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PART I – FINANCIAL INFORMATION 
 
 

Item 1. Financial Statements 
 

October 2, 2005 January 2, 2005
ASSETS
Current assets:

Cash, cash equivalents and restricted cash 52,234$                       31,924$                     
Short-term investments 42,150                         81,100                       
Receivables, less allowance for doubtful accounts of $8,348
   and $7,040 at October 2, 2005 and January 2, 2005, respectively 142,339                       132,002                     
Deferred tax assets 22,894                         23,861                       
Prepaid expenses and other current assets 8,013                           6,057                         

Total current assets 267,630                       274,944                     

Fixed assets, net 20,688                         19,687                       
Deferred tax assets, net 17,792                         21,233                       
Goodwill 6,865                           1,325                         
Other assets 22,896                         14,909                       

Total assets 335,871$                    332,098$                  

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payable 23,542$                       25,896$                     
Payroll and related taxes 15,772                         9,356                         
Medicare liabilities 6,864                           9,949                         
Cost of claims incurred but not reported 26,244                         27,361                       
Obligations under insurance programs 32,228                         34,660                       
Other accrued expenses 30,306                         31,117                       

Total current liabilities 134,956                       138,339                     

Other liabilities 19,814                         21,819                       

Shareholders' equity:
Common stock, $.10 par value; authorized 100,000,000 
    shares; issued and outstanding 23,356,750 and 23,722,408
    shares at October 2, 2005 and January 2, 2005, respectively 2,336                           2,372                         
Additional paid-in capital 231,100                       238,929                     
Accumulated deficit (52,335)                        (69,361)                      

Total shareholders' equity 181,101                       171,940                     

Total liabilities and shareholders' equity 335,871$                    332,098$                  

See notes to consolidated financial statements.

Gentiva Health Services, Inc. and Subsidiaries
Consolidated Balance Sheets

(In thousands, except share and per share amounts)
(Unaudited)
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Three Months Ended Nine Months Ended
October 2, 2005 September 26, 2004 October 2, 2005 September 26, 2004

Net revenues 219,559$                  198,070$                  646,801$                  620,223$                  
Cost of services sold 138,544                    122,539                    404,401                    383,092                    

Gross profit 81,015                      75,531                      242,400                    237,131                    
Selling, general and administrative expenses (72,026)                    (67,227)                    (216,443)                  (201,405)                  
Depreciation and amortization (2,291)                      (1,756)                      (5,938)                      (5,505)                      

Operating income 6,698                        6,548                        20,019                      30,221                      
Gain on sale of Canadian investment -                           -                           -                           946                           
Interest income, net 385                           248                           1,262                        538                           

Income before income taxes 7,083                        6,796                        21,281                      31,705                      
Income tax expense (2,832)                      (2,397)                      (4,255)                      (12,111)                    

Net income 4,251$                     4,399$                     17,026$                    19,594$                   

Net income per common share:
Basic 0.18$                       0.18$                       0.73$                        0.78$                       
Diluted 0.17$                        0.17$                        0.68$                        0.74$                        

Weighted average shares outstanding:
Basic 23,329                    24,422                    23,349                     25,011                     
Diluted 25,076                      26,034                      25,018                      26,645                      

See notes to consolidated financial statements.

Gentiva Health Services, Inc. and Subsidiaries
Consolidated Statements of Income

(In thousands, except per share amounts)
(Unaudited)
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Nine Months Ended
October 2, 2005 September 26, 2004

OPERATING ACTIVITIES:
Net income 17,026$                  19,594$                  
Adjustments to reconcile net income to net cash
  provided by operating activities:

Depreciation and amortization 5,938                      5,505                      
Provision for doubtful accounts 4,329                      4,708                      
Gain on sale of Canadian investment -                          (946)                        
Reversal of tax audit reserves (4,200)                     -                          
Deferred income tax expense 4,408                      9,743                      

Changes in assets and liabilities:
Accounts receivable (14,666)                   945                         
Prepaid expenses and other current assets (1,856)                     (1,144)                     
Accounts payable (719)                        (2,843)                     
Payroll and related taxes 6,416                      (2,956)                     
Medicare liabilities (3,085)                     (145)                        
Cost of claims incurred but not reported (1,117)                     (2,228)                     
Obligations under insurance programs (2,432)                     (609)                        
Other accrued expenses (965)                        (3,321)                     

Other, net 178                         657                         
Net cash provided by operating activities 9,255                      26,960                    

INVESTING ACTIVITIES:
Purchase of fixed assets (6,043)                     (7,607)                     
Proceeds from sale of assets -                          4,123                      
Acquisition of business (12,059)                   -                          
Purchase of short-term investments available-for-sale (125,000)                 (80,000)                   
Maturities of short-term investments available-for-sale 153,950                  25,000                    
Purchase of short-term investments held to maturity -                          (10,000)                   
Maturities of short-term investments held to maturity 10,000                    10,000                    
Net cash provided by (used in) investing activities 20,848                    (58,484)                   

FINANCING ACTIVITIES:
Proceeds from issuance of common stock 5,650                      3,420                      
Changes in book overdrafts (1,635)                     2,300                      
Repurchases of common stock (13,514)                   (30,163)                   
Repayment of capital lease obligations (294)                        (228)                        
Net cash used in financing activities (9,793)                     (24,671)                   

Net change in cash, cash equivalents and restricted cash 20,310                    (56,195)                   
Cash, cash equivalents and restricted cash at beginning of period 31,924                    97,438                    
Cash, cash equivalents and restricted cash at end of period 52,234$                 41,243$                 

SUPPLEMENTAL CASH FLOW INFORMATION:
Income taxes paid, net of refunds 701$                       3,587$                   

SUPPLEMENTAL SCHEDULE OF NON CASH INVESTING 
AND FINANCING ACTIVITIES:
Fixed assets acquired under capital lease 151$                       1,443$                   
See notes to consolidated financial statements.

Gentiva Health Services, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

(In thousands)
(Unaudited)
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Gentiva Health Services, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements  

(Unaudited) 
 

            1.          Background and Basis of Presentation 
 
 Gentiva® Health Services, Inc. (“Gentiva” or the “Company”) provides comprehen-

sive home health services throughout most of the United States through its Home Healthcare 
Services and CareCentrix® operating segments.  See Note 12 for a description of the business 
segments. 

The accompanying interim consolidated financial statements are unaudited, and have 
been prepared by Gentiva using accounting principles consistent with those described in the 
Company’s annual report on Form 10-K and pursuant to the rules and regulations of the Secu-
rities and Exchange Commission and, in the opinion of management, include all adjustments 
necessary for a fair presentation of results of operations, financial position and cash flows for 
each period presented.  Results for interim periods are not necessarily indicative of results for 
a full year.  The year-end balance sheet data was derived from audited financial statements.  
The interim financial statements do not include all disclosures required by accounting princi-
ples generally accepted in the United States of America. 

 
2. Accounting Policies 
 
Cash, Cash Equivalents and Restricted Cash  

The Company considers all investments with an original maturity of three months or 
less on their acquisition date to be cash equivalents.  Restricted cash of $22.0 million at Octo-
ber 2, 2005 and January 2, 2005 primarily represents segregated cash funds in a trust account 
designated as collateral under the Company’s insurance programs.  The Company, at its op-
tion, may access the cash funds in the trust account by providing equivalent amounts of alter-
native security.  Interest on all restricted funds accrues to the Company.  Included in cash and 
cash equivalents are amounts on deposit with financial institutions in excess of $100,000, 
which is the maximum amount insured by the Federal Deposit Insurance Corporation.  Man-
agement believes that these financial institutions are viable entities and believes any risk of 
loss is remote. 

Short-Term Investments 

The Company’s short-term investments consist primarily of AAA-rated auction rate 
securities and other debt securities with an original maturity of more than three months and 
less than one year on the acquisition date in accordance with Statement of Financial Account-
ing Standards (“SFAS”) No. 115 “Accounting for Certain Investments in Debt and Equity Se-
curities.”  Investments in debt securities are classified by individual security into one of three 
separate categories: available-for-sale, held-to-maturity or trading.   
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Available-for-sale investments are carried on the balance sheet at fair value which for 
the Company approximates carrying value.  Auction rate securities of $42.2 million and $71.1 
million at October 2, 2005 and January 2, 2005, respectively, are classified as available-for-
sale and are expected to be available to meet the Company’s current operational needs and 
accordingly are classified as short-term investments.  The interest rates on auction rate securi-
ties are reset to current interest rates periodically, typically 7, 14 and 28 days.  Contractual 
maturities of the auction rate securities exceed ten years.   

Debt securities which the Company has the intent and ability to hold to maturity are 
classified as “held-to-maturity” investments and are reported at amortized cost which ap-
proximates fair value.  Held-to-maturity investments, which have contractual maturities of 
less than one year, consisted of government agency bonds of $10 million at January 2, 2005.   

The Company has no investments classified as trading securities. 
 

3. New Accounting Standards 
 
In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS 

No. 123 (Revised), “Share-Based Payment” (“SFAS 123(R)”).  This statement replaces SFAS 
No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”) and supersedes Ac-
counting Principles Board (“APB”) Opinion No. 25.  SFAS 123(R) requires companies to ap-
ply a fair-value-based measurement method in accounting for share-based payment transac-
tions with employees and to record compensation cost for all stock awards granted after the 
required effective date and to awards modified, repurchased, or cancelled after that date.  In 
addition, the Company is required to record compensation expense (as previous awards con-
tinue to vest) for the unvested portion of previously granted awards that remain outstanding at 
the date of adoption.  SFAS 123(R) will be effective for annual periods beginning on or after 
June 15, 2005, which for the Company is the first quarter of fiscal 2006.  The impact of the 
adoption of SFAS 123(R) on fiscal 2006 results cannot be determined at this time.   

 
In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Cor-

rections,” which replaces APB Opinion No. 20, “Accounting Changes,” and supersedes 
FASB Statement No. 3, “Reporting Accounting Changes in Interim Financial Statements-an 
amendment of APB Opinion No. 28” (“SFAS 154”).  SFAS 154 provides guidance on ac-
counting for and reporting of accounting changes and error corrections.  It establishes retro-
spective application, or the earliest practicable date, as the required method for reporting a 
change in accounting principle and the reporting of a correction of an error.  SFAS 154 is ef-
fective for accounting changes and corrections of errors made in fiscal years beginning after 
December 15, 2005, which for the Company is fiscal 2006.  The Company does not expect the 
adoption of SFAS 154 to have a material impact on its consolidated financial statements. 
 

4. Medicare Revenues 
 

Medicare revenues for the third quarter and first nine months of fiscal 2004 included 
approximately $1.1 million and $10.1 million, respectively, received in settlement of the 
Company’s appeal filed with the U.S. Provider Relations Review Board (“PRRB”) related to 
the reopening of all of its 1998 and 1997 cost reports. (See Note 10.)  In addition, Medicare 
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revenues were reduced by a revenue adjustment of $1 million recorded for the nine months of 
fiscal 2004 to reflect an estimated repayment to Medicare in connection with services ren-
dered to certain patients since the inception of the Prospective Payment System (“PPS”) in 
October 2000.  In connection with the estimated repayment, the Centers for Medicare & 
Medicaid Services (“CMS”) had determined that homecare providers should have received 
lower reimbursements for certain services rendered to beneficiaries discharged from inpatient 
hospitals within fourteen days immediately preceding admission to home healthcare.  

5.          Acquisitions / Dispositions 
  

Heritage Home Care Services Acquisition 

 On May 1, 2005, the Company completed the purchase of certain assets and the opera-
tions of Heritage Home Care Services, Inc. (“Heritage”), a Utah-based provider of home 
healthcare services, and assumed certain liabilities related to contracts and office leases with 
respect to the period after the closing date, pursuant to an asset purchase agreement, for cash 
consideration of $11.5 million, exclusive of working capital requirements.  In connection with 
the acquisition, the Company also incurred transaction costs of $0.6 million.  Acquisition 
costs have been recorded as Goodwill ($5.5 million), Fixed Assets and Other Assets ($0.4 
million) and identifiable intangible assets ($6.2 million) which are included in Other Assets in 
the consolidated balance sheet as of October 2, 2005.  The Company expects to complete the 
allocation of the purchase price during the fourth quarter of fiscal 2005 as it finalizes a valua-
tion analysis of the intangible assets acquired.   
 

Sale of Canadian Investment 

 On March 30, 2004, the Company sold its minority interest in a home care nursing 
services business in Canada.  The business had been acquired as partial consideration for the 
sale of the Company’s Canadian operations in the fourth quarter of fiscal 2000.   In connec-
tion with the March 30, 2004 sale, the Company received cash proceeds of $4.1 million and 
recorded a pre-tax gain on sale of approximately $0.9 million, which is reflected in the 
consolidated statement of income for the nine months ended September 26, 2004.   
            

