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a currently valid OMB number. as, Inc. v. W. Bruce Lunsford, et al., Case No. 98CI03669, was filed in June 1998 in the
Jefferson County, Kentucky, Circuit Court. The suit was brought on behalf of the Company and Ventas against certain
current and former executive officers and directors of the Company and Ventas. The complaint alleges that the
defendants damaged the Company and Ventas by engaging in violations of the securities laws, engaging in insider
trading, fraud and securities fraud and damaging the reputation of the Company and Ventas. The plaintiff asserts that
such actions were taken deliberately, in bad faith and constitute breaches of the defendants' duties of loyalty and due
care. The complaint is based on substantially similar assertions to those made in the class action lawsuit entitled A.
Carl Helwig v. Vencor, Inc., et al., discussed above. The suit seeks unspecified damages, interest, punitive damages,
reasonable attorneys' fees, expert witness fees and other costs, and any extraordinary equitable and/or injunctive relief
permitted by law or equity to assure that the Company and Ventas have an effective remedy. The Company believes
that the allegations in the complaint are without merit and intends to defend this action vigorously. A class action
lawsuit entitled Jules Brody v. Transitional Hospitals Corporation, et al., Case No. CV-S-97-00747-PMP, was filed on
June 19, 1997 in the United States District Court for the District of Nevada on behalf of a class consisting of all
persons who sold shares of Transitional Hospitals Corporation ("Transitional") common stock during the period from
February 26, 1997 through May 4, 1997, inclusive. The complaint alleges that Transitional purchased shares of its
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common stock from members of the investing public after it had received a written offer to acquire all of the
Transitional common stock and without making the required disclosure that such an offer had been made. The
complaint further alleges that defendants disclosed that there were "expressions of interest" in acquiring Transitional
when, in fact, at that time, the negotiations had reached an advanced stage with actual firm offers at substantial
premiums to the trading price of Transitional's stock having been made which were actively being considered by
Transitional's Board of Directors. The complaint asserts claims pursuant to Sections 10(b), 14(e) and 20(a) of the
Exchange Act, and common law principles of negligent misrepresentation and names as defendants Transitional as
well as certain former senior executives and directors of Transitional. The plaintiff seeks class certification,
unspecified damages, attorneys' fees and costs. In June 1998, the court granted the Company's motion to dismiss with
leave to amend the Section 10(b) claim and the state law claims for misrepresentation. The court denied the
Company's motion to dismiss the Section 14(e) and Section 20(a) claims, after which the Company filed a motion for
reconsideration. On March 23, 1999, the court granted the Company's motion to dismiss all remaining claims and the
case was dismissed. The plaintiff has appealed this ruling to the United States Court of Appeals for the Ninth Circuit.
The Company is defending this action vigorously. The Company was informed by the DOJ that the Company and
Ventas were the subjects of investigations into various Medicare reimbursement issues, including hospital cost
reporting issues, billing practices for ancillary services and various quality of care issues in the hospitals and nursing
centers formerly operated by Ventas and currently operated by the Company. These investigations included some
matters for which the Company indemnified Ventas in the Spin-off. In cases where neither the Company nor any of its
subsidiaries are defendants but Ventas is the defendant, the Company agreed to defend and indemnify Ventas for such
claims as part of the Spin-off. The Company cooperated fully in the investigations. All of these investigations have
been resolved by the Government Settlement contained in the Amended Plan. 20 KINDRED HEALTHCARE, INC.
NOTES TO CONSOLIDATED BALANCE SHEET (Continued) NOTE 13--LITIGATION (Continued) The DOJ
previously informed the Company that it had intervened in several pending qui tam actions asserted against the
Company and/or Ventas in connection with these investigations. In addition, the DOJ filed proofs of claims with
respect to certain alleged claims in the Chapter 11 Cases. The Company, Ventas and the DOJ entered into the
Government Settlement, which resolved all of the DOJ investigations including the pending qui tam actions, as part of
the Amended Plan. The Government Settlement provides that within 30 days after the Effective Date, the Government
will move to dismiss with prejudice to the United States and the relators (except for certain claims which will be
dismissed without prejudice to the United States in certain of the cases) the pending qui tam actions as against any or
all of the Company and its subsidiaries, Ventas and any current or former officers, directors and employees of either
entity. There can be no assurance that each court before which a qui tam action is pending will dismiss the case on the
DOJ's motion. For a summary of the terms of the Government Settlement contained in the Amended Plan, see Note 3.
