirement until April 1, 2011.
Representatives from the industry, hospital and physician groups and AARP have asked CMS to postpone the face-to-face encounter
requirement for another three months, to July 1, 2011. On March 18, 2011, a coalition of industry groups, physician groups and AARP met with
CMS to request the further extension. It is reported that the CMS representative expressed concern about the additional extension, questioning
whether physicians would be more ready in July than they would be in April. He also pointed out that CMS has little flexibility because the
requirement is based on a statute passed by Congress and that CMS took a risk when it granted the suspension to April 1 but took comfort in
support from key Congressional offices. A leading home health and hospice provider association that had representatives at the
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meeting has expressed its belief that �the odds favor� a further extension, however, we cannot predict whether an extension will be granted.

CMS also announced that it is going to assess a variety of home health issues, including the current therapy threshold reimbursement. CMS also
clarified its rules regarding change of ownership of home health agencies and the 36-month rule. If there is a change of ownership within 36
months of enrollment in Medicare or within 36 months of a prior change of ownership, the home health agency must undergo a new survey.
CMS clarified that indirect ownership changes are not subject to the 36-month rule. There are also several exceptions to the 36-month rule but in
order to qualify, the home health agency must have submitted two or more consecutive cost reports (excluding low utilization cost reports or no
cost report). Exceptions to the 36-month rule include death of an owner and changes in business structure as long as ownership remains the
same.

In its March 2011 report to Congress, MedPAC made several recommendations that could adversely affect the home health industry and
potentially our business. MedPAC stated that the home health benefit has significant vulnerabilities that need to be addressed urgently, and
recommended policies to improve payment accuracy, establish beneficiary incentives, and strengthen program integrity. MedPAC believes
Medicare payments are well in excess of costs and concludes that home health payments need to be significantly reduced. Although the Home
Health Compare measures (which measure quality of care) for 2010 are similar to those for previous years, showing improvement in the
functional measures and mostly unchanged rates of adverse events, MedPAC stated that supplemental measures of quality that focus on specific
conditions are needed to assess home health quality and has a project underway to develop new measures.

In addition, MedPAC believes the current home health payment system is flawed and creates incentives for patient selection because it believes
the current case-mix system may overvalue therapy services and undervalue non-therapy services. MedPAC has looked at alternative models
and recommends that DHHS implement a revised payment system to deal with these flaws. MedPAC believes its model would eliminate the
incentive to provide more therapy visits solely to increase payment; significantly improve payment accuracy for non-therapy services, the
majority of services provided; improve the accuracy of payments for high-cost beneficiaries who have significant nursing and home health aid
needs, and encourage agencies to focus on beneficiary characteristics when setting plans of care. MedPAC estimates that its model would lower
payments for therapy episodes by 10% and increase payments for non-therapy episodes by 25%. Payments for dual-eligible Medicare
beneficiaries would increase by 1.3%. Payments for hospital-based home health aides would increase 7.5%, while payments for freestanding
agencies would fall by 1.4%. Payments to nonprofit agencies would likely increase by 7% on average. Agencies that provided the most
non-therapy episodes would see an increase of 16.7%, while those that provided the most therapy services would see a decrease of 18.3%.

MedPAC also believes that home health services may be over-utilized and that adding a cost-sharing requirement would give beneficiaries some
incentive to weigh the value of home health services before accepting them and would dissuade beneficiaries from using a service when it has
minimal value. It also believes that cost sharing would also mitigate incentives in the home health PPS that reward volume. MedPAC seemed to
recommend a co-payment of $150 per episode. MedPAC advises implementation of cost sharing only for those beneficiaries that do not receive
home health services following an inpatient stay. Dual eligibles would not be affected. Their co-payment would be paid by Medicaid, or would
be waived if their state Medicaid did not cover the cost.

MedPAC advised that DHHS needs to audit home health agencies where there appears to be marked overultilization. MedPAC recommended
that as a first step, DHHS should focus on areas that have home health use rates that are more than twice the national average and where more
than 20% of all fee-for-service beneficiaries used home health services. MedPAC�s advises that DHHS should review claims in these areas to
determine whether evidence of fraud exists, and implement its new authorities in the Health Reform Act if warranted.
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MedPAC made the following recommendations to Congress:

� DHHS, with its Office of Inspector General, should conduct medical review activities in counties that have aberrant home health
utilization;

� DHHS should implement the new authorities to suspend payment and the enrollment of new providers if they indicate significant
fraud;

� Congress should direct the DHHS to begin a two-year rebasing of home health rates in 2013 and eliminate the market basket update
for 2012;

� DHHS should revise the home health case-mix system to rely on patient characteristics to set payment for therapy and nontherapy
services and should no longer use the number of therapy visits as a payment factor; and

� Congress should direct DHHS to establish a per episode copay for home health episodes that are not preceded by hospitalization or
post-acute care use.

Nevada Medicaid

We provide services pursuant to an agreement with the State of Nevada Division of Health Care Financing and Policy under Nevada Medicaid�s
Personal Care Options program. Under this agreement, we identify consumers through community outreach efforts, who are then qualified by
the State of Nevada to receive services. We provide personal care and other in-home supportive services under this program. All services are
reimbursed on an hourly fee for service basis.

Riverside County Department of Public Social Services

We provide services pursuant to an agreement with the County of Riverside, California under its In-Home Support Services Program. Under this
agreement, we serve consumers referred to us by County employed social workers in accordance with the term and conditions of a Quality
Assurance Work Plan. We provide personal care and other assistance with activities of daily living under this program. All services are
reimbursed on an hourly fee for service basis. The current agreement has a term of three years beginning July 1, 2009 and is subject to annual
renewal by the County Board of Supervisors. We have submitted a proposal for continued services for an additional 1 to 3 year term beginning
on July 1, 2011. This proposal is a competitive bid and has been submitted to the County of Riverside purchasing department and is currently in
the county review process. A tentative decision regarding the proposed agreement is expected on approximately May 15, 2011 with a final
approval by the County Board shortly thereafter.