6.          Earnings Per Share 
 

Basic and diluted earnings per share for each period presented has been computed by 
dividing net income by the weighted average number of shares outstanding for each respec-
tive period.  The computations of the basic and diluted per share amounts were as follows (in 
thousands, except per share amounts): 
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Three Months Ended Nine Months Ended
October 2, 2005 September 26, 2004 October 2, 2005 September 26, 2004

Net income 4,251$                     4,399$                     17,026$                   19,594$                   

Basic weighted average common
  shares outstanding 23,329                     24,422                     23,349                     25,011                     

Shares issuable upon the assumed exercise of 
  stock options and in connection with the 
  employee stock purchase plan using the 
  treasury stock method 1,747                       1,612                       1,669                       1,634                       

Diluted weighted average common
  shares outstanding 25,076                     26,034                     25,018                     26,645                     

  Net income per common share:
     Basic 0.18$                       0.18$                       0.73$                       0.78$                       
     Diluted 0.17$                       0.17$                       0.68$                       0.74$                       

 
   

7.          Revolving Credit Facility, Restricted Cash and Debt 
 
The Company’s credit facility, as amended, as described below, provides up to $55 

million in borrowings, including up to $40 million which is available for letters of credit.  The 
Company may borrow up to a maximum of 80 percent of the net amount of eligible accounts 
receivable, as defined, less any reasonable and customary reserves, as defined, required by the 
lender.   

At the Company's option, the interest rate on borrowings under the credit facility is 
based on the London Interbank Offered Rates (“LIBOR”) plus 3.0 percent or the lender's 
prime rate plus 1.0 percent.  In addition, the Company is required to pay a fee equal to 2.25 
percent per annum of the aggregate face amount of outstanding letters of credit.  The Com-
pany is also subject to an unused line fee equal to 0.375 percent per annum of the average 
daily difference between the total revolving credit facility amount and the total outstanding 
borrowings and letters of credit.  If the Company’s trailing twelve month earnings before in-
terest, taxes, depreciation and amortization (“EBITDA”), excluding certain restructuring costs 
and special charges, falls below $20 million, the applicable margins for LIBOR and prime 
rate borrowings will increase to 3.25 percent and 1.25 percent, respectively, and the letter of 
credit and unused line fees will increase to 2.5 percent and 0.50 percent, respectively.   

The credit facility, which expires in June 2006, includes certain covenants requiring 
the Company to maintain a minimum tangible net worth of $101.6 million, minimum 
EBITDA, as defined, and a minimum fixed charge coverage ratio, as defined.  Other cove-
nants in the credit facility include limitation on mergers, consolidations, acquisitions, indebt-
edness, liens, distributions including dividends, capital expenditures, stock repurchases and 
dispositions of assets and other limitations with respect to the Company's operations.  On Au-
gust 7, 2003, May 26, 2004 and April 4, 2005, the credit facility was amended to make cove-
nants relating to acquisitions, stock repurchases and cash dividends less restrictive, provided 
that the Company maintains minimum aggregate excess liquidity, as defined, equal to at least 
$60 million, and to allow for the disposition of certain assets.  As of October 2, 2005, the 
Company was in compliance with the covenants in the credit facility, as amended. 

The credit facility provides that subsequent to June 12, 2005, the Company could ter-
minate the credit facility without incurring an early termination fee.  Loans under the credit 
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facility are collateralized by all of the Company's tangible and intangible personal property, 
other than equipment.   

Total outstanding letters of credit were approximately $20.2 million at October 2, 
2005 and January 2, 2005.  The letters of credit, which expire one year from date of issuance, 
were issued to guarantee payments under the Company's workers’ compensation program and 
for certain other commitments.  There were no borrowings outstanding under the credit facil-
ity as of October 2, 2005.  The Company also had outstanding surety bonds of $1.3 million 
and $1.0 million at October 2, 2005 and January 2, 2005, respectively.   

The restricted cash of $22.0 million at October 2, 2005 and January 2, 2005 related 
primarily to cash funds of $21.8 million that have been segregated in a trust account to pro-
vide collateral under the Company’s insurance programs.  The Company, at its option, may 
access the cash funds in the trust account by providing equivalent amounts of alternative se-
curity, including letters of credit and surety bonds.  In addition, restricted cash included $0.2 
million on deposit to comply with New York state regulations requiring that one month of 
revenues generated under capitated agreements in the state be held in escrow.  Interest on all 
restricted funds accrues to the Company.   

 
8.          Shareholders' Equity 

 
            Changes in shareholders' equity for the nine months ended October 2, 2005 were as 
follows (in thousands except share amounts): 

Common 
Stock

Additional 
Paid-in 
Capital

Accumulated 
Deficit Total

Balance at January 2, 2005 2,372$   238,929$ (69,361)$       171,940$  

Comprehensive income: 
Net income -             -               17,026           17,026      

Income tax benefits associated with
stock-based compensation -             1,634       -                     1,634        

Issuance of stock upon exercise of
   stock options and under stock plans
   for employees and directors (456,442 shares) 46          3,969       -                     4,015        

Repurchase of common stock at cost (822,100 shares) (82)         (13,432)    -                     (13,514)    

Balance at October 2, 2005 2,336$  231,100$ (52,335)$       181,101$ 
 

            

Comprehensive income amounted to $4.3 million and $4.4 million for the third quarter 
of fiscal 2005 and fiscal 2004, respectively, and $17.0 million and $19.6 million for the first 
nine months of fiscal 2005 and fiscal 2004, respectively. 

From May 2003 through October 2, 2005, the Company announced five stock repur-
chase programs authorized by the Company’s Board of Directors, under which the Company 
could repurchase and retire up to an aggregate of 6,000,000 shares of its outstanding common 
stock.  The repurchases occur periodically in the open market or through privately negotiated 
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transactions based on market conditions and other factors.  A summary of the status of each 
share repurchase program through October 2, 2005 follows: 

Date Shares Average 
Program Shares Repurchased Cost per Program

Announced Authorized as of October 2, 2005 Total Cost Share Completion Date
May 16, 2003 1,000,000        1,000,000                         9,082,353$            9.08$         July 23, 2003

August 7, 2003 1,500,000        1,500,000                         20,779,291            13.85         July 8, 2004
May 26, 2004 1,000,000        1,000,000                         15,290,952            15.29         October 13, 2004

August 10, 2004 1,000,000        1,000,000                         15,890,390            15.89         April 27, 2005
April 14, 2005 1,500,000        313,704                            5,295,765              16.88         

6,000,000        4,813,704                        66,338,751$         13.78$       

  
A summary of the Company’s share repurchase activity follows:

 
Three Months Ended Nine Months Ended

October 2, 2005 September 26, 2004 October 2, 2005 September 26, 2004
Total Numbers of Shares Purchased 65,800                     1,011,993                822,100                   2,026,840                
Total Cost 1,188,771$              15,460,993$            13,513,797$            30,162,959$            
Average Cost Per Share 18.07$                     15.28$                     16.44$                     14.88$                       

 As of October 2, 2005, the Company had remaining authorization to repurchase an 
aggregate of 1,186,296 shares of its outstanding common stock.  During the period from Oc-
tober 3, 2005 through November 8, 2005, the Company purchased 487,900 shares of its com-
mon stock at an aggregate cost of approximately $7.3 million.   

9. Stock-Based Compensation Plans 
 
The Company has chosen to adopt the disclosure only provisions of SFAS 123, as 

amended by SFAS No. 148, “Accounting for Stock-Based Compensation – Transition and 
Disclosure – an amendment of FASB Statement No. 123” (“SFAS 148”), and continues to 
account for stock-based compensation using the intrinsic value method prescribed in APB 
Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”), and related inter-
pretations.  Under this approach, the imputed cost of stock option grants and discounts offered 
under the Company’s Employee Stock Purchase Plan (“ESPP”) is disclosed, based on the 
vesting provisions of the individual grants, but not charged to expense.  See Note 3, “New 
Accounting Standards.” 

 Stock option grants in fiscal 2004 and prior years fully vest over periods ranging from 
three to six years.  Stock option grants in fiscal 2005 fully vest over a four year period based 
on a vesting schedule which provides for one-third vesting after years one, three and four. 

The weighted average fair values of the Company’s stock options granted during the 
first nine months of fiscal 2005 and fiscal 2004, calculated using the Black-Scholes option-
pricing model, and other assumptions are as follows:  



 

 12 

Nine Months Ended
October 2, 2005 September 26, 2004

Weighted average fair value
   of options granted 6.13$                       5.47$                       
Risk-free interest rate 3.73% 3.36%
Expected volatility 35% 37%
Contractual life 10 years 10 years
Expected dividend yield 0% 0%

 
 For stock options granted during the fiscal 2004 and prior periods, the expected life is 
estimated to be two years following the date all options comprising the grant become fully 
vested and forfeitures are reflected in the calculation as they occur.  For stock options granted 
during the fiscal 2005 period, the expected life of an option is estimated to be 2.5 years fol-
lowing its vesting date and forfeitures are reflected in the calculation using an estimate based 
on experience.    

Pro forma compensation expense is calculated for the fair value of the employee’s 
purchase rights under the ESPP, using the Black-Scholes model.  Assumptions for the first 
nine months of fiscal 2005 and fiscal 2004 are as follows: 

1st offering 2nd offering 1st offering 2nd offering
Period Period Period Period

Risk-free interest rate 2.63% 3.32% 1.02% 1.76%
Expected volatility 27% 33% 28% 30%
Expected life 0.5 years 0.5 years 0.5 years 0.5 years
Expected dividend yield 0% 0% 0% 0%

Nine Months Ended
October 2, 2005 September 26, 2004

 
The following table presents net income and basic and diluted income per common 

share had the Company elected to recognize compensation cost based on the fair value at the 
grant dates for stock option awards and discounts for stock purchases under the Company’s 
ESPP, consistent with the method prescribed by SFAS 123, as amended by SFAS 148 (in 
thousands, except per share amounts):   

Three Months Ended Nine Months Ended
October 2, 2005 September 26, 2004 October 2, 2005 September 26, 2004

Net income - as reported 4,251$                     4,399$                     17,026$                   19,594$                   
Deduct:  Total stock-based compensation expense
               determined under fair value based method for
               all awards, net of tax (852)                         (579)                         (2,916)                      (1,834)                      
Net income - pro forma 3,399$                    3,820$                    14,110$                   17,760$                  

Basic income per share - as reported 0.18$                       0.18$                       0.73$                       0.78$                       
Basic income per share - pro forma 0.15$                       0.16$                       0.60$                       0.71$                       

Diluted income per share - as reported 0.17$                       0.17$                       0.68$                       0.74$                       
Diluted income per share - pro forma 0.14$                       0.15$                       0.56$                       0.67$                        

 
During the first nine months of fiscal 2005, the Company granted 942,600 stock op-

tions to officers and employees under its existing option plans at an average exercise price of 
$16.38.  At October 2, 2005, there were 3,670,396 options outstanding at a weighted average 
exercise price of $10.33 per share.  During the first nine months of fiscal 2005, the Company 
issued 103,321 shares of common stock under its ESPP. 
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10. Legal Matters 
 

Litigation 

In addition to the matters referenced in this Note 10, the Company is party to certain 
legal actions arising in the ordinary course of business, including legal actions arising out of 
services rendered by its various operations, personal injury and employment disputes. 

Indemnifications 

Gentiva became an independent, publicly owned company on March 15, 2000, when 
the common stock of the Company was issued to the stockholders of Olsten Corporation, a 
Delaware corporation (“Olsten”), the former parent corporation of the Company (the “Split-
Off”).  In connection with the Split-Off, the Company agreed to assume, to the extent permit-
ted by law, and to indemnify Olsten for, the liabilities, if any, arising out of the home health 
services business.  

Government Matters 

PRRB Appeal 

 The Company’s annual cost reports, which were filed with CMS, were subject to audit 
by the fiscal intermediary engaged by CMS. In connection with the audit of the Company’s 
1997 cost reports, the Medicare fiscal intermediary made certain audit adjustments related to 
the methodology used by the Company to allocate a portion of its residual overhead costs.  
The Company filed cost reports for years subsequent to 1997 using the fiscal intermediary’s 
methodology.  The Company believed the methodology it used to allocate such overhead 
costs was accurate and consistent with past practice accepted by the fiscal intermediary; as 
such, the Company filed appeals with the PRRB concerning this issue with respect to cost re-
ports for the years 1997, 1998 and 1999.  The Company’s consolidated financial statements 
for the years 1997, 1998 and 1999 had reflected use of the methodology mandated by the fis-
cal intermediary. 

In June 2003, the Company and its Medicare fiscal intermediary signed an Adminis-
trative Resolution relating to the issues covered by the appeals pending before the PRRB.  
Under the terms of the Administrative Resolution, the fiscal intermediary agreed to reopen 
and adjust the Company’s cost reports for the years 1997, 1998 and 1999 using a modified 
version of the methodology used by the Company prior to 1997.  This modified methodology 
will also be applied to cost reports for the year 2000, which are currently under audit.  The 
Administrative Resolution required that the process to (i) reopen all 1997 cost reports, (ii) de-
termine the adjustments to allowable costs through the issuance of Notices of Program Reim-
bursement and (iii) make appropriate payments to the Company, be completed in early 2004.  
Cost reports relating to years subsequent to 1997 were to be reopened after the process for the 
1997 cost reports was completed. 

