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HEALTH FACILITIES &
gERV[CES REVIEW BOARD
Project Costs and Saurces of Fun

Complete the following table listing all costs (refer to Part 1120.110) associated with the project. When a
project or any component of a project is to ba accomplished by lease, donation, gift, or other means, the fair
market or doliar value (refer to Part 1130.140) of the component must be included in the estimated project
cost. if the project contains non-clinical components that are not related to the provision of health care,
complete the second column of the table below. See 20 ILCS 3960 for definition of non-clinical. Note, the use
and sources of funds must equal.

Project Costs and Sources of Funds

USE OF FUNDS CLINICAL NON-CLINICAL TOTAL

Preplanning Costs

Site Survey and Soil Investigation

Site Preparation

Off Site Work

Naw Construction Contracts

Modernization Contracts

-1 Contingencies

Architectural/Engineering Fees

Consulting and Other Faes

Movable or Other Equipment (not in
construcion contracts)

Bond Issuance Expense {project related)

Net Interest Expense During Construction
(project related)

Fair Market Value of Leased Space or ] 500,900 ¥ 50, 90D
' )

Equipment

Other Costs To Be Capitalized

Acquisition of Building or Other Property
{excluding land)

TOTAL USES OF FUNDS

SOURCE OF FUNDS CLINICAL NON-CLINICAL TOTAL

Cash and Securities

Pledges

Gifts and Bequests

Bond Issues (project related)

Mortgages

Leases {fair market value)

Governmental Appropriations

Grants :W
Other Funds and Sources 500,800 S00 800

TOTAL SOURCES OF FUNDS

NOTE: ITEMJZATION £

‘TN NUMERIC SEQUENTIAL ORDER AFTER
.THELASTPAGE' O

HFPB-revised - March 2, 2009a
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T. Financial Feasibility

This section is applicable to all projects subject to Part 1120.

REVIEW CRITERIA RELATING TO FINANCIAL FEASIBILITY (FIN)

Does the applicant (or the entity that is responsible for financing the project or is responsible for assu
the applicant's debt obligations in case of default) have a bond rating of "A” or better?
Yes U No XO.
If yes is indicated, submit proof of the bond rating of “A” or better (that is less than two years old) from
Fitch’s, Moody’s or Standard and Poor's rating agencies and go to Section XXVI. If no is indicated,
submit the most recent three years’ audited financial statements including the following:

1. Balance sheet 3. Change in fund balance

2. Income statement 4. Change in financial position

A. Criterion 1120.210(a}, Financial Viability
1. Viability Ratios

'f proof of an “A” or better bond rating has not been provided, read the criterion and
complete the following table providing the viabifity ratios for the most recent three years for
which audited financial statements are available. Category B projects must also provide the
viability ratios for the first full fiscal year after project completion or for the first full fiscal year
when the project achieves or exceeds target utilization (per Part 1100), whichever is later.

Classified a (Projected)
cted | 2008 2007 2006 9/30/09
Current Ratio 1.87 1.73 1.87 1.80
Net Margin Percentage 2.37 3.06 2.82 2.71
Percent Debt to Total 37.08% 35.49% 37.45% 31.10%
Capitalization
Projected Debt Service 6.82
Coverage
Pays Cash on Hand 3.44 2.97 1.68 1.15
Cushion Ratio 05 .05 .03 02
Provide the methodology and worksheets utilized in determining the ratios detailing the
calculation and applicable line item amounts from the financial statements. Complete a
separate table for each co-applicant and provide worksheets for each. Insert the
worksheets after this page.
2. Variance

Compare the viability ratios provided to the Part 1120 Appendix A review standards. If any
of the standards for the applicant or for any co-applicant are not met, provide documentation
that a person or organization will assume the legal responsibility to meet the debt
obligations should the applicant default. The person or organization must demonstrate
compliance with the ratios in Appendix A when proof of a bond rating of “A” or better has not
been provided.

REVIEW CRITERIA RELATING TO FINANCIAL FEASIBILITY (FIN)




{continued)
B. Criterion 1120.210(b), Availability of Funds Not Applicable

If proof of an “A” or better bond rating has not been provided, read the criterion and document
that sufficient resources are available to fund the project and related costs including operating
start-up costs and operating deficits. ndicate the dollar amount to be provided from the following
sources:

Cash & Securities
Provide statements as to the amount of cash/securities available for the project.
Identify any security, its value and availability of such funds. Interest to be earned
or depreciation account funds to be earned on any asset from the date of
application submission through project completion are also considered cash.

Pledges
For anticipated pledges, provide a letter or report as to the dollar amount feasible
showing the discounted value and any conditions or action the applicant would
have to take to accomplish goal. The time period, historical fund raising
experience and major contributors also must be specified.

Gifts and Bequests
Provide verification of the dollar amount and identify any conditions of the source
and timing of its use.

Debt Financing (indicate type(s)
For general obligation bonds, provide amount, terms and conditions, including any
anticipated discounting or shrinkage) and proof of passage of the required
referendum or evidence of governmental authority to issue such bonds;
For revenue bonds, provide amount, terms and conditions and proof of securing
the specified amount;
For mortgages, provide a letter from the prospective lender attesting to the
expectation of making the loan in the amount and time indicated;
For leases, provide a copy of the lease including all terms and conditions of the
lease including any purchase options.

Governmental Appropriations
Provide a copy of the appropriation act or ordinance accompanied by a statement
of funding availability from an official of the governmental unit. If funds are to be
made available from subsequent fiscal years, provide a resolution or other action
of the governmental unit attesting to such future funding.

Grants
Provide a letter from the granting agency as to the availability of funds in terms of
the amount, conditions, and time or receipt.

Other Funds and Sources
Provide verification of the amount, terms and conditions, and type of any other
funds that will be used for the project.

TOTAL FUNDS AVAILABLE
Criterion 1120.210(c), Operating Start-up Costs ----—--——-- Not Applicable

It proof of an “A” or better bond rating has not been provided, indicate if the project is classified
as a Category B project that involves establishing a new facifity or a new category of service?
Yes L No U. If ves is indicated, read the criterion and provide in the space below the amount
of operating start-up costs (the same as reported in Section | of this application) and provide a
description of the items or components that comprise the costs. Indicate the source and amount
of the financial resources available to fund the operating start-up costs (including any initial
operating deficit) and reference the documentation that verifies sufficient resources are availabie.

Economic Feasibility




This section is applicable to all projects subject to Part 1120.

SECTION XXVI. REVIEW CRITERIA RELATING TO ECONOMIC FEASIBILITY (ECON)

A. Criterion 1120.310(a), Reasonableness of Financing Arrangements-—-Not Applicable

Is the project classified as a Category B project? Yes & No C. If no is indicated this criterion
is not applicable. If yes is indicated, has proof of a bond rating of “A” or better been provided?
Yes L 0 L_. If yesis indicated this criterion is not applicable, go to item B. If no is indicated,
read the criterion and address the following:

¢re alll_aﬁrailable cash and equivalents being used for project funding prior to borrowing? U
es L No

If no is checked, provide a notarized statement signed by two authorized representatives of the
applicant entity (in the case of a corporation, one must be a member of the board of directors)
that attests to the following:

1. a portion or all of the cash and equivalents must be retained in the balance sheet
asset accounts in order that the current ratio does not fall below 2.0 times; or

2. borrowing is less costly than the liquidation of existing investments and the existing
g\g%stments cl’:pemg retained may be converted to cash or used to retire debt within a
-day period.

Criterion 1120.310(b), Conditions of Debt Financing -----Not Applicable

Read the criterion and provide a notarized statement signed by two authorized representatives
of the applicant entity (in the case of a corporation, one must be a member of the board of
directors) that attests to the following as applicable:

1. The selected form of debt financing the rog'ect will be at the lowest net cost available
or if a more costly form of financing is selected, that form is more advantageous due to
such terms as prepayment privileges, no required mortgage, access to additional debt,
term (years}) financing costs, and other factors;

2. All or part of the project involves the leasing of equipment or facilities and the

expenses incurred with such leasing are less costly than constructing a new facility or
purchasing new equipment.

Criterion 1120.310(c), Reasonableness of Project and Related Costs---Not Applicable
Read the criterion and provide the following:
1. Identify each department or area impacted by the proposed project and provide a cost

and square footage allocation for new construction and/or modernization using the
following format (insert after this page).

COST AND GROSS SQUARE FEET BY DEPARTMENT OR SERVICE

A B C D E F G H
Department Total
(list below) [ Cost/Square Foot | Gross Sq. Ft. Gross Sq. Ft. | Const. $ | Mod. $ Cost
New Mod. New Mod. (AxC) {B x E) (G + H)
Circ.” Circ.”

Contingency

TOTALS

* Include the percentage (%) of space for circulation

2. For each piece of major medical equipment included in the proposed project, the

applicant must certify one of the following:




REVIEW CRITERIA RELATING TO ECONOMIC FEASIBILITY (ECON)
: {continued)

a. that the lowest net cost available has been selected; or

b. that the choice of higher cost equipment is justified due to such factors as, but
not limited to, maintenance agreements, options to purchase, or greater
diagnostic or therapeutic capabilities.

3. List the items and costs included in preplanning, site survey, site preparation, off-site
work, consulting, and other costs to be capitalized. If any project line item component
includes costs attributable to extraordinary or unusual circumstances, explain the
circumstances and provide the associated dollar amount. When fair market value has
been provided for any component of project costs, submit documentation of the value
in accordance with the requirements of Part 1190.40,

D. Criterion 1120.310(d), Projected Operating Costs

Read the criterion and provide in the space below the facility's projected direct annual operating
costs (in current dollars per equivalent patient day or unit of service, as applicable) for the first
full fiscal year of operation after project completion or for the first full fiscal year when the project
achieves or exceeds target utilization pursuant to 77 Ill. Adm. Code 1100, whichever is later. If
the project involves a new category of service, also provide the annual operating costs for the
service. Direct costs are the fully allocated costs of salaries, benefits, and supplies. Indicate the
year for which the projected operating costs are provided.

Operating costs per participant per day:
2007: $202.00
2008: $232.00
2009: $226.00

E. Criterion 1120.310(e), Total Effect of the Project on Capital Costs

ls the project classified as a category B project? Yes XOO No 0. If no is indicated, go to item
F. If yes is indicated, provide in the space below the facility's total projected annual capital
costs as_defined in Part 1120.130(f) (in current dollars per equivalent patient day) for the first full
fiscal year of operation after project completion or for the first full fiscal year when the project
achieves or exceeds target utilization pursuant to 77 Ill. Adm. Code 1100, whichever is later.
indicate the year for which the projected capital costs are provided.

Capital Cost per participant per day:
2007: $11.57

2008: $7.32

2009: $6.74

F. Criterion 1120.310(f), Non-patlent Related Services

Is the project classified as a category B project and involve non-patient related services? Yes C
No 0. If no is indicated, this criterion is not applicable. If yes is indicated, read the criterion and
document that the project will be self-supporting and not result in increased charges to
patients/residents or that increased charges are justified based upon such factors as, but not
limited to, a cost benefit or other analysis that demonstrates the project will improve the
applicant's financial viability.

"APPEND DOCUMENTATION AS ATTACHMENT 76, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
_APPLICATION FORM. R R R




Revenue
Expense
Census
Daily Rate

Capital exp.
Census
Daily Cap.

2007
2752507
1623559

22
202.19

2007
92847
22
11.57

Attachment 76
2008 2009
2771049 2236751
1865405 1817702
22 22
232.3 226.36
2008 2009
58821 54124
22 22
7.32 6.74




Current Ratio

Net Margin Percentage

Percent Debt to Total Capitalization

Projected Debt Service Coverage

Days Cash on Hand

Cushion Ratio

Cushion Ratio (current debt only)

Attachment 75

Current Assets 292,139
Current Liabilitis 162,327

32,353

Operating income

Revenue 1,191,927
Total Debt 213,845
Total Capitalization 687,494
LTM EBITDA 123,729
LTM Interest 18,147
Total Cash 4677
(Total expenses - DA)/273 4,062
Total Cash 4,677
Total Debt 213,845
Total Cash 4,677
Current Debt 2424

1.80

2.71%

31.10%

6.82

1.15

0.02

1.93




RES-CARE Date: U1-FEB-1¢ 12:21:1%6 :
BELANCE SHEET Fage: h) -
{urrent Period: DEC-(9 ‘ :

Currancy: USD
OPERATIONm462 (PREMIER ILLINGIS), LOCATION«64048 (PREMIER ILLINGIS)H

ACCT DEC-09% NOV-035 PRIDR YR END
ASSETS

Cach .
10108 CARSH: AR CREDIT CARD-CHA ©.00 0.00 0.00 .
10110 CRSH: LOCAL OFERATIONS .00 0.09 0.09 .
10113 CASH: AR MED]ICAID LBE-CH G.00 0.00 0.00 i
10117 CASH: AR MERCHANT SERVIC 0.00 9.00 .00

1010 CRSH: ZBAR-AP 0.00 0.00 g.o00

10122 CABH: CHASE EANX-PREMIER 0.00 0.0o0 0.00

10130 CASH: FAYROLL - NCB 0.00 a.00 o.00

1011 CR PAYROLL {OLD) 0.00 0.00 9.040

10133 CASH: PAYROLL -~ PNC 0.00 0.00 - 0.040

10150 CRASH PETTY CASH 2.830.98 2,840.98 2.830.58

TOTAL 2.840.98 2,840.598 2,840.58

Accounts Receivable - Agencies |
11010 R/R PRIVATE PAY 57,7140.1¢ 88, 792 .48 a0,452.068 :
11030 A/R MEDICAID {200.00) 0.00 0.00
11035 REVENUE ACCRUALS AND OTH 0.00 D.00 Q.00

11060 A/R TRACKED 1N OTHER SYB a.00 0.00 0.00

11110 A/R IHSURANCE 6B7,.477.18 560,452.33 906,565.%92

11120 A/R OTHER 0.00 a.00 0.09

11130 A/R OTHAER GOVMNT AGENCIE 82,8.2.490 52,02%.85 237,275.17

TOTAL 837,759.72 741,275, 56 1,214,293.17

Asets. Res, - Dept of Laber 0.00 c.00 ¢.co

Ascounts Receivable - Qther

12020 A/R EMPLOYEES 0,00 0.00 0.00

12040 A/R RESIDERTS/PATIENTS 70,126.25 48,796.75 3,438.50

12100 A/R CONTRA RLLOWANCE CUR g.vo 6.00 0.490 H
1213C¢ AR CTHER 1 0.00 0.4e 0.c0 :
TOTAL 7¢,126.25 48,7596.7F 3,438.20 .
Accounts Receivable - Deductions .
12070 NOH-TRADE REC EMPLOYEES 0.00 0.00C 0.00 i
13080 NON-TRADE ASSET VALUATIOD 0.00 0.00 0.00 i
13190 NON-TRAGE REC PAYROLL TA 0.00 0.oo o.C0 i
TOTAL 0.02 o.oo o.o0 {
Iaventories o.co 0.00 o.00 :
Prepalé & Current Deferred

1504C PREPAID RENT/LELSES 0.Q0 .00 0.00 :
15110 PREPAID DUES & SUBSCRIDPT 3,899.9% 4,126,661 §,499.98

151%5 PREPAID A/P CLOSE CHECKE o.co 2.00 B817.00 :
15130 FREPAIR CTHER 14,535.9% 13,i62.97 ,000.00
TOTAL 1B,445.93 17,27%.58 B,316.98

Distribvtions . 0.0n 0.00 0.00

e s e arn s = mraiqre o



Currency: USD
OQFERATION=452
ACCT

(PREMIER ILLINCIS},

Property, Plant, & Equipment
17001 PP&R CLEARING

17¢10 PPEE LAMND

L7020 PPLE BUILDINGE

17025 PP&E RUILDING IMFROVEMEN
17040 PPAE EQUIPMENT

17045 PP&E FUNNITURE & FIXTURE
17050 PP&E TRANSPORTATION EQUI
TOTAL

Accumulated Depresiation

17520 ACCM
17525 ACCUM
17540 ACCUM
17545 ACCUM
17550 ACCUM

DEP BUILDINGS
DEP BUOILDING IMPRZ
DEP EQUIPKENT
DEP FURNITURE & FI
DEP TRANSPORTATION

TOTAL

Amortizable Assers

18010 DEF CHG FRE-OPEN START U
18020 DEF CHG ORGANIZATICON COS
18040 DEF CHG GOODWILL

TOTAL

Actumulated Amorcization

18320 RCC AMCET ORGANIZATION C

18240 RCC
TOTAL
Cther Non-
16510 HCA
TCTHL

AMORT GOODWILL

Current Assgets
DEPOSITS, SUBSCRIPTI

Total RAssecrs

LIABILITIES
Accaunts P
20010 ASP
20040 A/P
20060 RSP
20085 RSP
TOTAL
hocouncs P
20515 B/P
‘20520 ASP
20525 A/P
20550 A/P
20582 K/P
20597 A/P
2p&hq ASfP
20606 AP
20610 ASP

ayakle - Vendors
TRADE

TOST REIMEURSEMENT R
CUSTODIAL FUNDS RES/
ONCLAIMED PROPERTY -

ayahle - Nan~Vendors
OTHER PRYROLL DEDUCT
FEDERAL WITERQLDING
FICA WITHHOLCING
STATE WITHHOLDING
DENTAL INSURANCE DED
EMPLOYEZ LOAN FENS10
AC ADVOCACY FUOND
RES-CARE FOUNDATION
EMPLOYEE GARNISHMENT

RES-CARE .
BALANCE SHEET
Current bPeriod: DEC-08

LOCATION=54045 (PREMIER ILLINCIS}
DEC-0%

0.00
341,007.59%9
965,576.7%
181,049.19
224,870.74

63,7R0.62
53,618.84
1,829,703.73

(619, 854.089)
{67,739.48)
(167,349.43)
i55,520.72)
(53.618.84)
1944,083.05)

0.00
0.0G
31,347.7%
81,347.75

0.00
(28,471.61}
(28,471.61)

13,820.00
13,e30.00

HOV-09 PRIOR YR EMD

0.00 4,267,895
141.007.59 343,007.59
365,576.75 965,57¢.75
181,049.19 1443.446.38
224,670.74 200,406.35
63,780.62 63,780.62
53,618.94 £3,618.84

1,82%,703.7)

{616, 635.51)
166,320.56)
{145,823.67)
(55,293.09)
{53, 61H.34)
[937,691.69)

o.COh
Q.60
8:,347.75
841,347.75

c.ou
(26,471.61)
(28,471.61)

13,830.00
13,830.00

1,881,539.71

0.00
4.00
0.00
0.00
0.00

0.go
0.00
0.00
0.00
0.040
0.00
Q.00
o.co
0.00

1,768,911.45

.00

.00
.op
¢.00

(=N e Na)
[=]
o

0.00
$.00
G.oo

1,772,106.48

(581,231.02)
{51,341.55)
{132,188.29)
(52,750.59)
(53,618.64)
{871,171.29%}

Q.00
Q.00
81,347.75
81,347.7%%

0.00
(23,472.61)
(28,472.61)

13,830.00
13,83C.00
2,197,532.36

YmmeERWEmEQs===T

{€17.00D)
(29,801.00}
Q.ao0
0.00
{21,6818.00)

0.0¢
0.00
o,00
c.o00
o.op
0.00
Q.00
0.00
¢.00

01-FEB-10 1Z2:21:18

i



Currency: USD
QPERATION=462 {PREMIER TLLINOIS),
ACCT

20611 A/P HGPS GARNISHMENTS
20620 A/P UNION DUYES DEDUCTION
20620 A/P KEALTH CARE RETMBURS
20640 A/P DEPENDENT CARE RSIMB
20650 A/P EMPLOYEE STOCK PURCH
20660 A/P EXDPENSE REPORTS
20850 R/P OTHER
TOTAL
Income Taxes Payable
Accrued Payroll
21001 ACCRUAL A/P
21005 ACCRUAL WAGES
21007 ACCRUAL HOLIDAY
21010 ACCRUAL VACATION
21020 ACCRUAL PENSION EMP CORT
21022 ACCRUAL DPENWSION
21025 ACCRUAL GROUP INSURANCE
21028 ACCRUAL HEALTH THSURANCE
21030 ACCRUAL FICA EMPLDYER
21035 RCCRUAL FUTA
21040 ACCRUAL SUTA
"TOTRL
Accrued Other
21503 ACCRUAL A/P NON-REVERSIN
21504 RCCRUAL A/P
21515 RCCRUAL PRQPERTY TAXES
21570 ACCRURL AUDIT PEES
21589 ACCRUAL ST WORKERS COMP
215%0 ACCRUAL ST PROFERTY IKEO
21591 ACCRUAL ST AUTC INSURANC
21592 ACCRUAL OTHER INSURANCE
21594 ACCRUAL ST LIABILITY INS
TOTAL
Short-Term Notes Payahle
22140 INSTALLMEKNT LOANS PAYABL
TOTAL
Intracompany Pavables
23003 INTRA-~CORPORETION
23005 INTER~CORPORATION
23998 ESUSPENSE
TOTAL
Intracompany Corporate Balauces
25001 CORP BALANCE CORBQRATE
TOTAL

Intraconpany Transfers - Receivables

Intracompany Parent/Subzidiary
Mon-Current Liabilities

REE~CARE
BALRNTE SHI
Current Peried:

LOCATION=6404% (PREMIER TLLIMODIS)

DEC-09
0.co
0.00
0.00
Q.00
0.00
0.00
.00
0.D0
0.00

0.00
(37.18E.90}

0.00
{15,034.50)

0.00

a.00

0.00

0.00
(3,580¢.20)

0.00

0.00
{55,803.60}

0.00
{&,237.01)
(22,322.00)

0.c0

0.00

Q.00

0.00

o.or

o.oC
$26,659.01)

g.o0
0.00

(273,248.99;
8,790,214 .00
0.0C
8,51£,965.01

(2,564 ,5981.35)
(2,66%,5981.25)
¢.o0
¢.00
0.00

EET
DEC-03

NOV-09

o.00
0.co
0.400

g.00
{36,B6Y.50)
¢.00
{14,785.90)
0.0D
¢.00
0.¢0
0.00
(3, QB5_46)
¢.00
0.90
{54, 740.895)

0.00
f4,161.48}
{20,456.82}

0.00

0.00

o.oo

0.00

o.a0

0.00
{24,G18.30)

0.90
c.ao0

(273,248 .99}
6,864,678.15
C.oe
8,591,425.16

{2,464,981.'35)

[2,464,981.25)
0.00
0.00¢
0.00

PRIOR YR ZND

o.e0
¢.00

0.00
[31,2606.00)
0.00
{1%,332.230}
0.00
[« ]
0.00
Q,00
{3,162.25)
0.D0
0.00
{53,754.55)

0.00
(2,2:4.15)
(21,3590.82}

0.00

.00

0.cCO

0.00

0.00

0.00
{24,614.97}

D.00
0.c00

(273,248.59)
7,88B0,315.238
a.00
7,607,070.39

[2,464,981.35)

[2,464,9081.35
D.00
0.00
0.00

Date:

01-FER-10 12:21:18

Pace:

a

1

i
i
¥




Currency: USD
OFERATICN=482
ACCT

(PREMIER ILLINOIS). LOCATICH=6£404%

Deferred Liabilities
28550 DEFEREEL REVENUE
48580 DEFERRED GARIN
TOTAL

Total Liabilities

OWNERS EQUITY
Common Stock & Paid In Capital
30017 COMMON STOCK WHOLLY OWNE
TOTAL
Retained Earningc
31001 RETALINEC EARMNINGS
TOTAL
Profit Concribukion
Transfer GiA and Fee
Wet Margins
Total Owners Equity
Total Liabilicles & Equicy

RES-CHZE

BALANCE SHEET
Current Periad: DEC-0D9

{PREMIER 1LLINOLS)
DEC=0%
.00
0.00
0.00

HOV-09

.00
6.0D
0.00

PRICR YR END

0.00
Q.00
0.0¢0

5.969,521.45

{1,034, 214,21}
{1.054,234.31)

{6,105,398.57)
{6,1685,398.57)
0.00
0.00
(611.427.98)
(7.851,060.76)
{1,8581,539.71)

6,047,0886.65

(1,054.234.21)
(1,054,234.212)

{6,185,350.57)
{6,185,398.57)
g.o0
0.00
[576,367.32)

5,042,101.42

{1,054,234.21)
{1,054,234.21)

{6,285,350.57)
f6,185,388 .57}
0.00
0.00
0.00

{7,816.000.1d)

(7,23%,632.78)

{1,758,911.45)

(2,187,531.36)

Erkcsc==TIiTLuammn

Date: J1-~FEB-10 12:21:18

Page: 4

5
L

H
H
H
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1

RES~CARE Date: 29-DBEC-05% 26:01:42
INCGME STRTEMENT Page:
Current Period: DEC-08
Currency: USD
QPERATION=262 (BHEMTER ILLINOIS), LOCARTION=-£4049 (FREMIER ILLINOIS)
0L D ACCT ADJI-07 JaN-gg FEB-08 MAR-08 RPR-08 MAY-08 JUN-08 JUL-08 AUG~0DB SEP-0B acT-0e NOV-08 DEC-08 YTD DEC-D8
e e R ER AN m—— mmmmm A e mem Ao e mmmmmm oo S SMApemmer ———————— o o - redmm—————— ——— -— - [— ————
REVEHVE
Routine Revenue
PRIVATE PAY REV 1} {7,832} {7,893} 17,877 {7,795) (7.857) (7.903) {8,037) {11,011) {10,633) {10,681} (10,628) {10,821) {108,976}
MEDICARE PART B [+] o 9 {219) q o (563) o 1,013) o {1,014} [+ ] {2,808}
INSURANCE REV R [+} o ] o a 0 0 13,400) 13,3601} {z, 201 {3.720) {3,280} (2,800] {19,360}
INSURANCE REV-L s} 0 0 [} o o 3 o {745) 0 '] 3} [ {743}
LIARILITIES REV a ] ] [+] {1.663) {10} {1.5a87) {1,624} (3,102} 4,287 1,014 (140} (1,085) (3,854)
IN HOME SUPPORT [} {306} (3,155) (1,500} (875) 12,000} {1,250} (1,625} {488} 0 1} 0 [} {11.798)
ROUTINE - ICF [1} (57,7€4) {54, 056) [56,550) (4z,018) (57,784} {55, 920) {51,546} {54,594} {53, 220) {37,634) 136,420} (37,634} {595, 970)
ROUTINE - WAIVE o (166.917) {16§,160) {:62,153) ({l44,272) {(168,037) (158,55%) (156,005} (167,965} (155,578) (146,737) [(137.568) (140,847} {1,875.197;
ROUTINE - DAY S i} o ] ¢ (865} L) (822) 12,502) (908! 16, 661) (2,465) 11,990} {1, 644) {18,2%5€)
Toral 0 (233,439) (234,261) {229,309 (197,494) {235,708) [226,603) (225,538} (243,584} (224,524) (201,234) (190,425} (194,840} (2,636.963}
Contxact/Admin Revenu
CONT/ADM, SVCE-A 0 f11,802) (6, 238) (9,969) {6,094) {9,708} {5,534) (5,563} {25,€629) {14,563) (12,585) (15, 000) {16,715} 1229,810)
CONT/ADK. EVCS-T 3} 0 {90} (650) (308} {147} {a0) (90} {80} {60} 190) [70) (75} (1, 74C)
Total o (11.802) {§.326} (10,6189) (6,202} [2,855) (6.Q18) (5,653) (15,709) {14,623} (12,679} {15,074Q) (16,794) [131,550)
Training Services Rev
OTHER REV o {29} togo} [} (25} (25} (65) {70) {70} (205} (130} {105} {95) {1,759}
Total 0 (29} {563} ‘0 (25} (25) {65) {70 {10) (205) (130} {105} {95} [1,799)
Other Revenue
INTEREST REV OT -} 1] 0 Q 0 {6756} o 0 0 o 0 0 3 (€76)
MISCELLANEOQUS R [:} o o 0 ] 0 0 0 (a0) o 1} {2¢) 0 {60}
Total lu] 0 0 a o {676) 0 a (40} ] [} {zo) 1] {736]
Total Revenue 0 (245,270} {241,569} (23%,528) (203,921} (246,265) (232,686) (231,261) 125%,403) {239,352) (214,048) (205,620} {(211,729) (2,771,049}
EXPENGES '
Labor {Wag=s,Temp Labor,Payroll Taxes, & Benefits}
Regulalr Base Pay Wage 3} 72,832 77,450 B2.4968 78,147 71,196 69,938 70,835 73,804 69,821 73,325 68,505 65,494 874,334
Workeras Comp Light Du o] o o o 0 -] o o 0 o o o [+] [+
Overtime Wages 0 1.837 2,468 3,418 3,206 7,128 7.795 8,630 4,583 2,981 2,335 2,715 2,147 49,640
Training Wages 5} 68 721 58c 111 Jes 148 746 [} 1,731 857 706 388 §,438
Total Worked Wagee o 74,735 BO,63% BE, 906 81,463 78,705 77,882 80,212 78,788 74,533 76,516 71,926 68,028 930,411
Temporary babor Servi 0 173 178 187 o [ 1,693 2,117 184 o v 133 0 (46} 4,821
PTO/Vacation Wages [} 3,262 3,415 3,383 2,921 2,629 3,105 3,432 3,395 4,392 3,864 3,724 2,370 40,491
Holiday HWages 0 1,902 2,18B€ 2,410 2,282 2,055 2,004 1,998 2,129 1,850 2,194 2,070 1,867 24,996
Othar Wages 0 o a56 B4D o 427 227 1] 819 [} 3 1,122 557 4,949
Tempo-ary Labor Wages 0 (1,00Q0) a 1] o o [ 1} a ] 1] [¢] 1] {2,000}




RES-CARE Date: 29-DEC-03 16:01:42
INCOME STATEMENT Page:
Current Period: DEC=-DE
Currency: USD
OPERATION=462 (PREMIER ILLIROIS}, LOCATIONe=6404% (PREMIER ILLINDIS)

O L D ACCT ADJ-07 JAN-08 FEB-0B MAR-0B AFR-08 HMAY-CB JUN-0B JUL-0B AUG-08 SEP-C8 ocr-o8 NOV-08 DEC-08 ¥YTD DEC-08
Total Non-Workad Wage Q 4,164 6,458 6,633 5,203 %,151 5,338 5,410 5,343 6,251 &,057 6,915 5.394 69,337
Total Wages {Excl Tem o 76,899 87,097 93,61% £6,666 B3, 856 B3,218 85,641 E5,131 80,785 B2,574 78,841 13,4822 999,748
Payroll Taxes .

FICA PAYROLL TA o 5,462 6,778 6,714 6,451 5,782 6,9%5 6,572 5,948 85,771 6,169 6,014 5,101 T4,7T1)
FEDERAL UNEMPLD Q 525 699 314 154 59 45 B2 114 74 B4 88 bk} 2,314
STATE UNEMPLOYM a 2,756 5,694 3,288 2,175 1,413 1,140 1,052 352 497 626 657 762 21,090
OTHER PAYROLL T o 144 ] [} Q ¢ [+ 0 0 0 [¢] =] 1] 124
Total o B,931 13,172 1G,314 8,775 7,254 B, 140 7.707 7,015 6,333 6.874 6,739 6,915 88,2861
Benefits {Excl Worker
LIFE IRS RDLD B o c1 100 120 109 100 100 B7 99 103 104 105 10% 1,238
LTD/LOT BENEFIT 0 138 219 282 282 261 261 261 300 300 302 102 302 3,271
Total o 300 13 402 3ol 361 361 348 359 403 406 407 411 4,509
wWorkers Compensatioa 4] 1,911 2,222 Z,297 2,160 2,071 2,078 Z,259 2,228 2,058 2.229 2,114 2,115 25,742
Medical /Haspital Bene a 3,011 2,001 2,988 2,670 2,743 2,795 2,731 1,838 2,841 2,763 Z,687 2,761 31,826
Toral Banefils 4] 4,922 4,221 7,285 4,820 4,81% 4,872 4,950 4,064 4,B9% 4,992 4,B01 4.87%¢ 57.568
Total Labor 1] 93,226 104, 2E8 10%,808 100,667 $6, 200 98,282 100,802 96,792 92,430 55,183 90,647 85,558 1,164,908

Controllable Expenses

Travel & Lodging
TRAVEL LODGING a 0 574 625 Q 208 Q 14 Q 1,177 L) [¢] 0 2,584
TRAVEL MERALS & 0 92 127 44 Q 18 2 0 37 219 0 o 0 535
ARIRFRRE TRAVEL o o 378 a ] 0 o o o 206 ¢ [ o] 580
TRAVEL RENTAL, o aQ 403 BO 7 249 33 i1 0 6 2 32 BB 991
TRAVEL EMPLOYER o 155 415 365 950 1,508 463 367 971 937 gB 1,248 597 9,304
OTHER TRAVEL 0 B40 66D S6H 1,600 {714) {4ap0)}) 134 Q [1,055} 150 4] 1,500 3,784
Total o 1,127 3,053 2.681 1,557 1,367 55 53z 1,008 1.490 340 1,340 2,1ES 17,777

Mzintenance & Repalrs
GROUNDS M&R Q 1] 6,575 2} %05 4058 405 e 2,048 1,002 1,013 1,002 &97 13,452
BUILDINGS M&R a £9 N.wa 134 [} 62 a2 3a5 501 361 351 320 ES2 5,105
EQUIPMENT M&R Q o 1,070 1,504 S5 Q 575 214 as 1,030 7 151 722 108 5,553
TRANS PORTATION s) 1,124 72 56 0 4 434 2,188 B8z o D 931 1] 5,721
OTHER M&R 0 o o qQ 1s 0 0 13ic¢ 0 0 0 417 o 562
Total 0 1,393 49,975 1,694 515 502 1,508 2,837 3,618 2,353 L, 514 3,392 1,255 30,3354
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REE-CARE dace: 29-DEC-09 16:0L:42
INCOME STATEMENT Page: 3
Current Pericd: DEC-08
Currgncy: USC
OPERATION=4623 [PREMIER ILLINGIS), LOCATION=§4049 {(PREMIER ILLINOIE)
O L D ACCT ADJ-CT JhM-08 FEE=-OB WAR=-08 RFR~LC8 MAYX-DE JUH=08 JUL-08 AUG-08 SEP-08 OCT-08 WOV-0B DEC-08 YTD DEC-08
Utilities
ELECTRICITY UTI 3] 722 889 870 1,075 702 77E 1,053 1,131 1,189 83% k3] 135 10,818
GAS UTILITIES o 1,540 1,333 1,266 o 1,193 441 163 141 166 171 3717 718 7,810
WATER & SEWER U 1} 171 132 516 gl 531 466 1493 1] 444 437 €55 31 3,678
SEWAGE UTILITIE o [} 0 0 o Q Q 0 o o o 167 0 167
OTHER UTILITIES Q 569 633 583 259 678 676 520 11 751 617 1,128 610 7,982
Total o .00} 2,%78 3,236 1,435 3,104 2,360 2,028 1,937 2,580 2,060 3,367 2,095 30,155
Communications
TELEPHONE QOMM o §52 5§21 Ba6 196 1,088 1,877 8lg 1,922 762 1.418 328 1,415 11,603
WIRELESS COMM - a 297 318 451 425 429 428 429 434 4€l 27 414 415 4,920
LONG DISTANCE C ] 0 154 54 a 26 25 {25) 1] ha 1 1] 1] 235
NETHORK COMM ] 440 1] 9 0 1] 0 [+ o 0 0 1} 1} (44l
Total ] 1,389 1,393 1,322 1.221 1,533 2,430 1,222 1,456 1,204 1.445 T42 1,830 17,198
Public Relaticnw
CLIENT/FAMILY R o Q 0 0 o 0 4] 0 7558 Q o 96 0 B5S
MARKETING & ADY o [+} o 1,480 2,020 Q o 0 1] [} o 1] 2 3,569
ADVERTISIKG PUB o [+] §3s 0 ] o 0 0 1,750 2,138 253 0 29 4,705
ADVERTISTHG HEL o 1] Q 0 o 1] o 1} o 25 o as? 0 882
DONATIONS PUSLI [ [ a 100 0 10 660 o o 100 0 0 100 570
OTHER FUBLIC RE o o] 112 Q ] o 1} 1] [} o 0 o 0 i1z
Total ] o 647 1,580 2,020 10 660 0 2,508 2,263 253 953 12% 11.023
Supplies
CLIENT SUPPLIES ] 361 0 %92 18¢ o 400 66 {49) 402 1} {26) 225 2,050
FURKITURE EXPEN Q o 13 Q ¢ 1] 262 129 1) o 0 469 a 859
GARS/OIL SUPPLIE o i,3410 3,582 1,329 1,468 1,386 1,352 1,044 1,108 993 682 815 577 13,681
DISFOSABLE MEDI [} 1,577 0 0 0 0 1] 0 0 [} L) 0 o 1,577
OFFICE SUPPLIES 1} 835 1316 13E 552 1,897 1,282 531 156 529 1,638 219 411 8,422
PRINTING SUPPLI o 1] ‘0 40 177 185 577 o 0 1s 0 8 0 982
SMALL EQUIPMENT o o [+] 4] o 0 204 ° Q Q 0 218 1} 221
LAUNDRY SUPFLIE o 1} 45 =14] 1} 50 50 ko0 o 130 50 S0 9% 6206
CLEANING SOPPLI o o 4z 96 o 1} 30 443 0 o ] 3 o 614
AWARDS / INCENTIV 4] o B2 1} 0 1] Q 0 1] 138 L 350 o 570
WEEXENTY RECREAT o 0 20 140 257 70 14 4 1] o 9 111 0 a45
MEDICAL SUFFLIE o {184} 941 1,364 1,759 318 2,390 1,072 1,736 1,989 367 1,739 1,880 15,362
HAZARDOUS MATER o [1} it o] L] 0 D 254 121 [} o 42 417 B55
BUILDINRG MAINTE o o o Q a ] [H 375 0 a7e 61 a Q ais
BILLABLE SUPPLI o Q o s} 9 o ¢ 9 @ : 0 0 258 Q 307
PRESCRIPTION ME o ] /] (1] a o [} o 0 o o Q 2B a6
QTHER. EOPPLIES Q 688 703 30 1.205 338 615 1,718 1,14% B28 811 531 731 9,344
Total a 4,716 3,850 3,717 5,550 4,264 7.17¢ 5,695 4,213 5,378 3,518 4,825 4,401 57,149
Distary Supplies
DIETARY GROCERI 0 3,068 4,332 5,729 2,78E 4,670 4,452 2,964 2.337 4,€82 3,408 3,485 3,547 45,442
DIETARY FOQOC SU 1} 2] 0 ] 1] 1] 0 o 112 1] [1} o o 11z
Total [} 3,068 4,332 5.72% 2,768 4,670 4,452 2,984 2,449 %,€£82 3,408 3,448 1,547 45,554
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RES-CARE Date: 29-DEC-09 16:01:4
INCOME STATEMENT Page:
Current Period: DEC-DS
Currency: USD
OPERATION=462 (PREMIER ILLINOIS), LOCATION=£4049 (FREMIER ILLINDIE)
O LD ACCT ADJ=07 JAN-08 FEB-QB MAR-08 APR-0OB MAY-08 JUN-08 JUL-08 ALG-08 SEP-08 QCT-06 NOvV-08 DEC-08 YTD DEC-08
Supplies Training
ELECTRICITY SUP L . Q 1] a 18 o [} o 1] 1} 1} o ] 18
Total 0 a 0 L] 18 T v} o B o o Q [} 18
Seyvices other (Excl
SECURITY SERV O a 130 0 0 130 0 ] o Q [} Q¢ o [ 260
JRHITORIAL SERV 0 1,085 1,203 1,091 1,272 1,801 1,114 467 273 455 177 278 1,090 10,413
DUES & SOBSCRIP Q b) a Q 0 ) o Q 217 [+ [¢] o 78 295
MEMBEREHIP® DUES o 0 155 165 0 60 [} o 0 200 [+] 0 535 1,115
PEST CONTROL SE o L1:] 58 58 58 1] o o 58 60 60 60 510 1,038
ETAFF ED & BEMI o 2] s00 1.500 0 0 Q 1,825 100 30 1] 320 1,501 5.786
CLIENT ED & SEM o L] 0 s} 0 s} o] 164 ] Q ] o 1] 154
EMPLOYEE BACKGR o] o 194 as s 0 [} 235 S04 104 256 335 99 1,695
EMPLOYEE RECRUL [} o [+ 1] 1} 75 Q o 265 aeo Q Q o 640
BRNK CHARGES SE 0 o 1] [} 1} [} 0 o o 1} /] k] 1] 3
TRANS ADMINISTR o 24 67 27 32 42 -3 18 112 20 20 20 20 511
OFFICE SERV OTH 0 [} c o [1] c 120 179 58 48 673 1840 180 1,738
POSTAGE SERV OT o 1 166 57 a5 4E6 11 1) 0 311 13 218 207 1,473
COURIER/OVERNIG o 130 207 1l6 185 212 15E 158 3z27 155 312 124 217 2,401
SERV OTHER MISC o 14 14 23 36 k] 23 434 23 23 23 [$X:] 188 782
Total o 1,450 2,473 3,172 1,773 2,717 1,585 3,510 1,936 2,015 1,633 1,505 4,623 28,312
¥isczllaneous
RECRERTICON NISC /] 5£ 603 1,057 7585 Q 459 1.318 700 1,077 805 1,37% 763 9.6872
TRAINING MISC E 0 o} 118 250 o s} (1] 1] Q ] o [»] 0 e
BAD DEBRT PROVIS 0 33,452 41,125 21,593 (41,618} (46, 616) 19,080 25,092 (2,506} {11,148) {6,089) 12,2315 13,266 77.867
Total o 34,208 41,854 22,900 (40,881} {46,£E15) 39,539 26,410 (1,808) {1e,071) {5, 283) 13,8614 14,030 87,915
Brofessional Serv (Ex
PAYROLL SERVICE o 180 128 133 157 174 56 103 115 111 l8s i23) 64 1,425
CONSULTANTS/CCH 0 5,282 11,994 $,040 10,727 11,720 10,217 9,154 2,085 3,229 2,400 3.043 2,369 81,260
QTHER PROF SERV (1] 1) o 0 o 0 70 ] o 0 [s] c 525 995
Total [ 5.482 12,122 5,172 10, 8E4 11,8585 10,384 9,257 3,200 31,335 2,586 3,020 3,358 81,675
Totel Controllable Ex 1} 55,618 82,378 55,20% (12,063} (16,544) 70,108 54,456 19,527 15,243 11,574 16,244 37,451 409,175
Operating Contribution ] {96,420) i54, 203) (74,916} {115,337) (166,5221 (64.298) (76,002} {143,084} {131,6759) (107,230) {78,528} (88 680} {1,196,965)
Operating Coatribution M n/m 35.31 22.44 31.22 %6.56 67.62 27.63 Jz.88 55.16 55.01 50.12 38.1% 41.88 43.20
Non-Controllable Expenses R
Depreciation
BUILDING DEPREC 0 3,219 3,219 3,213 3,21% 3,218 3,219 3,21% 3,219 3,218 3,119 3,319 3,219 18,623
BUILD IMPROVEME o 703 703 k] 733 733 731 733 TBY 1,137 1,106 1,132 1,114 10,347
BQUIFMENT DEPRE o £46 646 646 646 646 646 646 646 646 646 €57 751 7,886
FURNITURE & FIX a 263 263 244 254 249 249 245 248 249 228 228 228 2,952
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RES=CRRE bace: 29-BBC-09 16:01:42
INCOME STATEMENT Page : 5
Current Period: DBC-08
Currency: USD
OPERATION=462 {PREMIER ILLINOIS}, LOCATION=64049 !{PREMIER ILLINOQ1S) i
0O L D ACCT ADJ-07 JAN-08 FEB-08 MAR-0H APR-DB WAY-08 JURI-08 JUL-D8 AUG-D8 SEP-0B OCT-08 HNOV-08 DEC-0B YL DEC-0B H
Toral 0 4,830 4,830 4,841 4,852 %, 847 4,847 4,847 4,903 5,251 5,198 5,234 3.311 §9,78%
Insurance
FLEET LEIRBILITY 1] 176 1,035 1,394 1,294 1,294 1,254 1,334 1,324 1,334 1,334 1,324 1,087 14,721
Total [ 776 1,035 1,294 1,294 1,254 1,294 1,234 1.334 3,334 1,334 1,334 1,087 - 14,721
Rent/Leage .
LAND & BUILDING [1] 15,024 15,024 16,614 14,229 12,817 132,838 11,251 12,638 12,838 13,317 132,317 13,377 165,482
MACH & EQUIP SH Q o o a o] 154 o Q 194 [} o 194 o 563
WACH & EQUIP LO Q 126 126 126 126 127 127 127 127 127 127 127 127 1,523
TRANSPORTATION Q 1,271 1.222 3,060 3,427 2,278 2,471 2,210 2,297 2,281 2,312 2,245 2,080 27,175
Total g 16,422 16,372 15,800 17,783 15,416 15,436 15,687 15,457 15,258 15,756 15,883 15,593 194,863
Taxcs & Licenses
BUSINESS TAXEES Q L} [+] 0 o ] [¢] [+] 0 125 125 i25 125 200
TRANSFORTATION i} ] a8 o ] 0 a9 189 168 3 0 o 1] 519
REAL PROPERTY T Q 1,821 1,821 1,621 1,821 1,165 1,783 1,783 1,743 %.783 1,783 1,783 1,783 20,910
Total o 1,821 1,910 1,822 1,821 21,1865 1,872 1,952 1,952 1,911 1,508 1,908 1,508 21,545
e — e —_— . o e ———— e —— ¥
Total Neon-Controllabl o 23,8489 24,148 27,756 25,749 22,721 23,448 23.820 23,642 23,753 24,195 24,159 23,879 291,322 i
Total Expenses L] 172,691 211,514 192.768 114,333 102,464 191,838 179,078 139,962 131, 42¢ 130,952 151,451 145,928 1,865,405
Contributien 1} (72.5759} (30,058) (47,159) (B9,588) (143,801} {16, 848) {52,182) {119,442) {107, 925) {83,094} (54,169) {64,800} (505,643)
tossYosecsE OOIECEEEEE Ew uE xmm EREEERRRA N smmEo ====zz=azzsm oz ====rccoss sszzsssTess
Concributicon Margin & n/m 29.5% 12.44 19.66 43.93 56,18 17.585 22.56 4€.04 45.09 3g.e2 28.34 30.61 32.68
Contribution excl BEad Ce 5] (108,031} 171,3811 (68, 752) {47,970] (97, 185) [79,928) (77.275) {116, 215} {96,778) {77,005} {(66,404) (76,067} {$83,510)
SccoorEDTa foumlsSSma mascssscun == wmeaRs EmasEmEeRe NEeEsNSFHE PeSsEEmEE= SESSE=EERE == = == = moaa aum
Cantribution Margin ¥ ex nfm 43.23 29.47 28.66 23.52 39.46 34.35 33.4) %5.08 40,43 35,98 1z.29 36.B7T 35.49
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RES-CARE Date: X9-DEC-09 15:59:)1
INCOME STATEMENT Page : 1
Curyent Period: DEC-06

Currency: USD
OPERATICN=-462 (PREMLER ILLINOIS}, LOCATIOH=64049 (PRBMIER ILLINOIS)

Q L D ACCT ADJ-0G5 JAN~CE FEB-06 MAR=-0€ APR-06 MAY-06 JUN=06 JIL-G6 ADG=06 SEP-08 OCT-06 NOV-0E DEC-06 YTD DEC-06
REVENUE
Rourtine Revenuc
PRIVATE PAY REV 4] 0 o o 0 0 1} 0 {20) o o o o {20}
INSURANCE REV R o a 1] 0 0o 1] 0 [¥] {230,321) 239,321 1] [ 0 1]
LIABILITIES REV [+] 104 0 a o] {10} [8-11)] {z0) (1] {ap) {30) (60) (10} {166}
IN HOME SUPPORT 2] 0 a 9 0 "} 0 0 o {4,111 4,111 Q 0 0
ROUTINE — WALYE o] (21, 751) {178,516} {2313,215) {240,400) {242,898) (247,908) (283,218) (ga,235] (499,622) {264,894) {252,141) 1253,972) {2,952,776)
Total 0 {211,647) (178,516} (233,215) (240,400) {242,9%06) {247,988} (283,248) (274,606} (273,441} (260,814) (252,201) (253,982) (2,952,962}
Contract/admin Revenu
CONT/ABM SVCS-A 1] (5,080} {4,585} (B,85%) {7.,532) (8,224) (5,248} (6,717} (5,560) {5,950) {5,178} {6,296} (9,803) {80, #11}
CONT/ADM SVCS-T c {12} (78} 4 o (195) 25 0 o (90) {80} 0 [+ (490)
Taotal [+ {5,132} {4,662) (8,859} {7.532) (8,419) {5,223) {6,771 {5,960 (6.040) *  {6,258) (6,296) (9,803) {eo,s01
Training Services Rev .
OTHER REV qQ {1,098} {1,213) {6,027) (145) [3,929) (B0} {€,402) {110} {20) 1] {55D) {1,645) {22,318}
DIRECT COIT REV a 0 o o 0 o o o 0 9 {4,11%} 0 o {4,111)
Total 0 11,098} {2,213} (6,027) {145} {3,529) {80} {6,402} (210) (200 4,111} {550} {1,645) 126,429}
Total Recvenue a (217.878) (185,351) 1{248,101) {248,077) (255,254) {253,291} {296,366} (280,776} (279.501) (271,182} (259,047) (265,430} [3,060,293}

EXPENZES

Labor [Wages,Temp Labor,Payroll Taxes,& Benefice)

Eeqular Basa Pay Wage Ju] 53,886 54,991 60,871 56,003 58,703 51,767 5p,521 55,792 57,682 63,114 58,084 60,0493 661,467
Workers Comp Light Du ¢ o 0 0 0 0 0 o [} Q 0 0 Q [}
Overtiwme Wages o 10,548 11,901 8, 260 5,716 5,599 5.861 5,941 4,597 7,041 6,436 5,363 4,131 81,396
Training Wages o 1] 0 0 0 Q 1] 1.5176 2,€15 6,155 1,755 110 0 12,872
Total Worked Wages ¢ 64,434 66,895 69,132 61,719 64,102 57,628 56,039 63,003 70,876 71,306 64,218 64,180 775,733 .
Temporory Labor Servi o 6,434 4,239 3,372 3,286 1,940 2,965 7,190 2,635 5,402 5,205 7,090 6,498 56,256
PTO/Vacation Wageg 4 1,608 2,214 2,546 2,969 3,076 2,450 3,361 3,012 3,786 1,273 3,351 3,172 35,098
Incentive/Bonus Wages o 0 139 a8 250 4] 0 1] 150 413 234 145 76 1.705
Holiday Wages '] 1,512 1,528 1,765 1,552 1,717 L,498 1,456 1,550 1,807 L, 741 1,855 1,784 19,367
Other Wages o 0 77 0 950 o a o 1] Q 1] o ] L, 0E7
Total Ron-vorked Wage a 3,400 3,958 4,40% 5,761 4,793 3,948 4,817 4,712 5,807 5,246 §,351 5,032 §7,237

Total Wages (Excl Ten a 67,834 70,854 73,541 67,480 9,086 61,576 62,0855 67,715 76,684 76,553 69,569 69,213 832,970




RES-CARE Date: 29-DEC-09 15:59:31
INCCME STATEMENT Page: F
' . X Current Period: DEC-D6

Currency: 0USD
OVERATION=462 {PREMIER ILLTNGIS), LOCATION=6404% (PREMIER ILLIHQ1S)
O L D ACCT ADJ-05 JRN=06 FEB-06 MAR-05 APR-DE MAY-06 JUH=06 JUL-08 RUG-D6 SEP-C6 OCT-86 HOV-0E DEC-06 YTD DEC-CE

Payroll Taxes

PICA PAYROLL TA 0 5,435 4,711 5,511 4,878 4,989 4,665 4,695 4,772 5,651 5,316 5,240 5,355 61,238 |

FEDERAL UNEMPLO 0 s02 446 407 96 72 48 40 51 1cs 75 72 23 1,942 t

. STATE UNEMPLOYM 0 2,822 2,718 (2,512} 1405} 32 3,877 gig 600 1.096 9.5604 666 636 19,441 i

OTHER PAYROLL T ¢ 0 [+} o 5} D ] o a 23 [} Q 0 28 :

Toral o 8,758 7.885 3,405 4,569 5,392 7.790 5,553 5,426 6,884 14,996 5,578 6,004 832,650 «

Benefits {Excl Worker ‘

LIFE INS ADLD B o 62 &5 54 82 a7 85 [:1 90 [:[+] 99 95 92 976 H

LTD/LOT BEWEFIT 0 89 127 131 148 143 148 1439 149 144 154 154 164 1,701 ¢

PENSION RENEFIT ] 402 3g8 563 429 334 336 362 346 521 324 336 334 4.654 ;

t

TUITION REIMBUR [} 9 0 0 0 0 1,960 o o o 0 1 0 1,960 .

OTHER BENRFITS o BE 0 o ] 0 a 0 0 o 0 0 1,075 1,161 t

Total o 539 561 755 859 1 11:] 2,529 596 584 745 57€ 585 1,E55 10,452 “

Workers Conmpensation [} 2,357 2,452 2,811 2,289 2,391 2,161 2,301 2,434 2,837 2,644 2,601 2,663 29,740 M.
¥edical /Hospital Bene Q 2,923 2,411 1,533 2,128 2,382 4,38z 2,BB% 2,885 1,848 2,882 3,009 2,657 29,953

———————— - — — —— - i

Total Bensfite o 5,280 4,683 4,144 4,428 4,773 4,543 5,186 5,319 4,683 5,525 5,610 5,320 55,693 _

Total Labor o B8, 946 88,432 85,217 80,422 81,768 79,403 81,379 81,674 94,198 102, 856 88,832 gB,689 1,042,021 !

!

Controllable Expenges H

Travel & Lodging :

TRAVEL LODGING ] 0 o 0 o} o 173 a07 1,006 583 o 2,669 '

OUT OF ETATE Lo [ o [} 162 7 534 o 0 ] 0 ¢ 695 H

TRAVEL MEALS & [} 511 656 546 80 o 11 388 9 193 9 2,437 i

OUT OF STATE ME [} a s} 31 53 53 0 0 0 o o 252 ]

RIRFARE TRAVEL o Q o 122 o 1,227 0 238 725 61 o 2,344 i

TRAVEL RENTAL, [} 55 28 224 159 105 83 501 345 74 150 2,039 '

OUT OF STATE RE o -} 0 o <} 356 a9 o 0 0 o 432 i

TRAVEL EMPLOYEE [ 267 199 436 451 165 296 351 0 431 142 3,283 M

OUT OF STATE EM o 0 o . a o 8 o 0 0 Q o ] i

OTHER TRAVEL t 770 746 604 905 758 646 770 1,240 665 745 9,115 t

——— —— m——— - PR— ——— 1

Total o 1,548 1,629 2,186 1,649 3,206 1,258 3,156 3,324 2,012 1.046 23,879 i

Maintenance & Repairs -

GROUNDS M&R 0 885 500 o o aBS 750 BS54 B54 1,737 1,782 10,080
BUILDIMNGS WER o 1,689 945 845 907 2,228 1,007 3,795 202 359 12,323 24,844
EQUIPMENT M&R o a7 170 191 165 62 14 74 185 133 479 3,846
TRANSPORTATION o 263 57 [ 53 0 0 287 552 o 1,047 2,359
OTHER M&R [\] 0 86 0 0 o 0 0 [ o o 86
Total o 3,124 1,767 1.036 1,024 2,674 1,771 5,010 1,793 2,229 15,600 41,215

Utilities




RES-CARE

Dare:

29-DEC-09 15:59:31

INDOME STATEMENT page: 3
Current Period: DEC-06
Curxency: USD
GPERATION=462 (PREMIER ILLINOIB), LOGCATION=G4049 (PREMIER ILLIRCIS)
0 L D ACCT ADJ-05 JRN-06 FEB-D6 MAR-0& APR=-06 MAY=DE JUN-D6 JUL~DE alUG-08 SEP-06 CcCY-DE& NOV-06 DEC-D& YTD [DEC-06
ELECTRICITY UTT Q 662 591 134 440 534 691 1.078 1,42% 1,220 944 525 716 9,563
GAS UTILITIES o 1,274 1,022 972 521 255 125 203 75 22 a3 350 -1} 5.495
WATER & SEWER O 1] 542 267 121 0 430 1] 154 169 &77 43 522 398 3,122
OTHER UTILITIES ] o [v) o ] [} 0 191 268 373 327 560 435 2,153
Total ] 2,477 1,880 1,827 961 1,218 820 1,625 1,942 2,091 1,397 1,957 2,137 20,332
Communications
TELEFAONE COMM o 1,752 351 179 747 813 1,13¢ E27 1,238 210 659 613 478 5,401
WIRELESS COMM - o 522 365 266 252 Z35 264 256 252 228 227 374 311 3,857
LOMG DISTANCE C ] 509 1] 492 1B6 147 154 156 131 85 an 58 70 2,018
HETWORK COMM o 0 0 1+ 0 o] 0 o 34 Q o [+] o] 34
OTEER COMM 0 60 o} 60 kL] 3o kD 1] 70 30 o 60 1] 369
Total 0 2,844 716 1,506 1,215 1,229 1,562 1,039 1.72% 553 966 1,145 859 15,3890
Public Relations
RDVERTISING PUR 0 a a a 17 343 245 1,507 1.165 75 a0 a7 0 4,045
ADVERTISING HEL 0 Q 1,112 o 1,al2 ) 1,538 (1] 1,588 1,238 1,091 2,278 1) 10,357
DOMATIONS PUBLT 0 o 0 o [} 0 1,000 560 1] 0 1] 150 193 1,503
OTHER PUBLIC RE 2 Q 1] joo o 0 o 1] 1] L] 1] 0 0 300
Total a o 1,112 300 1,149 943 3,183 2,063 2,753 1,314 1,130 2,4€5 193 16,605
Supplies
CLIENT SUPPLIES - 1] T88 190 484 B 579 1,212 765 1,050 160 154 758 362 6,650
FURNITURE EXPEN 1] o o 2} o a o 1,481 [1,4B2) 475 Q a 425 S04
GAS/OIL SUPPLIE Q El3 522 494 710 -1 856 1,170 1,123 1,044 1,130 827 434 9,9%0
OFFICE SUPPLIES [} 958 :1: 78 a08 169 763 298 398 £17 asl 996 271 5,324
PRINTING SUPPLI o o] o 0 s} 0 o o a 0 358 D 60 478
LAUNDRY SUPFLIE o o o Q o ] o] 4] 161 89 45 Q L) 295
PaARDS / INCENTIV o 207 105 169 146 454 687 381 333 k1Y B&B 210 2,486 7,108
WEEKEND RECREAT Q 2,132 1,312 1,002 1,318 1,161 1,443 1,615 1,412 1,376 1.481 1,162 469 15,480
MEDICAL SUPPLIE (1] 1,137 B2A 816 1,141 83 1,606 1,143 670 958 1,570 €S 438 11,9649
PRESCRIPTION ME o 1,312 1.589 4,342 1,016 2,913 4,543 1,828 1,062 3,614 1,210 584 &84 24,556
OTHER SUFPLIES 1} 180 92¢ 446 303 540 as 1,883 63% {707) 243 1,6%9 517 6, 986
Total 0 7,527 5,371 7.832 5,050 7.785 11,229 10,675 5,361 8,088 7,020 7.7112 G, 486 91,135
biecary Supplies
DIETARY GROCERI 0 5,421 4,108 4,330 4,444 4,927 4,545 5,202 3,828 3,904 4,540 4,742 4,0%1 54,082
FURCHASER MEALS Q 912 o] 0 o o 0 o 1] o o ) [} a3
DIETARY NCN-FOO Q 686 233 o 0 o 0 ¢ 0 1 o a o 919
Total 0 6,200 q,341 4,330 4,444 4,927 4,545 5,202 3,828 3,504 4,540 4,743 4,091 55,0913
Services Other (Excl A
SECURLITY SERV O o 125 180 o 125 o 1] 125 ] ] 240 a 1] 795
JANITORIAL SERY 0 269 269 214 269 215 724 1,086 1,116 1,311 1,075 [=1:]:} 1,129 8,529

i




RES-CARE Dace: 29-DEC-09 15:59:131
INCOME STATEMENT Fage: 4
¢current Period: DEC-Q5
Currency: USD
OPERATION=461 |PEREMIER TLLIKDIS), LOCATION=6404% {EXREMIER ILLINQIE}
O L D ACCT ADJ-05 JAH-0& FED-06 MAR-0E APR-06 MAY =06 JUN-06 JUL—G6 AUG-06 SEP-G6 OCT-06 KOV=06 DEC-06 YTD DEC-0&
MEMEERSHIP DUES 1) 4] 540 L] 1] L1} o 1) . 0 1] o o 490 1.030
PEST CONTROL SE ] o 0 9 1] g 1} 0 o 1156 G4 5B 0 238
STAFF ED & SEMI o ] 31l 450 4] 280 1} 275 0 278 1,586 o] 0 3,183
EMPLOYEE RECRUI ] 227 32 209 a5 215 86 4] 126 - 11 158 163 32 1.489
BANK CHRRGES SE o 29 27 6 24 200 26 35 [} o 76 25 28 501
TRANS ADMINISTR a 5 24 52 24 24 24 52 52 24 24 24 24 355
POSTAGE SERV OT Q 355 [} 109 487 317 352 146 o 40 33% 0 207 2,324
COURIER/OVERNIG 1] a2z [3:] 51 1459 226 211 181 35 4393 203 138 229 2,11%
SERVY OTHER MISC 1] 14 14 14 i4 14 14 14 14 14 14 14 14 162
Tatal 0 1,315 1,467 1,125 1,097 1,514 1,432 1,886 1,383 2,372 3,780 1.306 2,152 20,735
Miscellancoun
BAD DEBT FROVIS [v] 30,450 25,131 (40,378} 25,145 (79.038) 12,794 18,478 29,132 (7.6898) (114,108} 1B,38% 24,194 {57,610}
Total ] 30,450 25,131 (40,378) 25,145 (79, 038) 12,754 18,478 29,232 {7.058) {114,108} 18, 3E9 24,154 (57,610
Professional Serv (Ex
PAYROLL SERVICE Q 160 143 202 191 136 a3 125 146 134 170 124 143 1.7586
CONSULTRANTS/CON o 6,411 14,371 12,953 14,667 16,219 14,885 15,289 16,247 15,708 9,991 14,711 11,732 166,184
DENTIST PROF SE 0 1] o} Goo 600 0 0 1] o Q 0 1] 1] 1,200
Total 1] 6,582 14,514 13,755 15,458 16,355 14,968 18,4214 16,393 15,842 10,161 14,835 11,865 169,141
Total Conkrcllable Ex b} 61,964 58, 92% {6,482) 57,1892 (319,1886) 53,587 52,14¢ 67,511 34.431 (79,5996} 56,782 68,622 395,904
Operncing Centributich a {66,967} (38,030) ({169,365) (110, 454) {212,671) (120,305} {152,847) {131,186} 150,672} {248,323} (113,421) (108,119} (1,622,367)
Cperating concribution n/m 30.74 20.51 6B.26 44.53 81.32 47.50 51.57 46.72 53.91 91.57 43.78 40.73 53.01
Non-Contreollable Expenses
Depraciation
BUILDING DEPREC L1 3,219 3,219 3,219 3,219 3,21% 3,219 3,218 3,218 3,219 3,219 3,215% 3,219 18,623
BUILD IMPROVEME L1} 329 329 328 329 329 401 401 401 445 445 445 445 4,611
EQUIFMENT DEFRE o 14 14 14 14 14 14 34 86 a5 130 101 141 524
FURNITURE & FIX [v] 41 41 41 4l 41 41 41 41 77 7 17 7 635
Total [+] 3,603 3,603 3,603 3,603 3,803 1,675 3.696 3,747 3,827 3,871 3,841 1,841 44,515
Insurance
FLEET LIABILITY a 730 730 730 T30 730 730 149 749 749 TAR T®S 749 g,868
OTHER INSURANCE aQ Q 0 4] a il 0 99 99 o 0 [\] o 198
Tokbal a 730 730 730 TiQ 730 730 a4a a48 748 T8 749 749 89,0686
Rentc/Lease i
LAND & BUILDING 1] 1,475 1,475 1,475 1,475 1,743 2,022 2,397 2,3%7 2,999 i, 1irm? 3,207 3,192 27,034
MACH & BQUIP 1O 2] 126 126 126 126 126 126 126 126 126 126 126 126 k,517
TRANSFORTATICHN 0 1,946 1.361 1,162 1,36% 1,363 1,370 1,375 1,370 1,364 1,359 1,352 1,368 16,959
Total 0 3,548 2,962 2,982 2,970 3,233 3.518 3,888 3,853 4,450 4,862 4,607 4,6BE 45,510

¥
i
4

s

3
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RES-CARE Date: 29-PEC-09 15:59:31
INCOME STATHMENT Page: 5
Current Period: DEC-06
Currency: USD
OPERATION=462 (PREMIER ILLINOIS), LOCATION=64043 (PREMIER ILLTNQIS)
O L D ACCT ADJ-05 JRN-06 FEB-DE MAR- D6 APR-D& MAY-06 JUN-06 JUE-05 ADG-C6 SEP-06 OCT-06 NOV-0§ DEC-08 YT DEC-06
Taxew & Licenves
TRAMSPORTATION o o 1] 83 o o 4] a5 169 "] +] o o 34E€
REAL PROBERTY T ) 1,703 1,702 1,763 1,703 1,749 1,749 1,749 1,749 1,749 1,749 1,749 1.749 20,804
Tokbal o 1,703 1,703 1,792 1,703 1.74% 1,749 1,838 1,918 1,749 1,749 1,749 1,749 21,150
Tacal Neon-Ceancrollabl [+] 9,584 8,998 9,088 9,006 9,315 9,672 10,279 10,405 10,014 11,030 11,028 11.025% 120,241
Tctal Expenses 0 160,494 15§, 3589 87,823 146,619 51,898 142,662 153,758 159,996 139,642 313,850 156,650 166,316 1,558,166
Contributian 0 {57.384]) (29,032 (160,278) {101, 458) [203,356) {110, 629) {142,568) {12Dp, 780} [13%,858) (237,292) {102,397 (97,093) [1.502,1286)
[ — HmEE BWEmmsEMSE awsssEETT EEEmIE CEEEeSEECE CEEEESAAES SsamEdEmkRs TEAmWsfRESE EEEnSssss= SSSCUesAMS OOSTSSEINES TISSCommwe RAGESSSacow
Contribution Margin % n/t 26.34 15.66 64.60 40.90 79.67 43 .68 48.11 au.ou. 50.04 BT.50 39.53 36.58 49.08
Contribution excl Bad De v} {87,831) (54,164} {119,900} {126,603} (124,316} {123,423 (LEL, 046} (150,012} {131,960} (123,184} {120,787} (121,287) (1,444,516}
- S P MBaLirGeM EEToCsEiew AMSNIEIZIST maBmmSc—== mesAmmEsEE SURf=RCEEN NFA4RSOSSE SeeswMECSS SaosaARWEEs CTEoRssess SLCOMESESR RSSSSTSaGSE
40.31 29.22 48.33 51.03 48.70 48.73 54.34 53.43 47.21 45.42 46.63 45.69 47.20

Contributicn Margin ¥ ex n/m

R

T
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RES-CARE Gate: 29-DEC=09 16:05:24
INCOME STATEMENT Page:
. Current Period: DEC-07
Currency: USD
OPERATION=462 (PREMIER ILLINOLS), LOCATION=64349 (PREMIER ILLINCIS)
o L D ACCT ' hDJ-06 JAN-07 PEB-07 HAR-07 APR-07 MAY-07 JUN-07 JUL-07 AUG-07 SEP-07 oCT-07 HOV-07 DEC-07 YTD DEC-07
REVENTE
Routine Revenue
PRIVATE PAY REV o (7,812) {7, 056) (7.812) {7.560) 17,812} {7,560) {7.812) (7.917) (7.650) (7.917) (7.624) {7.852) 192,384a)
MEDICARE PART B ] 0 o 0 0 0 0 (2,031) (1,563} (a44) {1,500} (281) {3751 (6,594}
L1ABILITIES REV o (39} -] 1} 1} 0 Q [} 0 ] 1} 0 o 30}
IN HOME EUPBORT o a [} [s} Q (188) 1] {5831) {375} (938) (313} (2,15€) (750) {5.250]
ROUTINE - ICF 1] {59,445) (53,692} (56,748} (56,126 (57,784) (55, 520) 157,764} (57,784} [55,920) {56,259} [51,726) {52,891) {674,080)
ROUTINE - WR1VE 1] [162,434) {141,190} {119,819} (97,631} {104,325} {14%,750) (162,680} {194,664} {211,666) {206,687} (174,812) [(177,556) (1,B98,216)
Total 0 (228,721) (201,938} {1B€,380) (161,318 {170,112} {213,230) (230,838} (258,302) {277,017) (272,676) (236,599) (239,424) {2,676,553}
Contract/Admirn Revenu
CONT/ADM SVYCS-h Q {8,272} (6,488 (5,141 (6,504) {7,411} (2.234) (3.505) {1,484} {2,278} (5,380} {5,501} (9,306} {63,505}
CONT/ADM SVCS-T 2] Q {821 a 0 o L] 0 1] ] {120} {90} {50} {342)
Total [+] (8,272} {6,570} {5,141} {6,504 {7,411} {2,234) [3,505) {1,484} (2,278) {5, 500 (5,59%1) {9,356) [63,847)
Training Services Rev
OTHER REV [} {640} {3,691} 3,561 (3,422} {3.379) {947) {100} {150} (432) 1,190} {87) [} [10,45€)
DIRECT COST REV 0 ) (166} [ Q 0 [*} 0 o 0 0 o [} 1166)
Total a 1640) {3,857} 3,581 13,4221} (3,379} {947} {100} (150) (432) {1,190} (a7} L {10, §23)
other Revenus
MISCELLANEOUS R Q V] 1} a [} (522) 0 {746} {(280) [ 1} 0 [} (1,548)
Total Q ] 0 a 1} {522) 1] 1746} {z80) ] 9 ] ) (1,548}
Tatal Revenue 0 (217,633) (212,366} {187,940) (171,243) (1BL.425) (216,4l0) (235,183} (260,215) (279.72?) {275,365) (242,276) {246,760} (2,752,570)
EXPENSES .
Lahor {Wages,Termp Labor,Payroll Taxes, & Benefite)
Regular Bage Pay Wage 0 63,839 62,066 65,385 57,587 57,295 56,026 57,388 65,501 73,284 74,686 69,288 66,103 170,249
Workers Comp Light Du o [} ] [} 3} | 1] ] 9 0 o Q 0 0
Cvertime Wages 0 5,452 3,512 1,434 226 1,209 1,823 2,452 1,996 57 2,391 3,221 2,889 26,462
Training Wages 0 1,066 [H 1,199 Q 32 [} 82 Tz ] 78 1,143 184 4,524
Total Worked Hages Q 70,357 65,578 68,018 57.814 58,536 57,849 §9,523 66,239 73,341 77,153 73,652 10,976 ap1,435
Temporary Labot Servi [ 11,231 4, BES 6,842 [ 0 1086 5,748 2,982 [ 173 5,208 [ 17.555
PTO/Vacation Wages o} 1,085 2,199 3,108 3,215 1,504 3,555 3,072 3,672 3,229 3,109 3,222 3,315 36,288
Incentive/Daous Wages 0 0 1] 361 1] 1} 225 a 75 o 0 a 225 ‘BBE
Holiday Wages [\} 1,730 1,771 1,923 1,615 1,833 1,557 1,551 1,803 2,084 2.141 2,014 2, ueh 21,B50
Other Wages s} 0 49 196 [ ] 1] [} [1] o a5 0 [ 591
Temporary Labor Wages 0 0 0 a o o 0 Q Q I+ 1] o 1,000 1,000
Total Non-Worked Wage 1] 4,816 4,320 5,589 4,830 3,137 5,336 4,622 5,550 5,314 5,295 5,234 £, 608 60,655




RES-CARE Date: 25-BBEC-05 16:05:24
INQOME STATEMENT Page:
Current Peried: DEC-D7

Currency: USD i

OPBRATION=462 (PREMIER ILLIRDIS), LOCATION=64049 (PREMIER ILLINOIS)}

O L D ACCT ADJ-08 JAN-07 FEB-Q7 MAR=0D7 APR=07 MAY.07 JUN-D7 JUL-07 ALG—07 SEP=07? oCT=07 NOV-D? DEC-07 YTh DEC-07
Total Wages (Excl Tem [ 75,173 69,897 13,607 62,643 El,673 63,185 65,546 73,789 78,654 B2,448 78,3890 77,585 862,090
Payroll Taxes

FICA PA'YROLL TA a 5,315 5,a86 6,406 4,040 S.122 5,461 4,479 S, 609 5,853 5,752 5,723 5,894 65,150
FEDERAL UNEMPLO 1] 503 958 242 55 56 15 43 &7 33 s 5z BO 1,884
STATE UNEMPLOYM a 2,643 2,783 3,360 1,157 915 595 589 1,018 636 50% 422 591 15,221
OTHER PAYROLL T 0 o] [+ o 0 0 o] 1] 23 [ (1] G Q a3
Tocal o B,461 B,747 10,009 5,292 6,094 6,201 5,111 6,717 6,548 6,300 £,196 6,567 82,278
Banafits (Excl Worker
LIFE IHS AD&D B 1} 57 82 85 71 72 16 78 100 x03 103 99 100 1,075
LTD/LOT BENBFLIT o 197 180 172 177 133 154 156 181 2213 234 + 224 224 2,262
FENSION BENBEFIT 1} 302 276 414 224 89 &0 0 [ 0 =3 [i] 0 1,374
Total 0 596 §57 671 472 3i0 289 235 281 36 327 323 324 4,713
Workers Compensaktion 0 2,134 4,028 2,177 1,773 1,729 1,774 1,873 3,158 2,387 2,403 a.364 2,528 25,329
Medical/Hospital Bene [ 2,768 1.374 821 1,417 1,799 1,932 1,514 1,312 1,509 2,148 2,09% 1,766 22,270
Total Benefits 1] 4,902 3,402 2,998 3,190 1,528 3,717 3,747 3,470 4,296 4,551 4,463 5,294 47,599
Total Labor o] 100,364 87,489 94,127 71,597 71,605 73,878 79,427 87,238 89,859 83,800 95,0480 89,769 1,034,233

Cantrollable Expenses

Travel & Lodging
TRAVEL LODGING a o 1a3 [ 455 ] 640 148 0 0 4] o o 1,382
OOT OF STATE LD Q [s] 733 ] 0 0 (1] 2 1,319 0 489 o] 0 2,541
TRAVEL MEALS & Q 1s 234 o 323 155 {so} 68 a 199 4] [+] 147 1,103
OUT OF STATE ME [} 0 i23 o Q 57 (1] 0 126 2 358 [+ 1] 664
ATRFARE TRAVEL o 6568 3i2 298 107 543 [1] 0 196 o 0 ] 1) 2,142
TRAVEL RENTAL, ] 24 L1 72 BS 10% 461 34 1 18 ) &2 T2 1,042
OUT OF BTATE RE o a 124 o 0 10 [} [} o o is0 [} Q 324
TRAVEL EHMPLOYEE o] 313 3as 529 6§30 1lo 96 268 721 92 513 §74 738 5,370
OTHER THAVEL [} 467 838 795 1,1SE 555 s} 741 539 710 1,220 1,266 1,260 9.549
Total [ 1.488 3,019 1,694 2,737 1,833 i,128 1,262 2,907 1,010 2.829 2,002 2,218 34,127