We have similar county sponsored agreements with other California counties including Butte, San Mateo and Santa Barbara counties.

Our arrangements with all of our California county payors are not exclusive in nature. Rather, each county is permitted to contract for services
from independent providers with a registry of independent providers managed by the county authority. The independent provider programs
represent a competitive threat to us but we believe independent providers do not provide the level of management or supervision that the
counties or the individuals receiving services would have if the contract were with us.

Private Duty

Our private duty services are provided on an hourly basis. Our rates are established to achieve a pre-determined gross profit margin, and are
competitive with those of other local providers. We bill our private duty consumers for services rendered either bi-monthly or monthly, and in
certain circumstances we obtain a two-week deposit from the consumer. Other private duty payors include workers� compensation
programs/insurance, preferred provider organizations and other managed care companies and employers.
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Commercial Insurance

Most long-term care insurance policies contain benefits for in-home services, home health care and adult day care. Policies are generally subject
to dollar limitations on the amount of daily, weekly or monthly coverage provided. Depending on the type of service, coverage for services may
be predicated on a physician determination that the care is necessary or on the development of a plan for care in the home.

Other Federal, State and Local Payors

Medicaid Funded Programs and Medicaid Waiver Programs

Medicaid is a state-administered program that provides certain social and medical services to qualified low-income individuals, and is jointly
funded by the federal government and individual states. Reimbursement rates and methods vary by state and service type, but are typically based
on an hourly or unit-of-service basis. Rates are subject to adjustment based on statutory and regulatory changes, administrative rulings,
government funding limitations and interpretations of policy by individual state agencies. Within guidelines established by federal statutes and
regulations, each state establishes its own eligibility standards, determines the type, amount, duration and scope of services, sets the rate of
payment for services and administers its own program, subject to federal oversight. Most states cover Medicaid beneficiaries for intermittent
home health services, as well as continuous services for children and young adults with complicated medical conditions, and certain states cover
home and community-based services.

Veterans Health Administration

The Veterans Health Administration operates the nation�s largest integrated health care system, with more than 1,400 sites of care, and provides
health care benefits to eligible military veterans. The Veterans Health Administration provides funding to regional and local offices and facilities
that support the in-home care needs of eligible aged and disabled veterans by contracting directly with local in-home care providers, and to the
aid and attendance pension, which pays veterans for their otherwise unreimbursed health and long-term care expenses. We currently have
relationships and agreements with the Veterans Health Administration to provide such services in Illinois, Arkansas and California.

Veterans Deserve Program

Our Veterans Deserve program is an educational and advocacy program directed towards low-income veterans and their surviving spouses
requiring in-home assistance with long-term care. A Veterans Deserve consumer applies for and receives an increase in his or her funded
benefits from the Veterans Health Administration to cover his or her costs for in-home assistance. The consumer then pays us directly for
services received as a private pay consumer.

Other

Other sources of funding are available to support homecare services in different states and localities. In addition, many states appropriate general
funds or special use funds through targeted taxes or lotteries to finance homecare services for senior citizens and people with disabilities.
Depending on the state, these funds may be used to supplement existing Medicaid waiver programs or for distinct programs that serve
non-Medicaid eligible consumers.

Government Regulation

Overview

Our business is subject to extensive and increasing federal, state and local regulation. Changes in the law or new interpretations of existing laws
may have a dramatic effect on the definition of permissible activities, the
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relative cost of doing business, and the methods and amounts of payment for care by both governmental and other payors. Departments of the
federal government are currently considering how to implement programs and policy changes and mandated demonstration projects in the
Health Reform Act. Congress expects that the changes in the Health Reform Act will decrease overall Medicare spending in the next ten years
from what it was expected to be before passage of the Health Reform Act. As a result of the Health Reform Act the number of Medicaid
beneficiaries will increase as planned by the law and in addition, there may be additional increases if employers terminate their employee health
plans. It is impossible to know at this time what effect, if any, this will have on budgetary allocations for our services. Even prior to the passage
of the Health Reform Act, Medicaid authorities and state legislatures were reviewing and assessing alternative health care delivery systems and
payment methodologies. The health care industry has experienced, and is expected to continue to experience, extensive and dynamic change. In
addition, differences among state laws may impede our ability to expand into certain markets. If we fail to comply with applicable laws and
regulations, we could suffer civil or criminal penalties, including the loss of our licenses to operate and our ability to participate in federal or
state programs.

Medicaid and Medicare Participation

To participate in and qualify for reimbursement under Medicaid programs, we are subject to various requirements imposed by federal and state
authorities. We must comply with regulations promulgated by the DHHS in order to participate in the Medicare program and receive payments.
If we were to violate the applicable federal and state regulations, we could be excluded from participation in federal and state healthcare
programs and be subject to substantial civil and criminal penalties.