In February 2004, the fiscal intermediary notified the Company that it had completed 
the reopening of all 1997 cost reports and determined that the adjustment to allowable costs 
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for that year was approximately $9 million.  The Company received the funds and recorded 
the adjustment of $9.0 million as net revenues during the first quarter of fiscal 2004. 

During the third quarter of fiscal 2004, the fiscal intermediary notified the Company 
that it had completed the reopening of all 1998 cost reports and determined that the adjust-
ment to allowable costs for that year was $1.4 million.  The Company received the funds and 
recorded the adjustment of $1.4 million as net revenues during fiscal 2004, of which $1.1 mil-
lion was received and recorded in the third quarter of fiscal 2004.   

The fiscal intermediary is currently in the process of reopening the 1999 cost reports 
and the Company anticipates completion of the reopening during the fourth quarter of fiscal 
2005.  The Company expects to receive funds in excess of $5.0 million related to the 1999 
cost reports and will record an adjustment to net revenues during the fourth quarter of fiscal 
2005 when such gain contingency is realized.  The timeframe for resolving all items relating 
to the 2000 cost reports cannot be determined at this time. 

Subpoena 

On April 17, 2003, the Company received a subpoena from the Department of Health 
and Human Services, Office of the Inspector General, Office of Investigations (“OIG”).  The 
subpoena seeks information regarding the Company’s implementation of settlements and cor-
porate integrity agreements entered into with the government, as well as the Company’s treat-
ment on cost reports of employees engaged in sales and marketing efforts.  With respect to the 
cost report issues, the government has preliminarily agreed to narrow the scope of production 
to the period from January 1, 1998 through September 30, 2000.  On February 17, 2004, the 
Company received a subpoena from the U.S. Department of Justice (“DOJ”) seeking 
additional information related to the matters covered by the OIG subpoena.  The Company 
has provided documents and other information requested by the OIG  and DOJ pursuant to 
their subpoenas and similarly intends to cooperate fully with any future OIG or DOJ infor-
mation requests. To the Company’s knowledge, the government has not filed a complaint 
against the Company.   

 
11.          Income Taxes 

 
        The Company recorded a federal and state income tax provision of $2.8 mil-

lion for the third quarter of fiscal 2005, of which $1.6 million represented a current tax provi-
sion and $1.2 million represented a deferred tax provision.  For the nine months ended Octo-
ber 2, 2005, the Company recorded a federal and state income tax provision of $4.3 million 
representing a current tax benefit of $0.1 million and a deferred tax provision of $4.4 million.  
The income tax provision for the first nine months of fiscal 2005 included a $4.2 million re-
lease of tax reserves related to the favorable resolution of tax audit issues for the years 1997 
through 2000.  The Company agreed to assume responsibility for these items in connection 
with its Split-Off from Olsten in March 2000.  The difference between the federal statutory 
income tax rate and the Company’s effective rate of 20 percent for the first nine months of 
fiscal 2005 is primarily due to the release of tax reserves and state taxes.     

 Federal and state income taxes of $2.4 million and $12.1 million were recorded for the 
third quarter and first nine months of fiscal 2004, respectively.  The difference between the 
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federal statutory income tax rate and the Company’s effective tax rate of 39 percent was due 
primarily to state taxes.   

            Deferred tax assets and deferred tax liabilities were as follows (in thousands): 

October 2, 2005 January 2, 2005
Deferred tax assets

Current:
Reserves and allowances 18,374$                    19,348$                    
Federal net operating loss and other carryforwards -                           793                           
State net operating loss 7,027                        7,027                        
Other 1,948                        1,148                        
Less:  valuation allowance (4,455)                      (4,455)                      

     Total current deferred tax assets 22,894                      23,861                      

     Noncurrent:
Intangible assets 22,906                      25,772                      
Total assets 45,800                      49,633                      

Deferred tax liabilities:
     Noncurrent:

Fixed assets (2,627)                      (2,707)                      
Developed software (1,841)                      (1,233)                      
Other (646)                         (599)                         

     Total non-current deferred tax liabilities (5,114)                      (4,539)                      
Net deferred tax assets 40,686$                   45,094$                   

 
             

At October 2, 2005, the Company had state net operating loss carryforward benefits of 
$7.0 million.  A valuation allowance of $4.5 million was recorded in fiscal 2004 to recognize 
that certain state net operating loss carryforwards may expire before realization.   

 
12. Business Segment Information 
 
Commencing in fiscal 2005, the Company identified two business segments for report-

ing purposes.  The Company believes that this presentation aligns the Company’s financial 
reporting with the manner in which the Company has recently commenced to manage its 
business operations with a focus on the strategic allocation of resources and separate branding 
strategies between the business segments.  The Company’s operations involve servicing pa-
tients and customers through its two business segments:  Home Healthcare Services and 
CareCentrix.   

The Home Healthcare Services segment is comprised of direct home nursing and ther-
apy services operations, including specialty programs, Gentiva Rehab Without Walls® and 
Gentiva Consulting.   

Direct home nursing and therapy services operations are conducted through licensed 
and Medicare-certified agencies from which the Company provides various combinations of 
skilled nursing and therapy services, paraprofessional nursing services and homemaker ser-
vices to pediatric, adult and elder patients.  The Company’s direct home nursing and therapy 
services operations also deliver services to its customers through focused specialty programs 
that include: 
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• Gentiva Orthopedics Program, which provides individualized home orthopedic 
rehabilitation services to patients recovering from joint replacement or other 
major orthopedic surgery;  

• Gentiva Safe Strides(SM) Program, which provides therapies for patients with 
balance issues who are prone to injury or immobility as a result of falling; and  

• Gentiva Cardiopulmonary Program, which helps patients and their physicians 
manage heart and lung health in a home-based environment.   

Gentiva Rehab Without Walls provides home and community-based neurorehabilita-
tion therapies for patients with traumatic brain injury, cerebrovascular accident injury and ac-
quired brain injury, as well as a number of other complex rehabilitation cases.   

The Company also provides consulting services to home health agencies through its 
Gentiva Consulting unit. These services include billing and collection activities, on-site 
agency support and consulting, operational support and individualized strategies for reduction 
of days sales outstanding. 

The CareCentrix segment encompasses Gentiva’s ancillary care benefit management 
and the coordination of integrated homecare services for managed care organizations and 
health benefit plans.  CareCentrix operations provide an array of administrative services and 
coordinate the delivery of home nursing services, acute and chronic infusion therapies, dura-
ble medical equipment, and respiratory products and services for managed care organizations 
and health plans.  CareCentrix accepts case referrals from a wide variety of sources, verifies 
eligibility and benefits and transfers case requirements to the providers for services to the pa-
tient.  CareCentrix provides services to its customers, including the fulfillment of case re-
quirements, care management, provider credentialing, eligibility and benefits verification, 
data reporting and analysis, and coordinated centralized billing for all authorized services 
provided to the customer’s enrollees.   

Corporate expenses consist of costs relating to executive management and corporate 
and administrative support functions that are not directly attributable to a specific segment.  
Corporate and administrative support functions represent primarily information services, ac-
counting and reporting, tax compliance, risk management, procurement, marketing, legal and 
human resource benefits and administration.  The Company’s senior management evaluates 
performance and allocates resources based on operating contributions of the reportable seg-
ments, which exclude corporate expenses, depreciation, amortization, and interest income, but 
include revenues and all other costs directly attributable to the specific segment.  Interseg-
ment revenues represent Home Healthcare Services segment revenues generated from ser-
vices provided to the CareCentrix segment.  Segment assets represent net accounts receivable 
associated with segment activities.  Intersegment assets represent accounts receivable associ-
ated with services provided by the Home Healthcare Services segment to the CareCentrix 
segment.  All other assets are assigned to corporate assets for the benefit of all segments for 
the purposes of segment disclosure.   

Segment information about the Company’s operations is as follows (in thousands): 
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Home Healthcare
Services CareCentrix Total

Three months ended October 2, 2005 (unaudited)
Net revenue - segments 139,128$                 (1) 84,569$                   (2) 223,697$                     

Intersegment revenues (4,138)                          
Total net revenue 219,559$                     

Operating contribution 13,073$                   (1) 6,314$                     (2) 19,387$                       

Corporate expenses (10,398)                        
Depreciation and amortization (2,291)                          
Interest income, net 385                              
Income before income taxes 7,083$                         

Three months ended September 26, 2004 (unaudited)
Net revenue - segments 123,957$                 (4) 79,085$                   203,042$                     

Intersegment revenues (4,972)                          
Total net revenue 198,070$                     

Operating contribution 10,177$                   (4) 8,877$                     (2) 19,054$                       

Corporate expenses (10,750)                        
Depreciation and amortization (1,756)                          
Interest income, net 248                              
Income before income taxes 6,796$                         

Nine months ended October 2, 2005 (unaudited)
Net revenue - segments 409,878$                 (1) 250,572$                 (2) 660,450$                     

Intersegment revenues (13,649)                        
Total net revenue 646,801$                     

Operating contribution 36,790$                   (1) 20,321$                   (2) 57,111$                       

Corporate expenses (31,154)                        (3)
Depreciation and amortization (5,938)                          
Interest income, net 1,262                           
Income before income taxes 21,281$                       

Segment assets 77,842$                   65,785$                   143,627$                     

Intersegment assets (1,288)                          
Corporate assets 193,532                       
Total assets 335,871$                     

Nine months ended September 26, 2004 (unaudited)
Net revenue - segments 388,963$                 (4,5) 246,700$                 635,663$                     

Intersegment revenues (15,440)                        
Total net revenue 620,223$                     

Operating contribution 45,329$                   (4,5) 23,806$                   (2) 69,135$                       

Corporate expenses (33,409)                        
Gain on sale of Canadian Investment 946                              
Depreciation and amortization (5,505)                          
Interest income, net 538                              
Income before income taxes 31,705$                       

Segment assets 68,622$                   60,337$                   128,959$                     

Intersegment assets (1,614)                          
Corporate assets 201,401                       
Total assets 328,746$                      
 

(1) During the second quarter of fiscal 2003, CMS initiated a project to recover, over a 24 
month period, overpayments to providers relating to partial episode payments 
(“PEPs”) for overlapping episodes of service during the period prior to and through 
April 2003.  PEPs occur if a patient is discharged but readmitted to another agency 
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within the same sixty day period.  The Company had established reserves for such 
PEPs in fiscal 2002 and 2003 based on information available at that time.  During the 
third quarter of fiscal 2005 it was determined that CMS had completed its recovery 
project resulting in an excess reserve.  In connection with this item, Home Healthcare 
Services segment net revenues and operating contribution for the third quarter and 
first nine months of fiscal 2005 included a positive adjustment of approximately $0.7 
million. 

(2) For the third quarter and first nine months of fiscal 2005, CareCentrix segment results 
reflected a revenue adjustment of approximately $1.1 million and a reduction in oper-
ating contribution of $0.8 million in connection with a change in estimate relating to 
certain home healthcare services provided to a managed care customer.  For the third 
quarter and first nine months of fiscal 2004, operating contribution included a positive 
adjustment of $0.7 million relating to a change in estimated costs payable to providers 
as the Company completed its reconfiguration of the home medical equipment net-
work.     

(3) For the nine months ended October 2, 2005, corporate expenses included a credit of 
approximately $0.8 million relating to a favorable arbitration settlement.   

(4)  The Home Healthcare Services segment Medicare revenues for the third quarter of 
fiscal 2004 included funds received of approximately $1.1 million related to the $1.4 
million settlement of the Company’s appeal filed with the PRRB related to the reopen-
ing of all of its 1998 cost reports (See Note 10.) 

(5)  The Home Healthcare Services segment Medicare revenues for the first nine months 
of fiscal 2004 included approximately $9.1 million received in settlement of the Com-
pany’s appeal filed with the PRRB related to the reopening of its 1997 cost reports, 
net of a revenue adjustment of $1 million to reflect an estimated repayment to Medi-
care in connection with services rendered to certain patients since the inception of PPS 
in October 2000 (See Note 10.)  The CMS has determined that homecare providers 
should have received lower reimbursements for certain services rendered to benefici-
aries discharged from inpatient hospitals within fourteen days immediately preceding 
admission to home healthcare  

 
13. Subsequent Event 
 
On October 27, 2005, the Company announced the amendment of its contract and ex-

tension of its national relationship with CIGNA Health Corporation (“Cigna”) through Janu-
ary 31, 2009.  Under the amended contract, CareCentrix will continue to coordinate the provi-
sion of direct home nursing and related services through the CareCentrix network of creden-
tialed, third-party providers or through Gentiva’s own home healthcare locations, as well as 
home infusion services and certain other specialty medical equipment solely through the 
CareCentrix network.  Among the specialty equipment to be provided to Cigna members 
through CareCentrix are insulin pumps, wound suction devices and other products.  As Gen-
tiva announced on October 24, 2005, CareCentrix is ending its coordination of respiratory 
therapy and certain durable medical equipment services to Cigna members as of January 31, 
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2006.  Based on the changes in the Company’s arrangement with Cigna, the Company esti-
mates that its fiscal 2006 revenues from Cigna could be up to $40 million lower than revenues 
anticipated from the Cigna contract in fiscal 2005.  
 