Maintenance & Repairs
GROUNDS MiR 0 0 618 2,647 478 1,11p 502 525 S60 525 525 1,265 2,625 11,475
BUILDINGS M&iR o 8,907 5,040 1.853 122 [ 543 530 6§42 7481 k1) 131 & 19,334
EQUIPMENT M&R [+ a0 2,026 844 126 434 101 99 391 1,057 570 k11 104 6,179
TRANSFORTATION o] 229 a5 a 378 3& 128 Q [i] 33 454 253 B78 2,422
OTHER MER [+] o 0 (1] ] o o o 690 o ] a 0 690
Total o 9,196 7,716 5,344 1,145 2,010 1,34 1,254 2,283 2,398 1,857 2,014 3,612 40,164

2




RES-CARE Date: 25-DEC-0% 16:05:24
THCOME STATEMENT Page: 3
Current Period: DEC-07
Currency: USD
OPERATION=4682 (PREMIER JLLINOIS}, LOCATION=64245% {PREMIER ILLINDIS)
O L D ACCT ADJI-06 JAN-07 FER-07 HARR-Q7 APR-0Q7 MAY~07 JUN-D7 JUL=07 AUG-07 SEP-07 OCT-07 NCV=D7 OBEC-D7 YID DEC=QT
Utilitiesn
ELECTRICITY UTI o} 726 760 821 765 958 996 1,185 1,600 1,412 1,033 874 1,010 12,132
GRS UTILITIES o 597 747 1,075 352 321 2 96 55 73 175 1,931 614 &€.097 :
WATER & SEWEBR U ] 562 a3 264 119 447 8o 373 43 458 78 36l 263 3,129 i
OTHER UTILITIES a 677 537 5313 537 597 491 638 537 537 §05 741 732 7.161 N
[ — _— R ——— - — - - R
Total. ] 2,561 2,12¢ 2,692 1,813 2,322 1.578 2,296 2,233 2,479 1,892 3,906 2,618 2EB,518 .,
Communications !
TELEPHONE COMM o 584 706 660 649 1,279 144 647 743 617 960 691 921 8,602
WIRELESS COMM - o 702 335 281 2813 222 193 171 244 21§ 404 311 251 3,732
LONG DISTANCE C L] Q 125 59 43 54 52 96 115 [} 107 131 72 853
NETWORK COMM o 0 o 0 [ 0 ] ¢ 0 1] Q 1,775 Q 1,775
OTHER COMM 0 io 30 30 &0 30 Q 0 [s] 0 0 b} o 180
Total i} 1,316 1,155 1,030 1,034 1,585 as9 914 1,102 8313 1,552 2,908 1,289 15,143
Public Relations
ADVERTISIKG PUB [+] £ 671 [s] 295 1] [s] o 0 1,344 2,791 109 1) 5,293 +
ADVERTISING HEL 4] 0 840 0 i ] o 1,762 o 0 0 0 0 1) 2,602
DOMATIONS PUBLI Q 100 1,487 103 0 100 455 [} 100 [+ Q 133 1] 2,487 ;
Total ] 104 3,008 el 239§ 100 2,217 o 100 1,244 2,791 242 1) i¢,382
Supplies !
CLIENT SUPPLIES a 1,751 253 21 409 141 166 3,934 387 400 ] 555 338 8,660 i
FURNITURE EXPEN [+] 259 100 0 Ly 192 o B30 1] 258 331 76 0 2,268 -
GARS/0IL SUPPLIE 1] 710 413 422 606 420 353 8391 Ba3 1,461 992 382 574 B,9%7
OFFICE SUPPLIES o 1,006 41639 (23] 521 497 82 296 243 84 1,471 162 1,067 6,095
PRINTING SUPPLI o 0 Q ] 3,533 156 [s] [} 1,717 ¢ €5 229 257 5.958
SMALL EQUIPMENT o 0 4] a ] a 0 ¢ 659 o 0 0 55 714
LAUKDRY SUPPLIE Q 78 0 o 1] 64 0 122 45 45 49 55 S0 545 '
CLERNIRG SUPPLI a a 0 0 L [} 0 350 310 154 Qo 84 151 B50 .
AWARDS/ INCENTIV Q 505 506 409 228 124 1,357 99 127 23 7 Z01 3,465 7.049 .
WEEKEND RECREAT 0 a3l 914 573 1,1EB0 1.059 853 ég4 313 F¥13 107 140 S8 6€.588 .
MEDICAL SUPPLIE 1] 1,853 1,172 643 593 [s] 1,918 1,721 1,836 1,950 604 786 1,348 14,445 )
HAZARDOUS WMATER ° Q aQ 17 o o 1] a ] o [+] 2 0 Q 17 '
PRESCRIPTICN MB 0 813} 3,677 913 1,600 1,074 126 58 [s] o 154 0 1] 8,417
OTHER EUFPLIES Q 162 6591 109 114 269 0 1 625 1e 1,023 3 1) 3,131
Total a 7.970 8,342 3,072 8,706 4,095 5.114 8,B12 7,108 4,618 4,807 3,274 7,74 73,738
Diecaxy Supplies .
DIETARY GROCERI 0 4,279 4,468 2,964 3,714 3,123 3,681 3,392 3,785 3,361 6,655 3,754 &,055 49,251
Total ] 4,379 4,468 2,984 3,714 3,123 3,681 3,393 3,785 3,381 6,655 3,754 &, 055 49,251 3
Services Other (Excl :
SECURTITY SERV © a 125 0 Q 125 0 Q 130 1] o 190 ] ] S60 *
JANITQRIAL SERV Q 1.179 1,074 1,258 1,204 1,137 1,079 1,137 1,229 295 1,091 207 2,769 13,768
MEMBERSHIF DUES Q L 0 0 0 100 4% [¥] o [+] 1p0 Q [+] 245
PEST CONTROL SE Q 0 110 171 6 0 a 58 S8 58 118 58 116 751 i
STAFF ED & SEMI a HD6 1,075 1,672 981 4,072 60 652 a0 o 0 0 150 5,568 i
VOCATIDNAL TRATI o s} ] 2] 0 ] 0 [+ 1] o L) o 905 908
HMEETINGS SERY © a a ] aQ ] aQ Q 0 Q2 o i) ] 350 350




RES-CARE Date: 29-DEC-D9 16:05:24
INCOME STATEMENT Page: ]
Current Period: DEC-07

Curzrency: USD
OPERATION=462 (PREMIER ILLINOIS), LOCATION=€404% (PREMIER ILLINOIS)

0L D ACCT ADI-06 JhN-07 FEB-07 MAR-07 APR-07 MAY-07 J-07 JUL~-07 AUG-07 SEP-07 oCT-07 HOV-07 p2c-07  YTD  DEC-07
EMPLOYEE BACKGR [ ] [} 0 0 0 0 0 0 0 0 o €9 89 _
EMPLOYEE RECRUI o 3,126 85 32 Q o 32 915 1,073 15 35 (3] S00 6,329 H
LAUNDRY SERV OT [+ [ [+ o 1] 0 o o [} 19 0 0 Q 19 P
BRNK CHARGES S5E [+] 21 425 23 8 -] a 5 5 4] 8 ] 0 509 :
TRANS ADMINISTR [} 24 52 24 24 52 24 52 24 24 24 24 24 374 i
_ POSTAGE SBRV OT "] 1] 2566 207 369 s 207 149 4] 247 161 0 33 1,645 3
. COURIER/OVERNTG ] 182 223 223 123 158 402 145 210 227 171 225 185 2.483 H
PREIGHET SERYV OT [+} o o 0 Q o Q Q asl 0 ] [ o 351 !
SERV OTHER MISC -} 14 104 (77 14 14 14 14 14 102 14 14 14 259 H
—————————— - - - —_— ——— - —— - [EE— - - 1
Total - Q 5,477 3,423 3,533 2,854 5,544 1,8%0 ¥, 277 3.092 1,006 1,999 697 8,524 38,216 i
Miscallaneous !
RECREATIGN MISC o 1} s} Q [} [’ 0 0 557 707 55 756 453 2,539 ;
. OTHER MISC BXP o 1} Q o o] o 0 0 {1,169 {587} 9 L] 0 11,756) w
_ BAD DEST PROVIS 0 10,534 {7,899) 110,370) (379} 12,262 24,966 27,387 (80,160) 4,454 1,497 19,627 22,857 30,776 :
Total 0 10,534 {7,899} {10,37a) {a79) 13.262 24,966 27,387 (80,772} 9,574 1,553 20,383 23,320 31,558
Professional Serv (Ex
PRYROLL SERVICE 0 154 164 128 139 146 196 152 121 125 143 206 153 1,828
CONSULTRNTS /COH 0 10,875 15, 282 9,858 6,258 6,796 8,117 10,746 8,591 5,808 8,320 6,789 6,933 104,394
MONITORING FEES il 0 o 0 1] o ] 0 Q ] o 200 o 200
Tatal 1] 11,023 15,445 9,986 6,297 6,943 8,323 1c,899 8,713 5,933 g 463 7,185 7.086 106,421
Tetal Controllable Ex Q 54,034 40, B44 20,066 28,356 40,818 50,670 59,492 149,452} 32,555 34,297 46,1376 59,460 417,518
Operating Contributian a {83,228) {84,033} 173,747 {71,299} (65,002) {91,862) {96,268) {222,429} ({157,312) (151,268} {100,820) {958,551} (1,300,819}
Operating Contrilkution M n/m 35.03 39.57 39.24 41.63 38.02 42.45 40.93 85.48 56.24 54.15 41.61 40.02 - 47.26
Non-Contraollable Expenges
Deprecilation
BUILDING DEPREC o 3,219 3,219 3,218 3,219 3,219 3,219 3,219 3,215 1,219% 3,219 3,219 3,219 39,623
BUILD IMPROVEME [+] 445 445 445 445 445 703 703 7o 703 703 7e3 3 7,145
EQUIPMENT DEPRE s} 10l 101 449 130 130 194 194 211 211 602 602 700 3,626 H
PURNITURE & FIX o 200 265 195 179 365 226 226 228 226 226 263 263 2,860 i
Total 0 3,965 4,030 4,308 3,974 4,159 4,341 4,341 4,358 1,358 4,749 4,787 4,BB5 52,255
Insurance g
FLEET LIABILITY o 646 646 646 646 646 L1717 663 £63 663 663 E63 663 7.852
1} 0 o 1} [ 0 [ 0 99 0 -} [} 0 99
Tokal Q 646 646 546 646 646 64€ a63 762 663 €83 a63 663 7,951
Rent /Leace
LAND & BUILDING Q 4,652 4,652 4,652 4,652 4,811 4,689 4,689 4,689 4,688 9,100 14,920 4, 90E 71,103
MACH L EQIIP LG Q 12§ 126 126 126 126 126 12€ 124 126 ipe 126 128 1,697
TRANSPORTATION a 1,342 1,337 1,331 1,326 1,321 1,315 1,31¢ 1,304 1,399 1,303 1,294 1,259 15,741
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RES-CARE

Date: 29-DEC-09 16:05:24

THCOXE STATEMENT Page: s
Currenkt Peried: DEC.07
Currency: USD
OPERATION=462 (BREMIER ILLINOIS), LOCATION=G64049 (PREMIER ILLINOIS)
O L D ACCT ADJ-CE JAN-0T REB-07 HAR-07 APR-D7 MAY-07 JUN-07 JUL-07 AUG-07 SEP-07 OCT-07 Nov-07 DEC-¢? YTD DEC-07
Total [ 5,121 6,115 5,110 6,104 6,258 6,131 6,125 6,120 ‘6,114 10,709 16,340 6,293 B8, 540
Taxes & Licenses
TRANSPORTATION [+] o 3] o Q B 1] 165 a ¢ a 0 0 338
REAL PRQPERTY T Q 1,749 1,749 1,748 1,749 2,663 1,831 1,821 1,821 i,B11 1.B21 1,821 2,111 22,7186
‘foral ] 1.749 1,624 1,749 1,743 2,772 1,821 1,990 1,821 1.821 1.821 1,821 2,111 23.062
Total Non-Contrallabl ] 12,481 12,629 12,813 12,473 13,838 12,929 13,119 13,060 12,956 17,541 231,611 13,852 171,808
Total Expanscsa [ 166,878 120,962 127,006 112,426 126,258 137,487 152,039 50,847 135,370 146,038 165,067 163,181 1,623,558
Contribution o (70,754} {71,405) i60,934) {58,817) (55,167) (78,923) {83,15¢) (209,369} (144,357} (133,327) {77,210) {85,599) (1,139,011}
asp=cammas m===—===4=® © zax @ & T=====xmaw === & mmmwz: sman = mwww ==oxmoEToo ERSS ammc . =aam ===
Contribution Margin ¥ n/m 29.77 33.62 32.42 34.35 30.41 16.47 35.38 BQ. 46 S1.61 47.72 31.87 34.41 41.02
contribution excl Bad De ] {81, 288) 163,506) {50,563 [58.438} (6B,428) (103,885} (110,537} {129,209} (153,811} {134,024) (s6,837} (168,456 {1,159,787)
EEmmm—rme= maEoCCoeEe mE=ESSTwoe - ae sAR=smmEEa [R— ewmmaOoCTa DesEBweDs BOSS cmasEm=====
Contribution Margin ¥ ex n/m 34.21 25.50 26.90 34.13 17.72 48.01 47.00 4%.65 54.9% 4B8.26 39.97 41.60 42.13
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OPERATION-462 PREMIER ILLINOIS
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OPERATION-467 PREMIER ILL1
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OPERATION-462 FREMIER ILLINOIS
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Hespeé?w"énd Care
Assisting People to Reach
Their Highest Level of independence




BUR

ResCare is @ human service
company dedicated

to helping people from
every walk of life reach
their highest level of
independence., More than
44,000 ResCare employees
work in thousands of
locations and environments
in the United States and
abroad to serve the needs
of more than 65,000 people
every single day.

The growing size of our
company has not altered—
and will not affect—our
steadfast approach of
delivering our human
services with

touch, an aftentive eqr,

an encouraging word or a
helping hand. Our personal

and caring approach is
woven into everything
we do. Regardless of

the service, we never
forget that ResCare Q |

is in the business of
helping people by
demonstrating

the best of

the human
character.

ResCare’s human services
touch the lives of people

with developmental and

experiencing

compassion.
After all, there is
nothing more
powerful than
ahuman

barriers to

other disabilities, people

and older people in thelr
homes. Our services give
_a individuals the
7.+ support they need
5 to lead more

' \,_g%/ * independent,

-4, productive lives.

;. Based on extensive
ResCare quality

o assurance and best

practice programs, we
ensure measurable,
quantifiable results,

Our knowledge and
experience—the product
of more than three
decades of service fo the
nation’s most vuinerable
populations—are among
ResCare’s greatest assets.
Yet at the end of the day,

employment,
_ young people the true measure of our
&% with special success is the success of
needs, the people we support.




ResCare is Respect and Care.
Assisting people to reach their highest level of independence.

We are dedicated and caring people who form a company providing
excellent human services that enhance the lives of individuadls.

With efficiency and effectiveness, we strive to provide the highest
measurable quality supports for the people and organizations we

serve, our employees, our shareholders and our communities.

We serve with skil, compassion, respect and care.
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Building for the Future

This past year was Q
landmark year for us

in many ways. In 2007,
ResCare expanded its
services into two new areaqs,
laying the foundation

for our future growth. It is
growth that diversifies our
funding sources, serves
more people and provides
more opportunities for our
employees.

We created

a national
presence for
our ResCare
HomeCare
services and
expanded our
job training
and placement services info
the European Union. These
two actions were critical

to diversifying our revenue
streams and placing us in
markets that we expect to
be our growth drivers in the
future,

These are new frontiers for
ResCare, not new services,
We are doing what we've
done for almost 35 years, buf

we are targeting additional
markets. We are not doing
something new; we're
doing something we know.
This strategy gives us a high
degree of confidence, and
we believe shareholders will
find it both promising and
reassuring. As always, we're
helping people find ways fo
become more independent,
to break their reliance on

We created a national presence for
our ResCare HomeCare services and
expanded our job training and placement
services into the European Union.

government assistance,

to find the road to self-
sufficiency, to live in their
own homes longer or for the
first time, to find jobs that pay
for food, clothing and shelter
for their families, and o learn
skills that will help them make
good decisions about their
lives.

ResCare’s employment
and training services

Ratph G. Gronefeld, Jr.
President and
Chief Executive Officer

are in 25 states, Haiti,
Puerto Rico, the United
Kingdom, the Netherlands
and Germany, helping

the disenfranchised,
under-employed and
unemployed build better
lives through job fraining
and job creation programs.
At the same time, through
our community services, we
are touching the lives and
hearts of more than 30,000
people with disabilities and
the elderly in 33 stafes and
Canadaq, suppeorting them
in their efforts to live more
independently.

stronger Financial Results

In 2007, we Improved

the profitability of our
Employment and Training
Services Group and
increased our Community
Services Group revenues
by 15%.

We completed 12
acquisitions, adding
projected annualized
revenues of approximately
$130 million. We are



selective about

our acquisitions,
concentrating on

home care services

and international
opportunities to continue
diversifying our revenue
streams.

The acquisition of Kelly
Home Care Senvices
early in 2007 gave us
the national footprint
we needed to build our
private pay in-home
care to the elderly and
drive organic growth.
Home care revenues in
2007 reached an annual
run rate of nearly $300
million with approximately
one third being private

pay.

Late in the year, ResCare
entered the international
market with the
acquisitions of Maatwerk
and Biscom, two European
Union workforce services
companies. Maatwerk

has 18 locations in the
Netherlands, the United
Kingdom and Germany,
and Biscom has seven
locations in the United
Kingdom. Both companies
are private providers

of government-funded
workforce services that
include job training and job
placement assistance.

We believe these
acquisitions represent an
excellent opportunity fo
diversify our payor sources
and expand our workforce
services expertise intfo new
markets. Maatwerk and
Biscom will add projected
annudlized revenues of
approximately $35 million.




Also during the year, our
Arbor workforce services
group made steady progress
in obtaining new contracts
and renewing existing ones.
This progress led to organic
growth of approximately

$32 million in annualized
revenues.

On another high note,
the fourth quarter of
2007 was the 64th
consecutive quarter,

a period of 16 years

in arow, in which
revenues increased
over the prior year
period. Our cash _
flow was $89 million from
operations, the most in the
company’s history, and
we reduced our days sales

outstanding to a record 49
days in the fourth quarter
of 2007.

We look forward to positive
2008 operating results, We
have a robust pipeline and
anticipate the acquisition

We will continue to diversify
- and broaden our reach.

marketplace will remain
favorable and valuations
reasonable. We will confinue
to diversify and broaden

our reach by executing

our growth strategy -
acquiring smaller providers,
primarily in home care,

the intellectual and
developmental disability
sector and the international
job training and assistance
markets.

The National Economy

As we go to press with our
annual report, there is the
potential for a recession,
an escalating credit crisis
and rising unemployment.
These issues obviously have
a significant impact on
the economy as a whole,
but ResCare is in a unique
position to weather tough
economic times. We have




done it before and we

will do it again. There will
confinue to be growth
opportunities during an
economic downturn
because of the special
nature of all our service
lines. On our workforce
services side, our expertise
will be needed to help
workers offected adversely
by the economy learn
new skills and find new
jobs. Historically, our core
segments have protected
us during economic
retraction and our growth
segments help us keep
pace with the rest of the
market during economic
expansion.

management team has
substantial experience
navigating through rough
economic waters.

The year ahead willl

certainly have challenges. Optimism

We will continue to face
difficult reimbursement and
regulatory environments
and challenges in
recruiting and retaining
our workforce in 2008.
Please be assured that our
seasoned and capable

I want to thank our
leadership team and

all our employees

for their hard work

and commitment

and our shareholders
and stakeholders for their

continued faith in ResCare.
On a personal note, the past
year was my first full year as
Chief Executive Officer and
my 13th as an employee
of ResCare. All these years
at ResCare give me a
perspective shared
by many others at
our company who
have been here
along time. In
shon, we like it
here. We enjoy
our work, both the
accomplishments
and the challenges.
It is an honor to do

what we do and a privilege
to help others lead
beftter lives. In so many
ways, we are grateful
for this opportunity.

We are opftimistic
about our future.
We are excited
about our
opportunities and
dedicated to the
people we serve.
| am convinced
that our excitement

and dedication will keep

us growing and strong,
which in turn will benefit the
people we serve and all our
stakeholders.

Sincerely,

e

Ralph G. Gronefeld, Jr.
President and
Chief Executive Officer
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The graph above shows the cumulative total shareholder
return realized by ResCare’s shareholders during the period

from December 31, 2002 through December 31, 2007 as
compared to the NASDAQ Stock Market Index
(U.S. Companies) and the NASDAQ Health Care

index. The NASDAQ Health Care Index is prepared
for NASDAQ by the Center for Research in Security

Prices at the University of Chicago using companies
within Standard Industrial Classification code 80

(Health Care). Upon reqluest, ResCare will promptly

provide to shareholders a list of all companies

included in this index. The graph assumes the
investment on December 31, 2002 of $100 in

ResCare common shares af the closing trading

price on that date. /

Respect and Care
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Preliminary Note Regarding Forward-Looking Statements

All references in this Annual Report on Form 10-K to “ResCare™, “our company”, “we”, “us”, or “our”
mean Res-Care, Inc. and, unless the coniext otherwise requires, its consolidated subsidiaries. Statements in this
report that are not statements of historical fact constitute forward-looking statements within the meaning of the
Private Securities Litigation Reform Act. In addition, we expect to make forward-looking statements in future
filings with the Securities and Exchange Commission, in press releases, and in oral and written statements made by
us or with our approval. These forward-looking statements include, but are not limited to: (1} projections of
revenues, income or loss, earnings or loss per share, capital structure and other financial items; (2) statements of
plans and objectives of ResCare or our management or Board of Directors; (3) statements of future actions or
economic perfonmance, including development activities; and (4) statements of assumptions underlying such
statements; and (5) statements about the limitations on the effectiveness of controls. Words such as "believes™,
"anticipates”, "expects”, "intends”, "plans”, "targeted”, and similar expressions are intended to identify forward-
looking statements but are not the exclusive means of identifying such statements.

Forward-looking statements involve risks and uncerainties which may cause actual results to differ
materially from those in such statements. Some of the events or circumstances that could cause actual resubts to
differ from those discussed in the forward-looking statements are discussed in [tem 1A — “Risk Factors.™ Such
forward-looking statements speak only as of the date on which such statements are made, and we undertake no
obligation to update any forward-looking statement to reflect events or circumstances occurring after the date on

which such statement is made.




Ttem 1. Business

Gencral

Res-Care, Inc. is a human service company that provides residential. therapeutic, job training and
educational supports to people with developmental or other disabilities. to youth with special needs, to adults who
are experiencing barriers to employment and to older people who need home care assistance. All references in this
Annual Report on Forin 10-K to “ResCare”, “our company”, “we”, “us”, or “qur” mean Res-Care, Inc. and, unless
the contexl otherwise requires, its consolidated subsidiaries.

Our programs include an array of services provided in both residential and non-residential settings for
adults and vouths with intellectual, cognitive or other developmental disabilities, and youths who have special
educational or support needs, are from disadvantaged backgrounds, or have severe emotional disorders, including
some who have entered the juvenile justice system. We also offer, through drop-in or live-in services, personal
care, meal preparation, housekeeping and transportation 1o the elderly in their own homes. Additionally, we
provide services to welfare recipients, young people and people who have been laid off or have special barriers to
employment, 10 transition into the workforce and become productive employees.

At December 31, 2007, we provided services to persons with special needs in 37 states, Washington, D.C..
Puerto Rico and in a growing number of international locations.

Description of Services by Segment

As of December 31, 2007, we had three reportable operating segments: (i) Community Services, {ii) Job
Corps Training Services and (iii) Employment Training Services. Note 10 of the Notes to Consolidated Financial
Statements includes additional information regarding our segments, including the disclosure of required financial
information. The information in Note 10 is incorporated herein by reference and should be read in conjunction with
this section.

Community Services

We are the nation’s largest private provider of services for individuals with intellectual, cognitive or other
developmental disabilities, and we also provide periodic in-home care services to the elderly. At December 31,
2007, we served approximately 31,000 individuals in 32 states. Our programs for people with developmental
disabilities, administered in both residential and non-residential settings, are based predominantly on individual
support plans designed to encourage greater independence and the development or maintenance of daily living
skills. These goals are achieved through tailored application of our different services including social, functional
and vocational skills training, supported employment and emotional and psychological counseling. Individuals are
supported by an interdisciplinary team consisting of our employees and professional contractors, such as qualified
mental retardation professionals (QMRPs), support/service coordinators, physicians, psychologists, therapists,
social workers and other direct support professionals.

For our individuals with developmental disabilities, we offer an alternative to large, state-run institutional
settings by providing high quality, and individually focused programs on a more cost efficient basis than traditional
state-run programs. For seniors, we provide support services so they can continue to live safely in their homes and
remain active in their community.




Our community services are provided in a variety of different environments including:

e Periodic In-Home Services. These programs offer periodic and customized support for
individuals and primary caregivers to assist and provide respite care. Our services enable
sclect individuals with developmental and intellectual disabilities (DD/ID) to return home and
receive care away from large. state-run institutions. This is ofien an alternative that states offer
to assist the caregivers of individuals with DD/ID who are on a waiting list for long-term care
placement. Our services also enable clderly individuals who need assistance to be served in the
comfort of their own homes. For both individuals with DD/ID and the elderly, service is
provided on an hourly basis and is coordinated in response to the individual’s identitied needs
and may include personal care, habititation, respite care, attendant care and housekecping.

e Group Homes. Our group homes are family-style houses in the community where four to eight
individuals live together usually with full time staffing for supervision and support.
Individuals are encouraged to take responsibility for their home, health and hygiene and are
encouraged 1o actively take part in work and community functions.

o Supported Living. Our supported living programs provide services tailored to the specific
needs of one, two or three individuals living in a home or an apartment in the community.
Individuals may need only a few hours of staff supervision or support each week or they may
require services 24 hours a day.

o Large Residential Facilities. Our fifteen large residential facilities each provide around-the-
clock support 1o ten or more individuals. In these Tacilities, we strive to create a home-like
atmosphere that emphasizes individuality and choice.

o Vocaiional Skills Training and Day Programs. These programs offer individuals with
developmental disabilitics the opportunity to become active in their communities and/or attain
meaningful employment. Vocational skills training programs contract with local industries to
provide short or long-term work. Day programs provide interactive and educational activities
and projects for individuals to assist them in reaching their full potential,

e Rest Assured. ResCare has a partnership with the non-profit Wabash Center and Purdue
University in Indiana that provides remote “telecare™ services to people with DD/ID or seniors
in their homes. Rest Assured is an Internet link between care giver and client giving the clients
more independence and providing a more cost effective method of providing care either 24
hours a day (seven days a week) or by the hour.

We belicve that the breadth and quality of our services and support and training programs makes us
attractive to state and local governmental agencies and not-for-profit providers who may wish to contract with us.
Our programs are designed to offer specialized support that is not generally available in larger state institutions and
traditional long-term care facilitics.

e Social Skills Training. Social skills training focuses on problem solving, anger management
and adaptive skills to enable individuals with disabilities to interact with others in the
residential setting and in their community. We emphasize contact with the community at-large
as appropriate for each individual. The desired outcome is to enable each individual to
participate in home, family and community life as fully as possible.

Many individuals with developmental and other disabilities require behavioral intervention
services. We provide these services through psychiatrists, psychologists and behavioral
specialists, most of whom serve as consultants on a contract basis. All operations utilize a non-




aversive approach to behavior support which is designed to avoid consequences involving
punishinent or extreme restrictions on individual rights. Whenever possible, the
interdisciplinary team and direct support staff employ behavior support techniques rather than
psychotropic medications to modify behavior, the goal being to minimize the use of
medications whenever possible. When indicated, medications are administered in strict
compliance with all applicable regulations.

e Functional Skills Training. Functional skills training encourages mastery of personal skills and
the achievement of greater independence. As needed, individual habilitation or support plans
may focus on basic skills training or maintenance in such areas as personal hygiene and
dressing, as well as more complex activities such as shopping and use of public transportation.
Individuals are encouraged to participate in daily activities such as housekeeping and meal
preparation as appropriate.

o Vocational Skills Training and Day Programs. We provide extensive vocational training or
specialized day programs for many of the individuals we support. Some individuals are able to
be placed in community-based jobs, either independently or with job coaches, or may
participate as a member of a work team contracted for a specific service such as cleaning,
sorting or maintenance. Clients not working in the community may be served through
vocational workshops or day programs appropriate for their needs. We operate such programs
and also contract for these services with outside providers. Our philosophy is to enable all
individuals served to perform productive work in the community or otherwise develop
vocational skills based on their individual abilities. Individuals participating in specialized day
programs may have physical or health restrictions which prevent them from being employed
or participating in vocational programs. Specialized day programs may include further training
in daily living skills, community integration or specialized recreation activitics.

o Counseling and Therapy Programs. Our counseling and therapy programs address the
physical, emotional and behavioral challenges of individuals with developmental or other
disabilities and the elderly. Goals of the programs inctude the development of enhanced
physical agility and ambulation, acquisition and/or maintenance of adaptive skills for both
personal care and work, as well as the development of coping skills and the use of alternative,
responsible, and socially acceptable interpersonal behaviors. Individualized counseling
programs may include group and individual therapies. Qccupational and physical therapies and
therapeutic recreation are provided based on the assessed needs of each individual.

At each of our operations, we provide comprehensive individualized support and training programs that
encourage greater independence and the development of personal and vocational skills commensurate with the
particular person’s capabilities. As the individuals progress, new programs arc created fo encourage greater
independence, self-respect and the development of additional personal. social and/or vocational skills.

In an effort to provide exceptional pharmacy services to the people we support, ResCare entered into an
agreement with Pharmapro, Inc. in late 2005 whereby we hold a 67.5% ownership interest in Pharmacy
Alternatives, LLC {(PAL). PAL is a non-retail pharmacy providing medications and pharmaceutical supplies 10
ResCare operations and other service providers. The pharmacy opened its doors in early 2006 and is one of the
only pharmacies in the nation to specialize in serving persons with developmental disabitities. Pharmacy services
are currently available in Kentucky, Indiana, North Carolina, Ohio, Texas. Virginia and West Virginia.

Revenues for our Community Services operations are derived primarily from services provided under the
Medical Assistance Program, Title X1X of the Social Security Act (Medicaid), administered by the states and from
management contracts with private operalors, generally not-for-profit providers, who contract with state
government agencies and are also reimbursed under the Medicaid program. Our services include social, functional
and vocational skills training, supported employment and emotional and psychological counseling for individuals




with intellectual or other developmental disabilities. We also provide respite, therapeutic and other services on an
as-needed basis or hourly basis through our periodic in-home services programs that are reimbursed on a unit-of-
service basis. Reimbursement methods vary by state and service type. and may be based on a variety of methods
including flat-rate, cost-based reimbursement, per person. per diem, or unit-of-service basis. Generally, rates are
adjusted annually through state legislative actions, and are affected in large part by economic conditions and their
impact on state budgets. At facilities and programs where we are the provider of record, we are directly reimbursed
under state Medicaid programs for services we provide and such revenues are affected by occupancy levels. At
most facilitics and programs that we operate pursuant o management contracts, the management fee is nepotiated
with the provider of record.

Job Corps Training Services

Since 1976, we have becn operating programs for disadvantaged vouths through the federal Job Corps
program administered by the Department of Laber (DOL), which provides for the educational and vocational skills
training, health care, employment counseling and other support necessary 1o enable disadvantaged youths to
become responsible working adults. The Job Corps program is designed to address the severe unemployment
problem faced by disadvantaged youths throughout the United States and Puerto Rico. The typical Job Corps
student is a 16-24 year old high school dropout who reads at the seventh grade level, comes from a disadvantaged
background, has not held a regular job. and was living in an environment characterized by a troubled home life or

other disruptive conditions.

We operale seventeen Job Corps centers in nine states and Puerto Rico. We also provide. under separal¢
contracts with the Department of Interior or the primary operator, certain administrative, counseling, educational,
vocational and other support services for three Job Corps centers not operated. by us. Our centers currently operate
at approximately 98% capacity due to high demand, however, only approximately 1% of the eligible population in
the United States is served by some type of Job Corps prograimn due to funding constraints. Each center offers
training in several vocational areas depending upon the particular needs and job market opportunities in the region.
Students are required to participate in basic education classes 1o improve their academic skills and complement
their vocational training. High school equivalency classes are available to obtain General Educational
Development (GED) certificates. We provide these services in campus-style settings utilizing housing and
classroom facilities owned and managed by the DOL. Upon completion of the program, each student is referred to
the nearest job placement agency for assistance in finding a job or enrolling in a school or training program.
Approximately 84% of the students completing our programs have obtained jobs or continue their education
elsewhere.

Under Job Corps contracts, we are reimbursed for direct facility and program costs related to Job Corps
center operations, allowable indirect costs for general and administrative costs, plus a predetermined management
fee. The management fee takes the form of a fixed contractual amount plus a computed amount based on certain
performance criteria. Final determination of amounts due under Job Corps contracts is subject t0 audit and review
by the DOL, and renewals and extension of Job Corps contracts are based in part on performance reviews.

Employment Training Services

We operate job training and placement programs that assist welfare recipients and disadvantaged job
seekers in finding employment and improving their career prospects. We currently operate 240 career centers in
sixteen states and Washington, D.C. These centers are part of a nationwide system of government-funded offices
that provide assistance, job preparation and placement to any youth or adult. The services include offering
information on the local labor market, vocational assessments, career counseling, workshops to prepare people for
success in the job market, referrals to occupational skill training for high-demand occupations, job search
assistance, job placement and help with job retention and career advancement. In addition to job scekers, these
centers serve the business community by providing job matching, screening, referral, and other specialized scrvices

for employers.




Our Employment Training Services programs are administered under contracts with local and state
governments, We are typically reimbursed for direct facility and program costs related to the job training centers,
allowable indirect costs, plus a fee for profit. The fee can take the form of a fixed contractual amount (rate or price)
or be computed based on certain performance criteria. The contracts are funded by federal agencies, including the
DOL. and Department of Health and Human Services.

Other

A portion of our business is dedicated to operating alternative education programs and charter schools and
international job training and placement agencies. Together these represent less than 1.4% of our total revenues, as
of December 31, 2007. We are looking for opportunities to expand our international business. Two acquisitions
were made in late 2007 in the job training and placement services, but we would also consider opportunities in
services 1o people with developmental disabilities and the elderly.

Operations
Community Services

Community Services operations are organized under geographic regions. In general, each cluster of group
homes, service sites, supported living program or larger facility is overseen by an cxecutive director or branch
manager. In addition, a program manager supervises a comprehensive team of professionals and community-based
consultants who participate in the design and implementation of individualized programs for each individual
served. QMRPs and case managers work with direct support professionals involved in the programs to ensure that
quality standards are met and that progress towards each individual’s goals and objectives are monitored and

outcomes are achieved. Indiv ™~ = ~lame are reviewed and modified by the team as needed. The operations
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delivery and increase involvement with the neighborhood or community.

Our direct support professionals have the most frequent contact with the individuals we serve and
generally are recruited from the community in which the facility or program is located. These staff members are
screened to meet certain qualification requirements and receive orientation, training and continuing education.

The provision of community services is subject to complex and substantial state and federal regulations
and we strive to ensure that our internal controls and reporiing systems comply with Medicaid and other program
requirements, policies and guidelines. We design and implement programs, often in coordination with appropriate
state agencies, in order to assist the state in meeting its objectives and to facilitate the efficient delivery of quality
services. Under the direction of our Compliance department, management and staff keep current with new laws,
regulations and policy directives affecting the quality and reimbursement of the services provided.

We have developed a model of ongoing program evaluation and quality management which we believe
provides critical feedback to measure the quality of our various operations. Each operation conducts its own
quality assurance program using the ResCare Best in Class (BIC) performance benchmarking system. BIC
performance results are reviewed by management on an on-going basis. Management and operational goals and
objectives are cstablished for each facility and program as parl of an annual budget and strategic planning process.
A weekly statistical reporting system and quarterly statement of progress provide management with relevant and
timely information on the operations of each facility. Survey results from governmental agencies for each
operation are recorded in a database and summary reporis are reviewed by senior management. We believe the BIC
system is a vital management tool to evaluate the quality of our programs and has been useful as a marketing oo}
to promote our programs, since it provides more meaningful information than is usually provided by routine
monitoring by governmental agencies. All Community Scrvices senior staff participate in a performance-based
management system which evaluates individual performance based on critical job function outcomes. Additionally,




we demonstrate our commitment to the professional development of our employees by offering classes and
training programs, as wcil as tuition reimbursement benefits.

Job Corps Training Services

Wc operate our Job Corps centers under contracts with thc DOL., which provides the facility. We are
directly responsible for the management. staffing and administration of our Job Corps centers. Our tvpical Job
Cotps operation consists of a three-tier management staff structure. The center director has the overall
responsibility for day-to-day management at each facility and is assisted by sevcral senior staff managers who
typically are responsible for academics, vocationa! training, social skills, safety and security, health services and
behavior management. Managers are assisted by front line supervisors who have specific responsibilities for such
areas as counseling. food services, maintenance, finance, residential life, recreation, property, purchasing, human

resources and transportation.

An outcome performance measurement report for each center, issued by the DOL monthly, measures two
primary categories of performance: (i) education results, as measured by GED/HSD achievement and/or vocational
completion and attainment of employability skills; and (ii} placements of graduates. These are then combined into
an overall performance rating. The DOL ranks centers on a 100-point scale. We review performance standards
reports and act upon them as appropriate to address arcas where improvement is needed. As of December 31, 2007,
we were the highest rated large contractor (4 or more centers) of Job Corps centers under these measures.

Employment Training Services

We operatc our programs under contracts with local and state funding sources, such as Workforce
Investment Boards, who receive federal funds allotted to states and localities — cities, counties, or consortia thereof,
The physical facilities that house these programs are feased by us, either from private landlords or from local
funding sources under resource sharing agreements. The management structure is two-tiered, with on-site staff in
the field receiving technical assistance and support in operations and financial management from a regional office.
Field level program directors are responsible for day-to-day operation of their program, supervising stafT that
provides varying combinations of assessment, counseling, case management, instruction, job development and
placement, and job retention/career advancement services. Each field director reports to a regional project director
in the support office, who is responsible for overall management of each contract.

Basic performance measures are prescribed by the federal government, and supplemented at the discretion
of state and local funding sources, through local option. The U.S. Office of Management and Budget has a standard
set of “Common Measures” that are applied to all human and social services programs operated by six federal
agencies - inctuding the Departments of Labor and Health & Human Services, from which the bulk of our funding
originates. The common measures for adults are: entered employment, eamings change after six months,
employment retention after six and nine months, and cost effectiveness — measured by cost per participant. The
common measures for youth are: literacy and numeracy gains; attainment of degree or certificate; placement in
employment, education, training, or the military; and cost per participant. Methods of performance evaluation and
analysis by funding sources vary by state and locality. We review performance of all programs internally, on a
weekly, monthly, quarterly, and annual basis.

Contracts

State Contracts. Primarily in the Community Services operations, we participate under contracts that arc
regulated by federal and state agencies as a provider of services under Medicaid. Although the contracts generally
have a stated term of one year and generally may be terminated witbout cause on 60 days notice, the contracts are
typically renewed annually if we have complied with licensing, certification, program standards and other
regulatory requirements. Serious deficiencies can result in delicensure or decertification actions by these agencies.
As provider of record, we contractually obligate ourselves to adhere to the applicable federal and state regulations
regarding the provision of services, the maintenance of records and submission of claims for reimbursement under




Medicaid and pertinent state Medicaid Assistance programs. Pursuant to provider agreements, we agree to accept
the payment received from the government entity as payment in full for the services administered to the individuals
and 1o provide the government entity with information regarding the owners and managers of ResCare, as well as
to comply with rcquests and audits of information pertaining to the services rendered. Provider agrecments can be
terminated at any time for non-compliance with the fedcral, state or local regulations. Reimbursement methods
* vary by state and service type and can be based on flat-rate, cost-based reimbursement, per person per diem. or
unit-of-service basis.

Management Contracts. Private operators, gencrally not-for-profit providers who contract with state
agencies, typically contract us to manage the day-to-day operations of facilities or programs undér management
contracts. Most of these contracts are long-term (generally two to five years in duration, with several contracts
having 30-year terms) and are subject to renewal or re-negotiation provided that we meet program standards and
regulatory requirements. Most management contracls cover groups of two to sixteen facilities except in West
Virginia, in which contracts cover individual homes. Depending upon the state’s reimbursement policies and
practices, management contract fees are computed on the basis of a fixed fee per individual, which may include
some form of incentive payment, a percentage of operating expenses (cost-plus contracts), a percentage of revenue
or an overall fixed fee paid regardless of occupancy., Our management contracts provide for working capital
advances to the provider of record, subject to the contractual arrangcment. Historically, our Medicaid provider
contracts and management contracts have been renewed or satisf; actorily renegotiated.

Job Corps Coniracts. Contracts for Job Corps centers are awarded pursuant (o a rigorous bid process. After
successfully bidding, we operate the Job Corps centers under comprehensive contracts negotiated with the DOL.
Under Job Corps coniracts, we are reimbursed for direct facility and program costs related to Job Corps center
operations, allowable indirect costs for general and administrative costs, plus a predetermined management fee,
For our current contracts and any contract renewals, the management fee is a fixed contractual amount plus a
computed amount based on certain performance criteria. Final determination of amounts due under Job Corps
contracts is subject to audit and review by the DOL, and renewals and extension of Job Corps contracts are based

in part on performance reviews.

The contracts cover a five-year period, consisting of an initial two-year term with a potential of three one-
year renewal terms exercisable at the option of the DOL. The contracts specify that the decision to exercise an
option is based on an assessment of: (i} the performance of the center as compared 1o its budget; (ii) compliance
with federal, state and local regulations; (iii) qualitative assessments of center life, education, outreach efforts and
placement record; and (iv) the overall rating received by the center. Shortly before the expiration of the five-year
contract period (or earlier if the DOL elects not to exercise a renewal term), the contract is rc-bid, regardless of the
operator’s performance. The current operator may participate in the re-bidding process. In situations where the
DOL elects not to exercise a renewal term, however, it is unlikely that the current operator will be successful in the
re-bidding process. 1 is our experience that there is usually an inverse correlation between the performance ratings
of the current operator and the number of competitors who will participate in the re-bidding process. with relatively
fewer competitors expected where such performance ratings are high.

As of February 15, 2008, we operated seventcen Job Corps centers under fourteen separate contracts
(covering the initial two-year term plus the potential three one-year renewals) with the DOL, three of which expire
in 2008, five in 2009, four in 2010 and two in 2011. We intend to selectively pursue additional centers through the
Request for Proposals (RFP) process.

We also provide, under separate contracts with the Department of Interior or the primary operator, certain
administrative, counseling, educational, vocational and other support services for several Job Corps centers not
operated by us.

Employment Training Services Contracts. Contracts for the Employment Training Services operations are
awarded through a bid process. We are typically reimbursed for direct facility and program costs rclated to the job
{raining centers, allowable indirect costs, plus a fee for profit. The fee can take the form of a fixed contract amount




(rate or price) or be computed based on certain performance criteria. The contracts arc funded by federal agencies,
including the DOL and Department of Health and Human Services. The contracts vary in duration, currently from

threc 1o 36 months.
Marketing and Development

Our narketing activities focus on initiating and maintaining contacts and working relationships with state
and local governments and govermmental agencies responsible for the provision of the types of services offered by
us, and identifying other providers who may consider a management contract arrangeinent or other transaction with
us.

in our pursuit of governmcnt contracts, we contact governments and governmental agencies in
geographical areas in which we operate and in others in which we have identified expansion potential. Contacts are
made and maintained by both regional operations personnel and corporate development personnel, augmented as
appropriatc by other senior management. We target new areas based largely on our assessment of the need for our
services, the system of reimbursement, the receptivity to out-of-state and proprietary opcrators, expected changes
in the service delivery system (i.e., privatization or downsizing). the labor climate and existing competition.

We also seek to identify service needs or possible changes in the service delivery or reimbursement system
of governmental cntities that may be driven by changes in administrative philosophy, budgetary considerations,
pressure or legal actions brought by advocacy groups. As needs or possible changes are identified, we aitempt to
work with and provide input to the responsible government personnel and to work with provider associations and
consumer advocacy groups 1o this end. 1f an RFP results from this process, we then determine whether and on what
terms we will respond and participate in the competitive process.

With regard to identifying other providers who may be management coniract or other transaction
candidates, we attempt to establish relationships with providers through presentations at national and local
conferences, membership in national and local provider associations, direct contact by mail, telephone of personal

visits.

In some cases, we may be contacted directly and requested to submit proposals or become a provider in
order to provide services to address specific problems. These problems may include an emergency takeover of a
troubled operation or the need to develop a large number of community placements within a certain lime period.
Before taking over these operations, which may be financially and/or operationally troubled, the operations
generally must meet specific criteria. These criteria include the ability to “tuck-in” the operations into our existing
group home clusters, thereby substantially eliminating general and administrative expenses of the absorbed
operations.

With the recent branding of ResCare HomeCare, we have initiated a consumer marketing plan that
cncludes the creation of a marketing department, the design and implementation of new web sites and a partnership

with a national advertising agency to ensure growth in our home care services to seniors and as part of our plan to
diversify our funding sources.

Referral Sources

We receive substantially all of our DD/ID clients from third party referrals. Generally, family members of
individuals with DD/ID are made aware of available residential or alternative living arrangements through a state
or local case management system. Case management systems are operated by governmental or private agencies.
Other service referrals come from doctors, hospitals, private and workers’ compensation insurers and attorneys. In
cither case, where it is determined that some form of service is appropriate, a referral of one or more providers of
such services is then made to family members or other interested parties.

We generally receive referrals or placements of individuals to our youth and training programs, other than
Job Corps, through state or local agencies or entities responsible for such services. Individuals are recruited to our
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Job Corps programs largely through private contractors. We also have contracts directly with the DOL to recruit
students to our own centers, Our reputation and prior experience with agency staff, case workers and others in
positions to make referrals to us are important for building and maintaining ccnsus in our operations.

Customers

We are substantially dependent on revenues received under contracts with federal, state and local
government agencics. For the year ended December 31, 2007, we derived 11.4% of our revenues under contracts
under the federal Job Corps program. Generally, these contracts are subject to termination at the discretion of
governmental agencies and in certain other circumstances such as failure to comply with applicable regulations or
quality of service issues.

Seasonality

In general, our business does not experience significant fluctuations from seasonality. Revenues and
operating results attributable to employment training service contacts can fluctuate depending on the timing of
contract rencwal, start-up costs associated with new contracts and the achievement of performance measures. In
addition, employment training services experience lower operating margins during the winter months as the
number of job placements tends to be reduced during this time period. We operate cerlain alternative and private
schools which are subject to seasonality as a result of school being out of session in parts of the second and third
quarters. However, this scasonality does not have a significant impact on our consolidated results of operations. As
we grow our international business, we could be subject to seasonality as a result of the vacation/holiday season,
which is typically in the third quarter in most European countries.

Foreign Operaiions

We currently operate predominantly in the United Stales. We operate certain programs in Canada, through
contracts with Canadian governmental agencies to provide disabilities services and in Haiti with a contract through
Cooperative Housing Foundation to operate job training centers. The operating results of these programs were not
significant to our consolidated results of operations in 2007. At the end of 2007 ResCare acquired workforce
services companies in the Netherlands and the United Kingdom. Maatwerk Groep, BV has I3 locations in the
Netherlands, United Kingdom and Germany. Biscom Resource Management Limited has six locations in the
United Kingdom. The companies are private providers of government-funded job reintegration services that
include job training and job placement assistance. The operating results of these programs were not significant to
our consolidated results of operations in 2007,

Competition

Our Community Services, Job Corps Training Services and Employment Training Services segments are
subject to a number of competitive factors, including range and quality of services provided, cost-effectiveness,
reporting and regulatory expertise, reputation in the community, and the location and appearance of facilities and
programs. These markets are highly fragmented, with no single company or entity holding a dominant market
share. We compete with other for-profit companies, not-for-profit entities and governmental agencies.

With regard to Community Services. individual states remain a provider of DD/ID services, primarily
through the operation of large institutions. Not-for-profit organizations are also active in all states and range from
small agencies serving a limited area with specific programs to multi-state organizations. Many of these
organizations are affiliated with advocacy and sponsoring groups such as community mental health centers and
religious organizations.

Currently, only a limited number of companies actively seek Job Corps contracts because the bidding
process is highly specialized and technical and requires a significant investment of personnel and other resources
over a period of several months. Approximately one-half of the privately operated centers ate operated by the three
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largest operators. Competition for Job Corps contracts has increased as the DOL has made efforts to encourage
new participants in the program, particularly small businesses, including minority-owned businesses.

The job training and placement business is also one that other entities may enter without substantial capital
investment. The industry is currently served by a simall number of larpe for-profit service providers and many

smaller providers, primarily local non-profits.

Certain proprictary competitors operate in multiple jurisdictions and may be well capitalized. We also
compete in some markets with smaller local companies that may have a better understanding of the local
conditions and may be better able to gain political and public acceptance. Such competition may adverscly affect
our ability to obtain new contracts and complete {ransactions on favorable terms. We face significant competition
from all of these providers in the states in which we now operate and cxpect to face similar competition in any

stalc that we may enter in the future.

Professional staff retention and development is a critical factor in the successful operation of our business.
The competition for talented professional personnel, such as therapists, QMRPs and experienced workforce
professionals, is intense. We typically utilize a standard professional service agreement for provision of services by
certain professional personnel, which is generally terminable on 30 or 60-day notice. The demands of providing the
requisite guality of service to individuals with special needs contribute to a high tumover raie of dircct service
staff, which may lead to increased overtime and the use of outside consultants and other personnel. Consequently,
a high priority is placed on recruiting, training and retaining competent and caring personnel.

Government Regulation and Reimbursement

Our operations must comply with various federal, state and local statutes and regulations. Compliance with
state licensing requirements is a prerequisite for participation in government-sponsored assistance programs, such
as Medicaid. The following sets forth in greater detail certain regulatory considerations applicable to us:

Funding Levels. Federal and state funding for our Community Services and Employment Training Services
businesses is subject lo statutory and regulatory changes, administrative rulings, interpretations of policy,
intermediary determinations and governmental funding restrictions, all of which may materially increase or
decrease program reimbursement. Congress has historically attempted to curb the growth of federal funding of
such programs, including limitations on payments to programs under the Medicaid and Workforce Investment Act
of 1998 (WIA). Although states and localities in general have historically increased rates 1o compensate for
inflationary factors, some have curtailed funding due to budget deficiencies or other reasons. In such instances,
providers acting through their trade associations may attempt to negotiate or employ legal action in order to reach a
compromise settiement. Fulure revenues may be affected by changes in rate structures, governmental budgets,
methodologies or interpretations that may be proposed or under consideration in areas where we operate, Most
domestic federal programs were reduced by approximately 1.7% in the Fiscal Year 2008 budget {(began October 1,
2007). The WIA program also was subjected to a one-time reduction of $250 million or about 10% of its funding.
These reductions will impact the one-stop business during the second half of 2008. Funding for WIA should return

to base line levels in 2009.

Temporary Assistance for Needy Families (TANF) funding is set by statute at almost $17 biltion (plus over
$10 billion of state matching funds) per year through fiscal year 2010, This level has remained constant since the

program was authorized in 1996.

Reimbursement Requiremenis. To qualify for reimbursement under Medicaid programs, facilities and
programs are subject to various requirements of participation and other requirements imposed by federal and state
authorities. In order to maintain a Medicaid or state contract, certain statutory and regulatory requirements must be
met. These participation requirements relate to client rights, quality of services, physical facilities and
administration. Long-term providers, like our company, are subject to periodic unannounced inspection by state




authorities, often under contract with the appropriate federal agency, 10 ensure compliance with the requirements
of participation in the Medicaid or state program.

Licensure. In addition to Medicaid participation requirements, our facilities and programs are usually
subject 1o annual licensing and other regulatory requirements of state and local authorities. These requircments
relate to the condition of the facilities. the quality and adequacy of personnel and the quality of services. State
licensing and other regulatory requirements vary by jurisdiction and are subjcct to change and interpretation.

Regulatory Enforcement. From time to time, we receive notices from regulatory inspectors that, in their
opinion, there are deficiencies for failure to comply with various regulatory requirements. We review such noticcs
and take corrective action as appropriate. In most cases, we and the reviewing agency agree upon the steps to be
taken to address the deficiency, and from time to time, we or one Or more of our subsidiaries may enter into
agreements with regulatory agencies requiring us 1o take certain corrective action in order to maintain licensure.
Scrious deficiencies, or failure to comply with any regulatory agreement, may result in the assessment of fines or
penalties and/or decertification or delicensure actions by the Center for Medicare and Medicaid Services or state
rcgulatory agencies.

Restrictions on Acquisitions and Additions. All states in which we currently operate have adopted laws or
regulations which generally require that a statc agency approve us as a provider, and many require a determination
that a need exists prior to the addition of covered individuals or services.

Cross Disqualifications and Delicensure. In certain circumstances, conviction of abusive or fraudulent
behavior with respect to one facility or program may subject other facilities and programs under common control
or ownership to disqualification from participation in the Medicaid program. Executive Ordcr 12549 prohibits any
corporation or facility from participating in federal contracts if it or its principals (including but not limited to
officers, directors, owners and key employees) have been debarred, suspended, or declared ineligible, or have been
voluntarily excluded from participating in federal contracts. In addition, some state rcgulators provide that all
facilities licensed with a state under common ownership or controls are subject to delicensure if any one or more of
such facilities are delicensed.

Regulations Affecting Our Business. The Social Security Act, as amended by the Health Insurance
Portability and Accountability Act of 1996 (HIPAA), provides for the mandatory exclusion of providers and
related individuals from participation in the Medicaid program if the individual or entity has been convicted of a
criminal offense related to the delivery of an item or service under the Medicaid program or relating to neglect or
abuse of residents. Further, individuals or entities may be, but are not required to be, excluded from the Medicaid
program in circumstances including, but not limited to, the following: convictions relating to fraud; obstruction of
an investigation of a controlled substance; license revocation or suspension; exclusion or suspension from a state or
federal health care program; filing claims for excessive charges or unnecessary services or failure to furnish
medically necessary services; or ownership or contro] by an individual who has been excluded from the Medicaid
program, against whom a civil monetary penalty related to the Medicaid program has been assessed, or who has
been convicted of a crime described in this paragraph. In addition, we are subject to the federal “anti-kickback
Jlaw” which makes it a felony to solicit, receive, offer to pay, or pay any kickback, bribe, or rebate in return for
referring a resident for any item or service, or in return for purchasing, leasing or ordering any good, service or
item, for which payment may be made under the Medicaid program. A violation of the anti-kickback statute is a
felony and may result in the imposition of criminal penalties, including imprisonment for up to five years andfor a
fine of up to $25,000, as well as the imposition of civil penalties and/or exclusion from the Medicaid program.
Some states have also enacted laws similar to the federal anti-kickback laws that restrict business relationships
among health care service providers.

Federal and state criminal and civil statutes prohibit false claims. Certain criminal and civil provisions
prohibit knowingly filing false claims or making false statements to receive payment or certification under
Medicare and Medicaid, or failing to refund overpayments or improper payments. Violations are considered
felonies punishable by up to five years imprisonment and/or $25.000 fines. In addition, under HIPAA, Congress
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enacted a criminal health care fraud statute for fraud involving a health care benefit program, which it defined to
include both public and private payors. Penalties for civil violations are fines ranging from $5.500 to $1 1.000, plus
treble damages, for each claim filed. Also. the statule allows any individual to bring a suit, known as a qui tam
action, alleging false or fraudulent Medicare or Medicaid claims or other violations of the statute and to potentially
share in any amounts paid by the entity to the government in fines or settlement. We have sought to comply with
these statutes; however, we cannot assure you that these Jaws will ultimately be interpreted in a manner consistent
with our practices or business transactions.

The Department of Health and Human Scrvices. as required by HIPAA, has adopted standards for the
exchange of electronic health information in an effort to encourage overall administrative simplification and
enhance the effectiveness and efficiency of the healthcare industry.

The Department of Health and Human Services has also adopted several rules mandating the use of new
standards with respect to certain health care transactions and health information. For instance, the Depariment of
Health and Human Services has issued a rule establishing uniform standards for common health care transactions,
including: health care claims information, plan eligibility, referral cerification and authorization, claims status,
plan enrollment and disenrollment, payment and remittance advice, plan premium payments. and coordination of

benefits.

The Department of Health and Human Services also has released standards and rules relating to the
privacy and security of individually identifiable health information. These standards and rules not only require our
compliance with rules governing the use and disclosure of protected health information, but they also require us to
impose those rules, by contract, on any business associate to whom we disclose information. Sanctions for failing
to comply with the HIPAA health information practices provisions include criminal penalties and civil sanctions.

[n January 2004, the Center for Medicare/Medicaid Services published a rule announcing the adoption of
the National Provider Identificr as the standard unique health identifier for health care providers to use in filing and
processing health care claims and other transactions. The rule was effective May 23, 2005, with a compliance date

of May 23, 2007.

Management believes that we are complying with those HIPAA rules that have gone into effect. Although
the new health information standards have a significant effect on the manner in which we handle health data and
communicate with payors, based on our current knowledge, we believe that the cost of our compliance will not
have a material adverse effect on our business, financial condition or results of operations.

Deficit Reduction Act

The Deficit Reduction Act of 2005 (DRA), which was signed into law on February 8, 2006, contains
provisions aimed at reducing Medicaid fraud and abuse and directly affects healthcare providers that receive at
least $5 million in annual Medicaid payments.

The DRA also provides resources for us to establish the Medicaid Integrity Program (MIP). Historically,
the states have been primarily responsible for addressing Medicaid fraud and abuse. With the MIP, we will be
more involved in detecting and preventing Medicaid fraud and abuse. Among other things, we will engage
contractors to conduct audits, identify overpayments and educate providers on payment integrity. The DRA further
provides incentives 1o states 10 enact their own false claims acts. It is likely that a number of states, including those
where we operate, will enact such legislation in the near future. while we believe that our operations comply with
Medicaid billing requirements, there ean be no assurance that the added scrutiny resulting from the DRA will not
have an adverse impact on our operations and financial results.

The DRA also adds certain mandatory provisions to our compliance program. Specifically, by January 1,
2007, we were required to implement written policies educating our cmployees, agents and contractors regarding
federal and state false claims acts, whistleblower protections for plaintiffs in qui tam actions and our policies and
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procedures for detecting fraud and abuse. While we are in compliance there can be no assurance that this cducation
requirement, together with the MIP, will not result in an increase in frivolous investigations or suits against us.

Also under the DRA, beginning July 1, 2006, states have been required to obtain proper documentation of
citizenship for Medicaid recipients. Previously. eligible immigrants were required o provide proof of their
immigration status, but U.S, citizens only had 1o declare their citizenship. Although this provision does not change
the eligibility criteria, the additional requirement may delay coverage for some individuals and will result in
denials for individuals who are unable to provide the documentation, Similar enhanced documentation
requirements have been implemented in some states, including certain states where we provide Medicaid
reimbursed services. There can be no assurance that these changes will not have an adverse impact on our
operations and financial resuits.

We arc subject to the Payment Error Rate Measurement program (PERM). Under PERM, we review
Medicaid fee-for-service and Medicaid managed care to determine national and state-specific error rates for
payments under Medicaid. Groups of states began parlicipation in PERM in 2007. The list of states audited in 2007
includes states where we have significant operations. There can be no assurance that new error rate calculations
determined from PERM audits will not have a material adverse effect on our business, financial condition or

results of operations.
Waorkforce Investment Act

WIA funds “labor market intermediary™ services for jobscekers and employers. WIA services are delivered
through One-Stop Career Centers, where clients can access a range of workforce services provided not only by
WIA, but by other refated social service and educational agencies. at a single location. The W1A law mandates that
certain of these agencies must be present at a one-stop location, but the actual complexion of one-stops is varied.
WIA also includes a locally managed program for youth facing serious barriers to employment. This program
constitutes about one-third of local funding.

WIA programs have various rules to determine the eligibility of potential service recipients. Federal WIA
grants are allocated 1o states by a formula based on population, poverty levels and unemployment levels. States
further allocate funds to local Service Delivery Areas (SDAs) that, within broad federal guidelines, are negotiated
between governors and local elected officials as to the number and size of a state’s local SDAs. Variances exist
greatly depending on population, urban and rural mix and funding levels. There have been few changes in the
number and size of local SIXAs in the lasi 10 years.

Typically. funding decisions about delivery of services within each SDA ar¢ made by local elected
officials and Workforce Investment Boards (WIBs), which makes the WIA market highly decentralized. About
one-third of the nation’s 585 WIBs utilize a competitive bidding model to fund their one-stops. By statute, all
WIBs must use open, competitive bidding in awarding youth contracts. In both one-stops and youth programs, we
may find ourselves disadvantaged as we compete with entrenched incumbents such as the traditional non-profit

agencies.
Temporary Assistance for Needy Fam ilies

TANF caseloads have fallen by over 60 percent since the welfare reform law was launched in 1996.
Today’s recipients are more difficult to place into competitive employment than their earlier counterparts.
Performance requirements in some contracts may prove more difficult 1o achieve as clients have more barriers to
employment and the overall economy weakens. The program is administered by the States and they may look for
new program models as the regulatory and performance expectations of the federal government adapt to new
realities.

Environmental Laws. Cerlain federal and state laws govern the handling and disposal of medicat,
infectious, and hazardous waste. Failure o comply with those laws or the regulations promulgated under them
could subject an entity covered by these laws to fines, criminal penalties, and other enforcement actions.
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Occupational Safety and Health Administration {(OSHA). Federal regulations promulgated by OSHA
impose additional requirements on us including those protecting employees from exposure to elements such as
blood-borne pathogens. We cannot predict the frequency of compliance, monitoring, or enforcement actions to
which we may be subject as regulations arc implemented and there can be no assurance that such regulations will
not adversely affect our operations.

Insurance

We maintain professional and general liability, automobile, workers’ compensation and other business
insurance coverages. Our professional and general liability coverage provides for a $1 million deductible per
occurrence for policy year commencing July 1. 2007, and claims limits of $5 million per occurrence up to a $6
miltion annual aggregate limit. Our automobile coverage provides for a $1 million deductible per occurrence and
claims limits of §5 million per occurrence up to a 35 million aggregate limit. In addition, we carry excess liability
coverage with limits of $15 million, to bring the total liability coverage limits to $20 million. The excess liability
policy covers the general and professional liability program, as well as the automobile liability program. Our
workers’ compensation coverage provides for a $1 million deductible per occurrence, and claims up (o statutory
limits. The property coverage provides for an aggregate limit of $100 million, with varying deductibles and sub-
limits depending on the type of loss. We offer various health insurance plans to full-time and part-time employees.
One of these plans has a $150,000 deductible per claim funded by the Company. We believe insurance coverages
and self-insurance reserves are adequate for our current operations. However, we cannot assure that any potential
losses on asserted claims will not exceed such insurance coverages and self-insurance reserves.

Employces

As of December 31, 2007, we cmployed approximately 42,000 emplovees. As of that date, we were
subject to collective bargaining agreements with approximately 4,000 of our employees. We have not experienced
any work stoppages and believe we have good relations with our employees.

Available Information

ResCare files annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
and amendments to those reports with the Securities and Exchange Commission (SEC). These reports are available
at the SEC’s website at hitp:/www.sec.gov. Our reporis will also be available on our website at
hitp://www.fescare.com as soon as reasonably practicable after such material is clectronically filed with or
furnished 1o the SEC. You may also obtain elecironic or paper copies of our SEC reports free of charge by
contacting our communications department, 99071 Linn Station Road, Louisville, Kentucky 40223, (telephone)
502-394-2100 or communications@rescare.com,

Item 1A. Risk Factors

Federal, state and local budgetary shorifalls or changes in reimbursement policies could adversely affect
our revenues and profitability.

We derive a substantial amount of our revenues from federal, state and local government agencies,
including state Medicaid programs and employment training programs. Our revenues therefore depend to a large
degree on the size of the governmental appropriations for the services we provide. Budgetary pressures, as well as
economic, industry, political and other factors, could influence governments not to increase and in some cases, tO
decrease appropriations for these services, which could reduce our revenues materially. For example, many states
are forecasting budget deficits or shortfalls as a result of the sub-prime mortgage crisis and general recessionary
environment. Many state governments also continue to experience shortfalls in their Medicaid budgets despite cost
containment efforts. Future federal or state initiatives could institute managed care programs for individuals we
serve or otherwise make material changes to the Medicaid program as it now exists. Budgetary pressures may
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cause states to reducc or eliminate funding for employment services programs we administer under contracts with
state and local governiments. Future revenues may be affected by changes in rate-setting structures. methadologies
or interpretations that may be proposed or are under consideration in states where we operate.

Furthermore, fedcral, state and local government agencies generally condition their contracts with us upon
a sufficicnt budgetary appropriation. If a government agency does not receive an appropriation sufficient to cover
its contractual obligations with us, it may terminate a contract or defer or reduce our reimbursement. Previously
appropriated funds could also be reduced through subsequent legisiation. The loss or reduction of reimbursement
under our contracts could have a material adverse effect on our business, financial condition and operating results.

Our revenues and operating profitability depend on our reimbursement rates.

Our revenues and operating profitability depend on our ability to maintain our existing reimbursement
levels, to obtain periodic increases in reimbursement ratcs to meet higher costs and demand for more services, and
to receive timely payment. H we do not receive or cannot negotiale incrcases in reimburscment rates at
approximately the same time as our cosis of providing services increase, Our revenues and profitability could be

adversely affected.

Owr inability to maintain and renew our existing coniracts and 1o obiain additional contracts would
adversely affect our revenues.

Each of our operating segments derives a substantial amount of revenue from contracts with government
agencies. They also have contracts with non-governmental entities. Qur contracts ‘are generally in effect for a
specific term, and our ability to renew or retain them depends on our operating performance and reputation, as well
as other factors over which we have less or no control. We may not be successful in obtaining, renewing or
relaining contracts to operate Job Corps or Employment Training centers. For exam ple, we entered into a contract
in 2006 to provide job training and placement assistance with annual revenues of approximately $15 million over
the term. During 2007, we commenced opening and operating a number of the job training centers and providing
services as required under the contract terms. We are in negotiations with this customer concerning the services we
are to perform under the contract and are seeking solutions to certain disputed scope issues. If these negotiations
are unsuccessful there is a possibility this contract could be terminated, which would adversely affect our revenues
and operating profits. Our Job Corps contracts arc re-bid, reardless of operating performance. at feast every five
years and our Employment Training Services contracts are typically re-bid every one or two years. Government
contracts of the operations we acquire may be subject to termination upon such an event, and our ability to retain
them may be affected by the performance of prior operators. Changes in the market for services and contracts,
including increasing compctition, transition costs or ¢osts to implement awarded contracts, could adversely affect
the timing and/or viability of future development activities. Additionally, many of our contracts are subject to state
or fcderal government procurement rules and procedures. Changes in procurcment policies that may be adopted by
one or more of these agencies could also adversely affect our ability to obtain and retain these contracts.

Labor changes could reduce our margins and profitability and adversely affect the quality of our care.

Our cost structure and ultimate operating profitability ar¢ directly related to our labor costs. Labor costs
may be adversely affected by a variety of factors, including limited availability of qualified personnel in each
geographic area, local competitive forces, the ineffective utilization of our labor force, changes in minimum wages
or other direct personnel costs, strikes or work stoppages by employees represented by labor unions, and changes
in client services models, such as the trends toward supported living and managed care. The federal minimum
wage will increase incrementally over the next two years to $7.25 per hour in 2009, which will increase our labor
costs. The difficulty experienced in hiring direct service staff and nursing staff in certain markets from time to time
has resulted in higher labor costs in some of our operating units. These higher labor costs are associated with
increased overlime, recruitment and retention, training programs, and use of temporary staffing personnel and
outside clinical consultants.




We face substantial competition in attracting and retaining experienced personnel, and we mnay be unable
10 grow our business if we cannol attract and retain qualified employees.

Qur success depends to a significant degree on our ability to attract and retain highly qualified and
experienced social service professionals who possess the skills and experience necessary lo deliver high quality
services to our clients. These employees are in great demand and are likely to remain a limited resource for the
foreseeable future. Contractual requirements and client needs determine the number, cducation and experience
levels of social service professionals we hire. Our ability to attract and rctain employees with the requisite
experience and skills depends on several factors including, but not limited to, our ability to offer competitive
wages, benefits and professional growth opportunities. The inability to attract and retain experienced personnel
could have a material adverse effect on our business.

We may not realize the anticipated benefit of any future acquisitions and we may experience difficulties in

infegrating these acquisitions.

As part of our growth strategy, we intend to make selective acquisitions. Additionally, we also assess
opportlunitics to maximize shareholder value and seek diversification through investments with other business
pariners. We may need additional funds to continue to take advantage of acquisition opportunities, and financing
may not be ‘available on acceptable terms or at all. Growing our business through acquisitions involves risks
because with any acquisition there is the possibility that:

we may be unable to maintain and renew the contracts of the acquired business;

«  uiforcseen difficulties may arise when integrating the acquired operations, including information
systems and accounting controls;

- operating efficicncies, synergies, economies of scale and cost reductions may not be achieved as
expected;

+ the business we acquire may not continue to generate income at the same historical levels on
which we based our acquisition decision;

« management may be distracted from overseeing existing operations by ‘the need to integrate the
acquired business;

+ we may acquirc ot assume unexpected liabilities or there may be other unanticipated costs;
«  we may fail to retain and assimilate key employees of the acquired business;

« we may finance the acquisition by additional debt and may become highly leveraged; and
+ the culture of the acquired business may not match well with our culture.

As a result of these risks, there can be no assurance that any future acquisition will be successful or that it
will not have a material adverse effect on our business, financial condition and results of operations.




If onr goodwill or indefinite-lived intangible assels becone impaired, we may be required 10 record a
charge 1o earnings.

In accordance with generally accepted accounting principles in the United States of America (U.S.
GAAP), goodwill and indcfinite-lived intangible assets are not amortized but are reviewed for impairment on an
annual basis or more frequently whenever events or changes in circumstances indicate that their carrying value
may not be recoverable. We may be required to record a charge to earnings in our financial statements during the
period in which any impairment of our goodwill or indefinite-lived intangible assets is determined, which could
have a material adverse effect on our operating results.

Our insurance coverage and self-insurance reserves may 1ol cover future claims.

Changes in the market for insurance may affect our ability to obtain insurance coverage at reasonable
rates. Changes in our annual insurance Costs and self-insured retention limits depend in large part on the insurance
market. Our professional and general liability coverage provides for a $1 million deductible per occurrence for
policy year commencing July 1, 2007, and claims limits of $5 million per occurrence up to a $6 million annual
aggregate limil. Our automobile coverage provides for a $1 million deductible per occurrence and claims limits of
$5 million per occurrence up to a $5 million aggregate limit. In addition, we carry excess liability coverage with
limits of $15 million, to bring the total liability coverage limits to $20 million. The excess liability policy covers
the general and professional Tiability program, as well as the automobile liability program. Our workers’
compensation coverage provides for a $1 million deductible per occurrence, and claims up to statutory limits. The
property coverage provides for an aggregate limit of $100 million, with varying deductibles and sub-Hmits
depending on the type of loss. We offer various health insurance plans to full-time and part-time employees. One
of these plans has a $150,000 deductible per claim funded by the company. We utilize historical data to estimate
our Teserves for our insurance programs. If losses on asserted claims exceed the current insurance Coverage and
accrued rescrves, our business, results of operations, financial condition and ability to meet obligations under our

indebtedness could be adversely affected.

Our industry is subject to substantial government regulation and if we fail 1o comply with those
regulations, we could suffer penalties or be required 10 make significant changes 1o our operations.

The health care industry, including our company, is required to comply with extensive and complex laws
and regulations at the federal, state and local government levels relating to, among other things:

licensure and certification;

« adequacy and quality of health care services and employment services;
« qualifications of health care and support personnel;

. confidentiality, maintenance and security issues associated with medical or other personal records
and claims processing;

+ rclationships with referral sources;

« operating policies and procedures;

« addition of facilities and scrvices; and
=  billing for services.

Many of these laws and regulations are expansive, and we do not always have the benefit of significant
regulatory or judicial interpretation of them. In the future, different interpretations or enforcement of these laws
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es to allegations of impropricty ot illegality or could

and regulations could subject our current or past practic
personnel, services, capital expenditure programs and

require us to make changes in our facilities, equipment,
operating expenses.

aws and regulations, we could be subject 10 vatious sanctions,

including criminal penalties, civil penalties (including the loss of our licenses to operate one or more of our homes
or facilities) and exclusion of onc or more of our homes or facilities from participation in the Medicare, Medicaid
and other federal and state health care programs. If allegations of noncompliance were to arise in the future in
respect of a significant subsidiary or in respect of ResCare that might jeopardize its participation in Medicare or
Medicaid, an adverse outcome could have a material adverse effect on our business, results of operations or

liquidity.

If we fail to comply with applicable ]

ghtened and coordinated civil and eriminal

Both federal and state government agencies have hei
I health care companies. These investigations

enforcement efforts as part of numerous ongoing investigations o
relate to a wide variety of topics, including:

«  billing practiccs;
+ quality of care;
« financial relationships with referral sources; and

+ medical necessity of services provided.

Like other participants in the health care industry, we receive requests for information from government
agencies in connection with the regulatory or investigational authority. Moreover, health care providers are also
subject 1o “qui tam” whistleblower Jawsuits and false claims provisions at both the state and federal level.

We are required to comply with laws governing the transmission of privacy of health information.

The Health Insurance Portability and Accountability Act of 1996 (HIPAA) requires us to comply with
standards for the exchange of health information within our company and with third parties, such as payors,
business associates and patients. These include standards for common health care transactions, such as:

«  claims information, plan eligibility, payment information and the use of electronic signatures;

+ unique identifiers for providers, employers, health plans and individuals; and

+ security, privacy and enforcement.

[f we fail to comply with these standards, we could be subject to criminal penalties and civil sanctions.

We are required to comply with laws governing Medicaid services.

The Deficit Reduction Act of 2005 (DRA) requires our operations to comply with Medicaid billing
requirements. The DRA also mandated changes to our compliance program. While we believe that our operations
are in compliance, there can be no assurance that the added scrutiny resulting from the DRA will not have an

adverse impact on our operations and financial results.
Increases in regulatory oversight can result in higher operating costs.

hed Jaws and regulations, state regulatory agencies

Although we are operating in compliance with establis
rvices we provide to individuals without providing

often have broad powers to mandate the types and levels of se
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appropriate funding. Increased regulatory oversight has resulted in higher operating cOSts. including labor,
consulting and maintenance expenditures. and historical Josscs.

Qur operations may subject us 1o substantial litigation.

Our management of residential. training, cducational and support programs for our clients exposes us 1o
potential claims or litigation by our clients or other individuals for wrongful death, personal injury or other
damages resulting from contact with our facilities, programs. personnel or other clients. Regulatory agencies may
initiate administrative proceedings alleging violations of statutes and regulations arising from our programs and
facilities and seek to impose monetary penalties on us. We could be required to pay substantial amounts of money
to respond to rcgulatory investigations or, if we do not prevail, in damages or penalties arising from these legal
proceedings. Some awards of damages or penalties may not be covered by any insurance. If our third-party
insurance coverage and self-insurance reserves are not adequate to cover these claims, it could have a material
adverse effect on our business, results of operations, financial condition, and ability to satisfy our obligations under
our indebiedness.

Media coverage critical of us or our industry may harm our results.

