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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2013

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: 001-14057

KINDRED HEALTHCARE, INC.

(Exact name of registrant as specified in its charter)
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Delaware 61-1323993
(State or other jurisdiction of (LR.S. Employer
incorporation or organization)
Identification No.)
680 South Fourth Street
Louisville, KY 40202-2412
(Address of principal executive offices) (Zip Code)

(502) 596-7300

(Registrant s telephone number, including area code)

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

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.

Large accelerated filer x Accelerated filer

Non-accelerated filer Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

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

Class of Common Stock Outstanding at April 30, 2013
Common stock, $0.25 par value 54,037,557 shares
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KINDRED HEALTHCARE, INC.

CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS

(Unaudited)

(In thousands, except per share amounts)

Three months ended

March 31,
2013 2012

Revenues $ 1,554,908 $ 1,537,931
Salaries, wages and benefits 943,773 921,359
Supplies 105,808 108,533
Rent 105,978 104,313
Other operating expenses 305,503 296,365
Other income (993) (3,143)
Impairment charges 436 848
Depreciation and amortization 51,196 46,986
Interest expense 28,174 26,578
Investment income 1) (288)

1,539,784 1,501,551
Income from continuing operations before income taxes 15,124 36,380
Provision for income taxes 5,620 14,765
Income from continuing operations 9,504 21,615
Discontinued operations, net of income taxes:
Loss from operations 4,787) (1,803)
Loss on divestiture of operations (1,244) (1,170)
Loss from discontinued operations (6,031) (2,973)
Net income 3,473 18,642
Earnings attributable to noncontrolling interests 416) 451)
Income attributable to Kindred $ 3,057 $ 18,191
Amounts attributable to Kindred stockholders:
Income from continuing operations $ 9,088 $ 21,164
Loss from discontinued operations (6,031) (2,973)
Net income $ 3,057 $ 18,191
Earnings per common share:
Basic:
Income from continuing operations $ 0.17  $ 0.40
Discontinued operations:
Loss from operations (0.09) (0.03)
Loss on divestiture of operations (0.02) (0.02)
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Loss from discontinued operations 0.11) (0.05)
Net income $ 0.06 $ 0.35
Diluted:

Income from continuing operations $ 017  $ 0.40
Discontinued operations:

Loss from operations (0.09) (0.03)
Loss on divestiture of operations (0.02) (0.02)
Loss from discontinued operations 0.11) (0.05)
Net income $ 0.06 $ 0.35

Shares used in computing earnings per common share:

Basic 52,062 51,603

Diluted 52,083 51,638
See accompanying notes.
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KINDRED HEALTHCARE, INC.
CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(Unaudited)

(In thousands)

Net income

Other comprehensive income:

Available-for-sale securities (Note 8):

Change in unrealized investment gains

Reclassification of (gains) losses realized in net income

Net change

Interest rate swaps (Note 1):

Change in unrealized gains (losses)

Reclassification of (gains) losses realized in net income, net of payments

Net change
Income tax benefit related to items of other comprehensive income

Other comprehensive income

Comprehensive income
Earnings attributable to noncontrolling interests

Comprehensive income attributable to Kindred

See accompanying notes.
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Three months ended

March 31,
2013 2012
$3,473 $18,642
1,613 1,202
119 (77)
1,732 1,125
844 (131)
(®)) 201
839 70
(937) (420)
1,634 775
5,107 19,417
416) 451)
$ 4,691 $ 18,966
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CONDENSED CONSOLIDATED BALANCE SHEET
(Unaudited)

(In thousands, except per share amounts)

March 31,
2013
ASSETS
Current assets:
Cash and cash equivalents $ 42,664
Cash restricted 5,263
Insurance subsidiary investments 91,057
Accounts receivable less allowance for loss of $32,656 March 31, 2013 and $23,959 December 31, 2012 1,094,750
Inventories 32,057
Deferred tax assets 11,366
Income taxes 1,835
Other 39,781
1,318,773
Property and equipment 2,202,083
Accumulated depreciation (1,088,591)
1,113,492
Goodwill 1,041,266
Intangible assets less accumulated amortization of $40,601 March 31, 2013 and $34,854 December 31,
2012 434,020
Assets held for sale 2,793
Insurance subsidiary investments 146,985
Other 220,330
Total assets $ 4,277,659
LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 193,263
Salaries, wages and other compensation 390,701
Due to third party payors 34,392
Professional liability risks 67,859
Other accrued liabilities 152,241
Long-term debt due within one year 8,363
846,819
Long-term debt 1,671,279
Professional liability risks 240,070
Deferred tax liabilities 10,588
Deferred credits and other liabilities 213,570
Commitments and contingencies (Note 9)
Equity:
Stockholders equity:
Common stock, $0.25 par value; authorized 175,000 shares; issued 54,047 shares March 31, 2013 and
53,280 shares December 31, 2012 13,512
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December 31,
2012