Item 2.             Management's Discussion and Analysis of Financial Condition and Results of 
                        Operations 
 
Forward-looking Statements  

Certain statements contained in this Quarterly Report on Form 10-Q, including, with-
out limitation, statements containing the words “believes,” “anticipates,” “intends,” “ex-
pects,” “assumes,” “trends” and similar expressions, constitute “forward-looking statements” 
within the meaning of the Private Securities Litigation Reform Act of 1995.  Forward-looking 
statements are based upon the Company’s current plans, expectations and projections about 
future events.  However, such statements involve known and unknown risks, uncertainties and 
other factors that may cause the actual results, performance or achievements of the Company 
to be materially different from any future results, performance or achievements expressed or 
implied by such forward-looking statements.  Such factors include, among others, the follow-
ing: 

• general economic and business conditions; 
• demographic changes; 
• changes in, or failure to comply with, existing governmental regulations; 
• legislative proposals for healthcare reform; 
• changes in Medicare and Medicaid reimbursement levels; 
• effects of competition in the markets in which the Company operates; 
• liability and other claims asserted against the Company; 
• ability to attract and retain qualified personnel; 
• availability and terms of capital; 
• loss of significant contracts or reduction in revenue associated with major payer 

sources; 
• ability of customers to pay for services; 
• business disruption due to natural disasters or terrorist acts; 
• a material shift in utilization within capitated agreements; and 
• changes in estimates and judgments associated with critical accounting policies. 

Forward-looking statements are found throughout “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations” and elsewhere in this Quarterly 
Report on Form 10-Q.  The reader should not place undue reliance on forward-looking state-
ments, which speak only as of the date of this report.  Except as required under the federal 
securities laws and the rules and regulations of the Securities and Exchange Commission 
(“SEC”), the Company does not have any intention or obligation to publicly release any revi-
sions to forward-looking statements to reflect unforeseen or other events after the date of this 
report. The Company has provided a detailed discussion of risk factors in its 2004 Annual 
Report on Form 10-K, as amended, and various filings with the SEC.  The reader is encour-
aged to review these risk factors and filings.   
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   The following discussion and analysis provides information which management be-
lieves is relevant to an assessment and understanding of the Company’s results of operations 
and financial position.  This discussion and analysis should be read in conjunction with the 
Company’s consolidated financial statements and related notes included elsewhere in this re-
port. 
 
General 
 
            The Company's results of operations are impacted by various regulations and other 
matters that are implemented from time to time in its industry, some of which are described in 
the Company's Annual Report on Form 10-K for the fiscal year ended January 2, 2005, as 
amended by Form 10-K/A, and in other filings with the SEC. 

Overview 
 

Gentiva is the nation’s largest provider of comprehensive home health services, based 
on revenues derived from the provision of skilled home nursing and therapy services to pa-
tients.  The Company’s services can be delivered across the United States 24 hours a day, 7 
days a week.  The Company’s operations involve servicing patients and customers through its 
two business segments:  Home Healthcare Services and CareCentrix.   

The Home Healthcare Services segment is comprised of direct home nursing and ther-
apy services operations, including specialty programs, Gentiva Rehab Without Walls and 
Gentiva Consulting.  The Company’s Home Healthcare Services segment conducts its busi-
ness through more than 350 direct service delivery units operating from more than 250 loca-
tions under its Gentiva brand. 

The Company’s direct home nursing and therapy services operations are conducted 
through licensed and Medicare-certified agencies located in 35 states, substantially all of 
which are currently accredited by the Joint Commission on Accreditation of Healthcare Or-
ganizations, from which the Company provides various combinations of skilled nursing and 
therapy services, paraprofessional nursing services and homemaker services to pediatric, adult 
and elder patients.  Reimbursement sources include government programs, such as Medicare 
and Medicaid, and private sources, such as health insurance plans, managed care organiza-
tions, long term care insurance plans and personal funds.  Gentiva’s direct home nursing and 
therapy operations are organized in five geographic regions, each staffed with clinical, opera-
tional and sales teams.  Regions are further separated into operating areas.  Each operating 
area includes branch locations through which home healthcare agencies operate.  Each agency 
is led by a director and is staffed with clinical and administrative support staff as well as 
clinical associates who deliver direct patient care.  The clinical associates are employed on 
either a full-time basis or are paid on a per visit, per shift, per diem or per hour basis. 

The Company’s direct home nursing and therapy services operations also deliver ser-
vices to its customers through focused specialty programs that include: 

• Gentiva Orthopedic Program, which provides individualized home orthopedic 
rehabilitation services to patients recovering from joint replacement or other 
major orthopedic surgery;  
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• Gentiva Safe Strides Program, which provides therapies for patients with bal-
ance issues who are prone to injury or immobility as a result of falling; and  

• Gentiva Cardiopulmonary Program, which helps patients and their physicians 
manage heart and lung health in a home-based environment.   

Gentiva Rehab Without Walls provides home and community-based neurorehabilita-
tion therapies for patients with traumatic brain injury, cerebrovascular accident injury and ac-
quired brain injury, as well as a number of other complex rehabilitation cases.   

The Company also provides consulting services to home health agencies through its 
Gentiva Consulting unit. These services include billing and collection activities, on-site 
agency support and consulting, operational support and individualized strategies for reduction 
of days sales outstanding. 

The CareCentrix segment encompasses Gentiva’s ancillary care benefit management 
and coordination of integrated homecare services for managed care organizations and health 
benefit plans through a network of more than 2,500 third-party provider locations, as well as 
Gentiva locations, under its CareCentrix brand.  CareCentrix operations provide an array of 
administrative services and coordinate the delivery of home nursing services, acute and 
chronic infusion therapies, durable medical equipment, and respiratory products and services 
for managed care organizations and health plans.  These administrative services are coordi-
nated within four regional coordination centers and are delivered through Gentiva direct home 
nursing and therapy locations as well as through an extensive nationwide network of third-
party provider locations in all 50 states.  CareCentrix accepts case referrals from a wide vari-
ety of sources, verifies eligibility and benefits and transfers case requirements to the providers 
for services to the patient.  CareCentrix provides services to its customers, including the ful-
fillment of case requirements, care management, provider credentialing, eligibility and bene-
fits verification, data reporting and analysis, and coordinated centralized billing for all author-
ized services provided to the customer’s enrollees.  Contracts within CareCentrix are struc-
tured as fee-for-service, whereby a payer is billed on a per usage basis according to a fee 
schedule for various services, or as at-risk capitation, whereby the payer remits a monthly 
payment to the Company based on the number of members enrolled in the health plans under 
the capitation agreement, subject to certain limitations and coverage guidelines. 
 
Significant Developments 

 
On October 27, 2005, the Company announced the amendment of its contract and ex-

tension of its national relationship with Cigna through January 31, 2009.  Under the amended 
contract, CareCentrix will continue to coordinate the provision of direct home nursing and 
related services through the CareCentrix network of credentialed, third-party providers or 
through Gentiva's own home healthcare locations, as well as home infusion services and cer-
tain other specialty medical equipment solely through the CareCentrix network. Among the 
specialty equipment to be provided to Cigna members through CareCentrix are insulin pumps, 
wound suction devices and other products. As Gentiva announced on October 24, 2005, 
CareCentrix is ending its coordination of respiratory therapy and certain durable medical 
equipment services to Cigna members as of January 31, 2006.  Based on the changes in the 
Company’s arrangement with Cigna, the Company estimates that its fiscal 2006 revenues 



 

 22 

from Cigna could be up to $40 million lower than revenues anticipated from the Cigna con-
tract in fiscal 2005.   

On September 8, 2005, the Company announced that its contract with TriWest to pro-
vide coordination and delivery of homecare services to active and retired military personnel in 
certain western states will terminate as of November 29, 2005.  Net revenues relating to the 
TriWest contract are expected to range between $20 million and $25 million in fiscal 2005. 

On May 1, 2005, the Company completed the purchase of certain assets and the opera-
tions of Heritage, a Utah-based provider of home healthcare services, and assumed certain 
liabilities related to contracts and office leases with respect to the period after the closing 
date, pursuant to an asset purchase agreement, for cash consideration of $11.5 million, exclu-
sive of working capital requirements.  In connection with the acquisition, the Company also 
incurred transaction costs of $0.6 million.  Acquisition costs have been recorded as Goodwill 
($5.5 million), Fixed Assets and Other Assets ($0.4 million), and identifiable intangible assets 
($6.2 million) which are included in Other Assets in the consolidated balance sheet as of Oc-
tober 2, 2005.  The Company expects to complete the allocation of the purchase price during 
the fourth quarter of fiscal 2005 as it finalizes a valuation analysis of the intangible assets ac-
quired.  The Heritage operations are expected to increase the Company’s annualized revenues 
by more than $20 million and to be accretive to the Company’s fiscal 2005 results. 

Results of Operations  
 
 Revenues 

          

(Dollars in millions)
Percentage Percentage

2005 2004 Variance 2005 2004 Variance
Medicare 67.4$     52.3$     28.7% 194.4$   168.7$   15.2%
Medicaid and Local Government 37.6       37.7       (0.3%) 112.0     115.9     (3.3%)
Commercial Insurance and Other 114.6     108.1     6.1% 340.4     335.6     1.4%

219.6$   198.1$   10.9% 646.8$   620.2$   4.3%

Third Quarter Nine Months Ended

 
  The Company’s net revenues increased by $21.5 million, or 10.9 percent, to $219.6 

million for the quarter ended October 2, 2005 as compared to the quarter ended September 26, 
2004.  For the nine months ended October 2, 2005 as compared to the nine months ended 
September 26, 2004, net revenues increased by $26.6 million, or 4.3 percent, to $646.8 mil-
lion from $620.2 million.  

Home Healthcare Services segment revenues are derived from all three payer groups: 
Medicare, Medicaid and Local Government and Commercial Insurance and Other.  CareCen-
trix segment revenues are derived from the Commercial Insurance and Other payer group 
only.   

Medicare revenue growth for the fiscal 2005 periods as compared to the fiscal 2004 
periods was driven by several factors including: (i) an increase in admissions, including the 
Company’s specialty programs and exclusive of acquired operations, of approximately 15 
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percent for the third quarter and 14 percent for the first nine months, (ii) improvement in reve-
nue per admission, (iii) reimbursement rate changes, as noted below and (iv) the impact of the 
Heritage acquisition, which closed on May 1, 2005 and constituted approximately 6.7 percent 
of the 28.7 percent increase in Medicare revenue for the third quarter and 3.0 percent of the 
15.2 percent increase in Medicare revenue for the first nine months of the year. These positive 
factors were offset somewhat for the first nine months of the year by the absence of three spe-
cial items which are described below.    

Medicare revenue included special items of $1.1 million for the third quarter of fiscal 
2004 and $9.1 million for the first nine months of fiscal 2004.  Special items represented (i) 
$1.1 million recorded and received during the third quarter of fiscal 2004 in settlement of the 
Company’s appeal filed with the PRRB related to the reopening of its 1998 cost reports, (ii) 
$9.0 million received in settlement of the Company’s appeal filed with the PRRB related to 
the reopening of its 1997 cost reports and (iii) a revenue adjustment of $1 million to reflect 
the estimated repayment to Medicare in connection with services rendered to certain patients 
since the inception of the PPS in October 2000. In connection with the estimated repayment, 
CMS had determined that homecare providers should have received lower reimbursements for 
certain services rendered to beneficiaries discharged from inpatient hospitals within fourteen 
days immediately preceding admission to home healthcare.   

The reimbursement rate changes included a 2.3 percent market basket increase that 
became effective for patients on service on or after January 1, 2005, partially offset by the 
elimination of the 5 percent rate increase related to home health services performed in spe-
cifically defined rural areas of the country (rural add-on provision) effective for patients on 
service on or after April 1, 2005.  The rate adjustments relating to the market basket change 
and rural add-on provision represented incremental revenue of approximately $1.6 million 
and $4.8 million for the third quarter and first nine months of fiscal 2005, respectively.   

Medicaid and Local Government revenues decreased for the fiscal 2005 periods as 
compared to the fiscal 2004 periods, due primarily to a reduction in the Company’s participa-
tion in certain low-margin Medicaid and state and county programs partially offset by an in-
crease in skilled visits within Medicaid programs.  Revenues relating to hourly Medicaid and 
state and county programs decreased $0.4 million for the third quarter fiscal 2005 and $6.0 
million for the first nine months of fiscal 2005, as compared to the corresponding periods of 
fiscal 2004, while revenues relating to intermittent care visits increased $0.3 million for the 
third quarter of fiscal 2005 and $2.1 million for the first nine months of fiscal 2005, as com-
pared to the corresponding periods of fiscal 2004.    