The following is a summary of the qui tam actions pending or previously pending against the Company and/or Ventas
in which the DOJ intervened. Certain of the actions described below name other defendants in addition to the
Company and Ventas. (a) The Company, Ventas and the Company's subsidiary, American X-Rays, Inc. ("AXR"), are
defendants in a civil qui tam action styled United States ex rel. Doe v. American X-Rays Inc., et al., No.
LR-C-95-332, pending in the United States District Court for the Eastern District of Arkansas and served on AXR on
July 7, 1997. The DOJ intervened in the suit which was brought under the Federal Civil False Claims Act and added
the Company and Ventas as defendants. The Company acquired an interest in AXR when The Hillhaven Corporation
("Hillhaven") was merged into the Company in September 1995 and purchased the remaining interest in AXR in
February 1996. AXR provided portable X-ray services to nursing centers (including some of those operated by Ventas
or the Company) and other healthcare providers. The civil suit alleges that AXR submitted false claims to the
Medicare and Medicaid programs. The suit seeks damages in an amount of not less than $1,000,000, treble damages
and civil penalties. The Company has defended this action vigorously. The court dismissed the action based upon the
pending settlement between the DOJ, the Company and Ventas. In a related criminal investigation, the United States
Attorney's Office for the Eastern District of Arkansas ("USAO") indicted four former employees of AXR; those
individuals were convicted of various fraud related counts in January 1999. AXR had been informed previously that it
was not a target of the criminal investigation, and AXR was not indicted. However, the Company received several
grand jury subpoenas for documents and witnesses which it moved to quash. The USAO has withdrawn the subpoenas
which rendered the motion moot. The complaint against the Company, Ventas and AXR has been dismissed with
prejudice as to the relators and the United States in accordance with the Government Settlement contained in the
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Amended Plan. (b) The Company's subsidiary, Medisave Pharmacies, Inc. ("Medisave"), Ventas and Hillhaven
(former parent company to Medisave), are the defendants in a civil qui tam action styled United States ex rel. Danley
v. Medisave Pharmacies, Inc., et al., No. CV-N-96-00170-HDM, filed in the United States District Court for the
District of Nevada on March 15, 1996. The plaintiff alleges that Medisave, an institutional pharmacy provider,
formerly owned by Ventas and owned by the Company since the Spin-off: (a) charged the Medicare program for unit
dose drugs when bulk drugs were administered and charged skilled nursing facilities more for the same drugs for
Medicare patients than for non-Medicare patients; (b) improperly claimed special dispensing fees that it was not
entitled to under Medicaid; and (c) recouped unused drugs from skilled nursing facilities and returned these drugs to
its stock without crediting Medicare or Medicaid, all in violation of the Federal Civil False Claims Act. The complaint
also alleges that Medisave had a policy of offering kickbacks, such as free equipment, to skilled nursing centers to
secure and maintain their business. The complaint seeks treble damages, other unspecified damages, civil penalties,
attorneys' fees and other costs. The Company disputes the allegations in the complaint. The complaint has been
dismissed in accordance with the Government Settlement contained in the Amended Plan. 21 KINDRED
HEALTHCARE, INC. NOTES TO CONSOLIDATED BALANCE SHEET (Continued) NOTE 13--LITIGATION
(Continued) (c) Ventas and the Company's subsidiary, Kindred Rehab Services, Inc. (formerly Vencare, Inc.)
("Vencare"), among others, are defendants in the action styled United States ex rel. Roberts v. Vencor, Inc., et al., No.
3:97CV-349-J, filed in the United States District Court for the Western District of Kansas on June 25, 1996 and
consolidated with the action styled United States of America ex rel. Meharg, et al. v. Vencor, Inc., et al., No.