$ 50,007
5,197
86,168
1,038,605
32,021
12,663
13,573
35,532

1,273,766
2,226,903
(1,083,777)

1,143,126
1,041,266

439,767

4,131
116,424
219,466

$ 4,237,946

$ 210,668
389,009
35,420
54,088
137,204
8,942

835,331
1,648,706
236,630
9,764
214,671

13,320
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Capital in excess of par value 1,143,950 1,145,922
Accumulated other comprehensive loss (248) (1,882)
Retained earnings 101,509 98,799
1,258,723 1,256,159
Noncontrolling interests 36,610 36,685
Total equity 1,295,333 1,292,844
Total liabilities and equity $ 4,277,659 $ 4,237,946

See accompanying notes.
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KINDRED HEALTHCARE, INC.
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited)

(In thousands)

Cash flows from operating activities:

Net income

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

Amortization of stock-based compensation costs
Amortization of deferred financing costs
Provision for doubtful accounts

Deferred income taxes

Impairment charges

Loss on divestiture of discontinued operations
Other

Change in operating assets and liabilities:
Accounts receivable

Inventories and other assets

Accounts payable

Income taxes

Due to third party payors

Other accrued liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Routine capital expenditures

Development capital expenditures
Acquisitions, net of cash acquired
Acquisition deposit

Sale of assets

Purchase of insurance subsidiary investments
Sale of insurance subsidiary investments

Net change in insurance subsidiary cash and cash equivalents
Change in other investments

Other

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from borrowings under revolving credit
Repayment of borrowings under revolving credit
Repayment of other long-term debt

Payment of deferred financing costs

Distribution made to noncontrolling interests
Issuance of common stock

Other
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Three months ended

March 31,
2013 2012
$ 3,473 $ 18,642
52,954 48,690
2,248 1,802
2,613 2,357
11,266 7,496
(344) (3,662)
436 867
1,244 1,170
420 277
(67,411) (57,197)
(8,147) (15,905)
(15,790) (9,550)
12,170 31,242
(1,028) (8,976)
30,729 (20,678)
24,833 (3,425)
(22,370) (22,106)
(2,388) (10,622)
(50,448)
(16,866)
5,060 1,110
(10,836) (13,773)
10,002 14,006
(33,096) (13,123)
319 269
(144) (749)
(53,453) (112,302)
483,500 515,400
(459,200) (397,000)
(2,666) (2,666)
(202) 43)
491) (1,388)
4
332
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Net cash provided by financing activities

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

Cash and cash equivalents at end of period

Supplemental information:
Interest payments
Income tax refunds
See accompanying notes.
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21,277

(7,343)
50,007

42,664

13,092
9,631

114,303

(1,424)
41,561

$ 40,137

$ 12,108
13,956
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KINDRED HEALTHCARE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE 1 BASIS OF PRESENTATION
Business

Kindred Healthcare, Inc. is a healthcare services company that through its subsidiaries operates transitional care ( TC ) hospitals, inpatient
rehabilitation hospitals ( IRFs ), nursing centers, assisted living facilities, a contract rehabilitation services business and a home health and

hospice business across the United States (collectively, the Company or Kindred ). At March 31, 2013, the Company s hospital division operated
116 TC hospitals (licensed as long-term acute care ( LTAC ) hospitals under the Medicare program) and six IRFs in 26 states. The Company s
nursing center division operated 204 nursing centers and six assisted living facilities in 26 states. The Company s rehabilitation division provided
rehabilitation services primarily in hospitals and long-term care settings. The Company s home health and hospice division provided home

health, hospice and private duty services from 101 locations in ten states.