Media coverage of the industry, including operalors of facilities and programs for individuals with
intellectual and other developmental disabilities, has, from time to time, included reports critical of the current
trend toward privatization and of the operation of certain of these facilitics and programs. Adverse media coverage
“about providers of these services in general, and us in particular, could lead to increased regulatory scrutiny in
some areas, and could adversely affect our revenues and profitability by, among other things, adversely affecting
our ability to obtain or retain contracts, discouraging government agencies from privatizing facilities and programs,
increasing regulation and resulting compliance costs, or discouraging clients from using our Services.

Our facility and program expenses fluctuate.

Our facility and program expenscs may also fluctuate from period to period, due in large part io changes in
Jabor costs, insurance and energy costs. Labor costs are affected by a number of factors, including the availability
of qualified personnel, cffective management of our programs, changes in service models, state budgetary
pressures, severity of weather and other natural disasters. Our annual insurance costs and self-insured retention
limits can rise due to developments in the insurance market or our claims history. Significant fluctuations in our
facility and program expenscs, may adversely affect our business, results of operations and financial condition.

Qur guarterly operating results may fluctuate significantly.

Our revenues and net income may fluctuate from quarter 1o quarter, in part because annual Medicaid rate
adjustments may be announced by the various states at different times of the year and are usually retroactive to the
beginning of the particular state's fiscal reporting period. Generally, future adjustments in reimbursement rates in
most states will consist primarily of cost-of-living adjustments, adjustments based upon reported historical costs of
operations, or other negotiated changes in rates. However. many states in which we operate are experiencing
budgetary pressures and certain of these states, from time to time, have initiated service reductions, or rate freezes
and/or rate reductions. Some reimbursement rate increases must be paid to our direct care staff in the form of wage
pass-throughs. Additionally, some states have, from time to time, rcvised their rate-setting methodologies, which

has resulted in rate decreases as well as rate increases.

If downsizing, privatization and consolidation in owr industry do not confinue, our business may not
continue to grow.

The maintenance and expansion of our operations depend on the continuation of trends toward
downsizing. privatization and consolidation, and our ability to tailor our services to meet the specific needs of the
populations we serve. Our success in a changing operational environment is subject to a varicty of political,
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economic, social and fegal pressures, virtually all of which are beyond our control. Such pressures include a desire
of govermnental agencies o reduce costs and increase levels of services; federal, state and local budgctary
constraints or shortfalls; political pressure from unions opposed to privatization or for-profit service providers; and
actions brought by advocacy groups and the courts to change existing service delivery systems. Material changes
resulting from these trends and pressures could adversely affcct the demand for and reimbursement of our serviccs
and our operating flexibility. and ultimately our revenues and profitability.

If we fail io establish and maintain appropriate relationships with officials of government agencies, we
may not be able to successfully procure or retain government-sponsored contracts which could negatively impact
OUT FEVERUES.

To facilitate our ability to procurc or retain povernment-sponsored contracts, we rely in part on
establishing and maintaining appropriate relationships with officials of various govemment agencies. These
relationships enable us to maintain and rencw existing contracts and obtain new contracts and referrals. These
relationships also enable us to provide informal input and advice to the government agencies prior to the
development of a “request for proposal” or program for privatization of social services and enhance our chances of
procuring contracts with these payors. The effectiveness of our relationships may be reduccd or climinated with
changes in the personnel holding various govermment offices or staff positions. We also may lose key personnel
who have these relationships. Any failure to establish, maintain or manage relationships with government and
agency personnel may hinder our ability to procure or retain government-sponsored contracts.

Events that harm our reputation with govermmental agencies and advocacy groups could reduce our
revenues and operating results.

Our success in obtaining new contracts and renewals of our existing contracts depends upon maintaining
our reputation as a quality service provider among governmental authorities, advocacy groups for individuals with
developmental disabilities and their families, and the public. We also rely on government entities-to refer clients to
our facilities and programs. Negative publicity, changes in public perccption, the actions of clients under our care
or investigations with respect to our industry, operations or policies could increase government scrutiny, increase
compliance costs. hinder our ability to obtain or retain contracts, reduce referrals, discourage privatization of
facilities and programs, and discourage clients from using our services. Any of these events could have a material
adverse effect on our business, results of operations. financial condition or ability to satisfy our obligations under
our indcbtedness.

A loss of owr status as a licensed service provider in any jurisdiction could result in the termination of
existing services and our inahility to markei our services in that jurisdiction.

We operate in numerous jurisdictions and are required to maintain licenses and certifications in order to
conduct our operations in each of them. Each state and county has its own regulations, which can be complicated,
and each of our service lines can be regulated differently within a particular jurisdiction. As a result, maintaining
the necessary licenses and certifications to conduct our operations can be cumbersome. Our licenses and
cettifications could be suspended, revoked or terminated for a number of reasons. including: the failure by some of
our facilities or employees to properly care for clients; the failure to submit proper documentation to the
government agency, including documentation supporting reimbursements for costs: the failure by our programs to
abide by the applicable regulations relating to the provisions of human services; or the failure of our facilities to
abide by the applicable building, health and safety codes and ordinances. We have had some of our licenses or
certifications temporarily suspended in the past. If we lost our status as a licensed provider of human services in
any jurisdiction or any other required certification, we would be unable to market our services in that jurisdiction,
and the contracts under which we provide services in that jurisdiction could be subject to fermination. Moreover,
such an event could constitute a violation of provisions of contracts in other jurisdictions, resulting in other
contract terminations. Any of these events could have a material adverse effect on our business, results of
operations, financial condition or ability to satisfy our obligations under our indebtedness.




Expenses incurred and fees earned wider goverament contracts are subject 1o scruting.

We derive substantially all of our revenues from federal, state and local government agencies. As a result
of our participation in these government funded programs, we are ofien subject to governmental reviews, audits
and investigations to verify our compliance with applicable laws and regulations. As a result of these reviews,
audits and investigations, these government payors may be entitled to, in their discretion:

+ terminate or modify our existing contracts;

« suspend or prevent us from receiving new conlracts or extending existing contracts because of
violations or suspected violations of procurement laws or regulations;

- impose fines, penaltics or other sanctions on us;
« reduce the amount we are paid under our existing contracts; and/or
- require us to refund amounts we have previously been paid.

In some states, we operate on a cosl reimbursement model in which revenues are recognized at the time
costs are incurred. In these states, payors audit our historical costs on a regular basis, and if it is determined that we
do not have enough costs to justify our rates, our rates may be reduced. or we may be required 1o retroactively
return fees paid 1o us. We cannot be assured that our rates will be maintained, or that we will be able 1o keep all
payments made to us until an audit of the relevant period is complete.

Under certain employment training contracts, we are required to maintain certain performance measures
and if those measures are not met, we may be subject to financial penalties. Further, certain employment training
contracts require us to administer payments for childcare and transportation on behalf of our participants, for which
we are reimbursed by the customer. These costs ar¢ subject to governmental reviews and audits to verify our
compliance with the contracts. '

Our revenue growth has been related to increases in the number of individuals served in each of our
operating segmenis.

Our historical growth in revenues has been directly related to increases in the number of individuals served
in each of our operating segments. This growth has depended largely upon development-driven activities,
including the acquisitions of other businesses or facilities, the acquisition of management contract rights to operate
facilitics. the awarding of contracts to open new facilities, start new operalions or to assume management of
facilitics previously operated by govemmental agencics or other organizations, and the extension or renewal of
contracts previously awarded to us. Qur future revenues will depend primarily upon our ability to maintain, expand
and renew existing service contracts and leases, and to a lesser extent upon our ability to obtain additional
contracts to provide services to the special needs populations we serve, through awards in response to requests for
proposals for new programs, in connection with facilities being privatized by governmental agencies, or by
selected acquisitions.

We depend upon the continued services of certain members of our senior management feant, without whom
our husiness operations would be significantly disrupted.

Our success depends, in part, on the continued contributions of our executive officers and other key
employees. Our management team has significant industry experience and would be difficult to replace. If we lose
or suffer an extended interruption in the service of one or more of our senior officers, our financial condition and
operating results could be adversely affected. Maoreover, the market for qualified individuals is highly competitive
and we may not be able to attract and retain qualified personnel to replace or succeed members of our senior
management or other key cmpioyees, should the necd arise.
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Much of our revenue is derived from stale and local government and government procedures can be

complex.

Government reimbursement, group home credentialing and client Medicaid and Medicare eligibility and
service authorization procedures are often complicated and burdensome, and delays can result from, among other
reasons, difficulties in timely securing documentation and coordinating necessary eligibility paperwork between
agencies. These reimbursement and procedural issues occasionally cause us to have to resubmit claims several
times before payment is remitted and are primarily responsible for our aged receivables. Changes in the manner in
which slate agencies interpret program policies and procedures, and review and audit billings and costs could also
affect our business, results of operations, financial condition and our ability to meet obligations under our

indebtedness.

If we cannol maintain our controls and procedures for managing our billing and collecting, our business,
results of operations, financial condition and ability 1o satisfy our obligations under our indebtedness could be

adversely affected.

The collection of accounts reccivable is a significant management challenge and requires continual focus.
The limitations of some state information systems and procedures, such as the ability to obtain timely
documentation or disperse funds clectronically, may Jimit the benefits we derive from our automated billing and
collection system. We must maintain our controls and procedures for managing our billing and collection aclivities
if we are to collect our accounts receivable on a timely basis. An inability to do so could adversely affect our
business, results of operations, financial condition and ability to satisfy our obligations under our indebtedness.

We may not be able 1o generate sufficient cash flows to meet our debt service obligations.

Our ability to generate sufficient cash flows from operations to make scheduled payments on our debt
obligations and maintain compliance with various financial covenants contained in our debt amangements will
depend on our future financial performance. which wilt be affected by a range of economic, competitive and
business factors, many of which are outside of our control. If we do not generate sufficient cash flows from
operations to satisfy our debt obligations and maintain covenant compliance, we may have o undertake alternative
financing plans, such as refinancing or restructuring our debt, selling assets. reducing or delaying capital
investments or seeking to raise additional capital.

We can provide no assurance that any refinancing would be possible, that any assets could be sold, or, if
sold, of the timing of the sales and the amount of proceeds realized from those sales, or that additional financing
could be obtained on acceptable terms, if at all. Our inability to generate sufficient cash flows 1o satisfy our debt
obligations, maintain covenant compliance or refinance our obligations on commercially reasonable terms would
have a material adverse effect on our business, financial condition and results of operations, as well as on our
ability to satisfy our obligations under our indebtedness.

We have a significant amount of debt, which could adversely affect our business, financial condition and
results of operations and could prevent us from fulfilling our obligations under the notes.

Our level of indebtedness could have important consequences, including:

« making it more difficult for us 1o satisfy our obligations under our indebtedness, which could
result in an event of default under the debt;

»  requiring us to dedicate a substantial portion of our cash flow from operations to make required
payments on indebtedness. thereby reducing the availability of cash flow for working capital,

capital expenditures and other general corporate purposes;

. limiting our ability to obtain additional financing in the future;
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« limiting our flexibility in planning for, or reacting to, changes in our business and the industry in
which we operate,

«  impairing our ability to withstand a downturn in our business or in the economy generally: and

. placing us at a competitive disadvantage against other lcss leveraged competitors.

The occurrence of any one of these events could have a material adverse effect on our business, financial
condition and results of opcrations, as well as our ability to satisfy our obligations under our indebtedness.

We operate in a highly competitive industry, which can adverselv affect our resulls.

We compete with other for-profit companies, not-for-profit entities, and governmental agencics for
contracts. Competitive factors may favor other providers, thereby reducing our success in obtaining contracts,
which in turn would hinder our growth. Non-profit providers may be affiliatcd with advocacy groups, health
organizations, or religious organizations that have substantial influence with legislators and government agencies.
Stales may give preferences to non-profit organizations in awarding contracts. Non-profit providers also may have
access to government subsidies, foundation grants, tax deductible contributions and other financial resources not
available to us. Governmental agencies and non-profit providers may be subject to limits on liability that do not
apply to us. In some markets, smaller local companies may have a better understanding of local conditions and
may have more political and public influence than we do. The competitive advantages enjoyed by other providers
may decrease our ability to procure contracls and limit our revenues. Increased competition may also result in
pricing pressures, loss of or failure 10 gain market share or loss of clients or payors, any of which could harm our

business.

We receive a substantial amount of jobs tax credits that Congress must renew.

Over the years, we have employed numerous individuals qualifying us to receive a substantial amount of
jobs tax credits. If Congress does not periodically pass legislation to renew the jobs tax credit, our income tax
expense will increase. These credits have existed for over 30 years and have always been renewed, in more than
one instance by retroactively effective legislation. Certain jobs tax credits expired on December 31, 2005, but were
subsequently renewed retroactively to January 1, 2006 (a seamless extension) and will continue through August
31,2011. There can be no assurance the jobs tax credit will be renewed at the next renewal date.

We are subject 1o a number of risks due to our growth in international operations.

We recently completed acquisitions of international companies and continue to look for additional
opportunities to expand our operations in international markets. These international operations and acquisitions are
subject to a number of risks. These risks include not only compliance with U.S. laws when operating in foreign
jurisdictions, but also potential conflict between U.S. laws and the laws of foreign countries where we may do
business including, among others, data privacy, laws regarding licensing and labor council requirements. Foreign
laws may imposc new or diffcrent requirements, which may have an adverse impact on our operations. In addition,
we may experience difficulty integrating the management and operations of businesses we acquire internationally,
and we may have difficulty attracting, retaining and motivating highly skilled and qualified personne! to staff key
managerial positions in our ongoing international operations. Further, our international opcrations are subject to a
number of risks related to general economic and political conditions in foreign countries where we operate,
including, among others, fluctuations in foreign currency exchange rates, cultural differences, political instability.
employec work stoppages or strikes and additional expenses and risks inherent in conducting operations in
geographically distant locations. If we are unable to manage these risks, it could adversely affect our business,

financial condition and operating results.




Item 1B. Unresolved Staff Comments

None.

Item 2. Propertics

As of December 31, 2007, we owned approximately 75 properties and operated facilities.and programs at
approximately 1,940 leased properties. We lease approximately 110,000 square feet of an office building in
Louisville, Kentucky, which serves as our corporate headquarters, Other facilities and programs are operated under
management contracts. We believe that our propertics are adequate and suitable for our business as presently

conducted.
Ttem 3. Legal Proceedings

From time to time. we, or a provider with whom we have a management agreement, become a party to
legal and/or administrative proceedings that, in the event of unfavorable outcomes, may adversely affect revenues

and period to period comparisons.

In July 2000, American Internationat Specialty Lines Insurance Company, or AISL, filed a Complaint for
Declaratory Judgment against us and certain of our subsidiaries in the U.S. District Court for the Southern District
of Texas. Houston Division. In the Complaint, AISL. sought a declaration of what insurance coverage was
available to ResCare in the case styled /n re: Esiate of Trenia Wright, Deceased, et al. v. Res-Care. Inc., ef al.,
which was filed in Probate Court No. | of Harris County. Texas (the Lawsuit). After the filing. we entered into an
agreement with AISL whereby any settlement reached in the Lawsuit would not be dispositive of whether the
claims in the Lawsuit were covered under the insurance policies issued by AISL. AISL thereafter settled the
Lawsuit for $9.0 million. It is our position that: (i} the Lawsuit initiated coverage under policies of insurance in
more than one policy year, thus affording adequate coverage 10 settle the Lawsuit within coverage and policy
limits, (i) AISL waived any applicable exclusions for punitive damages by its failure to send a timely reservation
of rights letter and (iii) the decision by the Texas Supreme Court in King v. Dallas Fire Insurance Company, 85
S.W.3d 185 (Tex. 2002) controls. Prior to the Texas Supreme Court’s decision in the King case, summary
judgment was pranted in favor of AISL but the scope of the order was unclear. Based on the King decision, the
summary judgment was set aside. Thereafter, subsequent motions for summary judgment filed by both AISL and
ResCare were denied. The case was tried, without a jury, in late December 2003. On March 31, 2004, the Court
entered a judgment in favor of AISL in the amount of $5.0 million. It is our belief that the Court improperly
limited the evidence ResCare could place in the record at trial and the tvpe of claims it could present. Accordingly,
an appeal of the Court’s decision has been filed with the Fifth Circuit Court of Appeals and a supersedes bond has
been filed with the Court of $6.0 million. Oral arguments were held on August 31, 2005. We have not made any
provision in our consolidated financial statements for the potential liability that may result from final adjudication
of this matter, as we do not believe it is probable that an unfavorable outcome will result from this matter. Based
on the advice of counsel, we do not believe it is probable that the ultimate resolution of this matter will result in a
material liability to us nor have a material adverse effect on our consolidated financial condition, results of

operations or liquidity.

In October 2005, a lawsuit was filed in Fulton County, Georgia Court styled Freddie Fitis v. Res-Care,
Inc.. et al. The lawsuit seeks unspecified damages for permanent injuries received by Mr. Fitts in an October 2003
automobile accident involving one of our vehicles. In February 2006, we transferred the case to the U.S. District
Court, Northern District of Georgia, Atlanta Division. We have made provisions in our consolidated financial
statements for the final adjudication of this matter. We have admitted liability for the accident and trial has
tentatively been set on the issue of damages only for laie March 2008. We do not believe that the ultimate
resolution of this matter will have a material adverse effect on our consolidated financial condition, results of

operations or liquidity.




In January 2006, a lawsuit was filed in San Mateo County Superior Court styled Conservatorship of the
Person and Estate of Theresa Rodriguez v. Res-Care, Ine, Res-Care California, Inc. dba RCCA Services, el al. The
lawsuil alleges violations of the Elder and Dependent Adult Abuse Act, Breach of Fiduciary Duty, Negligence and
Unfair Business Practices as a result of Ms. Rodriguez being severely burmed in May 2004 one week afler the
replacement of a water heater at a group home in California where she resided. Plaintiff also seeks attorneys fees
and punitive damages against RCCA Scrvices. Settlement discussions have been unsuccessful. A Motion to
Disqualify the initial Judge was granted and trial has been set for late April 2008. We have made provisions in our
consolidated financial statements for the final adjudication of this matter. Furthcrmore, we have preserved our
rights for indemnity against the plumbing installers/manufacturers of the water heater. We do not believe that the
ultimate resolution of this matter will have a material adverse effect on our consolidated financial condition, resulls

of operations or liquidity.

[n January 2007, the U.S. Court of Appeals for the Seventh Circuit reversed a Summary Judgment we had
reccived from the U.S. District Court, Southern District of Indiana, in Omega Healthcare Investors, fnc. v. Res-
Care Health Services, Inc. In the case, Omega was initially seeking $3.7 milfion for breach of contract in the
closing of a facility in 1999 Jocated in Lexington, Kentucky. The Court of Appeals issucd a ruling granting
judgment for Omega and remanded the proceedings to the District Court o establish the actual amount of
damages. A Petition for Writ of Certiorari filed with the U.S. Supreme Court in April 2007, was denied. The
District Court has set a late June 2008 trial date. We have made a provision in our consolidated financial
statements for the Tinal adjudication of this matter. We do not believe that the ultimate resobution of this matter will
have a material adverse effect on our consolidated financial condition, results of operations or hiquidity.

In addition, we are a party to various other legal and/or administrative proceedings arising out of the
operation of our facilities and programs and arising in the ordinary course of business. We believe that, generally,
these claims are without merit. Further, many of such claims may be covered by insurance. We do not believe the
results of these proceedings or claims, individually or in the aggregate, will have a material adverse effect on our
consolidated financial condition, results of operations or liquidity.

Ttem 4. Submission of Matters to a Vote of Sccurity Holders

No matters were submitted to a vote of ResCare’s security holders during the fourth quarter of 2007.




PART 11

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters, and Issucr
Purchases of Equity Securities

Our common stock began trading on the NASDAQ Global Select Market on December 15, 1992, under the
symbol “RSCR”. As of February 20, 2008, we had approximately 5,850 sharcholders based on the number of

" holders of record and an estimate of the number of individual participants represented by security position listings.

The following table sets forth the reported high and low sale prices for our common stock as reported by
NASDAQ.

2007 ' 2006
Quarter Ended High Low High Low
March 31 $ 1889 $ 1659 § 1930 $ 16.29
June 30 ) 21.95 17.24 21.89 17.90
September 30 23.79 17.62 21.12 17.75
[December 31 26.44 21.54 20.78 17.00

We currently do not pay dividends and do not anticipate doing so in the foreseeable future.
Unregistered Sales of Equity Securities

None.
1ssuer Purehases of Equity Securities

None.




Item 6. Selected Financial Data

The selected consolidated financial data below should be read in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and the Consolidated Financial

Statements and related notes.
Year Ended December 31

2007 2006 2005 2004 2003
(In thousands, except per share data)

Income Statcment Data:

REVENUES M oot v ecsrsms st $1.433,298 § 1.302,118 $1,046,556 $ 966,185 $ 923,977
Operating income ' oo 87,164 83,695 54980 @ 53,438 43,959
Net income
Income from continuing operations, net of tax.. 44,233 42,009 24,778 22,103 12,565
Loss from discontinued operations, net of tax ... (342) (5.313) (3.556) (596) 822
NELINCOME .oieerverereeiasisrieiismsessearanees § 43801 $§ 366968 21,222 § 21.507 §_ 13387
Net income attributable to commeon shareholders ... 37,57 31,243 17.954 6,117 % 13,387
Basic earnings per common share:
From continuing operations ... ereeecrcinnens $ 134 § 130 § 079 § 0.26 3 0.52
From discontinued operations ... (0.01) {0.17) (0.1 (0.02) 0.03
Basic earnings per common share ............... 3 133 8 L13 § 0.68 $ 024 % 0.55
Diluted earnings per common share:
From continuing Operations .....ooovemieriminsions £ 132 % 1.27 0778 025% 0.51
From discontinued Operations........cocourissreennns {0.01) (0.16) {0.11) (0.02) 0.03
Diluted earnings per cominon share............ 3 131 § i113 0.66 $ 023§ 0.54
Other Financial Data:
Depreciation and amortization ........o.ovuiemmirriienn $ 19756 $ 16914 $ 13460 § 11,933 $ 11,976
Share-based compensation eXpense........c e 6,621 2.747 141 — -—
Facility rent @ 53435 47872 37519 34594 32810

Selected Historical Ratios:

Percentage of total debt 1o total capitalization.......... 35.5% 37.4% 34.2% 40.3% 49.6%
Ratio of earnings to fixed charges ®.......c.ovvvve 3.1x 3.1x 2.3x 2.1x 1.6x
Balance Sheet Data;

WOrking Capilal ..o ecimemememsrsmn s s $ 109547 % 109920 $ 113,313 $ 134,620 § 81,835
TOLAL BSSEES cv.vevveeemeererererrererisecrembebnasas et 834.543 730,413 601,029 578,436 495,961
Long-term oblgations ......coovoevieiimiiieis 220,491 205,889 152,584 168,066 184.576
Total debt, including capital [eases ........ccovieieieries 223.811 210427 157,138 182,536 189,685
Shareholders’ EQUILY «oove e e 406,869 351,477 301,998 270,543 192,908

' Amounts for all yvears have been restated, as appropriaie; to exclude the cffeets of discontinued operations. During 2006, we ceased
providing community services in Washington, D.C. and the state of New Mexico. The resulis of these operations along with related exit
costs, have heen classilied as discontinued operations for all periods presented. Sce Footnote 3 in the Notes 1o Consolidated Financial
Statements.

' Operating income for the year ended December 31. 2005 includes a charge of $11.9 million ($7.9 million net of tax or $0.25 per diluted
share} related to the debt refinancing.

9 Under the accounting treatment for the Onex transaction in Junc 2004, the non-cash beneficial conversion feature assumed in the
preferred stock issuance was caleulated al %14.8 million and is a deduction from net income in computing basic and diluted carnings per
share aniributable to commaon shareholders. The benelicial conversion feature did not affect net income, cash flows, total sharcholders’
cquity, or compliance with our debt covenants.

1 Facility rent is defined as land and building lcase cxpense less amortization of any deferred gain on applicable lease transactions.

B} JFor the purpose ol determining the ratio of carnings 1o fixed charges, carnings are defined as income from continuing opcrations before
income laxes, plus fixed charges. Fixed charges consist of interest expense on all indehledness and amontization of capitalized deht
issuance costs and an cstimate of interest within rental cxpense.
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Item 7. Management’s Discussion and Analysis of Financial Cendition and Results of Operations

Overview

This Management’s Discussion and Analysis (MD&A) section is intended to help the reader understand
ResCare’s financial performance and condition. MD&A is provided as a supplement to, and should be read in
conjunction with, our Consolidated Financial Statements and the accompanying notes. All references in this
MD&A to “ResCare”, “our company”, “we”, “us™. or “our” mean Res-Care, Inc. and, unless the context otherwise
requires, its consolidated subsidiaries. The individual sections of MD&A are:

o Our Business — a general description of our busingss and revenue sources.

e Application of Critical Accounting Policies — a discussion of accounting policies that require
critical judgments and estimatces.

o Results of Operations — an analysis of our consolidated results of operations for the periods
presented including analysis of our operating segments.

e Financial Condition, Liguidity and Capital Resources — an analysis of cash flows, sources and
uses of cash and financial position.

o Contractual Obligations and Commitments — a tabular presentation of our contractual obligations
and commitments for future periods.

Our Business

We receive revenues primarily from the delivery of residential. training, educational and support services
1o various populations with special needs. As of December 31, 2007, we had three reportable operating segments:
(i) Community Services, (ii) Job Corps Training Services and (iii) Employment Training Services, Management’s
discussion and analysis of each segment is included below. Further information regarding our segments is included
in the Notes to Consolidated Financial Statements.

Revenues for our Community Services operations are derived primarily from state Medicaid programs,
other government agencies, commercial insurance companies and {rom management contracts with private
operators, generally not-for-profit providers, who contract with stale government agencies and are also reimbursed
under the Medicaid program. Our services include social, functional and vocational skills training, supported
employment and emotional and psychological counseling for individuals with intellectual or other disabilitics. We
also provide respite, therapeutic and other services to individuals with speciat needs and to older people in their
homes. These services are provided on an as-needed basis or hourly basis through our periodic in-home services
programs that are reimbursed on a unit-of-service basis. Reimbursement varies by state and service type, and may
be based on a variety of methods including flat-rate. cost-based reimbursement, per person per diem, or unit-of-
service basis. Generally, rates are adjusted annually based upon historical costs experienced by us and by other
service providers, or economic conditions and their impact on state budgets. At facilities and programms where we
are the provider of record, we are directly reimbursed under state Medicaid programs for services we provide and
such revenues are affected by occupancy levels. At most facilities and programs that we operate pursuant 10
management contracts, the management fee is negotiated with the provider of record. Through ResCare
HomeCare, we also provide in-home services to seniors on a private pay basis. We are concentrating growth
efforts in the home care private pay business 1o further diversify our revenue streams.

We operate vocational training centers under the federal Job Corps program administered by the DOL

through our Job Corps Training Services operations. Under Job Corps coniracts, we are reimbursed for direct
facility and program costs related to Job Corps center operations, allowable indirect costs for general and
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administrative costs, plus a predetermined management fee. The management fee takes the form of a fixed
contractual amount plus a computed amount based on certain performance criteria. All of such amounts are
reflected as revenue, and all such direct costs are reflected as facility and program costs. Final determination of
amounts due under Job Corps contracts is subject to audit and review by the DOL., and renewals and extension of
Job Corps contracts are based in part on performance reviews.

We operale job training and placement programs that assist disadvantaged job seekers in finding
employment and improving their carcer prospects through our Employment Training Services operations. These
programs are administered under contracts with local and state governments. We are typically reimhursed for
direet facility and program costs related to the job training centers, allowable indircct costs plus a fee for profit.
The fce can take the form of a fixed contractual amount (rate or price) or be computed based on certain
performance criteria. The contracts are funded by federal agencies, including the DOL and Department of Health
and Human Services.

Application of Critical Accounting Policies

Our discussion and analysis of the financial condition and resuits of operations are based upon our
Consolidated Financial Statements, which have been prepared in accordance with U.S. GAAP. The preparation of
these financial statements requires us to make estimates and assumptions that affect the reported amounts and
celated disclosures of commitments and contingencies. We rely on historical experience and on various other
assumptions that we believe to be reasonable under the circumstances to make judgments about the carrying values
of assets and liabilities that are not readily apparent from other sources. Actual results could differ from those

estimates.

We belicve the following critical accounting policies involve the more significant judgments and estimates
used in the preparation of our Consolidated Financial Statements. Management has discussed the development,
selection, and application of our critical accounting policies with our Audit Committec.

Valuation of Accounis Receivable

Accounts receivable consist primarily of amounts due from Medicaid programs, other government
agencies and commercial insurance companies. An estimated allowance for doubtful accounts receivable is
recorded 1o the extent it is probable that a portion or all of a particular account will not be collected. In evaluating
the collectibility of accounts receivable, we consider a number of factors, including historical loss rates, age of the
accounts, changes in collection patterns. the status of ongoing disputes with third-party payors, aeneral economic
conditions and the status of state budgets. Complex rules and regulations regarding billing and timely filing
requirements in various states are also a factor in our assessment of the collectibility of accounts receivable. Actual
collections of accounts receivable in subsequent periods may require changes in the estimated allowance for
doubtful accounts. Changes in these estimates arc charged or credited 1o the results of operations in the period of
the change of estimate. There were no material changes in our method of providing for reserves for doubtful
accounts during 2007.

Insurance Losses

We self-insure a substantial portion of our professional, general and automobile liability, workers’
compensation and health benefit risks. Provisions for losses for these risks are based upon actuarially determined
estimates and include an amount determined from reported claims and an amount based on past experiences for
losses incurred but not reported. Estimates of workers’ compensation claims reserves are discounted. These
liabilities are necessarily based on estimates and, while we believe that the provision for loss is adequate, the
ultimate liability may be more or less than the amounts recorded. The liabilities are reviewed quarterly and any
adjustments are reflected in earnings in the period known. There have been no material changes to our method of
providing reserves for insurance risks during 2007. Further information regarding our insurance programs is
contained elsewhere in this document under “Risk Factors.”




Legal Contingencies

We are party to numerous claims and Jawsuits with respect to various matters. The material legal
proceedings in which ResCare is currently involved are described in ltem 3 of this report and Note 15 10 the
Consolidated Financial Statements. We provide for costs related to contingencies when a loss is probable and the
amount is reasonably determinable. We confer with outside counsel in estimating our potential liability for certain
legal contingencies. While we belicve our provision for legal contingencies is adequate, the outcome of legal
proceedings is difficuit to predict and we may scttle legal claims or be subject to judgments for amounts that
exceed our estimates. There were no material changes 10 our method of providing reserves for legal contingencies

during 2007.

Valuation of Long-Lived Assets

We regularly review the carrying value of long-lived assets with respect to any evenis or circumstances
that indicate a possible inability to recover their carrying amount. Indicators of impairment include, but are not
limited to, loss of contracts, significant census declines, reductions in reimbursement levels and significant
litigation. Our evaluation is bascd on cash flow, profitability and projections that incorporate current or projected
operating results, as well as significant events or changes in the reimbursement and regulatory environment. If
circumstances suggest the recorded amounts cannot be recovered, the carrying values of such assets arc reduced to
fair value based upon various techniques to estimate fair value. During 2006, we recorded asset impairment
charges totaling $1.¢ million in connection with our withdrawal from the District of Columbia (District} and the
State of New Mexico. These changes, which were primarily related to the write down of leasehold improvements,
furniture and equipment, are reported as part of Discontinued Operations. We recorded no asset valuation losses

during 2007,

Goodwill

With respect to businesses we have acquired, we evaluate the costs of purchased businesses i excess of
net assets acquired (goodwill) for impairment at least annually as of year end, unless significant changes in
circumstances indicate a potential impairment may have occurred sooner. We are required to test goodwill on a
reporting unit basis. We use a fair value approach to test goodwill for impairment and recognize an impairment
charge for the amount, if any, by which the carrying amount of goodwill cxceeds its implied fair value. Fair values
are established using a weighted average of comparative market multiples in the current market conditions and

discounted cash flows.

Discounted cash flow computations depend on a number of factors including estimates of future market
growth and trends, forecasted revenuc and costs, expected periods the assets will be utilized. appropriate discount
rates and other variables. We base our fair value estimates on assumptions we believe to be reasonable, but which
are unpredictable and inherently uncertain. Actual future results may differ from those estimates. The discount
rates used as of our year-end annual impairment evaluation for the Community Services. Job Corps Training
Services, Employment Training Services, Schools and International reporting units were 0.8%, 14.0%, 15.0%,
13.0% and 15.0%. respectively. A variance in the discount rate could have a significant impact on the analysis. In
addition, we make certain judgments about the selection of comparable companies used in determining market
multiples in valuing our reporting units, as well as cerlain assumptions to allocate shared assets and liabilities o
calculate values for each of our reporting units. A goodwill impairment charge of $0.3 million was recorded in

March 2007 for goodwill associated with our Schools reporting unit.




Revenne Recognition

Commmunily Services. Revenues are derived primarily from state Medicaid programs, other government
agencies, commercial insurance companies and from management contracts with private operators, generally not-
for-profit providers, who contract with state agencies and are also reimbursed under the Medicaid programs.
Revenues are recorded at rates established at or before the time services are rendered. Revenue is recognized in the
period services are rendered.

Job Corps Training Services. Revenues include amounts reimbursable under cost reimbursement contracts
with the DOL for operating Job Corps centers. The contracts provide reimbursement for direct facility and program
costs related to operations, allowable indirect costs for general and administrative cOsts. plus a predetermined
management fee, normally a combination of fixed and performance-based. Final determination of amounts due
under the contracts is subject to audit and review by the applicable government agencies. Revenue is recognized in
the period associated costs arc incurred and services are rendered.

Employment Training Services. Revenues are derived primarily through contracts with local and slate
governments funded by federal agencies. Revenue is generated from contracts which contain various pricing
arrangements, including: (1) cost reimbursable, (2) performance-based, (3) hybrid and (4) fixed fee.

With cost reimbursable contracts, revenuc is recognized for the direct costs associated with functions that
are specific to the contract, plus an indirect cost percentage that is applied to the direct costs, plus a profit. Revenue
is recognized in the period the associated costs are incurred and services are rendered.

Under a performance-based contract, revenue is generally recognized as earned based upon the attainment
of a unit performance measure times the fixed unit price for that specific performance measure. Typically, there are
many different performance measures that are stipulated in the contract that must be tracked to support the billing
and revenue recognition. Revenue may be recognized prior to achieving a benchmark as long as reliable
measurements of progress-to-date activity can be obtained, indicating that it is probable that the benchmark will be
achieved. This requires judgment in determining what is considered to be a reliable measurement.

Revenues for hybrid contracts are generally recognized based on the specific contract language. The most
common type of hybrid contract is “cost-plus,” which provide for the reimbursement of direct and indirect cosls
with profit tied to meeting certain performance measures. Revenues for cost-plus contracts are recognized in the
period the associated costs are incurred with an estimate made for the performance-based portion, as long as
reliable measurements of progress-to-date activity can be obtained, indicating that it is probable that the benchmark
will be achieved. This requires judgment in determining what is considered to be a reliable measurement.

Revenues for fixed fee contracts are generally recognized based on specific contract language. Revenue is
generally recognized in the period services are rendered.

Laws and regulations governing the government programs and contracts are complex and subjcct to
interpretation. As a result, there is at feast a reasonable possibility that recorded estimates could change by a
material amount in the near term. For each operating segment. expenses arc subject to examination by agencies
administering the contracts and services. We believe that adequate provisions have been made for potential
adjustments arising from such examinations. There were no material changes in the application of our revenue
recognition policies during 2007.

33




Results of Operations

Year Ended December 31
2007 2006 2005
{Doilars in thousands)
Revenues:
Community Services LT O RO P TURPOPUPIRORTs $ 1,052,409 $ 915878 % 822.241
Job Corps Training SErvICEs ..o s 163,904 160,184 152,749
Employment Training SErviCes ... s 197,588 205,502 64,475
ORDET ovveeeeoeeeseeearenseeeseasareamets s s smse e nr e nra e ns st eeeeeereies 19.397 20.554 7.091
Consolidated ... e e $ 1433298 $1302118 § 1,046,556

Operating Income:

Community SErvices Mo $ 112,250 § 106490 § 91411
Job Corps Training SErviCes e 16,246 16,858 15,644
Employment Training ServiCes. ... 17.093 15,162 5,666
BT oot s et eeeetastsbs e nssas et emsemcmc e ee AR SR TR n bR a e 1,446 1,574 (42)
Total Operating EXPEnses ... .o (59.871) (56.419) (57.699)
CONSONAALED «.noveereeeeeisee ettt s 3 87164 $__ 83,695 § _ 54,980
Operating Margin:
Community Services TS PU OO T TR UR PR 10.7% 11.6% 11.1%
Job Corps Training SETVICES o vcimiins st 9.9% 10.5% 10.2%
Employment Training ServiCes ..ot 8.7% 7.4% 8.8%
L SO OO OO DTSR U PR UT RS PSPPSRSO 7.5% 1.7% {0.6%)
Total Operating EXPENSES ...c..cvcreeimrissisrinsoeis st (4.2%) {4.3%) (5.5%)
CONSOLAALEA 1.reereeireeecrierer et et 6.1% 6.4% 5.3%

M Exeludes results for Washington, D.C. and New Mexien, which were reclassificd 1o discontinued operations for all ycars presented.
2 Represents corporate general and adrninistrative expenses, and a Joss an refinancing in 2005.

Consolidated

Consolidated revenues increased $131.2 million in 2007, compared to 2006, for an increase of 10.1%.
Consolidated revenues increased $255.6 million, or 24.4% in 2006 from 2005. Revenues are more fully described

in the segment discussions below.

Consolidated operating income increased 4.1% in 2007 from 2006, due primarily to acquisitions in the
Community Services segment. Operating margin decreased from 6.4% in 2006 to 6.1% in 2007. The reduction in
operating margin was primarily due to higher share-based compensation. The 2006 consolidated operating income
increased $28.7 million, or 52.2%, due to revenue growth in all segments. Operating margin improved from 5.3%
‘1 2005 to 6.4% in 2006. The 2005 operating income included a debt refinancing charge of $11.9 million, which
negatively impacted operating margin. Operating income is discussed further in the segment scctions which follow.

As a percentage of total revenues, total operating expenscs were 4.2% in 2007, 4.3% in 2006 and 5.5% in
2005. The 2005 percentage was higher due to an $11.9 million (1.1%) debt refinancing charge.

Net interest expense increased $0.2 million in 2007, compared to 2006, due primarily to higher average
debt balances. The 2006 net interest expense was $0.6 million higher than 2005 due primarily to higher average
debt balances, which was partially offset by a full year’s lower interest rate due to the debt refinancing in October

2005,

Our effective income tax rates were 35.6%, 35.8% and 33.5% in 2007, 2006 and 2005, respectively. The
2007 effective tax rate is lower than 2006 due primarily to the impact of reversing a valuation allowanee related to
net operating losses due to eertain tax law changes in Texas. The effective tax rate for 2006 is higher than 2005 due

to increased income and less non-taxable investment income than 2005.
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Communify Services

Community Services revenues increased 14.9% in 2007 over 2006 compared to an 11.4% increase in 2006
over 2005. These increases were due primarily to acquisitions and growth in periodic in-home services. In 2007,
our Community Services segment acquired 10 operations with annual revenues of 393 million, and in 2006
acquired 12 operations with annual revenues of $81 million. Operating margin decreased from 11.6% in 2006 to
10.7% in 2007 as a result of higher share-based compensation (0.2%) and insurance related costs (0.3%), as well as
lower overall margins associated with our 2007 Kelly Home Care Services acquisition (0.3%) and pharmacy
business (0.1%). Operating margin increased in 2006 over 2005. to 11.6% from 11.1%, as a result of acquisitions
and growth in higher margin periodic in-home services, and favorable insurance trends, primarily workers’
compensation expense.

Job Corps Training Services

Job Corps Training Services revenues increased 2.3% in 2007 over 2006, and 5% in 2006 over 2005, The
2007 increase was primarily due to contractual increases. while the 2006 increase over 2005 was due primarily to
the addition of the Northlands Job Corps center in July 2005. Operating margins were 9.9%, 10.5% and 10.2% for
2007, 2006 and 2005, respectively.

Employment Training Services

Employment Training Services revenue decrcased $7.9 million in 2007 compared to 2006, due primarily to
contract non-renewals and concessions in modifications to existing contracts in 2006. In particular, two significant
Work force Services contracts werc not renewed when their terms ended shortly after the January 2006 acquisition.
The contract for Dallas, Texas was not renewed as of April 1. 2006, due primarily to prior performance issues. We
also lost a Workforce Services contract in Tampa. Florida, which was not renewed as of July 1, 2006. This contract
was lost primarily due to the local political environment during our post-acquisition transition. The combined
annual revenues of the Dallas and Tampa contracts was approximately $19 million, of which only $7 million was
recorded in our 2006 revenues due to the non-renewals. These issues have not surfaced in our other contracts
obtained with the Workforce Services acquisition. Operating margin improved from 7.4% in 2006 to 8.7% in 2007
due to achieving certain performance incentives, the loss of a very low margin contract. stricter maonitoring of
expenses, and slightly lower share-based compensation costs.

Employment Training Services revenues increased $141 million in 2006 over 2005, due primarily to the
Workforce Services acquisition in January 2006, which accounted for approximately $129 million, and increases
of nearly $15 million related to the New York City WeCare contract. Operating incomc for this segment increased
$10 million for 2006 over 2005. Operating margin decreased from 8.8% in 2005 to 7.4% in 2006. Effective in the
third quarter of 2006, the results include a 13% decline in revenues and a 100 basis point decline in operating
margin from the second quarter of 2006. The decrease in the third quarter of 2006 is primarily attributable to
contract non-renewals and fewer contract awards in addition to unfavorable modifications to existing contracts,
generally effective July 1, 2006. The 2006 operating results included higher amortization expense due to the
intangible assets acquired in the Workforce Services acquisition which was completed in the first quarter of 2006.

Other

A portion of our business is dedicated to operating charter schools and international job training and
placement agencies. Revenues decreased $1.2 million or 5.6% from 2006 to 2007 due primarily to a lost school
contract in Florida. Revenues more than doubled in 2006, compared to 2005, due to new cducation contracts that
were acquired with the Workforce Services acquisition in January 2006. Operating margins decreased from 7.7%
in 2006 to 7.5% in 2007 due primarily to a $0.3 million write-down of goodwill. Margins increased from {0.6%) in
2005 to 7.7% in 2006 duc primarily to losses incurred on certain international job training contracts in 2005.




Discontinued Operations

Net loss from discontinued operations was $0.3 million for 2007. $5.3 million in 2006 and $3.6 million in
2003. Included in net loss from discontinued operations in 2006. is a pre-tax charge of $3.9 million for impaired
assets and abandoned Jeased facilities and pretax operational losses of $4.3 million, offset by a tax benefit of $2.9

million.

The discontinued operations relate to the Community Scrvices segment’s exit from the District of
Columbia and the state of New Mexico, which were effective on March 31, 2006 and October 31, 2006,
respectively. See Note 3 to the Notes 10 Consolidated Financial Statemenls.

Financial Condition, Liquidity and Capital Resources

Total assets increased $104.1 million, or 14.3% in 2007 over 2006. This increase was due primarily as a
result of the acquisitions, which caused goodwill and other intangibles to increase $73.0 million from December

31, 2006.

Cash and cash equivalents were $10.8 million at December 31. 2007, compared to $5.5 million at
December 31, 2006. Cash provided by operating activities for 2007 was $85.7 million compared to $36.2 million
for 2006 and $44.6 million for 2005. The increase from 2006 to 2007 was primarily due to improved collection
efforts in accounts receivable. as well as an increase in net income. The decrease from 2005 to 2006 was the result
of funding working capital requirements for the acquisitions, offset by an increasc in net income.

Days revenuc in net accounts receivable were 49 days at December 31, 2007 compared with 52 days at
December 31, 2006 and 51 days at December 31, 2005. The decrease in the number of days is attributable to a
more focused effort at collecting accounts receivable, especially in the Employment Training Services segment.
Net accounts receivable at December 31, 2007 increased to $206.5 million, compared to $197.7 million at
December 31, 2006 and $160.8 million at December 31. 2005. The increase in net accounts receivable from 2005
to 2007 is primarily due to revenue growth associated with the acquisitions and contract awards. Approximately
4.5%, 3.5% and 3.2% of the tota! net accounts receivable balance was greater than 540 days at December 31, 2007,
December 31, 2006 and December 31, 2005, respectively.

Qur capital requirements relate primarily to our plans to expand through selective acquisitions and the
development of new facilities and programs, and our need for sufficient working capital for general corporate
purposes. Since most of our facilities and programs are operating at or ncar capacity, and budgetary pressures and
other forces are expected to limit increases in reimbursement rates we receive, our ability (o eontinue to grow at the
current rate depends directly on our acquisition and development activity. We have historically salisfied our
working capital requirements, capital expenditures and scheduled debt payments from our operating cash flow and
borrowing under our revolving credit facility.

Capital expenditures were $24 million at December 31, 2007, compared to $17 million at December 31,
2006, due primarily to increased leasehold improvements related to the relocation of our corporate office. We
invested $80 million ($77 million in cash and $3 million in seller notes) on acquisitions in 2007, of which $38
million related to domestic operations in our Community Services group and $42 million related to internationat
businesses, which we have included in our All Other category for segment purposes. We invested $117 million
($114 million in cash and $3 million in seller notes) in 2006, of which the acquisition of Workforce Services was
$70 million and all other acquisitions totaled $47 million. We invested over $42 million ($37 million in cash and
$5 million in seller notes) in 2005 acquiring various businesses in our Community Services group.

Our financing activities during 2007 included net borrowings of $134.3 million on the revolver and $2.0
million in proceeds from sale and leaseback transactions. These inflows were offset by payments of debt of $125.0
million and $0.2 million in debt issuance costs associated with the November 2007 amendment of our credit
facility. Option exercise activity resulted in $2.3 million in proceeds and $1.4 million in tax benefits.
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Our financing activities during 2006 included net borrowings of $55.0 million on the revolver and $2.7
million in proceeds from sale and leaseback transactions. These inflows were offset by payments of debt of $5.4
million and $0.5 mitlion in debt issuance costs associated with the June 2006 amendment of our credit facility (See
Note 5 to the Notes to Consolidated Financial Statements). Option exercise activity resulted in $6.9 million in
proceeds and $3.1 million in tax benefits.

Our financing activities during 2005 include the repayment of the $130 million 10.625% senior notes, the
$28 million term loan and the 5.9% convertible subordinated notes, offset by proceeds from the new $150 million
7 75% senior notes. We also incurred various costs in connection with the October 2005 refinancing (See Note 5 to

the Notes to Consolidated Financial Statements). Option cxercise aclivity resulted in $6.5 million in proceeds in
2005.

On November 30, 2007, we amendcd our existing senior secured credit facility. The amendment increased
the revolving credit facility by $50 million to a total of $250 million. Additional capacity of $50 million remains in
place, which allows us to expand our total borrowing capacity to $300 million. The credit facility expires on
October 3, 2010 and will be used primarily for working capital purposes, letters of credit required under our
insurance programs and for acquisitions. The credit facility is secured by a lien on all of our assets and, through
secured guarantees, on all of our domestic subsidiaries’ assets.

As of December 31, 2007, we had $129.4 million available under the revolver with an outstanding balance
of $69.3 million. Qutstanding balances bear interest at 1.38% over the London [nterbank Offered Rate (LIBOR) or
other bank developed rates at our option. As of December 31, 2007, the weighted average interest rate was 6.52%.
As of December 31, 2007, we had irrevocable standby letters of credit in the principal amount of $51.3 million
issued primarily in connection with our insurance prograns. Letters of credit had a borrowing rate of 1.38% as of
December 31, 2007. The commitment fee on the unused balance is .30%. The margin over LIBOR and the
commitment fee are determined quarterly based on our leverage ratio, as defined by the revolving credit facility.

The amended and restated credit facility contains various financial covenants relating to net worth, capital
expenditures and rentals and requires us to maintain specified ratios with respect to our interest and leverage. We
are in compliance with our debt covenants as of December 31, 2007. Our ability to achieve the thresholds provided
for in the financial covenants largely depends upon the maintenance of continued profitability and/or reductions of
amounts borrowed under the facility, and continued cash collections.

Operating funding sources for 2007 were approximately 66% through Medicaid reimbursement, 11% from
the DOL and 23% from other payors. We believe our sources of funds through operations and available through
the credit facility described above will be sufficient to meet our working capital, planned capital expenditure and
scheduled debt repayment requirements for the next twelve months.




Contractual Obligations and Commitments

Information concerning our contractual obligations and comimercial commitments follo

ws (in thousands):

Payments Due by Period
Contractual Obligations Twelve Months Ending Deeember 31 s
Total 2008 2009-2010 | 2011-2012
Thercafter

Long-term Debt $ 223,716 $ 3238 $ 70,463 $ 15 $ 150,000
Capital Lease Obligations 892 82 181 174 455
Operating Leases 198,324 46,446 71,553 35,704 44 621
Fixed intercst payments on
Long-term Debt and Capital 68,412 11,807 23,475 23,347 9,783
Lease Obligations'”
Total Contractual Obligations $ 491,344 $ 61,573 $ 165,672 $ 59,240 $ 204,859

M xeludes any intcrest payments on our variable ratc debi.

Total Amount of Commitments Expiring per Period
Other Commercial Amounts Twelve Months Ending Becember 31
Commitments Committed | 2008 2000-2010 | 20112012 | 2013 20
Thereafter
Standby Letters-of-Credit $ 51,257 § 51,257 — — —
Surety Bonds $ 9,576 $ 9,559 $ 16 5 i 3 —

We had no significant off-balance sheet transactions or interests in 2007.

New Accounting Pronouncements Not Yet Adopted

See Note 1 to the Notes to Consolidated Financial Statements.

Item 7A.

Quantitative and Qualitative Disclosures about Market Risk

While we arc exposed to changes in interest rates as a result of any outstanding variable rate debt, we do
not currently utilize any derivative financial instruments related 1o our interest rate exposure. Our senior secured
credit facility, which has an interest rate based on margins over LIBOR or prime, ticred based upon leverage
calculations, had an outstanding balance of $69.3 million as of December 31, 2007 and $55.0 million borrowings
as of December 31, 2006. A 100 basis point movement in the interest ratc would result in an approximate $0.7

million annualized effect on interest expense and cash flows.

[tem 8. Financial Statements and Supplementary Data

Refer to pages F-1 through F-42.




Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.
ftem 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

ResCare’s management, under the supervision and with the participation of the Chief Executive Officer
(the “CEQ") and Chief Financial Officer (the “CFO”), evaluated the effectiveness of the design and operation of
our disclosure controls and procedures as of December 31, 2007. Based on that evaluation, the CEO and CFO
concluded that ResCare’s disclosure controls and procedures are effective in timely making known to them
material information required to be disclosed in the reports filed or submitted under the Securities Exchange Act.
There were no changes in ResCare’s internal control over financial reporting during the fourth quarter of 2007 that
have materially affected, or are reasonably likely 1o materially affect, the internal control over financial reporting.

Limitations on the Effcctiveness of Controls

A control system, no matter how well designed and operated, can provide only reasonable, not absolute,
assurance that the control system’s objectives will be met. Further, the design of a control system must reflect the
fact that there are resource constraints, and the benefits of controls must be considered relative 10 their costs.
Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance
that all control issues and instances of fraud, if any, with our company have been detected. These inherent
limitations include the realities that judgments in decision-making can be faulty, that breakdowns can occur
because of simple errors or mistakes, and that controls can be circumvented by the acts of individuals or groups.
Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may

occur and not be detected.
Management's Report on Internal Control Over Financial Reporting

Qur management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(1). Under the supervision and with the
participation of our management, including our CEO and CFO, we conducted an evaluation of the effectiveness of
our internal control over financial reporting based on the framework in Internal Control — Integrated Framework
issued by the Commitiee of Sponsoring Organizations of the Treadway Commission. Based on our evaluation
under the framework in Infernal Control — Integrated Framework, our management concluded that our internal
control over financial reporting was effective as of December 31, 2007. The effectiveness of our internal control
over financial reporting as of December 31, 2007 has been audited by KPMG LLP, an independent registered
public accounting firm, as stated in their report in ltem 15.

Item 9B. Other Information

None.




PART II

Items 10, 11, 12, 13 and 14. Directors and Executive Officers of the Registrant; Exccutive Compcensation;
Security Owncrship of Certain Beneficial Owners and Management and Rclated Stockholder Matters;
Certain Relationships and Related Transactions and Director Independence; and Principal Accountant Fces
and Services.

The information required by these ltems is omitted because we are filing a definitive proxy statement
pursuant to Regulation 14A not later than 120 days after the end of the fiscal year covered by this report which
includes the required information. The required information contained in our proxy statement is incorporated
herein by reference.

We have adopted a code of cthics applicable to directors, officers and employees, which is posted on our
website at hitp://www.rescare.com. If we amend or waive any of the provisions of the Code of Ethics applicable to
our directors, executive officers or senior financial officers, we intend to disclose the amendment or waiver on our
website. We will provide ta any person without charge, upon request, a copy of the Code of Ethics. You can
request a copy by contacting our communications department, 9901 Linn Station Road, Louisville, Kentucky,
40223, (telephone) 502-394-2100 or communications{@rescare.com.




PART 1V

Item 15. Exhibits and Consolidated Financial Statecment Schedules.

(2)(1} Index to Consolidated Financial Statements and Financial Statement Schedules:

Page
Reports of Independent Registered Public Accounting Film i F-2
Consolidated Financial Statements:
Consolidated Balance Sheets — As of December 31, 2007 and 20006 .....cooeeeeeininirenees F-4
Consolidated Statements of Income — Years Ended December 31, 2007,
D006 AN 2005 1ereeeeeeeeereeseeemressensesersesiessanrar bR e SR F-5
Consolidated Statements of Shareholders’ Equity and Comprehensive Income —
Years Ended December 31, 2007, 2006 and 2005 ..o F-6
Consolidated Statements of Cash Flows — Y ears Ended December 31, 2007,
2006 ANA 2005 <.oveeeeeeiireceinrer e ei e b i reernr et F-7
Notes to Consolidated Financial S1atements. ..o F-8
Financial Statement Schedule "*:
Schedule 11 — Valuation and Qualifying ACCOUNIS ..ot F-42

01 All other financial stalement schedules have been omitted, as the requircd information js inapplicable ur the information is presented in
the (inancial statements or related notes.

(a)(2) Index to Exhibits

J.land 4.1 e Amended and Restated Articles of Incorporation of the Registrant dated
December 18, 1992. Exhibit 3.2 to the Registrant’s Annual Report on Form 10-K
for the year ended December 31, 2006 incorporated by reference.

32and 4.2 .. Articles of Amendment to Amended and Restated Articles of Incorporation of the
Registrant dated May 29, 1997. Exhibit 3.] to the Registrant’s Annual Report on
Form 10-K for the year ended December 31, 2006 incorporated by reference.

33and 4.3 Articles of Amendment to the Registrant's Articles of Incorporation dated June 23,
2004. Exhibits 3(i) and 4 to the Registrant's Quarterly Report on Form 10-Q for
the quarter ended June 30, 2004 incorporated by reference.

34and 4.4 .. Amended and Restated Bylaws of the Registrant. Exhibit 4.5 to the Registrant's
Registration Statement on Form $-8 (Reg. No. 333-50726) incorporated by
reference.

B5 e Preferred Stock Purchase Agreement, dated as of March 10, 2004, by and betwecn

thc Registrant and Onex Partners LP, Onex American Holdings 11, LLC, Onex
U.S. Principals LP, Res-Care Executive Invesico LLC. Exhibit 4.4 to the
Registrant's Annual Report on Form 10-K for the year ended December 31, 2003
is hereby incorporated by reference.

A6, eererierer i Registration Rights Agreement by and among the Registrant and Onex Partners
1.P, Onex American Holdings HI, LLC, Onex U.S. Principals LLP and Res-Care
Executive Investco LLC dated as of March 10, 2004. Exhibit 10.1 to the
Registrant's Quarterly Report on Form 10-Q for the quarter ended June 30, 2004 is
hereby incorporated by reference.

4]




O RV R P Indenture dated October 3, 2005, by and among the Registrant, the Subsidiary
Guarantors party thereto, and Wells Fargo Bank, National Association, as trustee,
relating to the Registrant's 7%% Senior Notes due 2013. Exhibit 10.2 1o the
Registrant's Quarterly Report on Form 10-Q for the quarter ended September 30,
2005 is hereby incorporated by reference.

| 108 (O Management Services Agreement between Onex Partners Manager LP and the
Registrant dated June 23, 2004, Exhibit 10.3 to the Registrant's Quarterly Report
on Form 10-Q for the quarter ended June 30, 2004 is hereby incorporated by
reference,

102 eiereeciciminens Amended and Restated Credit Agreement, dated as of October 3, 2005, among the
Registrant, the Lenders from time to time parties thereto, JPMorgan Chasc Bank,
N.A., as Administrative Agent, National City Bank of Kentucky, as Syndication
Agent, and General Electric Capital Corporation and U.S. Bank WNational
Association, as Documentation Agenis, and J.P. Morgan Securities Inc., as [.ead
Arranger and Sole Book Runner. Exhibit 10.1 to the Registrant's Quarterly Report
on Form 10-Q for the quarter ended September 30, 2005 is hereby incorporated by
reference.

TO3 e ereerrreeenns Indenture dated October 3, 2005, by and among the Registrant, the Subsidiary
Guarantors party thereto, and Wells Fargo Bank, National Association, as trustee,
relating 1o the Registrant's 7%% Senior Notes due 2013. Exhibit 10.2 to the
Regisirant's Quarterly Report on Form 10-Q for the quarter ended September 30,
2005 is hereby incorporated by reference.

104 cciceeceiimrinene Res-Care, Inc. 2005 Omnibus Incentive Compensation Plan. Exhibit 10.1 10 Form
S-8 Registration Statement (Reg. No. 333-126282) filed June 30, 2005 is hereby
incorporated by reference.

10,5 S Form of Restricted Stock Award Agreement, Exhibit 10.2 to the Registrant's
Quarterly Report on Form 10-Q for the quarter ended June 30, 2005 is hereby
incorporated by reference.

100 e Employment Agreement between the Registrant and Ralph G. Gronefeld, Jr.
Exhibit 99.1 to the Registrant’s Current Report on Form 8-K filed on October 3,
2006 is hereby incorporated by reference.

{1 i Employment Agreement between the Registrant and Vincent F. Doran. Exhibit
99.1 to the Registrant's Current Report on Form 8-K filed on August 5, 2005 is
hereby incorporated by reference.

108 v Employment Agreement between the Registrant and Paul G. Dunn. Exhibit 99.2
to the Registrant's Current Report on Form 8-K filed on August 5, 2005 is hereby
incorporated by reference.

109 e Employment Agreement between the Registrant and David W. Miles. Exhibit
10.13 to the Regjstrant’s Annual Report on Form 10-K for the year ended
December 31, 2005 is hereby incorporated by reference.

1010 e Employment Agreement between the Registrant and Patrick G. Kelley. (filed
herewith)




Form of Stock Option Agreement. Exhibit 10.16 to the Registrant's Annual Report
on Form 10-K for the year ended December 31, 2004 is hereby incorporated by
reference.

Form of Non-Employee Director Stock Option Agreement. Exhibit 10.17 to the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2004

is hereby incorporated by reference.

Form of Restricted Stock Agreement. Exhibit 10.2 to the Registrant’s Quarterly
Report on Form 10-Q for the quarter ended June 30, 2005 is hereby incorporated
by reference.

ResCare Nonemployee Director Deferred Stock Compensation Program. Exhibit
99.1 to the Registrant’s Current Report on Form 8-K filed on January 25, 2006 is
hereby incorporated by reference.

ResCare Nonemployee Director Deferred Stock Compensation Program Election
Form. Exhibit 99.2 to the Registrant’s Current Report on Form 8-K filed on
January 25, 2006 is hereby incorporated by reference.

Agreement between Ronald G. Geary and Res-Care, Inc. relating to Mr. Geary’s
retirement as President and Chief Executive Officer and appointment as non-
Executive Chairman of the Board. Exhibit 99.1 to the Registrant’s Current Report
on Form 8-K filed on April 25, 2006 is hereby incorporated by reference.

Amendment to Agreement dated April 24, 2006, between Res-Care, Inc. and
Ronald G. Geary, extending Mr. Geary’s appointment as non-executive Chairman
of the Board. Exhibit 10.1 to Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2007 incorporated by reference.

Amendment No. 2 dated June 7. 2006, to Amended and Restated Credit
Agreement dated as of October 3. 2000, among the registrant, the Lenders from
time to time parties thereto, JPMorgan Chase Bank, National Association, as
Administrative Agent, National City Bank of Kentucky. as Syndication Agent,
and General Electric Capital Corporation and U.S. Bank National Association, as
Documentation Agents, and J.P. Morgan Securities Inc.. as Lead Arranger and
Sole Book Runner. Exhibit 99 to the Report on Form 8-K filed on June 12, 20006,
is hereby incorporated by reference.

Amendment No. 3 dated as of November 29, 2007 to Amended and Restated
Credit Agreement dated as of October 3, 2005, among the Registrant, the Lenders
from time to time parties thereto, JPMorgan Chase Bank, National Association, as
Administrative Agent, National City Bank of Kentucky, as Syndication Agent,
and General Electric Capital Corporation and U.S. Bank National Association, as
Documentation Agents, and J.P. Morgan Securities, Inc., as Lead Arranger and
Sole Book Runner. Exhibit 99.2 to Registrant’s Current Report on Form 8-K filed
December 3, 2007 incorporated by reference.

% I [ Subsidiaries of the Registrant. (filed herewith)

230 e Consent of KPMG LLP. (filed herewith)




£ [ TR Certification of Chief Executive Officer Pursuant to Rules 13a-14(a) and Rule
15d-14(a) of the Securities Exchange Act, as amended. (filed herewith)

312 i Certification of Chief Financial Officer Pursuant to Rules 13a-14(a) and Rule 15d-
14(a) of the Securities Exchange Act, as amended. (liled herewith)

32 e Certification of Chief Executive Officer and Chief Financial Officer Pursuanl to

18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002. (filed herewith)




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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 authorized.

RES-CARE, INC

Date: March 12. 2008 By: /s/ Ralph G. Gronefeld. Jr.
Ralph G. Gronefeld, Jr.
President, Chief Exccutive Officer and
Director (Principal Executive Officer)

Pursuant to the requircinents of the Securities Exchange Act of 1934, this report has becn signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Ralph G. Gronefeld. Jr. President, Chief Executive Officer and March 12. 2008
Ralph G. Gronefeld, Jr. Director (Principal Executive Officer)
/s/ David W, Miles Chief Financial Officer March 12. 2008
David W. Miles (Principal Accounting Officer)
/s/ Ronald G, Geary Chairman of the Board March 12, 2008
Ronald G. Geary
/s/ David Braddock Director March 12, 2008
David Braddock
/s/ Robert E, Hallagan Director March 12. 2008
Robert E. Hallagan
/s/ Olivia F. Kirtley Director March 12. 2008
Olivia F. Kirtley
/s/ Robert M. Le Blanc Director March 12, 2008
Robert M. Le Blanc
/s/ Steven S. Reed Director March 12, 2008
Steven S. Reed
/s/ William E. Brock Director March 12, 2008
William E. Brock
/s/ lames H Bioem Director March 12, 2008

James H. Bloem




EXHIBIT 21.1

SUBSIDIARIES OF THE REGISTRANT

State of
Subsidiary Incorporation

Community Aliernatives Indiana, Inc. - Delaware
Community Alternatives Nebraska, Inc. Delaware
Community Advantage, Inc. Delaware
Texas Home Management, Inc. Delaware
Capital TX Investmenis, Inc. Delawarc
THM Homes, Inc. Delaware
Community Alternalives Texas Partner. inc. Delaware
Community Alternatives New Mexico, Inc. Delaware
Res-Care Ohio, Inc. Detaware
CATX Propenties. Inc. Delaware
Res-Care California, Inc. d/b/a RCCA Services Delawarc
RSCR California, Inc. Delaware
Res-Care Kansas, Inc. Delaware
Res-Care Ilinois, Inc. , Delaware
ResCare International, Inc. Delaware
Res-Care Oklahoma, Inc. Delaware
Youthtrack, Inc. Delaware
Res-Care Tfaining Technologies, Inc. Delaware
RSCR West Virginia, Inc. Delaware
Community Alternatives Virginia, Inc. Delaware
Community Alternatives Kentucky. Inc. Delaware
Alternative Youth Services, inc. Delaware
Res-Care Premier, Inc. Delaware
CNC/Access, Inc. Rhode island
Community Alternatives Illinois, Inc. Delaware
Community Alternatives Missouri, Inc. Missouri
The Academy for Individual Excellence, Inc. Delaware
ResCare Finance, Inc. Delaware
Creative Networks, L.L.C. Arizona
Res-Care New Jersey, Inc. Delaware
Normal Life, Inc. Kentucky
Res-Care Alabama, Inc. Delaware
Res-Care Washington, Inc. Delaware
Southern Home Care Services, Inc. Georgia
Tangram Rehabilitation Network, Inc. Texas
PeopleServe, Inc. Delaware
Arbor E&T, LLC Kentucky
Res-Care Michigan, Inc. Delaware
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Res-Care, Inc.:

We consent to the incorporation by reference in the registration statements, (No. 333-50726), (No. 333-
126279), (No. 333-126282) and (No. 333-1 17008) on Form S-8 and (No. 333-131590) on Form S-4 of Res-Care,
Inc. of our reports dated March 12, 2008, with respect to the consolidated balance sheets of Res-Care, Inc. and
subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of income, shareholders'
equity and comprehensive income, and cash flows for each of the years in the three-year period ended December
31, 2007 and related financial statement schedule. and the effectiveness of internal control over financial reporting
as of December 31, 2007, which reports appear in the December 31, 2007 annual report on Form 10-K of Res-
Care, Inc. Our report with respect to the consolidated financial statements refers to a change in the method of
accounting for share-based payments due to the adoption of the provisions of Statement of Financial Accounting
Standards No. 123 (Revised 2004), “Share-Based Payinent,” as of January 1, 2006,

s/ KPMG LLP

Louisville, Kentucky
March 12, 2008




EXHIBIT 311

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

1, Ralph G. Gronefeld, Jr., certify that:

2.

Date:

[ have reviewed this annual report on Form 10-K of Res-Care, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respeet to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the

registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disciosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)} and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(N, for the registrant and

have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures 1o be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,

(b) Designed such internal conirol over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles; .

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the offectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the

registrant’s board of directors:

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

{b) Any fraud, whether or not material, that involves management or other emplovees who have a
significant role in the registrant’s internal control over financial reporting.

March 12. 2008 By: /s/ Ralph G. Gronefeld. JIr.

Ralph G. Gronefeld, Jr.
President and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

|, David W. Miles, certify that:

1.

2.

Date:

| have reviewed this annual report on Form 10-K of Res-Care, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in tight of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report.
fairly prescnt in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and | arc responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(1) and 15d-15(f), for the registrant and

have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those

entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally acccpted accounting principles;

(©) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal conirol over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial rcporting, to the registrant’s auditors and the audit committee of the

registrant’s board of directors:

{a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not matetial, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

March 12, 2008 By: /s/David W. Miles

David W. Miles
Chief Financial Officer




EXHIBIT 32

CERTIFICATION

In connection with the Annual Report of Res-Care, Inc. {the “Company™) on Form 10-K for the period
ended December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Repont”), the undersigned, the Chief Executive Officer and Chief Financial Officer of the Company, certify,
pursuant to Section 906 of the Sarbanes-Oxiey Act of 2002, 18 U.S.C. Section 1350, that:

() The Annual Report on Form 10-K of the Company for the annual period ended December 31,
2007 (the “Report™) fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: March 12, 2008 By: /s/ Ralph G. Gronefeld, Jr.
Ralph G. Gronefeld. Jr.
President and Chief Executive Officer

Date: March 12, 2008 By: /s/ David W. Miles
David W. Miles
Chief Financial Officer

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act has been
provided to the Company and will be retained by the Company and fumished to the Securities and Exchange
Comimission or its stafl upon request.




Item 8. Financial Statements and Supplementary Data

INDEX TO FINANCIAL STATEMENTS AND SCHEDULE

Page

Reports of Independent Registered Public Accounting Firm:

Consolidated Financial STAIEMENTS ... e eenririnr sttt o s F-2

Internal Control Over Financial REPOMING ..o s F-3
Consolidated Financial Statements:

Consolidated Balance Sheets - As of December 31. 2007 and 2006 ... ooeiieeiieereren e san s F-4

Consolidated Statements of income - Years Ended December 31, 2007, 2006 and 2005 ...oovnnnininieens F-5

Consolidated Statements of Sharcholders’ Equity and Comprehensive Income —

Years Ended December 31, 2007, 2006 and 2003 ..ot F-6
Consolidated Statements of Cash Flows - Years Ended December 31, 2007, 2006 and 2005 ..c.cocovennn F-7
Notes 1o Consolidated Financial SIateMENts .. ..o F-8

Financial Statement Schedule:
Schedule 11 — Valuation and QUalifving ACCOUNLS wo..cvu i F-42

All other financial statement schedules have been omitted, as the required information is inapplicable or
the information is presenied in the financial statements or related notcs.




Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Res-Care, Inc.: )

We have audited the consolidated financial statements of Res-Care, Inc. and subsidiaries (the Company) as listed
in the accompanying index on page F-1.In connection with our audits of the consolidated financial statements, we
also have audited the financial statement schedule as listed in the accompanying index on page F-1. These
consolidated financial statements and the financial statement schedule are the responsibility of the Company’s
management. Our responsibility is lo express an opinion on these consolidated financial statements and the

financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Res-Care. Inc. and subsidiaries as of December 31, 2007 and 2006. and the results of their
operations and their cash flows for each of the years in the three-year period ended December 31, 2007, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole,
presents fairly, in all material respects, the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2006, the Company adopted
the pravisions of Statement of Financial Accounting Standards No. 123 (Revised 2004), “Share-Based Payment, "
and changed its method of accounting for share based payments.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Res-Care, Inc.’s internal control over financial reporting as of December 31, 2007, based on
criteria established in Jnrernal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission, and our report dated March 12, 2008 expressed an unqualified
opinion on the effectiveness of the Company’s internal control over financial reporting,

/s! KPMG LLP

Louisville, KY
March 12, 2008




Report of Independent Registered Pu blic Accounting Firm

‘fhe Board of Directors and Shareholders
Res-Care, Inc.:

We have audited Res-Care, Inc.’s intemal control over financial reporting as of December 31, 2007, based on
criteria established in Jnternal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Res-Care, Inc.’s management is responsible for matntaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting, included in the accompanying Management’s Report on Internal Control Over Financial
Reporting appearing under ltem 9A. Our responsibility is to express an opinion on the Company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit 1o obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed 1o provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial stalements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonablc detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial stalements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Res-Care, Inc. maintained, in all material respeets, effective internal control over financial
reporting as of December 31, 2007, based on criteria established in futernal Control - Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements of Res-Care, Inc. and subsidiaries as listed in the
accompanying index on Page F-1, and our report dated March 12, 2008 expressed an unqualified opinion on those
consolidated financial statements.

/sf KPMG LLP

Louisville, Kentucky
March 12, 2008




I
RES-CARE, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2007 and 2006
(In thousands, except share data)
2007 2006
ASSETS
Current assets:
Cash and cash eqUIVALENTS ..o s $ 10,809 $ 5,541
Accounts receivable, net of allowance for doubtful accounts of
$15.831 in 2007 and $11.327 In 2006 .o srrarr e erarse e 206,529 167,711
| ReUNAADIE INCOME LAXES 1vv-vrcareserieessssrssrsionicmssinssrsiss s ssb s 2,465 1.182
| DEfErred INCOME TAXES «vverrreermrinniesessins st e e 17,959 15,110
NON-tTAde TECEIVABIES 1. oviivemccriiieriesim e estis st 9,445 6,517
Prepaid cxpenses and Other CUFTENT ASSELS v ssnscssrmstinim e 12,365 11,412
TOtal CUTTENT BSSETS vvenrerreesaserrerrseasarsessnrccsasn s ba st sanr s 259,572 237,473
Property and eqUIPMENL, NE....coovwurriu s issmresssssian s 83,336 75,606
; GIOOAWITT coovesvereeeesees vt s sescosietase s ee bR EE S P b 443,623 375,494
| Other iNMANEIDIE ASSEES. ... ocrirssrersrreeserasirmsss s 32.412 27,552
OITRET BSSCES . vevesvesesressaserssessarassoeassmssaomssas ot sers a0 01 RREETE s 15,600 14,288

§ 834,543 $ 730413
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Trade aCCOUNS PAYADIE ...cv.ovvirimimreeceimrmrcsmissi st e $ 54,650 $ 42.983
ACCIUBA EXPRIISES o cerereromrassssamsasosesasin s s s s n e e 90,496 78.618
Current portion of 1ong-term debt ... 3,238 4,368
Current portion of obligations under capital 18aSeS. . omm it 82 170
ACCIUCH INCOME LAXES ..rvresrorerrrecrasiarinssssisrar st st s s 1.559 1.414
Total current JTaBilItIES ...ecw e ciierii et st 150,025 127.553

LONE-ErM HADTHTIES cooocvvvvavveseercrcsmmsiim s 33,465 28.445
TR Tl [ SRR EREERD R EU SR T SEE 215,681 205,616
Obligations under capital leaSes ........uiwwmmenrirrmccsmisisstsssssnssiss st 810 273
DEFEITEA BAINS -vveorerersecmssssmsrssssesseess s RS s 4.479 4,056
DIeferred INCOME LAXES ..vvvivsiseeereeemeessrarrresisssr s s st bbb 19212 12,832
TOtAl HADITIIES v eveesrocemreeearaneeneerisimamrs s sss st st 427,672 378.775

MINOMLY HTEETESLS 1eocvuaseurssirresseeimiessmsrmmssrsssts s st 2 161

Shareholders’ equity:
Preferred shares, authorized 1,000,000 shares, no par value, except
48,095 shares designated as Series A with stated value of $1,050
per share, 48,095 shares issued and outstanding in 2007 and 2006 ........ 46,609 46,609

Common stock, no par value, authorized 40,000,000 shares, issued
29,779.435 in 2007 and 29,069,094 in 2006, outstanding

29,161,293 in 2007 and 28,146,092 i1 2006 .ccoovvrocrcsiniinsiescsiereen 50,412 50,210
Additional paid-in CAPIAL .ot 86,079 75.773
RE1AINEA CAMNMINES -v-vvercesaricremsssimsem s iasiasis s s saran b s S rr 221,574 177.683
Accumulated other comprehensive INCOME ..ot 2.195 1.202

Total shareholders’ eqUITY ... 406.869 351.477

$834543 §.730413

See accompanying notes to consolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2007, 2006 and 2005
(In thousands, except per share daia)

2007 2006 2005
REVETIUES +venvvseseeseeseeebosassaesessesdobsesamses s m ekt c bR s $ 1,433,298 $1.302,118 § 1,046,556
Facility and Program XPEnSES ..o ssssersesmssissssisiss s e 1,286.854 1.163.039 934,080
Facility and program contribution....... O TUSUUVS RSP PRPR 146,444 139,079 112,476
Operating expenses (income):
Corporate general and AdIMITISIFALIVE ovee v iee v eeeees s sr s 59,851 56,419 45,785
LL0SS ON TEFIMANCINZ cvvevieecricanraa st e — — 11,914
Other operating iNCOME, Mt ..ot (571) (1.035) (203)
Total Operating EXPENSES ....cowreeriiismmimim s 59,280 55,384 57.496
OPErating INCOME covvvveverreesecsiassrsssins st 87,164 83.695 54,980
Other expenses:
FILEFEST EXPEIISE . evverscrecmirassser e e sissbsams s s 18.963 19,130 19,475
INETEST IMCOMIE 1evvivvireeereerareesseemaesssssnrassess s eanm e nman s anbans st e (445) (818) {1.753)
Total other eXpenses, NEL ...t 18,518 18.312 17.722
Income from continuing operations before inCome taxes.......covvvoeve. 68,646 65,383 37.258
FNCOME TAX CXPENISE 11eveervucrirriessersererseismsm st sns st st 24.413 23.374 12.480
Income from cONMINUING OPETALIONS ..ovvviericricrimssininiasisi e 44 233 42,009 24,778
Loss from discontinued operations, net of 1aX......oeiuieern. {342) (5.313) (3.556)
N L ICOIMIC v eevvererreeeeeiesssessareesassensamsenessceatssnsassssarasas 43,891 36,696 21,222
Net income attributable to preferred shareholders. ... 6,320 5.453 3.268
Net income attributable to common shareholders.........oovveens § 37571 § 31243 § 17954
Basic carnings (loss) per common share: '
From CONtinuing OPEratioNs ........coueiererremmmmmesisssrisississsasnees $ 134§ 130 % 0.79
From discontinued OPErations ... oo crrisrimms s {0.01) (0.17) {0.11)
Basic earnings per COmmon Share ... 3 133 § .13 % 0.68
Diluted earnings (loss) per common share:
From continuing 0Operations ... s h) 132§ 1.27 % 0.77
From discontinued OPerations ..o coimimmn s sininen (0.01) (0.16) (0.11})
Diluted earnings per COMMON Share ... h) 131 % .11 % 0.66
Weighted average number of common shares:
BSTC oo eevessmeseeeeeeeseeees e aessebenseen e rerenssRa R T e e TSR 28.215 27,558 26,424
DIIULEG —ooerees oo eeeeees e eae b e e err e ne bt nra st 28,589 28,171 27,087

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SH AREHOLDERS’

Balance at January 1, 2005 ..o

TNEL IMCOME oooeveeereciereeeevesratecseresraminneeees

Foreign currency translation adjustment

arising during period ...
Comprehensive iNCOME ......vmerannn
Share-based compensation ...