Commercial Insurance and Other revenues increased $6.5 million, or 6.1 percent, for 
the third quarter of fiscal 2005 and increased $4.8 million, or 1.4 percent for the first nine 
months, as compared to the third quarter and first nine months of fiscal 2004.  Cigna revenues 
increased by $4.7 million, or 8.0 percent, for the third quarter of fiscal 2005 as compared to 
the third quarter of fiscal 2004.  This increase is due primarily to the addition of Cigna mem-
bers in five New England states, effective July 1, 2005, as well as higher volume in Cigna’s 
fee-for-service plans.  Revenues relating to the Cigna contract for the first nine months of fis-
cal 2005 declined by $5.4 million, or 2.9 percent, as compared to the first nine months of fis-
cal 2004, due primarily to a reduction in the number of enrolled Cigna members in 2005 re-
sulting in lower revenues from Cigna’s capitated plans, partially offset by the addition of the 
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New England states and volume growth noted above.  Non-Cigna, Commercial Insurance and 
Other revenues increased by $1.8 million, or 3.7 percent, for the third quarter and increased 
by $10.2 million, or 7.1 percent, for the first nine months of fiscal 2005, as compared to the 
corresponding periods of fiscal 2004, primarily by increased unit volume from existing busi-
ness and new contracts signed during the past year, as well as the impact of adding the Heri-
tage operations ($1.2 million for the third quarter and $1.8 million for the first nine months of 
fiscal 2005).    

Home Healthcare Services segment revenues increased $15.2 million, or 12.2 percent, 
from $124.0 million during the third quarter of fiscal 2004 to $139.1 million during the third 
quarter of fiscal 2005.  For the nine months ended October 2, 2005, Home Healthcare Ser-
vices revenues were $409.9 million, an increase of $20.9 million, or 5.4 percent, from $389.0 
million for the first nine months of fiscal 2004.  Revenues for the first nine months of fiscal 
2004 were positively impacted by the Medicare special items totaling $9.1 million, as dis-
cussed above. In addition, for the third quarter and first nine months of fiscal 2004, Medicare 
revenues and Commercial Insurance and Other revenues were negatively impacted by four 
hurricanes in the Southeastern United States. 

CareCentrix segment revenues increased $5.5 million, or 6.9 percent, from $79.1 mil-
lion during the third quarter of fiscal 2004 to $84.6 million during the third quarter of fiscal 
2005.  CareCentrix segment revenues for the first nine months of fiscal 2005 were $250.6 
million as compared to $246.7 million for the first nine months of fiscal 2004, an increase of 
$3.9 million, or 1.6 percent.  For the third quarter of fiscal 2005, this increase was driven pri-
marily by the addition of Cigna members in five New England states, effective July 1, 2005, 
and growth in Cigna’s fee-for-service plans and, for both the third quarter and first nine 
months of fiscal 2005, by increases in the non-Cigna Commercial Insurance and Other reve-
nues.   

 
Gross Profit 

        

     

(Dollars in millions)
2005 2004 Variance 2005 2004 Variance

Gross profit 81.0$     75.5$     5.5$           242.4$   237.1$   5.3$           
As a percent of revenue 36.9% 38.1% (1.2%) 37.5% 38.2% (0.7%)

Third Quarter Nine Months

 

As a percentage of revenue, gross profit decreased by 1.2 percentage points in the 
third quarter of fiscal 2005 and 0.7 percentage points in the first nine months of fiscal 2005 as 
compared to the corresponding periods of fiscal 2004.  The decrease in gross profit margins 
was primarily attributable to the CareCentrix segment  (impact of 1.7 percentage points for 
the quarter and 0.5 percentage points for the nine month period) and the Medicare special 
items recorded in the 2004 periods (impact of 0.3 percentage points for the quarter and 0.9 
percentage points for the nine month period) offset by improvements in the Home Healthcare 
Services segment (impact of 0.8 percentage points for the quarter and 0.7 percentage points 
for the nine month period). 
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  The decline in gross profit margins in the fiscal 2005 periods as compared to the fiscal 
2004 periods in the CareCentrix segment occurred principally in the third quarter and resulted 
from (i) a positive adjustment relating to a change in estimated costs in the 2004 period as the 
Company completed its reconfiguration of the home medical equipment network and (ii) 
lower margins in the 2005 period due to changes in the Company’s arrangements with Tri-
West. 

  The increase in gross profit margins in the Home Healthcare Services segment  re-
sulted from several factors including (i) the favorable change in business mix due to increased 
volume of Medicare business, including growth from higher margin specialty programs, (ii) 
increased revenue per Medicare admission in the third quarter of fiscal 2005 as a result of im-
provements in the training and orientation of full-time clinicians and (iii) rate increases in 
Medicare and certain non-Medicare business.  These increases were offset somewhat by in-
creased direct cost of services including clinician wages, benefits and fuel costs as well as 
costs relating to orientation, training and productivity as the Company transitions more of its 
skilled clinical care to a dedicated full-time workforce.  

 
Selling, General and Administrative Expenses 

Selling, general and administrative expenses, including depreciation and amortization, 
increased $5.3 million to $74.3 million for the quarter ended October 2, 2005, as compared to 
$69.0 million for the quarter ended September 26, 2004, and $15.5 million to $222.4 million 
for the nine months ended October 2, 2005, as compared to $206.9 million for the nine 
months ended September 26, 2004.  

The increases for the third quarter and the first nine months of fiscal 2005, as com-
pared to the corresponding periods of fiscal 2004, were attributable to (i) field operating costs 
associated with the Heritage operations following its acquisition in May 2005, (approximately 
$1.5 million for the third quarter and over $2.5 million for the first nine months of fiscal 
2005), (ii) incremental field operating and administrative costs to service increased Medicare 
volume and develop and manage the Company’s growing specialty programs in the Home 
Healthcare Services segment ($2.5 million for the third quarter and $9.5 million for the first 
nine months of fiscal 2005), (iii) increased selling and patient care coordination expenses, 
primarily in the Home Healthcare Services segment ($0.8 million for the third quarter and 
$3.0 million for the first nine months of fiscal 2005), (iv) severance and other costs relating to 
the closing of selected Home Healthcare Services branch locations ($0.3 million for both the 
third quarter and first nine months of fiscal 2005) and (v) incremental costs at the CareCentrix 
regional coordination centers to service increased unit volume ($0.3 million for the third quar-
ter and $1.0 million for the first nine months of fiscal 2005), as well as,  primarily for the first 
nine months of fiscal 2005, incremental costs relating to the hiring of full-time clinicians and 
other personnel. These increases were partially offset by lower corporate general and adminis-
trative expenses ($0.4 million for the third quarter and $1.3 million for the first nine months 
of fiscal 2005) and, for the nine month period, a favorable arbitration settlement ($0.8 mil-
lion).  

 Gain on Sale of Canadian Investment 
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 On March 30, 2004, the Company sold its minority interest in a home care nursing 
services business in Canada.  The business had been acquired as partial consideration for the 
sale of the Company’s Canadian operations in the fourth quarter of fiscal 2000.   In connec-
tion with the March 30, 2004 sale, the Company received cash proceeds of $4.1 million and 
recorded a pre-tax gain on sale of approximately $0.9 million which is reflected in the con-
solidated statement of income for the nine months ended September 26, 2004.   

 Interest Income, Net 

            Net interest income was $0.4 million for the quarter ended October 2, 2005 and $0.2 
million for the quarter ended September 26, 2004.  Net interest income included interest in-
come of $0.7 million for the third quarter of fiscal 2005 and $0.5 million for the third quarter 
of fiscal 2004, partially offset by fees relating to the revolving credit facility and outstanding 
letters of credit.   

 Net interest income was $1.3 million for the nine months ended October 2, 2005 com-
pared to $0.5 million for the nine months ended September 26, 2004.  Net interest income for 
the first nine months of fiscal years 2005 and 2004 represented interest income of $2.1 million 
and $1.3 million, respectively, partially offset by fees relating to the revolving credit facility 
and outstanding letters of credit.   
 
 Income Taxes 

The Company recorded a federal and state income tax provision of $2.8 million for the 
third quarter of fiscal 2005, of which $1.6 million represented a current tax provision and $1.2 
million represented a deferred tax provision.  For the nine months ended October 2, 2005, the 
Company recorded a federal and state income tax provision of $4.3 million representing a 
current tax benefit of $0.1 million and a deferred tax provision of $4.4 million.  The income 
tax provision for the first nine months of fiscal 2005 included a $4.2 million release of tax 
reserves related to the favorable resolution of tax audit issues for the years 1997 through 
2000.  The Company agreed to assume responsibility for these items in connection with its 
Split-Off from Olsten in March 2000.  The difference between the federal statutory income 
tax rate and the Company’s effective rate of 20 percent for the first nine months of fiscal 2005 
is primarily due to the release of tax reserves and state taxes.     

 Federal and state income taxes of $2.4 million and $12.1 million were recorded for the 
third quarter and first nine months of fiscal 2004, respectively.  The difference between the 
federal statutory income tax rate and the Company’s effective tax rate of 39 percent was due 
primarily to state taxes.   
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Net Income 

For the third quarter of fiscal 2005, net income was $4.3 million, or $0.17 per diluted 
share, compared with net income of $4.4 million, or $0.17 per diluted share, for the corre-
sponding period of 2004.   

For the first nine months of fiscal 2005, net income was $17.0 million, or $0.68 per di-
luted share, compared with net income of $19.6 million, or $0.74 per diluted share for the first 
nine months of fiscal 2004.   

Net income for the third quarter of fiscal 2004 included a special item related to Medi-
care, noted under the heading “Revenues” above, which had a net positive impact of $0.7 mil-
lion, or $0.03 per diluted share. 

Net income for the first nine months of fiscal 2005 included $4.2 million, or $0.17 per 
diluted share, relating to the favorable resolution of tax audit issues noted under the heading 
“Income Taxes” above.  Net income for the first nine months of fiscal 2004 included three 
special items related to Medicare, noted under the heading “Revenues” above, which had a 
net positive impact of $5.6 million, or $0.22 per diluted share.  Net income for the first nine 
months of fiscal 2004 included a net gain of $0.6 million, or $0.02 per diluted share, on the 
sale of the Company’s minority interest in a home care nursing services business in Canada.  
See Note 5 to the Company’s consolidated financial statements.   

 
Liquidity and Capital Resources 
 
 Liquidity 

The Company’s principal source of liquidity is the collection of its accounts receiv-
able.  For healthcare services, the Company grants credit without collateral to its patients, 
most of whom are insured under third party commercial or governmental payer arrangements.   

The Company realized net cash provided by operating activities of $9.3 million in the 
nine months ended October 2, 2005 as compared to net cash provided by operating activities 
of $27.0 million in the nine months ended September 26, 2004.  The decrease of $17.7 million 
in net cash provided by operating activities was primarily driven by changes impacting the 
statement of income, changes in accounts receivable and changes in current liabilities.   

Cash flow changes impacting the statement of income represent the sum of net income 
and all adjustments to reconcile net income to net cash provided by operating activities and 
are summarized as follows: 
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Nine Months Ended
October 2, 2005 September 26, 2004 Variance

OPERATING ACTIVITIES:
Net income 17,026$                  19,594$                  (2,568)$                   
Adjustments to reconcile net income to net cash
  provided by operating activities:

Depreciation and amortization 5,938                      5,505                      433                         
Provision for doubtful accounts 4,329                      4,708                      (379)                        
Gain on sale of Canadian investment -                          (946)                        946                         
Reversal of tax audit reserves (4,200)                     -                          (4,200)                     
Deferred income tax expense 4,408                      9,743                      (5,335)                     

Total adjustments to reconcile net income 27,501$                 38,604$                 (11,103)$                

 
 
• The $11.1 million difference is primarily related to the special Medicare item of 

$9.1 million in cash received in fiscal 2004 in settlement of the Company’s appeal 
with the PRRB in connection with the reopening of all of the Company’s 1997 and 
1998 cost reports. 

• See “Results of Operations - Income Taxes” for a discussion of deferred income 
tax expense and reversal of tax audit reserves. 

Cash flow from operating activities between the 2004 and 2005 reporting periods was 
negatively impacted by $15.6 million as a result of changes in accounts receivable of $0.9 
million in the 2004 period and ($14.7) million in the 2005 period.  The increase in accounts 
receivable relates primarily to incremental receivables attributable to the TriWest account, for 
which there were processing delays in adjudicating the Company’s claims, and the Heritage 
operations which were acquired on May 1, 2005.   