In recent years, the Company has completed several transactions related to the divestiture of unprofitable hospitals and nursing centers to
improve its future operating results. For accounting purposes, the operating results of these businesses and the losses associated with these
transactions have been classified as discontinued operations in the accompanying unaudited condensed consolidated statement of operations for
all periods presented. Assets held for sale at March 31, 2013 have been measured at the lower of carrying value or estimated fair value less costs
of disposal and have been classified as held for sale in the accompanying unaudited condensed consolidated balance sheet. See Note 3 for a
summary of discontinued operations.

Recently issued accounting requirements

In February 2013, the Financial Accounting Standards Board (the FASB ) amended its authoritative guidance issued in December 2011 related to
the deferral of the requirement to present reclassification adjustments out of accumulated other comprehensive income in both the statement in
which net income is presented and the statement in which other comprehensive income is presented. The amended provisions require an entity to
provide information about the amounts reclassified out of accumulated other comprehensive income by component. In addition, an entity is
required to present, either on the face of the statement where net income is presented or in the notes, significant amounts reclassified out of
accumulated other comprehensive income by the respective line items of net income but only if the amount reclassified is required under United
States generally accepted accounting principles to be reclassified to net income in its entirety in the same reporting period. For all other amounts,
an entity is required to cross-reference to other disclosures that provide additional details about these amounts. All other requirements of the
original June 2011 update were not impacted by the amendment which became effective for all interim and annual reporting periods beginning
after December 15, 2012. The adoption of the guidance did not have a material impact on the Company s business, financial position, results of
operations or liquidity.

Table of Contents 11
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KINDRED HEALTHCARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 1 BASIS OF PRESENTATION (Continued)

Equity

The following table sets forth the changes in equity attributable to noncontrolling interests and equity attributable to Kindred stockholders for the

three months ended March 31, 2013 and 2012 (in thousands):

Redeemable
noncontrolling
For the three months ended March 31, 2013: interests
Balance at December 31, 2012 $
Comprehensive income:
Net income

Other comprehensive income

Issuance of common stock in connection with employee benefit plans
Shares tendered by employees for statutory tax withholdings upon
issuance of common stock

Income tax provision in connection with the issuance of common stock
under employee benefit plans

Stock-based compensation amortization

Distribution made to noncontrolling interests

Balance at March 31, 2013 $

For the three months ended March 31, 2012:

Balance at December 31, 2011 $
Comprehensive income:

Net income 155
Other comprehensive income

9,704

155
Shares tendered by employees for statutory tax withholdings upon
issuance of common stock
Income tax provision in connection with the issuance of common stock
under employee benefit plans
Stock-based compensation amortization

Distribution made to noncontrolling interests (327)

Balance at March 31, 2012 $ 9,532

Table of Contents

Amounts
attributable to
Kindred
stockholders
$ 1,256,159

3,057
1,634

4,691
4

(2,810)
(1,569)
2,248

$ 1,258,723

$ 1,288,921

18,191
775

18,966
(1,796)
(2,082)

1,802

$ 1,305,811

Nonredeemable
noncontrolling
interests
$ 36,685

416
416
491)
$ 36,610
$ 31,620
296
296
(1,061)
$ 30,855

Total
equity
$ 1,292,844

3,473
1,634

5,107
4

(2,810)
(1,569)

2,248
(491)

$1,295,333

$ 1,320,541

18,487
775

19,262
(1,796)
(2,082)
1,802
(1,061)

$ 1,336,666
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KINDRED HEALTHCARE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 1 BASIS OF PRESENTATION (Continued)

Derivative financial instruments

In December 2011, the Company entered into two interest rate swap agreements to hedge its floating interest rate on an aggregate of $225

million of outstanding senior secured term loan facility debt (the Term Loan Facility ) entered into in June 2011. The interest rate swaps have an
effective date of January 9, 2012, and expire on January 11, 2016. The Company is required to make payments based upon a fixed interest rate

of 1.8925% calculated on the notional amount of $225 million. In exchange, the Company will receive interest on $225 million at a variable
interest rate that is based upon the three-month London Interbank Offered Rate ( LIBOR ), subject to a minimum rate of 1.5%. The Company
determined the interest rate swaps continue to be effective cash flow hedges at March 31, 2013. The fair value of the interest rate swaps recorded
in other accrued liabilities was $1.8 million and $2.6 million at March 31, 2013 and December 31, 2012, respectively.