Exercise of stock options,

including related tax benefit ......oinnimieee:
Balance at December 31, 2005...............

TNEL IACOMIC 1vvveeeerserrseinereesnessrerassesansiasns

Foreign currency translation adjustment

arising duting period ...
Comprehensive income ...
Share-based compensation ...

Shares issued under stock option plans,

including related tax benefit ...
Balance at December 31, 2006 ...

NEL INCOMIE . ovrerreerrermeeeseessaesecseetsisssaress

Foreign currency translation adjustment

arising during period........cooeiinns
Comprehensive iNCOME ......c.cocoimureeees
Share-based compensation ...

Shares issued under stock option plans,

including related tax benefit.......coeene

Balance at December 31, 2007 .....covs

RES-CARE, INC. AND SUBSIDIARIES

Years Ended December 31, 2007, 2006 and 2005
(In thousands)

EQUITY AND COMPREHENSIVE INCOME

See accompanying notes to consolidated financial statements.
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Accumulated
Additional Other
Preferred Stock Common Stock Paid-In Retained  Comprehensive
Shares Amoun Shares Amount Capital Eamings Ingome Tota]

........ 48 $46.609 25910 § 48871 5 54316 §$119,765 $ 982 § 270,543
....... — — — — — 21,222 — 21,222
....... — — — — — — 212 212
........ 21.434
....... — — — —— 141 — — 141

— — 1,036 732 9,148 — — 9.880
........ 48 46,609 26.946 49,603 63,605 140,987 1,194 301,998
....... — — — — — 36,696 — 36,696
....... — — — — — — 8 g
....... 36,704
....... —_— — — — 2,747 — — 2,747
........ — — 1,200 607 9421 — — 10.028
....... 48 46,609 28,146 50,210 75,773 177,683 1,202 351,477
....... — — — — — 43,89] — 43,891
....... — -— — — — — 993 993
------- 44,884
....... — —_ — —_ 6,621 — — 6,621
....... — — 1.015 202 3.685 — — 3.887
....... 48 §46609 29461 $50412 $86079 $221.574 5. 2199 5,406,869




RES-CARE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2007, 2006 and 2005

(In thousands)
2007 2000 2005
Operating activities:
INEL HTICOME e v seesersemerssammessssesems s mesesseb s 4 s b s b LRSS TS L L1 $ 43891 § 36,69 § 21222
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and AMOMIZATION. ... e 19,789 17,134 13.865
TMPRITMENT CHATEES ovovoeveescvissroresecms s o 331 1,499 —
Amoriization of discount and deferred debt issuance costs on NOLES eoiivirrees 1.084 1,004 1.228
Share-based COMPENSAION .....oovivrcriscecnim st e 6,621 2,747 141
DefCITE INCOME LAXES - cvevreeerveerivreermemstessssrsiesses s b s b e 3,551 3.800 2.266
Provision for losses on accounts receivable ... 6,364 5,836 4,789
Tax benefit from exercise of Stoek OPHONS. . — — 3,376
Excess tax benefit from share-based comMPENSAtonN .........oooeirccmienmrirneess (1.387) (3.122) —
(Gain) 1055 0N 5ale OF ASSELS ... vrceverriurimiiiisrinii s (72) 139 377
Loss on extinguishment of debl....oiii e — —_ 11,914
Changes in operating assets and liabilities:
ACCOUNES [ECEIVADIE. . oo rvroietiiereirceiiies b e (10,848) (42.726) (27408}
Prepaid expenses and Other CUMTENE ASSEIS .veeervrri e eenimsissir e s (3,370) (7.338) 1.701
OOTHET BSSLIS v everemreeeeeeseeerssreresas e eredssem s oe e s s Ead e E e E LRSS (1,422) 5,768 (1.791)
ACCOUMS PAYADIE ..c.ociiiiiiririiieese o s 7.825 2.435 2.819
ACCIUEH EXPEIMISES .ococevtieerisiassssensbess s e 9,592 14,981 7.046
DICTEITEA BAINS 1vvareoereeerereesisirssenssies s b {668) {690} (665)
ACCTUEH INCOTIE TAXES. ... et rererecseerssissrsrrassnsnss s s mnbs oot (1,248) 575 {2.001}
Long-1erm HADIHTES .ooovvviivreeecereiisssinernnns s 5,762 {2,498) 5.675
Cash provided by operating aCliVIties ..o 85.775 36,240 44.554
Investing activities:
Purchascs of properly and GUIPIMENt ..o (24.011) (17.258) (14,175)
Acquisitions of businesscs, net of cash acquired ... (72.375) (113.456) (36,959)
Proceeds from sale OF A55ETS ..voureriwreesre eyt s 984 680 64
Purchases of Shor-term INVESHTIENLS ..o s s — (39,200)  (409,900)
Redemptions of Short-termm iNVESIMENES .o iuvmnresisi s — 66,850 435485
Cash used in INVESHNE ACHVILIES . ovoieetierm et {95.402) __(102.384) (25.485)
Financing activities:
LoNg-term debl FEPAYMENS ooc..iiuriiimmsenissssisssare st (124.681) (3.881) (192,101}
Borrowings of long-term debt ..o 80,000 40,000 162,223
Short-term borrowings — three months OF €55, el inaaneseen 54,300 15,000 —
Payments on obligations under capital JEases oo (193} (1,472) (989)
Proceeds from sale and leaseback 1ransactions.......ciemneniee 1,966 2.651 —
Proceeds received from exercise of SIOCK OPHONS .o 2,341 6,906 6.504
Excess tax benefits from share-based COMPENSAtON ... ocovrinrernniene it 1,387 3122 —
Debt ISSUANCE COSIS 1 eurrerererersariersememiessrnsemsssi e s i i s (225) (535) (4,131
TERACE PrEMIUNT COSTS ouuuurnrrsesserssinrssrimssomasss st — — (9,085}
Cash provided by (used in} financing ACHVILIES ooeiverie e 14,893 61.791 (37.579)
Increase (decrease) in cash and cash eqUIVAIERES. ..o 5,268 (4,353) (18,510)
Cash and cash equivalents at beginning of Year ... 5.541 9.394 28.404
Cash and cash equivalents at end Of YEar ..o S 10800 § _ 5541 $._ 9894
Supplemental disclosures of cash flow information:
Cash paid for:
TITEETESL e oeoeeoee s seeseeeeeeseebemses e ertaee s eeae e sreeamssmsams e bbb & 18605 § 17,581 § 17,019
Income taxes {net of refunds of 51,2 million. S0.1 million and $0.6 million. respectively).... 20,213 13,034 6,801
Supplemental schedule of non-cash investing and financing activities:
Notes issued in connection with aCqUIsIIONS ...t 3,315 3313 5.434
New capital lease ObIIZAIONS .....ccvciiuimmmrmermmeini it 643 329 —

See accompanying notes to consolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

1. Summary of Significant Accounting Policies

Basis of Presentation and Description of Business

The consolidated financial statcments include the accounts of Res-Care, Inc. and its subsidiaries. All
references in these financial statements io “ResCare”, “our company”, “we”, “us”, or “our” mean Res-Care, Inc.
and, unless the context otherwise requires, its consolidated subsidiaries. Significant intercompany accounts and
transactions have been eliminated in consolidation.

We receive revenues primarily from the delivery of residential, therapeutic, job training and educational
supports services to various populations with special needs.

Fiscal Year

Operating results of acquired busincsses are included in the Consolidated Statements of Income from the
date of acquisition, except for international acquisitions acquired at the end of 2007. To facilitate consolidated
reporting, our 2007 and future international acquisitions will report one month earlier than our period end date.
Therefore, these international acquisitions will have a period end date of November 30 for our consolidated
reporting purposes. The domestic, Canadian and Haitian subsidiaries are consolidated as of December 31, 2007.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America (U.S. GAAP) requires us to make estimates and assumptions that atfect the reported
amounts and related disclosures of commitments and contingencies. We rely on historical experience and on
various other assumptions that we believe to be reasonable under the circumstances to make judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources. Actual results could differ

from those estimates.

Segments

As of December 31, 2007, we had three reportable operating segments: (1} Community Services, (ii) Job
Corps Training Services and (iii) Employment Training Services. Further information regarding our segments is
included in Note 10.

Revenue Recognition

Overview: We recognize revenues as they are realizable and earned in accordance with SEC Staff
Accounting Bulletin No. 104, Revenue Recognition in Financial Statements (SAB 104). SAB 104 requires that
revenue can only be recognized when persuasive evidence of an arrangement exists, services have been rendered,
the price is fixed or determinable and collectibility is reasonably assured.

Community Services: Revenues are derived primarily from 32 different state Medicaid programs and from
management contracts with private operators, generally not-for-profit providers, who contract with state
government agencies and are also reimbursed under the Medicaid programs. Revenues from the state Medicaid
programs are recorded at rates established at or before the time services are rendered. Depending upon the state’s
reimbursement policies and practices, management contract fees are computed on the basis of a fixed fee per
individual, which may include some form of incentive payment, a percentage of operating expenses (cost-plus
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contracts), a percentage of revenue or an overall fixed fee paid regardless of occupancy. Revenue is recognized in
the period services are rendered.

Job Corps Training Services: Revenues include amounts reimbursable under cost reimbursement
contracts with the Department of Labor (DOL) for operating Job Corps centers for education and training
programs. The contracts provide reimbursement for direct facility and program costs related to opcrations.
allowable indirect costs for general and administrative costs, plus a predetermined management fee, normally a
combination of fixed and performance-based. Final determination of amounts due under the contracts is subject to
audit and review by the applicable government agencies. Revenue is recognized in the period associated costs are

incurred and services rendered.

Employment Training Services: Revenues are derived primarily through contracts with local and state
governments funded by federal agencies. Revenue is generated from contracts which contain various pricing
arrangements, including: (1) cost reimbursable, (2) performance-based, (3) hybrid, and (4) fixed fee.

With cost reimbursable contracts, revenue is recognized for the direct costs associated with functions that
are specific to the contract, plus an indirect cost percentage that is applied to the direct costs, plus a profit.
Revenue is recognized in the period the associated costs are incurred and services are rendered.

Under a perforinance-based contract, revenue is generally recognized as earned based upon the attainment
of a unit performance measurc times the fixed unit price for that specific performance measure. Typically. there
are many different performance measures that are stipulated in the contract that must be tracked 1o support the
billing and revenue recognition. Revenues may be recognized prior to achieving a benchmark as long as rcliable
measurements of progress to datc activity can be obtained, indicating that it is probable that the benchmark will be
achieved. This requires judgment in determining what is considered to be a reliable measurement.

Revenues for hybrid contracts are recognized based on the specific contract language. The most common
type of hybrid contract is “cost-plus,” which provide for the reimbursement of direct and indirect costs with profit
tied to meeling ceriain performance measurcs. Revenues for cost-plus contracts are generally recognized in the
period the associated costs are incurred with an estimate made for the performance-based portion, as long as
reliable measurements of progress to date activity can be obtained, indicating that it is probable that the
benchmark will be achieved. This requires judgment in determining what is considered to be a reliable
measurement.

Revenues for fixed fee contracts are generally recognized based on specific contract language. Revenue is
generally recognized in the period services are rendered.

Laws and regulations governing the povernment programs and contracts are complex and subject to
interpretation. As a result, there is at least a reasonable possibility that recorded estimates will change by a
material amount in the near term. For cach operating segment, expenses are subject to examination by agencies
administering the contracts and services. We belicve that adequate provisions have been made for potential

adjustments arising from such examinations.

We are substantially dependent on revenues received under contracts with federal, state and local
government agencies. Operating funding sources for 2007 were approximately 66% through Medicaid
reimbursement, 11% from the DOL and 23% from other payors. We derived 11%, 129 and 14% of our revenues
for the years ended December 31, 2007, 2006 and 2005, respectively. under contracts from the DOL under the
Federal Job Corps program. Generally, these contracts are subject to termination at the election of governmental
agencies and in ceriain other circumstances such as failure to comply with applicable regulations or quality of
service issues. There was no other single customer whose revenue was 10% or more of our consolidated revenue,




Facility and Program Expenses

We classify expenses directly related to providing services, along with depreciation and amortization
attributable to our operating segments, as facility and program eXpenses. Direct costs and expenses principally
include salaries and benefits for direct care professionals and operating management, contracted labor costs,
insurance costs, transportation costs for clients requiring services, certain client expenses such as food, supplies
and medicine, residential occupancy expenses, which primarily comprise rent and utilities, and other
miscellancous direct service-rclated expenses.

Cash Equivalents

We consider all highly liquid debt instruments purchased with an original maturity of three months or less
to be cash equivalents and are treated as such for reporting cash flows. Cash equivalents are stated at cost, which
approximates market value.

Shori-term Invesimenis

We had no short-term investments during 2007 and at December 31, 2006. Prior to December 31, 2006,
short-term investments were variable rate securitics tied to short-term interest rates with maturities on the face of
the securities in excess of 90 days. Although these securities were issued and rated as long-term securities, they
were priced and traded as shori-term instruments because of the liquidity provided through the interest rate reset.
“Purchases (redemptions) of shorl-term investments™. included in the accompanying Consolidated Statements of

Cash Flows reflect the purchase and sale of variable rate securities during the periods presented.

Valuation of Accounts Receivable

Accounts receivable consist primarily of amounts due from Medicaid programs, other government
agencies and commercial insurance companies. An estimated allowance for doubtful accounts receivable is
recorded to the extent it is probable that a portion or all of a particular account will not be collected. In evaluating
the collectibility of accounts receivable. we consider a number of factors, including historical loss rates, age of the
accounts, changes in collection patterns, the status of ongoing disputes with third-party payors, general economic
conditions and the status of state budgets. Complex rules and regulations regarding billing and timely filing
requirements in various slates ar¢ also a factor in our assessment of the collectibility of accounts receivable.
Actual collections of accounts receivable in subsequent periods may require changes in the estimated allowance
for doubtful accounts. Changes in these estimates are charged or credited 1o the results of operations in the period

of the change of estimate.
Valuation of Long-Lived Assels

We regularly review the carrying value of long-lived assets with respect to any events or circumstances
that indicate a possible inability to recover their carrying amount. Indicators of impairment include, but are not
limited to, loss of contracts, significant census declines, reductions in reimbursement levels and significant
litigation. Our evaluation is based on undiscounted cash flow, profitability and projections that jncorporate current
or projected operating results, as well as significant events or changes in the reimbursement or regulatory
environment. 1f circumstances suggest the recorded amounts cannot be recovered, the carrying values of such
assets are reduced to fair value based upon various technigues to estimate fair value. See Note 3 for discussion of
impairment charges recorded in 2006.

Goodwill
We test goodwill for impairment annually as of year end. unless changes in circumstances indicate

impairment may have occurred sooner. We test goodwill on a reporting unit basis, in which a reporting unit is
generally defined as the operating segment, but can be a component of an operating segment. We use a fair value
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approach to test goodwil! for impairment and recognize an impairment charge for the amount, if any, by which
the carrying amount of goodwill exceeds its implied fair value. Fair values are established using a weighted-
average of discounted cash flows and comparative market multiples in the current market conditions. No
impairment loss was recognized as a result of the impairment tests in 2006 and 2005, but we recorded a $0.3
million impairment loss in March 2007 related to the Schools component of our All Other reporting segment.

Intangible Assets

Our intangible assets from acquisitions, which consist primarily of non-competition agreements and
customer contracts and relationships, are amortized over one to {ifieen years, based on their estimated useful lives.

Debrt Issuance Costs

Debt issuance costs are capitalized and amortized as interest expense over the terms of the related debt.

fncome Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Deferred tax assets and liabilities arc measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. The effect of a
change in tax rates on deferred tax assets and liabilities is recognized in income in the period that includes the
enactment date. A valuation allowance is provided for deferred assets if it is more likely than not that some

portion or all of the net deferred 1ax assets will not be realized.

In June, 2006, the Financial Accounting Standards Board (FASB) issued [nterpretation 48, “Accounting
for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 1097 (FIN 48) which clarifies the
criteria thal a tax position must satisfy for some or all of the benefits of that position to be recognized in an
enterprise’s financial statements in accordance with the Statement of Financial Accounting Standards No. 109,
Accounting for Income Taxes, (SFAS 109). The Interpretation was effective for the Company in its fiscal year
which began January 1, 2007, This Interpretation prescribes a recognition threshold of more-likely-than-not and a
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected
to be taken in an income tax return. Recognized income tax positions are measured at the largest amount that is
morc likely than not of being realized. Changes in recognilion or measurement are reflected in the period in which

the change in judgment occurs.

Our policy is to recognize interest related to unrecognized tax benefits as interest expense and penalties as
corporate general and administrative expense. '

Deferred Gains on Sale and Leaseback of Assets

Gains from the sale and leaseback of assets are deferred and amortized over the term of the operating
lease as a reduction of rental expense.

Legal Contingencies

We are a party to numerous claims and lawsuits with respect to various matters. We provide for costs,
including legal costs, related o contingencies when a loss is probable and the amount is reasonably detcrminable.
We confer with outside counsel in estimating our potential liability for certain legal contingencies. While we
believe our provision for legal contingencies is adequate, the outcome of legal proceedings is difficult to predict
and we may settle legal claims or be subject to judgments for amounts that exceed our estitnates,




Insurance Losses

We self-insure a substantial portion of our professional, peneral and automobile liability, workers’
compensation and health benefit risks. Provisions for losses for thesc risks are based upon actuarially determined
estimates and include an amount determined from reported claims and an amount based on past experiences for
losses incurred but not reported. Estimates of workers’ compensation claims reserves are discounted at December
31, 2007 and 2006. These liabilities are necessarily based on estimates and, while we believe that the provision
for loss is adequate, the ultimate liability may be more or less than the amounts recorded. The liabilities are
evaluated quarterly and any adjustments are reflected in earnings in the period known.

Operating Leases

We lease certain operating facilities, office space, vehicles and equipment under operating leases. Qur
operating lease terms generally range from one to fifteen years with renewal options. Facility lease agreements
may include rent holidays and rent escalation clauses. We recognize rent holiday periods and scheduled rent
increases on a straight-line basis over the lease term beginning with the date we take posscssion of the leased
space.

Property and Equipment

Property and equipment are stated at cost. less accumulated depreciation and amortization. Depreciation
and amortization are provided by the straight-line method over the estimated uscful lives of the assets. Estimated
useful lives for buildings are 20-35 years. Assets under capital lease and leasehold improvements are amortized
over the term of the respective lease or the useful life of the assct, if shorter. The useful lives of furniture and
equipment vary from three to seven years. Depreciation expense includes amortization of assets under capital
leasc. '

We act as custodian of assets where we have contracts to operate facilities or programs owned or leased
by the U.S. Department of Labor, various states and private providers.

Foreign Currency Translation

A foreign subsidiary designates its local currency as its functional currency. Operating results are
ranslated into U.S. dollars using monthly average exchange rates, while balance sheet accounts are translated
using year-end exchange rates. The resulting translation adjustments are included as a component of accumulated
other comprehensive income (loss) in shareholders® equity.

Share-Based Compensation

Prior to January 1, 2006, we accounted for stock option grants in accordance with the recognition and
measurement provisions of Accounting Principles Board Opinion No. 25 (APB No. 25), Accounting for Stock
Issued to Employees, and related Interpretations, as permitted by SFAS No. 123, Accounting for Stock-Based
Compensation, (SFAS 123). No compensation expense for stock option granis was recognized in our consolidated
financial statements for fiscal years prior to 2006, as all stock option awards granted under our share-based
compensation plans had an exercise price equal to the market value of the common stock on the date of the grant.
[Effective January 1, 2006, we adopted the provisions of SFAS No. 123 (revised 2004), Share-Based Pavment,
(SFAS 123R) using the modified prospective transition method. Under this transition method, compensation
expense recognized during the years ended December 31, 2007 and 2006 included: (a} compensation expense for
all share-based awards granted prior o, but not yet vested as of. December 31, 2005, based on the grant date fair
value estimated in accordance with the original provisions of SFAS 123, and (b) compensation expense for all
share-based awards granted subsequent to December 31, 2005, based on the grant date fair value cstimated in
accordance with the provisions of SFAS 123R. In accordance with the modified prospective transition method,




results for prior periods have not been restated. Our share-based compensation plans and share-based payments
are described more fully in Note 12, “Share-Based Compensation” herein.

The adoption of SFAS 123R at January 1, 2006 resulted in prospective changes in our accounting for
share-based compensation awards including recording share-based compensation expense and the related deferred
income tax benefit on a prospective basis and reflecting the excess tax benefit from the exercise of share-based
compensation awards in cash flows from financing activities.

in periods prior to January 1, 2006, the income tax benefits from the exercise of stock options were
classified as cash provided by operating activities pursuant to Emerging Issues Task Force lssue No. 00-15,
Classification in the Statement of Cash Fi lows of the Income Tax Benefit Received by a Company upon Exercise of
a Nongualified Employee Stock Option. However, for periods ending after January 1. 2006, pursuant to SFAS
123R, the income tax benefits exceeding the recorded deferred income tax benefit from share-based compensation
awards (the excess tax benefits) are required to be reported in cash provided by financing activities.

Financial Instruments

We used various methods and assumptions in estimating the fair value disclosures for significant financial
instruments. Fair values of cash and cash equivalents, short-term investments, accounts receivable and accounts
payable approximate their carrying, amount because of the short maturity of those investments. The fair value of
long-term debt is determined using market quotes and calculations based on current market rates available to us.

Impact of Recently Issued Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157). STAS 157
defines fair value, establishes a framework for measuring fair value under U.S. GAAP and expands disclosures
aboul fair value measurements. SFAS 157 applies under other accounting pronouncements that require or permit
fair value measurements, the FASB having previously concluded in those accounting pronouncements that fair
value is the relevant measurement aitribute. Accordingly. SFAS 157 does not require any new fair value
measurements. The provisions of SFAS 157 should be applied prospectively as of the beginning of the fiscal year
in which it is initially applied, with limited exceptions. SFAS 157 is effective for fiscal years beginning after
November 15, 2007, and interim perods within those fiscal vears, with earlier adoption permitted. In February
2008, the FASB issued FASB Staff Position No. 157-2 which defers the effective date of SFAS 157 to fiscal years
beginning after November 15, 2008 for nonfinancial assets and nonfinancial liabilities that are recognized or
disclosed at fair value in the financial statements on a nonrecurring basis. We are currently evaluating the

provisions of SFAS 157.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assels and
Liabilities (SFAS 159). SFAS 159 provides entities with the option to report selected financial assets and
liabilities at fair value. Business entities adopting SFAS 159 will report unrealized gains and losses in earnings at
each subsequent reporting date on items for which the fair valuc option has been elected. SFAS 159 establishes
presentation and disclosure req uirements designed to facilitate comparisons between entities that choose different
measurement attributes for similar types of assets and liabilities. SFAS 159 requires additional information that
will help investors and other financial statement users to understand the effect of an entity’s choice to use fair
value on its eamings. SFAS 159 is effective for fiscal years beginning after November 15, 2007, with earlier
adoption permitied. We are currently evaluating the impact of SFAS 159.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations
(SFAS 141R), replacing SFAS No. 141, Business Combinations (SFAS 141). SFAS 141R retains the fundamental
requirements of purchase method accounting for acquisitions as set forth previously in SFAS 141. However, this
statement defines the acquirer as the entity that obtains control of a business in the business combination, thus
broadening the scope of SFAS 141 which applied only to business combinations in which control was obtained
through transfer of consideration. SFAS 141R also requires several changes in the way assets and liabilities are
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recognized and measured in purchase accounting including cxpensing acquisition-related costs as incurrcd,
recognizing assets and liabilities arising from contractual contingencies at the acquisition date, and capitalizing in-
process research and development. SFAS 141R also requires the acquirer to recognize a gain in earnings for
bargain purchases, or the excess of the fair value of net assets over the consideration transferred plus any
noncontrolling interest in the acquiree, a departure from the concept of “negative goodwill” previously recognized
under SEFAS 141. SFAS 141R s effective for us beginning January 1, 2009, and will apply prospectively 10
business combinations completed on or after that date.

in December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB 51 (SFAS 160). SFAS 160 applies to all companies that prepare consolidated
financial statements but will only affect companies that have a noncontrolling interest in a subsidiary or that
deconsolidate a subsidiary. SFAS 160 clarifies that noncontrolling interests be reported as a component separate
from the parent’s equity and that changes in the parent’s ownership interest in a subsidiary be recorded as equity
transactions if the parent retains its controlling interest in the subsidiary. The statement also requires consolidated
net income 1o include amounts attributable to both the parent and the noncontrolling interest on the face of the
income statement, In addition, SFAS 160 requires a parent 10 recognize a gain or loss in net income on the date
the parent deconsolidates a subsidiary, or ceases to have a controlling financial interest in a subsidiary. SFAS 160
is effective for us beginning January 1, 2009, and will apply prospectively, except for the presentation of

" disclosure requirements, which must be applied retrospectively. We do not expect the adoption of SFAS 160 will

have a material impact on our consolidated financial position, results of operations and cash flows.

Reclassifications

During the first and fourth quarters of 2006, we ceased providing community services in the District of
Columbia (the District) and the state of New Mexico, respectively. In accordance with SFAS No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets (SFAS 144), the withdrawals have been accounted for as
discontinued operations. Accordingly, the results of our community services operations in the District and New
Mexico for all periods presented and the related exit costs have been classified as discontinucd operations, nct of
income taxes, in the accompanying consolidated statements of income. Additional information regarding
discontinued operations can be found in Note 3.

Beginning with June 2007, receivables related to recoveries from insurance companies, and the related
liabilities where we are primary obligor, have been presented on a gross basis. The gross amount of insurance
receivables were reclassified from the insurance reserve, which is a component of long-term liabilities, to other
assets. The reclassification had no effect on the consolidated statements of income or cash flows. Prior period
financia! information has been conformed to this presentation. :

Certain additional amounts in the prior periods presented have been elassified to conform to the 2007
presentation.

2. Acquisitions
2007

We completed 12 acquisitions during 2007. Ten domestic acquisitions were completed within our
Community Services segment and two international acquisitions were completed under the All Other segment.
Aggregate consideration for these acquisitions was approximately $80.1 million, including $3.3 millicn of notes
issued. Two acquisitions contained provisions for additional payments to the sellers if specific earnings targets are
met subsequent to the acquisition. The maximum aggregate payments under the agreements are approximately
$11.0 million.

These acquisitions are expected to generale annual revenues of approximately $130 million. The
operating results of these acquisitions are included in the consolidated statements of income from the date of
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acquisition, except for the international acquisitions, which were completed at the end of 2007. Operating results
from these international operations were reported a month in arrears, thus the results were excluded from the 2007
consolidated statement of income. The purchase price attributable to the international acquisitions has been
reflected on the consolidated balance sheet as of December 31, 2007.

The preliminary aggregate purchase price for these acquisitions was allocated as follows:

Property and CQUIPITENT ...ccuuueerssiesisseecseriseriemies s as s s $ 163
OTNET ITTANEIDIES .11 cescrt s s en s eSS 7322
GOOAWILL <ot e st ee et ae s s e e e bbb aeR RS2 E R E TR E 67,453
ACUITEA CASH. ..o iavseecssses s 4,405
O TREE ASSCES 1vv e reveeseersvassessseesseesebssseas b neenae s s o8 ss e b TS8R 5,520
L ADTTTEIES ASSUITIEA. . veeeeivieriesss e ceseeieesieaes i ee b s bbb oSS b b e {6.240)
ARETEEAIE PUICHASE PIICE cvvovirvreenisrnnssesimsiemssins s e $_80.095

The other intangible assets will be amortized aver ten years and consist of $1.7 million of covenants noi-
to-compete, $4.6 million of customer relationships, and $1.0 mitlion of other, with $0.4 million of other intangibie
assets not subject to amortization. Amortization expense for the above intangible assets totaled $0.6 million for
the year ended December 31, 2007. Approximately $28.9 million of the goodwill was allocated 1o the Community
Services segment and $38.6 million was allocated to the All Other segment. We expect 34% of the $67.5 million
of goodwill will be deductible [or tax purposes.

2006

On January 3, 2006, our Employment Training Services segment completed the purchase of the operating
assets and business of the Workforce Services Group of Affiliated Computer Services, Inc. (Workforee Services),
primarily to further our expansion into employment tratning services and further diversify our funding sources.
Workforce Services has contracts in 15 states and Washington, D.C. and provides services 10 adults who have lost
their jobs or face some barricr to cmployment. Workforce Services offers job development, training and
placement through federally funded programs administered by state and local governments and is the largest
private provider of these services in the United States. These training services are provided primarily through
““one-stop™ programs which are convenient service sites that enable job seekers to receive government assistance,
employment or training-related services at a single location. The purchase price of approximately $70.0 miilion
was funded through existing cash, short-term investments and borrowings on our senior credit facility. The
transaction was accounted for using the purchase method of accounting in accordance with SFAS No. 141,
Business Combinations.

The aggregate purchase price consists of: .
(CASI PAIG...v.eooreeveesc st iesemsne s LR $ 69,000

TAIISACTION COSTS . .eeveeersereeeritrsasesssenrnseeess1htberbsrs Ees e s gpame s g2 SRR TS E LTRSSt 977
TOUA] PUICHASE PIICE v vereeersensssessssanssssecsser e cams e s bbb $ 69,977
The following table summarizes the fair values of the assets acquired at the date of acquisition:

PrOPErTY ANA EQUIPITIENT ..cooiivvierisiasscsnisbisseos s s as s b b 01,523

OUNEr INEANEIBIES ..o iaras i 18,418

GOOAWIIL orr oot eereeeees e e veesstaess s e araasamaeeemabeRbar s as A e e e es HE T e o b eSS LRSS S 50,331

L IADIlItIES ASSUIMIEMA. . v.vs e ieiesirrersaras s escraramrr e st eSS S {295)
© AETCEATE PUFCRASE PTICE 1ovvenrrvssssresmressiarsssemsseresses s e e 369977

The other intangible assets consist primarily of customer relationships and will be amortized over 15
years. Amortization expense for these intangible assets totaled $1.2 million for the year ecnded December 31,
2006. We expect that 100% of the $50.3 million of Workforce Services' goodwill will be deductible for tax
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purposes. Approximately $45.8 million of the goodwill was allocated to the Emptovment Training Services
segment, while the remaining $4.5 million was allocated to the Other segment.

Supplementa! consolidated pro forma information for the ycar ended December 31, 2005 is presented
below as though the business combination had been completed as of January 1, 2005. The pro forma financial
information does not necessarily reflect the results of operations that would have occurred if ResCare and
Workforce Services constituted a single entity during such period. No pro forma information is provided for 2006
since Workforce Services was included in our consolidated results since January 3, 2006,

2005

REVETILES 1. evsovssvessseseeseasesessassseseseesbs e s aeans e bS8 S s RS $ 1,237,922
Attributable to common shares:

Tncome from CONTINUINE OPETALIONS. .....ciricsresererremmmsias st $ 22,525

NEE IHCOIMIE evrvsoeerereensesseremsasessassesseseeese s aroas b eE s RS AR $ 19,708
Basic earnings per common share:

InCOME frOm CONLIMUING OPEIAIONS. ..oc.irercscierars s 3 0.85

L INCOITIC «vavveseeeresesrassassesenbesenearess omsreas s BR824 SRS L SR L $ 0.75
Diluted earnings per common share:

income From CONtIMUINE OPETAIONS. ...o.urvereerers s h) 0.83

¥ 0.73

INEL ITICOTTIE -rvevsseemesceseessresssssrssessocaeseeans s s o b0

We completed 12 additional acquisitions within our Community Services Group during 2006. Aggregate
consideration for thcse acquisitions was approximately $46.8 million, including $3.3 million of notes issued.. The
operating results of these acquisitions arc included in the consolidated statements of income from the date of
acquisition. Certain acquisitions contain provisions for additional payments to the sellers if specific earnings
targets are met subsequent to the acquisition. The maximum aggregate earn-out payment under the agreements is

approximately $1.8 million.

The aggregate purchase price for these acquisitions was allocated as follows:

PrOPETLY AN EQUIPITIENT woveroorieressresrmrens s smssses s ab e b 601
OHET IMANEIDIES 11vv-eeveereeremsassreerereosss bbb 4313
GOOAWIIL e et estereese s b e es s esaet et eed b b bR 42,003
Liabilities ASSUMEE..cove.eioverireaeereressiirriemses et s et {124)
ALETEEALE PUICHASE PIICE 11vvvvsvserrerreseasisisssssssssssssisses st e $ 46,793

3. Discontinued Operations

During the first quarter of 2006, we ceased providing community services in the District due to high
operating costs and substantial losses resulting from changes in regulatory oversight requirements. Effective
October 31, 2006, pursuant 10 the contract terms, the state of New Mexico canceled our contract without cause
and we ceased providing services to people with developmental disabilities in New Mexico. In accordance with
SFAS 144, the withdrawals have been accounted for as discontinued operations. Accordingly, the resuits of our
community services in the District and New Mexico for all periods presented and the related exit costs have been
classified as discontinued operations, net of income taxes, in the accompanying consolidated statements of

income.




In connection with the withdrawals, we recorded a charge for exit costs totaling $2.9 million during the
vear ended December 31, 2006. Also in 2006, an additionat $1.0 million was recorded for impaired assets, which
were principally leaseholds and furniture. The following table describes the 2006 and 2007 activity for the exit

liahility:

One-time
Benefit
Arrangements Lease
And Related  Termination
Costs Activity Total
Balance at January 1, 2006 ... 5 — 3 —  § —
ALCCTUALS 1 vensieeee e riiite e e esbrsrsms et sns e asaerae e i n et 101 2,779 2.880
PAYIMIEIES 1o eve e eersessnsresersssenserasissssss s s (101} (176) (277
Balance at December 371, 2006 .o e — 2,603 2,603
RIEVETSAIS 1orevvereeeee e ieistteeeeeeiassmeersot s s e b e s e e e s e s bt spp s s e — (141) (141)
PAYIMENTS -.eccererirreeremsessanrsssmssats s ot o — (2.046) {2.046)
Balance at December 31, 2007 oo s — ¥ 416 3 416

Summarized financial information for the discontinued operations is set forth below:

Year Ended December 31

2007 2006 2005
REEVETILIES oo esesveseemeesreessessesesemsne s srmsemeaeeasd4s s d T raE S e e R T s b § 13 ¢ 22252 § 42214
Facility and program ex= ... e 694 26.592 47,560
Focliy did Prigeaill B i e . {681 (4,340) (5,346)
L COBIY e SOOI PP TSP R EPE v " R80) —
[MPAIENENT CHATEES cvvoveseerretrsesisermisras s e - +19) —
Loss from discontinued operations, before income 1axes ..........c..... {34 "59) (5,346)
[COME 1AX DENCTIT oottt ieier e cree e e sbs s smr e st 198 2.436 1,790

Loss from discontinued operations, net of tax ... $ (342 § (531D £ (3.556)




4. Goodwill and Intangible Assets

A summary of changes to goodwill during the year follows:

Job Corps  Employment

Community  Training Training
Services Services Services Other Total
Balance at January 1, 2006 ..o $ 258,779 5 7,589 § 4317 § 331§ 281,016
Goodwill added through acquisitions ........c......... 42,003 — 45,801 4,530 92.334
Adjustments to previously recorded goodwill . 1,805 — 339 — 2.144
Balance at December 31, 2000 ..o 302,587 7,589 60,457 4,361 375,494
Goodwill added through acquisitions .................. 28,388 — — 38,565 67.453
Impairment Charge .....oocoeieimnninse e e — — — (331) (331
Adjustments to previously recorded goodwill ) 1,007 —— — — 1,007
Balance at December 31, 2007 .o § 332482 § 7,589 § 60457 § _43.095 § 443,623

M Adjustments to previously recorded goodwill primarily relate to foreipn currency translation and carn-oul pavments. Earn-out
payments are generally detcrmined at specific future dates based on the terms of the purchase agrecment.

Intangible assets are as follows:

December 31, 2007 December 31, 2006
Accumulated Accumulated
Gross Amortization Gross Amortization
Covenants not 10 COMPELE ... crnnnirroeens $ 25560 $ 16200 § 22365 % 14,486
Customer relationships ... 23.011 2,743 18,432 1.185
Other intangibles ..., 4,200 1,416 3.116 710

s 52771 §_20359 §_ 43933 § 16381

The Company amortizes the covenants not to compete over two {o fifteen years, customer relationships
over ten to fifteen years, and other intangibles over one 1o fen years. Amortization expense for the years ended
December 31, 2007, 2006 and 2005 was approximately $4.0 million, $2.9 million and $1.2 million, respectively.
Estimated amortization expense for the next five years is as follows:

Year Ending December 31

Lo oL TR ooy OO PO POT P PP R T ST P L L TR Rt $ 3675
D00 e oeoerotevbeseeemseesesssetsmeeesesesaRere e s s emam R R AR SRR e SRR 3,509
LA 4 DTS TT T T DO OO PP PP PR T T R B et 3,401
210} I KT DT OO OO S PO PP T S P U E T b 3,290

10 ) B U T T OO OO PP PP PR PP e T i 2,928




s. Debt

Long-term debt and obligations under capital leases consist of the following;:

December 31

2007 2006

7.75% senior notes due 2013, net of discount of approximately $0.8 miltion
in 2007 and $0.9 million in 2006 .....c.ooimimmeciniiii $ 149,203  $ 149,065
Senior secured Credit FACTHTY v 69,300 55,000
Obligations under capital 1aSEs ......ocviiercrniericsstis s 892 443
Notes payable and OTNET ......wwserreieiemisiris s sris e 4.416 5919
223,811 210,427
LLESS CUTTENT POFTION corcvecraiurrssirsersssssrs st s s s 3.320 4.538
$220,491  $.205889

On October 3, 2005, we issucd $150 million of 7.75% Senior Notes due October 15, 2013 (the Senior
Notes) in a private placement under Rule 144A of the Securities Act of 1933. The Senior Notes, which had an
issue price of 99.261% of the principal amount, are unsecured obligations ranking equal to cxisting and future
debt and are subordinate to existing and future securcd debt. The effective interest rate for these notes is
approximately 7.87%. We used a portion of the proceeds from the offering of the Senior Notes to repurchase our
10.625% Senior Notes due November 15, 2008. The Senior Notes are jointly, severally, fully and unconditionally
guaranteed by our 100% owned 1U.S. subsidiarics. The Senior Notes werc registered under the Securities Act of
1933 in February 2006.

Also on October 3, 2005, we amended and restated our existing senior sccured credit facility. As
originally amended and restated, the facility consisted of $175 million revolving credit facility, that could be
increased to $225 million at our option and expired on October 3, 2010. In connection with these refinancing
transactions, in Scptember 2005 we repaid our outstanding term loan, which totaled 528 million.

On June 7, 2006, we amended our existing senior secured credit facility. That amendment reduced certain
borrowing cost margins and increased the revolving credit facility by $25 million to a total of $200 million.

On November 30, 2007, we amended our existing senior secured credit facility. The amendment
increased the revolving credit facility by $50 millionto a total of $250 million. Additional capacity of $50 mitlion
remains in place, which allows us to expand our total borrowing capacity to $300 million. The credit facility
expires on October 3, 2010, and will be used primarily for working capital purposes, letters of credit required
under our insurance programs and for acquisitions. The amended and restated senior credit facility contains
various financial covenants relating to net worth, capital expenditures and rentals and requires us lo maintain
specified ratios with respect to interest coverage and leverage. The amended and restated senior credit facility is
secured by a licn on all of our assets and, through secured puarantees, on all of our domestic subsidiaries’ assets.
We are in compliance with our debt covenants at December 31, 2007.

As of December 31, 2007, we had irrevocable standby letters of credit in the principal amount of $51.3
million issued primarily in connection with our insurance programs. As of December 31, 2007, we had $129.4
million available under the revolver with an outstanding balance of $69.3 million. Outstanding balances bear
interest at 1.38% over the London Interbank Offered Rate (LIBOR) or other bank developed rates at our option.
As of December 31, 2007, the weighted average interest rate was 6.52%. Letters of credit had a borrowing rate of
1.38% as of December 31, 2007. The commitment fee on the unused balance is .30%. The margin over LIBOR
and the commitment fee are determined quarterly based on our leverage ratio, as defined by the revolving credit
facility.




Maturities of tong-term debt and obligations under capital leases are as follows:

Year Ending December 31

D08 oo es v oo s o eee e m et s AR iR L $ 3,320
00D oo eet et s eesrise e s bR R SRR 996
o1 Y ¢ DO SO P IR SR R 69,648
DT T oo s oee e e s aneeseee et s e b e R R 94
0 oo e b ase e s eses oo s oA R RS 95
TRETCATTET . vevoeseserseesesiasesssessseseeees s se s s e b s bR SRS S 150.455

$ 224608
6. Income Taxes

Income tax expense attributable to income from continuing operations is summarized as {ollows:

Year Ended December 31

2007 2006 2005
Current: -
P e ) IO ST OO OSSP PP ST SRR L S L § 1798 $ 15449 § 7,284
SUALE o ovrosoe e veesaeseeeeasasaneeseaes sa s ana e bR b R 3.494 3.094 2,498
FOPRIRM cevvevevereesreseeemssssessse st e S 258 465 432
TOTAL CUTTEIE 1eveaveeeeerrireoseseamssteseeseeessas s are v as b s b b sbgs s et an s 21.73 19.008 10.214
Deferred:
FEAETAL 1ovverevssemeeeveteaseassesssassaseaceebsas bt s 2 eber s e eSS 3,024 3.359 1,633
GEALE o oosese e ossssses e esemeeetetaesoeAarae e SR en 4R eSS AR (349 1.007 633
TOtA] AEFEITEM overeereeisreeeeves i eec i s b 2,675 4.366 2,266

Total INCOME TAX EXPEINSE..c.ovemmremisresereneermasserans s easasn s

A reconciliation of the U.S. Federal income tax rate of 35% to income tax expense expressed as a percent

of pretax income from continuing operations follows:

Year Ended December 31

2007 2006 2003
Federal income tax at the StAtULOTY TAIC ..o it 35.0% 35.0% 35.0%
[ncrease (decrease) in income taxes:
State taxes, net of federal benefil.. ... 4.0 4.0 5.2
Forcign income taxes, net of federal CIEATS 1eveverer s ememrsresres e smesennereeens — 0.4 0.7
1OBS taX CLEAILS, NEL cuvverirreceeeerecrisim e bb bbbt (3.0) 3.0 (7.2)
Nondeductible expenses and OtheT ... 0.9 04 1.1
NONLAXKADIE INGOME ©etteeeeecvreneereereemiassnbsne s corasr bbb s — (0.1) (1.3)
Reduction in reserves for income 1aX CONLINZENCIES .o mvimvieseinrnirrarenniaes — (0.9) —
Reduction of deferred tax valuation allowance ... (1.3) — —
35.6% 315.8% 33,5%

During the years ended December 31, 2007, 2006 and 2005, we credited additional paid-in capital for the
the amounts of $1.4 million, $3.1 million and $3.4

tax benefits associated with share-based compensation in
million, respectively.




The tax effects of temporary differcnces that give rise 10 significant portions of the deferred tax assets and
liabilities are presented below:

December 31

2007 2006
Deferred tax assets: :
ACCOUNES TEEEIVADIR 1.t vee et earreecsiaranra e b s ¢ 5978 § 4413
Covenants not to compete and other iNtANEible ASSELS...ion s 2,028 1,791
WOrKers” COMPENSALION COSTS .uerrmrnrsierciemiarnmisnsinis s s 9.668 8,729
COMPENSALEd BDSENCES....v.ovorrerreoemmariismsnmiss s s 3.077 3,434
OUHET INSUTANCE FESEIVES 1-vovevraesesoresessersrsnasssrs o iasabss i bt e 6,702 5,983
Other Habilities And TESCIVES ...c.ouireceiiiimraris s ot s s 4,579 4,449
Deferred £aiNS AN TEVEMUES ......cvrruesereasssiesririses s s s 1,842 1.649
Deferred state income tax net operating loss carryforwards ..o 3.390 4,103
DT oo et e ereeseeeeetasassas a8 s e b eb e ea e e e s ee RS S 4 eEE eSS 1,195 1.011
Total pross deferred tax ASSETS....ocoovimriimim ettt 38,459 35,562
Less valualion AllOWATICE . ...ccoviererriosieiusriss s in s e b s bt 2,142 3.526
Net deferred TAX ASSES .....ciirvereeaiir i ss st s 36317 32,036
Deferred tax liabilitics:
Goodwill and other inlangible aSSETS ...t 37,072 29,248
OPICT oot eeeeseeeeeeeb i s ss e b e s e e e SR eb RS SRR 408 510
Total deferred tax JiabilitiEs. v r e 37.570 29.758
Net deferred tax (Hability) @SSEE ....ovuriesicrirnicriasii st e $ (1.253) § 2278
Classified as follows:
Current deferred INCOME LaAX @SSET....oovroiemiiiceremne st s § 17,959 § 15110
Noncurrent deferred income tax Hability ..o (19.212) {12.832)
Net deferred tax (HaDility) ASSET ..uu.m cwecreimrurrinirrenssssssrer s ssssmsasssses e $ (1253 §$_ 2,278

A valuation allowance for deferred tax assets was provided as of Decem ber 31, 2007 and 2006 related to
deferred state income tax net operating loss carryforwards. The realization of deferred tax assets is dependent
upon generating future taxable income when temporary differences become deductible. Based upon the historical
and projected levels of taxable income, we believe it is more likely than not that we will realize the benefits of the
deductible differences after consideration of the valuation allowance.

We adopted the provisions of FIN 48 on January 1, 2007. The adoption of FIN 48 did not impact the
consolidated financial position, results of operations or cash flows. A reconciliation of the beginning and ending
amount of total unrecognized tax benefits is as follows:

Balance at January 1, 2007 ..c..o o s b 496
Increase related [0 Prior YEar tax POSIIONS oo 48
Decrease related (0 Prior YEar 1ax POSHIONS .ot &)
Increase related 10 CUITENT YEAT TaX POSTHONS v iccriinminiiersssr sttt e 83
LLapse Of Statute Of TMILAtONS ..ovvvvvvvesucrisrmsirs i s (139
Balance at December 31, 2007 ..o s b 483

Included in the balance of total unrecognized tax benefits at December 31, 2007 are potential benefits of
$0.3 million, which if recognized, would affect the effective tax rate on income from continuing operations.

we file numerous consolidated and separate income tax returns in the U.S. federal and various state and
foreign jurisdictions. With few exceptions, we are no jonger subject to income tax examinations by the taxing
authorities for years prior to 2003, We believe that we have appropriate support for the income tax positions taken
and to be taken on our income tax returns and that our accruals for income tax liabilities are adequate for all open
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vears based on an assessment of many factors including past experience and interpretations of the tax laws as
applied to the facts of each matter. We do not expect that the amounts of unrecopnized tax benefits will change
significantly within the next twelve months.

Total accrued interest and penalties as of December 31, 2007 was less than $0.1 million and is included in
accrued expenses,

1. Detail of Certain Balance Sheet Accounts

Property and equipment is summarized as follows:
December 31

2007 2006

Property and Equipment:
Land and 1and iMPrOVEMENS ..euvvseresrerrrememsisssscss e st $ 6882 § 7144
FUMITUTe and GQUIPMIENT...coo.ewimmiiiursssrestesseermsnms sy e s o 91.210 84,608
ETTIL: L1 DR SERCERSERUSEE S SR 38.693 39.256
L,easenold IMPIOVETMIEINS ....uuivmssieeesserimscsiaranssssins s s sab s b s 27,816 24 356
BUildings under Capial IEASC .o c..cicrimmsssris s 264 264
Equipment UNder Capial [8SE ........ovrvwvmsisstsrirreses s 4,548 4,519
CONSETUCTION I PROETESS . ccc.ervvirrssessirersemmasbass e rss s b 4,571 1,322

173,984 161,469
Less accumulated depreciation and amOrtiZation ... 90.648 85.863
Net property and equipinent § 83336 575606

Other assels are as Tollows:
December 31

2007 2006
Long-term receivables and advances Lo managed facilities ..., § 1,643 8§ 1,577
Deposits......ceenranee ST ORI TR S 3.547 3.120
Deferred debl ISSUANCE COSLE wvverirrrrmemrrasercriis st bt 3.699 4419
[FLSUTANICE TREOVETIES covovoeerseseniserersessasnesesssssasaaseessaasmsaashes et sbs s St s 5,490 3,175
OIRICT ASSETS . veesveseeressesesessnscmseressonsemaamaR e ren s s b ndaT PSS LSS 1,221 1.997

$ 15600 § 14288

Accrued expenses are as follows:

December 31

2007 2006
WAgES AN PAYTOI] TAXES 1oovvrasserrrevemuesssinssssisss st s § 32,928 % 27,626
COMPENSALED ADSENCES w.rvvvvsasrerseserrarissantsscsssrss s 11,801 12916
HEAITE ITSUTATICE orveevereeeemiassersesseemsbanbsares st R B LSS 3,968 4,569
W OTKETS® COMPEISALION -..rvusrrssnssseseserssremsambs sy s e 12,811 8,986
ALUTOMODIIE TISUPATCE. ... eovereuseereneesiescbabsses s b sa b s s s s 2,023 1,356
PEOTESSIONA] SEIVICES 1rv.e.evsesraeeescaressssiasimrssbasnms s sb s s 4,149 3.979
General and professional 1iability iNSUFANCE ..o 2,997 3,168
Taxes Other than INCOME TAXES ...covueiirimrisrs et st st 7.977 6,940
TEULETESE e sveoeosenevenssasessassesssmsmesesiasos s baba e eb o AR AL 2,951 3,778
DIETEITEA FEVENMUE 1vrerereesiarsesinssersessasieesssssan s s ab e S a bbb S 4,894 993
ORI oot et av e e sat s as s emseebeb et ot SR neam e A e R A E SRR S 3.997 4,307

$ 90496 § 78618
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Long-term liabilities are as follows:

December 31

2007 2006
WOTKETS® COMPEIISALION cr.etcevuesrersrsessererssrsstsessassars st shans st b $ 13,550 $ 14218
ALLOIOBIIE TNSUFANCE. 1.1 veereterretrieseeetsassrs s rasssa s s e 5,402 3,017
General and professional liability INSUFANCE ...ooovriurimccirinns s 6,277 7,360
INSUTANCE TECOVETIES ... ovievivsesseareesesaramssnsass s sasa s s aR a8 s bbb 5,490 3,175
o LT T OO OO PE PP OS R e S LR L Lt 2.746 669

$ 33465 5 28445
8. Preferred Stock Issuance

On June 23, 2004, ResCare issued 48,095 sbares of preferred stock to four investment funds controlled by
Onex Corporation (the “Onex Partners™), at a purchase price of $1,050 per share or a total price of $50.5 million.
The preferred shares are convertible into approximately 4.8 million shares of ResCarc’s common stock, based on
a value of $10.50 per common share which was contractually agreed to on March 10, 2004. Net proceeds from the
transaction were $46.6 million. Issuance costs of approximately $3.9 million. including a $0.5 mitlion transaction
fee to Onex Corporation, were recorded as a reduction in shareholders’ equity.

The preferred stock was designated as Series A converlible preferred stock and is entitled to a liquidation
preference of $1,050 per share plus all unpaid, acerued dividends. There were no dividends declared in 2003,
2006 and 2007. Preferred shares vote on an as-converted basis as of the date of issuance. The preferred
shareholders also are entitled to cerlain corporate governance and special voting rights, as defined in the
agreement, and have no preferential dividends. Commencing 18 months after the issuance, the holders of the
preferred stock have the right to put the shares to ResCare at $1.050 per share plus accrued dividends, if any, if
we close a sale of substantially all of our assets or equity by merger, consolidation or otherwise,

Additionally, in connection with the transaction, we entered into a management services agreement with
Onex Corporation whereby Onex Corporation will advise and assist management and the board of directors from
lime to time on business and financial matters. We have agreed 10 pay Onex Corporation an annual advisory fee
of $0.4 million for its services under this agreement effective July 1, 2004, The management services agreement
will continue in effect until such time as the Onex Partners no longer holds at least 26,452 shares of preferred
stock. Under this apreement, fees of $0.4 million were paid to Onex Corporation for all periods presented.




9. Earnings per Share

The following data shows the amounts used in compuling earnings per common share and the effect on
income and the weighted average number of shares of dilutive potential common stock.

Year Ended December 31

2007 2006 2005
Income from CONtINUINE OPEIAtIONS..c.ivr s s $ 44,233 § 42,009 § 24,778
Atiributable to preferred shareholders o 6.370 6,243 3.816
Attributable to common shareholders ... $ 37863 § 35766 § 20.962
Loss from discontinued operations, Net of TaX....oriiee $  (342) § (5.313) § (3,556)
Atiributable to preferred shareholders oo (50) (790) {548)
Attributable to common shareholders ... e $ (29 §_(4,523) §_ (3,008)
N IMCOITIE 1asveeereseereemessesemsansassseecs besas e s e R s Es e e R SR e ne oAb R B SRS $ 43,891 § 36.696 % 21.222
Attributable to preferred shareholders ... 6.320 5.453 3.268
Attributable to common shareholders ..o § 37571 § 31243 3 17.954
Weighted average number of common shares used in basic earnings
PET COMIMON SHAFE 1oeoreverseremreiasommsesinsasass s s s e 28,215 27,558 26,424
Effect of dilutive securities:
SHOCK OPHIONS.evreerreesiarsnsasinssss it eseastab s 266 534 663
RESIEICIEA STOCK 11 veveeeereeriresrareeeeessescmemmbas e s ton e m bbb bbb 108 79 —
Weighted average number of common shares and dilutive potential
comimon shares used in diluted carnings per common Share ......c.c......eee 28,589 28,171 27,087

The average shares listed below were not included in the computation of diluted earnings per common
share because to do so would have been antidilutive for the periods presented:

Year Ended December 31

2007 2006 2005
Convertible SUbordinated NOTES ......icireemrer e — — 103
SLOCK OPHIONS 11ocvucciurrisrinseeessesbe e eress b s s s — — 315

10. Segment Information

As of December 31, 2007, we had three reportable operating segments: (i) Community Services, (ii) Job
Corps Training Services and (iil) Employment Training Services. We evaluate performance based on profit or
Joss from operations before corporate ¢xpenses and other income, interest and income taxes. The accounting
policies of the reportable segments are the same as those described in the summary of significant accounting
policies. Intersegment revenues and transfers are not significant.




The following table sets forth information about reportable segment operating results and assets:

Job Corps  Employment

Community  Training Training All Consolidated
As of and for the vear ended December 31: Services Services Services Other Totals
2007
REVETIUES oo eveseoeeeeess i aree st esiesinms s $1.052,409 § 163,904 § 197,588 § 19,397 51,433,298
Operating income LU T IRRO PO 112,250 16,246 17.093 {58.425) 87,164
TOLA] ASSELS - enveeeveeverrsrracesomebesersremsemeresiss s st s et r e on 547,369 32,532 134,355 120,287 834,543
Capital eXPEnGitUIEs oo s 9.814 — 1,425 12,773 24,012
Depreciation and amortization B e enaereens 9.896 — 1,962 7.898 19,756
2006
REVENUES oo seeseeeeeesssanssseseesssssa st sresss s onssasas $ 915878 S 160,184 § 205502 § 20,554 $1,302,118
Operating Meome e 106,490 16,858 15,192 (34,845) 83,695
TOUA] BSSCES +rneeeeeeeereevsvareeeeenesesearsneansrmsanseemarearassaeseanssanans 496,115 32,944 130,126 66,871 726,056
Capital eXpenditiTes .......cocvwrrirmisiisnirse s 8.326 — 659 8,273 17,258
Depreciation and amortization @ ... 8,810 — 1,851 6.253 16,914
2005
REVEIIUES 2 oo seeereeee st starsaeseseestre b emn e es e s s s s s § 822241 § 152,749 § 64475 5§ 7.091 $1,046,556
Operating inCome . oot 91,411 15,644 3,666 (537,741) 54,980
TOLAL ASSELS wevvvverereererreeemesressemscmseaeesbssrasasbassnsreesmabbotsnsessns 444,180 33,580 36,309 86,960 601,029
Capital expenditires ... e £.427 — 80 5.668 14,1735
Depreciation and amortization @i 8,019 — 105 5,336 13,460

] . . . - . . .. .
t} Al Other is comprised of our international operations, charier schools and corporate general and administrative expenses.

) Amounts for both Community Services and the Consolidated Tolals have heen testated 0 exclude the cffeets of Washington, D.C. and
New Mexico, which operations were discontinued clTeetive March 31, 2006 and October 31, 2006, respeetively.

11. Beneflit Plans

We sponsor retirement savings plans which were established to assist cligible employees in providing for
their future retirement needs. Our contributions to the plans were $4.9 million, $4.4 million and $3.7 million in

2007, 2006 and 2005, respectively.
12. Share-Based Compensation

As of December 31, 2007, we had outstanding awards under three share-based incentive plans. Under the
plans, stock options are awarded at a price equal to the market price of our common stock on the date of grant,
and an option’s maximum vesting term is normally five years. Generally, all options have varied vesling
schedules, varying between 20% and 50% at date of grant with the remaining options vesting over one 10 five
years. Restricted stock awards generally are comprised of service-based restricted shares and performance-based
restricted shares. The service-based restricted shares generally vest over three to four years from the date of grant.
The performance-based restricted shares vest in increments if and when certain performance criteria are met.

The fair value of each stock option is estimated on the date of grant using the Black-Scholes valuation
model. The expected volatility of our stock price is based on historical volatility over the expected term. The
expected term of the option is based on historical employee stock option exercise behavior, the vesting term of the
respective award and the contractual term. Our stock price volatility and expected option lives are based on
management’s best estimates at the time of grant, both of which impact the fair value of the option calculated
under the Black-Scholes methodology and, ultimately, the expense that will be recognized over the vesting term
of the option. There were no stock option grants in 2007 or 2006,
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As a result of adopting SFAS 123R, net income for the years ended December 31, 2007 and 2006 was
lower by $4.0 million (net of $2.6 million tax benefit) and $1.9 million (net of $0.8 million tax benefit),
respectively, than if ResCare had continued to account for share-based compensation under APB No. 25.

Total share-based compensation expense by type of award for the vears ended December 31, 2007 and
2006 was as follows:

Year Ended
December 31

2007 2006
SHOCK OPLIONS 1rrcvvevesssseeesussarmr s sssssss st b $ 66 § 635
Restricted SIOCK, SEIVICE-DASEA. ... irremrcianissinminsn ittt 3.537 671
Restricted stock, performance-based ................................................................................. 3.018 1.441
Total share-based COMPENSALION EXPETISE o cuunrvriusisrinmsrrmser it 6,621 2,747
TAX EFTECTrvervsvesreeessesesssesssbss e aeemens s nr s bR RS 2,575 g34
Share-based compensation exXpense, Net Of 1AX wo..cv i srmsnee s $ 4046 §_1913

The following table illustrates the effect on operating results and per share information had we accounted
for share-based compensation in accordance with SFAS 123 for the vear ended December 31, 2005:

Year Ended
December 31
2005
Net income, attributable to common shareholders., as reported.. ..o £ 17.954
Add: Share-based compensation, net, as TePOred ..o s s 72
Deduct: Total share-based employee compensation expense determined under fair value
method of all awards, net of related tax P T L TR TV SOOI PRSPPI S LI {1.925)
Net income attributable to common shareholders, pro FOPITIA 1eveceevrmieressenesremia s s cabassssnessees $ 16,101
Basic earnings per common share
AS TEPOTIEA . .over1reeecressmmeamss s A § 068
PEO TOTTTVA 1oooeveesseseetsessssmesserssees s eees e s ss s oS aEr s 0SS 0.61
Diluted earnings per commen share
LS TEPOTLEA v eoovesvemsectessasssmsber s st $ 0.66
PrO fOTTTIA «ovseseeessmseeeeessersseastassesae e e neosas s ossm e n s AR R TS 0.59

For purposes of computing the pro forma effect of share-based employee compensation expense, options
with pro-rala vesting are recognized using the straight-line method over the life of the vesting period. The
following table sets forth the fair value of each option grant during 2005 using the Black-Scholes option-pricing
model and the applicable weighted-average assumptions: ’

Year Ended
December 31
2005
FAIF VATUE PO OPHOM..ererverursesetssrasessssesesasssss s enes s st e $ 8.26
RISK-TTEE ITLEIESE FATE «evvuvvsevsomseessreasemsssasesrssees b eebaaasn s rar bbb ST 00 4.39%
DIIVAAEIIA VIELA -oovoevererresecreeeasresaesssss et 0%
EXPECIEA VOTALITY v ooeanmrimier s e 0.49
Expected Option 1ie (i YEAIS) wrvvrrrrevwrierrerissismssrenismemmas s s s 4-6

We use authorized but unissued shares when a stock option is exercised or when restricted stock is
granted.




Stock Options

As of December 31, 2007, a total of 550,580 options were outstanding under the plans. Share-based
compensalion expense recognized for 2007 included compensation expense for stock options granted prior to, but
not yet vested as of January 1. 2006, based on the grant date fair value estimated in accordance with SFAS 123.
included in share-based compensation expense in 2007 was 30.1 million related to stock options. which are net of
the estimated forfeitures. The intrinsic value of the stock options exercised during 2007, 2006 and 2005 was 4.0
million, $9.6 million and $8.9 million, respectively. The fair value of the stock options which vested during 2007,
2006 and 2005 was approximately $0.8 million, $1.8 million and $3.2 million, respectively.

As of December 31, 2007, there was no share-based compensation related 10 nonvested stock options.

A summary of our stock option activity and related information for 2007 is as follows:

Weighted Weighted
Average Averapc
Stock Excrcise Remaining
Options Price Contractual Life
Quistanding at December 31, 2006 ..o 861,940 § 10.48 2.7
EXEICTSEA 1vvvtverieeem e meratesenseeebars bt s b e st aE s r b RS b (304,860) 7.61
FOPfEHed/CANCEIEM o oot eree ettt ecictsb s e {6,500) 8.10
Ouistanding at December 31, 2007 ..o 550,580 12.09 2.3
Exercisable at December 31, 2007 .o 444555 § 1296 2.6

The aggregate intrinsic value of stock options outstanding and exercisable at December 31, 2007 was
approximately $7.2 million and $5.4 million, respectively.

Restricted Stock, service-based

As of December 31, 2007, 435,163 shares of service-based restricted stock were outstanding which vest
based on years of service. During the twelve months ended December 31, 2007. we awarded 476.325 service-
hased restricted shares to key employees and directors. The fair value of the restricted stock awards was based on
the closing market price of common stock on the date of award and is being amortized under the straight-line
method over the service period. Share-based compensation expense recognized for 2007 is based on service-based
restricted stock ultimately expected to vest, and therefore it has been reduced for estimated forfeitures. The fair
value of service-based restricted shares which vested during 2007 and 2006 was approximately $3.1 million and

$0.4 million, respectively.

As of December 31, 2007, there was $6.1 million of unrecognized share-based compensation related to
nonvested service-based restricted stock. That cost is expected to be recognized over an estimated weighted-
averape amortization period of approximately four vears.

A summary of our service-based restricted stock activity and related information for 2007 is as follows:

Weighted
Service-Based Averape

Restricted Grant Dale

Stock Fair Valuc
Outstanding at December 31, 2006 ...c..oimiim e 155,193 % 18.19
T T DUTTEEU T O PP S PSS T L b 476,325 17.91
FSSUE v ovessssseseeeeeemseesesememssaeassnsasecsas sedcs s R AR S e SRR oSSR S S (143,821) 17.79
FOTETIEA/CANCEIEA +oveeneee it rerevre et retcasmiare s s e b s b s b s (52,534) 18.48
Outstanding at December 31, 2007 .. 435,163 % 18.10




Restricted Stock, performance-based

As of December 31, 2007. a total of 393.741 shares of performance-based restricted shares were
outstanding. The restricted stock primarily vests if ResCare mects certain operating targets set by our Board of
Directors. The fair value of the restricted stock awards are based on the closing market price of common stock on
the date of award and is being amortized over the estimated service period to achieve the operating largets. Share-
hased compensation cxpense recognized for 2007 is based on performance-based restricted stock ultimately
expected to vest, and therefore it has been reduced for estimated forfeitures, The fair value of performance-based
restricted shares which vested during 2007 was approximately $1.1 million. No performance-based restricted

shares vested during 2006.

As of December 31, 2007, there was $4.9 miltion of unrecognized share-based compensation related to
nonvesied performance-based restricted stock. The underlying performance crileria relate to meeting certain
annual earnings targets. Based on current projections, all of this is considered probable.

A summary of performance-based restricted stock activity and related information for 2007 is as follows:

Performance- Weighted
13ased Average
Restricted Grant Date
Stock Fair Value
Qutstanding at December 31, D0 oo eeeeereeerasnreartrreeeesine s ar et ar e R a st 465,691 $ 19.54
TSSUEH oo oeeee s eeseseeatnanen s cse b easer s g emam R SRR S (60,000) 18.60
FOFTEEA/CANCEICA 1arveececvevirseeeeieescerrsrem e ar s (11,950) 16.74
Outstanding at December 31, 2007 ..o 393,741 % 18.70
13. [ease Arrangements

We lease certain residential and operating facilities, office spaee, vehicles and equipment under operating
leases which expire at various dates. Total rent expense was approximately $65.5 million, $60.5 million and $49.6
million for the years ended December 31, 2007, 2006 and 2005, respectively. Facility rent, defined as land and
building lease expense less amortization of any deferred gain on applicable lease transactions, was approximately
$53.8 million, $49.9 million and $40.6 million for the years ended December 31, 2007, 2006 and 2005,
respectively. We also lease certain land and buildings used in operations under capital leascs. These leases expire
at various dates through 2020 (including renewal options) and generally require us 10 pay property taxes,
insurance and maintenance costs.




Future minimum lease payments under capital leases, together with the minimum lease payments required
under operating leases that have initial or remaining non-cancelable lease terms in excess of one year at December

31, 2007, are as follows:

Capital Operating

Year Ended Deccmber 31 Leascs Ieases
D008 oot sesssseaeseeemeensemsesesaetas s nsaR e acee b e b eR S SRR SRR S $ 156§ 46,446
110 IR U USROS P ISP TSNP R 156 38,639
L 11 DTS OO U OO SR s PP E P SY S R TP RO LR 150 32914
1) SRR OO PO O R PSPPI oS PSY P R RIS 138 20,589
2102 SO UO T OO PRSP S P S RS I EOTIER SR 131 15,115
TRETEATIET v ooeeeseeveeee e eeeeebae et st e s e ebebar s ammer TR A ab R a R SE L b 550 44.621

Total MiNIMUM 1€ASE PAYIMENTS vvivrivitrirresesiemicsinisrs s s 1281 §_ 198324
Less AMOouNts TEPFESENHING IMMETEST. . w ittt 389
Presenil vatue of minimum [£8Se PayMENTS.. .. 892
LLESS CUTENT MALUITLIES ©evrveceieeeeeresecetes e corssbar b s smes s bbb ab it b 82
Total long-term obligations under capital 18ases ..o b 810

Assets capitalized under capital leases as reflected in the accompanying consolidated balance sheets wcre
$0.3 million of buildings and $4.5 million of cquipment as of December 31, 2007 and 2006. The accumulated
depreciation related to assets under capital leases was $3.5 million and $2.9 million as of December 31, 2007 and

2006, respectively.

During 2007, we sold five properties with an aggregate net book value of $1.8 million. Proceeds from the
sale totaled $2.0 million, resulting in a gain on the sale totaling $0.2 million. All five properties are used in our
Community Services segment. During 2006, we sold 15 properties that are used in our Community Services
segment which had an aggregate net book value of $1.8 million. Proceeds from the sale totaled $2.7 million,
resulting in a gain on the sale totaling $0.9 million. The properties have been leased back 10 us under lease
agreements with terms of five to twelve years. As a result of the sale-leaseback transactions, the deferred gain is
being recognized over the terms of the leases. The minimum lease payments required under these operaling leases
have been incorporated into the future minimum tease payments above.

14. Financial Instruments

At December 31, 2007 and 2006, the fair values of cash and cash equivalents, short-term investments,
accounts receivabie and accounts payable approximated carrying value because of the short-term nature of these
instruments. The fair value of our other financial instruments subject to fair value disclosures are as follows:

2007 2006
Carrying Fair Carrying fFair
Amount Value Amount  Value
Long-term debt:
7 750 SCMIOL THOTES ¢reveeereviesireraessietesomraearssseeanrarinsesssssansensas $ 149203 § 148,875 § 149,065 § 154,125
Senior secured credit FACTHTY ..o 69,300 69,300 55,000 55,000
Notes payable and other. ... 4,416 4,279 5,919 5.853

We estimated the fair value of the debt instruments using market quotes and calculations based on current
market rates available o us.




15. Commitments and Contingencies

Litigation

From time to time. we, or a provider with whom we have a management agreement, become a party to
legal and/or administrative proceedings that, in the event of unfavorable outcomes, may adversely affect revenues
and period to period comparisons.

[n July 2000, American International Specialty Lines Insurance Company, or AISL, filed a Complaint for
Declaratory Judgment against us and certain of our subsidiaries in the U.S. District Court for the Southern District
of Texas, Houston Division. In the Complaint, AISL sought a declaration of what insurance coverage was
available 1o ResCare in the case styled /n re: Esiate of Trenia Wright, Deceased, et al. v. Res-Care, Inc., el al.,
which was filed in Probate Court No. 1 of Harris County, Texas (the Lawsuit). After the filing, we entered into an
agreement with AISL whereby any settlement reached in the Lawsuit would not be dispositive of whether the
claims in the Lawsuit were covered under the insurance policies issued by AISL. AISL thercafter settled the
Lawsuit for $9.0 million. It is our position that: (i) the Lawsuit initiated coverage under policies of insurance in
more than one policy year. thus affording adequatc coverage to seitle the Lawsuil within coverage and policy
limits, (ii) AISL waived any applicable exclusions for punitive damages by its failure to send a timely reservation
of rights letter and (iii) the decision by the Texas Supreme Court in King v. Dallas Fire Insurance Company, 85
$.W.3d 185 (Tex. 2002) controls. Prior to the Texas Supreme Court’s decision in the King case, summary
judgment was granted in favor of AISL but the scope of the order was unclear. Based on the King decision, the
summary judgment was set aside. Thereafter, subsequent motions for summary judgment filed by both AISL and
ResCare were denied. The case was tried. without a jury, in late December 2003. On March 31. 2004, the Court
entered a judgment in favor of AISL in the amount of $5.0 million. [t is our belief that the Court improperly
limited the evidence ResCarc could place in the record at trial and the type of claims it could present.
Accordingly, an appeal of the Court’s decision has been filed with the Fifih Circuit Court of Appeals and a
supersedes bond has been filed with the Court of $6.0 miliion. Oral arguments were held on August 31, 2005. We
have not made any provision in our consolidated financial statements for the potential liability that may result
from final adjudication of this matter, as we do not believe it is probable that an unfavorable outcome will result
from this matter. Based on the advice of counsel, we do not believe it is probable that the ultimate resolution of
this matter will result in a material liability to us nor have a material adverse effect on our consolidated financial

condition, results of operations or liquidity.

ln October 2005, a lawsuit was filed in Fulton County, Georgia Count styled Freddie Fitis v. Res-Care.
Inc.. et al. The lawsuit seeks unspecified damages for permanent injuries received by Mr. Fitts in an October 2003
automobile accident involving one of our vehicles. In February 2006, we transferred the case to the U.S. District
Court, Northern District of Georgia, Atlanta Division. We have made provisions in our consolidated financial
statements for the final adjudication of this matter. We have admitted liability for the accident and trial has
tentatively been set on the issue of damages only for late March 2008. We do not believe that the ultimate
resolution of this matter will have a material adverse effect on our consolidated financial condition, results of

operations or liquidity.

In January 2006, a lawsuit was filed in San Mateo County Superior Court styled Conservatorship of the
Person and Estate of Theresa Rodriguez v. Res-Care, Inc, Res-Care California, inc. dba RCCA Services, ef al.
The lawsuit alleges violations of the Elder and Dependent Adult Abuse Act, Breach of Fiduciary Duty.
Negligence and Unfair Business Practices as a result of Ms. Rodriguez being severely burned in May 2004 one
week after the replacement of a water heater at a group home in California where she resided. Plaintiff also seeks
attorneys fees and punitive damages against RCCA Services. Settlement discussions have been unsuccessful. A
Motion to Disqualify the initial Judge was granted and trial has been set for late April 2008. We have made
provisions in our consolidated financial statements for the final adjudication of this matter. Furthermore, we have
preserved our rights for indemnity against the plumbing installers/manufacturers of the water heater. We do not




believe that the ultimate resolution of this matter will have a material adverse effect on our consolidated financial
condition, results of operations or liquidity.

In January 2007, the U.S. Court of Appeals for the Seventh Circuit reversed a Summary Judgment we had
received from the U.S. District Court, Southern District of Indiana, in Omega Healthcare Invesiors. Ine. v. Res-
Care Health Services, Inc. In the case, Omega was initially secking $3.7 million for breach of contract in the
closing of a facility in 1999 located in Lexington, Kentucky. The Court of Appeals issued a ruling granting
judgment for Omega and remanded the proceedings to the District Court t0 establish the actual amount of
damages. A Petition for Writ of Certiorari filed with the U.S. Supreme Court in April 2007, was denied. The
District Court has set a late June 2008 trial date. We have made a provision in our consolidated financial
statements for the final adjudication of this matter. We do not believe that the ultimate resolution of this matter
will have a material adverse effect on our consolidated financial condition, results of operations or liquidity.

