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You should carefully consider the following risks and uncertainties, together with all the other information in this Annual
Report, including our consolidated financial statements and the related notes, in evaluating Enhabit and Enhabit common stock
(““ our stock ™ or “ our common stock ). This section does not describe all risks that may be applicable to us, our industry, or our
business, and it is intended only as a summary of material risk factors. Additional risks and uncertainties we have not or cannot
foresee may also adversely affect us in the future. If any of the risks below or other risks or uncertainties discussed elsewhere in
this Annual Report are realized, our business and financial condition, results of operations, and cash flows could be adversely
affected. Risks Related to Our Business Reimbursement Risks Reductions or changes in reimbursement rates from government
programs, or third—partypayers-new government regulations, could adversely affect our Net service revenue and other
operating results. We derive a substantial portion of our Net service revenue from the Medicare program. In addition to many
ordinary course reimbursement rate changes that CMS adopts each year as part of its annual rulemaking processes, Congress
and certain state legislatures periodically propose significant changes in laws and regulations governing the healthcare system -
Fhese-ehanges-, which have resulted in, and may result in future, limitations on increases and, in some cases, significant
reductions in the levels of payments to healthcare providers. Fhere-ean-be-no-assuranee-thatFor example: ¢ Beginning in 2020,
PDGM replaced the prior 60- day episode payment methodology with a 30- day payment period and eliminated therapy
usage as a factor in setting payments. CMS was required to make assumptions about potential behavior changes caused
by the implementation of the 30- day unit of payment and the PDGM. As a result, CMS must annually determine the
impact of differences between assumed and actual behavior changes on estimated aggregate expenditures, beginning
with 2020 and ending with 2026, and make permanent and temporary increases or decreases to the 30- day payment
amount to account for such differences. Applying this methodology, CMS implemented a 3. 925 %, 2. 89 % and 1. 975 %
permanent adjustment reductlon to the home health base rate for 2023, 2024 and 2025, respectlvely CMS may make
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Medicare providers like us, the 2010 Hedlthcare Refmm des pr0V1de that -rne-l-uded—reel-uet—teﬁs—m—( MS =s-will make annual
adjustments to Medlcdre reimbursement rates, commonly known as a “ market basket update —, ”” FThe-20+0-Healtheare Reform
that i in recent years has been largely offset by the permanent adJustment

Rate-UpdateFinal-Rule-finalized-a 3-2 . -1—7 % net
hesp-i-ta-l—market—basket—pereeﬂt&ge—mmedse for ed

e erease in-Medieare-home health relmbursement rates e-f—@-and al2. -8—9 % fe}a-t-we-net
1ncrease to hosplce relmbursement rates, each as compared to %92—3—2024 relmbursement rates -}eve}s—”l:hfs—paymeﬂt—&p&ate

assurance thdt f&tes-future market basket updates will result in inerease-increases tn—fu-tttre—ye&rs—or thdt f&te—tﬂereases-such
updates will be adeguate-sufficient to offset increases in operating costs or the effects of permanent adjustments to the home
health or hospice base rates . « Other federal legislation can also have a significant direct impact on our Medicare
reimbursement. #n-For example, in 2011, President Obama signed into law the Budget Control Act of 2011, which provided for
an dutomdtlc 2% reductlon of Medlcdre program payments —"Ph-ts—&tttemat-te—red-uet—teﬁ— known as —sequestratlon Tbegan

Reseue—P-}&n—Aet— Concerns held by federal pohcymakers dbOth the fedeml dehclt ndtlondl debt levels, or hed]thcme spendmo
specifically, including solvency of the Medicare trust fund, could result in enactment of further federal spending reductions or
limitations, further entitlement reform legislation affecting the Medicare program, and further reductions to provider payments.
* Each year, MedPAC advises Congress on issues affecting Medicare, including, among others, the HH- PPS and the Hospice
payment systems , which —MedPAEC*s-adwiee-can affect the rates we are paid for our services. For example, CMS incorporated



adjﬂs{-meﬂt—fe&ueﬁeﬂ—te-l he home 1callh base rate by 7 for2623—In-the-2024 Home Health- PRS-finalrale; CMSfinalized-an
additional2-89-% and eliminate aclj