Patient Protection and Affordable Care Act

On March 23, 2010, the President signed into law the Health Reform Act . The Health Reform Act includes several provisions that may affect
reimbursement for home health agencies. Congress directed the Secretary of DHHS to develop a program for value-based purchasing for
payments to home health agencies. The program is intended to include development of measures of quality and efficiency, reporting, collection
and validation of quality measures, methods for disclosure of performance information and any other issues the Secretary of DHHS deems
appropriate. The Health Reform Act also creates within CMS a Center for Medicare and Medicaid Innovation, or CMMI, to test innovative
payment and service delivery systems to reduce program expenditures while maintaining or enhancing quality. Among the issues that are to be
addressed by CMMI are: allowing the states to test new models of care for individuals dually eligible for Medicare and Medicaid, supporting
�continuing care hospitals� that offer post acute care during the 30 days following discharge, funding home health providers that offer chronic care
management services, and establishing pilot programs that bundle acute care hospital services with physician services and post-acute care
services, including home health services for patients with certain selected conditions. We may have difficulty negotiating for a fair share of the
bundled payment. In addition, we may be unfairly penalized if a consumer is readmitted to the hospital within 30 days of discharge for reasons
beyond our control.

The Health Reform Act is currently the subject of more than 20 constitutional challenges in federal courts. Some federal courts have upheld the
constitutionality of the Health Reform Act or dismissed cases on procedural grounds. Others have held that the requirement that individuals
maintain health insurance or pay a penalty to be unconstitutional and have either found the Health Reform Act void in its entirety or left the
remainder of the law intact. These lawsuits are subject to appeal and several are on appeal. In addition, there have been efforts in Congress to
repeal or amend the Health Reform Act. It is difficult to predict the impact of the Health Reform Act due to its complexity, lack of implementing
regulations or interpretive guidance, gradual or potentially delayed implementation, pending court challenges and possible amendment or repeal,
as well as our inability to foresee how individuals and businesses will respond to the choices afforded them by the law.

The Health Reform Act mandates a 1% reduction in the market basket update for 2011 and 2012 and a market basket productivity adjustment for
2015 and subsequent years. The market basket reductions may result
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in a negative adjustment. The Health Reform Act reduces total payments for all home health agencies for outliers from 5% to 2.5%, and, in
addition, beginning in 2011 caps payments to any one home health agency to no more than 10% of the payments received by the home health
agency in a year. It also requires CMS to rebase payments for home health services, reducing payments beginning 2013 with a four-year
phase-in and full implementation in 2016. Reductions may not exceed 3.5% of the reimbursement in effect on March 23, 2010.

Physicians ordering home health services under Medicare and Medicaid are required to have a face-to-face encounter with the patient within a
time frame set by the Secretary of the DHHS before ordering the home health service, but a nurse practitioner or clinical nurse specialist
working in collaboration with a physician would be permitted to conduct the face-to-face encounter. These face-to-face meetings are expected to
be required for services provided after April 1, 2011. A coalition of industry leaders, physician groups and others have requested a suspension of
the face-to-face encounter requirement until July 1, 2011. Home health agencies will be required to conduct background checks on all
individuals involved in direct care.

The Secretary of the DHHS is required to conduct a study to evaluate the quality of care among efficient home health agencies taking into
account severity of illness, looking at methods to revise payments systems, the validity and reliability of the OASIS instrument, and other areas
determined appropriate by the Secretary of the DHHS, with a report to Congress no later than March 1, 2011. In addition, Congress directed
MedPAC to conduct a study evaluating the effect of rebasing on access to care, quality outcomes, the number of home health agencies, rural
agencies, urban agencies, for-profit agencies and nonprofit agencies, and to deliver a report to Congress no later than 2015. Neither of these
studies is supposed to result in a reduction of guaranteed home health benefits under Medicare.

MedPAC released its March 2011 Report to Congress on March 15, 2011. MedPAC made the following recommendations to Congress:

� DHHS, with its Office of Inspector General, should conduct medical review activities in counties that have aberrant home health
utilization;

� DHHS should implement the new authorities to suspend payment and the enrollment of new providers if they indicate significant
fraud;

� Congress should direct the DHHS to begin a two-year rebasing of home health rates in 2013 and eliminate the market basket update
for 2012;

� DHHS should revise the home health case-mix system to rely on patient characteristics to set payment for therapy and nontherapy
services and should no longer use the number of therapy visits as a payment factor; and

� Congress should direct DHHS to establish a per episode copay for home health episodes that are not preceded by hospitalization or
post-acute care use.

The Secretary of the DHHS is also required to conduct a study on home health costs for providing services to low income Medicare
beneficiaries, beneficiaries in medically underserved areas and beneficiaries with varying levels of severity of illness, and may conduct a
demonstration project taking into account the results of such study.

The Health Reform Act requires states to study the use of technology in providing home health services under a Medicaid plan and improving
service delivery and coordination across the care continuum (including the use of wireless patient technology to improve coordination and
management of care and patient adherence to recommendations made by their provider). In addition, home health providers will be required as a
condition of their Medicaid enrollment to report to the state regarding measures for determining the quality of services in accordance with
requirements set by the DHHS. When appropriate and feasible, a designated provider is required to use health information technology in
providing the State with such information.
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The Health Reform Act provides for the appointment of a 15-member Independent Medicare Advisory Board, or IMAB, appointed by the
President that will have authority to recommend cost cutting measures to Congress to control the growth of Medicare spending, reducing
expenditures to certain targeted amounts and other changes to the Medicare program. Congress will be severely limited in its ability to debate or
modify recommendations of the IMAB, giving the IMAB broad powers to reduce Medicare spending and modify the program.

The Health Reform Act is broad, sweeping reform, and is subject to change, including through the adoption of related regulations, and the way
in which its provisions are interpreted and the manner in which it is enforced. We cannot assure you that the provisions described above, or that
any other provisions of the Health Reform Act, will not adversely impact our business, results of operations or financial results. We may be
unable to mitigate any adverse effects resulting from the Health Reform Act.