In addition, we are a party to various other legal and/or administrative proceedings arising out of the
operation of our facilities and programs and arising in the ordinary course of business. We believe that, generally,
these claims are without merit. Further, many of such claims may be covered by insurance. We do not believe the
results of these proceedings or claims, individually or in the aggregate, will have a material adverse effect on our
consolidated financial condition, results of operations or liquidity.

16. Related Party Transactions

We lease certain of our facilities under an operating lease with Ventas, Inc., a publicly traded healthcare
real estate investment trust. Ronald Geary, our Chairman of the Board and former President and Chief Executive
Officer, is a member of Ventas® board of directors. The lease commenced in October 1998 and extends through
2010. Lease payments to the trust approximated $0.9 million for the years ended December 31, 2007, 2006 and
2005. Aggregate future rentals are estimated to be approximately $3.7 million, subject to annual increases based

on the consumer price index.

ResCare used an airplane from an entity owned by Mr. Geary, for certain corporate travel. Total costs
incurred were less than $0.1 million as of December 31, 2007 and 2006.




17. Quarterly Data (unaudited)

First Sceond Third IFourth
(uarter Quarter Quarter Quarter Toal
2007 ™
JRCVEIIUCS covveeerrerveeaeesissreemrensesrnsrssscssomssmnrsnes $ 338495 5 363023 35 364,598 § 367.182 % 1,433,298
Iacility and program COTITIBULION e ieeeceir e sre s srpemn e sananas 35,601 36,100 37,760 36,923 146,444
Net income: .
Income from continuing operations, nel of X e b 10.291 § 10.279 § 11,523 § 12,140 § 44,233
Luss from discontinucd operations, Belof 1% e {139 (123) (130) 56 {342)
NEL INCOME .o.veceervsrerieceeerirs s senseneas e §_ 10352 S 10156 3 _ 11 87 S 12,196 $ 43891
Nel income altribuiable to commaon sharchalders.......cocees. ) 8.695 % 8.689 % 9,750 & 10,446 § 37.571
Basic earnings {loss) per common share:
From continuing OPCTalionNS .. S 0.3t S 032 § 0.34 § 037 ¥ 1.34
From disconinued OPETALIONS ... .orererrassarsmnnsiies s sbsrmssssnssannre {0.00) {0.01) (0.00) (0.00) (0.01)
Basic carnings per cOMMON SNATE....oiwsieneriesies . 3 021 % 031 § 034 % 037 % 133
Diluted earnings (lass) per common share:
From Conlinuing OPCTAIONS vt b 031 % 031 % 034 % 0.36 % 1.32
From discontinucd operations.............. (0.0M (0.0}) (0,00) (0.00) (0.01)
Diluted camings per cOMMON SHATE .o ) 031 & 030 3 034 § 036 % 131
2006 '
RUEVETILICS 1rvvsverreresememsasnssamasmessesssbsbershsssssssabassmscasasssasmsmsa st S 312311 § 322356 § 330383 3 337068 5 1.302.118
Facilivy and program contribution 33,183 34,357 34.879 36,460 139.079
Net incomce:
Income [rom continuing operations, net ol 1aX .o k) 9410 § 10,150 8 10,729 S 11,714 %0 42,009
Loss from discontinued operations, nct of tax ... {2.202) (277) (1103 (2.724) (3.313)
NG ITICOMIC  ev+ v svebeeeecesastessessrs s eeeses bbb r bR b b 7214 & 9873 & 10619 5 84990 £ __36.606
Net income attributahle 1o common sharcholders....ooe.e 5 6128 5 8.408 S 9.047 3 7.664 § 31,243
Basic carnings {loss) pcr commean sharc:
From conlinuing perations ... o g 0.30 % .31 § 033 § 036 % 1.30
From discontinucd operations (0.07) (0.01) 0.00 {0.08) {0.17)
Basic camings per COMMOR ShaFC .o cciniiniiesrmrssinenss by 023 § 030 § 033 § 028 § 113
Diluted carnings {loss) per common share:
From conlinuing OPETRIIOIS v emsssssss s eesmasnanses $ 0.29 % 031 % 032 § 035 3 1.27
From discontinued OPEratIONS o eemmrs s (0.07) {0.01) (.09 (0.08) (0.16}
Diluted camings per COmMIMON SHart. ..o emmimirn 5 022 % 030 & 032 § 027 § L1l

(" Amounts have been restated, as appropriate, to exclude the cfTects of discontinued opcrations. During 2006, we ceased providing
community services in the District of Columbia and the state of New Mexica. The results of these operations, atong with related exit
costs. have been classificd as discontinued operations for all periods presented.

18. Minority Interests

The accompanying consolidated financial statements include the financial information of ResCare and
that of several subsidiaries in which we hold a majority mterest. For consolidated majority-owned subsidiaries in
which we own less than 100%, we recognize a minority interest for the ownership interest of the minority owners.
ResCare currently holds a 67.5% interest in Pharmacy Alternatives, LLC, a closed-door pharmacy providing
products and services to both ResCare operations and other providers of services to persons with developmental
disabilities, a 66.7% interest in Rest Assured LLC, a limited liability company comprised of public and private
organizations providing remote monitoring services for persons with disabilities, and an 81% interest in ResCare
Maatwerk B.V., a private limited liability company under Dutch law providing government funded job
reintegration services, The minority interest represents the share of the equity that is attributable o the minority
owner and is disclosed separately in the consolidated balance sheet. The minority interest impact of $0.2 million
and $0.3 million for the years ended December 31, 2007 and 2006, respectively, is not material to our results of
operations, and therefore has been classified as other operating expense in the consolidated statements of income.




19. Subsidiary Guarantors

The Senior Notes are jointly. severally, fully and unconditionally guaranteed by our 100% owned U.S.
subsidiaries. There are no restrictions on our ability to obtain funds from our U.S. subsidiaries by dividends or
other means. The following are condensed consolidating financial statements of our company, including the
guarantors. This information is provided pursuant to Rule 3 — 10 of Regulation S-X in lieu of separate financial
statements of each subsidiary guaranteeing the Senior Notes. The following condensed consolidating financial
statements present the balance sheet, statement of incomc and cash flows of (i) Res-Care. Inc. (in each case,
reflecting investments in its consolidated subsidiaries under the equity method of accounting), (1i) the guarantor
subsidiaries, (iii) the nonguarantor subsidiaries, and (iv) the eliminations necessary 10 arrive at the information for
our company on a consolidated basis. The condensed consolidating financial statements should be read in
conjunction with the accompanying Consolidated Financial Statements.




CONDENSED CONSOLIDATING BALANCE SHEET

RES-CARE, INC. AND SUBSIDIARIES
December 31, 2007
(In thousands)
Guarantor  Non-Guarantor Consolidated
ResCare, Inc.  Subsidiaries Subsidiarics  Eliminations Tolal
ASSETS
Current assels:
Cash and cash equivalents..........oien $ 1,379 3 3,724 § 5706 3 — § 10.809
| Accounts recetvable, net ... e eeantaraareneneens 39,989 162,420 4.120 — 206,529
| Refundable inCome taXes «oovvervrreieecininenns 2,026 — 439 — 2,465
| Deferred INCOME TAXES..vuerverrermrerrmsssrensenee 17.959 — — — 17.959
' Non-trade receivables. .. 542 8,835 68 — 9,445
! Prepaid expenses and other current assets..... 6.894 5.161 310 — 12.365
Total CUrrent 5SS ..eeeiuiieriresaniarirasennns 68,789 180,140 10,643 — 259.572
Property and equipment. net ... 36.884 45,827 625 — 83,336
GOOAWILL evvreeoeeeeeceerereesesreerinsaaeessessansmanesas 85,699 313,954 43,970 — 443,623
Other iINanEIbIes ..o 4,576 27.836 — -— 32412
Investment in subsidiaries ... 492,487 — —  {492,487) —
OTHEL ASSEIS. .o eiviveerreeriereemearraremisneassercsassassnisnas 11.210 4,290 100 — 15.600

§ 699,645 §_572,047 § 55338 § (492487) 83443

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilitics:

Trade accounts payable ... $ 32,863 § 18615 § 3,172 $ — § 54,650
ACCTUEA EXPENSES .overrrrririecsrnerrassmsssisarenres 44,897 44,550 1,049 — 90,496
Current portion of long-term debt ......cocee. 271 2,967 — -— 3.238
Current portion of obligations under
capital 1eases .. 13 69 — — 82
Accrued INCOME tANES .oovinivvirrennrarimainenes 1,146 — 413 — 1.559
Total current liabilities ..o 79,190 66,201 4,634 — 150,025
INTEFCOMPANY «cvcererinsreriorsiecisinmrranssssanenarrsinnss (57.476) 14,501 42,975 — —
Long-term THADITIES o ere e v ee s rramirramreea e 31,721 1,744 — — 33,465
LoNg-term debl.. oo 218.503 1,178 — — 219,681
Obligations under capital leases .......cooeneren. 34 776 — — g10
Deferred ZaiNS ...ovecerien et 1,587 2,892 — — 4,479
Deferred INCOME TAXES cuvvcvccrinrrieianeeacsinins e 19.217 — (3) — 19.212
Total Habillties. ....oveeeemicrire i 292,776 87,292 47,604 — 427,672
MINOFILY INTEFESES .oorirrrrecnecimremsnmn e — 2 — — 2
Total shareholders’ equity ......covcciinns 406.869 484,753 7734 _ (492.487) __ 406.869

§ 699645 $ 572,047 S 55338 $(492487) § 834,543




RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING BALANCE SHEET
December 31, 2006
(In thousands)
Guarantor  Non-Guarantor Consolidated
ResCare, Inc.  Subsidiarics  Subsidiaries Eliminations Total
ASSETS

Current assets:
Cash and cash equivalents. ..o $ 2196 % 26§ 3,319 § — § 554
Accounts receivable, net . 38,486 158,554 67! — 197,711
Refundable income taxes ..o irimsneccians 806 — 376 — 1,182
Deferred iNCOME TAXES oo eerriirneeesrranremsrsiens 15.110 — — — 15,110
Non-trade receivables. ... 1,175 5339 3 — 6.517
Prepaid expenses and other current assets..... 6.270 5.108 34 — 11,412
Total current asselS ..o eerierinenisrencissier 64,043 169,027 4,403 — 237.473
Property and equipment, Net.......onrinn: 31,300 44,245 61 — 75,606
GOOAWH vt 76,059 294,804 4,631 — 375,494
Other iNangIbles ..o 2,536 25,016 —_— — 27,552
Investment in subsidiaries ... 414,506 — —  (414,506) —
OTHBL BSSOLS .. eeevrirreimesesrreeientsrsnrasinsirrsiasrrasass 9,384 4,904 — — 14,288

§ 597828 § 537.996 § 9095 $(414.506) § 730413

LIABILITIES AND SHAREHOLDERY’ EQUITY
Current liabilities:

Trade accounts payable ... $ 31072 % 11,627 § 284 § — § 42983
ACCTUE BXPENSES .ooivrviarrsmrerreerasras s 39,430 39,046 142 — 78,618
Current portion of long-term debluuiiniernins 322 4,046 —_ — 4,368
Current portion of obligations under
CaPita) 1€ASES wvuvvmeivi st 144 26 — — 170
Accrued INCOME tANES .o.vvcoivinirnieessanies 1.001 — 413 — 1,414
Total current liabilities ......coovnniniiiinens 71,969 54,745 839 — 127,553
INEEICOMPANY ..vecrivianrremeesranarermsesssasssnsarancosaes (72,37%) 70,728 1,647 — —
Long-term labilities .o 27,982 463 - — 28.445
LONE-ETM dEBE o.orrirrrierienirmmiseccissn e - 204,335 1,281 — — 205,616
Obligations under capital 1€ases ... 26 247 — — 273
Deferred Zains .......oocvvereemremmcerarimesannmmcsiseens 1,578 2,478 — — 4,056
Deferted INCOME TAKES oevervrenieeineisrsarersecssssnans 12.836 — {4) — 12,832
Total Habilities ..o eeriveeerrrierarimirceaiinins 246,351 129,942 2,482 — 378,775
MinNOrity INTETESS ovvrervceinss o — 161 — — 161
Total shareholders’ equity oooverveerninnres 351.477 407.893 6.613 _ (414,506) __351.477

§ 597828 $ 537996 $__9.095 $(414.506) § 730413




RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME

Year Ended December 31, 2007

(In thousands)
Guarantor  Non-Guarantor Consolidated
ResCare, Ine.  Subsidiarics  Subsidiaries Fliminations Total
REVETIUES o reveeerersreesansnsimseasassotssianemsansinsesansensass § 290.678 $1,138.517 § 4,105 § — §$1,433,298
Operating EXPENSES. ... .cewuwerrsrmmmrassesesiesissininnss 299.016 _1.043.588 3.530 — _1.346,134
Operating {(105S) iNCOME wvciiriicemisirsinsninnes (8,338) 94,929 573 — 87,164
Other (income) expenses:
TLETES], NE L uvirceeecriiiniarinerenesrnraiessaranas 7,624 10,741 153 — 18,518
Equity in earnings of subsidiaries ............. (54.176) — — 54.176 —
Total other EXPENSES ... (46,552) 10,741 153 54,176 18,518
Income from continuing operations before
ITICOITIE TAXES o verevrevinrerasrerasianeatiansassarnsessiseanns 38,214 84,188 420 (54,176) 68,646
Income tax (benefit) exXpense . ..o (5.677) 29.94] 149 — 24.413
Income from continuing operations.................. 43,891 54,247 271 (54,176) 44,233
Loss from discontinued operations, net of tax..... — {342) — — (342)

Net income $ 43891 § 53,905 § 271§ (54,176) $__43.891




RES-CARE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENT OF INCOME

Year Ended December 31, 2006
(Inn thousands)

Guarantor  Non-Guarantor Consolidated
ResCare, lne.  Subsidiaries  Subsidiaries Eliminations Total
REVEUSS vvereeremrivrsessessesecsasssrssmssssnsenmarsresssssass § 267083 $1,029420 § 5615 § — $1,302,118
Operating eXPenSes.... .o wsrimimsersesssariesoss 259,289 954,192 4,942 — _1,218.423
Operating iNCOME ....c.owvvvmimmmiasmaniesrsinienees 7.794 75,228 673 —- 83.695
Other (income) expenses:
INLETEST, TIBT.vevrreresremesrannsssmmsereisasisinsnnssasenes $.807 9,444 61 — 18,312
Equity in carnings of subsidiaries............ (37.347) — — 37.347 —
Total other eXpenses....cv ovmrerermianees (28,540) 9,444 61 37,347 18,312
Income from continuing operations before
INCOITIE LAXES «veereecirersirreeramstorarsnsesensasrsssssesans 36,334 65,784 612 (37,347) 65,383
Income tax (bencfit) eXpense. .o (362) 23.517 219 — 23.374
Income from continuing operations.......c.coeuu 36,696 42,267 393 (37,347) 42,009
Loss from discontinued operations, net of tax...... — (5,313 — — (5.313)
INEL ITICOME o eevieriereres ceeerssarsmssmessesis e anian s $_ 36,696 $.36954 3 393 § (37.347) §. 36,696

F-37




RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME

Year Ended December 31, 2005
(In thousands)

Guarantor  Non-Guarantor Consolidated
ResCarc, Tne.  Subsidiarics  Subsidiaries Eliminations Total
REVETILIES «ocverevreeeesrerseeesseranseressnssunemsnmssasnnnesosiss § 243,593 § 796,979 % 5984 $ — $1,046,556
Operating eXpeNses.....c.coumeiens e 251.836 734,409 5.331 — 991.576
Operating (1055) iNCOME .c.ccccceroe e (8,243) 62,570 653 — 54,980
Other (income) expenses:
TEEFESTE, NELererireeirnrereserieresssnmimcecssrinaars 8.607 8.906 209 — 17,722
Equity in earnings of subsidiaries ........... (32.427) — — 32,427 —
Total other eXpenses .ocov v s {23,820) 8.906 209 32,427 17,722
Income from continuing operations before
IMICOMIE TAKES . nevevvereeieesrerenraneemmsaranrassesansesss 15,577 53,664 444 (32,427) 37,258
Income tax (benefit) eXpense. ... (5.643) 17.976 149 — 12.480
[ncome from continuing operations........c.cv.e.-. 21,222 35.688 295 (32,427) 24,778
Loss from discontinued operations, net of tax..... — (3.536) — — (3.556)

Net income $ 21222 § 32132 § 205 § (32427 § 21,222




RES-CARE, INC. AND SUBSIDIARIES
- CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Year Ended December 31, 2007

{In thousands)
Guaranior  Non-Guarantor Consolidated
ResCarc, Tne.  Subsidiaries  Subsidiaries Eliminations Total
Operating activities:
N ITICOMNIE oo eistsseven st eeesieresrssamsarasen s oscos bt n s $ 43891 § 53905 § 271§ (54.176) § 43,861
Adjustments to reconcile net income to cash
provided by operating activities:
Depreciation and AMOMIZALION oo s i 9316 10451 22 — 19,789
[MPAIFMENt CHATEE -o.eororeii et — 331 — — 331
Amortization of discount and deferred debt
1SSUANCE COSIS ON NOLES ..o vereererrssimrciesmsaras 1,084 — — — 1,084
Share-based cOmMPEnSation......coveeerriisimananien 6,621 — — — 6,621
Defcrred income taxes, Net e eeirieeiiniens 3,532 — (1) — 3,531
Provision for losses on accounts receivable...... — 6,364 — — 6,364
Excess tax bencfit from excreise of stock options ... (1,387) — — — (1.387)
LLoss on sale of 838615 ..ooinciniiin s — {72) — — (72)
IZquity in carnings of subsidiaries ..oocoeveeeeininnnn (54,176) — — 54,176 —
Changes in operating assets and liabilities ............ 10.656 (44.890) 39.857 — 5623
Cash provided by operating activities ..o 19.537 26.089 40,149 — 85.775
Investing activities:
Purchascs of property and equipment ........coe.e.. (13,405) {10,569} (39} — (24,011)
Acquisitions of businesses. net of cash acquired.... — (33,802) (38,573) — (72,375)
Proceeds from sale ¢i 28<€18. e e e — 984 — — 984
Cash used in investing activities ......oenees 113.403) {43.387) {38.612) — {95.402)
Financing activities:
Long-term debl TEPAYMENLS ...ovemuivnimmirseseicesiinns (120,949) (3.732) — — {124,681)
Borrowings of long-term debt. ... $0,000 — — — $0.000
Short-term borrowings-three months or less, net ... 54,300 — — — 54,300
Payments on obligations under capital leascs ........ — (193) — — {193)
Proceeds from sale and leaseback transaction........ — 1,966 — — 1,966
Net payments relating 1o intercompany finaneing ......... (23,805) 22,955 850 — —
Proceeds received from excreise of stock oplions.......... 2.341 -— — — 2,341
[ixcess tax benefits [rom share-based compensation...... 1,387 — — — 1,387
DIebt ISSUANCE COSLS 1avrrrrereeerisrisimsresse s eerressssasans (225) — — — (225)
Cash {uscd in} provided by financing activitics.... {6.951) 20.9%¢6 830 — 14,895
{(Decrease) increase in cash and cash equivalcnis...... (817} 3,698 2,387 — 5,268
Cash and cash equivalents at beginning of period ..... 2.196 26 3.319 — 5,541
Cash and cash equivalents at end of period ............ 3 1,379 & 3,724 § 5706 % — & 10,809




RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Year Ended December 31, 2006
{In thousands)

Operating activities:

NEL INCOMIE eevereee vt eeiveeasbrsanne et srbanesnesss

Adjustments 1o reconcile nct income to cash
(used in) provided by operating aclivities:

[Depreciation and amortization..........
Impairment charge ...

Amortization of discount and deferred debt

issuance costs On NOLES .......ovvveeeeens
Share-based compensation.................
Deferred income taxes. net .......coooeee

Provision for losses on accounts receivable......
[Zxcess 1ax benefit from exercise ol stock options ...

Loss on sale of @ssets . uneiiiiieniienns
Equity in earnings of subsidiaries.......

Changes in operating assets and liabilities .............
Cuash (used in) provided by operating activities....

[nvesting activities:

Purchases of property and equipment .....

Acquisitions of businesses, net of cash acquired....

Proceeds from sale of assets......o.ooevnnee
Purchases of short-term investments.......
Redemptions of short-lerin investments..

Cash provided by {used in) investing activities.....

Financing activitics;

Long-term debt repayments ...
Borrowings of long-term debt.......ooe..

Short-term borrowings-three months or less, net ...
Payments on obligations under capital leases ........
Procceds from sale and leaseback transaction........

Dicbl 15SUANCE COSLS 1vviaerarrieririrnrerenrsarans

Cash (used in) provided by financing activities....
{Decrease) increase in cash and cash equivalents.......
Cash and cash equivalents at beginning of period .....

Cash and cash equivalents at end of period

Guarantor  Non-Guarantor Consolidated
ResCarc, Inc.  Subsidiaries  Subsidiarics Eliminations Total

$ 36,696 S 36,954 § 393 § (37,347) § 36,696
7.309 9,795 30 — 17,134
— 1,499 — — 1,499
1.004 — — — 1,004
2,747 — — — 2,747
3,800 — — — 3.800
— 5,836 — —_ 5,830
{3,122) — -— — (3,122)
— 139 — — 139
37.347) — — 317,347 —
{19.850) (10.800) 1.1587 — {29.493)
(8,763) 43.423 1,580 — 36,240
(9,729) (7.895) 366 — (17,258)
—_ (113,456} — — (113,456)

— 6380 — — 680
(39.200) — — — (39.200)
06,850 — — — 66,850
17.921 {120.671) 300 — (102.384)
(297} (3,191) (393) — (3,881)
40,000 — — — 40,000
15,000 — — — 15,000
— (1,472) — —— (1,472)

—_— 2,651 — — 2,651
(76,350) 77,359 (1,009} — —
6.906 — — — 6,900
3,122 —_ — — 3,122
{535) — — — (535)
(12,154) 75,347 {1.402) — 61,791
{2.996) (1.901) 544 — (4,353)
5.192 1.927 2.775 — 9,894

g 2,196 3 26 § 1319 § — 3 5.54]




RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Year Ended December 31, 2005

Operating activities:
NET INCOMIC . oeeevirerenremseeme e siberassssem st s sabis
Adjustments to reconcile net income to cash
provided by {uscd in) operating activities:
Depreciation and amortization ... oveeeees
Amortization of discount and deferred debt
i550aNCE COSIS ON TOES ...vvvveeeriarreresmsrs e
Restricted stock cOmMpensation ...
Deferred incOmME tAXES, N .oceeeroiriirirrcaareennes
Provision for losses on accounts receivable....
Tax benefit from exercise of stock options.....
Loss on 5ale Of aSSEIS v erivieiniiee ot
Equity in earnings of subsidiaries
LSS 0N refinanCing .o ieieneisnenniiines
Changes in operating assets and liabilities ...........
Cash provided by {used in) opcrating activitics ..
Investing activities:
Purchascs of property and equipment ......coooeee
Acquisitions of businesses, net of cash acquired..
Proceeds from sale of assets ...
Purchascs of short-term investments ........coioeeen
Redemptions of short-term investments..............
Cash provided by (used in} investing activities...
Financing activities:
Long-term dobt repayments ...
Borrowings of Tong-term debl....ooviciniiins
Payments on obligations under capital leases ......
Net payments relating to intercompany financing ........
Proceeds received from exercise of stock options
Debt ISSUANCE COSIS «ovieviereenrmrrrecreessrsirineesnes
Tender premium COSES oo
Cash {used in) provided by financing activities ..
(Decrease) increase in cash and cash equivalents....
Cash and cash equivalents at beginning of period ...
Cash and cash equivalents at end of period .............

(In thousands)

ResCarc. Inc.

Guarantor

Subsidiarics

Non-Guaranior
Subsidiaries

Eliminations

Consolidaied
Total

§ 21222 § 32132 % 295 § (32427) S 21.222
6,395 7.438 32 — 13.865
1,228 — — — 1,228

141 — — — 141

75 2.190 1 — 2,266

— 4,789 — — 4.789
3,376 — — — 3,376
— 377 — — 377
(32.427) — — 32,427 —
11,914 — — — 11,914
16.939 (24,980) (6,583) — (14.624)
28,863 21,946 (6.255) — 44,554
(5,063) {8.687) (425) — (14.175)
— (36,959) — — (36,959)

— 64 — — 64
(409,900} — — —  (409.900)
435,485 — — — 435.485
20,522 (43.582) (425) — (25.485)
(191,580) (521) — — (192101
161,330 — 393 — 162.223
— (989) — — (989)
(29.811) 23,483 6.328 — —
6.504 — — 6,504
(4.131) — — — (4,131)
(9.085) — — — (9.085)
(66.273) 21.973 6.721 — (37.579)
(16,888) (1,663) 4 — (18.510)
22,080 3,590 2,734 — 28,404
s, 5192 S 1927 § __ 2775 § — § 9894




ResCare, Inc.

Schedule 11 - Valuation and Qualifying Accounts
For the Years Ended December 31, 2007, 2006 and 2005

{In thousands)

Additions
Balanccai  Charged to Deductions Balance
Beginning  Costs and at End
of eriod Expenses Writc-ofls  keclassifications  of Period
Allowance for doubtful accounts receivable:
Year ended December 31, 2007 ....occicninniennn $ 11327 § 6850 $§ (2346) % — § 15.83]
Year ended December 31, 2006 9,279 5,836 (3.788) — 11,327
8,806 4,789 {4.316) —_ 9.279

Year ended December 31, 2005 e
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

(Mark One)
Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2008

ar

O Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For transition period from to
Commission File Number: 0-20372
RES-CARE, INC.
(Exact name of rcgistrant as specificd in its charter)

KENTUCKY 61-0875371
{State or other jurisdiction of (IRS Employer ldentification No.)

incorporation or organization)

9901 Linn Station Road
Louisville, Kentucky
(Address of principal exccutive offices)

40223
(Zip Code)

Registrant’s telephone number, including arca code: (502) 394-2100

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

wame of ench exchange on
which registered

NASDAQ Global Select Market

Title of cach class
Commeon Stock, no par value

Securities registered pursuant to Section 12(g) ol the Act:
None

indicate by check mark if the registrant is a well-known scasoned issucr, as defined in Rule 405 of the Act. Yes 0 No (¥

Indicate by cheek mark if the registrant is not requircd to file reports pursuant to Section 13 or Section 15(d) of the AcL.
Yes O No A

Indicatc by check mark whether the registrant (1) has filed all reponts required to be liled by Scction 13 or 15(d) of the Sccurities Exchange Act
of 1934 duriny the preceding 12 months (or for such shorter pericds that the registrant was required o file such reports), and (2) has been subject
to such filing requircments for the past 90 days. Yes X No O

Indicate by check mark il disclosure of delinquent filers pursuant to liem 405 of Regulation S-K is not contained herein, and will not be
comtained, to the best of registrant’s knowledge in definitive proxy or information staterncnts incorporated by reference in Part 11 of this
Form 10-K or any amendment of this Form 10-K. a

Indicate by check mark whether the registrant is a Jarge accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definition of “large accelerated filer”, “accelerated filer”, and “smaller reporting company” in Rule 12-b of the Act.
Large accelerated filer: O Accelerated filer: Non-aceclerated filer: O Smaller reporting company: a

Indicatc by check mark whether the registrant is 2 shell company (as defincd in Rule 12b-2 of the Ac).Yes O No E

The aggregate market value of the shares of registrant held by non-affiliates of the registrant, based on the closing price of such on the NASDAQ
Global Sclect Market on June 30, 2008, was $495,189,767. For purposcs of the forcgoing calculation only, all directors and exccutive officers of
the registrant and their affiliates have been deemed affiliates of the regisirant. As of February 27, 2009, therc were 29,436,872 shares of (he

registrant’s common stoek, no par value, outstanding.

DOCUMENTS INCORPORATED BY REFERENCE




Portions of the registrant’s proxy staiement for its 2009 annual mecting of sharcholders arc incorporated by reference into Part 1H,
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Preliminary Note Regarding Forward-Looking Statements

All references in this Annual Report on Form 10-K 1o “ResCare™, “our company™. “we”, “us”, or Sour” mean Res-Care, Inc. and, unless the
comnlext otherwise requires, its consolidated subsidiarics. Statcments in this report thal arc not slatements ol historical [act constilute forward-
looking statements within the meaning of the Private Securitics Litigation Relorm Act. In addition, we expect 10 make forward-looking
statements in future Glings with the Securitics and Exchange Commission, in press rclcases, and in oral and writlen statcments made by us or
with our approval. These forward-looking statements include, but arc not limited to: (1) projections of revenucs, income or loss, carnings or loss
per share, capital structure and other financial items; (2) statements of plans and objectives of ResCare or our management or Board of Dircctors;
(3) statements of [uture actions or cconomic performance, including development activitics: and (4) statcments of assumptions underlying such
statcrments; and {5) statcrments about the limitations on the efTectiveness of controls. Words such as “helicves”, “anlicipates”, “expects”,
“intends”, “plans”, “targels™, and similar cxpressions are intended to identily forward-looking statements but are not the exclusive means of

identi[ying such statements.

Forward-looking statements involve risks and uncertaintics which may cause actual results to differ materially from those in such statements.
Some of the events or circumstances that could cause actual results to differ from those discussed in the forward-looking statements are
discussed in ltem 1A — “Risk Factors.” Such forward-looking statements speak only as of the date on which such stalements arc made, and we
undertake no obligation to updatc any forward-looking statement {0 reflect events or circumstances occurring after the date on which such
statement is made.
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PART I

Item 1. Business

General

Res-Carc, Ing. is a human service company that provides residential, therapeutic, job training and cducational supports to people with
developmental or other disabilitics, to youth with special needs, 10 adults who arc expericneing barricrs 1o cmployment and 1o older pcople who
nced home carc assistance. All references in this Annual Report on Form 10-K 1o “ResCarc?”, “our company”, “we”, “us”, or “our” mean Res-
Care, Inc. and, unless the context otherwise requirces, its consolidated subsidiarics.

Our programs include an array of scrvices provided in both residential and non-residential settings for adults and youths with intelicctual,
cognitive or other developmental disabilitics, and youths who have special cducational or support needs, are from disadvantaged backgrounds, or
have severe emolional disorders, including same who have entercd the juvenile justice system. We also offer, through drop-in or live-in services,
personal care, meal preparation, housckeeping and transportation to the ciderly in their own homes. Additionally, wc provide services (0
transition welfare recipients, young people and people who have been Jaid off or have special barricrs to cmployment, into the work [orce and

become productive cmployees.

At Decemnber 31, 2008, we provided scrvices 1o persons with special necds in 39 statcs, Washington, D.C., Pucrio Rico and in a growing number
of international locations. :

Description of Services by Segment

As of December 31, 2008, we had three reportable operating segments: (i) Communily Services, (i1} Job Corps Training Services and
(iii) Employment Training Services. Notc 9 of the Notes to Consolidated Financial Stalcments includes additional information regarding our
segments, including the disclosure of required financial information. The information in Note 9 is incorporated herein by relerence and should be

read in conjunction with this section.
Conununiry Services

We arc the nation’s largest private provider of services for individuals with intcllectual, cognitive or other developmental disabilitics. We also
provide periedic in-home carc services to the elderly, a varicty of youth programs including fostcr care and residential scrvices, and a host of
services o people with acquired brain injury, including vocational and residential placement. At December 31, 2008, we served approximately
33,000 individuals in 34 staics. Our programs, administered in both residential and non-residential sellings, arc bascd predominantly on
individual support plans designed 10 encourage greater independence and the development or maintenance of daily living skills. Thesc goals are
achicved through tailored application of our different services including social, functional and vocational skills training, supporied cmployment

and emotional and psychological counseling.

For our individuals with developmuntal disabilitics, we offer an alternative to Jarge, state-run institutional scitings by providing high guality, and
individually focused programs on a morc cost cllicient basis than iraditional state-run programs. Individuals are supported by an interdisciplinary
team consisting of our cmployces and professional contractors, such as qualificd mental rctardation professionals (QMRPs), support/scrvice
coordinators, physicians, psychologists, therapists, social workers and other dircet support professionals, For seniors, we provide support
services so they can continue to live safely in their homes and remain active in their communily.

3
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Our community scrvices arc provided in a variety of different environments including:

o Periodic In-Home Services. These programs offer periodic and customized support for individuals and primary carcgivers 1o assist
and provide respite care. Our services enable sclect individuals with developmentul and intellectual disabilitics (DD/ID) to relurn
home and receive cure away {rom large, stalc-run instilutions. This is often an aliemative that states offer o assist the carcgivers of
individuals with DD/ID who arc on a waiting list for long-term care placement. Our scrvices also enable elderly individuals who
need assistance to be served in the comfort of their own homes. For both individuals with DD/ID and the elderly, service is
provided on an hourly busis and is coordinated in response to the individual’s identified needs and may include personal care,

habilitation, respite carc, attendant care and housckeeping.

o Group Homes. Our group homes arc family-style houscs in the community where four to eight individuals live together usually
with full-time stalfing for supervision and support. Individuals are cncouraged to take responsibility for their home, healih and
hygicne and are encouraged lo actively take parl in work and community lunctions.

¢ Supported Living. Our supported living programs provide services tailored to the specific needs of one, two or three individuals
living in a home or an apartment in the community. Individuals may nced only 4 few hours of stafT supcrvision or support cach
week or they may require services 24 hours a day.

o Large Residential Facilities. Our filieen large residential facilities each provide around-the-clock support 1o ten or morc
individuals. In these facilitics, we strive (o create a home-like atmosphere that emphasizes individuality and choice.

o Vocational Skills Training and Day Programs. These programs offer individuals with DD/ID the opportunity 1o becomc active in
their communitics and/or attain meaning{ul employment. Vocational skills training programs contract with loca! industrics to
provide short or long-lerm work. Day programs provide interactive and educational activitics and projects for individuals to assist
them in reaching their full potential.

e Rest Assured. ResCare has a partnership with the non-profit Wabash Center and Purdue University in Indiana that provides remote
welecare”™ services to people with DD/ID or seniors in iheir homes. Rest Assured is a remote monitoring and support service link
between care giver and client giving the clicnts more independence and providing a more cost ¢[fective wethod of providing care
cither 24 hours a day (scven days a week) or by the bour.

e Pharmacy Services. Pharmacy Alternatives, LI.C is a non-retail pharmacy providing medications and pharmaceutical supplies 1©
ResCare operations and other service providers. The pharmacy began operations in carly 2006 and is one of the onby pharmacics in
the nation to specialize in serving persons with developmental disabilities. PAL services arc currently available in Kentucky,
Indiana, North Carolina, Ohio, Texas, Virginia and West Virginia,
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We believe that the breadih and quality of our scrvices and support and training programs makes us attractive 10 state and local governmental
agencies and not-for-profit providers who may wish to contract with us. Our programs are designed to offer specialized support that is not
generally available in larger stale institutions and traditional long-term care facilitics and include the lollowing:

o Social Skills Training. Social skills training [ocuscs on prablem solving, anger management and adaptive skills to enable
individuals with disabilities to interact with others in the residential setting and in their community. We emphasize contact with the
communily ai-large as appropriatc [or cach individual. The desired outcome is to enable cach individua! to participatc in home,
family and community lile as fully as possible.

Many individuals with developmental and other disabilities require behavioral intervention services. We provide these scrvices
through psychiatrists, psychologists and behavioral specialists, most of whom serve as consultants on a contract basis. All
operations utilize 4 non-aversive approach 1o behavior support which is designed 1o avoid consequences involving punishment or
extreme restrictions on individual rights. Whenever possible, the interdisciplinary tcam and direct support stall employ behavior
support techniques rather than medications to modify behaviar, the goal being to minimize the use ol medications whencver
possible. When indicated, medications are adminisicred in strict compliance with all applicable regulations,

o Functional Skills Training. Functional skills training cncourages mastery of personal skills and the achicvement of grealer
independence. As needed, individual habilitation or support plans may focus on basic skills training or maintenance in such arcas as
personal hygicne and dressing, as well as more complex activitics such as shopping and usc of public transportation. Individuals arc
encouraged to participate in daily activities such as housckeeping and meal preparation as appropriatc.

e Vocational Skills Training and Day Programs. We provide extensive vocational training or specialized day programs for many of
ihe individuals we support. Some individuals are ablc to be placed in community-based jobs, either independently ar with job
coaches, or may participate as a member of a work team contracted for a specific service such as cleaning, sorting or maintenancc.
Clients not working in the eommunity may be served through vocational workshops or day programs appropriate [or their needs.
We operate such programs and also contract {or thesc services with outside providers. Our philosophy is to enablc all individuals
scrved to perform productive work in the community or otherwise develup vocational skills based on their individual abilitics.
Individuals participating in specialized day programs may have physical or health restrictions which prevent them from being
employed or parlicipating in vocational programs. Specialized day programs may include Turther training in daily living skills,
community integration or specialized recreation activitics.

o  Connseling and Therapy Programs. Our counseling and therapy programs address the physical, emotional and behavioral
challenges of individuals with developmental or other disabilities and the clderly. Goals of the programs include the development
of enhanced physical agility and ambulation, acquisition and/or maintenance of adaptive skills for both personal carc and work, as
well as the development of coping skiltls and the use of alternative, responsible, and socially acceptable interpersonal behaviors.
Individualized counseling programs may include group and individual therapics, Occupational and physical therapies and
therapeutic rccreation are provided bascd on the ussessed needs of cach individual.

Al cach of our operations, we provide comprehensive individualized support and training programs that cncourage grealer indcpendence and the
development of personal and vocational skills commensurate with the
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person’s capabilities. As the individuals progress, new programs arc created 1o encourage greater independence, self-respect and the
development of additional personal, social and/or vocational skills.

Revenues for our Community Scrvices operations are derived primarily from services provided under the Medical Assistance Program, Title
XIX of the Social Security Act (Medicaid), administered by the states and (rom management contracts with private operalors, generally nof-lor-
profit providers, who contricl with state government agencics and are also reimbursed under the Mcdicaid program. We provide respite,
therapeutic and other scrvices on an as-needed basis or hourly basis through our periodic in-home services programs that arc reimbursed on a
unit-of-service basis. Reimbursement methods vary by state and service type, and may be based ona varicty ol methods including [lat-raie, cost-
based reimbursement, per person per diem, or unit-of-scrvice basis. Generally, rates are adjusted annually through state legislative actions, and
arc alfected in large part by cconomic conditions and their impact on state budgets. At facilitics and programs where we are the provider of
record, we are directly reimbursed under state Medicaid programs for services we provide and such revenues are alfected by occupancy levels.
At most lacilitics and programs thal we operate pursuant 1o management contracts, the management fce is negotiated with the provider of record.

Job Corps Training Services

Since 1976, we have been operating programs for disadvantaged youths through the federal Job Corps program administered by the Departiment
of Labor {DOL), which provides (or the educational and vocational skills training, health care, cmployment counscling and other support
nccessary to enable disadvantaged youths to become responsiblec working aduls. The Job Corps program is designed to address the severe
unemployment problem faced by disadvantaged youths throughout the United States and Puerto Rico. The typical Job Corps student isa16-24
year old high school dropout who reads at the seventh grade level, comes from a disadvantaged background, has not held a regular job, and was
living in an environment characterized by a troubled home life or other disruptive conditions.

We operale seventeen Job Corps centers in nine states and Puerto Rico. Our centers currently operate at approximately 98% capacity duc to high
demand, howcver, only approximately 1% of the cligible population in the United States is scrved by some type of Job Corps program duc o
funding constraints. Each center oflers training in several vocational arcas depending upon the particular nceds and job market opportunitics in
tbe region. Students are required to patticipate in basic education classes to improve their academic skills and complement their vocational
training. High school equivalency classes are available 10 obtain General Educational Development {GED) centificates. We provide these
services in campus-style settings wtilizing housing and classroom [acilities owned and managed by the DOL. Upon completion of the program,
cach student is referred to the nearest job placement agency lor assistance in [inding a job or enrolling in a school or fraining progran.
Approximatcly 81% of the students completing our programs have obtaincd jobs or continuc their cducation clsewhere,

Under Job Corps contracls, we arc reimbursed lor direct facility and program costs rclated to Job Corps center operations, allowable indircet
costs for general and adminisirative costs, plus a predetermined management fce. The management fee lakes the form of a fixed contractual
amount plus a computed amount based on certain performance criteria. Final determination of amounts due under Job Corps contracts is subject
1o audit and review by the DOL, and renewals and extension of Job Corps contracts are bascd in part on performance revicws.

Employvment Training Services

We operate job training and placement programs that assist wellarc recipicnts and disadvantaged job seckers in finding cmployment and
improving their carcer prospects. We currently operatc approximately 300 carcer centers in 23 states and Washinglon, D.C. These centers are
part of 2 nationwide system of government-funded offices that provide assistance, job preparation and placement to any youth or adult. The
services include offering information on the focal labor market, vocational assessments, career counseling, workshops to preparc people for
success in the job market, referrals 1o occupational skill training [or high-demand occupations, job search assistance, job
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placement and help with job retention and carcer advancement, In addition 1o job scekers, these cenlers serve the business community by
providing job matching, screening, re ferral, and other specialized services for cmployers.

Our Employment Training Services programs are administered under contracts with local and state governments. W are typically reimbursed
for dircet facility and program costs related 10 the job training centers, allowable indirect costs, plus a [ee [or profit. The fee can take the form of
a fixed contraciual amount {rate or price) or be computed hased on cortain performance criteria. The contracts are funded by federal agencics,
including the DOL and Department of Health and Human Services (DHHS}.

ther

A portion of our husiness is dedicated 10 operating aliernative education programs and charter schools and international job training and
placement agencics. Together these represent less than 5% of our total revenucs, as of December 31, 2008.

Qperations
Commurity Services -

Community Services operations are organized under geographic regions. In general, cach cluster of group homes, service sitcs, supported living
program or facility is overscen by an Execcutive Director. In addition, a program manager supervises a comprehensive tcam of professionals and
community-based consultants who participalc in the design and implementation of individualized programs for cach individual served. QMRPs
and case managers work with direct support professionals involved in the prograns to cnsure that quality standards arc met and that progress
towards cach individual’s goals and objcctives arc monitored and outcomes are achicved. Individual support plans are reviewed and modilicd by
the team as nceded. The operations utilize community advisory boards and consumer satisfaction surveys to solicit input from professionals,
family members and advocates, as well as from the neighbering community, on how to continue to improve service delivery and increase
involvement with the neighborhood or community.

Our direct support profcssionals have the most frequent contact with the individuals we scrve and generally are recruited from the community in
which the [acility or program is located. Thesc stafT members are screened to meet certain qualification requircments and receive oricntation,

training and continuing education.

The provision of community services is subject to complex and substantial state and federal regulations and we strive to ensure that our intcrnal
controls and reporting systems comply with Medicaid and other program requircments, policies and guidelines. We design and implement
programs, ollen in coordination with appropriatc stalc agencics, in order o assist the state in mecting its objectives and to facilitate the c[licient
delivery of quality services. Under the dircction of our Compliance department, management and stafT keep current with new laws, regulations
and policy directives alfecting the quality and reimbursement of the services provided.

We have developed a model of ongoing program evaluation and quality management which we believe provides critical feedback to measure the
guality of our various opcrations. Each opcration conducts its own quality assurance program using the ResCare Best in Class (B1C)
performance benchmarking system. B1C performance results are reviewed by management on an on-going basis. Management and opcrational
goals and objectives arc established Tor cach facility and program as part of an annual budget and stratcgic planning process. A weckly statistical
reporting system and quarterly stalement of progress provide management with relevant and timely information on the operations of cach
facility. Survey results from governmental agencics for cach operation are recorded in a databasc and summary reports arc reviewed by senior
management. We belicve the BIC sysicm is a vital management tool to evaluate the quality of our programs and has been useful as a markeling
tool to promote our programs, since it provides more meaninglul information than is usually provided by routine monitoring by governmental
agencics. All Community Scrviees senior stafl participate in a performance-based management system which evaluates individual performance

based on critical job function outcomes. Additionalty, we
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demonstrate our commitment to the professional development of our cmployees by offering classes and training programs, as well as tuition
reimbursement benefits.

Job Corps Training Services

We operatc our Job Corps ceniers under contracts with the DOL, which provides the facility. We arc directly responsible for the management,
staffing and administration of our Job Corps centers. Our typical Job Corps operation consists of a three-ticr management staff structure. The
center director has the overall responsibility for day-to-day management at cach facility and is assisted by scveral senior stall managers who
typically arc responsible for academics, vocational training, social skills, safcty and security, health services and behavior management.
Managcrs are assisied by front Tine supervisors who have specific responsibilitics for such arcas as counseling, food serviecs, maintenance,
finance, residential Tife, recreation, property, purchasing, human resources and transporiation.

An oulcome performance measurement report for cach center, issued by the DOL moenthly, measurcs two primary catcgorics of perfoninance:
(i) education results, as measured by GED/HSD achicvement and/or vocational completion and attainment of employability skills; and

(i) placements of graduates. These arc then combined into an overall performance rating. The DOL ranks centers on a 100-point scale. We
review performance standards reports and act upon them as appropriate (o address areas where improvement is nceded. As of December 31,
2008, we were the third highest rated contractor of Job Corps centers under these measurcs.

Emplovment Training Services

We operalc our programs under contracts with loca! and state funding sources, such as Workforce Investment Boards. who receive federal funds
allotted 10 states and localitics — cities, countics, or consortia thercol, The physical facilitics that housc these programs arc lcased by us, cither
from private landlords or {rom local funding sources under resource sharing agreements. The management struclurc is two-ticred, with on-sile
stalTin the ficld receiving technical assistance and suppon in operations and financial management [rom a regional office. Ficld level program
dircctors arc responsible for day-to-day operation of their program, supcrvising stafl that provides varying combinations of assessment,
counseling, case management, instruction, job development and placement, and job relention/carcer advancement services. Each field director

reports Lo a regional project direetor in the support office, who is responsible for overall management of each contract.

Basic performance measuges are prescribed by the federal government, and supplemented at the diserction of state and local [unding sources.
The U.S. Office of Management and Budget has a standard sct of “Common Measures” that are applicd to all human and social scrvices
programs operated by various federal agencies — including the DOL and DHHS from which the bulk of our funding originaics. The common
measures for adults are: entered cmployment, camings change aficr six months, employment retention after six and nine months, and cost
effecliveness — measured by cost per participant. The common mcasures for youth are! literacy and numeracy gains; attainment of degrec or
certificate; placement in employment, cducation, training, or the military; and cost per participant. Methods of performance evaluation and
analysis by [unding sources vary by stalc and locality. We review performance of all prograins internally, on a weekly, monthly, quarterly, and

annual basis.

Contracts

State Contracts . Primarily in the Community Scrvices opcrations, we participate under contracts that arc regulated by federal and state agencics
as a provider of services under Medicaid. Although the contracts gencrally have a stated term of one year and generally may be lerminated
without cause on 60 days notice, the contracts are typically renewed annuaily if we have complied with ficensing, ccrtification, program
standards and other regulatory requirements. Serious deficiencics can result in delicensure or decertibication actions by these agencies. Ag
provider af record, we contractually obligate oursclves to adhere to the applicablc federal and statc regulations regarding the provision of
services, the mainicnance of recards and submission of claims for reimbursement under Medicaid and
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pertinent state Mcdicaid Assistance programs. Pursuant to provider agreements, we agree 10 accept the payment received from the govermment
cntity as payment in full for the cervices administered 1o the individuals and to provide the govermment entity with information regarding the
awners and managers of ResCare, as well as to comply with requests and audits of information pertaining to the scrvices rendered. Provider

agreements can be terminated al any time for non-compliance with the federal, state or local regulations. Reimbursement methods vary by slate
and scrvice type and can be based on flat-rate, cost-bascd reimbursement, per person per diem, or unit-of-service basis.

Muanagement Contracis. Private operators, generally not-for-profit providers who contract with state agencics, typically contracl us 10 manage
the day-to-day opcrations of facilities or programs under management contracts, Most of these contracts are long-term (gencrally two to five
years in duration, with scveral contracts having 30-ycar terms) and are subject 10 rencwal or re-negotiation provided that we mect program
standards and regulatory requircments. Most management contracts Cover groups of two to sixteen facilitics cxcept in West Virginia, in which
contracts cover individua! homes. Depending upon the state’s reimbursement policics and practices, management comract fees are computed on
the basis of a fixed fce per individual, which may include some form of incentive paymenl, a percentage of operating expenses (cost-plus
contracts), a percentage of revenue or an overall fixed fee paid regardlcss of occupancy. Our management contracts provide for working capital
advances to the provider of record, subject to the contraciual armrangement. Historically, our Medicaid provider contracts and management

contracls have been rencwed or satisluctorily rencgotialed.

Job Corps Contracts. Contracts for Job Corps centers arc awarded pursuant loa rigorous bid process. Afier successlully bidding, we operate the
Job Corps centers under comprehensive contracts negoliated with the DOL. Under Job Corps contracts, we are reimbursed for direct lacility and
program costs retated 1o Job Corps center operalions, allowable indirect costs for gencral and administrative costs, plus a predetermined
management [ce. For our current contracis and any contract rencwals, the management fec is a fixed contractual amount plus a computed amount
hased on ccrlain performance criteria. Final determination of amounts due under Job Corps contracts is subjcct to audit and review by the DOL,
and rencwals and extension of Job Corps coniracts are based in parl on per{Drmance reviews,

The contracls cover a five-year period, consisting ol an initial two-year term with a potential of three one-ycar rencwal terms excrcisable al the
option of the DOL.. The contracts specilv that the decision o excrcisc an option is based on an asscssment of: (i) the performance of the center as
compared 10 ils budget; {ii) compliancc with federal. state and loca) regulations: (i) qualitative assessments of center life, education, outreach
cfTorts and placement record; and (iv} the overall rating received by the center. Shortly before the expiration of the five-year contract period (or
carlier if the DOL clects not 1o cxercise a renewal term), the contract is re-bid, regardless of the operator’s performance. The current operator
may participate in the re-bidding process. In situations where the DOL elects not 10 cxercise a rencwal term, however, it is unlikely that the
current operator will be suceessful in the re-bidding process. It is our expericnce that there is usually an inverse correlation between the
performance ratings ol the current opcrator and the number of competitors who will participate in the re-bidding process, with rclatively fewer
competilors cxpected where such performance ratings are high.

As of December 31, 2008, we operated scventeen Job Corps centers under fourteen scparate contracts (covering the initial two-year term plus the
potential three onc-year renewals) with the DOL, six of which expirc in 2009, four in 2010, two in 2011 and two in 2013. We intend 0

sclectively pursue additional centers through the Request for Proposals process.

In January 2009, we were informed that the contract to operate the Pittsburgh Job Corps center had been awarded to another operator through the
re-bidding process. Annual revenucs Tor this contract were approximately $17 million. An appcal with the DOL was denied. We are in the
process of determining whether to file an additional appeal with the General Accounting Office. Our contract currently cxpires on April 30,

2009,

Employment Training Services Contracts . Contracts for the Employment Training Services operations arc awarded through a bid process. We
arc typically reimbursed for direct facility and program costs rclated to the job training
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centers, allowable indirect costs, plus a fee for profit. The fee can take the form of a fixed contract amount (ratc or price) or be computed based
on certain perfonnance criteria. The contracts are funded hv federal agencics, including the DOL and DHHS. The contracts vary in duration,
generally from 3 10 60 months, including option ycars.

Marketing and Development

Our marketing activitics foeus on initiating and maintaining contacts and working relationships with state and local governinents and
governmental agencics responsible for the provision ol the types of scrvices offered by us, and identifying other providers who may consider a
management contract amrangement or other transaction with us.

in our pursuit of government contracts, we contact govemments and governmental agencics in geographical arcas in which we operate and in
others in which we have identificd expansion potential. Contacls arc made and maintained by both regional opcrations personnel and corporate
development personnel, augmented as appropriate by other senior management. We larget new arcas based largely on our asscssment of the need
for our services, the system of reimbursement, the receplivity to out-of-state and proprictary operalors, expecled changes in the service delivery
sysiem (i.e., privalization or downsizing), the labor climate and existing competition,

We also seek to identily service necds or possible changes in the service delivery or reimbursement system of governmental cntities that may be
driven by changes in administrative philosophy, budgelary considerations, pressurc or legal actions brought by advocacy groups. As nceds or
possible changes are identificd, we atlempt 1o work with and provide input 1o the responsible govemment personnel and to work with provider
associalions and consumer advocacy groups o this end. If an RFP results from this process, we then detenmine whether and on what terms we
will respond and participate in the competilive proccss.

With regard (o identifying other providers who may be management contract or other transaction candidates, we atiempt 1o cstablish
relationships with providers through presentations at national and local conferences, membership in national and local provider associations,
direct contact by mail, tclcphone or personal Visits.

In some cascs, we may be contacted direetly and requested to submil proposals or become a provider in order to provide services (o address
specilic problems. These problems may include an emergency takcover of a troubled operation or the nced to develop a large number of
community placements within a certain time period. Before taking over these operations, which may be financially and/or operationally troubled,
the operations generally must meet specific criteria. These eriteria include the ahility to “tuck-in” the operations into our existing group home
clusters, thereby substantially eliminating general and administrative cxpenscs of the absorbed opcrations.

With the recent branding of ResCare HomcCare, we have initiated a consumer marketing plan that includes the creation of a marketing
depariment, the design and implementation of new web sites and a parinership with a national advertising agency to ensure growth in our home
carc services to seniors and as part of our plan to diversify our funding sourccs.

Referral Sources

We receive substantially all of our DD/ID clients from third parly referrals. Generally, family members of individuals with DDV/ID are made
aware of available residential or alternative living amrangements through a state or local case management sysicm. Casc management sysiems arc
operated by governmental or private agencics. Other service referrals come fromn doctors, hospitals, private and workers’ COInpensalion insurers
and attorneys. In cither case, where itis determined that some form of service is appropriatc, a referral of onc or more providers of such services
is then made to family incmbers or other interesied partics.

We generally reccive refemals or placements of individuals to our youth and training programs, other than Job Corps, through state or local
agencics or entitics responsible for such services. Individuals are recruited to our Job Corps programs largely through private contractors. We
also have contracts dircetly with the DOL to recruit
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students to our own centers. Qur reputation and prior expericnee with agency stalf, case workers and others in positions to make referrals to us
arc important for building and maintaining ccnsus in our operations.

Customers

We arc substantially dependent on revenucs received ender contracts with federal, state and local government agencies. For the year ended
Dccember 31, 2008, we derived 10.6% of our revenues under contracts under the federal Job Corps program. Generally, these contracts arc
subject to (ermination at the discretion of governmental agencies and in certain other circumnstances such as failure 10 comply with applicable
regulations or quality of service issucs.

Seasonality

In general, our business does not cxperience significant fluctuations from scasonality. Revenucs and operating results attributable to employment
training scrvice contacts can fucluale depending on the timing of contract rencwal, start-up costs associaled with new coniracts and the
achicvemnent of performance measures. In addition, employment training services expericnce lower operating margins during the winier months
as the number of job placements tends to be reduced during this time period. We aperate certain altemative and private schools which are subject
to scasonality as a result of school being out of session in parts of the sccond and third quarters. However, this scasonality docs not have a
significant impact on our consolidated results of operations. As we grow our internalional busincss, we could be subject to scasonality as a resull
of the vacation/holiday scason, which is typically in the third quarter in most European countrics.

Forcign Operations

We currenily operate predominantly in the United States. We operate certain programs in Canada, through cantracts with Canadian
governmental agencics to provide disabilitics services. At the end of 2007, ResCarc acquired cmployment service companics with opcrations in
the Netherlands, United Kingdom and Germany. These companies arc private providers of govemment-funded job reintegration services that
include job training and job placement assistance. The operating results of our [oreign operations were not significant to our consolidated results

of operations in 2008,
Competition

Our Community services, = ps Fiaining Services 2w ~lnvment Training Services segments are subject 1o a number of compcetitive
factors, including range and quality of scrvices provided, ceat-~flectiven. renorting and regulatory expertise, reputation in the community, and
the location and appearance of facilitics and programs. Thesc markets are Fiehy . mented, with no single company or entity holding a
dominant markcl share. We compete with other for-profit companics, not-for-proti. 2ntities w. o coomental agencics.

With regard to Community Scrvices, individual states rcmain a provider of DD/1D services, primarily Lxrovg.. ihe operation of large institutions.
Not-for-profit organizations are also active in all states and range {rom small agencics serving a limited arca with specific programs (o multi-
statc organizations, Many of these organizations are affiliated with advocacy and sponsoring groups such as community menta) health centers

and religious organizations.

-

Currently, only a limited number of companics actively seck Job Corps contracts because the bidding process is highly specialized and technical
and requires a significant investment of personnel and other resources over a period of several months. Approximatcly one-half of the privately
operated centers arc operated by the three largest operators. Competition for Job Corps contracts has increased as the DOL has made cfTorts to
encourage new participants in the program, particularly small businesscs, including minority-owned businesses.
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The job training and placement busincss is also onc that other entitics may enter without substantial capital investment. The industry is currently
served by a small number of large for-profit service providers and many smaller providers, primarily local non-profits.

Certain proprictary competitors operaic in multiple jurisdictions and may be well capitalized, We also compete in some markets with smaller
local companies that may have a better understanding ol the local conditions and may be beiter able to gain political and public acceptance. Such
competition may adversely affcet our ability to obtain ncw contracts and complete transactions on favorable terms. We face significant

competition from all ol these providers in the states in which we now operate and expeet to face similar competition in any statc that we may
cnter in the Muture.

Professional staff retention and development is a critical factor in the successful operation of our business. The competition for talented
professional personnel, such as therapists, QMRPs and experienced workforce professionals, is intense. We typically wilize a standard
professional service agreement for provision of services by certain professional personnel, which is generally terminable on 30 or 60-day notice.
The demands of providing the requisite quality of service 1o individuals with special needs contribute to a high turnover rate of direet service
staff, which may lead to increased overtime and the usc of outside consuliants and other personnel. Conscquently, a high priority is placed on
reeruiting, training and retaining competent and caring personnel. :

Government Regulation and Reimbursement

Our operations must comply with various federal, statc and local statutes and rcgulations. Compliance with state licensing requirements isa
prerequisite for participation in government-sponsored assistance programs, such as Medicaid. The following scts forth in greater detail certain

regulatory considcrations applicable to us:

Funding Levels. Fedcral and state funding for our Community Services and Employment Training Services businesses is subject 1o statutory and
regulatory changes, administrative rulings, interpretations of policy, intermediary determinations and governmental funding restrictions, all of
which may materially increase or decrease program reimbursement. Congress has historically attempted to curb the growth of federal funding of
such programs, including limitations on payments 1o programs under the Medicaid and Workforce investment Act of 1998 (WIA). Although
states and localitics in general have historically increased rates fo compensate for inflationary fuctors, some have curtailed funding due to budget
deficicneies or other reasons, 1o such instances, providers acting through their trade associations may atlempt to negotiate or employ lcgal action
in order 1o reach a compromise scttlement. Futurc revenucs may be affected by changes in rate structures, governmental budgets, mcthodologics
or interpretations that may be proposed or under consideration in arcas where we operate. In the Fiscal Y car 2008 budget (began October |,
20073, the WIA program was subjected to a one-time reduction of $250 million or about 10% ol its funding, which was restored on October 1,
2008. In the Fiscal Year 2009 budget, WIA funding returned 1o its base level, At the same time, passage of the American Recovery and
Reinvestment Act (ARRA) has increased W1A funding by more than $3.95 billion. These additional funds will be expended over a two-year
period beginning in mid-2009 and ending in early 2011. At this lime, we cannot predict what ellcet, il'any, the additional lunds could have on

our business.

Temporary Assistance for Needy Familics (TANF) lunding is sct by statute at almost $17 billion (plus over $10 biltion of state matching funds)
per year (hrough fiscal year 2010. Thc ARRA has incrcased TANF funding by $5.0 billion. We cannot predict what effect, if any, the additional

funds could have on our business.

Reimbursement Requirements. To qualify for reimbursemcent under Medicaid programs, facilities and programs are subject to various
requirements of participation and other requirements imposed by federal and state authoritics. These participation requirements relate to client
rights, guality of services, pbysical facilities and administration. Long-term providers, like our company, arc subject to periodic unannounced
inspection by state authorities, often under contract with the appropriatc federal agency, lo ensure compliance with the requirements ol

participation in the Medicaid or siatc program.
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Licensure. In addition 1o Medicaid participation requirements, our facilitics and programs are usually subject to annual licensing and other
regutlalory requircments ol state and local authoritics. These requirements relate to the condition of the acilitics, the quality and adcquacy of
personnel and the quality of services. State licensing and other regulatory requircments vary by jurisdiction and are subject to change and

intcrpretation.

Regulatory Enforcement. From time 10 time, we reccive notices [rom regulatory inspectors that, in their opinion, there are deficiencics for fatlurc

to comply with various regulatory requircments. We review such notices and take corrective action as appropriale. In most cases, we and the
reviewing agency agrec upon the sieps to be taken to address the deficiency, and [rom time Lo time, we or gne or more ol our subsidiaries may
cnler into agreements with regulatory agencies requiring us to take cerain corrective action in order to maintain licensurc. Serious deficiencies,
or failure io comply with any rcgulatory agreement. may result in the asscssment of fines or penalties and/or decertilication or delicensurce

actions by the Center [or Medicare and Medicaid Services or statc regulatory agencies.

Restrictions on Acquisitions and Additions. All states in which we currently operate have adopted laws or regulations which gencrally require
that a stalc agency approve us as a provider, and many require a determination 1hat a need exisls prior to the addition ol covered individuals or

SCIVICCS.

Cross Disqualifications and Delicensure. In certain circumstances, conviction of abusive or raudulent behavior with respect to one facility or
program may subjecct other (acilitics and programs under common control or ownership to disqualification [rem participation in the Medicaid
program. Executive Order 12549 prohibits any corporation or facility from participating in [ederal contracts ilit or its principals {(including but
not lisnited o officers, directors, owners and key employces}) have been dcbarred, suspended, or declarcd ineligible, or havc been voluntarily
cxcluded from participating in federal contracts. In addition, some state regulators provide that all facilities liccnsed with a state under common
ownership or controls are subject to delicensure il'any onc or more of such facilitics are dclicensed.

Regulations Affecting Qur Business
Health Insurance Poriability and Accountahility Act of 1996

The Social Securily Act, as amended by the Health Insurance Portability and Accountability Act of 1996 (HIPAA), provides for the mandatory
exclusion of providers and related individuals from participation in the Medicaid program if the individual or entity has been convicted of a
eriminal offcnse related to the delivery of an itemn or service under the Medicaid program ot relating to neglect or abuse of residents. Further,
individuais or entitics may be, but are not required to be, excluded from the Medicaid program in circumslances including, but not limited to, the
following: canvietions relating o fraud; obstruction of an investigation of a controlled substance; license revocation or suspension; cxclusion or
suspension [rom a state or federal health care program; filing claims for excessive charges or unneccssary services or failure o furnish medically
neccssary services; or ownership or control by an individual who has been excluded from the Medicaid program, against whom a civil monctary
penalty related to the Medicaid program has been assessed, or who has been convicted of a crime described in this paragraph. In addition, we are
subject 1o the [ederal “anti-kickback Jaw"" which makes it a felony 1o solicit, receive, offer to pay, or pay any kickback, bribe, or rebate in return
for referring a resident for any item or service, or in relurn for purchasing, leasing or ordering any good, service or item, for which payment may
be made under the Medicaid program. A violation of the anti-kickback statule is a felony and may result in the jmposition of criminal penaltics,
including imprisonment for up 1o five ycars andor a fine of up to $25,000, as well as the imposition of ¢ivil penalties and/or exclusion from the
Medicaid program. Some states have also enaclcd laws similar 10 the federal anti-kickback laws that restrict business rclationships among health

carc scrvice providers,

Federal and state criminal and civil statutes prohibit false claims. Certain criminal and civil provisions prohibit knowingly filing falsc claims or
making false statcments to receive payment or centification under Medicare and Medicaid, or [ailing to refund overpayments or improper
payments. Violations arc eonsidered felonies punishable by up to five years imprisonment and/or $25,000 fincs. In addition, under HIPAA,
Congress cnacted a criminal health care fraud statute for fraud involving a health carc benefit program, which it defined to include both public
and privale payors. Penaltics for civil violalions arc fines ranging from $5,500 to 31 1,000, plus treble darmages, for
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cach claim filed. Also, the statute allows any individual to bring a suit, known as a qui lam action, alleging false or fraudulent Medicare or
Medicaid claims or other violations of the statute and to polentially share in any amounts paid by the entity (o the government in fines or
sctilement, We have sought 1o comply with these statutcs; however, we cannot assure you that these laws will ultimately be interpreted in a
manner consisient with our practices or business transaclions.

The DHHS, as required by HIPAA, has adopted standards for the exchange of electronic health information in an effort 1o encourage ovcrall
adininistrative simplification and enhance the effectiveness and efficiency of the healthcare indusiry.

The DHHS has also adopted several rules mandating the use of new standards with respect to certain health care transactions and health
information. For instance, the DHHS has issucd a rule establishing uniform standards for commen health care transactions, including: health care
claims information, plan eligibility, referral certification and authorization, claims status, plan enrollment and disenrollment, payment and
remittance advice, plan premium payments, and coordination of benefits.

The DHHS also has relcased standards and rules relating to the privacy and security of individually identifiable health information. These
standards and rules not only require our compliance with rules governing the usc and disclosure of protected health information, but they also
require us to imposc those rules, by contract, on any business associate (o whom we disclose information. Sanctions for failing to comply with
the HIPA A health information practices provisions include criminal penalties and civil sanctions.

Federal Trade Commission Red Flag Rules

The recently issucd Identity Thefi Red Flag and Address Discrepancy Rules, which will come into elfect on May 2, 2009, require ereditors that
maintain certain kinds of “covered accounts” to develop and implement a writlen program 1o detect and respond to identify thell. Any health care
providers that do not require full payment at the time of services [all under the rule. Lack ol a program after the deadline can result in substantial
monctary penalties.

Deficit Reduciion Act

The Deficit Reduction Act of 2005 (DRA), which was signed into faw on February 8, 2006, contains provisions aimed at reducing Medicaid
fraud and abuse and directly affects healthcare providers that receive at least $5 million in annual Medicaid payments.

The DRA also provides resources [or us 1o establish the Medicaid Integrity Program (MIP). Historically, the statcs have been primarily
responsible for addressing Medicaid fraud and abuse. With the MIP, we will be more involved in detecting and preventing Medicaid fraud and
abuse. Among other things, we will engage contractors 10 conduct audits, identify overpayments and cducate providers on payment integrity.
The DRA further provides incentives to stales to cnacl their own false claims acts. 1t is likcly that a number of states, including those where we
operate, will enact such legislation in the near future. While we believe that our operations comply with Medicaid billing requircments, there can
be no assurance that the added scrutiny resulting from the DRA will not have an adverse impact on our operations and financial results.

The DRA also adds certain mandatory provisions to our compliance program. Specifically, by January 1, 2007, we were required to implement
writlen policies educating our employecs, agens and contractors regarding federal and state [alse claims acts, whistleblower protections for.
plaintifls in qui tam actions and our policies and procedures [or detecling fraud and abuse. While we arc in compliance there can be no assurance
that this cducation requirement, together with the MIP, will not result in an increase in {rivolous investigations or suils against us.

Also under the DRA, beginning July 1, 2006, states have been required Lo obtain proper documentation of citizenship for Medicaid recipients.
Previously, eligible immigrants were required 1o provide prool of their immigration status, but U.S. citizens only had 1o declare their citizenship.
Although this provision does not change the cligibility criteria, the additional requircment may dclay coverage for some individuals and will
result in denials
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for individuats who are unable to provide the documentation. Similar enhanced documentation requircments have heen implemented in some
states, including certain states where we provide Medicaid reimbursed services. There can be no assurance that these changes will not have an
adversc impact on our operations and financial results.

We are subject to the Payment Error Rate Measurement program (PERM). Under PERM, we review Medicaid fee-for-service and Medicaid
managed care to determine national and state-specific crror rates [or payments under Medicaid. Groups of slatcs began participation in PERM in
2007, The list of states audited in 2008 includes states where we have significant operations. There can be no assurance that ncw crror rale
calculations determined from PERM audits will not have a matcrial adverse cffect on our business, financial condition or results of operations.

Workforce Investment Act

WIA [unds *labor market intcrmediary™ services for jobscekers and cmployers. WIA services arc delivercd through Onc-Stop Carcer Centers,
where clients can access a range of workforce services provided not only by WIA, but by other related social service and educational agencics, at
a single location. The WIA law mandates that certain of these agencics must be present at a anc-stop location, but the actual complexion of onc-
staps is varied. WIA also includes a locally managed program for youth facing serious barriers to employment. This program constitutes about

one-third ol local [unding.

WIA programs have various rules to determine the eligibility of potential service recipicnts. Federal WIA grants are allocated to states by a
formula based on population, poverty levels and unemployment levels. States further allocate funds to local Workforee Investment Arcas that,
within broad federal guidelines, are negotiated between governors and local clected ofTicials as 1o the number and size of a slate’s local service
arcas. Vaniances cxist greatly depending on population, urban and rural mix and funding levels. There have been few changes in thc numher and
size ol local scrviec arcas in the last ten ycars.

Typically, funding decisions about delivery of services within cach service delivery area are madc by local cleeted officials and Workforce
lovestment Boards (WIBs), which makes the WIA market highly decentralized. About one-third of the nation’s 585 WIBs wilize a compelitive
bidding model to sclect third-party contraciors 10 Scrve their onc-stops. By statute, all W1Bs must usc open, competitive bidding in awarding
youth contracts. In both one-stops and youth programs, we may find oursclves disadvantaged as we compete with cntrenched incumbents such as
the traditional non-profit agencics. During 2008, WI1Bs in (wo states took services in-housc as a result of slate legislative initiatives. We may find

oursclves further disadvantaged il more W1A markets arc no longer available for our parlicipation.
Temporary Assistance for Needy Families

TANF cascloads have fallen by over 60 percent since the wellare reform law was launched in 1996, although there continuc to be increascs in
cascloads in some states as the cconomy has weakened. Today’s recipients arc more difficult to place into competitive employment than their
carlicr counterparts. Performance requirements in some contracts may prove more difTicull 1o achicve as clients have more barriers 10
employment and the overall economy weakens. The program is administercd by the states and they may Yook for new program models as the
regulatory and performance expectations ol the federal government adapt 1o new realities.

Environmental Laws. Certain federal and state laws govemn the handling and disposal of medical, infectious, and hazardous waste. Failure to
comptly with those laws or the regulations promulgated under them could subject an entity covered by these Jaws to fines, criminal penalties, and

other cnlorcement actions.

Occupational Safety and Health Administration (OSHA) . Federal regulations promulgated by OSHA impose additional requircments on us
including those protecting employces from exposure lo elements such as blood-borne pathogens. We cannot predict the frequency of
compliance, monitoring, or enforcement actions to which we may be subject as regulations are implemented and there can be no assurance that
such regulations will not adversely affect our operations. .
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Insurance

We maintain prolessional and gencral liability, automobile, workers’ compensation and other business insurance coverages, along with an cxcess
liability policy which covers the gencral and professional liability program, as well as the automobile liability program. We offer various health
insurance plans to full-time and part-time cmployees. We believe insurance coverages and sell-insurance rescrves are adequate for our current
opcrations. However, we cannol assurc {hat any potential losscs on asscried claims will not exceed such insurance coverages and sell-insurance

ICSErves.
Employees

As ol December 31, 2008, we employed approximately 46,400 cmployces. As ol that date, we werc subject to collective bargaining agrecments
with approximately 5,500 of our cmployees. We have noi expericneed any work sloppages and believe we have good relations with our
cmployees.

Available Information

ResCare files annual reports on Form 10-K, quarterly reporis on Form 10-Q, current reporis on Form 8-K, and amendments 1o those reports with
the Securitics and Exchange Commission (SEC). These reports are available at the SEC’s wcbsite at hip://www,sec.gov . Our reports will also
be available on our websile at hitp.//www rescarc.com _as soon as reasonably practicable afier sach material is clectronically [iled with or
furnishcd 10 the SEC. You may also obtain elecironic or paper copies of our SEC reports [ree of charge by contacting our communications
depariment, 9901 Linn Siation Road, Louisville, Kentucky 40223, (iclephone) 502-394-2100 or communicalionsfiresgare.com.

ftem 1A. Risk Factors
Federal state and local budgetary shortfalls or changes in reimbursement policies could adversely affect our reventies and prafitability.

We derive a substantial amount of our revenues (rom {ederal, state and local government agencics, including state Mcdicaid programs and
cmployment training programs. Our revenucs therclore depend to a large degree on the size ol the governmental appropriations for the services
we provide. Budgetary pressures, as well as economie, indusiry, political and other factors, could influcnce govemments not 10 incrcase and in
some cascs, (o decrease appropriations for these scrvices, which could reduce our revenues materially. Many stalcs are forecasting budget
deficits or shortfalls as a result of the sub-prime mortgage crisis and general recessionary environment. Many state governments also continue to
experience shortfalls in their Medicaid budgets despite cost containment e(forts, Futurc federal of state initiatives could institute managed carc
programs [or individuals we scrve or otherwise make material changes to the Medicaid program as it now exists. Budgetary pressurcs may causc
slutes to reduce or climinatc [unding for cmployment services programs we administer under contracts with statc and local governments. Future
revenues may be alfccted by changes in rate-setting structures, methodologies or interpretations that may be proposed or arc under consideration
in states where we operate.

Furthermore, federal, state and local governnient agencies generally condition their contracts with us upon a sufficient budgetary appropriation.
If a government agency does not receive an appropriation sufficicnt to cover its contractual obligations with us, it may terminate a contract or
defor or reduce our reimbursement. Previously appropriated funds could also be reduced through subscquent legislation. The loss or reduction of
reimbursement under our contracts could have a material adverse cffect on our business, financial condition and opcrating results.

Our revenuies and operating profitability depend on onr reimbursement rates.

Our revenucs and operating profitability depend on our ability to maintain our existing reimbursement levels, to oblain periodic increases in
reimhursement rates to meet higher costs and demand for more services, and to receive
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timely payment. If we do not receive or cannot ncgotiaie increascs in reimbursement raics at approximaicly the same time as our costs of
providing services increase, our revenues and profitability could be adversely affected.

Onr inability to mainiain and renew our existing cOnlracls and to obiain additional contracts wauld adversely affect our revenues.

Each of our operaling segments derives a substantial amaunt of revenue [rom contracts with govermment agencics. They alsa have contracts with
non-govermnmenlal cntities. Qur contracts arc generally in cfTect for a specific term, and our ability to rengw or retain them depends on our
operating performance and repulation, as well as other factors over which we have less or no control. We may not be successtul in obtaining,
renewing or rclaining contracts to operate Job Corps or Employinent Training centers. Our Job Corps contracts are re-bid, regardless of
operating performance, at least cvery five years and our Employment Training Services contracts arc typically re-bid every 3-60 months.
Government contracts of the operations we acquire may be subject to termination upan such an cvent, and our ability (o retain them may be
affected by the performance of prior operators. Changes in the market for services and contracts, including increasing competition, transition
costs or costs 1o implement awarded contracts, could adversely afTeet the timing and/or viability of future development activitics. Additionally,
many of our contracts arc subject Lo state or federal government procurement rules and procedures. Changes in procuremcnt policies that may be
adopted by onc or more of these agencies could also adversely affcct our ability to obtain and rctain thesc contracts. Although we have a good
track record, we can give no assurance these contracts will be rencwed.

Adverse credit market condirions could affect our ability to finance our husiness.