Other information

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the instructions for Form
10-Q of Regulation S-X and do not include all of the disclosures normally required by generally accepted accounting principles or those
normally required in annual reports on Form 10-K. Accordingly, these financial statements should be read in conjunction with the audited
consolidated financial statements of the Company for the year ended December 31, 2012 filed with the Securities and Exchange Commission
(the SEC ) on Form 10-K. The accompanying condensed consolidated balance sheet at December 31, 2012 was derived from audited
consolidated financial statements, but does not include all disclosures required by generally accepted accounting principles.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the Company s customary
accounting practices. Management believes that financial information included herein reflects all adjustments necessary for a fair presentation of
interim results and, except as otherwise disclosed, all such adjustments are of a normal and recurring nature.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting
principles and include amounts based upon the estimates and judgments of management. Actual amounts may differ from those estimates.

Reclassifications
Certain prior period amounts have been reclassified to conform with the current period presentation.
NOTE 2 ACQUISITION

In March 2012, the Company acquired the real estate of a previously leased hospital for $50.4 million. Annual rent associated with the hospital
aggregated $4.1 million. The fair value of the asset acquired was measured using discounted cash flow methodologies which are considered
Level 3 inputs (as described in Note 10).

The purchase price of this hospital resulted from negotiations with the landlord that were based upon both the historical and expected future cash
flows of the hospital and real estate values. This acquisition was financed through operating cash flows and borrowings under the Company s
revolving credit facility.

Table of Contents 14
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KINDRED HEALTHCARE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 3 DISCONTINUED OPERATIONS

In accordance with the authoritative guidance for the impairment or disposal of long-lived assets, the divestitures of unprofitable businesses
discussed in Note 1 have been accounted for as discontinued operations. Accordingly, the results of operations of these businesses for all periods
presented and the losses associated with these transactions have been classified as discontinued operations, net of income taxes, in the
accompanying unaudited condensed consolidated statement of operations. At March 31, 2013, the Company held for sale one hospital.

On April 27, 2012, the Company announced that it would not renew seven renewal bundles containing 54 nursing centers (the Expiring
Facilities ) under operating leases with Ventas, Inc. ( Ventas ) that expire on April 30, 2013. The Expiring Facilities contain 6,140 licensed nursing
center beds and generated revenues of approximately $475 million for the year ended December 31, 2012. The current annual rent for these
facilities approximates $57 million. The Company has also entered into an agreement with Ventas to provide Ventas with more flexibility to
accelerate the transfer of the Expiring Facilities, as well as to extend the term of the leases as necessary to facilitate these transfers. The
Company may be required to pay for additional capital obligations for the Expiring Facilities under the master lease agreements with Ventas.
The Company transferred the operations of 19 of the 54 nursing centers to new operators during the three months ended March 31, 2013. The
Company reclassified the results of operations and losses associated with the 19 divestitures to discontinued operations, net of income taxes, for
all periods presented. The Company will continue to operate the remaining 35 Expiring Facilities and include the Expiring Facilities in its results
from continuing operations through the expiration of the lease term, and for such additional time period as required to transfer operations to new
operators. When the Company terminates its operations of the remaining Expiring Facilities, these facilities will be reclassified to discontinued
operations.

A summary of discontinued operations follows (in thousands):

Three months ended

March 31,

2013 2012
Revenues $ 28,505 $46,733
Salaries, wages and benefits 15,612 23,845
Supplies 1,713 2,762
Rent 3,670 5,384
Other operating expenses 13,530 15,966
Other expense 108
Impairment charges 19
Depreciation 1,758 1,704
Interest expense 2
Investment income ®) 4

36,385 49,676
Loss from operations before income taxes (7,880) (2,943)
Income tax benefit (3,093) (1,140)
Loss from operations 4,787) (1,803)
Loss on divestiture operations (1,244) (1,170)
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Loss from discontinued operations $ (6,031)

10
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$ (2,973)
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KINDRED HEALTHCARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 3 DISCONTINUED OPERATIONS (Continued)