s&e——neﬂ-ff&l-pehetes— There can bc no assurance that 'fttt-ﬂfe-the geveﬂaﬁaeﬂ-fa-lm government aet—te-n—\\ 111 not enact future
initiatives that result in pricing freezes, reimbursement reductions, or levels of reimbursement increases that are less
than the increases we may experience in our costs of operations, which could result in substantial changes to, or material
reduction in, our reimbursements. In any given year, the net effect of statutory and regulatory changes may result in a decrease
in our reimbursement rate, and that decrease may occur at a time when our expenses are increasing. As a result, there could be a
material adverse effect on our business, financial position, results of operations, and cash flows. For additional discussion of
ho\\' we are reimbursed by Medicare, see Item 1, “ Business — Sources of Revenue — Medicare Reimbursement —Regulation
> in lhls Annual RLD()II An Our quahty ot care and CMS quahty ...... the penalty is 4 %. IHCIeased - increase sefut—rny—aﬂd




mix erthe-needs-ofourpatientscould adversely affect our Net service revenue or our plollmbll Altlmu"h the reimbursement
rates we receive from traditional Medicare Fee for Service are generally higher than those receiv ui from other payors-payers ,
an increasing percentage of Medicare eligible individuals are choosing to enroll in a Medicare Advantage plan. We are
therefore attempting to grow the number of Medicare Advantage networks in which we participate . Medicare Advantage

presents a number of challenges ;so-we-expeet-the-payormixto-eontinae-to-shift-with thatgrowth-respect to reimbursement

rates and collectlon 0f fees, h0wever Not onl\ do Medicare Ad\dnld% and managed care payefs—payers generally pay lmx

ULllLId“\ is more llmL and labm intensive to blll tldllﬂ\ with Medicare Advantage, meaning etur-we may experience increased
bad debt and longer collection eyele-cycles for services witHengtherras-we provide under grow-the-number-of-Medicare
Advantage compared to the Medicare Fee for Service payment cycle. As our payer mix shifts to a greater portion of
Medicare Advantage and Medicaid patients, our ability to collect higher reimbursement rates will become increasingly
difficult, and we may not be able to sufficiently increase the volume of patients to offset the impact, which could have a
material adverse effect on our business and consolidated financial condition, results of operations and cash flows. Efforts
to reduce payments to healthcare providers undertaken by third- party payers, conveners, and referral sources could
adversely affect our revenues and profitability. Many third - party payers are exerting pressure on our industry to
control healthcare costs and to reduce or limit increases in reimbursement rates for medical services. Our relationships
with managed care and non- governmental third - party payers are generally governed by negotiated agreements. Our
Net service revenue and our ability to grow our business with these payers could be adversely affected if we are unable to
negotiate and maintain favorable agreements with them. In addition, CMS has established several ACO programs, the
largest of which is the Medicare Shared Savings Program (“ MSSP ”), a voluntary ACO program in which hospitals,
physicians, and other care providers pursue the delivery of coordinated healthcare on a more efficient, patient- centered
basis. While the ACO rules are extremely complex and remain subject to further refinement by CMS, ACOs generally
receive a portion of any savings generated from care coordination as long as benchmarks for the quality of care are
maintained. It is possible, however, that ACOs may seek to reduce costs by discouraging referrals to post- acute care
altogether. Health insurers and managed care companies, including Medicare Advantage plans, may also utilize certain
third parties, known as conveners, to attempt to control costs. Conveners offer patient placement and care transition
services to those payers with the intent of managing post - acute utilization and associated costs. Conveners may
influence referral source decisions on which post- acute setting to recommend, as well as how long to remain in a
particular setting. As a result of various alternative payment models, many referral sources — such as physicians, acute
care hospitals, and other healthcare providers in the communities we serve — are increasingly focused on reducing post-
acute costs by eliminating post- acute care referrals. Our ability to attract patients could be adversely affected if any of
our home health agencies fails to provide or maintain a reputation for providing high- quality care on a cost - effective
basis as compared to other providers. We face periodic and routine reviews, audits, and investigations under our
contracts with federal and state government agencies and private payers, and these audits could have adverse findings
that may negatively impact our business. As a result of our participation in the Medicare and Medicaid programs, we
are subject to various governmental reviews, audits, and investigations to verify our compliance with these programs
and applicable laws and regulations. We also are subject to audits under various federal and state government programs
in which third- party firms engaged by CMS conduct extensive reviews of claims data and medical and other records to
identify potential improper payments under the Medicare program. The HHS- OIG also conducts audits and has
included various home health agency and hospice payment and quality issues in its current workplan. Additionally,
private pay sources reserve the right to conduct audits. If billing errors are identified in the sample of reviewed claims,
the billing error can be extrapolated to all claims filed which could result in a larger overpayment than originally
identified in the sample of reviewed claims. Our costs to respond to and defend reviews, audits and investigations may be
significant and could have a material adverse effect on our business and consolidated financial condition, results of
operations, and cash flows. Moreover, an adverse review, audit or investigation could result in: * required refunding or
retroactive adjustment of amounts we have been paid by federal or state programs or private payers; ° state or federal
agencies imposing fines, penalties, and other sanctions on us; * loss of our ability to participate in the Medicare program,
state programs or one or more private payer nctworks ; or « damage to our business and reputation in various markets.