Permits and Licensure

Home health agencies operate under licenses granted by the health authorities of their respective states. In addition, certain health care
practitioners employed by our home health services segment require individual state licensure and/or registration and must comply with laws
and regulations governing standards of practice. Our home & community services are authorized and / or licensed under various state and county
requirements. Our para-professional staff employed by our home & community services segment generally have no licensure requirements. We
believe we are currently licensed appropriately where required by the laws of the states in which we operate, but additional licensing
requirements may be imposed upon us in existing markets or markets that we enter in the future.

Certain states carefully restrict expansion by existing providers or entry into the market by new providers and permit such activities only where
unmet need exists resulting either from population increases or a reduction in competing providers. Companies seeking to provide health care
services in these states are required to obtain a certificate of need or permit of approval issued by the state health planning agency. We provide
homecare services in many states where a certificate of need is required for a home health agency to provide Medicare-covered services. We
may be unable to obtain certificates of need that may be required in the future if we expand the scope of our services, if state laws change to
impose additional certificate of need requirements or if we expand into new states that require certificates of need.

Federal and State Anti-Kickback Laws

For purposes of the federal health care programs, including Medicaid and Medicare, the federal government enforces the federal Anti-Kickback
Law that prohibits the offer, payment, solicitation or receipt of any remuneration to or from any person or entity to induce or in exchange for the
referral of patients covered by federal health care programs. The federal Anti-Kickback Law also prohibits the purchasing, leasing, ordering or
arranging for any item, facility or service covered by the government payment programs (or the recommendation thereof) in exchange for such
referrals. In the absence of an applicable safe harbor that may be available, a violation of the Anti-Kickback Law may occur even if only one
purpose of a payment arrangement is to induce patient referrals. The federal Anti-Kickback Law is very broad in scope and is subject to
modifications and differing interpretations. Violations are punishable by criminal fines, civil penalties, imprisonment or exclusion from
participation in reimbursement programs. States, including Illinois, Nevada and California, also have similar laws proscribing kickbacks, some
of which are not limited to services for which government-funded payment may be made. As a result of amendments to the Anti-Kickback Law
in the Health Reform Act , it is not necessary to prove either knowledge of the law or the specific intent to violate it in order to prove liability.

Stark Laws

We may also be affected by the federal physician self-referral prohibition, known as the �Stark Law.� The Stark Law prohibits physicians from
making a referral for certain health care items or services, including home health services, if they, or their family members, have a financial
relationship with the entity receiving the
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referral unless the financial relationship meets an exception in the Stark Law or its regulations. No bill may be submitted for reimbursement in
connection with a prohibited referral. Violations are punishable by civil monetary penalties on both the person making the referral and the
provider rendering the service. Such persons or entities are also subject to exclusion from federal and state healthcare programs. We believe our
compensation agreements with physicians who serve as medical directors meet the requirements for the personal services exception and that our
operations comply with the Stark Law.

Many states, including Illinois, Nevada and California, have also enacted statutes similar in scope and purpose to the Stark Law. These state
laws may mirror the federal Stark Laws or may be broader in scope, as they generally apply regardless of payor and may apply to other licensed
health care professionals in addition to physicians. The available guidance and enforcement activity associated with such state laws vary
considerably. Some states also have laws that prohibit certain direct or indirect payments or fee-splitting arrangements between health care
providers, if such arrangements are designed to induce or to encourage the referral of patients to a particular provider.

Beneficiary Inducement Prohibition

The federal Civil Monetary Penalties Law (�CMPL�) imposes substantial penalties for offering remuneration or other inducements to influence
federal health care beneficiaries� decisions to seek specific governmentally reimbursable items or services, or to choose particular providers. The
CMPL also can be used for civil prosecution of the Anti-Kickback Law. Sanctions under the CMPL include substantial financial penalties as
well as exclusion from participation in all federal and state health care programs.

The False Claims Act

Under the federal False Claims Act, the government may fine any person, company or corporation that knowingly submits, or participates in
submitting, claims for payment to the federal government which are false or fraudulent, or which contain false or misleading information. Any
such person or entity that knowingly makes or uses a false record or statement to avoid paying the federal government may also be subject to
fines under the False Claims Act. Private parties may initiate whistleblower lawsuits against any person or entity under the False Claims Act in
the name of the government and may share in the proceeds of a successful suit. The penalty for violation of the False Claims Act is a minimum
of $5,500 and a maximum of $11,000 for each fraudulent claim plus three times the amount of damages caused to the government as a result of
each fraudulent claim. A False Claims Act violation may provide the basis for the imposition of administrative penalties as well as exclusion
from participation in governmental health care programs, including Medicare and Medicaid. In addition to the False Claims Act, the federal
government may use several criminal statutes to prosecute the submission of false or fraudulent claims for payment to the federal government.

The Fraud Enforcement and Recovery Act, signed by the President in May 2009, expanded the grounds for liability under the False Claims Act
by providing for enforcement against any person or entity that knowingly makes, uses or causes to be made or used, a false record or statement
material to a false or fraudulent claim. The statute�s definition of �claim� makes clear that this includes false records or claims made to the
government or to contractors or other recipients of federal funds. Further, the new definition of �material� includes statements or records having a
natural tendency to influence, or be capable of influencing, the payment or receipt of money or property. The recent amendments clarify that
specific intent to defraud the government is not required for liability under the False Claims Act.

Amendments to the False Claims Act in the Health Reform Act provide that the government or a whistleblower may bring a False Claims Act
case if an arrangement violates either the Anti-Kickback Law or the Stark Law.

Many states, including Illinois, Nevada and California, have similar false claims statutes that impose additional liability for the types of acts
prohibited by the False Claims Act.
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Fraud Alerts and Advisory Opinions

From time to time, various federal and state agencies, such as the DHHS, issue pronouncements that identify practices that may be subject to
heightened scrutiny, as well as practices that may violate fraud and abuse laws. For example, the Office of Inspector General�s 2010 and 2009
Work Plans describe a number of issues that are being examined with respect to home health agencies. We believe, but cannot assure you, that
our operations comply with the principles expressed by the Office of Inspector General in these reports and special fraud alerts.