The following table sets

March 31,
2013 2012
Revenues:
Hospital division $  (56) $ 3,785
Nursing center division 28,561 42,948
$ 28,505 $ 46,733
Operating income (loss):
Hospital division $ (673) $ (1,746)
Nursing center division (1,785) 5,887
$ (2,458) $ 4,141
Rent:
Hospital division $ 16 $ 375
Nursing center division 3,654 5,009
$ 3,670 $ 5,384
Depreciation:
Hospital division $ 4 $ 257
Nursing center division 1,754 1,447
$ 1,758 $ 1,704
A summary of the net assets held for sale follows (in thousands):
March 31, December 31,
2013 2012
Long-term assets:
Property and equipment, net $ 2,793 $ 4,126
Other 5
2,793 4,131
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forth certain discontinued operating data by business segment (in thousands):

Three months ended
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Current liabilities (included in other accrued liabilities) (29)

$ 2,764

11
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4,131
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KINDRED HEALTHCARE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 4 REVENUES

Revenues are recorded based upon estimated amounts due from patients and third party payors for healthcare services provided, including
anticipated settlements under reimbursement agreements with Medicare, Medicaid, Medicare Advantage and other third party payors.

A summary of revenues by payor type follows (in thousands):

Three months ended

March 31,
2013 2012

Medicare $ 675,050 $ 665,509
Medicaid 243,281 246,216
Medicare Advantage 116,880 111,508
Other 602,639 598,113

1,637,850 1,621,346
Eliminations (82,942) (83,415)

$ 1,554,908 $ 1,537,931
NOTE S EARNINGS PER SHARE

Earnings per common share are based upon the weighted average number of common shares outstanding during the respective periods. The
diluted calculation of earnings per common share includes the dilutive effect of stock options. The Company follows the provisions of the
authoritative guidance for determining whether instruments granted in share-based payment transactions are participating securities, which
requires that unvested restricted stock that entitles the holder to receive nonforfeitable dividends before vesting be included as a participating
security in the basic and diluted earnings per common share calculation pursuant to the two-class method.

12

Table of Contents

19



Edgar Filing: KINDRED HEALTHCARE, INC - Form 10-Q

Table of Conten

KINDRED HEALTHCARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE S EARNINGS PER SHARE (Continued)

A computation of earnings per common share follows (in thousands, except per share amounts):

Three months ended March 31,

2013 2012

Basic Diluted Basic Diluted
Earnings:
Amounts attributable to Kindred stockholders:
Income from continuing operations:
As reported in Statement of Operations $ 9,088 $ 9,088 $21,164 $21,164
Allocation to participating unvested restricted stockholders (256) (256) (289) (289)
Available to common stockholders $ 8,832 $ 8,832 $20,875 $ 20,875
Discontinued operations, net of income taxes:
Loss from operations:
As reported in Statement of Operations $ (4,787) $ (4,787) $ (1,803) $ (1,803)
Allocation to participating unvested restricted stockholders 135 135 25 25
Available to common stockholders $ (4,652) $ (4,652) $ (1,778) $ (1,778)
Loss on divestiture of operations:
As reported in Statement of Operations $ (1,244) $ (1,244) $ (1,170) $ (1,170)
Allocation to participating unvested restricted stockholders 35 35 16 16
Available to common stockholders $ (1,209) $ (1,209) $ (1,154) $ (1,154)
Loss from discontinued operations:
As reported in Statement of Operations $ (6,031) $ (6,031) $ (2,973) $ (2,973)
Allocation to participating unvested restricted stockholders 170 170 41 41
Available to common stockholders $ (5,861) $ (5.861) $ (2,932) $ (2,932)
Net income:
As reported in Statement of Operations $ 3,057 $ 3,057 $18,191 $ 18,191
Allocation to participating unvested restricted stockholders (86) (86) (248) (248)
Available to common stockholders $ 2,971 $ 2971 $17,943 $17,943
Shares used in the computation:
Weighted average shares outstanding basic computation 52,062 52,062 51,603 51,603
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Dilutive effect of employee stock options 21 35
Adjusted weighted average shares outstanding diluted computation 52,083 51,638

Earnings per common share:

Income from continuing operations $ 017 $ 0.17 $ 040 $ 040
Discontinued operations:

Loss from operations (0.09) (0.09) (0.03) (0.03)
Loss on divestiture of operations (0.02) (0.02) (0.02) (0.02)
Loss from discontinued operations 0.11) 0.11) (0.05) (0.05)
Net income $ 0.06 $ 0.06 $ 035 $ 035

Number of antidilutive stock options excluded from shares used in the diluted
earnings per common share computation 1,274 2,562

13
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KINDRED HEALTHCARE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 6 BUSINESS SEGMENT DATA

The Company is organized into four operating divisions: the hospital division, the nursing center division, the rehabilitation division and the
home health and hospice division. Based upon the authoritative guidance for business segments, the operating divisions represent five reportable
operating segments, including (1) hospitals, (2) nursing centers, (3) skilled nursing rehabilitation services, (4) hospital rehabilitation services and
(5) home health and hospice services. These reportable operating segments are consistent with information used by the Company s President and
Chief Operating Officer to assess performance and allocate resources. The accounting policies of the operating segments are the same as those
described in the summary of significant accounting policies. Prior period segment information has been reclassified to conform with the current
period presentation.

For segment purposes, the Company defines operating income as earnings before interest, income taxes, depreciation, amortization and rent.
Segment operating income reported for each of the Company s operating segments excludes impairment charges, transaction costs and the
allocation of corporate overhead.

On January 1, 2013, the Company transferred the operations of its hospital-based sub-acute unit business from the hospital division to the
nursing center division. Historical amounts have been reclassified to conform with the current period presentation.

Segment operating income for the three months ended March 31, 2013 included one-time bonus costs paid to approximately 50,000 employees
who do not participate in the Company s incentive compensation program of $25.9 million (hospital division ~ $8.8 million, nursing center
division $9.7 million, rehabilitation division ~$6.3 million (skilled nursing rehabilitation services ~$5.0 million and hospital rehabilitation
services  $1.3 million), home health and hospice division = $0.8 million and corporate ~ $0.3 million).

Segment operating income for the hospital division for the three months ended March 31, 2013 also included employee retention costs of $0.3
million incurred in connection with the planned divestiture of 17 non-strategic facilities.

Segment operating income for the nursing center division for the three months ended March 31, 2013 also included employee retention costs of
$0.4 million incurred in connection with the nonrenewal of 54 nursing centers leased from Ventas.

Segment operating income for the hospital division for the three months ended March 31, 2012 included severance costs of $2.0 million and
other costs of $0.1 million incurred in connection with the closing of a regional office.

14
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KINDRED HEALTHCARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 6 BUSINESS SEGMENT DATA (Continued)

The following table sets forth certain data by business segment (in thousands):

Revenues:

Hospital division

Nursing center division
Rehabilitation division:

Skilled nursing rehabilitation services
Hospital rehabilitation services

Home health and hospice division

Eliminations:

Skilled nursing rehabilitation services
Hospital rehabilitation services
Nursing centers

Income from continuing operations:

Operating income (loss):

Hospital division

Nursing center division
Rehabilitation division:

Skilled nursing rehabilitation services
Hospital rehabilitation services

Home health and hospice division
Corporate:

Overhead

Insurance subsidiary

Impairment charges

Table of Contents

Three months ended

March 31,

2013 2012
$ 748,214 $ 749,383
502,703 512,148
260,789 257,014
74,523 74,369
335,312 331,383
51,621 28,432
1,637,850 1,621,346
(52,889) (53,612)
(27,994) (28,161)
(2,059) (1,642)
(82,942) (83,415)
$ 1,554,908 $ 1,537,931
$ 161,819 $ 161,826
51,178 63,906
15,278 14,323
18,132 16,116
33,410 30,439
2,786 2,341
(45,582) (42,728)
(509) (482)
(46,091) (43,210)
(436) (848)

23



Edgar Filing: KINDRED HEALTHCARE, INC - Form 10-Q

Transaction costs

Operating income

Rent

Depreciation and amortization
Interest, net

Income from continuing operations before income taxes
Provision for income taxes

Table of Contents

15

$

(2,285)

200,381
(105,978)

(51,196)

(28,083)

15,124
5,620

9,504

$

(485)

213,969
(104,313)

(46,986)

(26,290)

36,380
14,765

21,615
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 6 BUSINESS SEGMENT DATA (Continued)

Rent:

Hospital division

Nursing center division
Rehabilitation division:

Skilled nursing rehabilitation services
Hospital rehabilitation services

Home health and hospice division
Corporate

Depreciation and amortization:
Hospital division

Nursing center division
Rehabilitation division:

Skilled nursing rehabilitation services
Hospital rehabilitation services

Home health and hospice division
Corporate

Capital expenditures, excluding acquisitions (including discontinued operations):

Hospital division:
Routine
Development

Nursing center division:
Routine
Development

Table of Contents

Three months ended

March 31,

2013 2012
$ 53,148 $ 53,151
49,766 48,451
1,235 1,440
17 78
1,252 1,518
1,186 615
626 578
$ 105,978 $ 104,313
$ 23,941 $ 22,346
12,720 11,262
3,112 2,660
2,331 2,324
5,443 4,984
1,526 898
7,566 7,496
$ 51,196 $ 46,986
$ 10,271 $ 10,345
2,388 9,949
12,659 20,294
5,819 4,229
673
5,819 4,902
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Rehabilitation division:

Skilled nursing rehabilitation services:

Routine
Development

Hospital rehabilitation services:
Routine
Development

Home health and hospice division:

Routine
Development

Corporate:

Routine:
Information systems
Other

Table of Contents
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605

605

32

32

195

195

5,289
159

$ 24,758

16

326

326

46

46

124

124

6,864
172

$ 32,728
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)
NOTE 6 BUSINESS SEGMENT DATA (Continued)
March 31, December 31,
2013 2012
Assets at end of period:
Hospital division $2,148,491 $ 2,129,303
Nursing center division 619,505 626,016
Rehabilitation division:
Skilled nursing rehabilitation services 354,590 336,445
Hospital rehabilitation services 338,874 340,668
693,464 677,113
Home health and hospice division 204,457 202,156
Corporate 611,742 603,358
$ 4,277,659 $ 4,237,946
Goodwill:
Hospital division $ 747,065 $ 747,065
Rehabilitation division:
Skilled nursing rehabilitation services
Hospital rehabilitation services 168,019 168,019
168,019 168,019
Home health and hospice division 126,182 126,182

$ 1,041,266 $ 1,041,266
NOTE7 INSURANCE RISKS

The Company insures a substantial portion of its professional liability risks and workers compensation risks through its wholly owned limited
purpose insurance subsidiary. Provisions for loss for these risks are based upon management s best available information including actuarially
determined estimates.

The allowance for professional liability risks includes an estimate of the expected cost to settle reported claims and an amount, based upon past
experiences, for losses incurred but not reported. These liabilities are necessarily based upon estimates and, while management believes that the
provision for loss is adequate, the ultimate liability may be in excess of, or less than, the amounts recorded. To the extent that expected ultimate
claims costs vary from historical provisions for loss, future earnings will be charged or credited.

The provision for loss for insurance risks, including the cost of coverage maintained with unaffiliated commercial insurance carriers, follows (in
thousands):
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Professional liability:
Continuing operations
Discontinued operations
Workers compensation:
Continuing operations
Discontinued operations
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Three months ended

March 31,
2013 2012
$ 21,605 $ 17,951
3,860 798
$ 14,894 $ 14,319
578 652
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(Unaudited)

NOTE7 INSURANCE RISKS (Continued)

A summary of the assets and liabilities related to insurance risks included in the accompanying unaudited condensed consolidated balance sheet
follows (in thousands):

March 31, 2013 December 31, 2012
Professional Workers Professional Workers
liability compensation Total liability compensation Total
Assets:
Current:
Insurance subsidiary investments $ 55,196 $ 35,861 $ 91,057 $ 53,133 $ 33,035 $ 86,168
Reinsurance recoverables 4,116 4,116 5,382 5,382
Other 150 150 150 150
59,312 36,011 95,323 58,515 33,185 91,700
Non-current:
Insurance subsidiary investments 71,685 75,300 146,985 46,546 69,878 116,424
Reinsurance and other recoverables 63,741 73,965 137,706 58,025 76,794 134,819
Deposits 4,238 1,574 5,812 3,977 1,574 5,551
Other 40 40 40 40
139,664 150,879 290,543 108,548 148,286 256,834
$ 198,976 $ 186,890 $ 385,866 $ 167,063 $ 181,471 $ 348,534
Lia