For addltlonal dlscussmn of the rev1ews, audits, and mvestlgatlons to which we p&f&erp&te.—”Phe—efqa&nﬁeﬂ—&ﬂd-gfewﬂa—ef




t OW 0 yors-, see Item 1, “ Business —
Regulatlon — Governmental Rev1ew, Audlts, Surveys, and Investlgatlons, ” in thls Annual Report frequently Medieaid
- The administration of
billings and Collectrons is complex, and our estlmates of'accounts recelvable require us to exercise Judgment Delays in
reimbursement due to administrative issues or inadequate reserve estimates may cause financial reporting issues or liquidity
problems. The billing and collection of our accounts receivable is subject to numerous and complex administrative processes
and requires a significant amount of time and effort, including, but not limited to, the assessment of patient eligibility, the
process of pre- authorization, the recording and collection of provider documentation, the timely and complete submission of
claims for reimbursement, the application of cash receipts to patient accounts, the timely response to payer-payer denials, and
the conduct of collection activities. Additional administrative processes are also required when patients elect to change their
third- party payets-payers , such as when patients switch from Medicare to Medicare Advantage. If we incorrectly estimate our
Accounts receivable, net of allowances, or the timing of those collections, it may result in adjustments to our financial
statements. Future delays in reimbursement, For-- or example-the future 1nab111ty to collect aged accounts we—pfeﬁeﬂsly
-rdent-rﬁed-or 1nadequate reserve estlmates could have a material wes :

feeeivab{e,—'rﬁehid-mg—t-he—nnpact on e%ehanges—te—our bus1ness and thifd—pa-rtyhpayer—nﬁﬂhﬁhmateﬂal—weakﬂess-resrﬂfed—m
adjﬂsﬁﬁeﬂts—te-etueconsohdated ﬁnancral st&temeﬁts—as—condltlon, results of aﬁd-operatlons, -fere or cash ﬂows t-he—yea-reeﬁded

accounts recelvable with Medlcare and Medicaid are sub] ect to the complex regulations that govern Medlcare and Medrcald
reimbursement and rules imposed by non- nengevernment—--- government payors-payers , and a portion of our accounts
receivable are typically under medical review by payers-payers . The amount collected may materially differ from the amount
billed. Our inability to bill and collect on a timely basis pursuant to these regulations and rules could subject us to payment
delays that could have a material adverse effect on our business, financial position, results of operations, and liquidity. Further,
if our reserve estimates are inadequate and we do not collect the amount of accounts receivable that we expect in a timely
fashion, or at all, our financial position may materially differ from financial results that we have historically recorded. In
addition, timing delays in, or unrealized levels of, billings and collections may cause working capital shortages. Working capital
management, including prompt and diligent billing and collection, is an important factor in our financial position, results of
operations, and in maintaining liquidity. It is possible that Medicare, Medicaid, documentation support, system problems or
other provider issues or industry trends may extend our collection period, which may materially adversely affect our working
capital, and our working capital management procedures may not successfully mitigate this risk. Medicare reimbursement of
hospice services is subject to caps, which may result in our having to reimburse Medicare for certain amounts previously paid to
us. Payments made by Medicare to each hospice provider are subject to an inpatient cap amount and an overall payment cap
amount, which are calculated and published by the Medicare fiscal intermediary on an annual basis covering the period from
October 1 through September 30. If payments made to our hospice providers exceed either of these caps, we may be required to
reimburse Medicare for payments received in excess of the caps . See Item 1 , whieh-eoutd-“ Business — Sources of Revenues
— Hospice, ” in this Annual Report. For example, we accrued approximately $ 1. 4 million, zero and $ 0. 2 million for
hospice cap exposure in the fiscal years ended December 31, 2024, 2023, and 2022, respectively. There can be no
assurance that future hospice cap exposure will not have a material adverse effect on our business and consolidated financial
condition, results of operations, and cash flows. Other Regulatory Risks The ongoing evolution of the healthcare delivery
system, including alternative payment models and value- based purchasing initiatives, may significantly affect our business and
results of operations. Government and private payers are increasingly looking to alternative payment models and value-
based purchasing to contain costs. The healthcare industry faces regwlatery-uncertainty around attempts to improve outcomes
and reduce costs, including coordinated care and integrated delivery payment models. In an integrated payment delivery model,
hospitals, physicians, and other care providers are incentivized to coordinate healthcare on a more efficient, patient- centered
basis. Providers are paid based on the overall value and quality, rather than the number, of services provided. While this is
consistent with our goal and-preventraekreeord-of being a high- quality, cost- effective provider, broad- based implementation
of a new delivery payment model setd-could disrupt the healthcare industry, swhieh-and may have a significant impact on our
business and results of operations. In recent years, HHS has been studying the feasibility of bundling, including conducting a
voluntary, multi- year bundling pilot program to test and evaluate alternative payment methodologies. CMS’ s voluntary BPCI
Advanced initiative fasrruns through December 31, 2823-2025 and covers 29 types of inpatient and three types of outpatient
clinical episodes, including stroke and hip fracture. Accordingly, reimbursement may be increased or decreased, compared to
what would 0therw1se be due, based on Whether the total Medicare expendltures and patlent outcomes meet, exceed, or fall short
of the targets ; AShe ; ; =33 : ; ea ; ;