Cash flow from operating activities was positively impacted by $10.2 million as a re-
sult of changes in current liabilities of ($12.1) million in the 2004 period and ($1.9) million in 
the 2005 period.  A summary of the changes in current liabilities impacting cash flow from 
operating activities for the nine month fiscal period ended October 2, 2005 follows: 

Nine Months Ended
October 2, 2005 September 26, 2004 Variance

OPERATING ACTIVITIES:
Changes in current liabilities:

Accounts payable (719)$                      (2,843)$                   2,124$                    
Payroll and related taxes 6,416                      (2,956)                     9,372                      
Medicare liabilities (3,085)                     (145)                        (2,940)                     
Cost of claims incurred but not reported (1,117)                     (2,228)                     1,111                      
Obligations under insurance programs (2,432)                     (609)                        (1,823)                     
Other accrued expenses (965)                        (3,321)                     2,356                      

Total changes in current liabilities (1,902)$                  (12,102)$                 10,200$                 

 
The primary driver for the $10.2 million difference results from the timing of pay-

ments related to administrative payroll and payroll taxes.  The difference of $9.4 million be-
tween reporting periods is attributable to the timing of the remittance of administrative payroll 
and related payroll taxes at October 2, 2005 compared to September 26, 2004.  Other changes 
in current liabilities that impacted cash flow from operating activities include: 

• Accounts payable which had a positive impact on cash of $2.1 million between the 
2004 and 2005 reporting periods primarily related to the timing of payment of 
normal trade payables. 
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• Medicare liabilities which had a negative impact on cash of $2.9 million between 
the 2004 and 2005 reporting periods primarily due to recoupments of PEPs by the 
Company’s fiscal intermediary. 

• Cost of claims incurred but not reported which had a positive impact of $1.1 mil-
lion between the 2004 and 2005 reporting periods due to lower claims activity re-
sulting from the decline in the number of enrolled Cigna members covered under 
the capitation arrangement. 

• Obligations under insurance programs which had a negative impact on cash of 
$1.8 million between the 2004 and 2005 reporting periods primarily as a result of 
payments made for workers’ compensation claims in excess of incremental work-
ers’ compensation costs. The decrease in workers’ compensation costs was due to 
a reduction in the number and severity of workers’ compensation claims in recent 
years. 

• Other accrued expenses which had a positive impact on cash of $2.4 million be-
tween the 2004 and 2005 reporting periods due primarily to an increase in deferred 
PPS revenue resulting from growth in Medicare revenue. 

The Company used its operating cash balances to fund the acquisition of Heritage of 
$12.1 million, including transaction costs, capital expenditures of $6.0 million, and the repur-
chase of shares of the Company’s common stock of $13.5 million during the first nine months 
of fiscal 2005.   

Working capital at October 2, 2005 was approximately $133 million, a decrease of $4 
million as compared to approximately $137 million at January 2, 2005, primarily due to: 

• a $19 million decrease in cash, cash equivalents, restricted cash and short-
term investments; 

• a $10 million increase in accounts receivable, as described in the discussion 
on net cash provided by operating activities;   

• a $1 million decrease in deferred tax assets; 

• a $2 million increase in prepaid expenses and other assets due to prepayments 
made in connection with the Company’s insurance programs; and   

• a $4 million decrease in current liabilities, consisting of decreases in accounts 
payable ($2 million), Medicare liabilities ($3 million), cost of claims incurred 
but not reported ($1 million), obligations under insurance programs ($3 mil-
lion), and other accrued expenses ($1 million), partially offset by an increase 
in payroll and related taxes ($6 million).  The changes in current liabilities 
are described above in the discussion on net cash provided by operating 
activities. 

Days Sales Outstanding (“DSO”) as of October 2, 2005 increased by 2 days from 
January 2, 2005 to 59 days. The increase in DSO can be attributed to processing delays in ad-
judicating the Company’s claims for payment from TriWest.  
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Accounts receivable attributable to major payer sources of reimbursement are as fol-
lows (in thousands): 
 

Medicare 29,885$                   20% 23,848$                17%
Medicaid and Local Government 25,685                   17 20,391                15
Commercial Insurance and Other 88,743                   59 88,910                64
Self - Pay 6,374                     4 5,893                   4
Gross Accounts Receivable 150,687               100% 139,042              100%
  Less: Allowance for doubtful accounts (8,348)                   (7,040)                 
   Net Accounts Receivable 142,339$              132,002$            

October 2, 2005 January 2, 2005

 

The Company participates in Medicare, Medicaid and other federal and state health-
care programs.  Revenue mix by major payer classifications are as follows: 

Three Months Ended Nine Months Ended
October 2, 2005 September 26, 2004 October 2, 2005 September 26, 2004

Medicare     31%     26%     30%     27%
Medicaid and Local Government 17 19 17 19
Commercial Insurance and Other 52 55 53 54

  100%  100%  100%  100%
 

On January 1, 2006, a 2.8 percent Medicare market basket rate increase takes effect 
for patients on service on or after January 1, 2006.  A 2.3 percent Medicare market basket rate 
increase became effective for patients on service on or after January 1, 2005.  In addition, 
Medicare reimbursement for the rural add-on related to home health services performed in 
specifically defined rural areas of the country decreased by 5 percent, effective for Medicare 
patients on service as of April 1, 2005.   

There are certain standards and regulations that the Company must adhere to in order 
to continue to participate in these programs.  As part of these standards and regulations, the 
Company is subject to periodic audits, examinations and investigations conducted by, or at 
the direction of, governmental investigatory and oversight agencies.  Periodic and random 
audits conducted or directed by these agencies could result in a delay or adjustment to the 
amount of reimbursements received under these programs.  Violation of the applicable federal 
and state health care regulations can result in the Company’s exclusion from participating in 
these programs and can subject the Company to substantial civil and/or criminal penalties.  
The Company believes it is currently in compliance with these standards and regulations. 

The Company is party to a contract, as amended, with Cigna, effective January 1, 
2004,  pursuant to which the Company currently provides or contracts with third party pro-
viders to provide home nursing services, acute and chronic infusion therapies, durable medi-
cal equipment, and respiratory products and services to patients insured by Cigna.  For the 
third quarter and first nine months of fiscal 2005, Cigna accounted for approximately 29 per-
cent of the Company’s total net revenues, compared to approximately 30 percent and 31 per-
cent for the third quarter and first nine months of fiscal 2004, respectively.  This decrease re-
flects the reduction in the number of enrolled Cigna members resulting in lower revenues 
from Cigna’s capitated plans.  Effective February 1, 2006, the Company will no longer pro-
vide respiratory therapy services and certain durable medical equipment services under its 
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Cigna contract. However, the Company extended its relationship with Cigna by entering into 
an amendment to its contract on October 27, 2005 relating to the coordination of the provision 
of direct home nursing and related services, home infusion services and certain other specialty 
medical equipment.  The term of the contract, as now amended, extends to January 31, 2009, 
and automatically renews thereafter for additional one year terms unless terminated.  Under 
the termination provisions, each party has the right to terminate the agreement on January 31, 
2008, under certain conditions, if the party terminating provides written notice to the other 
party on or before September 1, 2007. Each party also has the right to terminate at the end of 
each term by providing at least 90 days advance written notice to the other party prior to the 
start of the new term.  If Cigna chose to terminate or not renew the contract, or to significantly 
modify its use of the Company’s services, there could be a material adverse effect on the 
Company’s cash flow.   

Net revenues generated under capitated arrangements with managed care payers were 
approximately 11 percent of total net revenues for the third quarter and first nine months of 
fiscal 2005, and 13 percent and 12 percent for the third quarter and first nine months of fiscal 
2004, respectively.   

The Company’s credit facility, as amended, as described below, provides up to $55 
million in borrowings, including up to $40 million which is available for letters of credit.  The 
Company may borrow up to a maximum of 80 percent of the net amount of eligible accounts 
receivable, as defined, less any reasonable and customary reserves, as defined, required by the 
lender.   

At the Company’s option, the interest rate on borrowings under the credit facility is 
based on LIBOR plus 3.0 percent or the lender’s prime rate plus 1.0 percent.  In addition, the 
Company is required to pay a fee equal to 2.25 percent per annum of the aggregate face 
amount of outstanding letters of credit. The Company is also subject to an unused line fee 
equal to 0.375 percent per annum of the average daily difference between the total revolving 
credit facility amount and the total outstanding borrowings and letters of credit.  If the Com-
pany’s trailing twelve month earnings before interest, taxes, depreciation and amortization 
(“EBITDA”), excluding certain restructuring costs and special charges, falls below $20 mil-
lion, the applicable margins for LIBOR and prime rate borrowings will increase to 3.25 per-
cent and 1.25 percent, respectively, and the letter of credit and unused line fees will increase 
to 2.5 percent and 0.50 percent, respectively.  Total outstanding letters of credit were $20.2 
million as of October 2, 2005.  The letters of credit, which expire one year from date of issu-
ance, were issued to guarantee payments under the Company’s workers’ compensation pro-
gram and for certain other commitments.  As of October 2, 2005, there were no borrowings 
outstanding under the credit facility and the Company had borrowing capacity under the 
credit facility, after adjusting for outstanding letters of credit, of approximately $35 million.   

The credit facility, which expires in June 2006, includes certain covenants requiring 
the Company to maintain a minimum tangible net worth of $101.6 million, minimum 
EBITDA, as defined, and a minimum fixed charge coverage ratio, as defined.  Other cove-
nants in the credit facility include limitation on mergers, consolidations, acquisitions, indebt-
edness, liens, distributions including dividends, capital expenditures, stock repurchases and 
dispositions of assets and other limitations with respect to the Company’s operations.  On 
August 7, 2003, May 26, 2004 and April 4, 2005, the credit facility was amended to make 
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covenants relating to acquisitions, stock repurchases and cash dividends less restrictive, pro-
vided that the Company maintains minimum aggregate excess liquidity, as defined, equal to at 
least $60 million, and to allow for the disposition of certain assets.  As of October 2, 2005, the 
Company was in compliance with the covenants in the credit facility, as amended.  

The credit facility provides that subsequent to June 12, 2005, the Company could ter-
minate the credit facility without incurring an early termination fee.  Loans under the credit 
facility are collateralized by all of the Company’s tangible and intangible personal property, 
other than equipment. 

The credit facility includes provisions, which, if not complied with, could require 
early payment by the Company.  These include customary default events, such as failure to 
comply with financial covenants, insolvency events, non-payment of scheduled payments, 
acceleration of other financial obligations and change in control provisions.  In addition, these 
provisions include an account obligor, whose accounts are more than 25 percent of all ac-
counts of the Company over the previous 12-month period, canceling or failing to renew its 
contract with the Company and ceasing to recognize the Company as an approved provider of 
healthcare services, or the Company revoking the lending agent’s control over its governmen-
tal lockbox accounts.  The Company does not have any trigger events in the credit facility that 
are tied to changes in its credit rating or stock price.  As of October 2, 2005, the Company 
was in compliance with these provisions. 

The Company may be subject to workers’ compensation claims and lawsuits alleging 
negligence or other similar legal claims.  The Company maintains various insurance programs 
to cover these risks with insurance policies subject to substantial deductibles and retention 
amounts.  The Company recognizes its obligations associated with these programs in the pe-
riod the claim is incurred.  The Company estimates the cost of both reported claims and 
claims incurred but not reported, up to specified deductible limits, based on its own specific 
historical claims experience and current enrollment statistics, industry statistics and other in-
formation.  Such estimates and the resulting reserves are reviewed and updated periodically. 

The Company is responsible for the cost of individual workers’ compensation claims 
and individual professional liability claims up to $500,000 per incident which occurred prior 
to March 15, 2002 and $1,000,000 per incident thereafter.  The Company also maintains ex-
cess liability coverage relating to professional liability and casualty claims which provides 
insurance coverage for individual claims of up to $25,000,000 in excess of the underlying 
coverage limits. Payments under the Company’s workers’ compensation program are guaran-
teed by letters of credit and segregated restricted cash balances.  

 
Capital Expenditures 

The Company’s capital expenditures for the nine months ended October 2, 2005 were 
$6.0 million as compared to $7.6 million for the same period in fiscal 2004, which excludes 
equipment capitalized under capital lease obligations of $1.4 million.  The Company intends 
to make investments and other expenditures to, among other things, upgrade its computer 
technology and system infrastructure and comply with regulatory changes in the industry.  In 
this regard, management expects that capital expenditures for fiscal 2005 will approximate 
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$12.0 million.  Management expects that the Company’s capital expenditure needs will be 
met through operating cash flow and available cash reserves. 

 
Cash Resources and Obligations 

The Company had cash, cash equivalents, restricted cash and short-term investments 
of approximately $94.4 million as of October 2, 2005.  The restricted cash of $22.0 million at 
October 2, 2005 related primarily to cash funds of $21.8 million that have been segregated in 
a trust account to provide collateral under the Company’s insurance programs.  The Com-
pany, at its option, may access the cash funds in the trust account by providing equivalent 
amounts of alternative security, including letters of credit and surety bonds.  In addition, re-
stricted cash included $0.2 million on deposit to comply with New York state regulations re-
quiring that one month of revenues generated under capitated agreements in the state be held 
in escrow.  Interest on all restricted funds accrues to the Company.   

The Company anticipates that repayments to Medicare for PEPs and prior year cost 
report settlements will be made periodically through 2005.  These amounts were included in 
Medicare liabilities in the accompanying consolidated balance sheets. 