3:98SC-737-H, filed in the United States District Court for the Middle District of Florida on June 4, 1998. The
complaint alleges that the defendants knowingly submitted and conspired to submit false claims and statements to the
Medicare program in connection with their purported provision of respiratory therapy services to skilled nursing
center residents. The defendants allegedly billed Medicare for respiratory therapy services and supplies when those
services were not medically necessary, billed for services not provided, exaggerated the time required to provide
services or exaggerated the productivity of their therapists. It is further alleged that the defendants presented false
claims and statements to the Medicare program in violation of the Federal Civil False Claims Act, by, among other
things, allegedly causing skilled nursing centers with which they had respiratory therapy contracts, to present false
claims to Medicare for respiratory therapy services and supplies. The complaint seeks treble damages, other
unspecified damages, civil penalties, attorneys' fees and other costs. The Company disputes the allegations in the
complaints. The two complaints have been dismissed in accordance with the Government Settlement contained in the
Amended Plan. (d) In United States ex rel. Kneepkens v. Gambro Healthcare, Inc., et al., No. 97-10400-GAO, filed in
the United States District Court for the District of Massachusetts on October 15, 1998, the Company's subsidiary,
Transitional, and two unrelated entities, Gambro Healthcare, Inc. and Dialysis Holdings, Inc., are defendants in this
suit alleging that they violated the Federal Civil False Claims Act and the Medicare and Medicaid antikickback,
antifraud and abuse regulations and committed common law fraud, unjust enrichment and payment by mistake of fact.
Specifically, the complaint alleges that a predecessor to Transitional formed a joint venture with Damon Clinical
Laboratories to create and operate a clinical testing laboratory in Georgia that was then used to provide lab testing for
dialysis patients, and that the joint venture billed at below cost in return for referral of substantially all non-routine
testing in violation of Medicare and Medicaid antikickback and antifraud regulations. It is further alleged that a
predecessor to Transitional and Damon Clinical Laboratories used multiple panel testing of end stage renal disease
rather than single panel testing that allegedly resulted in the generation of additional revenues from Medicare and that
the entities allegedly added non-routine tests to tests otherwise ordered by physicians that were not requested or
medically necessary but resulted in additional revenue from Medicare in violation of the antikickback and antifraud
regulations. Transitional has moved to dismiss the case. Transitional disputes the allegations in the complaint. The
claims against Transitional have been dismissed with prejudice in accordance with the Government Settlement
contained in the Amended Plan. (e) The Company and/or Ventas are defendants in the action styled United States ex
rel. Huff and Dolan v. Vencor, Inc., et al., No. 97-4358 AHM (Mcx), filed in the United States District Court for the
Central District of California on June 13, 1997. The plaintiff alleges that the defendant violated the Federal Civil False
Claims Act by submitting false claims to the Medicare, Medicaid and CHAMPUS programs by allegedly: (a)
falsifying patient bills and submitting the bills to the Medicare, Medicaid and CHAMPUS programs, (b) submitting
bills for intensive and critical care not actually administered to patients, (c) falsifying patient charts in relation to the
billing, (d) charging for physical therapy services allegedly not provided and pharmacy services allegedly provided by
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non-pharmacists, and (e) billing for sales calls made by nurses to prospective patients. The complaint seeks treble
damages, other unspecified damages, civil penalties, attorneys' fees and other costs. Defendants dispute the allegations
in the complaint. The complaint has been dismissed in accordance with the Government Settlement contained in the
Amended Plan. 22 KINDRED HEALTHCARE, INC. NOTES TO CONSOLIDATED BALANCE SHEET
(Continued) NOTE 13--LITIGATION (Continued) (f) Ventas is the defendant in the action styled United States ex rel.
Brzycki v. Vencor, Inc., Civ. No. 97-451-JD, filed in the United States District Court for the District of New
Hampshire on September 8, 1997. Ventas is alleged to have knowingly violated the Federal Civil False Claims Act by
submitting and conspiring to submit false claims to the Medicare program. The complaint alleges that Ventas: (a)
fabricated diagnosis codes by ordering medically unnecessary services, such as respiratory therapy; (b) changed
referring physicians' diagnoses in order to qualify for Medicare reimbursement; and (c) billed Medicare for oxygen
use by patients regardless of whether the oxygen was actually administered to particular patients. The complaint
further alleges that Ventas paid illegal kickbacks to referring healthcare professionals in the form of medical
consulting service agreements as an alleged inducement to refer patients, in violation of the Federal Civil False Claims
Act, the antikickback and antifraud regulations and the Stark provisions. It is additionally alleged that Ventas
consistently submitted Medicare claims for clinical services that were not performed or were performed at lower
actual costs. The complaint seeks unspecified damages, civil penalties, attorneys' fees and costs. Ventas disputes the
allegations in the complaint. The complaint has been dismissed in accordance with the Government Settlement
contained in the Amended Plan. (g) United States ex rel. Lanford and Cavanaugh v. Vencor, Inc., et al., Civ. No.