Combating health care fraud and abuse is a priority of President Obama�s administration. For example, in May 2009, the DHHS and the U.S.
Department of Justice announced a new and aggressive interagency task force called the Health Care Fraud Prevention and Enforcement Action
Team whose efforts will include, among other things, expansion of strike force teams, assistance with state Medicaid audits, and use of
technology to analyze CMS data in real time. Home health agencies have been a special target of these teams.

Health Insurance Portability and Accountability Act

Health Information Privacy and Security Standards

The Health Insurance Portability and Accountability Act , or HIPAA, privacy regulations contain detailed requirements concerning the use and
disclosure of individually identifiable health information by �HIPAA covered entities,� which includes our company. In addition to the privacy
requirements, HIPAA covered entities must implement certain security standards to protect the integrity, confidentiality and availability of
certain electronic health information. The Health Information Technology for Economic and Clinical Health Act (�HITECH Act�) provisions of
the American Recovery and Reinvestment Act, or ARRA, which was enacted in February 2009, has imposed additional privacy and security
requirements on health care providers and on their business associates. The HITECH Act also established certain health information security
breach notification requirements which became effective February 22, 2010. A covered entity must notify any individual whose protected health
information is �breached,� which means an unauthorized acquisition, access, use or disclosure that compromises the security or privacy of the
protected health information. If the breach involves the information of 500 or more individuals in a single state or jurisdiction, the covered entity
must also notify the media of the breach. If the breach involves the information of 500 or more individuals from any jurisdiction, the covered
entity must also notify the Secretary of the DHHS, who will post notice of the breach on the DHHS website. Covered entities must make annual
notification to the Secretary of the DHHS of all impermissible disclosures of protected health information that occurred in the prior year. Failure
to comply with the HITECH Act could result in fines and penalties that could have a material adverse effect on us.

Violations of the HIPAA privacy and security standards may result in civil or criminal penalties depending upon the nature of the violation. The
HITECH Act provides for increased civil penalties for violations under HIPAA. Civil penalties are tiered according to conduct, from $100 per
violation with a maximum of $25,000 per year, to the maximum penalty of $50,000 per occurrence and $1.5 million per year. Criminal penalties
can apply to employees of covered entities or other individuals who knowingly access, use or disclose protected health information for improper
purposes with tiered fines of up to $250,000 and imprisonment for up to ten years. The OCR has stepped up enforcement of HIPAA violations
and has imposed significant financial and other penalties on entities that have violated the law. Failure to comply with HIPAA could result in
fines and penalties that could have a material adverse effect on us.

Most states, including Illinois, Nevada and California, also have laws that protect the privacy and security of confidential personal information.
For example, California�s patient�s medical information regulation imposes penalties of up to $25,000 per patient for an initial occurrence and up
to $17,500 per subsequent occurrence. These laws may be similar to or even more protective than the federal provisions. Not only may some of
these state laws impose fines and penalties upon violators, but some may afford private rights of action to individuals who believe their personal
information has been misused.

17

Edgar Filing: Addus HomeCare Corp - Form ARS

Table of Contents 24



Table of Contents

Anti-Fraud Provisions of HIPAA

HIPAA also defines new healthcare fraud crimes to include, among other things, knowingly and willfully attempting to defraud any health care
benefit program, including as both government and private commercial plans, or knowingly and willfully falsifying or concealing a material fact
or making a materially false or fraudulent statement in connection with claims for health care services. Violation of this statute is a felony and
may result in fines, imprisonment and/or exclusion from governmental health care programs.

Civil Monetary Penalties

The DHHS may impose civil monetary penalties upon any person or entity that presents, or causes to be presented, certain ineligible claims for
medical items or services. The amount of penalties varies, depending on the offense, from $2,000 to $50,000 per violation plus treble damages
for the amount at issue and exclusion from federal health care programs, including Medicare and Medicaid. In addition, persons who have been
excluded from the Medicare or Medicaid program may not retain ownership in a participating entity. Participating entities that permit continued
ownership by excluded individuals, that contract with excluded individuals, and the excluded individuals themselves, may be penalized.
Penalties are also applicable in certain other cases, including violations of the federal Anti-Kickback Law, payments to limit certain patient
services and improper execution of statements of medical necessity.

Surveys and Audits

We are subject to routine and periodic surveys and audits by various governmental agencies and other payors. From time to time, we receive and
respond to survey reports containing statements of deficiencies. Periodic and random audits conducted or directed by these agencies could result
in a delay in receipt or an adjustment to the amount of reimbursements due or received under federal or state programs. Violation of the
applicable federal and state health care regulations can result in excluding a health care provider from participating in the Medicare and/or
Medicaid and other federal and state healthcare programs and can subject the provider to substantial civil and/or criminal penalties.

Pursuant to the Tax Relief and Health Care Act of 2006, the DHHS created a permanent and national recovery audit program to identify
improper Medicare payments made on claims of health care services provided to Medicare beneficiaries. The program uses recovery audit
contractors, or RACs, to identify the improper Medicare payments and protect the Medicare Trust Fund from fraud, waste and abuse. An initial
demonstration project implemented in several states resulted in the return of over $900 million in overpayments to Medicare between 2005 and
2008. RACs are paid a contingent fee based on the improper payments identified.

Environmental, Health and Safety Laws

We are subject to federal, state and local regulations governing the storage, transport, use and disposal of hazardous materials and waste
products. In the event of an accident involving such hazardous materials, we could be held liable for any damages that result, and any liability
could exceed the limits or fall outside the coverage of our insurance. We may not be able to maintain insurance on acceptable terms, or at all.