From May 2003 through October 2, 2005, the Company announced five stock repur-
chase programs authorized by the Company’s Board of Directors, under which the Company 
could repurchase and retire up to an aggregate of 6,000,000 shares of its outstanding common 
stock.  The repurchases occur periodically in the open market or through privately negotiated 
transactions based on market conditions and other factors.  During the first nine months of 
fiscal 2005, the Company repurchased 822,100 shares of its outstanding common stock at an 
average cost of $16.44 per share and a total cost of approximately $13.5 million.  As of Octo-
ber 2, 2005, the Company had remaining authorization to repurchase an aggregate of 
1,186,296 shares of its outstanding common stock.  During the period from October 3, 2005 
through November 8, 2005, the Company purchased 487,900 shares of its common stock at an 
aggregate cost of approximately $7.3 million.  See also Part II, Item 2, of this Form 10-Q. 

Contractual Obligations and Commercial Commitments 

At October 2, 2005, the Company had no long-term debt.  During the first nine months 
of fiscal 2004, the Company commenced implementation of a five-year capital lease for 
equipment.  Under the terms of the lease the Company capitalized the equipment at its fair 
market value of approximately $1.4 million, which approximates the present value of the 
minimum lease payments.  Future minimum rental commitments for all non-cancelable leases 
and purchase obligations at October 2, 2005 are as follows (in thousands): 

Less than More than
Contractual Obligations Total 1 year 1-3 years 4-5 years 5 years
Long-term debt obligations -$          -$          -$          -$          -$          
Capital lease obligations 1,238        446           703           89             -            
Operating lease obligations 50,179      17,886      21,271      9,255        1,767        
Purchase obligations -            -            -            -            -            
   Total 51,417$   18,332$   21,974$   9,344$     1,767$      

Payment due by period
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During the first nine months of fiscal 2005, the Company paid $0.8 million to satisfy 
future obligations relating to a portion of a lease that the Company agreed to assume in con-
nection with the Split-Off in March 2000.  Such amount had been accrued in the Company’s 
financial statements.   

The Company had total letters of credit outstanding under its credit facility of ap-
proximately $20.2 million at October 2, 2005 and January 2, 2005.  The letters of credit, 
which expire one year from date of issuance, were issued to guarantee payments under the 
Company’s workers’ compensation program and for certain other commitments.  The Com-
pany has the option to renew these letters of credit or set aside cash funds in a segregated ac-
count to satisfy the Company’s obligations as further discussed above under the heading 
“Cash Resources and Obligations.”  The Company also had outstanding surety bonds of $1.3 
million and $1.0 million at October 2, 2005 and January 2, 2005, respectively.   

The Company has no other off-balance sheet arrangements and has not entered into 
any transactions involving unconsolidated, limited purpose entities or commodity contracts. 

Management expects that the Company’s working capital needs for fiscal 2005 will be 
met through operating cash flow and its existing cash balances. The Company may also con-
sider other alternative uses of cash including, among other things, acquisitions, additional 
share repurchases and cash dividends. These uses of cash may require the approval of the 
Company’s Board of Directors and may require the approval of its lender.  If cash flows from 
operations, cash resources or availability under the credit facility fall below expectations, the 
Company may be forced to delay planned capital expenditures, reduce operating expenses, 
seek additional financing or consider alternatives designed to enhance liquidity. 

Stock-Based Compensation 

In December 2004, FASB issued SFAS 123(R).  This statement replaces SFAS No. 
123 and supersedes APB 25.  SFAS 123(R) requires companies to apply a fair-value-based 
measurement method in accounting for share-based payment transactions with employees and 
to record compensation cost for all stock awards granted after the required effective date and 
to awards modified, repurchased, or cancelled after that date.  In addition, the Company is 
required to record compensation expense (as previous awards continue to vest) for the un-
vested portion of previously granted awards that remain outstanding at the date of adoption.  
SFAS 123(R) will be effective for annual periods beginning on or after June 15, 2005, which 
for the Company is the first quarter of fiscal 2006.   

The Company has currently chosen to adopt the disclosure only provisions of SFAS 
123, as amended by SFAS 148, and continues to account for stock-based compensation using 
the intrinsic value method prescribed in APB 25, and related interpretations.  Under this ap-
proach, the imputed cost of stock option grants and discounts offered under the Company’s 
ESPP is disclosed, based on the vesting provisions of the individual grants, but not charged to 
expense.   

 Stock option grants in fiscal 2004 and prior years fully vest over periods ranging from 
three to six years.  Stock option grants in fiscal 2005 fully vest over a four year period based 
on a vesting schedule which provides for one-third vesting after years one, three and four. 
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The weighted average fair values of the Company’s stock options granted during the 
first nine months of fiscal 2005 and fiscal 2004, calculated using the Black-Scholes option-
pricing model, and other assumptions are as follows:  

Nine Months Ended
October 2, 2005 September 26, 2004

Weighted average fair value
   of options granted 6.13$                       5.47$                       
Risk-free interest rate 3.73% 3.36%
Expected volatility 35% 37%
Contractual life 10 years 10 years
Expected dividend yield 0% 0%

 
 

 For stock options granted during the fiscal 2004 and prior periods, the expected life is 
estimated to be two years following the date all options comprising the grant become fully 
vested and forfeitures are reflected in the calculation as they occur.  For stock options granted 
during the fiscal 2005 period, the expected life of an option is estimated to be 2.5 years fol-
lowing its vesting date and forfeitures are reflected in the calculation using an estimate based 
on experience.    

Pro forma compensation expense is calculated for the fair value of the employee’s 
purchase rights under the ESPP, using the Black-Scholes model.  Assumptions for the first 
nine months of fiscal 2005 and fiscal 2004 are as follows: 

1st offering 2nd offering 1st offering 2nd offering
Period Period Period Period

Risk-free interest rate 2.63% 3.32% 1.02% 1.76%
Expected volatility 27% 33% 28% 30%
Expected life 0.5 years 0.5 years 0.5 years 0.5 years
Expected dividend yield 0% 0% 0% 0%

Nine Months Ended
October 2, 2005 September 26, 2004

 
The following table presents net income and basic and diluted income per common 

share had the Company elected to recognize compensation cost based on the fair value at the 
grant dates for stock option awards and discounts for stock purchases under the Company’s 
ESPP, consistent with the method prescribed by SFAS 123, as amended by SFAS 148 (in 
thousands, except per share amounts):   

Three Months Ended Nine Months Ended
October 2, 2005 September 26, 2004 October 2, 2005 September 26, 2004

Net income - as reported 4,251$                     4,399$                     17,026$                   19,594$                   
Deduct:  Total stock-based compensation expense
               determined under fair value based method for
               all awards, net of tax (852)                         (579)                         (2,916)                      (1,834)                      
Net income - pro forma 3,399$                    3,820$                    14,110$                   17,760$                  

Basic income per share - as reported 0.18$                       0.18$                       0.73$                       0.78$                       
Basic income per share - pro forma 0.15$                       0.16$                       0.60$                       0.71$                       

Diluted income per share - as reported 0.17$                       0.17$                       0.68$                       0.74$                       
Diluted income per share - pro forma 0.14$                       0.15$                       0.56$                       0.67$                        
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Stock-based compensation expense, net of tax, for the nine months ended October 2, 

2005, as reflected in the table above, included $270,000 relating to options granted in June 
2002 which became fully vested during the second quarter of fiscal 2005.   
 
Critical Accounting Policies and Estimates 

The preparation of financial statements in conformity with accounting principles gen-
erally accepted in the United States requires management to make estimates and assumptions 
and select accounting policies that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period.  Actual results could 
differ from those estimates.  The most critical estimates relate to revenue recognition, the col-
lectibility of accounts receivable and related reserves, the cost of claims incurred but not re-
ported and obligations under insurance programs, which include workers’ compensation, pro-
fessional liability, property and general liability, and employee health and welfare insurance 
programs. A description of the critical accounting policies and a discussion of the significant 
estimates and judgments associated with such policies are described below. 

Revenue Recognition 

Revenues recognized by the Company are subject to a number of variables which im-
pact both the overall amount of revenue realized as well as the timing of the collection of the 
related accounts receivable.  In each category described below, the impact of the estimate, if 
applicable, undertaken by the Company with respect to these variables is reflected in net reve-
nues on the consolidated statements of operations.  

Fee-for-Service Agreements 

Under fee-for-service agreements with patients and commercial and certain govern-
ment payers, net revenues are recorded based on net realizable amounts to be received in the 
period in which the services and products are provided or delivered.  Fee-for-service contracts 
with commercial payers are traditionally one year in term and renewable automatically on an 
annual basis, unless terminated by either party. 

 

Under fee-for-service agreements with certain managed care customers, the Company 
also estimates the revenue related to claims incurred but not reported in situations in which 
the Company is responsible for care management and patient services are performed by a 
non-affiliated provider.  The estimate of revenue for claims incurred but not reported involves 
applying a factor based on historical patterns of service utilization and payment trends to the 
services authorized at each of the Company’s regional coordination centers. The Company 
evaluates the assumptions and judgments used in determining this factor on a quarterly basis 
utilizing the trailing twelve months of claims payments, and changes in estimated unbilled 
receivables for claims incurred but not reported are determined based on such evaluation. 
Changes in estimates are recorded as net revenues in the Company’s consolidated statements 
of operations. 
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Capitated Arrangements 

The Company has capitated arrangements with certain managed care customers.  Un-
der the capitated arrangements, net revenues are recognized based on a predetermined 
monthly contractual rate for each member of the managed care plan regardless of the volume 
of services covered by the capitation arrangements.  Net revenues generated under capitated 
arrangements were approximately 12 percent, 16 percent, and 16 percent of total net revenues 
for fiscal 2004, 2003, and 2002, respectively. 

Medicare  

 Prospective Payment System Reimbursements  

Under PPS for Medicare reimbursement, the Company estimates net revenues to be 
recorded based on a reimbursement rate which varies based on the severity of the patient’s 
condition, service needs and certain other factors. Medicare billings under PPS are initially 
recognized as deferred revenue and are subsequently amortized into revenue over an average 
patient treatment period.  The process for recognizing revenue to be recorded under the Medi-
care program is based on certain assumptions and judgments, including the average length of 
time of each treatment as compared to a standard 60 day episode, the appropriateness of the 
clinical assessment of each patient at the time of certification and the level of adjustments to 
the fixed reimbursement rate relating to patients who receive a limited number of visits, have 
significant changes in condition or are subject to certain other factors during the episode.  
Revenue is subject to adjustment during this period if there are significant changes in the pa-
tient’s condition during the treatment period or if the patient is discharged but readmitted to 
another agency within the same 60 day episodic period.  Deferred revenue of approximately 
$5.5 million and $5.2 million relating to the Medicare PPS program was included in other ac-
crued expenses in the consolidated balance sheets as of January 2, 2005 and December 28, 
2003, respectively.   
 

 Settlement Issues under Interim Payment System 

Prior to October 1, 2000, reimbursement of Medicare home care nursing services was 
based on reasonable, allowable costs incurred in providing services to eligible beneficiaries 
subject to both per visit and per beneficiary limits in accordance with the Interim Payment 
System established through the Balanced Budget Act of 1997.  These costs were reported in 
annual cost reports which were filed with CMS and were subject to audit by the fiscal inter-
mediary engaged by CMS.  The fiscal intermediary has not finalized its audit of the fiscal 
2000 cost reports.  Furthermore, settled cost reports relating to certain years prior to fiscal 
2000 could be subject to reopening of the audit process by the fiscal intermediary.  Although 
management believes that established reserves related to the open fiscal 2000 cost report year 
are sufficient, it is possible that adjustments resulting from such audits could exceed estab-
lished reserves and could have a material effect on the Company’s financial condition and 
results of operations.  These reserves are reflected in Medicare Liabilities in the accompany-
ing consolidated balance sheets.  The Company periodically reviews its established audit re-
serves for appropriateness and records any adjustments or settlements as net revenues in the 
Company’s consolidated statement of operations.  Settlement liabilities are recorded at the 
time of any probable and reasonably estimable event and any positive settlements are re-
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corded as revenue in the Company’s consolidated statements of operations in the period in 
which such gain contingencies are realized.  As discussed further under the heading “Gov-
ernment Matters – PRRB Appeal” in Note 10 to the consolidated financial statements in-
cluded in this report, the Company received an aggregate of $10.1 million in settlement of the 
Company’s appeal filed with the PRRB related to the reopening of all of its 1997 and 1998 
cost reports. 

Causes and Impact of Change 

For each of the sources of revenue, the principal variables in addition to those de-
scribed above which can cause change are (i) an inability to obtain appropriate billing docu-
mentation; (ii) an inability to obtain authorizations acceptable to the payer; (iii) utilization of 
services at levels other than authorized; and (iv) other reasons unrelated to credit risk.  Reve-
nue adjustments resulting from differences between estimated and actual reimbursement 
amounts are recorded as adjustments to net revenues or recorded against allowance for doubt-
ful accounts, depending on the nature of the adjustment.  These are determined by Company 
management and reviewed from time to time, but no less often than quarterly.  Each of the 
variables described here and under each of the various sources of revenue can effect change in 
the estimates, and it is not possible to predict the degree of change that might be effected by a 
variation in one or more of the elements described. 