The capital markets remain under duress duc (o the ongoing financial crisis which may impede our ability to cxpand and grow our business if
credit conditions remain tight or our access 10 these markets becomes timited. State budgetary pressures from the financial crisis may put further
pressurc on reimbursement ralcs and 1imit our ability to receive rate increases or inercase service Jevels, We expect 1o begin negotiating new
terms for our $250 million senior sceured revolving eredit facility during 2009 and anticipate facing terms lcss favorable than those in place
currently. Some members of our current bank lending group, duc to pressure from the financial crisis, may have more limiled lending capacity
than reflected in the current credit facility or may not have the ability to participate in a new credit facility. We may sece a significant change in
lender participation or credit availabilily as a result. Additionally, the financial crisis may contribule to conditions that impact the timing and
outcome ol our goodwill impairment analysis.

Labor changes could reduce our margins and profitability and adversely affect the qualily of our care.

Our cost structure and ultimate operating profitability are directly related to our labor costs. Labor costs may be adversely afTected by a varicty
of factors, including limited availability of qualificd personnel in cach geographic arca, Jocal compctitive forees, the inefTective utitization of our
Jabor force, changes in minimum wages or other direct personncl costs, strikes or work stoppages by employecs represented by labor unions, and
changes in clicnt scrvices models, such as the trends Lloward supporied living and managed.carc. We may not be able to negotiate labor
agreements on satisfactory terms with our existing or any futurc labor unions. 1] any of the employees covered by collective bargaining
agrcements werc to engage in a strike, work stoppage or other slowdown, we could experience a disruption of our operations and/or highcr
ongoing labor costs, which could adversely affect our business, financial condition and results of operations,

The federal minimum wage will increase incrementally to 57.25 per hour in 2009, which will increase our labor costs. The difficulty expericnced
in hiring dircct service stafl and nursing staff in certain markets from time to time has resulted in higher labor costs in some of our operating
units. These higher labor costs arc associated with increased overtime, recruitment and retention, training programs, and usc of temporary
staffing personnc! and outside clinical consultants.




Table of Contents

If the Emplavee Free Choice Act is adopted, it would be casier for onr employvees io obiain union representation, which could increase our labor

Caxls.

As of December 31, 2008, only 12% of our employees werc represented by a labor union. The Employvee Free Choice Act of 2007: H.R. 800

(EFCA) aims to amend the National Labor Relations Act by making it casier for workers to abtain union representation and increasing the

penaltics employers may incur if they engage in labor practices in violation of the National Labor Relations Act. [f passed, the EFCA ora
variation of the bill, could increase future unionization activities, which may increase our labor and other costs.

We face substantial compelition in attracting and retaining experienced personnel, and we may be unable to grow our business if we cannol
attract and retain qualified employees.

to attract and retain highly qualified and experienced social service professionals who
services to our clients. These employees arc in great demand and are likely to
onts and clicnt needs determine the number, education and cxperience
ith the requisite experience and skills depends on

ssional growth opportunities. The inability

Our success depends (o a significant degree on our ability
possess (he skills and experience necessary 1o deliver high quality
remain a limited resource for the [oresceable Tuture. Contractual requirem
levels of social service professionals we hire. Our ability 1o attract and retain employces w
several factors including, but not limited to, our ability to offer competitive wages, benelits and profe
10 attracl and retain cxpericnced personnel could have a matcrial adverse cffect on our business.

We mav not realize the anticipated henefit of any future acquisitions and we may experience difficulties in integrating these acquisilions.

As part of our growth strategy, we intend to snake sclective acquisitions. Additionally, we also assess opportunitics lo maximize sharcholder
valuc and seck diversification through investments with other business partners. We may need additional funds 1o continuc to take advantage of
acquisition opportunitics, and financing may not be available on acceptable terms or at all. Growing our busincss through acquisitions involves

risks because wilh any acquisition there is the possibility that:

e we may be unable to maintain and renew the contracts of the acquired business;

e unforcscen difficultics may arise when integrating the acquircd operations, including information sysicms and accounting conlrols;

e operating cTiciencics, synergies, cconomies of scale and cost reductions may not be achicved as expected;

s (hc business we acquire may not continuc (o generaie income at the same historical levels on which we based our acquisition decision;

e management may be distracied from oversceing existing operations by the need to integrate the acquired busincss;
e we may acquire or assume unexpected liabilitics or there may be other unanticipated cosls;

e we may fail 1o rctain and assimilate key employees of the acquired business;

e we may finance the acquisition by additional debt and may become highly leveraged; and

e the culture of the acquired business may not match well with our culturc.

As a result of these risks, there can be no assurance that any future acquisition will be successful or that it will nol have a material adverse efTect

on our business, financial condition and results of operations.
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If the fair values of our reporiing wnits decline we may have 1o record a material non-cash charge (o earnings from impairment of our goodwil.

At Decermber 31, 2008, we had approximaicly 5476 million of goadwill recorded. We expecl o recaver the carrying value of this goodwill
through our future cash flows. On an ongoing basis, we cvaluate, based on estimates of the fair value of our reporting units, whether the cartying
value of our goodwill is impaired. 1" the carrying value of our goodwill is impaircd, we may incur a material non-cash charge 10 carnings.

For our 2008 annual impairment test, our Employment Training Services and [nternational reporting units had fair value that only exceeded their
respective carrying values by 4-6%. We will monitor these two reporting units will necd 1o be monitored closely for impairment during 2009,
since changes in forccasted cash Nows or discount rates could bring their fair values below carrying value.

The current turmoil in the financial markets and weakness in macrocconomic conditions globally continuc to be challenging and we cannot be
certain of the duration of these conditions and their potential impact on our stock price performance. If a (urther decline in our market
capitalization and other factors resulted in the decline in our fair value, it is rcasonably likely that a goodwill impairment asscssment before the
next annual review in the ourth quarter of 2009 would be necessary and might resull in an impairment of poodwill.

Our insurance coverage and self-inswrance reserves may not cover future claims.

Changes in the market for insurance may alfect our abjlity to obtain insurance coverage at reasonable rates. Changes in our annual insurance
costs and sclf-insured retention limits depend in large part on the insurance market. We utilize historical data 1o estimale our rescrves for our
insurance programs. 17 losses on asserted claims exceed the current insurance coverage and accrued reserves, our business, results of operations,
financial condition and ability to meet obligations under ouar indcbtedness could be adversely aflected.

Our industry is subject (o substantial government regularion and if we fail 10 comply with those regulations, we could suffer penalties or be
regtired o make significant changes 1o our operations.

The human services industry, including our company, is required 1o comply with extensive and complex laws and regulations at the [ederal, state
and local govemment levels relating to, among other things:

» licensure and certification;
e adequacy and quality of health care scrvices and employment scrvices:

e qualifications of health care and support personnel;

e  confidentiality, maintenance and sceurity issues associated with medical or other personal records and claims processing;
o rclationships with referral sources;

o operaling policics and procedures;

s addition of facilitics and services; and

e  billing for services,

Many of these laws and regulations arc expansive, and we do not always have the benefit of significant regulatory or judicial interpretation of
them. In the future, different interpretations or enforcement of these laws and regulations could subject our current or past practices (o allcgations
of impropriety or illcgality or could requirc us to make changes in our facilitics, equipment, personncl, services, capital expenditure programs
and opcraling expenses.

IT we fail 1o comply with applicable laws and regulations, we could be subjecet to various sanclions, including criminal penalties, civil penaltics
(including the loss of our licenses Lo operale one OF more of our homes or facilitics) and exclusion of onc or more of our homes or facilities from
participation in the Medicare, Medicaid and other lederal and state health care programs. if allegations ol noncompliance werc 10 arise in the

future in respeet of
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a significant subsidiary or in respect of ResCare that might jeopardize its participation in Medicare or Medicaid, an adverse outcome could have
4 material adverse ffect on our business, results of operations or fiquidity.

Both federal and state government agencies have heightened and coordinated civil and criminal enforcement efforts as part of numerous angoing
investigations of health carc companics. These investigations relate to a wide varicty of topics, including:

e billing practices,;
s quality of carc;
o financial relationships with referral sources; and

¢ medical necessity of scrvices provided.
Like other participants in the human scrvices industry, we receive requests for information from government agencies in conncction with the
regulatory or investigational authority. In addition, under the False Claims Act, privale parties have the right 10 bring “qui tam™ whistleblower
lawsuils against companics that submit false claims for payments to the government. A number of states and cities have adopled similar
whistleblower and false claims provisions.

We are required to comply with laws governing the transmission of privacy of health information.

The Health Insurance Portability and Accountability Act of 1996 (HIPAA) requires us to comply with standards for the exchange of health
information within our company and with third parties, such as payors, business associates and paticnts. These include standards for comimon

health care ransactions, such as:

e claims information. plan cligibility, payment information and the use of clectronic signatures;
= unique identificrs for providers, cmployers, health plans and individuals; and

e sccurify, privacy and enforccinent.
If we fai) (o comply with these standards. we could be subject to criminal penalties and civil sanctions.
We are required to comply with laws governing Medicaid services.

The Deficit Reduction Act of 2005 (DRA) requires our operations 10 comply with Medicaid billing requirements. The DRA also mandated
changes to our compliance program. While we belicve that our operations arc in compliance, there can be no assurance that the added scrutiny
resulting from the DRA will not have an adverse impact on our operations and financial results,

lncreases in regulatory oversight can result in higher operaling cosis.

Although we arc operating in compliance with established laws and regulations, state regulatory agencics ofien have broad powers to mandatc
{he types and levels of serviees we provide to individuals without providing appropriatc funding. Futurc increased regulatory oversight could
resalt in higher operating costs, including labor, consulting and maintcnance expenditures, and historical losses.

Our operations may subject us to substantial liigation.

Our management of residential, training, educational and support programs for our clients ¢xposes us 10 polential claims or litigation by our
clicnts, employces or other individuals for wrongful death, personal injury or other
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damages resulting from contact with our facilitics, programs, personnel or other clicnts. Regulatory agencics may imitiate administrative
proceedings alleging violations ol statutes and regulations arising [rom our programs and facilitics and scck to impose monclary penaltics on us.
We could be reguired to pay substantial amounts of money to respond to regulatory investigations or, if we do not prevail, in damages or
penalties arising [rom these legal proceedings. We also are subject to potential lawsuits under the False Claims Act or other federal and state
whistleblawer statutes designed (o combat fraud and abuse in the human services industry. These lawsuils can involve significant monctary
awards 1o private plaintiffs who successfully bring these suits. Finally, we arc also subject to employec-related claims including wrongful
discharge or discrimination, a violation of cqual employment law, the Fair Labor Standards Act or stale wage and hour laws and novel
intentional tort claims. Some awards of damages or penaltics may not be covered by any insurance. 1T our third-party insurance coverage and
scell-insurance rescrves arc not adequate to cover these claims, it could have a matcrial adverse effcet on our business, results of operations,
Ginancial condition, and ability 1o satisly our obligations under our indebtedness. Even if we are successlul in our defense, civil lawsuits ar
regulatory procecdings could also irreparably damage our reputation.

Media coverage critical of us or our industry mey harm our resulls,

Media coverage of the industry, including operators of facilities and programs for individuals with intellectual and other developmental
disabilitics, has, from time to time, included reports critical of the current trend toward privatization and of the operation of certain of these
facilitics and programs. Adverse media coverage about providers of thesc services in gencral, and us in particular, could lcad to increased
regulatory scrutiny in $ome arcas, and could adversely alfect our revenues and profitability by, among other things, adversely aflecting our
abilily to obtain or retain contracts, discouraging govemment agencics from privatizing [acilitics and programs, increasing regulation and

resulting compliance costs, or discouraging clients [rom using our services.
Qur facility and program expenses Sluctuate.

Qur facility and program cxpenses may also {luctuate [rom period to period, duc in large part to changes in labor costs, insurance and cnergy
costs, Lahor costs are affected by a number of factors, including the availability of qualified personnel, effective management of our programs,
changes in service models, state budgetary pressurcs, severity of weather and other natural disasters. Our annual insurance costs and scl(-insured
retention limits can rise due to developments in the insurance markel or our claims history. Signiflicant fluctuations in our facility and program
expenses may adverscly affect our business, results ol opcrations and (inancial condition.

COur guarterly operating results may fluctuate significantly.

Our revenues and net income may fluctuate from quarter o quarter, in part because annual Medicaid rate adjustments may be announced by the
various states at different times of the year and arc usually retroactive to the beginning ol the particular state’s fiscal reporting period. Generally,
future adjustments in reimbursement rates in most states will consist primarily of cost-of-living adjustments, adjustments based upon reporicd
historical costs of operations, or other negotiated changes in rates. However, imany states in which we operalc arc cxperiencing budgetary
pressures and certain of these slates, [rom time Lo time, have initiated service reductions, or rate freczes and/or rate reductions. Some
reimburscment rate increascs must be paid to our dircct care staff in the form of wage pass-throughs. Additionally, somne states have, from time

to time, revised (heir rate-setting methodologics, which has resulicd in rate decreases as well as rate increases.
If downsizing, privatization and consolidation in owr industry does not continue, our business may not continue (0 grow,

The maintenance and cxpansion of our operations depend on the continuation of trends toward downsizing, privatization and consolidation, and
our ability to tailor our services to mect the specific needs of the populations we serve. Our success in 4 changing operational environment is
subject to a variety of political, cconomic, social and legal pressures, virtuaily all of which are beyond our control. Such pressures include a
desire of governimental agencics 1o reduce costs and increase levels of services; federal, statc and local budgetary constraints or short(alls;
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political pressure from unions opposed to privatization or for-profit scrvice providers: and actions brought by advocacy groups and the courts to
change cxisting service delivery systems. Material changes resulting from these trends and pressures could adversely affcet the demand for and
reimbursement of our services and our operating flexibility, and ultimately our revenucs and profitability.

If we fail to establish and maintain appropriate relationships with officials of government agencies, we may ol he able 1o successfully procure
or retain government-sponsored contracts which could negatively impact our revenues.

To Tacilitate our ability o procure or retain government-sponsored contracts, we rely in part on cstablishing and maintaining appropriate
relationships with officials of various government agencics. These refationships enable us to maintain and rencw cxisting contracts and obtain
new condracts and referrals. Thesc relationships also enable us to provide informal input and advice 1o the government agencics prior 1o the
development of a “request for proposal” or program for privatization of social services and enhance our chances of procuring contracts with
these payors. The effectiveness of our relationships may be reduced or climinated with changes in the personncl holding various government
offices or stalT positions. We also may lose key personncl who have these relationships. Any [ailure Lo cstablish, maintain or manage
relationships with government and agency personnel may hinder our ability to procurc or retain govemment-sponsored contracts,

Events that harm owr repuiation with governmental agencies and advocacy groups could reduce our revenues and operating results.

Our success in obtaining new contracts and renewals of our existing conlracts depends upon maintaining our reputation as a quality scrvice
provider among governmental authorities, advocacy groups for individuals with developmental disabilities and their familics, and the public. We
also rely on government cnlitics to refer clients to our facilitics and programs. Negative publicity, changes in public perception, the actions of
clients under our care or investigations with respect to our industry, operations or policics could increase government scrutiny, increase
compliance costs, hinder our ability 1o obtain or rctain contracts, reduce referrals, discourage privatization of facilitics and programs, and
discourape clicnts from using our scrvices. Any of thesc cvents could have a matcrial adverse efTect on our business, results of operations,
financial condition or ability to satisfy our obligations under our indcbtedness.

A loss of our status as a licensed service provider in any Jjurisdiction could result in the termination of existing services and owr inability to
market our services in that jurisdiction.

Wc operale in numerous jurisdictions and are rcquired to maintain licenses and certifications in order to conduet our operations in gach ol them.
Each state and county has its own regulations, which can be complicated, and each of our service lines can be regulated differently within a
particular jurisdiction. As a result, maintaining the nccessary licenses and centifications 1o conduct our operations can be cumbersome. Our
licenscs and certifications could be suspended, revoked or terminated for a number of reasons, including: the failure by some of our facilitics or
employees to properly care for clients; the failure to submit proper documentation 1o the government agency. including documentation
supporting reimbursements for costs; the failure by our programs (0 abide by the applicable regulations relating to the provisions of human
services: or the failure of our facilities to abide by the applicablc building, health and safcty codes and ordinances. We have had some of our
licenses or certifications temporarily suspended in the past. IT we lost our status as a licensed provider of human services in any jurisdiction or
any other required certification, we would be unablc to market our scrvices in that jurisdiction, and the conlracts under which we provide
services in that jurisdiction could be subject to tennination. Moreover, such an event could constilute a violation of provisions of contracts in
other jurisdiclions, rcsulling in other contract terminations. Any ol these events could have a material adversc cilect on our business, results of
operations, financial condition or abilily to satis[y our obligations under our indcbiedncess.
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Expenses incurved and fees earined wider government coRlrdcts are subject to scriliny.

We derive substantially all of our revenues from [ederal, state and local government agencics. As a result ol our participation in these
government [unded programs, we arc often subject to govenmental reviews, audits and investigations Lo verify our compliance with applicable
laws and regulations. As a result ol these reviews, audits and investigalions, these govemment payors may be entitled to, in their discretion:

e terminate or modily our cxisting contracts;

»  suspend or prevent us [rom receiving new contracls or extending cxisting contracts because ol violations or suspected violations of
procurcment laws or regulations;

e impose fines, penaltics or other sanclions on us;
e reduce the amount we are paid under our existing contracts; and/or

e require us to refund amounts we have previously been paid.

In some slalcs, we operate on a cost reimbursement model in which revenucs arc recognized at the time costs are incurred. In these stales, payors
audit our historical costs on a regular basis, and ilit is determined that we do not have enaugh costs to justify our rates, our rales may be
reduced, or we may be required to retroactively return (ees paid to us. We cannot be assured that our rates will be maintained, or that we will be
able 1o keep al} payments made to us until an audit of the relevant period is complete.

Under cerlain employment training contracls, we arc requircd to maintain certain performance measures and if those measures arc not mel, we
may be subjcct to financial penaltics. Further, certain cmployment training contracts require us 1o administer payments {or childcare and
transportation on behalf of our participants, [or which we are rcimbursed by the customer. These costs are subject to govermmental revicws and
audils 1o verily our compliance with the contracts.

Owr revemie growth has heen related fo increases in the number of individuals served in each of our operaling segmenis.

Our historical growth in revenues has been directly related 1o inercases in the number of individuals served in each of our operating segments.
This growth has depended largely upon development-driven activilies, including the acquisitions of other businesses or facilitics, the acquisition
of management contract rights to operate facilities, the awarding ol contracts 10 opcn new lacilitics, sta new operations or 1O assume
anagement of facilities previously operated by governmental agencics or other organizations, and the extension or rencwal of contracts
previously awarded to us. Our future revenues will depend primarily upon our ability to maintain, expand and renew existing service contracts
and leases, and 1o a lesser cxtent upon our ability to obtain additional conracts to provide services to the special needs populations we scrve,
through awards in response 10 requcsls for proposals for new programs, in connection with [acilitics being privatized by governmental agencies,
or by selected acquisitions.

We depend upon the continued services of certain members of our senior managemen! leait, without whom our husiness operations would he
significantly disrupted.

Our success depends, in part, on the continued contributions of our exccutive officers and other key employces. Our management team has
significant industry experience and would be difficult to replace. [['we lose or suffer an extended interruption in the service of one or more of our
senior officers, our financial condition and opcrating results could be adversely alfected. Morcover, the market for qualified individuals is highly
competilive and we may not be able 10 attract and retain guatified personnel to replace or succeed members of our senior management or other
key cmployces, should the need arise.
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Much of our revenue is derived from state and local government and goverament procedires can be complex.

Govermmenl reimbursement, group home credentialing and client Medicaid and Medicare cligibility and service authorization procedurcs arc
ofien complicated and burdensome, and delays can result from, among other reasons, difficultics in timely sceuring documentation and
coordinating necessary eligibility paperwork between agencies. These reimbursement and procedural issues occasionally causc us 10 have 1o
resubmit claims scveral times before payment is remitted and are primarily responsible for our aged receivables, Changes in the manner in which
state agencies interpret program policies and procedurcs, and review and audit billings and costs could also affect our business, results of
operations, financial condition and our ability 1o meet obligations under our indcbiedness.

If we cannot maintain onr controls and procedures for managing our billing and collecting. our business, results of operations, financial
condition and abifit: (o saiisfy onr obligations under our indebledness could be adversely affected.

The colleetion of accounts receivable is a significant management challenge and requires continual focus. The limitations of some state
information sysiems and procedurcs, such as ihe ability to obtain timely documentation or disperse funds clectronically, may limit the benefits
we derive from our automated billing and collection sysiem. W niust maintain our controls and procedures for managing our billing and
coliection activitics if we are to collect our accounts receivable on a timely basis, An inability to do so could adversely affcet our business,
results of operalions, financial condition and ability to satisfy our obligations under our indebtedness.

Our ability to collect accounts receivable is also subject to developments at stale payor agencics and other factors outside our control. Changes in
reimbursement procedurcs by the states, including cngaging ncw agents (o manage the reimbursement function, may delay rcimbursement
payments and create backlogs. Paying aged receivables may have a Jower priority for states experiencing budgclary pressurcs despite our
mecting applicable billing requircments. Events that delay or prevent our collection of accounts receivable could have a material adversc cffect

0N Our revenucs.
We may not be able to generate sufficient cash flows to meet our debi service obligations.

Our ability to gencrate sufficient cash Mows from operations to make scheduled payments on our debt obligations and maintain compliance with
various financial covenants contained in our debt arrangements will depend on our future financial performance, which will bec affected by a
range of economic, competitive and business factors, many of which are outside of our control. 1T we do not generate suifficient cash flows from
operations to salisfy our debt obligations and maintain covenant compliance, we may bave to undenake alternative financing plans, such as
refinancing ot restructuring our debt, sclling asscts, reducing or delaying capital investments or secking to raisc additional capilal.

We can provide no assurance that any refinancing would be possiblc, that any asscls could be sold, or, il sold, of the timing of the sales and the
amount of procceds realized from those sales, or that additional financing could be obtained on acceptable terms, if at all. Our inability 10
generale sufficicnt cash Nows to salisfy our debt obligations, maintain covenant compliance or refinance our obligations on commercially
reasonable terms would have a material adverse cifect on our business, financial condition and results of operations, as wcll as on our ability 1o

salisfy our obligations under out indebicdness.

We have a significant amonnt of debt, whicl could adversely affect our business, financial condition and results of aperations and could prevent
ny from fulfilling our obligations under the noles.

Our level of indebtedness could have imporlant consequences, including:

o making it morc difficult for us 10 satisfy our obligations under our indebtedness, which could result in an event of default under the
dcbt;
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¢ requiring us to dedicate a substantial portion of our cash flow from operations 1o make required payments on indcbtedncss, thereby
reducing the availability ol cash flow for working capital, capital expenditures and other general corporale purposcs;

limiting our ability to obtain additional financing in the future;

limiting our fexibility in planning for, or reacting 10, changes in our business and the industry in which wc operate;
s impairing our ability to withstand a downturn in our business or in the ccononty generally; and

e  placing us at a competitive disadvantage against other less leveraged compclitors.

There can be no assurance hat we will be able 1o manage any of thesc risks successfully. In addition, changes by any rating agency 1o our
outlook or credit rating could negatively affect the value of both our debt and equity securitics. The occurrence of any onc of these events could
have a inaterial adverse effect on our business, financial condition and results of operations, as well as our ability 1o satis{y our obligations under

I
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our indebtedncess.

We aperate in a highly competitive indusiry., which can adversely affect our resulls.

W compete with other for-profit companies, not-for-profit entitics, and governmental agencics for contracts. Competilive factors may favor
other providers, thereby reducing our success in obtaining contracts, which in tum would hinder our growth. Non-profit providers may be
affiliated with advocacy groups, health organizations, or religious organizations that have substantial influcnce with legislators and government
agencics. Statcs may give preferences to non-profit organizations in awarding contracts. Non-profit providers also may have access 10
govemment subsidies, foundation grants, tax deductible contributions and other financial resources not available to us. Governmental agencics

; and non-profit providers may be subject to limits on liability that do not apply to us. In some markets, smaller local companics may have a better
| understanding of local conditions and may have more political and public influence than we do. The competitive advantages cnjoyed by other

' providers may decrease our ability to procure contracts and limit our revenues. Increased coinpetition may also result in pricing pressures, loss of
or [ailurc to gain market share or loss of clients or payors, any of which could harm our business.

We are subject 10 a number of risks due to our growth in international operations.

We compleled acquisitions of intemational companies in 2007 and continuc 10 Jook For additional opportunitics to expand our operations in
intcrnational markets. These intermational operations and acquisitions are subject to a number of risks. These risks inciude not only compliance
with U.S. laws when operating in forcign jurisdictions, but also potential conflict between U.S. laws and the laws of forcign countrics where we
may do business, including, among others, data privacy, laws regarding licensing and labor council requirements. Foreign laws may impose new
or diffcrent requirements, which may have an adversc impacl on our operations. In addilion, we may cxperience dilficulty imegrating the
management and operations of businesscs we acquire internationally, and we may have difficulty attracting, rctaining and motivating highly
skilled and qualificd personnel to stafl key managerial positions in our ongoing intemational operations. Further, our international opcrations re
subject to a number of risks rclated to gencral cconomic and political conditions in foreign countrics wherc we operale, including, among othcrs,
fluctuations in forcign currency exchange ralcs, cultural differences, political instability, cmployce work stoppages or strikcs and additional
expenses and risks inherent in conducting operations in geographically distant locations. 1 we are unable to manage thesc risks, it could
adversely affect our business, financial condition and operating resulls.

Item 1B. Unresolved Staff Comments

Nonc.
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Item 2. Properties

As of December 31, 2008, we owned approximately 78 propertics and operated facilitics and programs al approximatcly 1,870 kcased properties.
We leasc approximately 110,000 square fect of an effice building in Louisville, Kentucky, which scrves as our corporate headquarters. Other
[acilitics and programs arc operated under management contracts. We believe that our properties arc adequalc and suitable lor cur business as

presently conducted.

Item 3. Legal Procecdings

From time 1o lime, we, or a provider with whom we have a management agrecment, become a party 10 legal and/or administrative procecdings
that, in the event of unfavorable outcomes, may adversely affect revenues and period to period comparisons.

In January 2007, the U.S. Court of Appeals (or the Seventh Circuit reversed a Summary Judgment we had reccived from the U.S, District Courd,
Southern District ol Indiana, in Omega Healthcare investors, Inc. v. Res-Care Health Services, nc. In the case, Omega was initially sceking
$3.7 million for breach of contract in the closing of a facility in 1999 locaicd in Lexington, Kentucky, Trial commenced in Junc 2008 on the
issue of damages only and the jury returned a verdict of $6.0 million which was entered as a judgment in August. Prior to the Judge ruling on
various post-trial motions, including pre-judgment interest, attorney’s fees and costs, the casc settled and was paid in January 2009. We had
previously made provisions in our consolidated financial statements for the liahility that resulted from final adjudication of this matier.
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During 2008, we rccorded a preiax charge of $20.3 million in connection with the resolution of three lcgal matters and the legal proceeding
described in the preceding paragraph. For a description of the legal matiers that were resolved in 2008, sec Note 14 to the Notes to Consolidated
Financial Statements. ResCare or its affiliates are also partics {o various other legal and/or administrative proceedings arising out of the opecration

of our {acilitics and programs and arising in the ordinary course of busincss. We do not believe the results of these proccedings or claims,
individually or in the aggregatc, will have a material adverse effect on our consolidated financial condition, results of opcrations or cash flows.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a votc of ResCare’s securily holders during the fourth quarter ol 2008,
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PART II
Item 5. Market for Registrant’s Common Equity, Related Stockhoider Matters, and Issuer Purchases of Equity Securitics

Our common stock began trading on the NASDAQ Global Sclect Market on December 13, 1992, under the symbol “RSCR”. As of January 28,
2009, we had approximately 4,353 sharcholders based on the number of holders of record and an estimate of thc number of individual
pariicipants represented by security position listings.

The following table scts forth the reported high and low salc prices for our common stock as reported by NASDAQ.

2008 2007
Quarter Ended iligh Low High Low
March 31 $ 2547 % 17.06 S 1889 5 16.59
June 30 19.54 15.42 21.95 17.24
Seplember 30 20.63 17.00 23.79 17.62
Deeember 31 18.98 10.32 26.44 21.54

We currently do not pay dividends and do not anticipale doing so in the foreseeable [uture.
Unregistered Sales of Equity Securities

None.
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Stock Performance

The graph below shows the cumulative total shareholder return realized by ResCare’s shareholders during the period from December 31, 2003
through December 31, 2008 as compared 1o the NASDAQ Stock Market Index (U.S. Companies) and the NASDAQ Health Care Index. The
NASDAQ Health Carc Index is prepared for NASDAQ by the Center for Research in Security Priccs at the University of Chicago using
companies within Standard Industrial Classification code 80 (Health Care). Upon request, ResCare will promptly provide to sharcholders a list of
all companies included in this index. The graph assumes an investment of $100 in ResCare common shares and the indices at the closing trading

price on December 31, 2003

Comparison of Five Years Cumulative Total Returns Performance Graph for Res-Care, Inc.

$350.00
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12731103 1213104 12731105 12131706 Y27 1231708
S RSCR 10000 167.90 214 44 224.07 31062 185 43
B ol Nasg_a.g 100,00 108.84 111.18 122.11 132.42 83.80
[S—nacdaq Heatn] 10000 126.03 173.28_ 173 05 226.18 165.07

Issuer Repurchases of Equity Securities
Maximum Number (or

Total Number of Approximate Dollar
Sharcs Purchased Value) of Shares
Total Number Average Price ns Part of Publicly That May Yet Be
of Shares Paid Announced Plans Purchased under the
Purchased (1) per Share or Programs Plans or Programs
October 1-31, 2008 809 § 16.29 N/A N/A
November 1-30, 2008 — — N/A N/A
December 1-31, 2008 19,420 13.64 N/A N/A
Total 20,229 % 14.96 N/A N/A

(1) These repurchases are made under a provision in our restricted stock compensation programs for the indircct repurchase of shares
through a net-settlement feature upon the vesting of shares in order to satisfy minimum statutory tax-withholding requirements.

29




Table of Contents
Item 6. Selected Financial Data

The selected consolidated financial data below should be read in conjunction with “Management’s Discussion and Analysis ol Financial
Condition and Results of Operations™ and the Consolidated Financial Statements and rclated notes.

Year Ended December 31
2008 2007 2{H06 2008 2004
(fn thausands, except per share dataj

Income Statement Data:

Revenues (1) $ 1543583 S 1433298 S 13021 18§ 1,046,556 5 966,185
Operating income {1) 76,820(2) 87,164 83,695 54,980(3) 53,438
Net income
Income from continuing operations, net of (ax 36,899 44,233 42,009 24,778 22,103
Loss from discontinucd opcrations, net of lax {339) (342) (5,313) (3,556) (596)
Net income S 36,560 S 43,891 § 36,696 8 21,222 § 21,507
Net income attributablc 1o common shareholders 31,297 37,571 31,243 17,954 6,117(4)
Basic camings per common sharc:
From continuing operations ) 111 8 134 5 130 % 079 8 0.26
From discontinucd operations {0.01) (0.01}) (0.17) (0.11) (0.02}
Basic carnings per common share ) 1.10 § 133 % 1.13 S 0.68 S 0.24
Diluted eamnings per common sharc:
From continuing operations by 1.10 § 132§ 1.27 % 077 S 0.25
From discontinucd operations (0.01) {0.01) {0.16) {0.11) (0.02)
Diluted carmings per common share ) 1.09 S 1.31 S 111§ 066 S 0.23
Other Financial Data:
Depreciation and amortization (1) 5 22933 8 19,756 S 16914 S 13,460 5 11,933
Share-based compensalion expensc 4,846 6,621 2,747 141 —
Facility rent (13 (5) 58,686 53,435 47,872 37,519 34,594
Selected Historical Ratios:
Percentage of total debt to total capitalization i 37.1% 35.5% 37.4% 34.2% 40.3%
Ratio of camings to fixed charges (6) 2.7x 3.1x 3dx 2.3x 2.1x
Balance Sheet Data:
Working capital s 135,562 % 109,547 3 109,920 § 113,313 S 134,620
Total asscts 914,143 834,543 730,413 601,029 578436
l.ang-term obligations 255,386 220,491 205,389 152,584 168,066
Total debt, including capital leascs 257,472 223,811 210,427 157,138 182,536
Sharcholders™ cquity 436,877 406,869 351,477 301,998 270,543

(1) Amounts for all years have been restated, as appropriate, to exclude the effecls of discontinued operations. During 2006, we ceascd
providing community services in Washington, D.C. and thc state of New Mexico. The

30




Table of Contents

results of these operations, along with reiated cxit costs, have been classificd as discontinucd operations (or all periods presented.
{(2) Operating income for the ycar ended December 31, 2008 includes a charge of $20.3 million (512.4 million net of tax or 50.37 per diluted

share) related to the resolution of four legal mailers.
(3) Operaiing income for the year cnded December 31, 2005 includes a charge of 511 9 million (57.9 miliion nct of tax or 50.25 per diluted

sharc) related to the debt refinancing.

(4y  Under the accounting treatment for the Onex transaction in June 2004, the non-cash beneficial conversion featurc assumed in the preferred
stock issuance was calculated at $14.8 million and is a deduction from nct incomne in computing basic and diluted camings per share
atiributable to common sharcholders. The beneficial conversion feature did not afTeet net income, cash flows, lotal sharcholders® equity, or

compliance with our debt covenants.

(5) Facility rent is defined as land and building leasc cxpense less amortization of any deferred gain on applicable lease transactions.

(6) For the purposc of determining the ratio of camings to fixed charges, carnings arc defined as income from continuing operations beforc
incotne taxes, plus fixed charges. Fixed charges consist of intcrest expense on all indebtedness and amortization of capitalized debt
issuance costs and an cstimate ol intercst within rental expense.

Item 7. Management's Discussion and Analysis of Financial Condition and Results ol Operations
Overview

This Management's Discussion and Analysis (MD&A) section is intended to help the reader understand ResCare’s (inancial performance and
condition. MD&A is provided as a supplement to, and should be read in conjunction with, our Consolidated Financial Stalcments and the

[T

accompanying notes. All references in this MD&A to “ResCare”, “our company™, “we”, “us”, or “our™ mean Res-Care, Inc. and, unless the
context otherwise requirces, its consolidated subsidiarics. The individual sections of MD&A arc:

e Ouwr Business — a general description of our business and revenuc sources.

o Application of Critical Accotnting Policies — a discussion of accounting policics that require critical judgments and
estimates.

e Resulls of Operations — an analysis of our consolidated results of operations for the periods prescnted including analysis of
our opcraling scgments.

e Financial Condition. Liguidity and Capital Resources — an analysis of cash flows, sourccs and uses of cash and financial
position.

s Contractual Obligations and Commitmenis — tabular prescntation of our contractual obligations and commitments for
future periods.

Our Business

We receive revenues primarily from the delivery ol residential, training, cducational and support services 10 various populations with special
needs. As of December 31, 2008, wc had three reportable operating segments: (i) Community Services, (i) Job Corps Training Services and
(3ii) Employment Training Services. Management’s discussion and analysis of each scgment is included below. Further information regarding

our scgments is included in the Noles o Consolidated Financial Statcments.

Revenues for our Community Scrvices operations are derived primarily from statc Medicaid programs, other govemment agencics, commercial
insurance companics and [fom management contracts with private opcralors,
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gencralty not-lor-prafit providers. who contract with state government agencics and arc also reimbutsed under the Medicaid program. Our
ccrvices include social, functional and vocational skills training, supportcd employment and cmotional and psychological counscling for
individuals with intellectual or other disabilities. We also provide respite, therapeutic and other scrvices to individuals with special needs and to
older people in their homes. These services are provided on an as-necded basis or hourly basis through our periodic in-home services programs
that are reimbursed on a unit-of-scrvice basis. Reimbursement varics by statc and service type. and may be based on a variety of methods
including Mat-rate, cost-based reimbursement, per person per dicm, or unit-of-service basis. Generally, rates arc adjusted annually based upon
historical costs experienced by us and by other service providers, or economic conditions and their impact on state budgets. At facilitics and
programs where we are the provider of tecord, we are directly reimbursed under statc Medicaid programs for scrvices we provide and such
revenues arc affecied by occupancy levels. At most racilitics and programs that we operale pursuant 1o management contracts, the management
fee is negotiated with the provider of record. Through ResCare HomeCare, we also provide in-home scrvices 1o seniors ona privatc pay basis.
We are concenlrating growth cfforts in the home care privatc pay business to further diversify our revenuc streams.

We operate vocational training centers under the federal Job Corps program adminisiered by the DOL through our Job Corps Training Services
operations. Under Job Corps contracts, we arc reimbursed for direct facility and program costs related to Job Corps center opcrations, allowable
indircet costs for gencral and administrative costs, plus a predetermined management fee. The management fee akes the form of a fixed
contractual amount plus a computed amount based on certain perfonnance criteria, All of such amounts are reflected as revenue, and all such
dircct cosls are reflected as facility and program costs. Final determination of amounts duc under Job Corps contracls is subject Lo audit and
review by thc DOL, and rencwals and extension of Job Corps contracts are based in part on performance revicws.

We operate job training and placement programs that assist disadvantaged job seckers in finding cmployment and improving their carcer
prospects through our Employment Training Services operations. These programs are adminisicred under contracts with local and state
governments. We are typically reimbursed for direct facility and program costs related 1o the job training centers, allowable indircct costs plus a
fec for profit. The fec can take the form ol a fixed contractual amount {rate or pricc) or be computed based on certain performance criteria. The
contracts are funded by federal agencics, including the DOL and DHHS.

Application of Critical Accounting Policics

Our discussion and analysis of the financial condition and results of opcrations are based upon our Consolidated Financial Statements, which
have been prepared in accordance with U.S. GAAP. The preparation of these [inancial statemcnts requires us to make cstimates and assumptions
that affect the reported amounts and related disclosures of commitments and contingeneies. We rely on historical experience and on various
other assumptions that we belicve to be reasonable under the circumstances to make judgments about the carrying valucs of asscts and liabilities
that are not readily apparent from other sources. Actual results could differ from those estimates.

We belicve the following critical accounting policics involve the more significant judgments and cstimates used in the preparation of our
Consolidated Financial Statements, Management has discussed the development, sclection, and application of our critical accounting policies
with our Audit Commitiec.

Valuation of Accounis Receivable

Accounts receivable consist primarily of amounts duc [rom Medicaid programs, other government agencies and commercial insurancc
companics. An cstimated allowance for doubtiul accounts receivable is recorded to the extent it is probable that a portion or all of a particular
account will not be collected. In cvaluating the collectibility of accounts reccivable, we consider a number of factors, including historical loss
rates, age of the accounts, changes in collection patierns, the status of ongoing disputes with third-party payors, gencral economic conditions and
the status of state budgets. Complex rules and rcgulations regarding billing and timely iling requirements in various states arc also 4 factor in
our assessment of the collectibility of accounts receivable. Actual collections of accounts
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receivable in subsequent periods may require changes in the estimated allowance for doubtful accounts. Changes in these cstimates are charged
or credited 1o the results of operations in the period of the change of estimate. There werc no material changes in our method of providing for
reserves for doubtful accounts during 2008,

Insurance Losses

We sclf-insure a substantial portion of our professional, general and automobile lability, workers' compensation and health benefit risks. These
liabilitics arc nccessarily based on cstimales and, while we believe that the provision for loss is adequate, the ultimate liability may be more or
jcss than the amounts recorded. Provisions for losscs for workers' compensation risks are based upon actuariallv determined estimates and
include an amount determined from reported claims and an amount bascd on past experiences for losses incurred but not reported. Estimates of
workers' compensation claims reserves have been discounted using a discount ratc of approximatcly 4% at Decermber 31,2008 and 2007. The
liabilitics are reviewed quarterly and any adjustments arc reflected in carnings in the period known. There were no material changes 10 our
method of providing reserves for insurance risks during 2008.

Legal Contingencies

We are party to numerous claims and lawsuits with respeet (o various matiers. The material legal proccedings in which ResCare is carrently
involved arc described in Item 3 of this report and Note 14 10 the Consolidated Financial Statements. We provide lor costs related (o
contingencics when a loss is probable and the amount is rcasonably determinable. We confer with outside counscl in estimating our potential
liability lor certain legal contingencics. While we belicve our provision for legal contingencies 1s adequate, the outcome of legal proceedings is
difficult 1o predict and we may settle legal claitms or be suhject 1o judgments for amounts that exceed our estimates. There were no material
changes to our method of providing reserves for legal contingencics during 2008.

Valuation of Long-Lived Assels

We regularly review the carrying value of long-lived assets with respect to any cvenls of circumstances that indicatc a possible inability (0
recover their carrying amount. Indicators of impairnent include, but are not limited Lo, loss of contracts, significant census declines, reductions
in reimbursement levels and significant litigation. Our evaluation is based on cash Mow, profitability and projections (hat incorporate current o
projected operating results, as well as significant events or changes in the reimbursement and regulatory environment. [T circumstances sugpest
the recorded amounts cannot be recovered, the carrying values of such asscts arc reduced to fair value based upon various technigues to estimate
fair value. During 2006, we recorded assct impainment charges totaling $1.0 million in connection with our withdrawal {rom the District of
Columbia (District) and the Statc of New Mexico. These changes, which were primarily related 1o the write down of lcaschold improvements,
furniture and equipment, are reporicd as part of Discontinucd Operations. We recorded an impairment loss of $0.3 million in the fourth quarter
of 2008 related to a building operated under our Community Services segment. No asset valuation losscs were recorded in 2007.

Goodwill

With respect to businesses we have acquired, we cvaluate the costs of purchascd busincsses in ¢xcess of net asscls acquired (goodwill) for
impairment at least annually as of year end, unless significant changes in circumstances indicatc a potential impairment may have occurred
sooner. We are required 1o test goodwill on a reporting unit basis. We usc a fair value approach 1o test goodwill for impairment and recognizc an
impairment charge for the amount, if any, by which the carrying amount of goodwili exceeds its implied [air valuc. Fair values arc established
using a weighted average of comparative market multiples in the current markct conditions and discounted cash {lows.
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Discounted cash (low computations depend on a number of factors including estimates of future market growth and trends, forecasted revenue
and costs, expected periods the assets will be utilized, appropriate discount rates and other variables. We base our fair value cstimales on
assumptions we belicve 1o be reasonable, bul which are unpredictable and inherently uncertain. Actual future results may differ from those
estimates. In addition, we make certain judgments about the sclection of comparable companies market multiplics in valuing our reporting units,
as well as certain assumptions to allocate shared assets and liabilitics 1o calculate vatues for cach of reporting units.

No impairment loss was rccognized as a result of the impairment tests in 2008 or 2006; however, a $0.3 million impairment loss was recorded in
March 2007 related 1o the Schools component of our All Other rcporling segment.

Revenue Recognition

Overview : We recognize revenues as they are realizable and ecarned in accordance with SEC Staff Accounting Bulletin No. 104, Revenue
Recoguition in Financial Statements (SAB 104). SAB 104 requires thal revenue can only be recognized when persuasive evidence of an
arrangement exists, services have been rendered, the price is fixed or determinable and collectibility is rcasonably assured.

Community Services. Revenues are derived primarily from state Medicaid programs, other government agencics, commercial insurance
companics and [rom management contracts with private operators, generally not-for-profit providers, who contract with state agencies and arc
also reimbursed under the Medicaid programs. Revenucs are recorded at rates established at or hefore the time services are rendered. Revenue s
recognized in the period services are rendered. Depending upon the stale’s reimbursement policics and practices, management contract fees are
computed on the basis of a fixed fee per individual, which may include some form of incentive payment, a percentage of operating cxpenses
{cost-plus contracts), a percentage of revenuc or an overall fixed fee paid regardless of occupancy.

Job Corps Training Services. Revenues include amounts reimbursable under cost reimbursement contracts with the DOL. for operating Job Corps
centers for education and training programs. Depending upon the stale’s reimbursement policics and practices, management contract fees are
computed on the basis of a lixed fee per individual, which may include some form of incentive payment, a perecntage of operating cxpenses
(cosi-plus contracts), a percentage of revenuc or an averall fixed fec paid regardless of occupancy. Revenue is recognized in the period services
are rendercd. The contracts provide reimbursement for direet facility and program costs related W operations, allowable indirect costs for gencral
and administrative costs, plus a predetermined management fee, normally a combination of fixed and performance-based. Final determination of
amounts duc under the contracts is subject to audit and review by the applicable government agencies. Revenue is recognized in the period
associated costs are incurrcd and services are rendered.

Employment Training Services . Revenucs arc derived primarily through contracts with focal and state governments funded by fcderal agencies.
Revenue is generated from contracts which contain various pricing arrangements, including: (1) cost reimbursahle, (2) perfommance-based,
(3) hybrid and (4} [ixed price.

With cost reimbursable contracts, revenuc is recognized for the direct costs associated with functions that are specilic to the contract, plus an
indircct cost percentage that is applicd to the direct costs, ptus a profit. Revenue is recognized in the period the associaled costs are incurred and
services are rendered.

Under a performance-based contract, revenue is generally recognized as carned based upon the attainment of a unit performance measure times
the fixed unit price for that specific performance measure. Typically, there arc many differcnt performance measures that are stipulated in the
contract that must be tracked to support the billing and revenuc recognition. Revenue may be recognized prior to achicving a benchmark as long
as reliable measurements of progress-to-date activity can be obtained, indicating that it is probablc that the benchmark will be achicved. This
requires judgment in determining what is considered 1o be a reliable measurement.
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Revenues for hybrid contracts are gencrally recognized based on the specific contract language. The most conmon type ol hybrid contract is
“cost-plus,” which provide for the reimbursement of direct and indirect costs with profit tied to meceting certain performance ineasurcs. Revenues
for cost-plus contracts arc generally recognized in the period the associated costs arc incurred with an cstimate made for the performance-based
portion, 4s long as reliable measurements of progress-to-date activity can be obtained, indicating that it is probable that the benchmark will be
achieved. This requires judgment in determining what is considered to be a reliable measurcment.

Revenues for fixed price contracts are generally recognized in the period services are rendered. Certain of our long-term fixed pricc contracts
may contain performance-based measures that can increase or decrcase our revenue. Revenuc is deferred in cases where the fixed pricc is not

determinable as a result of these provisions.

Laws and regulations governing the govemment programs and contracts arc complex and subject to interpretation. As a result, there 1s at least &
reasonablc possibility that recorded cstimates could change by a material amount in the near term. For each operating scgment, CXpenses arc
subject to examination by agencies administering the contracts and services. We belicve that adequate provisions have been made for potcntial

adjustments arising [rom such examinations. There were no material changes in the application of our revenue recognition policies during 2008.

Results of Operations

Year £nded December 31
HHR 007 2006
(Detars in thousands)

Revenucs:
Community Services {1) 5 1,109,275 S 1,052,409 S 915,878
Job Corps Training Services 163,944 163,904 160,184
Employment Training Scrvices 222,394 197,588 205.502
Other 47.970 19.397 20,554
Consolidated S 1.543,583 S 1,433,298 § 1,302,118

Onpcrating Income:
Community Services (1)(2) 5 99,633 S 111,350 S 104,676
Job Corps Training Services 11,782 11,588 11,177
Employment Training Scrvices 22,692 17,093 14,293
Other 1,903 1,446 1,055
Total Operating Expenscs (3) (59,190) (54,313} {(47,506)
Consolidaled S 76,820 S 87.164 § 83,695

Operating Margin:
Communily Services (1)(2) 9.0% 10.6% 11.4%
Job Corps Training Services 7.2% 7.1% 7.0%
Employment Training Scrvices 10.2% 8.7% 7.0%
Other 4.0% 7.5% 54%
Total Operating Expenscs (3) (3.8%) (3.8%) (3.6%)

5.0% 6.1% 6.4%

Consolidated

(1}  Excludes results for Washinglon, D.C. and New Mexico, which were reclassificd lo discontinucd operations for all ycars presented.
{2) Operating income and margin werc ncgatively impacted in 2008 duc to a $20.3 million charge related (o the resolution of four legal

matters. See Note 14 for further discussion.
(3) Represenis corporate gencral and administrative expenscs, as well as other operating {income) and expenscs related to the corporate ofTice.
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Consolidated

Consolidated revenues increased $110.3 million in 2008, compared to 2007, for an incrcase of 7.7%. Consolidated Tevenues increased S131.2
million, or 10.1% in 2007 from 2006. Revenues arc more fully described in the segment discussions below.

Consolidated operating income decreased 11.9% in 2008 from 2007. Operating margin decreased from 6.1% in 2007 10 5.0% in 2008. The
reductions in operating incomc and margin wcre primarily related to the $20.3 million tegal charge recorded in 2008 to resolve four legal matlers
in the Community Scrvices scgment. The 2007 consotidated operating income increascd $3.5 million, or 4.1%, primarily duc to acquisitions in
the Community Services segment. Operating margin decreased from 6.4% in 2006 to 6.1% in 2007 primarily due to highcr share-bascd
compensation. Operating income is discusscd further in the scgment sections which follow.

As a pereentage of total revenues, total operating expenses were 3.8% in 2008, 3.8% in 2007 and 3.6% in 2006. The 2008 and 2007 percentages
were slightly higher due primarily to increases in depreciation expense.

Net interest expense increased $0.6 million in 2008, compared 10 2007, duc primarily lo higher average debl balances. The 2007 net intcrest
expense was 50.2 million higher than 2006.

Our cfTective income 1ax rates were 36.1%, 35.6% and 35.8% i 2008, 2007 and 2006, respectively. The 2008 elfective tax rate benefited from
increases in job credits, ofTsct by an increase in valuation allowances associated with foreign operations. The 2007 elfective Lax rate is lower
than 2006 duc primarily (o the impact of reversing a valuation allowance related to net operating losses duc 1o certain tax law changes in Texas.

Community: Services

Community Services revenucs increased 5.4% in 2008 over 2007 due primarily lo acquisition growth. In 2008, our Community Secrvices
segment acquircd 13 operations with annual revenues of $56 million. Operating margin decreased from 10.6% in 2007 (o 9.0% in 2008 duc
primarily 1o the $20.3 million legal charge for the resolution of four legal matiers.

Revenues increased 14.9% in 2007 over 2006 due primarily to acquisitions and growth in periodic in-home services. In 2007, this segment
acquired 10 operations with annual revenucs of $93 million. Operating margins decreased from 11.4% in 2006 to 10.6% in 2007 as a result of
higher sharc-based compensation (0.2%) and insurance rclated costs (0.3%), as well as lower overall margins associated with our 2007 Kelly
Home Care Services acquisition (0.3%) and pharmacy business (0. 1%).

Job Corps Training Services

Jab Corps Training Services revenucs remained consistent berween 2008 and 2007, and increased 2.3% in 2007 over 2006. The 2007 increase
was primarily duc to contractual increases. Operating margins were 7.2%, 7.1% and 7.0% for 2008, 2007 and 2006, respectively. In January
2009, we were informed that the contract to operate the Piltsburgh Job Corps center had been awarded to another operator through the re-bidding
process. Annual revenucs [or this contract were approximaicly $17 million. An appeal with the DOL was denicd. We are in the process of
determining whether 1o file an additional appeal with the General Accounting Office. Our coniract currently expires on April 30, 2009.

Employment Training Services

Employment Training Services revenuc increased $24.8 million in 2008 comparcd 1o 2007, duc primarily to the ramping up of thc Arizona and
Indiana contracts and new contracts in Texas, Arkansas and South Carolina, which were partially offset by lost contracts in Florida due to cerlain
Work force Investment Boards taking services in-house. Operating margin improved from 8.7% in 2007 to 10.2% in 2008 due primarily t0a 1%
increase in margin due to improvement in performance in the New York City Back to Work contract and a 0.5% increasc in margin for
incentives received in the Calworks programs.

Employment Training Services revenuc decreased $7.9 million in 2007 compared to 2006, due primarily 1o contract non-renewals and
concessions in modifications to cxisting contracts in 2006. In particular, two significant contracts werc not renewed when their terms cnded
shortly afler thcy were acquired in January 2006. Opcrating margin
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improved from 7.0% in 2006 to R 7% in 2007 duc to achieving cerlain performance incentives, the loss of a very low margin contract, stricler
monitoring of expenses, and slightly lower sharc-based compensation cosls.

Other

A portion of our business is dedicated to opcrating charter schools and intemational job training and placement agencics. Revenues increased
$28.6 million or 147.3% from 2007 to 2008 due primarily to acquisition growth in the schools and international business. Operating margins
decreased from 7.5% in 2007 to 4.0% in 2008 duc primarily to integration costs assaciated with the intemational acquisitions. Revenues
decreased $1.2 million from 2006 to 2007 primarily due to a Jost school contract in Florida. Operating margins improved from 5.1% in 2006 (o
7.5% in 2007 duc 10 higher 2006 costs rclated to intcrnational job training contracts.

Discontinned Operations

Net loss from discontinued operations was S0.3 million for 2008 and 2007 and $5.3 million in 2006. Included in nct loss from discontinued
operations in 2006 is a pre-tax chargce of $3.9 miltion for impaired asscts and abandoned leased facilitics and 2 pretax operational loss of 54.3
million, offset by a tax benefit o'$2.9 million. The discontinued operations relate to the Community Services scgment's cxit from the District of
Columbia and the state of New Mexico, which were cfiective on March 31, 2006 and October 31, 2006, respeetively.

Financial Condition, Liquidity and Capitai Resources

Total assets increased $79.6 million, or 9.5%, in 2008 over 2007. This increase was due primarily as a result of the acquisitions, which caused
goodwill and other intangibles to increase $46.1 million from December 31, 2007.

Cash and cash ¢quivalents were $13.6 million at December 31, 2008, compared to $10.8 million at Dccember 31, 2007. Cash provided by
opcrating activitics for 2008 was 546.6 miflion compared to $85.8 million for 2007 and 536.2 million for 2006. The increase from 2006 1o 2007
was primarily duc Lo improved collection cfforts in accounts receivable, as well as an increase in net income. The deercase from 2007 (o 2008
was primarily relaied 1o lower net income due principally to the $20.3 million legal charge and the result of funding working capital
requirements for the acquired operations.

Days revenue in net accounts reccivable were 5t days at December 31, 2008 compared with 49 days at December 31, 2007 and 52 days at
Dccember 31, 2006. The increase in the number ol days is duc primarily to one state adopting a new voucher systerm and payment delays by
certain insurance payors. Net accounts reecivable at December 31, 2008 increased to $231.0 million, comparcd 10 $206.5 million at

December 31, 2007 and $197.7 million at Decemhber 31, 2006. The increase in net accounts receivable from 2006 to 2008 is primarily duc to
revenue growth associated with acquisitions. Approximately 4.8%, 4.5% and 3.5% of the total nel accounts receivable balance was greater than
540 days at December 31, 2008, December 31, 2007 and December 31, 2006, respectively.

OQur capital requircments relate primarily to our plans to cxpand through selcetive acquisitions and the development of new facilitics and
programs, and our nced for sufficient working capital for general corporate purposes. Since most of our [acilities and programs arc operating at
or ncar capacity, and budgetary pressurcs and other forces arc expecicd o limit increases in reimhursement rates we reccive, our ability to
continue to grow at the current rate depends directly on our acquisition and development activity. We have historically satisfied our working
capital requirements, capital expenditures and scheduled debt payments from our operating cash flow and borrowing under our revolving credit

facility.

The capital markets remain under duress duc to the ongoing financial crisis which may impede our ability (o cxpand and grow our business if
crcdit conditions remain tight or our access to these markets becomes limited. State budgetary pressures from the financial crisis may put lurther
pressurc on reimbursement rates and limit our ability to receive rate increases. We cxpect to begin negotiating new terms for our §250 million

senior secured revolving

37




Table of Contents

credit facility during the second half of 2009 and anticipate facing significant rale and pricing increascs as well as more restrictive debt
covenants aver the terms in place currently. Some members of our current bank lending group, duc to pressure from the financial crisis, may

have mare limited lending capacity than reflected in the current credit facility or may not have the ability to participate in a new credit facility.
We may sce a significant change in lender participation or credit availability as a result.

Capital expenditures were S19 million al December 31, 2008, compared to 524 million at December 31, 2007. The 2007 capital cxpenditures
included increased leaschold improvements related o the relocation of our corporate office. We invested 558 million {$56 million in cash and §2
million in setler notes) on acguisitions in 2008, of which 13 of the acquisitions were completed within the Community Services segment. We
invested S&0 million (S77 million in cash and S3 million in sellcr notes) on acquisitions in 2007, of which $38 million related to domestic
operations in our Community Scrvices group and $42 million related to international busincsses, which we have included in our All Other
category for segmenl purposcs. We invested $117 million (§114 million in cash and §3 million in scller notes) in 2006, of which the acquisition
of Workforce Services was $70 million and all other acquisitions totaled S47 million. .

Our financing activities for 2008 included nct borrowings of $34.5 million on the revolver with payments of $2.5 million on our credit Gacility,
Option cxercise activily resulied in 1.6 million in procecds and $0.9 million in tax benefits,

Our [inancing activitics during 2007 included net borrowings of $134.3 million on the revolver and 2.0 million in proceeds from sale and
leascback {ransactions. These inflows were offset by payments of debt of $125.0 million and $0.2 million in debt issuance costs associated with
the November 2007 amendment of our credit facility. Option cxereise activily resulied in $2.3 million in proceeds and $1.4 million in tax

benelits.

Our financing activities during 2006 included nct borrowings of $55.0 million on the revoiver and $2.7 million in procceds from sale and
leascback transactions. These inflows were offset by payments of debt of §5.4 million and $0.5 million in dcbt issuance cosls associated with the
June 2006 amendment of our credit facility. Option exercise activity resulted in $6.9 million in procceds and $3.1 million in tax benefits.

The 2007 amendment (o our senior sccured revolving credit facility increascd our borrowing capacily by S50 million to a total of $250 million.
Additional capacity of S50 million remains in place, subject to certain limitations in our $150 million 7.78% Scnior Notes duc 2013, which
atlows us to expand our tolal borrowing capacity to $300 million. The credit facility expires on October 3, 2010 and will be uscd primarily {or
working capital purposcs, letters of eredit required under our insurancc programs and lor acquisitions. The credit (acility 1s sccured by a lien on
all of our assets and, through secured guarantees, on all of our domestic subsidiaries’ assets.

As of December 31, 2008, we had $94.3 million available under the revolver which had an outstanding balance of $103.8 million. Outstanding
balances bear interest at 1,38% over the London Interbank Offered Rate (LIBOR) or other bank developed rates at our option. As of

December 31, 2008, the weighted average interest rate was 3.91%. As of December 31, 2008, we had irrcvocable standby letters of credit in the
principal amount of $51.9 million issued primarily in connection with our insurance programs. Letters of credit had a borrowing ratc of 1.50% as
of December 31, 2008, The commitment fee on the unused balance is .30%. The margin over LIBOR and the commitment fee are determined
quarterly bascd on our leverage ratio, as defined by the revolving credit facility.

The credit (acility contains various financial covenants relating 10 net worth, capital expenditurcs and rentals and requircs us to maintain
specilicd ratios with respect Lo our intcrest and leverage. We are in compliance with our debt covenants as of December 31, 2008, Although the
$20.3 million lcgal charge recorded in 2008 ncgalively impacied the calculation of certain bank covenants, we believe we will continue to be in
compliance with our debt covenants over the next twelve months. Our ability to achicve the thresholds provided for in the financial covenants
largely depends upon the maintenance of continued profitability and/or reductions of amounts borrowed under the facility, and continued cash

collections.
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Operating funding sourccs for 2008 were approximately 61% through Medicaid reimbursement, 11% from the DOL and 28% [rom other payors.
We believe our sources of funds through operations and available through the credit facility described above will be sufficicnt to mecet our
working capital, planncd capital expenditure and scheduled debt repayment requirements for the next twelve months.

Contractual Obligations and Commitments

[nTormation concerning our contractual obligations and commereial commitments [ollows {in thousands):

Payments Duc by Period
Twelve Months Fading December 31

2014 and
Contractual Ohligations Total 2009 2010-2011 20n2-2013 Thercafier
Long-term Debt S 257,493 S 2,008 S 104,960 S 150,140 § 385
Capital Lease Obligations 637 78 150 140 269
Operating Lcascs . 219,104 52.886 75,571 43,569 47,078
Fixed interest payments on Long-term Debt and Capital
Lcasc Obligations(}) 56,749 11,768 23,428 21,440 113
Total Contractual Obligations(2) S 533983 S 66,740 5 204,109 S 215289 § 47,845

(1) Excludes any interesl payments on our variable rate debt.
(2) This amount excludes 0.7 million of unrccognized tax benefits under Financial Accounting Standards Board Interpretation No. 48,
Accounting for Uncertainy in Income Taves —an Interpretation of FASB Statement No. 1 119, as we arc unable to reasonably estimate the

timing of thesc cash flows.

Amount of Commitments Expiring per Perind

Total Twelve Months Fading Decembrer 31
Other Commercial Amounts 2014 and
Commitments Commiticd 2009 2010-2011 2012-2013 Thereafter
Siandby Letters-of~Credit $ 51,937 § 51,937 — — _
Surcty Bonds ) 8597 S 8579 S 16 & 2 S —

We had no significant off-balancc sheet transactions or interests in 2008.
New Accounting Pronouncements Not Yef Adopted

Sce Note | to the Notes to Consolidated Financial Statcments.

Jtem 7A. Quantitative and Qualitative Disclosures about Market Risk

The market risk inhcrent in our financial instruments and posilions represents the potential loss arising {rom adverse changes in interest rates and
forcign currency exchange raics.

Intcrest Rates

While we are expescd to changes in interest rales as a result of any ouistanding variablc rate debt, we do not currently utilize any derivative
financial instruments related Lo our interest rate or foreign currency exXposurcs. Our senior sccured credit facility, which has an intercst rate based
on margins over LIBOR or prime, ticred bascd upon leverage calculations, had an outstanding balance of $103.8 million as of December 31,
2008 and $69.3 million as of December 31, 2007. A 100 basis point mavement in the interest raic would result in an approximate $1.0 millien
annualized effect on interest cxpense and cash flows.
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Forcign Currency Exchange Risk

Revenucs, operating expenscs and other financial transaclions with our international operations are denominated in their respective functional
currencics. As a result, our results of operations and certain reccivables and payables are subject to Muctuations in cxchange rates between the
local currencics and the U.S. dollar. The primary currencics to which we are cxposed include the Canadian dollar, the British pound sterling and
the Euro. We do not currenily hedge against foreign currency rate Muctuations. Gains and losses from such fluctuations have not been material 1o
our consolidated financial position, results of operations or cash [lows. International net assets arc an immaterial portion of our consolidated net

assets,
Item 8.  Financial Statements and Supplementary Data
Refer to pages F-1 through F-39.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable,
Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

ResCare’s managetnent, under the supervision and with the participation of the Chief Exceutive Officer (the “CEO”) and Chicf Financial Officer
(the *CFO™), cvaluated the eficctivencss of the design and operation of our disclosure controls and proccdures as of December 31, 2008, Based
on that evaluation, the CEO and CFO concluded that ResCare's disclosure controls and procedures arc cffective in timely making known to them
material information required to be disclosed in the reports filed or submitted under the Securitics Exchange Act. There were no changes in
ResCarc’s internal control over financial reporting during the fourth quarter of 200% that have materially afTected, or arc reasonably likely 1o
materially affect, the internal control over {inancial reporting.

Limitations on the Effcctiveness of Controls

A control system, no matter how well designed and operated, can provide only rcasonable, not absolute, assurance that the control system'’s
objectives will be met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls
must be considered relative 1o their costs. Because of the inherent limitations in all control systems, no cvaluation of controls can provide
absolute assurance that all control issucs and instances of fraud, if any, with our company have been detected. These inherent limitations include
the realities that judgments in decision-making can be faulty, that breakdowns can occur because of simple errors or mistakes, and that controls
can be circumvented by the acts of individuals or groups. Because of the inherent limitations in a cost-e[fective control system, misslaiements
duc 10 crror or {raud may oceur and not be detected.

Management’s Report on Internal Control Qver Financial Reporting

Our management is responsible for establishing and maintaining adequate intcrnal control over financial reporting, as such term is delined in
Exchange Act Rules 13a-15(0). Under the supcrvision and with the participation of our management, including our CEO and CFO, we condueted
an evaluation of the cffectivencss of our intcrnal control over financial reporting bascd on the framework in hternal Control — Integrated
Framework issucd by the Committee of Sponsoring Organizations of the Treadway Commission. Based on our evaluation under the framework
in internal Control — Integrated Framework . our management concluded that our intcrnal control over financial reporting was effective as of
December 3}, 2008. The effectiveness of our internal control over financial reporting as of December 31, 2008 has been sudited by KPMG LLP,
an independent registered public accounting firm, as stated in their report in ltem 15
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Ttern 9B. Other Information

None,
4]
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PART 11!

Executive Compensation; Security Ownership of

[tems 10, 11,12, 13 and 14. Directors and Executive Officers of the Registrant;
in Relationships and Related Transactions and

Certain Beneficial Owners and Management and Related Stockholder Matters; Certa
Director Independence; and Principal Accountant Fees and Servicces.

orms is omitied because we are filing a definitive proxy statement pursuant 1o Regulation 14A not later than

The information required by these 1t
d information. The required infonnation contained in

120 days afier the end of the fiscal year covered by this report which includes the require
our proxy statement is incorporated hercin by reference.

We have adopted a code of cthics applicable to directors, officers and employecs, which is included with our Code of Conduct and is posted on
our website at http://www rescarc.com. 1f we amend or waive any of the provisions ol the Code of Conduct applicable to our dircctors, exceulive
officers or scnior financial officers, we intend 10 disclose the amendment or waiver on our websitc. We will provide to any person without
charge, upon request, a copy of the Code of Conduct, You can request a copy by contacting our communications department, 9901 Linn Station

Road, Louisville, Kentucky, 40223, (ielephone) 502-394-21 00 or communications{@rescare.com.
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PART IV
[tem 15. Exhibits and Consolidated Financial Statement Schedules.

(a)(1) Index to Consolidated Financial Statements and Financial Statement Schedules:

Page
Reports of Independent Registered Public Accounting Firm F-2
Consolidated Financial Statemcents:
Consolidated Balance Sheets — As of December 31, 2008 and 2007 F-4
Consolidated Statements of Income — Years Ended December 31, 2008, 2007 and 2006 F-3
Consolidated Statements of Sharchotders’ Equity and Comprehensive Income —- Y cars Ended December 31, 2008,

2007 and 2006 -6
Consoliduted Staternents of Cash Flows — ¥ cars Ended December 31, 2008, 2007 and 2006 F-7
Notes to Consodidated Financiat Statements -8

Financial Statement Schedule {1} )
Schiedule 11 — Valtuation and Qualifying Accounts F-39

{1} All other linancial statement schedules have been omitted, as the required information is inapplicable or the infonmnation is presented in the
financial statements or relaled notes.

(2)(2) Index to Exhibits

3.1and 4.1 Amended and Restated Articles of Incorporation of the Registrant dated December 18, 1992. Exhibit 3.2 to
the Registrant’s Annual Report on Form 10-K for the year ended Deecmber 31, 2006 incorporated by
reference.

32and 4.2 Arficles of Amendment to Amended and Restated Articles of Incorporation of the Registrant dated May 29,

1997, Exhibit 3.1 to the Registrant’s Annual Report on Fonn 10-K for the year ended December 31, 2006
incorporated by rcference.

33and 43 Articles of Amendment to the Registrant’s Articles of Incorporation dated Junc 23, 2004. Exbibits 3(i) and
4 1o the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2004 incorporated by
reference.

3.4 and 4.4 Amended and Restated Bylaws of the Registrant. Exhibit 4.5 to the Registrant’s Registration Statemcent on

Form S-8 (Reg. No. 333-50726) incorporated by reference.

4.5 Preferred Stock Purchasc Agreement, dated as of March 10, 2004, by and between the Registrant and Onex
Partners LP, Onex Amcrican Holdings HI, LLC, Onex U.S. Principals LP, Res-Care Excecutive Invesico
LLC. Exhibit 4.4 to the Registrant’s Annual Report on Form 10-K for the yecar ended December 31, 2003 is

hereby incorporated by reference.

4.6 Registration Rights Agreement by and among the Registrant and Onex Partners LP, Onex American
Holdings 11, LLC, Onex U.S. Principals LP and Res-Care Exccutive Investco LLC dated as of March 10,
2004. Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2004
is hercby incorporated by reference.
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

Indenture dated October 3, 2003, by and among the Registrant, the Subsidiary Guarantors party thereto,
and Wells Fargo Bank, National Association, as trustec, relating to the Registrant’s 7%% Senior Notes duc
2013, Exhibit 10.2 to the Registrant’s Quarterly Reporton Forn 10-Q lor the quarler ended Sceptember 30,
2005 is hereby incorporated by reference.

Management Services Agreement between Onex Partners Manager LP and the Registrant dated June 23,
2004. Exhibit 10.3 to the Registrant’s Quarterly Reporton Form 10-Q for the quarter ended June 30, 2004
is hereby incorporated by reference.

Amended and Restated Credit Agreement, dated as of October 3, 2005, among the Regislrant, the Lenders
from time to time partics thereto, JPMorgan Chase Bank, N.A., as Administrative Agent, Mational City
Bank of K.entucky, as Syndication Agent, and General Electric Capital Corporation and U.S. Bank National
Association, as Documentation Agents, and J.P. Morgan Sccuritics Inc., as Lead Arranger and Sole Book
Runner. Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended

Seplember 30, 2005 is hereby incorporated by reflerence.

Indenture dated October 3, 2005, by and among the Registrant, the Subsidiary Guarantors party thereto,
and Wells Fargo Bank, National Association, as trustec, relating (o the Registrant’s 7%% Scnior Notes due
2013, Exhibit 10.2 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2005 is hereby incorporated by reference.

Res-Care, Inc. 2005 Omnibus Incentive Compensation Plan (as amended effective June 27, 2007).
Exhibit 10.] to the Registrant’s Quarterly Report on Form 10-Q for the quarter cnded Junc 30, 2008 is
incorporated herein by reference.

Form of Restricted Stock Award Agreement. Exhibit 10.2 (o the Registrant’s Quarterly Report on Form J0-
Q for the quarter ended June 30, 2005 is hereby incorporated by reference.

Employment Agreement between the Registrant and Ralph G. Gronefeld, Jr. Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed on October 3, 2006 is bereby incorporated by refcrence.

Employment Agreement between the Registrant and Vincent F. Doran. Exhibit 10.1 1o the Registrant’s
Current Report on Form 8-K [iled on April 17,2008 is hereby incorporated by reference.

Amendment to Employment Agreement with Vincent F. Doran. Exhibit 99.1 to the Registrant’s Current
Report on Form 8-K filed December 10, 2008 is incorporated hercin by refercnce.

Employment Agreement between the Registrant and Paul G. Dunn. Exhibit 10.2 to the Registrant’s Current
Report on Form 8-K filed on April 17, 2008 is hereby incorporated by reference.
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10.10

1011

10,12

10,13

10.14

10.15

10.16

10.17

10.18

10.19

Employment Agreement between the Registrant and David W. Miles. Exhibit 10.3 to the Registrant’s
Current Report on Form 8-K filed on April 17, 2008 is hercby incorporated by relerence.

Employment Agreement between the Registrant and Patrick G. Keiley. Exhibit 10.10 10 the Registrant’s
Annual Report on Form 10-K for the year cnded December 31, 2007 is hereby incorporated by reference.

Employment Agreement between the Registrant and Richard L. Tinsley. Exhibit 99.2 to the Registrant’s
Current Report on Form 8-K [iled December 10, 2008 is incorporated herein by reference.

Employment Agreement between the Registrant and David S. Waskey. Exhibit 99.3 to the Registrant’s
Current Report on Form 8-K filed December 10, 2008 is incorporated herein by reference.

Form of Stock Option Agreement. Exhibit 10.16 to the Registrant’s Annual Report on Form 10-K for the

‘'yoar ended December 31, 2004 is hereby incorporated by reference.

Form ol Non-Employee Dircctor Stock Option Agrecment. Exhibit 10.17 to the Registrant’s Annual Report
on Form 10-K for the year ended December 31, 2004 is hereby incorporated by relerence.

Form of Restricted Stock Agreement. Exhibit 10.2 to the Registrant’s Quarterly Reporl on Form 10-Q for
the guarter ended June 30, 2005 is hereby incorporated by reference.

ResCare Nonemployce Director Deferred Stock Compensation Program. Exhibit 99,1 to the Registrant’s
Current Report on Form 8-K [iled on January 23, 2006 is hereby incorporated by refercnce.

ResCare Nonemployee Director Deferred Stock Compensation Program Election Form. Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filcd on January 25, 2006 is hereby incorporated by reference.

Amendment No. 2 dated June 7, 2006, lo Amended and Restated Credit Agreement dated as of October 3,
2000, among the rcgistrant, the Lenders [rom time 1o time partics thereto, JPMorgan Chase Bank, National
Association, as Administrative Agent, National City Bank of Kentucky, as Syndication Agcent, and General
Elcctric Capital Corporation and U.S. Bank National Association, as Documentation Agents, and J.P.
Morgan Sccurities [ne., as Lead Arranger and Sole Book Runner. Exhibit 99 to the Report on Fonm 8-K
filed on June 12, 2006, is hereby incorporated by reference.

Amendment No. 3 dated as of November 29, 2007 to Amended and Restated Credit Agreement dated as of
October 3, 2005, among the Registrant, the Lenders from time to time parties thereto, JPMorgan Chase
Bank, National Associalion, as Administrative Agent, National City Bank of Kentucky, as Syndication
Agent, and General Elcctric Capilal Corporation and U.S. Bank National Association, as Documentation
Agents, and J.P. Morgan Securities, Inc., as Lead Arranger and Sole Book Runnet. Exhibit 99.2 to
Registrant’s Current Report on Form 8-K filed December 3, 2007 incorporated by reference.
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21.1

Subsidiarics of the Registrant. (filed herewith)
Consent of KPMG LLP. (filed herewith)

Certification of Chief Executive Officer Pursuant 1o Rules 13a-14(a) and Rulc 15d-14{a) of the Sccuritics
Exchange Act, as amended. {filed herewith)

Ceriification of Chicl Financial Officer Pursuant 1o Rules 13a-14(a) and Rule 15d-14(a) of the Sceuritics
Exchange Act, as amended. (filed herewith)

Certification of Chiel Exccutive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as
adoptcd pursuant to Section 506 of the Sarbanes-Oxley Act of 2002. {filed herewith)
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Pursuant to the requirements of Sc

SIGNATURES

signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 13, 2009

Pursuant 1o the requirements of the Sceuritics Exchange Act of 1934, thi
Registrant and in the capacitics and on the dates indicated.

Signature

ction 13 or 15(d) of the Sccuritics Exchange Act ol 1934, the Registrant has duly causc

RES-CARE, INC

By: /s/ Ralph G. Gronefleld, Jr.

d this repori {0 be

Ralph G. Gronefcld, Jr.
President, Chicl Executive Officer and

Dircctor (Principal Executive Officer)

s report has been signed below by the following persons on behalf of the

Tiile

Date

{s/ Ratph G. Gronclcid, Jr.

Ralph G. Gronefeld, Jr.