Insurance Programs and Costs

We maintain workers� compensation, general and professional liability, automobile, directors� and officers� liability, fiduciary liability and excess
liability insurance. We offer various health insurance plans to full-time and part-time employees. We believe our insurance coverage and
self-insurance reserves are adequate for our current operations. However, we cannot assure you that any potential losses or asserted claims will
not exceed such insurance coverage and self-insurance reserves.
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Employees

The following is a breakdown of our part- and full-time employees who provide home & community services and home health services, as well
as the employees in our National Support Center, as of December 31, 2010:

Full-time Part-time Total
Segment Employment
Home & community services 2,080 9,882 11,962
Home health services 257 955 1,212
National Support Center 98 12 110

Total 2,435 10,849 13,284
Our homecare aides are our employees who provide substantially all of the services provided by our home & community services division. Our
homecare aides comprise approximately 90% of our total workforce. In most cases, our homecare aides undergo a criminal background check,
and are provided with pre-service training and orientation and an evaluation of their skills. In many cases, homecare aides are also required to
attend ongoing in-services education. In certain states, our homecare aides are required to complete certified training programs and maintain a
state certification; however, no state in which we operate requires homecare aides to maintain a license similar to that of a nurse or therapist.
Approximately 65% of our total employees are represented by labor unions. We maintain strong working relationships with these labor unions.

Our Technology

We have licensed the Horizon Homecare software solution from McKesson Information Solutions, LLC, or McKesson, to address our
administrative, office, clinical and operating information system needs, including compliance with HIPAA requirements and Medicare�s PPS.
Horizon Homecare assists our staff in gathering information to improve the quality of consumer care, optimize financial performance, adjust
consumer mix, promote regulatory compliance and enhance staff efficiency. Horizon Homecare supports intake, personnel scheduling, office
clinical and reimbursement management in an integrated database. The Horizon Homecare software is hosted by McKesson in a secure data
center, which provides multiple redundancies for storage, power, bandwidth and security. Using this technology, we are able to standardize the
care delivered across our network of locations and effectively monitor our performance and consumer outcomes. We have also leveraged this
technology over the last several quarters for our home & community segment to implement a centralized billing and collections function at our
national support center.

We have developed internally an innovative and highly scalable customized payroll management system. This system has been utilized for
almost ten years to maintain and produce our payroll. This software is integrated with Horizon Homecare and other clinical data-management
systems, and includes a feature for general ledger population, tax reporting, managing wage assignments and garnishments, on-site check
printing, direct-deposit paychecks, and customizable heuristic analytical controls. Secure management reports are made available centrally and
through our internal reporting module. This system was designed, and is continually maintained and updated, to satisfy our unique payroll and
reporting needs with a minimum amount of operator training and labor.
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ITEM 1A. RISK FACTORS
The risks described below, and risks described elsewhere in this Form 10-K, could have a material adverse effect on our business and
consolidated financial condition, results of operations and cash flows and the actual outcome of matters as to which forward-looking statements
are made in this Form 10-K. The risk factors described below and elsewhere in this Form 10-K are not the only risks we face. Our business and
consolidated financial condition, results of operations and cash flows may also be materially adversely affected by factors that are not currently
known to us, by factors that we currently consider immaterial or by factors that are not specific to us, such as general economic conditions.

If any of the following risks are actually realized, our business and consolidated financial condition, results of operations and cash flows could
be materially adversely affected. In that case, the trading price of our common stock could decline.

You should refer to the explanation of the qualifications and limitations on forward-looking statements under �Special Caution Concerning
Forward-Looking Statements.� All forward-looking statements made by us are qualified by the risk factors described below.

Changes to Medicaid, Medicaid waiver or other state and local medical and social programs could adversely affect our net service revenues
and profitability.

For the year ended December 31, 2010, we derived 80% of our net service revenues from agreements that are directly or indirectly paid for by
state and local governmental agencies, such as Medicaid funded programs and Medicaid waiver programs. Governmental agencies generally
condition their agreements with us upon a sufficient budgetary appropriation. If a governmental agency does not receive an appropriation
sufficient to cover its contractual obligations with us, it may terminate an agreement or defer or reduce the amount of the reimbursement we
receive. Almost all the states in which we operate are facing budgetary shortfalls due to the current economic downturn and the rising costs of
health care, and as a result, have made, are considering or may consider making changes in their Medicaid, Medicaid waiver or other state and
local medical and social programs. The Deficit Reduction Act of 2005 permits states to make benefit cuts to their Medicaid programs, which
could affect the services for which states contract with us. Changes that states have made or may consider making to address their budget deficits
include:

� limiting increases in, or decreasing, reimbursement rates;

� redefining eligibility standards or coverage criteria for social and medical programs or the receipt of homecare services under those
programs;

� increasing the consumer�s share of costs or co-payment requirements;

� decreasing the number of authorized hours for recipients;

� slowing payments to providers;

� increasing utilization of self-directed care alternatives or �all inclusive� programs; or

� shifting beneficiaries to managed care programs.
Certain of these measures have been implemented by, or are proposed in, states in which we operate. For example, California has considered a
number of proposals, including potential changes in eligibility standards and Illinois has delayed payments to providers. Selected programs in
Washington, New Jersey, and Missouri have reduced rates for the fiscal year started July 1, 2010. In 2010, we derived approximately 52% of our
total net service revenues from services provided in Illinois, 13% of our total net service revenues from services provided in California, 7.8% of
our total net service revenues from services provided in Washington and 5.9% of our total net service revenues from services provided in
Nevada. Because a substantial portion of our business is concentrated in these states, any significant reduction in expenditures that pay for our
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other states in which we do business may have a disproportionately negative impact on our future operating results. Provisions in the Health
Reform Act increase eligibility for Medicaid, which may cause a reallocation of Medicaid funding. It is difficult to predict at this time what the
effect of these changes would be on our business. If changes in Medicaid policy result in a reduction in available funds for the services we offer,
our net service revenues could be negatively impacted.