97-CV-2845, was filed against Ventas in the United States District Court for the Middle District of Florida, on
November 24, 1997. The United States intervened in this civil qui tam lawsuit on May 17, 1999. On July 23, 1999, the
United States filed its amended complaint in the lawsuit and added the Company as a defendant. The lawsuit alleges
that the Company and Ventas knowingly submitted false claims and false statements to the Medicare and Medicaid
programs including, but not limited to, claims for reimbursement of costs for certain ancillary services performed in
defendants' nursing centers and for third-party nursing center operators that the United States alleges are not properly
reimbursable costs through the hospitals' cost reports. The lawsuit involves the Company's hospitals which were
owned by Ventas prior to the Spin-off. The complaint does not specify the amount of damages sought. The Company
and Ventas dispute the allegations in the amended complaint. The complaint has been dismissed with prejudice in
accordance with the Government Settlement contained in the Amended Plan. (h) In United States ex rel. Harris and
Young v. Vencor, Inc., et al., filed in the United States District Court for the Eastern District of Missouri on May 25,
1999, the defendants include the Company, Vencare, and Ventas. The defendants allegedly submitted and conspired to
submit false claims for payment to the Medicare and CHAMPUS programs, in violation of the Federal Civil False
Claims Act. According to the complaint, the Company, through its subsidiary, Vencare, allegedly (a) over billed for
respiratory therapy services, (b) rendered medically unnecessary treatment, and (c) falsified supply, clinical and
equipment records. The defendants also allegedly encouraged or instructed therapists to falsify clinical records and
over prescribe therapy services. The complaint seeks treble damages, other unspecified damages, civil penalties,
attorneys' fees and other costs. The Company disputes the allegations in the complaint. The plaintiffs have filed an
amended complaint with the court which removes all defendants associated with the Company or Ventas. (i) In United
States ex rel. George Mitchell, et al. v. Vencor, Inc., et al., filed in the United States District Court for the Southern
District of Ohio on August 13, 1999, the defendants, consisting of the Company and its two subsidiaries, Vencare and
Kindred Hospice, Inc. (formerly Vencor Hospice, Inc.), are alleged to have violated the Federal Civil False Claims
Act by obtaining improper reimbursement from Medicare concerning the treatment of hospice patients. Defendants
are alleged to have obtained inflated Medicare reimbursement for admitting, treating and/or failing to discharge in a
timely manner hospice patients who were not "hospice appropriate." The complaint further alleges that the defendants
obtained inflated reimbursement for providing medications for these hospice patients. The complaint alleges damages
in excess of $1,000,000. The Company disputes the allegations in the complaint. The complaint has been dismissed in
accordance with the Government Settlement contained in the Amended Plan. 23 KINDRED HEALTHCARE, INC.