contractlng, and ACO models increase, the number of patlents -Medteare—beﬂeﬁelaﬂes—who are treated in these models
increases. Our unwillingness or inability to participate in integrated delivery payment and other alternative payment models and
the referral patterns of other providers participating in those models may limit our access to Medteare-patients who would
benefit from treatment by home health services. i-Government am-and private payers’ implementation attempt-to-reduee



.
¥a+ue-—Based—P&y—rﬁeﬂt—Mede}s—our busmess. We may not be able to effectlvely adapt to such
changes , *rthisAnntal-Report-or our competitors may be able to adapt more quickly, which would harm our ability to

increase our volume of patients and revenue and harm our Net service revenue, financial position, results of operations,
and cash flows . Other le;clslatlve and regulatory 1n1t1"ltlve§ and changes aﬂectlng the 1ndustry could adver@ely affect our

Other legslatlve and regulatory changes may
aftect healthcale prov1de1s like us hom time to time by lowerlng reimbursements, increasing the cost of compliance,
decreasing patient volumes, promoting frivolous or baseless litigation, and otherwise adversely affecting our business .
For example, the 2010 Healthcare Reform Laws provide for the expansion of the federal Anti- Kickback Law and the FCA 5
Hleely-increasing investigation and enforcement efforts in the healthcare industry generally. Changes include increased resources
for enforcement, lowered burden of proof for the government in healthcare fraud matters, expanded definition of claims under
the FCA, enhanced penalties, and increased rewards for relators in successful prosecutions. CMS may also suspend payment for
claims prospectively if, in its opinion, credible allegations of fraud exist. Fhe-While the initial suspension period may be up to
180 days —Hewever-, it the-paymentsuspenston-pertod-can be extended almost indefinitely if the matter is under investigation
by the HHS- OIG or the DOJ. Any such suspension would adversely affect our financial position, results of operations, and cash
flows. Some states in which we operate have alse-undertaken, or are considering, healthcare reform initiatives that address
similar issues. White-many-The results of the-stated-goals-ofother—- the 2024 federal elections further increase legislative
and regulatory uncertainty. For example, changes in agency structure and staffing of government subsidized healthcare
programs, including Medicare, could affect these programs by changing the number of persons enrolled in or eligible for
these programs, reducing or delaying funding, changing reimbursement rules or increasing our administrative and
comphance costs. F urther, legislation and admmlstratlve actlons at the federal level may 1mpact fundmg for, or the