All states currently benefit from increased federal matching percentage rates (�FMAP�) granted under the ARRA, which increases the share of
federal dollars paid to states for services to Medicaid beneficiaries. The enhanced percentages were set to expire as of December 31, 2010 which
would have occurred in the middle of most states� 2011 fiscal year (July 2010 to June 2011). On August 10, 2010, President Obama signed into
law a six-month FMAP extension through June 2011. The law scaled back the FMAP increase from the initial 6.2% to 3.2% for the first quarter
(January 2011 through March 2011) and 1.2% for the second quarter (April 2011 through June 2011). Those states with unemployment continue
to receive additional percentage points in funding during the six-month extension. It is difficult to estimate the impact lower FMAP increases
will have on state budgets and particularly funding of Medicaid, Medicaid waiver or other state and local medical and social programs during the
extension period and any subsequent changes to FMAP upon the expiration of the extension in June 2011. Because a substantial portion of our
business is concentrated in these programs, any significant reduction in expenditures that pay for our services may have a disproportionately
negative impact on our future operating results.

Changes to eligibility requirements or methods of reimbursement for home health aides in the Illinois Medicaid program could adversely
affect our net service revenues and profitability.

We derive 42% of our revenue from the Illinois Medicaid program. On January 25, 2011, the governor of Illinois signed into law a
comprehensive Medicaid reform law that is expected to achieve savings of $624 to $774 million over five years. Among other things, subject to
federal government approval the law expands requirements for coordination of care for Medicaid beneficiaries, tightens the Medicaid eligibility
process by requiring greater documentation to establish eligibility and requirements annual redetermination of eligibility. The law also
establishes a moratorium on eligibility expansion and phasing out of permitting unpaid bills from one fiscal year to be paid in the following
fiscal year. The law also will permit the state to move long-term care patients from institutional settings to less expensive community-based care.
It is difficult to ascertain at this time what impact, if any, the new law will have on our business. If the law results in individuals having more
difficulty in qualifying for the Medicaid program or results in fewer Medicaid beneficiaries qualifying for our services it would adversely affect
our service revenues and profitability.

Delays in reimbursement due to state budget deficits or otherwise have decreased, and may in the future further decrease, our liquidity.

There is generally a delay between the time that we provide services and the time that we receive reimbursement or payment for these services.
The majority of the 19 states in which we operate are operating with budget deficits for their current fiscal year. These and other states may in
the future delay reimbursement, which would adversely affect our liquidity. Specifically, the State of Illinois is currently reimbursing us on a
delayed basis, including with respect to our agreements with the Illinois Department on Aging, our largest payor, and as a result, our open
receivable balance derived from our agreements with the State of Illinois increased by $4.6 million in 2010. Our reimbursements from the State
of Illinois could be further delayed. In addition, from time to time, procedural issues require us to resubmit claims before payment is remitted,
which contributes to our aged receivables. Additionally, unanticipated delays in receiving reimbursement from state programs due to changes in
their policies or billing or audit procedures may adversely impact our liquidity and working capital. Because we fund our operations primarily
through the collection of accounts receivable, any delays in reimbursement would result in the need to increase borrowings under our credit
facility.
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The implementation or expansion of self-directed care programs in states in which we operate may limit our ability to increase our market
share and could adversely affect our revenue.

Self-directed care programs are funded by Medicaid and state and local agencies and allow the consumer to exercise discretion in selecting
home & community service providers. Consumers may hire family members, friends or neighbors to provide services that might otherwise be
provided by a home & community service agency provider, such as our company. Most states and the District of Columbia have implemented
self-directed care programs, to varying degrees and for different types of consumers. States are under pressure from the federal government and
certain advocacy groups to expand these programs. CMS has provided states with specific Medicaid waiver options for programs that offer
person-centered planning, individual budgeting or self-directed services and support as part of the CMS Independence Plus initiative introduced
in 2002 under an Executive Order of the President. Certain private foundations have also granted resources to states to develop and study
programs that provide financial accounts to consumers for their long-term care needs, and counseling services to help prepare a plan of care that
will help meet those needs. Expansion of these self-directed programs may erode our Medicaid consumer base and could adversely affect our net
service revenues.

Failure to renew a significant agreement or group of related agreements may materially impact our revenue.

In 2010, we derived approximately 37.8% of our net service revenues under agreements with the Illinois Department on Aging, 5.4% of our net
service revenues under an agreement with Nevada Medicaid and 4.4% of our net service revenues under an agreement with the Riverside County
(California) Department of Public Social Services. Each of our agreements is generally in effect for a specific term. For example, the services we
provide to the Illinois Department on Aging are provided under a number of agreements that expire at various times through 2013, while our
agreement with the Riverside County Department of Public Social Services is reevaluated and subject to renewal annually. Even though our
agreements are stated to be for a specific term, they are generally terminable by the counterparty upon 60 days� notice. Our ability to renew or
retain our agreements depends on our quality of service and reputation, as well as other factors over which we have little or no control, such as
state appropriations and changes in provider eligibility requirements. Additionally, failure to satisfy any of the numerous technical renewal
requirements in connection with our proposals for agreements could result in a proposal being rejected even if it contains favorable pricing
terms. Failure to obtain, renew or retain agreements with major payors may negatively impact our results of operations and revenue. We can
give no assurance these agreements will be renewed on commercially reasonable terms or at all.