/sf David W. Miles

David W, Miles

/s/ Ronald G. Geary

Ronald G. Geary

Js/ David Braddock

David Braddock

/s{ Roberl E. Hallagan

Rabert E. Hallagan

s/ Olivia F_ Kirlley

Olivia F. Kirtley

/s! Robert M. Le Blang

Robert M. Le Blane

/s/ Steven S. Reed

Steven S. Reed

/5! William E. Brock

William E. Brock

/sf lames H. Blocm

James H. Bloem

President, Chicf Exceutive Officer and March 13, 2009
Director (Principal Exceutive Officer)

Chiel Financial Officer

March 13, 2009

(Principal Accounting OfTicer)

Chairman of the Board

Director

Director

Dircetor

Dirccilor

Director

Director

Director
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Report of independent Registercd Public Accou nting Firm

The Board of Dircctors and Sharcholders
Res-Carc, Inc.:

We have audited the consolidated financial statemnents of Res-Care, Inc. and subsidiarics (thc Company) as listed in the accompanying indcx on
page F-1. In connection with our audits of the consolidated financial statements, we also have audiicd the financial statement schedule as listed
in the accompanying index on page F-1. Thesc consolidated financial statements and the financial statement schedule are the responsibility of the
Company's management. Qur responsibility 15 10 express an opinion on thesc consolidated financial staternents and the financial statement

schedule based on our audits.

we conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Thosc standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statcments arc free of matcrial
misstatement. An audit includes examining. on a (est basis, cvidence supporting the amounts and disclosures in the financial statements, An audil
alsa includes asscssing the accounting principlcs uscd and significant estimates made by management, as well as cvaluating the overall financial
statcrnent presentation. We believe that our audits provide a rcasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, tbe financial position of Res-

Care, Inc. and subsidiarics as of December 31, 2008 and 2007, and the results of their operations and their cash lows [or cach of the years in the
threc-year period ended December 31, 2008, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the rclated
financial statement schedule, when considered in relation 1o the basic consolidated financial statements taken as a whole, presents fairly, in all

material respeets, the information sct forth therein,

We also have audited, in accordance with the standards of the Public Company Accounling Oversight Board (Uniled States), Res-Care, Inc.’s
internal control over financiat reporting as of Deccember 31, 2008, based on criteria established in Internal Cantrol - Integrated Framework
issucd by the Committee of Sponsoring Organizations of the Treadway Comumission, and our report dated March 13, 2009 expressed an
unqualificd opinion on the c(fectivencss of the Company’s internal control over financial reporting,

/s/ KPMG LLP

Louisville, Kentucky
March 13, 2009
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Report of independent Registered Public. Accounting Firm

The Board ol Directors and Sharcholders
Res-Care, Inc.:

We have audited Res-Care, Inc.'s internal control over financial reporting as of December 31, 2008, based on critcria cstablished in Iernal
Control - Integrated Framework issued by the Conmittee ol Sponsoring Organizations of the Treadway Commission . Res-Care, lnc.’s
management is responsible for mainiaining effective internal control over [inancial reporting and for its assessment of the efTectivencss of
internal control aver financial reporting, included in the accompanying Management’s Report on Internal Control Qver Financial Reporting
appearing under Item 9A. Our responsibility is 1o express an opinion on the Company’s internal control over financial reporting based on our

audit,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United Statcs), Those standards
require that we plan and perform the audil 1o oblain reasonable assurance about whether effeetive intcrnal contro} over financial reporting was
maintained in all material respeets. Our audit included obtaining an understanding ol internal control over financial reporting, assessing the risk
(hat a matcrial weakness exists, and testing and evaluating the design and operating elTcctivencss of internal control based on the assessed nisk.
Our audit also included performing such other proccdures as we considered necessary in the circumstances. We believe that our audit provides a

reasonable basis for our opinion,

A company’s intemal control over {inancial reporting is a process designed to provide rcasonablc assurance regarding the rcliability of financial
reporting and (he preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A
company’s inlernal control over financial reporting includes thosc policics and procedures that (1) pertain to the maintenance ol records that, in
rcasonable detail, accurately and fairly reflect the transactions and dispositions of the asscts of the company; (2) provide reasonablc assurance
that transactions arc recorded as nccessary Lo permit preparation of financial statements in accordance with gencrally accepted accounting
principles, and that receipts and cxpenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection ol unauthorized acquisition, use, or
disposition ol the company’s asscls that could have a matcrial effcet on the financial statements.

Becausc of its inherent limitalions, internal control over financial reporting may not prevent ot deiect missiatemnents. Also, projections ol any
cvaluation of ¢ffectiveness to future periods are subject to the risk that controls may become inadequate becausc of changes in conditions, or that
the degree of compliance with the policics or procedures may deterioratc.

Ln our opinion, Res-Care, Inc, maintained, in all material respects, cfiective internal conlrol over Mnancial reporting as of December 31, 2008,
bascd on criteria cstablished in fnternal Control - Integrated Framework issued by the Committee ol Sponsoring Organizations of the Treadway

Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidaled
financial statcments of Res-Care, Inc, and subsidiarics as listed in the accompanying index on Page F-1, and our report dated March 13, 2009
cxpressed an unqualificd opinion on thosc consolidated financial staiements.

s/ KPMG LLP

Louisville, Kentucky
March 13, 2009
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RES-CARE, INC. AND SU BSIDIARIES

CONSOLIDATED BALANCE SHEETS
December 31, 2008 and 2007
(In thousands, except share daia)

2008 2007
ASSETS
Currcni assets:
Cash and cash equivalcnts ) 13,594 & 10,809
Accounts reccivable, net of allowance for doubtful accounts of $20,306 in 2008 and 515,831 in 2007 230,976 206,529
Refundable income laxes 1,781 2,465
Deferred income taxes 22.702 17,959
Non-trade rcccivables 4,021 9,445
Prepaid cxpenscs and other current assets 18,409 12,3635
Total current assets 291,483 259,572
Property and equipment, nel 84,157 83.336
Goodwill 476,196 443,623
Other infangible asscts 45,985 32412
Other asscts 16.322 15,600
s 914,143 S 834,543
LIABILITIES AND SHAREHOLDERS® EQUITY

| Curreni liabilitics: ‘

i Trade accounts payable $ 49216 § 54,650
Accrucd cxpenscs 103,520 90,496
Current portion of leng-term debt 2,008 3,238
Current portion of obligations under capital lcases 78 82
Accrued income taxes 1,089 1.559

Total current liabilities 155,921 150,025
Long-term liabilities 31,506 33,465
Long-term debt 254,827 219,681
Obligations under capital lcascs 559 810
Dclerred gains 3,966 4,479
Deferred incomce taxcs 30,397 19,212

Total liabilitics 477,266 427,672

| Minorily inlerests — 2

Sharcholders’ cquity:

Prefcrred shares, authorized 1,000,000 shares, no par value, excepl 48,095 shares designated as

Scries A with stated value of $1,050 per share, 48,095 shares issued and outstanding in 2008 and

2007 46,609 46,609
Commion stock, no par value, autherized 40,000,000 sharcs, issued 29,864,949 in 2008 and

29,779,435 in 2007, outstanding 29,470,734 in 2008 and 29,161,293 in 2007 50,5350 50,412
Additional paid-in capital 91,786 86,079
Retaincd earmings 258,134 221,574
Accumulated other comprchensive (loss) income (10,202) 2,195

Total sharcholders’ equity 436,877 406,869

5 914,143 § 834.543

Sce accompanying notes to consolidated financial stalcments.
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RES-CARE, INC, AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2008, 2007 and 2006
(In thousands, except per share data)}

008 2007 2006

Revenues $ 1,543,583 % 1,433,298 S 1,302.1 18

Facility and progran ¢Xpcnscs 1,407,829 1292412 1,163.03%
Facility and program contribution 135,754 140,886 139,079
Operating expenses (income):

58,893 54,293 56,419

Corporate general and administrative

Other operating expense (income), net 4] {571) {1,035)
Total operating cxpenscs 58,934 53,722 55,384
Operating income 76,820 87.164 83,695
Other expenscs:
Interest expensc 19,908 18,963 19,130
Interesi income {809) {445) (818)
Total other expenscs, net 19,099 18,518 18,312
Income from continuing operations before income laxces 57,721 68.646 65.383
Income tax cxpense 20,822 24 413 23,374
fncome [rom continuing operations 36,899 44,233 42,009
Loss from discontinued operations, net of tax (339) (342} (5,313)
Net income 36,560 43,891 36,696
Net income attributable to preferred sharcholders 5,263 6,320 5,453
Net income attributable to common shareholders s 31,297 S 37,571 § 31,243
Basic carnings {loss) per common share:
From continuing opcrations S it 8 134§ 1.30
From discontinucd operations {0.01) {0.01) {0.17)
Basic earnings per common sharc § 1.10 8 133 S 1.13
Diluted eamings (loss) per common share:
From continuing aperations S 1.10 5 132§ 1.27
From discontinued operations (0.01) {0.01) {0.16)
Diluted camings per commen share s 1.09 S 131 % 1.11
Weighted average number of common sharcs:
Basic 28,462 28,215 27,558
Diluted 28,600 28,589 28,171

Sce accempanying noles to consolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREH ENSIVE INCOME
Years Ended December 31, 2008, 2007 and 2006

{In thousands)
Accumulated
Additional Other
Preferred Stock Common Stock PPaid-In Retained  Comprehensive
Shares Amount Shares Amouni Capital Earnings [ncome/{L.oss) Total

Balance al Junuary |, 2006 48 % 46,609 26,046 S 49,603 § 63,605 5 140.9%7 s 1,194 § 301998
Net income —_ — — — — 36.696 — 36,696
Forcign currency transiatien adjustment arising during

period — — — - — — 8 8
Comprehensive mcome 36,704
Sharc-based compensation — — — —_ 2,747 — —_ 2,747
Shares issucd under stock option plans, including

related tax benefit — — 1,200 607 9.421 — — 101028
Balance al December 31, 2000 48 46,609 28.146 50,210 75.773 177.683 1,202 351,477
Mct inceme — — — — —_ 43,891 . — 43,891
Foreign currency Lranslation adjustment arising during

period — —_ — — .- - 993 993
Comprehensive income 44,884
Shure-hased compensation -— — — —_ 6.621 -- — 6,621
Sharcs issucd under stock option plans, including

retated ox benefit — — 1,015 202 3.685 — — 1,887
Balance al December 31, 2007 48 46,609 29,161 50,412 86,079 221,574 2,195 406,869
Net income — — — — — 36,560 — 36,560
Foreign currency (ranslation adjustment arising during

period — - - —_ — —_ (12,397} (12.397)
Comprehensive income 24,161
Share-bascd compensation — — — — 4,846 - — 4.846
Shares issued under stock option plans, including

related tax benelit — — 310 138 861 — — 999
Balante s December 31, 2008 48§ 46.609 20471 § 50550 5 91,786 § 258,134 § (10,202y 3 436.877

See accompanying notes to consolidated financial stalements.
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RES-CARE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2008, 2007 and 2006
{(In thousands)

2008 2007 .___2006
Operating activities:
Net income s 36,560 $ 43,891 S 36,696
Adjustments to reconcile net income to cash provided by operating activitics:
Depreciation and amortizalion 22,943 19,789 17,134
Impairment charges 313 KED! 1,499
Amorization of discount and deferred debt issuance Costs on noles 1,192 1,084 1,004
Share-bascd compensation 4,846 6.621 - 2,747
Deferred income (8xC8 6,311 3,531 3,800
Provision for losscs on accounts receivable 7,104 6,364 5,836
Excess lax benelit from share-hascd compensation (935) (1,387) (3,122)
(Gain) loss on sale of assets (5) (72} 139
Changes in operating assets and liabilitics:
Accounts receivable (32,581) . (10,848) (42,726)
Prepaid expenscs and other current assets (690} (3.370) (7,338)
Othcr assels 4,899 {1,422) 5,768
Accounts payable (5,325) 7,825 2,433
Accrued cxpenses 13,011 9,592 14,981
Delerred guins (513) (668) (690)
Accrucd inconie taxcs 2,954 (1,248) 575
Long-tcrm liabilities and othecr (13.532) 5,762 (2.498)
) Cash provided by operating activitics 46,552 85.775 36,240
Investing activities:
Purchascs of properiy and equipment (19,391 (24,011) (17,258)
Acquisitions of businesscs, net of cash acquired (56,659) (72,375) (113,456)
Proceeds {rom sale of assets 633 984 680
Purchases ol short-term invesiments — — (39,200)
Redemptions of short-term investments — — 66,850
Cash used in investing activitics {75,417} (95,402) (102,384}
Financing activities:
Long-term debt repayments (2,531) (124,681) (3.881)
Borrowings of long-term debi — 80,000 40,000
Shon-term borrowings — three months or less, nct 34,500 54 300 15,000
Payments on obligations under capital leascs (75) (193) (1,472)
Proceeds from sale and leaseback transactions — 1,966 2,651
Proceeds received from excreise of stock oplions 1,562 2,341 6,900
Excess lax bencfit [rom share-based compensalion 935 1,387 3,122
Debt issuance costs (118) (225) (535)
Employec withholding payments on share-bascd compensation (1.393) — —
Cash provided by financing activities 32,680 14,895 61,791
Effect of exchange rate changes on cash and cash equivalents (1,030) — —
Increasc (decrease) in cash and cash equivalents 2,785 5,268 {4,353)
Cash and cash cquivalents at beginning of ycar 10,809 5,541 9,894
Cash and cash equivalents at end of year S 13,594 § 10,809 5 5,541
Supplemental disclosures of cash flow information:
Cash paid (or:
interest 5 18,072 % 18,605 5§ 17,581
Income taxcs (net of refunds of $0.2 millian, $1.2 millien and 30.1 millien, respectively) 17,073 20,213 13,034
Supplemental schedule of non-cash investing and financing activities:
Notes issued in connection with acquisitions 1,767 3,315 3,313
New capital lcase obligations — 643 329

See accompanying notes to consolidated [inancial statements.
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RES-CARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share dafa)

1 Summary of Significant Accounting Policics

Basis of Preseniation and Description of Business

The consolidated financial statements include the accounts of Res-Care, Inc. and its subsidiarics. All references in these financial statcments to
wResCarc™, “our company™, “we”, “us”, or “our” mecan Res-Care, Inc. and, unless the context otherwise requires, its consolidated subsidiarics.
Signilicant intcrcompany accounts and (ransacljons have been climinated in consolidation.

W receive revenucs primarily from the delivery of residential, therapeutic, job training and educational support services 1o various populations
with special nceds. :

Fiscal Year

Operating results of acquired busincsscs arc included in the Consolidated Statements of Income [rom the date of acquisition. To facilitale
consolidated reporting, our 2007 and future international acquisitions will report anc month carlicr than our period end date, Therefore, these
international acquisitions will bave a year end date of November 30 {or our consolidated reporting purposcs. The domestic and Canadian
subsidiarics arc consolidated as of December 31, 2008.

Use of Estimates

The preparation of financial statements in conformily with accounting principles generally accepted in the United States of America (U.S.
GAAP) requircs us 1o makc estimales and assumplions that afTect the reporied amounts and related disclosures of commitments and
contingencies. We rely on historical expericnee and on various other assumptions that we belicve o be reasonable ynder the circumstances lo
make judgments about the carrying values of asscts and liabilitics (hat arc not rcadily apparent from other sources. Actual resulis could differ

from Lthosc estimates.

Segmenis

As of Decemnber 31, 2008, we had three reportable operating segments: (i) Community Services, (i) Job Corps Training Scrvices and
(iii) Employment Training Scrvices. Further information regarding our segments is included in Note 9.

Revenue Recognition

Overview ; We recognize revenucs as they arc realizable and carned in accordance with SEC StafT Accounting Bulletin No. 104, Reverue
Recognition in Financial Statements {SAB 104). SAB 104 requircs that revenuc can only be recognized when persuasive cvidence of an
arrangement exists, services have been rendered, the price is fixed or determinable and collectibility is rcasonably assurcd.

Community Services: Revenues arc derived primarily from 33 diflerent stale Mcdicaid programs and from management contracts with private
operators, generally not-for-profit providers, who contract with state government agencics and arc also reimbursed under the Medicaid programs.
Revenucs from the state Medicaid programs arc recorded af rates cstablished at or before the time services arc rendered. Depending upon the
state’s reimburscment policies and praclices, management contract fces are compuled on the basis of a fixed fec per individual, which may
include some form of incentive payment, a percentage of operaling cxpenses (cost-plus
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contracts), a percentage of revenue or an averall fixed fee paid regardless of occupancy. Revenuc is recognized in the period services are
rendered.

Job Corps Training Services: Revenues include amounts reimbursable under cost reimbursement contracts with the Depariment of Labor (DOL)
for operating Job Corps centers for cducation and training programs. The coniracts provide reimbursement for direct facility and program costs
related to operations, allowable indirect costs for general and administrative costs, plus a predetermined management fce, normally a
combination of fixed and performance-based. Final determination of amounts duc undcr the contracts is subject to audit and review by the
applicable government agencics. Revenuc is recognized in the period associated costs arc incurred and services rendered.

Emplovment Training Services: Revenucs arc derived primarily through contracts with local and state governments funded by federal agencies.
Revenuc is gencrated from contracis which contain various pricing arrangements, inctuding: (1) cost reimbursable, (2) performance-bascd,
{3) hybrid, and (4) lixed price.

With cost reimbursable contracts, revenuc is recognized for the dircet costs associated with functions that are specific to the contract, plus an
indircet cost percentage thal is applied to the direct costs, plus a profit. Revenue is recognized in the period the associated costs are incurred and
services arc rendered.

Under a performance-based contract, revenue is gencrally recognized as carned based upon the attainment of a unit performance measurc Limes
the fixed unit price for that specific performance measure. Typically, there arc many different performance measurcs that are stipulated in the
contract that must be tracked to support the billing and revenue recognition. Revenues may be recognized prior Lo achicving a benchmark as long
as reliable measurements of progress-io-dale activity can be obtained, indicating that it is probable that the benehmark will be achieved. This
requires judgment in determining what is considered to be a reliable measurement.

Revenues for hybrid contracts arc recognized based on the specific coniract language. The most common type of hybrid contract is “cost-plus,”
which provide for the reimbursement of direct and indirect costs with profit tied to miceting cerlain perfonmance measures. Revenues for cost-
plus contracls arc gencrally recognized in the period the associated costs are incurred with an estimate made for the performance-based portion,
as long as reliable measurements of progress-lo-date activity can be obtained, indicating that it is probablc that the benchmark will be achieved.
This requires judgment in determining what is considered to be a reliable measurement.

Revenucs for fixed price contracts arc generally recognized in the period services are rendered. Centain ol our long-term fixed price contracts
may contain performance-based measures that can increasc or decrease our revenuc. Revenuc is deferred in cascs where the [ixed price is not

detcrminable as a result of these provisions.

Laws and regulations governing the government programs and contracts arc complex and subject 10 interpretation. As a resull, there is at lcast a
reasonable possibility that recorded estimates will change by a material amount in the ncar term. For cach operating segment, cxpenses are
subject 10 cxamination by agencies administering the contracts and scrvices. We believe that adeguate provisions have been made for potential
adjustments arising [rom such examinations.

We arc substantially dependent on revenucs reccived under contracts with federal, state and local government agencies. Operaling funding
sources Tor 2008 were approximately 61% through Medicaid reimbursement, 11% from the DOL and 28% from other payors. We derived 11%,
11% and 12% of our revenucs for the ycars ended December 31, 2008, 2007 and 2006, respectively, under contracts from the DOL under the
Federal Job Corps program. Generally, these contracls are subject to termination at the clection of governmental agencies and in certain othcr

circumstances such as failure 1o comply with applicable regulations or guality of service issucs. There was no other single customer whose
revenue was 10% or more of our consolidated revenuc.

Facility and Program Expenses

We classify expenses dircetly related o providing services, along with depreciation and amorization attributable to our operaling segments, as
facility and program cxpenscs. Direct costs and expenses principally include salartes
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and benefits for dircct care professionals and operating management, contracted labor costs, insurance costs, transportation costs for clicnts
requiring scrviccs, certain client ¢xpenses such as food, supplics and medicine, residential occupancy CXpEnses, which primarily comprise rent
and utilitics, and other miscellaneous direct service-relaled cxpenscs.

Cash Equivalenis

We consider all highly liquid debt instruments purchased with an original maturity of three months or less (o be cash cquivalents and are treated
as such for reporting cash Nows. Cash cquivalents arc stated at cost, which approximates markct value.

Short-term Invesiments

We had no short-term investments during 2008, 2007 and at December 31, 2006. Prior to December 31, 2006, short-term investments were
variable rate securitics ticd o shorl-lerm interest rates with maturities on the face of the sccurities in cxcess of 90 days. Although thesc sceuritics
were issued and rated as long-term sceuritics, they were priced and traded as short-term instruments because of the liquidity provided through
ihe intcrest rate reset. “Purchascs (redemptions) of short-term investments”™, included in the accompanying Consolidated Statcments of Cash
Flows reflect the purchase and sale of variable rate securitics during the periods presented.

Valuation of Accounts Receivahle

Accounts receivable consist primarily of amounts due from Medicaid programs, other government agencies and commercial insurance
companics. An ¢stimated aflowance for doubtful accounts reccivable is recorded to the cxtent it is probable that a portion or all of a panticular
account will not be collected. In evaluating the collectibility of accounts reccivable, we consider a number of factors, including historical loss
rates, age of the accounts, changes in collcction patterns, the status of ongoing disputes with third-parly payors, general cconomic conditions and
ihe status of statc budgets. Complex rules and regulations regarding billing and timely filing requircments in various states are also a factor in
our asscssment of the collectibility of accounts receivable, Actual collections of accounts rceeivable in subsequent periods may require changes
in the cstimated allowance for doubtful accounts. Changes in these estimates arc charged or credited to the resulis of operations in the period of
the change of estimaic, For the ycar onded December 31, 2008, 12.6% of our accounts receivable relates to the DOL under the federal Job Corps

program.
Vaination of Long-Lived Asseis

We regularly review the carrying value of long-lived assets with respect 1o any cvents or circumstances that indicate a possible inability to
recover their carrying amount. Indicators of impairment include, but are not limited to, loss of contracts, significant ccnsus declines, reductions
in reimbursement lcvels and signilicant litigation. Our evaluation is based on undiscounted cash flow, profitability and projections that
incorporate currcnt or projected operating results, as well as significant cvents or changes in the reimbursement or regulatory environment, If
circumstances suggest the recorded amounts cannot be recovered, the carrying values of such assels are reduced 1o fair value based upon various
technigues to cstimate fair valuc. We recorded an impairment loss of $0.3 million in the fourth quarter of 2008 related to a building operated
under our Community Services segment.

Goodwill

We test goodwill for impairment annually as of year end, unless changes in circumstances indicate impairment may have occurred sooncr, We
test goodwill on a reporting umit basis, in which a reporting unit is generally defined as the operating segment, but can be a componeni of an
operating scgment. We usc a fair value approach 1o test goodwill for impairment and recognize an impairment cbarge for the amount, if any, by
which the carrying amount of goodwill cxceeds its implicd fair value. Fair values are cstablished using a weighted-average of discounted cash
flows and comparative market multiples in the current market conditions. No impairment loss was
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recognized as a result of the impairment tests in 2008 or 2006, however a $0.3 million impairment loss was recorded in March 2007 related 1o
the Schools component of our All Other reporting scgment.

Imtangible Asyets

Our intangible assets from acquisitions, which consist primarily of non-competition agrecments and customer contracts and reationships, arc
amortized over one Lo fifteen years, based on their estimated uscful lives.

Debt Issuance Cosis

Debt issuance costs are capitalized and amortized as inlerest expense over the erms of the refated debt.

Income Taxes

Deferred tax assets and liabilitics are recognized for the future tax consequences attributable to difTerences between the financial statement
carrying amounts of cxisting asscls and liabilitics and their respective tax bases. Deferred tax assets and liabilitics are measured using enacled
tax rates expected to apply to taxable income in the years in which thosc temporary dilferences arc expected to be recovered or scitled. The
ciTect of a change in tax rates on deferred tax assets and liabilitics is recognized in income in the period that includes the cnactment date. A
valuation allowance is provided for deferred assets if it is more likely than not that some portion or all of the net deferred tax assets will not he
realized.

In June, 2006, the Financial Accounting Standards Board (FASB) issued Interpretation 48, Accounting for Uncertainty in fncome Taves — an
interpretation of FASE Statement No. 109 " (FIN 48) which clarifics the eriteria that a tax position must saiis{y for some or alf of the benefits of
that pesition to be recognized in an enterprise’s financial statements in accordance with the Statement ol Financial Accounting Standards

No. 109, Accounting for Income Taxes, (SFAS 109) . The Interpretation was effective for the Company in its [iscal year which began January 1,
2007. This interpretation prescribes a recoghition \hreshold of more-likely-than-not and a measurement altribute for the financial statement
recognilion and measurcment of a tax position taken or expected to be taken in an income tax return. Recognized incomce tax positions arc
measured at the largest amount that is more likely than not ol being rcalized. Changes in recagnition or measurcment arc reflected in the period
in which the change in judgment oecurs.

Our policy is to recognize intcrest related 1o unrccognized tax benelits as interest cxpense and penalties as corporate general and administraiive
eXpensc.

Deferred Gains on Sale and Leaseback of Assels

Gains [rom the sale and leascback ol assets are deferred and amortized over the term of the operating lcase as a reduction of rental expense.

Legal Contingencies

We arc a party (o numcrous claims and lawsuits with respect to various matiers. We provide for costs, including legal costs, rclated to
contingencies when a loss is probable and the amount is reasonably determinable. We confor with outside counse! in estimating our potential
liability for certain legal contingencies. While we belicve our provision for legal contingencies is adequate, the outcome of legal proceedings is
difTicult 10 predict and we may seitle legal claims or be subject to judgments for amounts that exceed our cstimates.

fnsurance Losses

We self-insure a substantial portion ol our professional, general and automobile liability, workers” compensation and health benefit risks. These
liabilitics are nccessarily based on estimates and, while we belicve that the
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provision for oss is adequate, the ultimate Hability may be more or less than the amounts recorded. Provisions for losses for workers’
compensation risks arc based upon actuarially determined estimates and include an amount determined from reported claims and an amounl
based on past cxperiences for losses incurred but not repored. Estimates of workers® compensation claims reserves have been discounted using a
discount rate of 4% at December 31, 2008 and 2007. The liabilities arc evaluated quarterly and any adjustments arc reflected in carnings in the

period known.
Operaiing Leases

We lease certain operating (acilities, office spacc, vehicles and equipment under operating lcases. Qur operating lease lerms generally range
[rom one to fiftecn years with rencwal options. Facility lcase agreements may include rent holidays and rcnt cscalation clauses. We recognize
rent holiday periods and scheduled rent increases on a straight-line basis over the lcase term beginning with the date we take posscssion of the

lcased space.
Property and Eqruipment

Properly and cquipment arc stated at cost, less accumulated depreciation and amortization. Depreciation and amortization are provided by the
straight-linc method over the ostimated useful lives of the asscts. Estimated useful lives for buildings arc 20-35 ycars. Asscls under capital lcase
and leaschold improvements are amortized over the term of the respective lease or the uselul Tife of the assct. if shorter. The useful lives of
furniture and equipment vary from threc 1o sCven y¢ars. Depreciation expense includes amortization of assets under capital lcase.

Woe act as custodian of asscts where we have contracts to operate facilitics or programs owncd or leased by the U.S. Department of Labor,
various states and private providers.

Foreign Currency Translation

A forcign subsidiary designates its local currency as iis functional currency. Operating results arc translated into U.S. dollars using monthly
average exchange rates, while balance sheet accounts are translated using year-cnd cxchange rates. The resulting transtation adjustments are
included as a component of accumulated other comprchensive income (Joss) in shareholders' equity.

Share-Based Compensalion

Effcctive January 1, 2006, we adopied the pravisions of SFAS No. 123 (revised 2004), Share-Based Pavment, (SFAS 123R) using the modified
prospective transition mcthod. Under this transition method, compensation cxpensc recognized during the years ended December 31, 2008, 2007
and 2006 included: (a) compensation cxpense for all sharc-based awards granted prior 1o, but not yet vosted as of, December 31, 2003, based on
the grant date lair value estimated in accordance with the original provisions of SFAS 123, and (b) compensation cxpense for all sharc-based
awards granied subsequent 1o December 31, 2003, based on the grant date fair value cstimated in accordance with the provisions of SFAS 123R.
1n accordance with the modificd prospective (ransition method, results for prior periods have not heen restated. Pursuant to SFAS 123R, the
income tax benefits cxceeding the recorded deferred income tax benelit from share-based compensation awards (the excess tax benelits) are
required Lo be reported in cash provided by financing activitics. Our sharc-based compensation plans and share-based payments arc described
more Tully in Note 11, “Share-Based Compensation™ herein.

Financial Instruments

We used various incthods and assumptions in cstimating the fair valuc disclosures for significant financial instruments. Fair values of cash and
cash cquivalents, short-term investments, accounts receivable and accounts payable approximate their carrying amount because of the short
maturity of those investments. The (air value of long-tcrm debt is determined using market quotes and calcalations based on current market rates

available to us.
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Impact of Recently Isswed Accounting Pronouncements

In Scptember 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157). SFAS 157 defines fair value, cstablishes a
framework for measuring fair value under U.S. GAAP and expands disclosures about fair value measurcments. In February 2008, the FASH
issucd FASB StafT Position No. 157-2 which defers the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for
nonfinancial asscts and nonfinancial liabilitics that are recognized or disclosed at fair value in the financial statements on a nonrecurring basis. In
October 2008, the FASB also issucd FASB Stafl Position No. 157-3, Determining the Fair Value of a Financial Asset When the Markel for thal
Asset is Not Active , which illustrates how an enlity would determine fair value when the market for a financial asset is not active. The partial
adoption of SFAS 157 did not have a rmaterial effect on the consolidated financial statements. W are currently cvaluating the provisions for

nonfinancial assets and liabilities.

In February 2007, the FASB issucd SFAS No. 159, The Fuair Value Option for Financial Assets and Liahilities (SFAS 159). SFAS 159 provides
entitics with the option lo report selected financial assets and liabilitics at fair value. Busincss entitics adopting SFAS 159 will report.unrealized

gains and losses in camings al cach subsequent reporting date on items for which the fair value option has been clected. We did not clect the fair
value option for any of our existing financial instruments as of December 31, 2008, and we have not determincd whether or not we will elect this

option for {inancial instruments which may be acquired in the future,

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (SFAS 141R), rcplacing SFAS No. 141, Business
Combinations (SFAS 141). SFAS 141R retains the fundamental requircruents of purchase methed accounting for acquisitions as set forth
previously in SFAS 141, However, ihis statement defines the acquirer as the entity that obtains control of a business in the business combination,
thus broadcning the scope of SFAS 141 which applied only lo business combinations in which control was obtained through transfer of
consideration. SFAS 141R also requires scveral changes in the way asscts and liabilitics are rccognized and measured in purchasc accounting
including cxpensing acquisition-relaied costs as incurred, recognizing assets and labilitics arising from contractual contingencics at the
acquisition datc, and capitahizing in-process rescarch and development. SFAS 141R also requires the acguirer Lo recognize gain in earnings for
bargain purchases, or the cxcess of the fair value of net asscts over the consideration transferred plus any noncontrolling intcrest in the acquirce,
a departure from the concept of “negative goodwill” previously recognized under SFAS 141, SEAS 141R is cilective for us begimning January 1,
2009, and will apply prospectively Lo business combinations completed on or after that datc. As a result of the adeption of SFAS 141R, we
estimatc acquisition related costs of approximately $0.03 per diluied conmon sharc in conncction with 2009 anticipated acquisitions.

In April 2008, the FASB issued FSP FAS 142-3, Determination of the Usefid Life of lmangible Asseis (FSP 142-3). FSP 142-3 amcends the
fuctors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized intangible
asset under SFAS No. 142, Goodwill and Other Intangible Assets (SFAS 142). This change is intended to improve the consistency between the
usclul life of a recognized intangible asset under SFAS 142 and the period of expected cash flows used to measure the fair valuc ol the asset
under SFAS 141R and other U.S. GAAP. FSP 142-3 is efTective for financial statements issued for fiscal years beginning after Dccember 15,
2008. and interim periods within thosc fiscal years. The requirement for detcrmining useful lives must be applicd prospectively to intangible
assets acquirced after the effective date and the disclosure requirements must be applied prospectively to intangible assets acquired aficr the
cffective date and the disclosure requirements must be applied prospectively to all intangible asscts recognized as of, and subsequent to, the
cffective date. We do not expect the adoption of this stalement to have a material impact on our consolidated financial position, results of

operations or cash flows,

In Deecember 2007, the FASB issued SFAS No. 160, Nenconirolling Inferests in Consolidated Financial Statements, an amendment of ARB 51
(SFAS 160). SFAS 160 applics to all companics that preparc consolidated financial statements but will only affect companies that have a
noncontrolling interest in a subsidiary or that deconsolidate a subsidiary. SFAS 160 clarifics that noncontrolling interests be reported as a

component scparate from the parent’s equity and that changes in the parent’s ownership intercst in a subsidiary be rccorded as equily
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transactions if the parent rctains its controlling interest in the subsidiary. The statcment also requires consolidated net income to include amounts
artributable o both the parent and the noncontrotling interest on the face of the income statement. In addition, SFAS 160 requires a parcnt to
recognize a gain or loss in net income on the date the parcnt deconsolidates a subsidiary, or ccascs 10 have a controlling financial intercst in a
subsidiary. SFAS 160 is effective for us beginning January 1, 2009, and will apply prospeetively, except for the prescntation of disclosure
requirements, which must be applicd rctrospectively. We do not expect the adoption o SFAS 160 will have a material immpact on our
consolidated (inancial position, results of operations or cash flows,

Reclassifications

During the first and fourth quarters of 2006, we ceased providing community services in the District of Columbia (the District) and the statc of
New Mexico, respectively. In accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (SFAS 144), the
withdrawals have been accounted for as discontinued operations. Accordingly, the results of our community services operations in the District
and New Mexico for all periods presented and the related exit costs have been classified as discontinucd operations, net of income taxes, in the
accompanying consolidated statements of income. Additional information rcgarding discontinued operations can be found in Notc 18.

Certain prior period amounts have been reclassificd to conform to the current prescntation.
2 Acquisitions
2008

We completed sixicen acquisitions during 2008. Thiricen acquisitions were completed within our Community Scrvices segment, one acquisition
was completed within our Employment Services segment and two school acquisitions were completed within the All Other category. Aggregalc
consideration for these acquisitions was approximately S58.4 million, including S1.8 million of noles issued. These acquisitions arc expected lo

generate annual revenucs of approximately §72.0 million. The operating results of these acquisitions arc included in the consolidated statcmcents

of income Trom the datc of acquisition.

The preliminary aggregate purchasc price for these acquisitions was allocated as follows:

Property and equipment S 440
Other intangible assets 11,699
Goodwill 45,996
Other assets 495
Liabilitics assumed (204)

Aggregate purchase price S 58,426

Approximatcly $8.9 million of other intangible assets will be amortized over five 1o fifteen years and consist of $0.9 million of company trade
name, $3.1 million of covenants not-to-compete, $4.6 million customer relationships and 50.3 million of other, with the remaining S2.5 million
of company trade name and $0.3 million of other not subject 1o amortization. Amortization expense for the ahove intangible asscts totaled 30.7
million for the year cnded December 31, 2008. Approximately $34.5 million of zoodwill was allocated 1o the Community Services segment,
S1.6 million was allocaied to Employment Training Services segment, and $9.9 million to All Other. We expect 97% of the $46.0 million of
goodwill will be deductible for tax purposcs.

2007

We completed 12 acquisitions during 2007, Ten domestic acquisitions were completed within our Community Services segmient and two
international acquisitions werc completed under the All Other scgment. Aggregate consideration for these acquisitions was approximately $80.1
million, incuding $3.3 million of notes issucd. Two acquisitions containcd provisions for additional payments to the sellers if specific camings
targets are met subsequent 10 the acquisilion. The maximum aggregatc payments under the agreements arc approximately $11.0 million.

These acquisitions are expected to generalc annual revenues of approximately $130 million. The operaling resulls of these acquisitions arc
included in the consolidated statements of income from the date of acquisition, except for the intermational acquisitions, which were completed at
the end of 2007. Operating results from these international operations were reported a month in arrears, thus the results were excluded from the
2007 consolidated stalement
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of income. The purchase price attributable to the international acquisitions has been reflected on the consolidated balance sheet as of
December 31, 2007,

The preliminary aggregate purchase price for these acquisitions was allocated as follows:

Properly and cquipment S 1.635
Other intangible assets 7.322
Goodwill 67,453
Acquired cash 4,405
Othcr asscls 5,520
Liabilities assumed 6,240)
Aggrepate purchase price § 80,095

The other intangiblc assets will be amortized over ten ycars and consist of $1.7 million of covenants nol-lo-compele, $4.6 million of customer
relationships, and $1.0 milkion of other, with $0.4 million of other intangible assets not subjeet 1o amortization, Amortization expense for the
above intangible assets totaled $0.6 million for the year ended December 31, 2007. Approximately $28.9 million of the goodwill was allocated to
thc Community Scrvices scgment and 538.6 million was allocated 10 the All Other segment. We expeet 14% of the $67.5 million of goodwill

will be deductiblc for tax purposcs.
3. Goodwill and Intangible Assets

A summary of changes to goodwill during the year follows:

Joh Corps F.mployment
Community Training Troining
Services Services Services Other (2) Total
Balancc at January 1, 2007 $ 302,587 % 7,589 % 60,457 3 4861 § 375,494
Goodwill added through acquisitions 28,888 — — 38,565 67,453
Impairment charge — — — {331) (331)
Adjustments to previously recorded goodwill (1) 1,007 — — — 1,007
Balance at December 31, 2007 332,482 7,589 60,457 43,095 443,623
Goodwill added through acquisitions 34,464 —_ 1,596 9.936 45,996
Purchase price allocation adjustments, net 3) —_ — — (7.318) (7,318)
Adjustments 1o previously recorded goedwill (1) 1,236 — — {7,341) {(6,105)
Balance at December 31, 2008 $ 368,182 3 7,589 S 62,0533 § 38372 % 476,196

(1) Adjustments to previously recorded poodwill primarily relate 1o forcign currency translation and carn-out payments. Earn-out payments are
gencrally determined at specific future dates based on the terms of the purchase agreement.

(2) Other is compriscd of international and school operations.
(3) Included within the purchase price allocation adjustments is & $2.0 million delermed tax liability recorded as part of the {inal purchase price

allocation for our 2007 international acquisitions.
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Intangible asscts arc as follows:

December 31, 2008 December 31, 2007
Accumulated Accumulated
Gross Amortizulion G ross Amortization
Covenants not 1o compele $ 28,827 S 17873 S 25,560 S 16,200
Customer relationships 33,049 5,079 23,011 2,743
QOther intangibles 9.270 2,209 4,200 1,416

S 71,146 § 25,161 § 52771 8 20,339

The Company amortizes the covenants not 1o compete over two 1o fiftcen years, customer relationships over ten years, and other intangibles over
onc 1o ten years, with 83.5 million not subjcet to amortization. Amortizalion cxpense for the ycars cnded December 31, 2008, 2007 and 2006
was approximately 4.8 million, $4.0 million and $2.9 million, respectively. Estimated amortization expensc for the next five ycars is as follows:

Year Ending December 31

2009 S 5412
2010 5,006
2011 4,864
2012 4,429
2013 4,006
4. Debt
Long-term debt and obligations under capital leascs consist ol the [ollowing:
December 31
2008 2007
7.75% senior notes duc 2013, net of discount of approximately $0.7 million in 2008 and $0.8 million in
2007 S 149342 S 149,203
Senior secured credit Cacility 103,800 69,300
Obligations under capital leases 637 892
Notes payable and other 3.693 4,416
257,472 223,811
Less current portion 2,086 3.320
) 255,386 3 220,491

On October 3, 2005, we issued $150 million of 7.75% Senior Notes due October 15, 2013 {tbe Senior Notes) in a private placcment under

Rule 144A of the Sccuritics Act of 1933. The Senior Notes, which had an issue price o 99.261% of the principal amount, arc unsecurcd
obligations ranking equal 10 existing and future debt and are subordinate to existing and future secured debt. The effective intcrest rate for these
notes is approximately 7.87%. We used a portion of the proceeds from the offering of the Senior Notes to repurchasc our 10.625% Scnior Notes
due November 15, 2008. The Senior Notes are jointly, severally, fully and unconditionally guarantecd by our 100% owned U.S. subsidiarics.
The Senior Notes were registered under the Securities Act of 1933 in February 2006.

On November 30, 2007, we amended our cxisting senior secured eredit facility. The amendment increased the revolving eredit facility by 830
million to a total of $250 million. Additional capacity of S50 million remains in place, which allows us 1o cxpand our total borrowing capacity o
$300 million. The credit facility expires on October 3, 2010, and will be used primarily for working capital purposes, letters of credit required
under our insurance programs and for acquisitions. The amended and restated senior credit (acility contains various Tinancial covenants relating

{o net worth, capital expenditures and rentals and requires us to maintain specified ratios with
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respect Lo intercst coverage and leverage. The amended and restated senior credit facility is secured by a lien on all ol our assets and, through
secured guarantees, on all ol our domestic subsidiarics’ assets. We arc in compliance with our debt covenants at December 31, 2008.

As of December 31, 2008, we had irrevocable standby letters of credit in the principal amouns of $51.9 million issued primarily in conneetion
with our insurance programs. As of Decemnber 31, 2008, we had $94.3 million available under the revolver with an outstanding balance of
$103.8 million. Outstanding balances bear interest at 1.38% over the London Interbank Offered Rate (LIBOR) or other bank developed rates at
our option. As of December 31, 2008, the weighted average inlerest rate was 3.21%. Letters of credit had a borrowing rate of 1.50% as ol
December 31, 2008. The commitment fee on the unused balance is .30%. The margin over LIBOR and the commitment fec are determined
guarterly based on our leverage ratio, as defined by the revolving credit facility.

Maturities of long-term debt and obligations under capital leascs are as follows:

Year Ending December 31

2009 S 2,086
2010 104,973
2011 138
2012 141
2013 ' 150,138
Thercafter 654

s 258130
5. Income Taxes

Income tax expense atiributable to income {rom continuing opcrations is summarized as follows:

Year Ended December 31

2008 2007 2006
Current:
Federal S 12,381 § 17986 5 15,449
State 2,616 3,494 3,094
Foreign 1.274 258 465
Tolal current 16,271 21,738 19,008
Deferred:
Federal ) 3,979 3,024 3,359
Statc 744 (349) 1,007
Forcign (172) — —
Total deferrcd 4.551 2,675 4,360

Total incomce tax expensc $ 20,822 5 24413 5 23,374
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A reconciliation of the U.S. Federal income tax ratc of' 35% 10 income 1ax expense cxpressed as a percent of pretax income from continuing
opcrations follows:

Year Ended December 31

2008 2007 1006
Federal income tax at the statutory rate 35.0% 35.0% 35.0%
Increase (decrease) in income taxcs:

* State and forcign income taxcs, net of federal benefits 4.0 4.0 4.4
Jobs tax credits, ncl (5.4) (3.0) (3.0)
Nondeductible expenses and other 0.7 0.9 03
Reserves for income tax contingencics 0.6 — (0.9)
Deferred tax valuatien allowance 1.2 (1.3 —

36.1% 35.6% 35.8%

During the years cnded December 31, 2008, 2007 and 2006, we credited additional paid-in capital for the tax henefits associated with share-
bascd compensation in the amounts of 50.9 million, $1.4 millien and $3.1 million, respectively.

As of December 31, 2008, we have state nct operating loss carryforwards of approximatcly $37 million which arc available to offsct future
{axable income, if any, of certain entitics in certain states. These carryforwards will cxpire between 2009 and 2027. These carryforwards have
been partially or fully offsct by valuation allowances as our ahility to apply thesc carryforwards may be limited.

As of December 31, 2008, we have federal [oreign tax credit carryovers of approximately $2.3 million. If not used, these carryforwards will
expirc between 2009 and 2018. Thesc eredil carryovers have been fully offsct by a valuation allowance as our ability to apply these
carrylorwards is subject to limitation.

We have not recognized a deferred tax liability of approximaltely $1.9 million for the undistributed earings of our foreign subsidiarics that arose
in 2008 and prior ycars as we consider thesc earnings to be indefinitely reinvested. As of December 31, 2008, the undistributed carnings of these
subsidiarics were approxinately $4.9 million.
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The tax effects of temporary diferences that give rise 10 signilicant portions of the deferred tax asscts and Habilitics arc presented below:

December 31

2008 2007
Deferred tax assels:

Accounls receivable S 7.839 § 5,978
Covenanls nol to compete and other intangible assets 1,066 2,028
Workers® compensation costs 10,037 9,608
Compensated absences 3,175 3,077
Other Insurance rescrves 4,212 6.702
Sharc-based compensation 2,277 1,976
Other liabilities and reserves 5,804 2,603
Deferred gains and revenuces 2,310 1,842

4,231 3,390

Deferred state income tax nel aperating loss carryforwards

Deferred tax credits, foreign tax credit carmyforwards and other 3,824 2,288
Total gross delerred tax asscts 44,795 39.552
Less valuation allowance 5,353 3,235
Net delerred tax asscts 36,442 36,317
Delerred tax liabilities:
Goodwill and other intangible assets ) 46,796 37,072
Other 341 498
Total deferred tax liabilitics 47,137 37,570
Net deferred tax liability $ (7.695) S {1,253)
Classificd as follows:
Current deferred income tax asset h) 22,702 8 17,959
Noncurrent deferred income tax liability (30,397) (19,212}
Net deferred tax liability S (7.695) $ (1,253)

A valuation allowance for deferred tax asscts was provided as of December 31, 2008 and 2007 refated to state and forcign income tax net
operating loss carrylorwards and (cderal foreign tax credit carryovers. The realization of deferred tax assets is dependent upon generating future
(axablc income when temporary difTerences become deductible. Bascd upon the historical and projected levels of taxable income, we belicve it is
motc likcly than not that we will reatize the benefits of the deductible dilferences afier consideration of the valuation allowance.

We adopted the provisions of FIN 48 on January 1, 2007. The adoption of FIN 48 did not impact the consolidated financial position, results of
operations or cash flows. A reconciliation of the beginning and ending amount of total unrccognized tax benefits is as follows:

2008 2007
Balance at beginning of year 5 483 S 496
Increase related 1o prior year tax positions 328 48
Decreasc related 10 prior year tax positions (n {5)
Increase related to current year (ax positions 88 83
Lapse of statute ol limitations (157) (139)
Balance at end of ycar 8 725§ 483

Included in the balance of total unrecognized tax benefits at December 31, 2008 arc potential benefits of $0.3 million, which if recognized,
would affect the effective tax rate on income from continuing operations.
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We file numerous consolidated and separate income lax retums in the U.S. federal and various state and forcign jurisdictions, With few
exceptions, we arc no longer subject (o income tax cxaminations by the taxing authoritics for years prior to 2004, We believe that we have
appropriate support for the income tax positions takcn and to be taken on our income tax returns and that our accruals for income tax liabilitics
arc adequate [or all open years based on an asscssment of many factors including past experience and interpretations of the lax laws as applicd to
the facts of cach maticr. We do not expeet that the amounts of unrecognized tax benefits will change significantly within the next twelve months.

Total accrued interest and penalties as of December 31, 2008 were less than 0.1 million and are included in acerued expensces.
6. Detail of Ccrtain Balance Sheet Accounts

Property and equipment is summarized as follows:

Deeember 33

2008 2007

Land and land improvements S 7.031 S 6,882
Fumiture and cquipment 101,814 91,210
Buildings 39,462 38,693
l_caschold improvements 32.005 27816
Buildings under capital lease 659 264
Equipment under capital leasc 4583 4,548
Construclion in pProgress 1,269 4,571

186,823 173,984
Less accumulated depreciation and amortization 102,666 90,648
Net property and equipment 5 84.157 S 83,336

Other asscls arc as {ollows:

December 31

2008 2007
Long-term receivables and advanees to managed facilitics $ 2,669 S 1,643
Deposits 3,739 3,547
Deferred debit issuance costs 2,763 3,699
Insurance reeovencs 6,023 5.490
1,128 1,221

Other asscts
S 16,322 S 15,600
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Accrucd expenses arc as follows:

December 31

2008 2007

Wagces and payroll faxcs 5 38313 S 32,928
Compensaled abscnces 12,363 11,801
Health insurance 4,848 3,968
Workers™ compensation insurance 12,845 12,811
Autlomobile insurance 1,752 2,023
Profcssional services 9,443 4,149
Gengral and professional liability insurance 1,825 2,997
Taxcs other than incomc laxes 9,657 7977
Interest 3297 2.951
Defcrred revenuc 6,047 4,894
Other 3,130 3,997

$ 103,520 3§ 90,496
Long-term liabilities arc as follows:

December 31
2008 2007

Workers' compensation insurance 5 20,118 S 15,082
Automobile insurance 3,095 9,360
General and professional liability insurance 4,499 6,277
Other 3,284 2,746

S 31,596 & 33,465
7. Preferred Stock Issuance

On June 23, 2004, ResCare issued 48,095 shares of preferred stock to four investment funds controlled by Onex Corporation (the Onex
Partners), al a purchase price of $1,050 per share or a total pricc of $50.5 million. The preferred sharcs are converible into approximatcly 4.8
million shares of ResCare’s common stock, based on a value of $10.50 per common share which was contractually agrecd to on March 10, 2004
Net proceeds from the transaction were $46.6 million. Issuance costs of approximately 53.9 million, including a 50.5 million transaction fce to
Onex Corporation, were recorded as a reduction in sharcholders’ equity.

The preferred stock was designated as Scrics A convertible preferred stock and is entitled to a liquidation preference of $1,050 per sharc plus ail
unpaid, accrued dividends. There were no dividends declared in 2006, 2007 and 2008. Preferrcd sharcs vote on an as-converted basis as of the
date of issuance. The preferred sharcholders also arc entitled to certain corporale governance and special voting rights, as defined in the
agrcement, and have no preferential dividends, Commencing 18 months after the issuance, the holders of the preferred stock have the right to put
the sharcs 1o ResCare al S1,050 per share plus accrued dividends, if any, il we close a sale of substantially all of our asscts or equity by merger,

consolidation or othcrwise.

Additionally, in connection with the {ransaction, we cntered into a management services agreement with Oncx Corporation whercby Onex
Corporation will advise and assist management and the board of directors from time Lo time on business and financial matters. We have agreed
to pay Onex Corporation an annual advisory fce of $0.4 million [or its services under this agreement effective July 1, 2004. The management
services agreement will continue in effeet until such time as the Onex Partners no longer holds at least 26,452 sharcs of preferred stock. Under
this agreement, annual fees of 50.4 million were paid to Onex Corporation for al] periods presented.
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8. Earnings per Share

The (ollowing data shows the amounts used in computing carnings per comman share and the cffcct on income and the weighted average
number of sharcs of dilutive potential common stock.

Year Ended December 3

2008 2007 2006
Income from conlinuing operations $ 36,809 S 44233 % 42,009
Altributable to preferred sharcholders 5312 6,370 6.243
Autributable Lo common sharcholders $ 31,587 8 37,863 5 35,766
Loss {rom discontinucd operations, net of tax $ (339) S (342) % (5,313}
Attributable to preferred sharcholders {49) (50} (790)
Attributable (o common shareholders S (290) S {292) § {4,523}
Net income $ 36,560 § 43,891 S 36,696
Attributahlc to preferred sharcholders 5,263 6,320 5,453
Attributable to common sharcholders S 31297 S 37,571 § 31,243

Weighted average number of common shares used in basic carnings per common
sharc 28,462 28215 27,558

EfTeet of difutive sceurities:

Stock options 48 266 534

Restricted stock 90 108 79
Weighted average number of common shares and dilutive potential cornmon )

sharcs used in diluted carnings per common share 28.600 28.589 28.171

There are no antidilutive average shares [or the periods presented above,

9. Segment Information

As of December 31, 2008, we had three reportable operating segments: (i) Community Scrvices, (ii) Job Corps Training Scrvices and

(iii) Employment Training Scrvices. W cvaluate performance bascd on profit or loss from operations belore corporale ¢Xpenses and other

income, interest and income taxes, The accounting policies of the reportable segments are the same as those descrihed in the summary of
significant accounting policics. Interscgment revenues and transfers are not significant.
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The following table scts forth information about reportable scgment operating results and assets:

Job Carps Fmployment
Community Training Training All Consoliduted

As of and for the vear ended December 31: Scrvices Servives Services Other (1) Totals
2008

Revenues (2) S  1,109275 S 163,944 S 222394 S 47970 5§  1.543.583
Operating income (2) (3) 99.633 11,782 22,692 (57,287) 76,820
Total asscts 606,681 39,074 133,814 134,574 914,143
Cupital expendilures 4,097 — 1,043 10,251 19,391
Depreciation and amortization 10,037 — 2,321 10,585 22,943
2007

Revenucs (2) S 1,052,409 3 163,904 § 197,588 S 19,397 § 1,433,298
Opcrating income (2) 111,350 11.588 17,093 (52,867) 37,164
Total assets 547,369 32,532 134,355 120,287 834,543
Capital expenditures 9,814 — 1,425 12,772 24,011
Depreciation and amoriization 9,929 — 1,962 7,898 19,789
2006

Revenucs (2) ) 915878 S 160,i84 3 205,502 § 20,554 § 1,302,118
Operating income (2) 104,676 11,177 14,293 (46,4513 83,695
Total asscts 496,115 32,944 130,126 66,871 726,056
Capilal cxpenditures 8,326 —_ 659 £.273 17,258
Depreciation and amortization (2) 8,410 — 1,851 6,253 16,914

(1) All Other is compriscd of our intemational operations, charter schools and corporate general and administrative cxpenses.

(2) Amounts [or both Community Scrvices and the Consolidated Totals have been restated to exclude the effects of Washington, D.C. and New
Mexico, which operations were discontinued cfTective March 31, 2006 and October 31, 2006, respectively.

(3) Opcerating income includes a 520.3 million charge related to the resolution of four legal matters within our Community Services scgment.

10, Benefit Plans

W sponsor relirement savings plans which were cstablished to assist cligible employces in providing for their future retirement needs. Qur
contributions to the plans werc $5.2 million, 54.9 million and $4.4 million in 2008, 2007 and 2006, respectively.

11, Share-Based Compensation

As of December 31, 2008, we had outstanding awards under threc share-based incentive ptans, Under the plans, stock options are awarded at a
price cqual to the market price ol our common stock on the datc of grant, and an option’s maximum vesting term 15 normally [ive ycars.
Generally, all options have varicd vesting schedules, varying between 20% and 50% at datc of grant with the remaining options vesting over one
to four years. Restricted stock awards gencrally are comprised of service-based restricted shares and performance-based restricted shares. The
service-based restricled shares gencrally vest over three 10 four ycars from the daie of grant. The performance-bascd restricted shares vest in
increments if and when certain performance crileria are met.

The fair value of cach stock option is estimated on the date of grant using the Black-Scholes valuation inodel. The expeeted volatility of our
stock price is based on historical volatility over the expected term. The expected term of the option is based on historical employec stock option
excrcise behavior, the vesting lerm of the respective award and the contractual tenm, Qur stock price volatility and cxpected option lives are
based on management’s best estimates at the time of grant, both of which impact the fair valuc of the option caleulated under the Black-Scholcs

F-23




Tuble of Contents

methodology and, ultimately, the expense that will be recognized over the vesting term of the option. There were no stock option grants in 2008,
2007 or 2006.

Total share-based compensation expense by type of award for the years ended December 31, 2008, 2007 and 2006 was as follows:

Year Fnded December 3

2008 2007 2006
Stock options S — 5 66 S 635
Restricted stock, service-based 3,164 3,537 671
Restricted stock, performance-based 1,682 3.018 1.441
Total sharc-bascd compensalion expense 4,846 6,621 2,747
Tax cfTeet 1,885 2,575 834
Sharc-based compensation cxpense, net of tax S 2961 5 4046 S 1,911

We use authorized but unissued sharcs when a stock option is excreised or when restricted stock is granted.

Stock Options

As of December 31, 2008, a total of 310 options were outstanding under the plans. Sharc-bascd compensation expensc recognized for 2008
included compensation expensc for stock options granied prior 1o, but nol yet vestcd as of January 1, 2006, based on the grant date fair valuc
estimated in accordance with SFAS 123. The intrinsic value of the stock options excrcised during 2008, 2007 and 2006 was $2.4 million, 54.0
miltion and $9.6 million, respectively. The fair value of the stock options which vested during 2008, 2007 and 2006 was approximaiely 50.7

million, $0.8 million and $1.8 million, respectively.
As of December 31, 2008, there was no share-based compensation rciated (o nonvested stock options,

A summary of our stock option activity and related information for 2008 is as follows:

Weiphted Weighted
Average Averape
Stock Exercise Remaining
Options Price Contractoa! Life
Outstanding at December 31, 2007 551§ 12.09 2.6
Excreised (230) 7.38
Forfeited/canccled (1) 6.64
Outstanding at December 31, 2008 310 15.78 24
Excrcisable at December 31, 2008 310 s 15.78 2.4

Restricted Stock, service-based

As of December 31, 2008, 441 shares of service-based restricted stock were outstanding which vest based on ycars of service. During the twelve
months cnded December 31, 2008, we awarded 193 service-bused restricted shares 1o key employees and directors. The fair value of the
restricted stock awards was based on the closing market price of common stock on the date of award and is being amortized under the straight-
line method over the service period. Share-based compensation expense recognized for 2008 is based on scrvice-based restricted stock ulimately
cxpected to vest, and therefore it has been reduced for cstimated forfeitures. The fair valuc of service-based
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restricted sharcs which vested during 2008, 2007 and 2006 was approximatcly $2.9 million, 53.1 millien and $0.4 million, respectively.

As of December 31, 2008, there was $5.8 million of unrccognized share-based compensation rclated to nonvested service-based restricled stock.

That cost is expected lo be recognized over an cstimated weighted-average amortization period of approximately four years.

A summary of our scrvice-based restricted stock activity and rclated information for 2008 is as follows:

Service-Barsed

Weighted
Average

Restricted Grant Date

Stock Fair Vulue
Cutstanding at Dccember 31, 2007 435§ 18.10
Granled 193 18.60
Issued (150} 18.11
Forfeited/canccled (37) 18.80
Quistanding at December 31, 2008 441 g 18.09

+

Restricted Stock. performance-based

As of December 31, 2008, a total of 336 shares of performancc-based restricted shares were outstanding. The restricted stock primarily vests if
ResCarc meets cerlain operating targets st by our Board of Dircctors. The fair valuc of the restricted stock awards are based on the closing
market price of comimon stock on the date ol award and is being amortized over the estimated scrvice period to achieve the eperating largets.
Share-based compensation cxpensc recognized for 2008 is bascd on performance-based restricted stock ultimately expeeted to vest, and
therefore it has been reduced for estimated forfcitures. The fair value of performance-bascd restricied sharcs which vested during 2008 and 2007

was approximatcly $1.5 million and 51.1 million. respectively. No performance-based restricted shares vested during 2006,

As of December 31, 2008, there was $9.0 million of unrecognized share-based compensation related to nonvesied performance-based restricted
stock. The underlying performance criteria relate 1o meeting cortain annual carnings targets. Based on current projections, all of this is

considered probable.

A summary of performance-based restricted stock activity and related information for 2008 i1s as follows:

Performance- Weighted
Bascd Average

Restricted Grant Date

Stock Fair Vnlue
Outstanding at Deccmber 31, 2007 394 § 18.70
Granted 9 25.16
[ssued 67 18.24
Forlcited/canceled —_ _
336 5 18.97

Qutstanding at December 31, 2008

12. Lease Arrangements

We lcase certain residential and operating facilities, oflice spac, vehicles and equipment under operating icases which expirc at various dates.
Total rent expense was approximately $70.4 million, $65.5 million and $60.5 million lor the years ended December 31, 2008, 2007 and 2006,
respectively. Facility rent, defined as land and building lease expense less amortization of any deferred gain on applicable lcasc transactions, was

approximately $59.0 million, $53.8 million and $49.9 million for the years cnded December 31, 2008, 2007 and 2006,
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respectively. We also lease certain land and buildings uscd in operations under capital lcases. These |cascs expire at various daics through 2020
(including renewal options) and gencrally require us to pay property taxes, insurance and maintenance costs.

Future minimun lease payments under capital leases, together with the minimuin lease payinents required under operating lcuses that have initial
or remaining non-cancelable lease terms in excess ol one year at December 31, 2008, are as {ollows:

Capital Opecrating

Year Ended December 31 l.eases Leases
2009 $ 130§ 52,886
2010 123 44 415
2011 111 31,156
2012 . 102 24,159
2013 96 19,410
Thercatier 310 47.078

Total minimum lcase payments 8§72 S 219,104
Less amounts representing interest 235
Present value of minimuimn lease paymenis 637
Less current maturities 78
Total long-term obligations under capital lcases S 559

Assets capitalized under capital lcascs as reflceted in the accompanying consolidated balance sheets were 50,7 million and 50.7 million of
buildings and $4.6 million and $4.5 million of cquipment as of December 31, 2008 and 2007, respectively. The accumulated depreciation related
10 asscts under capital lcases was $4.0 million and $3.5 million as of December 31, 2008 and 2007, respectively.

During 2007, we sold five propertics with an aggregate net book value of $1.8 million. Procecds from the sale totaled $2.0 million, resulting in a
gain on the sale tolaling $0.2 million. All live properties are uscd in our Community Services segment. The properties have been leascd back to
us under lease agreements with terms of five to twelve ycars. As a result of the sale-leascback transactions, the deferred gain is being recognized
over the terms of the leascs. The minimum lease payments required under these operating lcases have been incorporated into the future minimum
lease payments above, There were no salc-leaschback transactions in 2008,

13. Financial Instruments

Al December 31, 2008 and 2007, the lair values of cash and cash equivalents, accounts reccivable and accounts payable approximated carrying
value because of the short-term nature of these instruments. The fair vatuc of our other financial instruments subject to fair value disclosurcs arc

as {ollows:

2008 2007
Carrying Fair Carrying Fuoir
Amount Value Amount Value
Long-term debt:
7.75% scnior notes S 149342 § 127,050 S 149,203 S 148,875
Senior securcd credit facility 103,800 103,800 69,300 69,300
Notes payable and other 3,693 3,619 4416 4,279

We estimated the fair value of the debt instruments using market quotes and calculations bascd on current market rates available to us.
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14. Commitments and Contingencies
Litigation

From time to lime, we, or a provider with whom we have a management agreemcnt, become a party 10 Jegal and/or administrative proceedings
that, in the cvent of unfavorable outcomes, may adversely afTect revenucs and period to period comparisons.

In July 2000, American International Specialty Lines Insurance Company, or AISL., filed a Complaint for Declaratory Judgment against us and
certain of our subsidiarics in the U S. District Court for the Southern District of Texas, Houston Division. In the Complainl, AISL sought a
declaration of what insurance coverage was available 1o ResCare in the casc styled /n re; Estate of Trenia Wright, Deceased, et al. v. Res-

Care, Inc., et al., which was filed in Probate Courl No. 1 of Harris County, Texas (the Lawsuit). Afier the fiting, we cnlered into an agrecment
with AISL whereby any scttlement reached in the Lawsuit would not be dispositive of whether the claims in the Lawsuit were covered under the
insurance policies issucd by AISL. AISL thereafter settled the Lawsuit. The case was tried. without a jury, in late December 2003. On March 31,
2004, the Courl entered a judgment in favor of AISL in the amount of $5.0 million which we appealed to the Fifth Circuit Court of Appeals. In
June 2008 the Coun of Appeals affirmed the judgment but denied AISL’s petition for atlorney fces and pre-judgment interest, We filed a Motion

for Rehearing which was denicd in July 2008 thus cnding the litigation. We made provisions in our consolidated financial statements for the
liahility that resultcd from final adjudication of this matter. The liability was paid in July 2008.

In October 2003, a lawsuit was filed in Fulion County, Georgia Courl styled Freddic Fiits v. Res-Care, Inc., et al. The lawsuit sought
unspecified damages for permancnt injurics reccived by Mr. Fills in an October 2003 automabilc accident involving one ol our vchicles. In
February 2006, we trans [erred the case to the U.S. District Court, Northern District of Georgia, Atlanta Division. We admitted liability and in
Junc 2008 scitled the lawsuit during trial. We made provisions in our consolidated financial statements for the liability thal resulted {rom final
adjudication of this matter. The liability was paid in July 2008.

in January 2006, a lawsuit was filed in San Matco County Superior Court styled Conservatorship of the Person and Estate of Theresa Rodrigiez
v. Res-Care. Inc, Res-Care California, fnc. dba RCCA Services, et al. The lawsuit allcges violations of the Elder and Dcpendent Adult Abuse
Act, Breach of Fiduciary Duty, Negligence and Unfair Business Practices as a result of Ms. Rodrigucz being scverely burned in May 2004 onc
week after the replacement of a watcr heater at a group home in California where she resided. PlaintifT also sought atiorneys’ fces and punitive
dainages against RCCA Services. We initiated settlement discussions which were successlul after the second quarter of 2008, thus ending the
litigation. We madc provisions in our consolidated financial statements for the liability that resulted [rom final adjudication of this matler.
Furthermore, we have preserved our rights for indemnity against the plumbing installers/manufacturers of the water heater. The liability was paid

in August 2008.

In January 2007, the U.S. Court of Appeals for the Seventh Circuit reversed a Summary Judgment we had received from the U.S. District Coun,
Southern District of Indiana, in Omega Healtheare Investors. Inc. v. Res-Care Health Services, Inc. In the case, Omega was initially sccking
$3.7 million for breach of contract in the closing of a facility in 1999 located in Lexington, K cntucky. Trial commenced in Junc 2008 on the
issuc of damages only and the jury returned a verdict of $6.0 million which was entcred as a judgment in August. Prior to the Judge ruling on
various post-trial motions, inctuding pre-judginent interest, attorney's fees and costs, the case settled and was paid in January 2009. We had
previously made provisions in our consolidated financial statements for the liability that resulted from {inal adjudication of this matter.

During 2008, we recorded a pretax charge of $20.3 million in connection with the resolution of the legal matters described in the preccding
paragraphs. ResCare or ils affiliates are also parties to various other legal and/or administrative proceedings arising out of the operation ol our
facilities and programs and arising in the ordinary coursc of busincss. We do not believe the results of these proceedings or claims, individually
or in the aggregate, will have a material adverse c[Tect on our consolidated financial condition, results of operations or cash [ows.
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15. Related Party Transactions

We lease certain of our [acilitics under an operating lease with Ventas, Inc., a publicly traded healthcare rcal estale investment trust. Ronald
Gary, our Chairman of the Board and former President and Chicf Exccutive Officer, is a member of Ventas' board of dircctors, The lease
commenced in October 1998 and cxicnds through 2010, Lease payments 1o the trust approximated $1.0 million [or the years ended
December 31, 2008 and $S0.9 million for 2007 and 2006. Aggregate future rentals arc cstimated to be approximatcly $2.8 million, subject 1o
annual increascs based on the consumer price index.

16. Quarterly Data (unaudited)
First Sccond Third Fourth
Quarter Quarter Quarter Quarter Total
2008 (1) (2)
Revenucs § 175399 S 385378 S 387923 S 394,883 S 1,543,583
Facility and program contribution 38,224 16,616 37,758 43,156 135,754
Net income:
Income (loss) from continuing operations, nct of tax 5 12,100 $ {1,569) S 11,628 S 14,740 S 36,899
Loss [rom discontinucd operations, net of tax (54) (103) (122) (60) {339
Net income (loss) S 12,046 § (1,672) § 11,506 S 14,680 5 36,560
Net income (loss) attribuiable to common
sharcholders 10,308 (1,672} 9,856 12,568 31,297
Basic carnings (loss) per common share:
From continuing opcrations ) 036 S 0.06) 5 035 § 044 S 1.1
From discontinued operations {0.00) {0.00) {(0.00) (0.00} {0.01)
Rasic carmings (loss) per common share S 036 5 (0.06) S 035 S 044 S 1.10
Diluted eamings (loss) per common share:
From continuing operalions $ 036 S (0.06) S 035 S 044 5 1.10
From discontinued operations (0.00) {0.00) (0.01) {0.00) {0.01)
Diluted earnings (loss) per common share S 036 S (0.06) 3 034 S 044 S 1.09
2007 (1)
Revenues § 338495 S 363,023 S 364,598 S 367,182 S 1433298
Facility and program contribution 33,753 35,152 35,976 36,005 140,886
Ncl income:
Income Irom continuing operations, net of 1ax ) 10,291 S 10,279 S 11,323 § 12,140 S 44,233
Loss from discontinucd operations, net of tax (139) (123) {136) 56 (342)
Ncl income S 10,152 5 10,136 3§ 11,387 § 12,196 $ 43,891
Net income atiributable to common sharcholdcrs g 80695 S 8680 S 9750 § 10,446 5 37,571
Basic carnings (loss) per common share:
From continuing operations S 031 % 032 S 034 037 S 1.34
From discontinucd operations (0.00) {0.01) (0.00) (0.00) (0.01)
Basic carings per common share $ 031 3 031§ 034 5 037 S 1.33
Diluted carnings {loss) per common share:
From continuing opcrations L) 031 3 031 S 034 § 036 S 1.32
From discontinued operations {0.00) {0.01) {0.00) (0.00) (0.01)
Diluted carnings per commeon sharc $ 031 § 030 35 034 5§ 036 § 1.31

(1) Amounts have been restated, as appropriate, o exclude the cffects of discontinucd operations. During 2006, we ccased providing
community services in the District of Colunbia and the statc of New Mexico. The results of these operations, along with related exil costs,

have been classilicd as discontinued operations for all periods presented.

(2) Second quarter of 2008 includes a $24.4 million (S14.9 million, net ol tax, or $0.45 per diluted share) charge related to the resolution of
three separate legal matters and the ongoing proceedings of another casc. Fourth quarter of 2008 includes a S4.1 million (52.5 million, net of
tax, or 50.07 per dilutcd sharc) reduction of the logal reserves duc to final judgment of one casc.

17. Minority Intercsts

The accompanying consolidated financial statemenis includc the financial information of ResCarc and that of scveral subsidiaries in which we
hold a majority interest. For consolidated majority-owned subsidiaries in which we own less than 100%. we recognize a minority interest for the
ownership interest of the minority owners. During 2008 ResCare held a 67.5% intcrest in Pharmacy Alternatives, LLC, 2 closed-door pharmacy

providing products
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and services to both ResCare operations and other providers of services to persons with developmental disabilitics. On December 31, 2008,

ResCare purchased the remaining 32.5% inembership interest from Pharmapro. Inc.

ResCare currently holds a 66.7% interest in Rest Assurcd LLC, a limited lability company comprised of public and privaic organizations
providing remate monitoring services for persons with disabilities, and an 1% intcrest in ResCare Maatwerk B.V., a private Timited Hubility
company under Dutch law providing government funded job reintegration services. The minority interest represents the share of the cquity that is
attributable to the minority owner and is disclosed separately in the consolidated balance shect. The minority interest impact of $0.4 million and
$0.2 million for the years ended December 31, 2008 and 2007, respectively, are not material 1o our results of operations, and therefore has been
classilied as other operating cxpense in the consolidated statcments of income.