hnancml position, results of operatlons and cash ﬂows For addltlonal dlscusuon of healthcale retmm and 0the1 factors
affecting reimbursement for our services, see Item 1, “ Business —Regwatton-—— Sources of Revenue — Medicare
Reimbursement, ” in this Annual Report. Compliance with the extensive laws and government regulations applicable to
healthcare providers requires substantial time, effort, and expense, and if we fail to comply with them, we could suffer penalties
or be required to make significant changes to our operations. Healthcare providers are required to comply with extensive and
complex laws and regulations at the federal, state, and local government levels. These laws and regulations relate to, among
other things: * licensure, certification, enrollments, and accreditation; * policies, at either the national or local level, delineating
what conditions must be met to qualify for reimbursement under federal programs Medieare{alsoreferred-to-aseoverage
requirerents); * coding and billing for services; ¢ relationships with physicians and other referral sources, including physician
self- referral and anti- kickback laws; ¢ quality of medical care; * use and maintenance of medical supplies and equipment; °
implementation, maintenance, security , and privacy of patient information and medical records, including electronic health
data and health system interoperability; * minimum staffing; * acquisition and dispensing of pharmaceuticals and controlled
substances; and ¢ disposal of medical and hazardous waste. Any the-futare;changes in these laws or regulations or the manner
in which they are enforced could subject our current or past practices to allegations of impropriety or illegality or could require
us to make changes in our equipment, personnel, services, capital expenditure programs, operating procedures, and contractual
arrangements, as well as the way in which we deliver home health and hospice services. Those changes could also affect
reimbursements as well as future costs related to compliance, training, and staffing eests-. Examples of regulatory changes that
can affect our business, beyond direct changes to Medware reimbursement rates, can be found from time to time in CMS’

annual rulemaklng -Fer—e*&mp-}e-See Item 1A,

atwﬁd-mg—phyaetaﬁs—Rlsk Factors — Risks
Related to Our Business — Relmbursement RlSkS, ferpaﬁeﬂts—m this Annual Report addition-to-phystetans-and-nurse
praetittorrers-. [n addition, the use of sub- regulatory guidance, statistical sampling, and extrapolation by CMS, Medicare
contractors, HHS- OIG, and DOJ to deny claims, expand enforcement claims, and advocate for changes in reimbursement policy
increases the-our risk of thatwe-eonld-experienee-experiencing reduced revenue, suffer-financial penalties, or be-significant
required te-make-stgnifteant-changes to our operations. Because -Med-teafe-our busmess is both hlghly regulated and
dependent on payments— payment from federal programs - veatre-, failure
to comply with the-applicable laws and regulations could materially ge’v‘eﬂa-mg—t-he—k‘}edieare—pregr&fn—and fe}a-ted-mat-tefs
adversely affect us. As stated in Item 1 , inelading-ant—ktekback-and-“ Business — Regulation, ” we are required to
comply with various federal anti- fraud requirements;eould-materialty-and adversely-affeetus-abuse laws, including the
False Claims Act, the federal Anti - Kickback Statute, the Stark or Physician Self- Referral Law, and Civil Monetary
Penalties Law, as well as state laws and regulations . Settlements of alleged violations of applicable regulations or imposed
reductions in reimbursements, substantial damages and other remedies assessed against us could have a material adverse effect
on our business, financial position, results of operations, and cash flows. Even the assertion of a violation, depending on its