NOTES TO CONSOLIDATED BALANCE SHEET (Continued) NOTE 13--LITIGATION (Continued) (j) In Gary
Graham, on Behalf of the United States of America v. Vencor Operating, Inc. et. al., filed in the United States District
Court for the Southern District of Florida on or about June 8, 1999, the defendants, including the Company, its
subsidiary, Kindred Healthcare Operating, Inc. (formerly Vencor Operating, Inc.), Ventas, Hillhaven and Medisave,
are alleged to have presented or caused to be presented false or fraudulent claims for payment to the Medicare
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program in violation of, among other things, the Federal Civil False Claims Act. The complaint alleges that Medisave,
a subsidiary of the Company which was transferred from Ventas to the Company in the Spin-off, systematically
up-charged for drugs and supplies dispensed to Medicare patients. The complaint seeks unspecified damages, civil
penalties, interest, attorneys' fees and other costs. The Company disputes the allegations in the complaint. The
plaintiffs have filed an amended complaint with the court which removes all defendants associated with the Company
or Ventas. (k) In United States, et al., ex rel. Phillips-Minks, et al. v. Transitional Corp., et al., filed in the United
States District Court for Southern District of California on July 23, 1998, the defendants, including Transitional and
Ventas, are alleged to have submitted and conspired to submit false claims and statements to Medicare, Medicaid, and
other federal and state funded programs during a period commencing in 1993. The conduct complained of allegedly
violates the Federal Civil False Claims Act, the California False Claims Act, the Florida False Claims Act, the
Tennessee Health Care False Claims Act, and the Illinois Whistleblower Reward and Protection Act. The defendants
allegedly submitted improper and erroneous claims to Medicare, Medicaid and other programs, for improper or
unnecessary services and services not performed, inadequate collections efforts associated with billing and collecting
bad debts, inflated and nonexistent laboratory charges, false and inadequate documentation of claims, splitting
charges, shifting revenues and expenses, transferring patients to hospitals that are reimbursed by Medicare at a higher
level, failing to return duplicate reimbursement payments, and improperly allocating hospital insurance expenses. In
addition, the complaint alleges that the defendants were inconsistent in their reporting of cost report data, paid
kickbacks to increase patient referrals to hospitals, and incorrectly reported employee compensation resulting in
inflated employee 401(k) contributions. The complaint seeks unspecified damages. The Company disputes the
allegations in the complaint and intends to defend this action vigorously. On July 27, 2001, the court ordered that the
DOJ be allowed to intervene in the action to effectuate the Government Settlement contained in the Amended Plan. In
connection with the Spin-off, liabilities arising from various legal proceedings and other actions were assumed by the
Company and the Company agreed to indemnify Ventas against any losses, including any costs or expenses, it may
incur arising out of or in connection with such legal proceedings and other actions. The indemnification provided by
the Company also covers losses, including costs and expenses, which may arise from any future claims asserted
against Ventas based on the former healthcare operations of Ventas. In connection with its indemnification obligation,
the Company has assumed the defense of various legal proceedings and other actions. Under the Amended Plan, the
Company agreed to continue to fulfill its indemnification obligations arising from the Spin-off. The Company is a
party to certain legal actions and regulatory investigations arising in the normal course of its business. The Company
is unable to predict the ultimate outcome of pending litigation and regulatory investigations. In addition, there can be
no assurance that the DOJ, CMS or other regulatory agencies will not initiate additional investigations related to the
Company's businesses in the future, nor can there be any assurance that the resolution of any litigation or
investigations, either individually or in the aggregate, would not have a material adverse effect on the Company's
results of operations, liquidity or financial position. In addition, the above litigation and investigations (as well as
future litigation and investigations) are expected to consume the time and attention of the Company's management and
may have a disruptive effect upon the Company's operations. 24 KINDRED HEALTHCARE, INC. NOTES TO
CONSOLIDATED BALANCE SHEET (Continued) NOTE 14--SUBSEQUENT EVENTS On May 2, 2001, the
Company sold its investment in Behavioral Healthcare Corporation for $40 million. No gain or loss was recorded in
connection with this transaction because the Company reflected the fair value of the investment on April 1, 2001 in
connection with fresh-start accounting. Under the terms of the Credit Facility and Senior Secured Notes, proceeds
from the sale of assets will be available to fund future capital expenditures for a period of approximately one year
from the sale. Any proceeds not expended during that period would be used to permanently reduce the commitments
under the Credit Facility to as low as $75 million and repay any outstanding loans in excess of such commitment. Any
remaining proceeds would be used to repay loans under the Senior Secured Notes. On May 30, 2001, the Company
prepaid the outstanding balance in full satisfaction of its obligation under the CMS Agreement, resulting in an
extraordinary gain of $1.4 million. The transaction was financed through the use of existing cash. 25 Item 7. Financial
Statements and Exhibits. (a) Financial statements of business acquired. Not applicable. (b) Pro forma financial
information. Not applicable. (c) Exhibits. Exhibit 23.1 - Consent of Independent Accountants. 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 hereunto duly authorized. KINDRED HEALTHCARE, INC. Dated: August
21, 2001 By: /s/ RICHARD A. LECHLEITER ----------------------- ---------------------------- Richard A. Lechleiter Vice
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President, Finance, Corporate Controller and Treasurer 26
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