Billing and Receivables Processing 

The Company's billing systems record revenues at net expected reimbursement based 
on established or contracted fee schedules.  The systems provide for an initial contractual al-
lowance adjustment from "usual and customary" charges, which is typical for the payers in 
the healthcare field.  The Company records an initial contractual allowance at the time of bill-
ing and reduces the Company's revenue to expected reimbursement levels.  Changes in 
contractual allowances, if any, are recorded each month.  Changes in contractual allowances 
have not had a significant impact on results of operations between reporting periods.  

 

Accounts receivable attributable to major payer sources of reimbursement are as fol-
lows: 

 
 
 
 
 

(Dollars in thousands) 

Medicare 29,885$                   20% 23,848$                17%
Medicaid and Local Government 25,685                   17 20,391                15
Commercial Insurance and Other 88,743                   59 88,910                64
Self - Pay 6,374                     4 5,893                   4
Gross Accounts Receivable 150,687               100% 139,042              100%
  Less: Allowance for doubtful accounts (8,348)                   (7,040)                 
   Net Accounts Receivable 142,339$              132,002$            

October 2, 2005 January 2, 2005
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The Company's estimate of "Collectibility of Accounts Receivable" further outlines 

other matters considered with respect to the allowance for doubtful accounts.   
 

Collectibility of Accounts Receivable 
 

The process for estimating the ultimate collection of receivables involves significant 
assumptions and judgments.  The Company believes that its collection and reserve processes, 
along with the monitoring of its billing processes, help to reduce the risk associated with ma-
terial revisions to reserve estimates resulting from adverse changes in reimbursement experi-
ence, revenue adjustments and billing functions.  Collection processes are performed in ac-
cordance with the Fair Debt Collections Practices Act and include reviewing aging and cash 
posting reports, contacting the payers to determine why payment has not been made, resub-
mission of claims when appropriate and filing appeals with payers for claims that have been 
denied.  The Company's bad debt policy includes escalation procedures and guidelines for 
write-off of an account, as well as the authorization required, once it is determined that the 
open account has been worked by the Company's internal collectors and/or collection agen-
cies in accordance with the Company's standard procedures and resolution of the open ac-
count through receipt of payment is determined to be remote.  The Company reviews each 
account individually and does not have either a threshold dollar amount or aging period that it 
uses to trigger a balance write-off, although the Company does have a small balance write-off 
policy for non-governmental accounts with debit balances under $10.   
 

The Company's policy is to bill for patient co-payments and make good faith efforts to 
collect such amounts.  At the end of each reporting period, the Company estimates the amount 
of outstanding patient co-payments that will not be collected and the amount of outstanding 
co-payments that may be waived due to financial hardship based on a review of historical 
trends.  This estimate is made as part of the Company's evaluation of the adequacy of its al-
lowance for doubtful accounts.   
 

The Company has implemented a standardized approach to estimate and review the 
collectibility of its receivables based on accounts receivable aging trends.  Historical collec-
tion and payer reimbursement experience and revenue adjustment trends are integral parts of 
the estimation process related to determining the valuation allowance for accounts receivable.  
In addition, the Company assesses the current state of its billing functions on a quarterly basis 
in order to identify any known collection or reimbursement issues to determine the impact, if 
any, on its reserve estimates, which involve judgment.  Revisions in reserve estimates are re-
corded as an adjustment to the provision for doubtful accounts which is reflected in selling, 
general and administrative expenses in the consolidated statements of operations.  The allow-
ance for doubtful accounts at January 2, 2005, December 28, 2003 and December 29, 2002 
was $7.0 million, $7.9 million and $9.0 million, respectively.  Additional information regard-
ing the Company’s allowance for doubtful accounts can be found in Schedule II – Valuation 
and Qualifying Accounts on page F-29 of the Company’s 2004 Annual Report on Form 10-K, 
as amended.   
 

Cost of Claims Incurred But Not Reported 
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Under capitated arrangements with managed care customers, the Company estimates 
the cost of claims incurred but not reported based on applying actuarial assumptions, histori-
cal patterns of utilization to authorized levels of service, current enrollment statistics and 
other information.  Under fee-for-service arrangements with managed care customers, the 
Company also estimates the cost of claims incurred but not reported and the estimated reve-
nue relating thereto in situations in which the Company is responsible for care management 
and patient services are performed by a non-affiliated provider. 
 

The estimate of cost of claims incurred but not reported involves applying a factor 
based on historical patterns of service utilization and payment trends to the services author-
ized at each of the Company’s regional coordination centers.  The Company evaluates the as-
sumptions and judgments used in determining this factor on a quarterly basis utilizing the 
trailing twelve months of claims payments, and changes in estimated liabilities for cost of 
claims incurred but not reported are determined based on such evaluation.   
 

Because of the variables described above, these estimates will continue to change in 
the future.  Each of the variables described above can effect change in the estimates, and it is 
not possible to predict the degree of change that might be effected by a variation in one or 
more of the elements described.  Changes to estimates of the cost of claims incurred but not 
reported are reflected as direct cost in the Company’s consolidated statements of operation.   
 

Obligations Under Insurance Programs 
 

The Company is obligated for certain costs under various insurance programs, includ-
ing workers’ compensation, professional liability, property and general liability, and em-
ployee health and welfare.  

The Company may be subject to workers’ compensation claims and lawsuits alleging 
negligence or other similar legal claims.  The Company maintains various insurance programs 
to cover this risk with insurance policies subject to substantial deductibles and retention 
amounts.  The Company recognizes its obligations associated with these programs in the pe-
riod the claim is incurred.  The cost of both reported claims and claims incurred but not re-
ported, up to specified deductible limits, have generally been estimated based on historical 
data, industry statistics, the Company’s own home health specific historical claims experi-
ence, current enrollment statistics and other information.  The Company’s estimates of its ob-
ligations and the resulting reserves are reviewed and updated from time to time but at least 
quarterly.  The variables which impact this critical estimate include the number, type and se-
verity of claims and the policy deductible limits; therefore, the estimate is sensitive and may 
well be changed from time to time.  Changes in estimates of the Company’s workers’ com-
pensation and professional liability claims are recorded as direct costs in the Company’s con-
solidated statements of operation. 

The Company maintains insurance coverage on individual claims.  The Company is 
responsible for the cost of individual workers’ compensation claims and individual profes-
sional liability claims up to $500,000 per incident which occurred prior to March 15, 2002, 
and $1,000,000 per incident thereafter.  The Company also maintains excess liability cover-
age relating to professional liability and casualty claims which provides insurance coverage 
for individual claims of up to $25,000,000 in excess of the underlying coverage limits.  Pay-
ments under the Company’s workers’ compensation program are guaranteed by letters of 
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credit and segregated restricted cash balances.  The Company believes that its present insur-
ance coverage and reserves are sufficient to cover currently estimated exposures, but there 
can be no assurance that the Company will not incur liabilities in excess of recorded reserves 
or in excess of its insurance limits. 

Item 3.  Quantitative and Qualitative Disclosures About Market Risk 
 
            Generally, the fair market value of fixed rate debt will increase as interest rates fall 
and decrease as interest rates rise.  The Company had no interest rate exposure on fixed rate 
debt or other market risk at October 2, 2005. 
 
Item 4.  Controls and Procedures 
 

Evaluation of disclosure controls and procedures  

The Company’s Chief Executive Officer and Chief Financial Officer have evaluated 
the effectiveness of the design and operation of the Company’s disclosure controls and proce-
dures (as defined in the Securities Exchange Act of 1934 (“Exchange Act”) Rule 13a-15(e)) 
as of the end of the period covered by this report.  Based on that evaluation, the Company’s 
Chief Executive Officer and Chief Financial Officer have concluded that the Company’s dis-
closure controls and procedures are effective as of the end of such period to ensure that in-
formation required to be disclosed by the Company in the reports that it files or submits under 
the Exchange Act is recorded, processed, summarized and reported within the time periods 
specified in the SEC’s rules and forms.  

Changes in internal control over financial reporting 

As required by the Exchange Act Rule 13a-15(d), the Company’s Chief Executive Of-
ficer and Chief Financial Officer evaluated the Company’s internal control over financial re-
porting to determine whether any change occurred during the quarter ended October 2, 2005 
that has materially affected, or is reasonably likely to materially affect, the Company’s inter-
nal control over financial reporting.  Based on that evaluation, there has been no such change 
during such quarter. 

 

 

PART II - OTHER INFORMATION 

Item 1.            Legal Proceedings 

 See Note 10 to the consolidated financial statements included in this 
report for a description of legal matters and pending legal proceedings, which 
description is incorporated herein by reference. 

 
Item 2.             Unregistered Sales of Equity Securities and Use of Proceeds 
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  (c)   Issuer Purchases of Equity Securities (1) 
(c) Total Number (d) Maximum Number

(a) Total of Shares Purchased of Shares that May
Number (b) Average as Part of Publicly Yet be Purchased
of Shares Price Paid Announced Plans Under the Plans

Period Purchased per Share or Programs or Programs
July (7/04/05 - 7/31/05) 7,500 18.37$         7,500 1,244,596
August (8/01/05 - 8/28/05) 800 18.17$         800 1,243,796
September (8/29/05 - 10/02/05) 57,500 18.03$         57,500 1,186,296
   Total 65,800 18.07$        65,800

 
(1)   On April 14, 2005, the Company announced that its Board of Directors 
had authorized the repurchase of up to 1,500,000 shares of its outstanding 
common stock.  By the end of the period covered by the table, 313,704 of such 
shares had been repurchased.   

 
Item 3.             Defaults Upon Senior Securities 

                        None.   
 
Item 4.             Submission of Matters to a Vote of Security Holders 

  None. 
 

Item 5.           Other Information 
 

Corporate Integrity Agreement 

In connection with a July 19, 1999 settlement with various government 
agencies, Olsten executed a corporate integrity agreement with the Office of 
Inspector General of the Department of Health and Human Services, effective 
until August 18, 2004, subject to the Company’s filing of a final annual report 
with the Department of Health and Human Services, Office of Inspector Gen-
eral, in form and substance acceptable to the government.  The Company has 
filed a final annual report and is expecting closure by the government.   

The Company believes that it has been in compliance with the corpo-
rate integrity agreement and has timely filed all required reports.  If the Com-
pany has failed to comply with the terms of its corporate integrity agreement, 
the Company will be subject to penalties.  The corporate integrity agreement 
applies to the Company’s businesses that bill the federal government health 
programs directly for services, such as its nursing brand, and focuses on issues 
and training related to cost report preparation, contracting, medical necessity 
and billing of claims.  Under the corporate integrity agreement, the Company 
is required, for example, to maintain a corporate compliance officer to develop 
and implement compliance programs, to retain an independent review organi-
zation to perform annual reviews and to maintain a compliance program and 
reporting systems, as well as to provide certain training to employees. 
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Item 6.        Exhibits  
 
 Exhibit Number Description 

 3.1 Amended and Restated Certificate of Incorporation of Com-
pany. (1) 

 3.2 Certificate of Correction to Certificate of Incorporation, filed 
with the Delaware Secretary of State on July 1, 2002. (2) 

 3.3 Amended and Restated By-Laws of Company. (2) 

 4.1 Specimen of common stock. (4) 

 4.2 Form of Certificate of Designation of Series A Junior Participat-
ing Preferred Stock. (1) 

 4.3 Form of Certificate of Designation of Series A Cumulative 
Non-Voting Redeemable Preferred Stock. (3) 

 10.1 Amendment dated July 15,  2005 to Managed Care Alliance 
Agreement between CIGNA Health Corporation and Gentiva 
CareCentrix, Inc. entered into as of January 1, 2004.* (confi-
dential treatment requested as to portions of this document) 

 10.2 Fourth Amendment dated September 29, 2005 to Managed Care 
Alliance Agreement between CIGNA Health Corporation and 
Gentiva CareCentrix, Inc. entered into as of January 1, 2004.* 

 31.1 Certification of Chief Executive Officer pursuant to Rule 13a-
14(a).* 

 31.2 Certification of Chief Financial Officer pursuant to Rule 13a-
14(a).* 

 32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. 
Section 1350.* 

 32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. 
Section 1350.* 

 (1) Incorporated herein by reference to Amendment No. 2 to the Registration Statement of Company on 
Form S-4 dated January 19, 2000 (File No. 333-88663). 
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 (2) Incorporated herein by reference to Form 10-Q of Company for the quarterly period ended June 30, 
2002. 

 (3) Incorporated herein by reference to Amendment No. 3 to the Registration Statement of Company on 
Form S-4 dated February 4, 2000 (File No. 333-88663). 

 (4) Incorporated herein by reference to Amendment No. 4 to the Registration Statement of Company on 
Form S-4 dated February 9, 2000 (File No. 333-88663). 

 * 

 

Filed herewith 
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SIGNATURES 
 
               Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant 
has duly caused this report to be signed on its behalf by the undersigned thereunto duly au-
thorized. 

      GENTIVA HEALTH SERVICES, INC. 

      (Registrant) 

 

 

 

Date:  November 14, 2005 /s/ Ronald A. Malone 
Ronald A. Malone 
Chairman and Chief Executive Officer 
 
 
 

Date:  November 14, 2005 /s/ John R. Potapchuk 
John R. Potapchuk 
Senior Vice President and 
Chief Financial Officer 

 
 