nature, could have a material adverse effect upon our stock price or reputation and could cost us significant time and expense to
defend. If any of our home health agencies or hospice agenetes-provider locations fails to comply with the Medicare
enrollment requirements or conditions of participation, that agency could be subject to sanctions or terminated from the
Medicare program. Each of our home health agencies and hospice agenetes-provider locations must comply with extensive
enrollment requirements and conditions of participation for the Medicare program. Failure to comply with applicable
certification requirements may make our agencies ineligible for Medicare or Medicaid reimbursement. A determination by a
regulatory authority that an agency is not in compliance with applicable requirements could also lead to the assessment of fines
or other penalties, loss of licensure, exclusion from participation in Medicare and Medicaid, and the imposition of requirements
that the offending agency must take corrective action. In addition, Medicare or Medicaid may seek retroactive reimbursement
from noncompliant providers or otherwise impose sanctions for noncompliance. Non- governmental payers-payers often have
the right to terminate provider contracts if the provider loses its Medicare or Medicaid certification. Termination of one or more
of our care centers from the Medicare program for failure to satisty the program’ s conditions of participation, or the imposition
of alternative sanctions, could disrupt operations, require significant attention by management, or have a material adverse effect
on our business and reputation and consolidated financial condition, results of operations, and cash flows. Pressures relating to
downturns in the economy, including increased inflation, could adversely affect our business and consolidated financial
statements. Adverse developments in the United States could lead to a reduction in Federal-federal expenditures,
including governmentally funded programs in which we participate, such as Medicare and Medicaid. In addition, if at
any time the federal government is not able to meet its debt payments unless the federal debt ceiling is raised, and
regulation-legislation increasing the debt ceiling is not enacted, the federal government may impair-stop etr— or ability-to
epemrnew-agenetes-delay making payments on its obligations, including funding er-for government programs eonsummate
aequisttions—Changes-in which we participate, such as Medicare and Medicaid. Failure of the government to make
payments under these programs could have a material adverse effect on our business and consolidated financial
condition, results of operations and cash flows. Further, any failure by Congress to complete the federal taws-or
regulations-budget process and fund government operations may result in a federal government shutdown, potentially
causing us to incur substantial costs without reimbursement under the Medicare program, which could have a materiatly
-- material adverse effect on our business and consolidated financial condition, results of operations and cash flows.
Sustained unfavorable economic conditions could also result in reduced payment rates and could have a material
adverse effect on our business and consolidated financial condition, results of operations and cash flows. For example,
general levels of inflation and specific inflationary pressures that we have experienced in areas such as labor,
transportation and medical supplies may continue to persist due to events outside of our control, such as, potential
pandemic events, supply chain disruptions, and the broader macro- economic environment. In 2023 and 2024, for
example, 1nﬂat10n 1ncreased throughout the U. S. economy. The sustamed or contmued rise of 1nﬂat10n may adv ersely

Operational and Financial Risks The proper function, dV’llldblllty and security of our mformdtlon systems are Crlthdl to our
business, and failure to maintain them or to protect our data against unauthorized access could have a material adverse effect on
our business, financial position, results of operations, and cash flows. We are required to comply with HIPAA regulations
regarding the privacy and security of protected health information, as well as state laws that focus on privacy, security, and
notification requirements with regard to personal information. The HIPAA regulations impose significant requirements on
providers and-our-third—party-vendors-with regard to how such protected health information may be used and disclosed. Third-
party vendors or “ business associates, ” in the event the vendor creates, receives, transmits or maintains protected
health information on our behalf, are required to comply with substantially the same HIPAA requirements as the
healthcare provider. This is accomplished using “ Business Associate Agreements > with vendors. Further, the regulations
include extensive and complex requirements fer-previders-to establish reasonable and appropriate administrative, technical, and
phyucal safeguards to ensure the conhdentldhty, 1nte<’r1ty and av clllclbl]lty of protected health information —HHPAA-direets-the
Y 6 A 0 . We are and will remain dependent on the proper
function, availability, and securlty of our (—mformatlon systems, including systems provided by or hosted by business
associates, external contractors, vendors and other businesses with whom we interact. For example, we depend upon
our, and third parties’ ¥, information systems and software for patient care, coding, accounting, billing, collections, quality
assurance, human resources, payroll and other information considered to be sensitive and / or confidential , including
protected health eureleetronte-elinteal-information system. We expend capital to protect our information systems and the data
maintained within those systems from security breaches, including cyber- attacks, email phishing schemes, malware, and
ransomware, and we periodically test the adequacy of our security and disaster recovery measures. We have implemented
administrative, technical, and physical controls to prevent unauthorized access to that data, which includes patient information
and other sensitive information, but we routinely identify attempts to gain unauthorized access to our systems. We are likely to
face attempted attacks in the future. Given the rapidly evolving nature and proliferation of cyber threats, there can be no
assurance our training and network security measures or other controls will detect, prevent, or remediate security or data




breaches in a timely manner or otherwise prevent unauthorized access to, damage to, or interruption of our systems and
operations. A security breach, or threat thereof, could require that we expend significant resources to repair or improve
our information systems and infrastructure and could distract management and other key personnel from performing
their primary operational duties. In the case of a material breach or cyber- attack, the associated expenses and losses
may exceed our current insurance coverage for such events. Some adverse consequences may not be insured, such as
reputational harm and third- party business interruption. In recent years, several hospitals have reported being victims of
ransomware attacks in which they lost access to their systems, including clinical systems, during the course of the attacks. There
have been other recent significant incidents of software vendor compromises. Threat actors continue to attempt to exploit
commonly used software and services to gain remote access to a large number of thetr-enstormers=information systems. The