Our industry is highly competitive, fragmented and market-specific, with limited barriers to entry.

We compete with home health providers, private caregivers, larger publicly held companies, privately held homecare companies, privately held
single-site agencies, hospital-based agencies, not-for-profit organizations, community-based organizations and self-directed care programs. In
addition, certain governmental payors contract for services with independent providers such that our relationships with these payors are not
exclusive, particularly in California. Our primary competition is from local service providers in the markets in which we operate. Some of our
competitors have greater financial, technical, political and marketing resources, name recognition or a larger number of consumers and payors
than we do. In addition, some of these organizations offer more services than we do in the markets in which we operate. Consumers or referral
sources may perceive that local service providers and not-for-profit agencies deliver higher quality services or are more responsive. These
competitive advantages may limit our ability to attract and retain referrals in local markets and to increase our overall market share.

There are limited barriers to entry in providing home-based social and medical services, and the trend has been for states to eliminate many of
the barriers that historically existed. For example, Illinois changed the way in which it procures home & community service providers in 2009,
allowing all providers that are willing and capable to obtain state approval and provide services. This may increase competition in that state, and
because we derived approximately 55% of our home & community net service revenues from services provided in Illinois in 2010, this increased
competition could negatively impact our business.
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Local competitors may develop strategic relationships with referral sources and payors. This could result in pricing pressures, loss of or failure
to gain market share or loss of consumers or payors, any of which could harm our business. In addition, existing competitors may offer new or
enhanced services that we do not provide, or be viewed by consumers as a more desirable local alternative. The introduction of new and
enhanced service offerings, in combination with the development of strategic relationships by our competitors, could cause a decline in revenue,
a loss of market acceptance of our services and a negative impact on our results of operations.

We might not be awarded the renewal for our Riverside County Department of Public Social Services contract.

We have submitted a proposal to the Riverside County Department of Public Social Services for continued services for an additional 1 to 3 year
term beginning on July 1, 2011. This proposal is a competitive bid and has been submitted to the County of Riverside purchasing department
and is currently in the county review process. Our arrangements with all of our California county payors, including the County of Riverside, are
not exclusive in nature. Rather, each county is permitted to contract for services from independent providers with a registry of independent
providers managed by the county authority. The independent provider programs represent a competitive threat to us. We derived approximately
4.4% of our total 2010 net services revenue from this contract and if we are not awarded the renewal it could negatively impact our business. We
cannot assure you that our agreement with the Riverside County Department of Public Social Services will be renewed on commercially
reasonable terms or at all.

Our profitability could be negatively affected by a reduction in reimbursement from Medicare or other payors.

For the year ended December 31, 2010, we received approximately 12% of our net service revenues from Medicare. We generally receive fixed
payments from Medicare for our services based on a projection of the services required by our consumers, which is generally based on acuity.
For our Medicare consumers, we typically receive a 60-day episodic-based payment. Although Medicare currently provides for an annual
adjustment of payment rates based on the increase or decrease of the medical care expenditure category of the Consumer Price Index, these rate
increases may be less than actual inflation or costs, and could be eliminated or reduced in any given year. The base episode rate for home health
services is also subject to an annual market basket adjustment. A market basket is a fixed-weight index that measures the cost of a specified mix
of goods and services as compared to a base period. The home health market basket, which is used to adjust annually the Medicare base episodic
rate for home health services, measures inflation or deflation in the prices of a mix of home health goods and services. This annual adjustment
could also be eliminated or reduced in any given year. The Health Reform Act mandates a 1% reduction in the market basket update for 2011
and 2012 and a market basket productivity adjustment for 2015 and subsequent years. The market basket reductions may result in a negative
adjustment. Medicare has in the past reclassified home health resource groups. As a result of reclassifications, we could receive lower
reimbursement rates depending on the consumer�s case mix and services provided. Medicare reimbursement rates could also decline due to the
imposition of co-payments or other mechanisms that shift responsibility for a portion of the amount payable to beneficiaries. Rates could also
decline due to adjustments to the wage index. Changes could also occur in the therapy payment thresholds. Our profitability for Medicare
reimbursed services largely depends upon our ability to manage the cost of providing these services. If we receive lower reimbursement rates, or
if our cost of providing services increases by more than the annual Medicare price adjustment, our profitability could be adversely impacted.

The amount of reimbursement based on the home health market basket may be reduced with respect to an agency seeking reimbursement if
certain requirements are not met. Reduction in the payments and cost limits for the identified basket of goods based on deflation or failure to
meet certain requirements is referred to in the industry as a market basket reduction. Under the 2010 final regulations, the home health market
basket increase will be reduced by two percentage points to zero if an agency fails to submit certain required quality data. The required quality
data consists of a set of data elements that are used to assess outcomes for adult homecare patients, which include, among other things,
improvements in ambulation, bathing and surgical wound status.
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In its March 2011 report to Congress, MedPAC made several recommendations that could adversely affect the home health industry and
potentially our business, including recommendations that Congress rebase the payment system in a manner that would increase payments for
non-therapy services and decrease payments for therapy services and a recommendation to impose a beneficiary copayment for individuals that
do not begin home health services following an inpatient stay or a stay in a post acute care facility. The Health Reform Act requires CMS to
rebase payments for home health services, reducing payments beginning in 2013 with a four-year phase-in and full implementation in 2016. On
July 23, 2010, CMS published the Proposed 2011 Home Health PPS Update. A proposed overall reduction in the home health payment base rate
of 4.9% included a reduction for each 60-day episode and the conversion factor for NRS of 3.79%. The 3.79% decrease, which also will be
imposed in 2012, is a result of the CMS determinati
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