occurrence of any 1nformat10n system fallure, breach F% or ex&mp}e—m—kugﬂs{—zeﬁ—khefeseft—emeefnml—e*ehange

security measufes-incident, or those of business
assoc1ates or other Vendors and eeﬂtre-}s—er—t-hese—e-f—busmesses eHeﬂde-rs—Wlth whom we interact, which results in
confidential , protected health or personal information being accessed, obtained, damaged or used by unauthorized persons or
unavailability of systems necessary to the operation of our business, could impact patient care, harm our reputation, and expose
us to significant remedial costs as well as regulatory actions (fines and penalties) and claims from patients, financial institutions,
regulatory and law enforcement agencies, and other persons, any of which could have a material adverse effect on our business,

operations, financial position, results of operations, and cash flows. A-seeurity-breach;-or-threatthereof;-Our quality of care

expectatlons and reportlng requlrements could fequfre—t-h&t—adversely affect our bus1ness, our referrals, and the Medlcare

qﬁa-h?y—ea-re— C hmcal quality is becoming increasingly important within our mdustry For example, Medlcare imposes a
fmdnClal pendlty upon hospltals that hav e exeesswe rates of patient readmissions within 30 days from hospital discharge. We
beheve-thisreg of-provides-a-eompe e-advantage-to-In addition, value- based purchasing under HHVBP may

negatlvely 1mpact Medlcare relmbursement for home health providers whe-Our quality of care and impaetspayment
adjustmentsiralater-year(payment-year)y—~CMS quality reporting requirements could adversely affect may-alse-ereatea
simtlar-plan-for-hespieesinrthe futare-Medicare reimbursement we receive . The focus on alternative payment models and
value- b'lsed purchqsmo 01‘ hedlthcare services has led to more extenswe thty of care reportmg requirements.In many
cases,our ; are-reporting requirements are
linked to relmbursement 1ncent1ves F or example home health ageﬂetes—and hospwe agenc1es providertoeations-are required
to submit quality of care data to CMS each year . ;and-fature-Failure to comply with these-quality reporting requirements may
result in a 2%-penalty te-on our reimbursement.For home health agencies reimbursementand-that do not comply with
quality reporting requirements,the penalty is 2 %;for hospices that do not comply,the penalty is 4 % fer-hospiees
retmbursement-. Increased tradditioncan differentiate-themselves-based-upoemn-be no assurance that all our agencies will
meet quality performance expectations (including Star ratings) or quality reporting requirements in the future ,
pﬁeu%arly—by—aehteﬂﬂg—}ew—whlch may result in one or more of our agencles seemg a reductlon in 1ts Medicare

Wthh could have a material ad\ erse eﬁect upon our business and consolldated fmdnClal condition, results of opeldtlons and
cash flows. We face intense competition for patients from other healthcare providers. We operate in the highly competitive and
fragmented home health and hospice industries. Our primary competitors #rheme-health-serviees-are two large insurance
companies, a large public home health and hespice company, privately owned home health and hospice companies, and acute
care hospitals with adjunct home health services . See Item 1, “ Business — Our Industry and Opportunity, ” in this Annual
Report . Some of these competitors have greater financial and other resources, advantages of scale and more established
presences in their respective communities. Competing companies may offer newer or different services from those we offer or
have better relationships with referring physicians and may thereby attract patients who are presently, or would be candidates
for, receiving our services. Other companies, including hospitals and other healthcare organizations that are not currently
providing competing services, may expand their services to include home health, hospice care, or similar services. In several
states in which we operate, a majority of the Medicare Advantage patients swithinthe-state-are insured by two large managed
care companies that either currently offer home health services or are actively pursuing the acquisition of a business that offers
home health services. The managed care companies have substantial resources and existing relationships with customers, which



may serve as a large patient base for their current or future home health services. Competition by these managed care companies
in home health services may adversely affect our growth strategy of capturing greater Medicare Advantage volumes. In addition,
from time to time, there are efforts in states with certificate of need laws to weaken those laws, which could potentially increase
competition in those states. Conversely, competition and statutory procedural requirements in some CON states may inhibit our
ability to expand our operations in those states. For a breakdown of the CON status of the states and territories in which we have
operations, see Item 2, *“ Properties, ™ in this Annual Report. There can be no assurance current or future competition will not
adversely affect our business, financial position, results of operations, or cash flows.