18. Discontinued Qperations

During the first quarter of 2006, we ceased providing community services in the District due to high operating costs and substantial losses
resulting from changes in regulatory oversight reguircments. Effective October 31, 2006, pursuant to the contract l&rms, the state of New Mexico
canceled our contract without causc and we ccased providing services 1o people with developmental disabilities in New Mexico. In accordance
with SFAS 144, the withdrawals have been accounted for as discontinucd opcrations. Accordingly, the results of our community scrvices in the

District and New Mexico for all periods presented and the related exit costs have been classified as discontinued operations, nct ol income taxes,
in the accompanying consolidated statcments of income.

nillion during the year cnded December 31, 2006. Also in

In canncction with the withdrawals, we recorded a charge for cxit costs totaling 52.9 1
ally leascholds and furniture. The following table describes

2006, un additional $1.0 million was recorded for impaired assets, which were princip
the 2006, 2007 and 2008 activity Tor the cxit liability:

One-time
Beneft
Arrangements L.cose
And Related Terminution
Costs Activity Total

Balance at January i, 2006

Accruals
Payments
Balance at December 31, 2006

Reversals
Payments
Balance at December 31, 2007

Accruals
Payments
Balance at December 31, 2008




Year Ended December 31

2008 2007 2006
Revenues $ — 3 13§ 22,252
Facility and program cxpenscs 514 694 26,592
Facility and program loss (514) (681) {(4.340)
Exil costs (16) 141 (2,880
Impairment charges — — (1.049)
Lass from discontinucd operations, before income taxcs (530) (540} (8.269)
Income tax beneiit 191 198 2,956
Loss from discontinued operations, net of tax S (339) S (342) 3 (5,313)

19, Subsidiary Guarantors

fully and unconditionally guaranteed by our 100% owned U.S. subsidiarics. There arc no restrictions on
r means. The following are condensed consolidating financial
rovided pursuani to Rule 3 — 10 of Regulation §-X in licu of scparate

The Senior Notes are jointly, severally,
our ability to oblain funds from our U.S. subsidiarics by dividends or othe
statements of our company, including the guarantors. This information is p
financial statcments ol cach subsidiary guarantceing the Senior Notes. The following condensed consolidating financial slatements present the

balance shecl, staicment of income and cash fows of (i) Res-Carc, Inc. (in cach case, reflecting investments in its consolidated subsidiarics
under the cquity method ol accounting), (ii) the guarantor subsidiarics, (iii) the nonguarantor subsidiaries, and (iv) the eliminations necessary to
arrive al the information or our company on a consolidated basis. T

conjunction with the accompanying Consolidated Financial Stalcments.

he condensed consolidating financial statements should be read in
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING BALANCE SHEET
December 31, 2008
(In thousands)

Guarantor Non-Guaranior Cansolidated
HesCare, Inc. Subsidiaries Subsidiarics Fliminations Total
ASSETS
Current assels:
Cash and cash cquivalenis S 146 S 4,048 S 9400 § — § 13,594
Accounis reccivable, net 50,172 177,149 3,655 —_ 230976
Refundable incomce taxes 2,222 — (441) _— 1,781
Deferred income taxes 22,694 —_ 8 — 22,702
Non-irade receivables 475 3,710 (164) — 4,021
Prepaid expenscs and other current assels 12,102 6,060 247 — 18,409
Total currcnt assels 87,811 190.967 12,705 — 291,483
Properly and cquipment, net 38,195 45,410 552 — 84.157
Goodwill 94,785 353,474 27,937 — 476,196
Oiher intangible asscis 6,876 32,880 6,229 — 45,985
Investment in subsidiaries 572,440 41,741 80,228 (694,409) —
Other asscts 10,614 5,246 462 — 16,322

S £10,721 S 669,718 S 128,113 S (694,409} § 914,143

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current labilitics:

Trade accounts payable S 26,623 S 19205 S 3388 S — 8 49,216
Accrucd expenscs 49,565 53,450 505 — 103,520
Currcnt portion of long-term debt — 2.008 — — 2,008
Current portion of obligations under capital lcascs 13 65 — — 78
Accrued income (axcs 849 — 250 — 1,099
Total current liabilities 77,050 74,728 4,143 — 155,921
Interecompany {18,190) 12,286 5,904 — —
Long-term liabilitics 29,799 1,559 238 — 31,596
Long-tcrm debt 253,142 1,685 — — 254 827
Obligations under capital lcases 19 540 — — 559
Delerred gains 1,623 2,343 _ — 3,966
Delerred income laxes 30,401 — {4 — 30,397
Total liabilitics 373,844 93,14] 10,281 — 477,260
Total sharcholders’ equity 436,877 576,577 117,832 {694,409) 436,877

$ 810721 5 669,718 3 128,113 §  (694.409) § 914,143
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING BALANCE SHEET

December 31,2007
(In thousands)
Guarantor Non-Guaranter Consolidated
ResCare, Inc. Subsidiarics Subsidiarics Fliminations Total
ASSETS
Current asscts:
Cash and cash equivalents $ 1,37¢ S 3,724 S 5706 S — 5 10,809
Accounts receivable, net 39,989 162,420 4,120 — 206,529
Relundable income laxes 2,026 — 439 — 2,465
Deferred income laxes 17,959 — — — 17,959
Non-irade receivables 542 8,835 68 — 9,445
Prepaid cxpenses and other current assets 6,894 5,161 310 — 12,365
Total current assets 68,789 180,140 10,643 — 259,572
Property and cquipment, ncl 36,884 45,827 625 — 83,336
Goodwill 85,699 313,954 43,970 —_ 443,623
Other intangible assets 4,576 27,836 — — 32,412
Investment in subsidiarics 492 487 — — (492,487) —
Qiher asscls 11,210 4,290 100 — 15,600

) 699,645 S 572,047 S 55338 S (492,487) S £34,543

LIABILITIES AND SHAREHOLDERS® EQUITY
Current liabilities:

Tradc accounts payable S 32.863 S 18,615 S 3172 S — 8 54650
Accrued cxpenscs 44 897 44,550 1,049 — 90,496
Current portion ol long-term debt 271 2.967 — — 3,238
Current portion of obligations under capital leases 13 69 —_— — 82
Accrucd income taxes 1,146 — 413 — 1,559
Total eurrent liabilitics 79,190 66,201 4,634 — 150,025
Intercompany {57,476) 14,561 42975 — —
Long-term liabililies 31,721 1,744 — —_ 33,465
Long-tcrm debt 218,503 1,178 — — 219,681
Obligations under capital leascs 34 776 — — 810
Delerred gains 1,587 2,892 - — 4,479
Deferred incomce 1axes 19.217 — (5) — 19,212
Totai liabilitics 292,776 87,292 47,604 — 427,672
Minorily intercsts — 2 — — 2
Total sharcholders’ cquity 400,869 484,753 7,734 {492.487) 406,869

3 699.645 S 572,047 3 55338 S (492487) S 834,543
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME
Year Ended December 31, 2008
{In thousands)

Consolidated

Guarantor Non-Guarantor
ResCare, Inc. Suhsidiarics Subsidiaries Eliminations Total
Rovenues $ 300,052 § 1,216,375 S 27,156 S — §  1,543.583
Opcrating cxpenscs 323,845 1,116,592 26.326 — 1.466,763
Operating (loss) income {23,793) 96,783 830 — 76,820
Other {income) cxpenscs:
Interest, net 19,159 {75) 15 —_ 19,099
Equily in carnings of subsidiaries (64.018) — — 64,018 —
Total other cxpenscs {44,859} (75) i5 64,018 19,099
Income from continuing operations before income 1axes 21,066 99,858 815 (64,018} 57,721
Income tax (benclit) expense (15,454) 36,022 294 — 20,822
Income fram continuing operations 36,560 63,836 521 (64,018} 36,899
Loss [rom discontinued opcrations, net of tax — {339) — — (339)
Net income S 36,560 § 63,497 S 521 § (64,018) § 36,560
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME
Year Ended December 31, 2007

{in thousands)
Guaranior Non-Guurantor Consolidated
ResCare, Inc, Subisidiarics Suhbsidiarics Eliminations Tutal
Revenues S 290,678 S 1,138,517 S 4,103 % — S 1433298
Operating cxpenses 299.016 1,043,588 3,530 — 1,346,134
Operating (loss) income (8,338) 94,929 573 — 87,104
Other (incoine) cXpenses!
Intercst, net 1,624 10,741 153 — 18,518
Equity in camings of subsidiaries (54,176) — — 54,176 —
Total other cxpenscs _ (46,552) 10,741} 153 54,176 18,518
Income from continuing operations before income 18XCs 38,214 84,188 420 (54,176} 68.646
Incomc lax {benefit) expcnse (5,677) 29.941 149 — 24413
Income {rom continuing opcrations 43,891 54,247 271 (54,176} 44,233
Loss from discontinucd operations, net of tax — 342) — — (342)
Nct income $ 43.891 3§ 53905 § 271 % {54,176) § 43.891
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME
Year Ended December 31, 2006
{(t thousands)

Guarantor Noan-Gusrantor Consolidated
ResCarg, Inc. Subsidiaries Subsidinries Eliminations Total
Revenucs S 267,083 5§ 1,029420 S 5,615 § — § 1,302,118
Operating cxpcnscs _ 259,289 954,192 4,542 — 1,218,423
Operating incoine 7,794 75,228 673 — 83,695
Other {(incoinc) expenscs:
Inlerest, net 8,807 9,444 61 — 18,312
Equity in earnings ol subsidiarics {37,347) — — 37,347 ——
Total other expenscs (28,540) 9.444 61 37.347 18,312
Income from continuing opcrations before income taxes 36,334 65,784 612 (37,347} 65,383
Incoime tax {benefit) expensc (362) 23,517 219 — 23,374
Income from continuing operations 10,696 42,267 393 (37,347 42,009
Loss {rom discontinued operations, net of lax — {5,313) — — {5,313)
Net income S 36696 S 36954 5 393§ (37.347) 5 36,696
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RES-CARE, INC, AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Year Ended December 31, 2008
(In thousands)

Guarantor ~Non-Guarantor Consolidated
ResCarg, Inc. Subsidiarics Subsidiurics Eliminations Total

Operating activities:
Net income 3 36,560 3 63,497 5 521§ (64,018) § 36,560

Adjustments to reconcile nct incomc to cash provided
by operating activities:

i Depreciation and amortization 10,883 11,161 899 — 22,943
| Impairment charge — 313 — — 313
| Amortization of discount and deferred debt
' issuance costs on notes 1,192 —_— — - 1,192
I Sharce-based compensation 4,846 — — — 4,846
. Deferred income taxes, nel 6,449 (131) {7 — 6,311
Provision for losses on accounts receivable — 7.104 — — 7,104
Excess tax benefit from excreise of stock options (935) — — — (935)
Loss on sale ol asscls — (5) — — (5
Equity in eamings ol subsidiarics {64,018) — — 64,018 —
Changes in operating assels and habilitics (3.790) (2,139) (25.848) — (31,777}
Cash {used in) provided by operating aclivilics (R.813) 75.800 (24.435) — 46.552
Investing activities: '
Purchascs of property and equipment {11,625) (7,5706) (190) — {19,391)
Acquisitions of businesses, net ol cash acquired — (56,659) — — (56,659)
Procecds [rom salc of assets — 633 — — 633
Cash used in investing activitics (11,625} (63,602) (190) — (75,417)
Financing activities:
Long-term decbt repayments (2,531) — — — {2.531)
Borrowings of long-ienm debl — — — — —
Short-lerm borrowings-three months or Iess, net 36,885 {2,385) — — 34,500
Payments on obligations under capilal lcascs —_ (715 — — (75)
Procceds from sale and leascback transaction —_ ' — — — —
Ncit payments relating to intercompany inancing (15,935) (13,414) 29,349 — —
Proceeds reccived [rom excrcise of stock options 1,562 — — — 1,562
Excess tax benelits from share-based compensation 935 — — — 915
Employee withholding payments on share-based
compensation (1,593) — — — (1,593}
Debi issuance costs (118) — — — (118)
Cash provided by (used in) (inancing activitics 19,205 (15,874) 29,349 — 32,680
Effeet of exchange rate on cash and cash equivalents — — (1,030) — {1,030}
Increase in cash and cash equivalents (1,233) 3124 3.694 — 2,785
Cash and cash cquivalenis at beginning of period 1,379 31.724 5,706 — 10,809
(Cash and cash equivalents at ¢nd of period $ 146 S 4,048 3 9400 3§ — % 13,594
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. RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Year Ended December 31, 2007
(In thousands)

Operating activities:
Net income 5
Adjustments 1o reconcilc nct income 10 cash provided
by operating activities:
Depreciation and amortization
Impairment charge
Amortization of discount and deferred debt
issuance COSts on notes
Share-based compensation
Deferred income taxes, net
Provision for losscs on accourls receivable
Excess tax benefit from exercisc of stock options
Loss on sale of assets
Equity in carnings of subsidiarics
Changes in opcrating assets and liabilities

Cash provided by operating activilics

[nvesting activities:
Purchascs of property and cquipment
Acquisitions of busincsses, net of cash acquired
Proceeds from sale of assets

Cash used in investing activitics

Financing activities:
Long-term debt repaymcnis
Borrowings of long-term debt
Shori-term borrowings-three months or less, net
Payments on obligations under capilal Icases
Proceeds from sale and leascback transaction
Nct payments relating Lo intercompany financing
Procecds reccived {rom exercisc of stock options
Excess tax benefits [rom share-based compensation
Debt issuance cosls

Cash (used in) provided by financing activitics

(Decrease) inercase in cash and cash cquivalents

Cash and cash cquivalents at beginning of period
Cash and cash equivalents at end of period 3

Guaruntor Non-Guarnntor Consolidated
ResCare, Inc. Subsidiarics Suhsidinries Eliminutinns Total
43,891 S 53,905 S 271§ (54,176) S 43,891
91316 10,451 22 — 19,789
— 331 —_— —_— 331
1,084 — — — 1,084
6,621 — — — 6,621
3,532 — (1) — 3,531
— 6,364 — — 6,164
(1.387) — — — (1,387)
— (72) — — (72)
(54,176) — — 54,176 —
10,656 {44,850) 39,857 — 5,623
19,537 26,089 40,149 —- 85,775
(13,403) (10,569) (39) — (24.011)
— (33,802) (38,573) —- {72,375)
— 984 — — 984
{13,403) (43.387) (38,012) — (95,402)
(120,549) (3,732) — — (124,681)
80,000 — — — 80,000
54,300 — — — 54,300
— (193) — — (193)
— 1,566 — — 1,966
(23,805} 22,955 850 — —_
2,341 —_ — — 2,341
1,387 — — — 1,387
(225) — — — (225)
(6,951) 20,996 850 — 14,895
(817) 3,698 2,387 — 5,268
2,196 26 31319 — 5,541
1,379 % 3724 S 5706 $ — § 10.809
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Year Ended December 31, 2006
{In thousands)

Guarunfor Non-Guarantor Consolidated
ResCare, Inc. Subsidiarics Subsidiarics Eliminulions ‘T'otal

Operating activities:
Net income S 36,696 5 36,954 S 393 5 (37,347 5 36,696

Adjustinents to reconcile net income to cash (used in)
provided by operating activilies:

Depreciation and amorlization 7.309 9,795 30 — 17,134
lmpairment charge — 1,499 — —_ 1,499
Amortization of discoun( and deferred debt
issuance cosls on notcs 1,004 — — — 1,004
Share-bascd compensation 2,747 — —_ — 2,747
Delerred income taxes, net 3,800 —_ — — 3,800
Provision for losscs on accounts reccivable — 5,836 — — 5.836
Excess tax bencfil from cxercise of stock oplions (3,122) — — — (3,122}
Loss on sale of assets — 139 — — 139
Equity in carnings of subsidiarics {37,347) — — 37,347 —
Changes in operating asscts and liabilities (19.850) {10.800) 1,157 — {29,493)
Cash (uscd in) provided by operating aclivitics (8,763) 43,423 1,580 — 36,240
[nvesting activities:
Purchascs of property and equipment (9.729) (7.895) 366 — (17,258)
Acquisitions of businesses, net of cash acquired — (113,456) — — (113,456)
Proceeds from sale of assets — 680 — — 630
Purchases of shorl-term investinents (39,200} — — — (39,200)
Rcdemptions of short-ierm investments 60,850 — — — 66,850
Cash provided by {used in) investing activities 17,621 (120,671) 366 — (102,384)
Financing activities:
Long-tcrm debt repaymenis (297) (3,191} (393) — (3,881)
Borrowings of long-lerm debt 40,000 — — — 40,000
Shott-lerm borrowings-three months or less, net 15,000 — — — 15,000
Payments on obligations under capilal leascs — (1,472) _ — (1,472)
Proceeds from sale and teascback transaction — 2,651 — — 2,651
Net payments relating Lo intcrcompany f[inancing (76,350} 77,359 (1,009) — —_
Proceeds received from excreise of stock options 6,906 —_ — — 6,906
Excess tax benefits from sharc-based compensation 3,122 — — — 3,122
Dcbt issuance coslts (535} — — — {335)
Cash (uscd in) provided by linancing aclivitics (12,154) 75,347 (1,402) — 61,791
(Decrease) inercase in cash and cash cquivalents (2,996) (1,901) 544 — {4,353)
Cash and cash cquivalents at beginning of period 5,192 1.927 2,775 — 9,894
Cash and cash equivalents at end of period S 2,196 5 26 S 3319 5 — 5 5,541
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ResCare, Inc.
Schedule 11 — Valuation and Qualifying Accounts
For the Years Ended December 31, 2008, 2007 and 2006
(In thousands)

Additions

Balance at Charged to Balance
Beginninyg Costs and Deductions at End
of Period Expcnscs Write-offs Reclassifications of Periad
Allowance for doubtful accounts receivable:
Year ended December 31, 2008 g 15,831 S 7104 5 (2,629 % — § 20,306
Year ended December 31, 2007 11,327 6,364 (1,860) — 15,831
Year ended December 31, 2006 9,279 5,836 (3,788) — 11,327
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fnvestor Information

AUDITORS
KPMG LLP
Louisville, KY

ANNUAL MEETING
The annual meeting of sharcholders will be held at 10-00 a.m., June 26, 2009, at ResCare, 9901 Linn Station Road, Louisville, KY 40223

REGISTRAR AND TRANSFER AGENT
National City Bank

Sharcholder Services Department

LOC 01-5352

P.O. Box 94980

Cleveland, OH 44101-4980

{800) 622-6757

Inquiries regarding stock transfers, lost cerificates or address changes should be sent to the above address.

COMMON STOCK
ResCare stock is traded on NASDAQ (RSCR)

FORM 10-K AND OTHER INFORMATION
The Annual Report 1o the Securities and Exchange Commission on Form 10-K and other f{inancial information such as interim and annual

reports to sharchelders are available without charge upon request froni:

[nvestor Relations Department
ResCare

9901 Linn Station Road
Louisville, KY 40223

Phone: (502) 354-2100

Fax: (502) 394-2249
communication@rescare.com

ResCare’s 2009 Proxy Statement and Annual Report are available on our website.
www ResCare.com




SURSIDIARIES OF THE REGISTRANT

EXHIBIT 21.1

State of
Subsidinry Incorporation
Communily Alternatives Indiana, Inc. Declaware
Commnity Alternatives Ncbraska, Inc., Delawarc
Community Advantage, Inc. Delawarc
Texas Home Management, Inc. Dclaware
Capital TX Investments, Inc., Dclaware
THM Homes, Inc. Delawure
Communily Allernatives Texas Partner, Inc. Dclaware
Community Allematives New Mexico, Inc. Delaware
Res-Carc Ohio, Inc. Delaware
CATX Propertics, Inc. Delaware
Res-Care California, Inc. d/b/a RCCA Services Delaware
RSCR Califomnia, [nc. Dclaware
Res-Care Kansas, Inc. Dclaware
Res-Care 1llinois, Inc. Delaware
ResCarc Intemational, Inc. Delaware
Res-Care Oklahoma, Inc. Dclaware
Y outhtrack, Inc. Delaware
Res-Care Training Technologics, [nc. Dclawarc
RSCR West Virginia, [nc. Delaware
Community Alicrnatives Virginia, Inc. Delaware
Community Altermatives Kentucky, Inc. Delaware
Altemative Youth Services, Inc. Dclaware
Res-Care Premicr, Inc. Dclaware
CNC/Access, Inc, Rhodc 1sland
Community Alternatives lilinois, Inc. Delaware
Community Alternatives Missouri, Inc. Missouri
The Academy flor Individual Excellenee, Inc. Declaware
ResCarc Finance, Inc. Delaware
Creative Networks, L.L.C. Arizona
Res-Care New Jersey, Inc. Delaware
MNormal Lifc, Inc. Kentucky
Res-Carc Alabama, Inc. Dclaware
Res-Carc Washington, Inc. Dclaware
Southem FHome Care Services, nc. Georgia
Tangram Rchabilitation Network, Inc. Texas
PeopleServe, Inc. Declaware
Arbor E&T, LLC Kentucky
Res-Carc Michigan, Inc. Delaware
Arbor PEO. Inc. Delaware
Res-Carc [daho. Inc. Dclawarc
Res-Care Iowa, Inc. Delaware
Dclaware

Res-Care Wisconsin, Inc.




EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Dircctors
Res-Care, Inc.

We consent to the incorporation by reference in the rcgistration statcments, (No. 333-50726), (No. 333-126279), (No. 333-126282) and

{No. 333-117008) on Form S-8 and (No. 333-131590) on Form 5-4 of Res-Care, Inc. of our reports dated March 13, 2009, with respect to the
consolidated balance sheets of Res-Care, Inc. and subsidiaries as of December 31, 2008 and 2007, and the related consotidated statements of
income, sharcholders’ cquity and comprchensive income, and cash flows for cach ol the years in the three-year period ended December 31, 2008
and related financial statement schedule, and the efTectivencss of internal control over {inancial reporting as of Deccmber 31, 2008, which

reports appear in the December 31, 2008 annual report on Form 10-K of Res-Care, Inc.

/s KPMG LLP

Louisville, Kentucky
March 13, 2009




EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

[, Ralph G. Gronefcld, Ir,, certify that:

1.

Datc:

[ have reviewed this annual report on Form 10-K of Res-Care, Inc;

Bascd on my knowledge, this report docs not contain any untruc statement of a material fact or omit Lo state a material fact necessary
10 make the statements made, in light of the circumstances under which such statcments were made, not mislcading with respeet to the

period covered by this report;

d in this report, fairly present in all maicrial

Bascd on my knowledge, the {inancial statemenls, and other financial information include
d Tor, the periods presented in this report;

respects the financial condition, results of operations and cash flows of the rcgistrant as of, an

The registrant's other certifying ollicer and 1 arc responsible for establishing and maintaining disclosurc controls and procedures (as
defincd in Exchange Act Rulcs 13a-15(c) and 15d-15(c)) and internal control over financial reporting (as defined in Exchange Acl

Rules 13a-15(1) and 15d-15(f), for the registrant and have:

(a) Designed such disclosurc controls and procedures, or caused such disclosurc controls and procedurcs to be designed under our
supervision, to cnsure that material information relating to the registrant, including its consolidated subsidiarics, is made
known 1o us by others within those entitics, particularly during the period in which this report is being prepared;

(b} Designed such internal control over (inancial reporting, or causcd such intcrnal control over financial reporting 1o he designed
under our supervision, to provide reasonahle assurance regarding the reliability of financial reporting and the preparation of
financial statcments for cxtemal purposes in accordance with generally accepted accounting principles;

(c) Evaluated the clfectivencss of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the eMectiveness of the disclosure controls and procedurcs, as of ihe end of the period covered by this report based on

such ¢valuation; and

nancial reporting that occurred during the

(d) Disclosed in this report any change in the registrant’s intemai control over i
y likcly 1o materially afTcet, the registrant’s

registrant’s most recent fiscal quarter that has matcrially affected, or is reasonabl
internal control over financial reporting; and

The registrant’s other certifying officer and 1 have discloscd, based on our most recent cvaluation of intemal control over financial
reporting, lo the rcgistrant’s auditors and the 2udit commitlee of the registrant’s board of dircctors:

esign or operation of internal control over financial reporting

(a} All significant deficiencies and material weaknesses in the d
s ability to record, proccss, summanize and report {inancial

which are rcasonably likely to adversely alfect the registrant’
information; and

(b) Any fraud, whether or not material, that involves management or other employces who have a significant role in the
registrant’s internal control aver financial reporting.

March 13, 2009 By: /s/ Ralph G. Groneleld. Jr.

Ralph G. Gronefcld, Ir.
President and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

1, David W. Miles, certify that:

L.

(2]

Datc:

[ have reviewed this annual report on Form 10-K of Res-Care, Inc.;

my untrue statement of a material fact or omit to siate a material fact necessary

Bascd on my knowledge, this report does not contain &
ces under which such stalements were made, not misleading with respecet to the

1o make the statements made, in light of the circumstan
period covered by this report;

al information included in this report, fairly present in all material

Bascd on my knowledge, the financial statements, and other {inanci
of the regisirant as of, and for, the periods presented in this report;

respects the financial condition, results of opcrations and cash [lows

ablishing and maintaining disclosure controls and procedures (as

The registrant’s other certilying oflicer and | are responsible for est
| control over Tinancial reporting (as defined in Exchange Act

defined in Exchange Act Rules 13a-15(c} and 15d-13(c)) and intema
Rules 13a-15(0) and 15d-15(f), for the rcgistrant and have:

{a) Designed such disclosure controls and procedures, or causcd such disclosure controls and procedures to be designed under our
supervision, to cnsurc that material information relating to the registrant, including its consolidaicd subsidiarics, is made
known 1o us by others within thosc cnities, particularly during the period in which this report is being prepared;

over financial reporting to be designed

(b) Designed such iniemal control over financial reporting, Of caused such intermal control
reporting and the preparation of

under our supcrvision, to provide rcasonable assurance regarding the reliability of financial
financial statements for external purposcs in accordance wilh gencrally accepted accounting principles;

{c) Evaluated the clVcctiveness of the registrant’s disclosure controls and procedurcs and presented in this report our conclusions
about the effcctivencss of the disclosure controls and procedures, as of the end of the period covered by this report bascd on

such evaluation; and

r financial reporting that occurred during the

(d) Disclosed in this report any change in the registrant's internal control ove
sonably likely to matcrially afTect, the registrant’s

registrant’s most recent fiscal quarter that has materially afTeeted, or is rea
internal contro! aver financial reporting; and

The registrant’s other certifying officor and 1 have disclosed, bascd on our most reecnt evaluation of internal controi over financial

reporting, 1o the registrant’s auditors and the audit committee of the registrant’s board of dircctors:

esign or operation of internal control over financial reporting

(a) All significant deliciencics and material weaknesscs in the d
s ability to record, process, summarize and report {inancial

which are rcasonably likely to adversely affect the registrant’
information; and
(b} Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s intemal control over financial reporting.

March 13, 2009 By: /s/ David W, Miles

David W. Miles
Chief Financial Officer




EXHIBIT 32

In conncction with the Annual Report of Res-Care, Inc. (the “Company™) on Form 10-K for the period ended December 31, 2008 as filed with
“Report”), the undersigned, the Chief Exccutive Officer and Chicf Financial

the Sceuritics and Exchange Commission on the date hercol {the
Oxlcy Act o 2002, 18 U.S.C. Scction 1350, that:

Officer of the Company, cerlify, pursuant to Section 906 ol ihe Sarbanes-

i Form 10-K of the Company for the annual period ended December 31, 2008 (the “Report™) fully

(1 The Annual Reporl o
of the Sccurities Exchange Act of 1934; and

complics with the requircments of Section 13(a) or 15(d)

(2) The information containcd in the Repont fairly presents, in all material respects, the financial condition and results of

operations of thc Company.

By: Ralph G. Groneleld, Jr.
Ralph G. Groneleld. Jr.
President and Chief Executive Officer

Date:  March 13, 2009

By: /s/ David W, Miles
David W. Miles
Chief Financial Officer

Daic:  March 13, 2009

CERTIFICATION
|
I

6 of the Sarbancs-Oxley Act has been provided to the Company and will be

A signed original ol this written stalement required by Section 90
ange Cotninission or its stafl upon request.

retained by the Company and furnished 1o the Securities and Exch
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)
K1 QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2009

or

[0 TRANSITION REPORT PURSUANTTO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from 1o

Commission File Number: 0-20372

RES-CARE, INC.

(Exact name of registrant as specified in its charter)

KENTUCKY 61-0875371
(State or other jurisdiction of {IRS Employer Identification No.)

incorporation or organization)
9901 Linn Station Road
Louisville, Kentucky 40223-3808
(Address of principal executive offices) (Zip Code)
Registrant’s telephone number, including arca cede: (502) 394-2100

indicate by check mark whether the registrant {1) has filed all reports required to be filed by Section 13 or 15(d) of the Seccuritics Exchange
Act of 1934 during the preceding twelve months (or for such shorter period that the registrant was required to file such reporis). and (2) has
been subject to such filing requirements for the past 90 days. Yes No O

Indicate by check mark whether the registrant has submitted clectronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12
months (or for such shorter period that the regtstrant was required to submit and post such files). Yes O WNo 0O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definition of “large accelerated filer”, “accelerated filer”, and “smaller reporting company” in Rule 12-b of the Act {Check one):

Large accelerated filer. & Accelerated filer:
Non-accelerated filer: O Smaller reporting company: O
Indicate by check mark whether the registrant is a shell company (as defincd in Rule 12b-2 ofthe Act). Yes 1 No

The number of shares outstanding of the registrant’s commaon stock, no par value, as of October 31, 2009, was 29,466,112

R A

S I
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PART L. FINANCIAL INFORMATION

RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In theusands, except share and per share data)

Item 1. Financial Statements
(Unaudited)
Sepiember M December 31
2009 2008
ASSETS
Current assels:
Cash and cash equivalents $ 4,677 % 13,594
| Accounts receivable, net of allowance for doubtful accounts of $21,773 in 2009 and $20.306 in 2008 240,139 230,976
| Refundable incomc taxes 1,326 1,781
| Deferred income taxes 25,185 22,702
Non-trade receivables 4,958 4,021
Prepaid expenscs and other current assets 15,854 18,409
Total current assets 202,139 291,483
Property and cquipment, net 83,183 84,157
Goodwill 490,107 476,196
Other inangible assets, net 47.317 45,985
Other assets 14,643 16,322
Total assets g 927389 S 914,143
LIABELITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Trade accounts payable g 50,251 & 49,216
Accrued expenses 107,664 103,520
Current portion of long-term debt 2,329 2,008
Current portion of obligations under capital leases 95 78
Accrued income taxces 1,988 1,099
Total current liabilities 162,327 {55,921
Long-term liabilities 36,507 31,596
Long-term debt 210,882 254,827
Obligations under capital leases 539 559
Defetred gains 3,221 3,966
Deferred income taxcs 40.264 30,397
Total liabilities 453.740 477,266
Sharcholders’ equity:
Preferred shares, authorized 1,000,000 shares, no par value, cxcept 48,095 shares designated as
Series A with stated value of $1,050 per share, 48,095 shares issued and outstanding in 2009 and
2008 46,609 46,609
Common stock. no par value, authorized 40,000,000 shares, issued 29,251,194 in 2009 and
29 864,949 in 2008, outstanding 29,483, ] 06 in 2009 and 29,470,734 in 2008 50.577 50,550
Additional paid-in capital 94,431 91,786
Retained camings 290,487 258,134
Accumulated other comprehensive loss (71.877) {10,202)
Total sharcholders’ equity — Res-Care, Inc. 474,227 436,877
Noncontrolling interests (578) —
Total shareholders’ equity 473,649 436,877
Total liabilities and shareholders’ equity b 927389 % 914,143

See accompanying notes to condensed eonsolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
2009 2008 2009 2008
Revenues h) 395837 § 387923 % 1,191,927 § 1,148,700
Facility and program expenses 358.829 350.165 1.083,763 1,056,102
Facility and program contribution 37,008 37,758 108,164 92,598
Corporate general and administrative expenses 14,382 15,085 44 810 44,342
Operating income 22,626 22,673 63,354 48,256
Interest expense, net 3.972 4,531 12.475 13,628
Income from continuing operations before income taxes 18,0654 18,142 50,879 34,628
Income tax expense 7,158 6,514 19,104 12,469
Income from conlinuing operations 11,496 11,628 31,775 22,159
Loss from discontinued operations, nct of tax — (122) — 279
Net income — including noncontrolling interests 11,496 11,506 31,775 21,880
Net loss — noncontrolling intercsts {159) — (578) —
Net income — Res-Care, Inc. 11,655 11,506 32,353 21,880
Net income attributable to preferred sharcholders 1,665 1,650 4,636 3,149
Net income attributable to common shareholders 3 9990 S 9.856 $& 27717 § 18,731
Basic earnings (loss) per common share:
From continuing operations h) 035 § 035 § 09 % 0.67
From discontinued operations — {0.00) — {0.01}
Basic eamings per common share 3 035 3% 035 § 0.96 § 0.66
Diluted eamings (loss) per common share:
From continuing operations $ 035 % 035 % 09 % 0.66
From discontinued operations — {0.01) — {0.01)
Diluted carnings per common share 3 035 3% 0.34 % 096 § 0.65
Weighted average number of common shares:
Basic 28.858 28,553 28,757 28,425
Diluted 28,858 28,747 28,757 28,617

Sec accompanying notes to condensed consolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
{Unaudited)

Nine Months Ended
September 30
2009 2008

Cash flows from operating activities:

Net income — including noncontrolling intercsts § 31,775 % 21,880
Adjustments 10 reconcile net income. including noncontrolling interests, 10 cash provided by
operating activities:
Depreciation and amortization 19,658 16,454
Amortization of discount and deferred debt issuance costs on notes 909 891
Share-bascd compensation 3413 3,577
Deferred income taxes 7,384 1,450
Excess tax benefit from share-based compensation —_ {1,049}
Provision for losses on accounts receivable 5,666 5,221
Gain on purchase of business (559) —
Loss on sale of assets 248 11
Changes in operating assets and liabilities (1.546) [CRRED
Cash provided by operating activilies 66,948 47,324
Cash flows from investing activities:
Purchases of property and equipment (12,654) (14,150)
Acquisitions of businesses (17,994) (38.979)
Proceeds from sale of asscts 169 571
Cash used in investing activities (30,479) {52,558)
Cash flows from financing activities:
Long-term debt repayments (981) {1,589)
Short-term (repayments) borrowings — three months or less, net (43,300} 10,000
Payments on obligations under capital leasc (70) (57
Debt issuance costs (38) (118)
Excess tax bencfit from share-based compensation — 1,049
Proceeds received from exercisc of stock options 415 1,339
Employec withholding payments on share-based compensation (1,302) (1,446)
Cash (used in) provided by financing activities (45,776) 9,178
Effect of exchange rate changes on cash and cash equivalents 390 (432)
(Decrease) increase in cash and cash equivalents (8,917} 3.512
Cash and cash equivalents at beginning of period 13,594 10.809
Cash and cash cquivalents at end of period ) 4677 3 14,321
Supplemental schedule of non-cash investing and financing activities:
Notes issued in connection with acquisitions $ 1,224 § 1,784

See accompanying notes to condensed consolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(In thousands, except per share data)
{Unaudifed)

Note 1. Basis of Presentation

Res-Care. Inc. is a human service company that provides residential, therapeutic, job training and educational supports to people with
developmental or other disabilities, to youth with special needs, to adults who are experiencing barriers to employment and to older people who
need home care assistance. All references in this Quarterly Report on Form 10-Q to wResCare”, “our company”, “we", “us”, or “our” mean
Res-Care, Ing, and, unless the conlext otherwise requires, its consolidated subsidiaries.

The accompanying condensed consolidated financial statements of ResCare have been prepared in accordance with the instructions to Form 10-
Q and Article 10 of Regulation 5-X and do not include all information and footnotes required by accounting principles generaily accepted in
the United States of America (U.5. GAAP} for comprehensive annual financial statements. In our opinion, all adjustments (consisting of
normal recurring accruals) considered necessary for a fair presentation of financial condition and results of operations for the interim periods
have been included. Operating results for interim periods are not necessarily indicative of the results that may be expected for a full year.
During this quarier we climinated the one-month lag between the reporting periods of our international operations and the rest of the coinpany.
Therefore, our international results include one additional month for the quarter and year to date periods ended September 30, 2009. This
adjustment, a $0.5 million loss, did not have a material effect on our results of operations.

The preparation of financial statements in conformity with U.S. GAAP requires us (o make estimates and assumptions that affect the reported
amounts and related disclosures of commitments and contingencies. We rely on historical experience and on various other assumptions that we
believe 1o be rcasonable under the circumstances (o make judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results could differ from those estimates.

For further information refer to the consolidated financial statements and footnotes thereto in our 2008 Annual Report on Form 10-K.

Notc 2. Acquisitions

We completed eleven acquisitions during the first nine months of 2009, all of which are within our Community Services segment. Aggregate
consideration for these acquisitions was approximately $19.2 million, including $1.2 million of notes issued. These acquisitions are expected to
generate annual revenues of approximately $40.1 million. The operating results of the acquisitions are included in the condensed consolidated

financial statements from the date of acquisition.
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The preliminary aggregate purchase price for these acquisitions was allocated as follows:

Receivables $ 255
Property and equipment 1,015
Goodwill 13,316
Other intangible assets 5,204
Other assets 67
Liabilities assumed (80)
Gain on purchase of business (559)
5w

Aggregate purchase price

The other intangible assets consist primarily of customer relationships, licenses. covenants not (o compete and company name. All intangible
assets will be amortized up to ten years except licenses, which have an indefinite life.

Note 3. Goodwill

A summary of changes to goodwill during the nine months ended September 30, 2009 are as follows:

Joh Corps Employment
Community Training Training
Services Services Services Other (2) Total
Balance at December 31, 2008 b 368,182 % 7,589 % 62,053 5 38372 $ 476,196
Goodwill added through acquisitions 13,316 — — — 13,316
Adjustments to previously recorded goodwill (1) {606) — 5 1.196 595
Balance al Sﬂp[e[nbcr 30, 2009 5 380,892 5 7.589 % 62,058 5 39.568 $ 490,107

(1} Adjustments to previously recorded goodwill primarily relate to foreign currency iranslation and purchase price allocation adjustments.

(2) Otheris comprised of international and schoal operations.

Note 4. Comprchensive Tncome

The following table sets forth the computation of comprehensive income atiributable to Res-Care, Inc..

Three Months Ended Nine Munths Ended
September 30 September 30
2009 2008 2009 2008
Net income — Res-Care, Inc. b 11,655 3§ 11,506 5 32353 % 21,880
Foreign currency translation adjustments arising during the
period 207 (3,369) 2,325 {4,732)
$ 11,862 § 8137 ¥ 34678 $ 17.148

Comprehensive income
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Note 5. Debt

Long-term debt and obligations under capital leases consist of the following:

Sept. 30 Dee. 31
2009 2008

7.75% senior notes due 2013, net of discount of approximately $0.6 million and $0.7 million in 2009
and 2008, respectively S 149,446 % 149,342
Scnior secured credit facility 60.000 103,800
Obligations under capital leases 634 637
Notes pavable and other 3.765 3,693
213,845 257,472
Less current portion 2,424 2.086
3 211,421 % 255.386

Note 6. Financial Instruments

At September 30, 2009, the fair values of cash and cash cquivalents, accounts receivable and accounts payable approximated carrying value
because of the short-term nature of these instruments. The fair value of our other financial instruments subject to fair value disclosures are as

foliows:
September 30, 2009 December 31, 2008
Carrying Fair Carrying Fair
Amount Value Amgunt Value
Long-term debt:
7.75% senior notcs h) 149446 % 144,000 3 149342 % 127,050
Senior secured credit facility 60,000 60,000 " 103,800 103,800
3,765 3.712 3,693 3,619

Notes payable and other

We estimaled the fair value of the debt instruments using market quotes and calculations based on current market rates available to us.
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Note 7. Earnings Per Share

The following data shows the amounts used in computing eamings per comnion share and the effect on income and the weighted average
number of shares of dilutive potential common stock attributable to Res-Care, Inc.

Three Months Ended Nine Months Ended
September 30 September 30
2009 2008 2009 2008

income from continuing operations 3 11,655 % 11,628 § 32,353 % 22,159

Attributable to preferred shareholders 1,665 1.667 4,636 3,189

Attributable to common sharcholders $ 9,990 S 9961 § 27,717 % 18,970
Loss from discontinued operations, net of tax h) — 3 (122) % — % (279)

Attributable to preferred sharcholders — (17) — (40)

Attributable to common shareholders % — 3 (105) $ — 5 (239)
Net income 3 11,655 § 11,506 $% 32,353 % 21,880

Attributable to preferred shareholders 1,665 1.650 4.636 3,149

Attributable to common shareholders $ 9990 5 9856 % 27717 % 18,731
Weighted average number of common shares used in basic

carnings per common share 28.858 28,553 28,757 28,425
Effect of dilutive securities:

Stock options — 79 — 97

Restricted stock — 113 — 95
Weighted average number of common shares and dilutive

potential common shares used in diluted earnings per

commeon share 28,858 28,747 28,757 28,617
Basic earnings per common share:

From continuing operations h) 035 § 035 % 096 3% 0.67

From discontinucd operations — (0.00) — {0.01)

Basic carnings per common share % 0.35 3 035 § 096 5 0.66

Diluted eamnings per common share:

From continuing operations s 0.35 3 035 % 096 % 0.66
From discontinued operations — (0.01) — {0.01)
Diluted earnings per common share 3 035 § 034 3 0.96 % 0.65

The average shares listed below were not included in the computation of diluted earnings per common share becausc to do so would have been
amti-dilutive for the period presented:

Three Months Endcd Nine Months Ended
September 30 September 3
2009 1008 2009 2008
Stock options 243 — 243 —
344 — 344 —

Restricted sharcs
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Notc 8. Scgment Information

The following table scts forth information about reportable segment operating results and assets:

Joh Corps Employment
Communily Training Training All Consolidated
Services Scrvices Services Other (1) Totals
Three months cnded September 30:
2009
Revenues $ 262,138 § 31,966 % 61,167  § 10,366 § 395,837
Operaling income 30,747 2.241 5,009 (13.371) 22,626
Total assets 617,689 38,249 152,546 118,905 927,389
Capital expenditures 2,274 — 660 2,469 5.403
Depreciation and amortization 2,859 — 611 3,034 6,504
2008
Revenues h) 282,619 % 39652 % 55,140 % 10,212 % 387.923
Operating income 30,185 2,974 5,229 (15,715) 22,673
Total assets 607,724 30.960 133,873 118,631 B91.188
Capital expenditures 3,080 — 382 1,305 4,767
Dcpreciation and amortization 2,507 — 613 2,491 5.611
Nine_months ended September 30:
2009
Revenues $ 864,188 % 113,378 5 175457 % 38,604 § 1,191,927
Operating income 87,604 8,346 12,611 {45,207) 63,354
Capital cxpenditures 6,748 — 1,320 4,586 12,654
Depreciation and amonization 8,342 -— 1,833 9,483 19,658
2008
Revenues $ 825219 % 122,270 $ 166,641 % 34,570 & 1,148.700
Operating income (2) 64,709 8,836 17.43% (42,728) 48,256
Capital cxpenditures 6,571 — 767 6,812 14,150
Depreciation and amortization 7,222 — 1.684 7.548 16,454

(1) All Other is comprised of our international operations, schools and corporate general and adminisirative expenses. Our intemnational
results include one additional month for the quarter and year to date periods ended September 30, 2009 in order 1o eliminate the one-
month lag period. This adjustment did not have a material effect on our results of operations.

(2) Ninc months ended September 30, 2008 includes a $24.4 million charge related to four legal matters within our Community Services
segment. See Note 10 in our Form 10-Q for the period cnded September 30, 2008 for further discussion.

Note 9. Legal Proceedings

From time to time, we, or a provider with whom we have a management agreement, become a party o legal and/or administrative proceedings
that, in thc event of unfavorable outcomes, may adversely affect revenues and period to period COmparisons.

In March 2007, a lawsuit was filed in Bermalillo County, New Mexico State Court styled Larry Selk, by and through his legal guardian, Rani
Rubio v. Res-Care New Mexico, Inc., Res-Care, Inc., ei al. The lawsuit seeks compensatory and punitive damages for negligence, negligence
per se, violations of the Unfair Practices Act and violations of the Resident Abuse and Neglect Act. Settlement discussions to date have been
unsuccessful. A jury trial has been set for November 9, 2009 on the remaining issue of negligence. We have made provisions in our condensed
consolidated financial statements for the final adjudication of this matter. We do nol believe that the ultimate resolution of this matter will have
a material adverse effect on our condensed consolidated financial condition, results of operations or cash flows.

ResCare, or its affiliates, arc parties to various legal and/or administrative proceedings arising out of the operation of our facilities and
programs and arising in the ordinary course of business. We do not helieve the ultimate liability, if any, for thesc procecdings or claims,
individually or in the aggregate, in excess of amounts already provided, will have a material adverse effect on our condensed consolidated

financial condition, results of operations or cash flows.
Note 10. Impact of Recently Lssued Accounting Pronouncements
In September 2006, the Financial Accounting Standards Board (FASB) issued Accounting Standards Codification 820, Fair Value

Measurements and Disclosures (ASC 820). ASC 820 defines fair value, establishes a framework for measuring fair value under U.S. GAAP
and expands disclosures about fair value measurements. In February
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h deferred the effective date of ASC 820 to fiscal years beginning after November 15, 2008
value in the financial statements on a nonrecurring

hich include goodwill and intangibles. The

2008, the FASB issued ASC 820-10-55-23A whic
for nonfinancial assets and nonfinancial liabilities that are recognized or disclosed at fair

basis. We adopted ASC 820 at the beginning of 2009 for nonfinancial assets and liabilities. w
adoption of ASC 820 did not have a material impact on our condensed consolidated financial statements.

In December 2007, the FASB issued ASC 805, Business Combinations (ASC 805). ASC 805 retains the fundamental requirements of purchase

method accounting for acquisitions set forth previously. However, this statement defines the acquirer as the entity that obtains control of a
business in the business combination. ASC 805 also requires several changes in the way assets and liabilities are recognized and measured in
purchase accounting including expensing acquisition-related costs as incurred. recognizing assets and liabihities arising from contractual
contingencies at the acquisition date, and capitalizing in-process research and development. ASC 805 also requircs the acquirer to recognize a
gain in earnings for bargain purchases, or the excess of the fair value of net assets over the consideration transferred plus any noncontrolling
interest in the acquiree, a departure from the concept of “negative goodwill”. We adopted ASC 805 cifective January 1, 2009. This statement
applies prospectively to business combinations completed on or after that date. ASC 805 has not had a material impact on our condensed

consolidated financial statements.

In April 2008, the FASB issued ASC 350-30-35, Determining the Useful Life of an intangible Assel (ASC 350-30-35). ASC 350-30-35 amends
the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset, This change is intended to improve the consistency between the useful life of a recognized intangible asset and the peried of
expected cash flows used to measure the fair value of the asset under ASC 805 and other U.S. GAAP. ASC 350-30-35 was effective for
financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years. The requirement

for determining useful lives and the disclosure requirements must be applied prospectively to intangible assets acquired after the effective date.
The disclosure requirements must also be applied prospectively to all intangible assets recognized as of, and subsequent to, the effective date.

The adoption of ASC 350-30-35 did not have a material impact on our condensed consolidated financial statements.

In Aprii 2009, the FASB issued ASC 825-10-50, Disclosures about Fair Vatue of Financial Insoruments (ASC 825-10-50). ASC 823-10-50
ds of publicly traded companies, as well as in annual

requires disclosures about Fair value of financial instruments for interim reporting pero
financial statcments. This statement also amends ASC 270, Interim Reporting , 10 require those disclosures in summarized financial
information al interim reporting periods beginning after June 15, 2009. We adopted the provisions of ASC 825-10-50 on June 30, 2009. See

Notes 6 and 12 for information related to the fair value of our financial instruments.

In May 2009, the FASB issued ASC 835, Subsequent Events (ASC 855). This standard establishes general standards of accounting for and
disclosure of events that occur after the balance sheet date, but before financial statements are issucd. The adoption of ASC 855 did not impact
our financial position or results of operations. All events or {ransactions that occurred after September 30. 2009 up through November 6, 2009,

the date these financials were issued, have been evaluated. See Note 14 for disclosure of subsequent events,

Servicing of Financial Assets (ASC 860-10-05) which eliminates the concept of
a “qualifying special-purpose entity,” changes the requirements for derecognizing financial assets, and requires additional disclosures in order
to enhance information reported to users of financial statements by providing greater transparency about transfers of financial assets, including
securitization transactions, and an entity’s continuing involvement in and cxposure to the risks related to transferred financial assets. ASC 860-
10-05 is effective for fiscal years beginning afier November 135, 2009. We are currently evaluating the impact of ASC 860-10-05.

In June 2009, the FASB issued ASC 860-10-05. Transfers and

In June 2009, the FASB issued ASC 105, General Accepted Accounting Principles (ASC 105). This standard establishes two levels of U.S.
GAAP, authoritative and nonauthoritative. The FASB Accounting Standards

10
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Codification (the Codification) became the source of authoritative, nongovernmental U.S. GAAP, except for rules and interpretive relcases of
the Securities and Exchange Commission (SEC), which are sources of authoritative U.S. GAAP for SEC registrants. All other non-
grandfathered, non-SEC accounting literature not inciuded in the Codification will become nonauthoritative. This standard was effective for
financial statements for interim or annual reporting periods ending after September 15, 2009. As the Codification was not intended to change or
alter existing U.S. GAAP, it did not have an impact on our condensed consolidated financial statements.

1n October 2009, the FASB issued Accounting Standard Update 2009-13, Multiple-Deliverable Reverme Arrangements {ASU 2009-13). ASU
3009-13 amends ASC 650-25 to eliminate the requirement that all undelivered elements have vendor-specific objective evidence (VSOE) or
third-party evidence (TPE) before an entity can recognize the portion of an overali arrangement fee that is attributable to items that already
have been delivered. The new guidance eliminates the residual method of revenue recognition and allows the use of management’s best
estimate of selling price for individual elements of an arrangement when VSOE or TPE is unavailable. This amendment will be effective
prospectively for revenue arrangements entered into or materially modified in fiscal years beginning on or after Junc 15, 2010, with earlier
application permitted as of the beginning of a fiscal year. We are currently evaluating the impact of ASU 2009-13.

Note 11. Derivative Instruments

We are exposed to certain market risks related to our ongoing business operations, including the effects of changes in foreign currency
exchange rates. Beginning in the third quarter of 2009, we entered into foreign currency forward contracts with the objective of reducing our
exposure to cash flow volatility arising from foreign currency fluctuations associated with certain foreign currency denominated inter-company
short-term receivables and pavables. The notienal arnount, maturity date, and currency of these contracts maich those of the underlying
receivables and payables.

Foreign currency forward contracts are recognized in the Condensed Consolidated Balance Sheet at fair value. For derivative instruments that
are designated and qualify as a casb flow hedge, the effective portion of the gain or loss on the derivative instrument is reported as a component
of other comprehensive income (loss} and reclassified into earnings in the same period or periods during which the hedged transaction affects
carnings. For derivative instruments not designated as a hedging instrument, or any ineffective portion of the gain or loss on a derivative
instrument, the pain or loss is immediately recognized in the results of operations.

As a result of the use of derivative instruments, we arc exposcd to risk that the counterparties will fail to meet their contractual obligations. To
mitigate the counterparty credit risk, we only enter into contracts with carefully selected major financial institutions based upen their credit
ratings and other factors, and continually assess the creditworthiness of counterparties. At September 30, 2009, our counterparty had an
investment grade rating.

At September 30, 2009, the foreign currency forward contracts outstanding had a total notional value of $4.8 million. The change in fair value
of the foreign currency forwards, which was less than $0.1 miliion, was recognized in our results of operations as the derivative instrument was
not designated as a hedging instrument in accordance with ASC-815-30.

Fuir Condensed Consolidated
Value Balance Sheet Location
Foreign currency forwards — Asset b 17 Other Current Assels

We did not enter into any foreign currency forward contracts during 2008.
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Note 12, Fair Value

The following table presents the fair value for thase assets or liabilities measured at fair value on a recurring hasis:

Quoted Prices Other
Fair Value in Active Observable Unobservahle
at Markets Inputs Inpuis
09/30/2009 Level 1 (a) 1.evel 2 (b) Level 3 (c)
Foreign currency forwards — Asset $ 17 8 — 5 17 3§ —

The three levels of hierarchy are:

{a) Level | Quoted prices in active markets for identified assets or liabilities.
(h) Level 2 Inputs other than quoted prices included within Level 1 that arc observable for the asset of liability.
(c) Level 3 Unobservable inputs used in valuations in which there is little market activity for the asset or liability at the

measurement date.

Fair value measurements of assets or liabilities are assigned a level within the fair value hierarchy based on the lowest level of any input that is
significant to the fair value measurement in its entirery. We utilize the market approach to measure fair value for our derivative assets and
liabilities. The market approach uses prices and other relevant information generated by market transactions involving identical or comparable

assels or liabilities, and therefore are classified as Level 2,

Note 13. Noncontrolling Interests

In December 2007, the FASB issued ASC 810, Nonconirolling Interesis in Consolidated Financial Statements (ASC 810} ASC 810 applies to
all companies that prepare consolidated financial statements but only affects companies that have a noncontrolling interest in a subsidiary or
that deconsolidate a subsidiary. ASC 810 clarifies that noncontrolling interests be reported as a component separate from the parent’s equity
and that changes in the parent’s ownership interest in a subsidiary be recorded as equity transactions if the parent retains its controlling interesl
in the subsidiary. The statement also requires consolidated net incone to include amounts attributable to both the parent and the noncontrolling
interest on the face of the income statement. In addition, ASC 810 requires a parent Lo recognize a gain or Joss in net income on the date the
parent deconsolidates a subsidiary, or ceases to have a controlling financial interest in a subsidiary.

A reconciliation of the beginning and ending carrying amount of the equity attributable to noncontrolling interests is as follows:

Noncontrolling interests as of December 31, 2008
Net loss — noncontrolling interests
Noncontrolling interests as of September 30, 2009

Note 14. Subscquent Events

On October 16, 2009, we were advised by the State of Indiana that our Employnient Training Services contract with IBM would end on
December 14, 2009. This contract was originally scheduled to run through 2016 with revenues totaling $109 million from 2010 through 2016.
Indiana’s Family and Social Services Administration (FSSA) informed us that we will be a vital part of the welfare service delivery system
going forward. At this time, we are in the process of nepotiating a contract with FSSA and evaluating the impact, if any, the contract
cancellation may have on our condensed consolidated financial statements

There were no other material recognizable or disclosable subsequent events.
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Note 15, Subsidiary Guarantors

The Senior Notes are jointly, severally, fully and anconditionally guarantecd by our 100% owned U.S. subsidiaries. There are no restrictions on
our ability to obtain funds from our U.S. subsidiaries by dividends or other means. The following are condensed consalidating financial
statements of our company, including the guarantors. This information is provided pursuant to Rule 3 — 10 of Regulation $-X in lieu of
separate financial statements of each subsidiary guarantceing the Senior Notes. The following condensed consolidating fnancial statements
present the balance sheet, statement of income and cash flows of (i) Res-Care, Inc. (in each case, reflecting investments in its consolidated
subsidiaries under the equity methed ol accounting), (i) the puarantor subsidiaries, (iiii) the non-guarantor subsidiaries, and (iv) the
eliminations necessary 10 arrive at the information for our company on a consolidated basis. The condensed consolidating financial statements

should be read in conjunction with the accompanying condensed consolidated financial statements.
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING BALANCE SHEET
September 30, 2009

(41 thousands)
Guarnntor Non-Guarantoer Consolidated
ResCare, Inc. Subsidiarkes Subsidiarics FEllminations Total
ASSETS
Current assets:
Cash and cash equivalents ) (1,961) % 2,496 & 4,142 § — 5 4.677
Ac counts receivable, net 48,841 187,275 4,023 — 240,139
Refundable income taxes 1,167 -— 159 — 1,326
Deferred income taxes 25,177 — 2 — 25,185
Non-trade receivables 877 3,795 286 — 4,958
Prepaid expenses and other current assets 8,487 7.037 330 — 15,854
Total current assets §2,588 200,603 8,948 — 292,139
Property and equipment, net 35,829 46,678 676 — 83,183
Goodwill 93,482 366,960 29,665 — 490,107
Other intangible assets, net 7.564 34,870 4,883 — 47,317
investment in subsidiaries 710,551 41,794 80,255 (832,600) —
Other assets 9,186 5,267 190 — 14,643

% 939,200 § 696,172 § 124617 S (832.600) § 927,389

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current habilities:

Trade accounts payable 5 26,786 % 21,517 % 1,948 5 — 3 50,251
Accrued expenses 45,964 60,910 790 —— 107,664
Current portion of long-term debt — 1,694 635 — 2,329
Current portion of obligations under capital leases 14 gl — — 95
Accrued income taxes 1,817 — 171 — 1,988
Total current liabilities 74,581 84,202 3,544 — 162,327
Intercompany 105,539 (105,143) (396) e —
Long-term liabilities 34.419 1,840 248 — 36,507
Long-term debt 209,446 1,436 — — 210,882
Obligations under capital leascs B 531 — — 539
Deferred gains 1.289 1,932 — — 3,221
Deferred income taxes 40,269 — _ (5) — 40,264
Total liabilities 465,551 (15,202) 3,391 — 453,740
Total shareholders’ equity 473,649 711,374 121.226 (832,600) 473.649

by 935200 $ 696,172 § 124617 $  (832,600) § 927,389
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING BALANCE SHEET
December 31, 2008
{1 thousands)

Guarantor Non-Guarasntor Consolidated
ResCare, Inc, Subsidiaries Subsidiaries Fliminations Total
ASSETS :
Current assels:
Cash and cash equivalents $ 146 § 4,048 5 9,400 % — % 13,594
Ac counis receivable, nel 50,172 177,149 3.655 — 230.976
Refundable income taxes 2,222 e (441) — 1,781
Deferred income taxes 22,694 — 8 — 22,702
Non-trade receivables 475 3,710 (164) —- 4,021
Prepaid expenses and other current assets 12,102 6,060 247 — 18,409
Total current assels 87.811 190,567 12,705 —_ 291,483
Property and cquipment, net 18,195 45,410 552 — 84,157
Goodwill 04,785 353,474 27.937 — 476,196
Other intangible assets 6,876 32,880 6.229 — 45,985
Investment in subsidiaries 572.440 41,741 80,228 (694,409) —
Other assets 10,614 5,246 462 — 16,322

3 810,721 % 669.718 % 128.113  § (654409} § 914,143

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilitics:

Trade accounts payable b3 26,623 § 19,205 $ 3388 % — 5 49.216
Accrued expenses 49,565 53,450 505 — 103,520
Current portion of long-term debt — 2,008 — — 2.008
Current portion of obligations under capital leases 13 65 — — 78
Accrucd income taxes : 849 —- 250 — 1.099
Total current liabilities 77,050 74728 4,143 — 155921
Intercompany (18,190} 12,286 5,904 — —
Long-term liabilities 29,799 1,559 238 — 31,596
Long-term debt 253,142 1,685 — — 254 827
Obligations under capital leases 19 540 — — 559
Deferred gains 1,623 2,343 — — 3.966
Deferred income taxes 30,401 — ~(4) — 30,397
Total liabilities 373,844 03,141 10,281 — 477,266
Total shareholders’ equity 416,877 576,577 117,832 {694.409) 436.877

h) 810,721 § 669718 3§ 128,113 § (694409 § 914,143
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF iINCOME
Three Months Ended September 30, 2009
(i thousands)

Guaranior Non-Guarantor Consolidated
RysCare, 1nc. Subsidiarics Subsidiaries Eliminations Tulal

Revenucs 5 06,990 % 321,846 % 7,001 — 3 395,837
Operating expenses 70,313 295,331 7,567 — 373,211
Operating (loss) income (3,323) 26,515 (566) — 22,620
Other (income) cxpenses:

Intercst, net 3,919 {(6) 59 — 3972

Equity in earnings ol subsidiaries {15,977) — — 15,977 —

Total other (incotme) expenses {12,058) {6) 59 15,977 3,972

Tneome (loss) from continuing operations, before

income laxes g,735 26,521 {625) (15,977) 18,654
Income tax (benefit) expense (2,761) 10,158 (239} — 7,158
Income {loss) from continuing operations 11,496 16.363 {386) {15977} 11.496
Net income {loss) — including noncontrolling interests 11,496 16,363 (386) (13,977) 11,496
Net loss — noncontrolling intercsts -— (37} {122} — (159)
Net income “055) — RES_Care!.ln(:. $ 1 1,496 $ 16.400 N (264) ) (15,977) 5 1 ],655
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME

Nine Months Ended Scptember 30, 2009
(fn thousands)

Revenues

Operating expenses
Operating (loss) income

Other (income) expenses:
Interest, net
Equity in camings of subsidiaries
Total other (income) expenses

Income (loss) from continuing operations, before
income taxes

Income tax (benefit) expense
Income (loss) from continuing operations

Net income (loss) — including noncontrolling interests
Net loss — noncontrolling intercsts

Net income (loss) — Res-Care, Inc.

Guarantor Non-Guarantor Consolidated
ResCare, Inc. Subsidiarics Subsidisries Fliminations Total

$ 221,572 % 952,606 S 17,749 § — $ 1,191,927
234,960 874,158 19,455 — 1,128,573
(13,388) 78.448 (1,706) — 63,354
12,432 (39) 82 — 12,475

(47 .947) — — 47,947 —
(35,515) (39) g2 47,947 12,475
22,127 78,487 (1,788) (47,947) 50,879
(9.648) 29.422 (670) — 19,104

31,775 49,065 (L,118) (47.947) 31,775
11,775 49.065 {1,118} (47,947} 31,775
— (110} (468) — {578)

$ 31.775 % 49,175 § (650) % {47,947 § 32,353
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Revenues

QOperating expenses
Operating {loss) income

Other (income) expenses:
Interest, net
Equity in earnings of subsidiaries
Total other (income) expenses

Income (loss) from continuing operations, before
income taxes

Income tax (benefit) expense

Income (loss) from continuing operations

Loss {rom discontinucd operations, net of tax

Net income {loss}

RES-CARE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENT OF INCOME

Three Months Ended September 30, 2008
(In thousands)

Guaranior Non-Guarantor Consolidated
ResCare, Inc. Subsidiarics Subsidiaries Fliminations Total

$ 73.669 § 307,172 % 7.082 % — 5 387,923
75,038 283,324 6,888 — 365,250
(1,369} 23,848 194 — 22,673
4,576 5 (50) — 4,531
(15,348) — — 15,348 —
(10,772) 5 (50) 15,348 4,531
9.403 23,843 244 (15.34%8) 18,142

(2.103) 8.531 86 — 6,514

11,506 15,312 158 {15,348) 11,628

— (122) — — (122)

5 11,506 % 151990 3§ 158 % (15348) 3 11,506
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF INCOME
Nine Months Ended September 30, 2008

{In thousands}
Guarantor Non-Guarantor Consolidated
ResCare, Inc. Subsidinries Subsidiarics Eliminations Total

Revenues h 222337 3% 903,364 $ 22999 § — § 1,148,700
Operating expenses 248,790 £30,150 21.504 — 1,100,444
Operating (loss) incorme (26,433) 73,214 1,495 — 48,256
Other (income) expenses:

Interest, net 13,750 (54) (108} — 13,628

FEquity in earnings of subsidiaries (47,632) — — 47,632 —

Tolal other (income) expenses (33,842) (54) (108) 47,632 13,628

income (loss) from continuing operations. before

income taxes . 7.389 73,268 1,603 (47.632) 34,628
Income tax (benefit) expense {14.491) 26,383 577 — 12,469
Income (loss) from continuing operations 21,880 46,885 1,026 {47.632) 22,159
Loss from discontinued operations, net of tax — (279) — — {279)
Net income (loss) 3 21,880 % 46,606 % 1,026 § (47,632) 3 21,880
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Nine Months Ended September 30, 2009
(In thousands)

Operating activities:
Net income (loss}—including noncontrolling interests
Adjustments to reconcile net income to cash
provided by (used in) operating activities:
Depreciation and amortization
Amortization of discount and deferred debt
issuance costs on notes
Share-based compensation
Deferred income tax expense
Provision for losses on accounts receivable
Gain on purchase of business
Loss on sale of assets
Equity in earnings of subsidiaries
Changes in operating assets and liabilities
Cash provided by (used in) operating activities
Investing activities:
Purchases of property and equipment
Acquisitions of businesses
Proceeds from sale of assets
Cash uscd in investing activities
Financing activities:
Long-term debt (repayments) borrowings
Short-term {repayments) borrowings — three months
or less, net
Payments on obligations under capital leases, net
Debt issuance costs
Net payments relating to intercompany financing
Proceeds received from exercise of stock options
Employee withhelding payments on share-based
compensation
Cash {used in) provided by financing activities
Effect of exchange rate changes on cash and cash
cquivalents
Decrease in cash and cash equivalents
Cash and cash equivalents al beginning of period

Cash and cash equivalents at end of period

(iuarantor Non-Guarantor Consolidated
ResCare, Inc, Subsidiaries Subsidiaries Eliminations Total

3 31,775 % 49,065 % (1,118) § (47.947) % 31,775
8,662 9,255 1,741 — 19,658

909 — — — 909

3,413 — — — 3,413

7,385 — (n — 7,384

— 5,666 — — 5.666

- (559) — — (559)

— 248 — — 248

(47.947) — — 47,947 —
134,045 (124,776) {10,815) — (1,546}
138,242 (61,101) (10,193} — 66,948
(5.554) (6,797) (303) — (12,654)

— (17,994) — — (17,994)

— 169 — — 169
(5.554) (24.622) (303) — (30.479)
(2,205) 1,224 — — (981)
(41,501) (2,934) 635 — (43,800)
— (70} — — (70)
(38} — — — (38)

(90,164) 85,679 4,485 — —

415 _— — — 415
(1.302) — — — (1.302)
{134.795) #3,899 5,120 — (45,776}

— 272 118 — 390
(2.107) (1,552} (5,258) — (8.917)

146 4,048 9,400 — 13,594

$ (1.961) § 2496 § 4.142 § — % 4,677
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RES-CARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Nine Months Ended Scptember 30, 2008
(fin thousands)

Opcrating activities:
Net income {loss)

Adjustments to reconcile net income 1o cash
provided by (used in) operating activities:
Depreciation and amortization
Amorlization of discount and deferred debt

issuance COSts On notes
Share-based compensation
Deferred income tax expensc
Excess tax benefit from share-based compensation
Provision for losses on accounts receivable
Loss on sale of assets
Equity in earnings of subsidiaries
Changes in operating assets and liabilities
Cash provided by (used in) operaing activities
Investing activities:

Purchases of property and equipment

Acquisitions of businesses

Proceeds from sale of assets

Cash used in investing activities
Financing activities:
Long-term debt repayments
Short-term borrowings (repayments) — three months
or less, net
Payments on obligations under capital leases, net
Debt issuance costs
Net payments relating to intercompany financing
Excess tax benefit from share-based compensation
Proceeds received from exercise of stock options
Employee withholding payments on share-based
compensation
Cash (used in) provided by financing activities
Effect of exchange rate on cash and cash equivalents
(Decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of period .

Cash and cash equivalents at end of period

Guarsnlor Non-Guaranior Consolidated
ResCare, Ing. Subsidiaries Subsidiaries Fliminations Total
3 21,880 § 46,606 § 1.026 % (47,632) % 21,880
7,949 8,017 488 — 16.454
891 — — —_ 891
3,577 — — — 3.577
1,459 — C) — 1,450
(1,049) — — — (1.049)
— 5,221 — — 5,221
— 11 — — 11
(47,632) — — 47,632 —
82,983 {89.024) 968 3,962 (1.111)
70,058 {29,169) 2,473 3,962 47,324
(8,213) (5.770) (167) — (14.150)
— (38.979) — — (38,979)
— 571 — — 571
(8.213) (44,178} {167 — {52,558)
(1,589) — — — (1,589}
10,053 (1,410 5,319 (3.962) 10,000
— (57 — — (57)
(118) = — — (118)
(75.511) 79,927 (4,416) — —
1,049 —_ — — 1,049
1,339 - — — 1,339
(1,446) — — — {1,446)
{66.223) 78.460 903 (3.962) 9.178
— — (432) — (432)
(4,378) 5,113 2,777 — 3,512
1,379 3,724 5,706 — 10,809
5 (2,999) % 8837 % 8483 § — 3 14,321
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1tem 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Managcment's Discussion and Analysis (MD&A) is intended to help the reader understand ResCare's financial performance and condition.
MD&A complements, and should be read in conjunction with. our Condensed Consolidated Financial Statements and the accompanying notes.
All references in MD&A to “ResCare”, “our company”. “we”, “us”, or “our” mean Res-Care, Inc. and unless the context otherwise rcquires, its

consolidated subsidiaries.
Preliminary Note Regarding Forward-Looking Statcments

Statements in this report that are not statements of historical fact constitute forward-looking statements within the meaning of the Private
Securities Litigation Reform Act. In addition, we expect to make such forward-looking stalements in future filings with the Securities and
Exchange Comniission, in press releases, and in oral and written statements made by us or with our approval. These forward-looking
statements include, but are not limited to: (1) projections of revenues, incotne or Joss, eamings or loss per share, capital structure and other
financial items; (2) statements of plans and objectives of ResCare or our management or Board of Directors; (3) staternents of future actions or
economic performance, including development activities; (4) statements of assumptions underlying such statements; and (5) statements about
the limitations on the effectiveness of controls. Words such as “belicves”, “anticipates”, “expects”, “intends™, “plans”, “targets”, and similar
expressions are intended to identify forward-looking statements but are not the exclusive means of identifying such slatements.

Forward-looking statements involive risks and uncertainties that may cause actual results to differ materially from those in such statements.
Some of the events or circumstances that could cause actual results to differ from those discussed in the forward-looking statements are
discussed in the “Risk Factors” section in Part 11, ltem 1A of this Report and in our 2008 Annual Report on Form 10-K. Such forward-looking
statements speak only as of the date on which such statements are made, and we undertake no obligation to update any forward-looking
statement to reflect events or Circumstances occurring after the date on which such statement is made.

Overview of Our Business

We recognize revenues primarily from the delivery of residential, training, educational and support services to various populations with special
needs. Our programs include an array of services provided in both residential and non-residential settings for adults and youths with
intellectual, cognitive or other developmental disabilities. and youths who have special educational or support needs, are from disadvantaged
backgrounds, or have severc emotional disorders, inciuding some who have entered the juvenile justice system. We also offer. through drop-in
or live-in services. personal care, meal preparation, housekeeping and transportation to the elderly in their own homes. Additionally, we

provide scrvices to welfare recipients, young people and people who have been laid off or have special barriers to employment, to transition
into the workforce and become productive employees.

We have three reportable operating segments: (i) Community Services, (ii) Job Corps Training Services and (i) Employment Training
Services. Management's discussion and analysis of each segment is included below. Further information regarding our segments is included in
the notcs 1o condensed consolidated financial statements.

Revenues for our Community Services operations are derived primarily from state Medicaid programs, other government agencies, commercial
insurance companies, privatc pay home care and management contracts with not-for-profit or other providers that contract with sfate
govemment agencies. Our services include activities of daily living, functional and vocational skills training, socialization, supported
employment and emotional and psychological counseling for individuals with intellectual or other disabilities. We also provide respite,
therapcutic and other services to individuals with special needs and to older people in their homes. These services arc provided on an as-needed
basis or hourly basis through our periodic in-home services programs.
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Reimbursement varies by state and service type, and may be based on a variety of methods including fat-rate, cost-based reimbursement. per
person per diem, or unit-of-service basis. Generally, rates are adjusted annually bascd upon historical costs expericnced by us and by other
service providers. or economic conditions and their impact on state budgets. At facilities and programs where we are the provider of record, we
are directly reimbursed under state Medicaid programs for services we provide and such revenues are affected by occupancy levels. Al most
facilitics and programs that wc operate pursuant io management contracts. tbe management fee is negotiated with the provider of record.
Through ResCare HomeCare, we also provide in-home services to scniors on a private pay basis. We are concentrating growth efforts in the

home care private pay business to further diversify our revenue streams.

We operale vocational training centers under the federal Job Corps program administered by the Department of Labor {DOL) through our Job
Corps Training Services operations. Lindet Joh Corps contracls, we arc reimbursed for direct facility and program costs related to Job Corps
center operations, allowable indirect costs for general and administrative costs, plus a predetermined management fee. The management fee
takes the form of a fixed contractual amount plus a computed amount based on certain performance criteria. All of such amounts are reflected
as revenue, and all such direct costs are reflected as facility and program costs. Final determination of amounts due under Job Corps contracls
is subject to audit and review by the DOL. and renewals and extension of Job Corps contracts are based in part on performance reviews.

We operate job training and placement programns tbat assist disadvantaged job seekers in finding employment and improving their career
prospects through our Employment Training Services and intemational operations. These progranis are administered under contracts with local
and state governments. We are typically reimbursed for direct facility and program costs related to the job training centers, aflowable indirect
costs plus a fee for profit. The fec can take the form of a fixed contractual amount {rate or price) or be computed based on certain performance

criteria. The contracts are generally funded by govemment agencies.

Qutlook

We provide a variety of vital human services and derive a significant portion of our revenue from state and fedcral government sources.
Iistorically. strong demand for the services we provide continues during cyclical economic downturns such as the current challenges in the
financial markets and general recessionary environment. Despite cost containment efforts, many states are dealing with budget dcficits or
shortfalls as a result of current economic conditions, including their Medicaid budgets that fund a significant portion of the services we provide.

Application of Critical Accou nting Policics

Our discussion and analysis of tbe financial condition and results of operations are based upon our Condensed Consolidated Financial
Statements, which have been prepared in accordance with accounting principles gencrally accepted in the United States of America (U.5.
GAAP), The preparation of these financial statements reguires us to make estimates and assumptions that affect the reported anmounts and
related disclosures of commitments and contingencies. We rely on historical experience and on various other assumptions that we believe to be
reasonable under the circunistances to make judgments about the carrying values of assets and liabilities that are not readily apparent from

other sources. Actual results could difTer from those estimates.

We continually review our accounting policies and financial information disclosures. A summary of our more significant accounting policies
that require the use of estimates and judgments in preparing the financial statements was provided in our 2008 Annual Report on Form 10-K.
Management has discussed the development, selection, and application of our critical accounting policies with our Audit Committee. During
the first nine months of 2009, there were no material changes in the critical accounting policies and assumptions.
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Results of Operations

Three Months Ended Nine Months Ended
September 30 Sepiember 30
2009 2008 2009 2008
{Dollars in thousands)
Revenues:
Community Services $ 292,138 % 282,619 § 864,188 $ 825,219
Job Corps Training Services 31,966 39,952 113,378 122,270
Employment Training Services 61,167 55,140 175,457 166,641
Other (2) 10,566 10,212 38,904 34.570
Consolidated h) 395,837 S 387923 § 1,191,927 % 1,148,700
Operating income:
Coinmunity Services (1) % 30,747 3 30,185 § 87.604 % 64,709
Job Corps Training Services 2,241 2,974 8,346 8,836
Employment Training Services 5,009 5,229 12,611 17.439
Other (2) (1,132) {685) (347) 1,715
Tota! Operating Expenses (3) {14,239) (15,030) (44,860) (44,443)
Consolidated $ 22626 % 22,673 5 63,354 § 48,256
Opcrating margin:
Community Services (1) 10.5% 10.7% 10.1% 7.8%
Job Corps Training Services 7.0% 7.4% 7.4% 7.2%
Employment Training Services 8.2% 9.5% 7.2% 10.5%
Other (2) (10.7)% (6.7)% {0.9Y% 5.0%
Total Operating Expenses (3) (3.6)% (3.9% (3.8)% {(3.9%
5.7% 5.8% 5.3% 4.2%

Consolidated

(1) Nine months ended September 30, 2008 includes a $24.4 million charge related to four legal matters within our Community Services
segment. See Note 10 in our Form 10-Q for the period ended September 30, 2008 for further discussion.

(2) Other is comprised of our intemational operations and schools. Our international results include one additional month for the quarter and
year to date periods ended September 30, 2009, in order to eliminatc the one-month lag period. This adjustment did not have a material
effect on out results of operations.

(3) Represents corporate general and administrative expenses, as well as other operating income and expenses related 1o the corporate ofTice.

Consolidated

Consolidated revenues for the quarter and nine months ended September 30, 2009 increased 7.9 million and $43.2 miltion, or 2.0% and 3.8%,
respectively, over the same periods in 2008. Thesc increases were primarily related to acquisitions in the Community Services segment, new
contracts in the Employment Training Services segment and a December 2008 school acquisition included in Other, offset by ioss of the
Pitisburgh and Treasure Island Job Corps Training Services contracts, Revenues are more fully described in the segment discussions.

Consolidated operating income, which includes corporate general and administrative expenses, for the quarter cnded September 30, 2009, was
§22.6 million compared to $22.7 million over the same period in 2008. Consolidated operating margins were 5.7% and 5.8% for the quarterly

periods in 2009 and 2008, respectively.
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Consolidated operating income for the nine months ended September 30, 2009 was $63.4 million compared to $48.3 million for the same
period in 2008. Consolidated operating margins were 5.3% and 4.2% for the mine month periods in 2009 and 2008, respectively. The increases
in 2009 operating income and margins were primarily related to the $24.4 million legal charge recorded in June 2008 and 2009 acquisition
growth of approximately $3.2 million, offset by an incremental increase of $12.9 million in 2009 insurance costs.

Net interest expense decreased $0.6 million for the third quarter 2nd $1.2 million for the nine months ended September 30, 2009, compared to
the same periods in 2008. The decreases were attributable to lower rates and debt levels. OQur eflective income lax rate for the nine months
ended September 30, 2009 was 37.5% as compared to 36.0% over the same period in 2008 duc to the impact of the international operating

results.

Community Services

Community Services revenues for the quarier and nine months ended September 30, 2009 increased by $9.5 million and $39.0 million, or 3.4%
and 4.7%, respectively, over the same penods in 2008. These increases were duc primarily to acquisition growth in the HomeCare and
residential businesses. Operating margin decreased from 10.7% in the third quarter of 2008 1o 10.5% in the same period in 2009 and increased
from 7.8% 1o 10.1% for the nine months ended September 30, 2008 and 2009. The increase was due primarily to the 2008 legal charge and
2009 acquisitions of approximately $2.5 tnillion for the nine months ended, offset by an incremental increase in 2009 insuranee costs totaling

$10.8 million.
Job Corps Training Services

. Job Corps Training Services revenues for the quarter and nine months ended September 30, 2009 decreased 38.0 million and $8.9 million, or

| 20.0% and 7.3%, respectively, over the same periods in 2008 due to the loss of the Pittsburgh and Treasure [sland contracts during the second
quarter of 2009. Total annual revenue for these contracts was approximately $34 million. Operating margin dccreased from 7.4% in the third
quarter of 2008 to 7.0% in the same period in 2009 primarily due to higher expenses related to the closeout of the Pittsburgh and Treasure
island contracts. Operating margins increased from 7.2% to 7.4% for the nine months ended September 30, 2008 as compared to September 30,
2009, primarily due to a reduction in general and administrative expenses related to travel and professional scervices.

Emplovment Training Services

Employment Training Scrvices revenucs increased $6.0 million and $8.8 million, or 10.9% and 5.3%, respectively. in the quarter and nine
months ended September 30, 2009 over the same periods in 2008. The increase for the quarter change is due to $6.3 million of American
Recovery and Reimbursement Act of 2009 {ARRA) funding for youth services program and $2.3 million for new contracts in Texas, offset by
chonfalls in the WeCarc contract and the loss of Florida contracts in 2008. The increase for the nine months ended September 30, 2009 is
primarily due to $12.9 million for new contracts in Texas, $6.3 million for ARRA funding and 53.4 million for the Indiana contract, offset
primarily by the loss of Florida contracts of $10.2 million. Operating margin decreased from 9.5% in the third quarter of 2008 to 8.2% in the
same period in 2009 and decreased from 10.5% in the nine months ended September 30, 2008 to 7.2% in the same period in 2009 due to
increased current year expenses incurred in connection with our contracts in New York and Indiana, and an additional $1.6 million in insurance
costs. On October 16, 2009, we were advised by the State of Indiana that our Employment Training Services contract with [BM would end on
December 14, 2009. This contract was originally scheduled to run through 2016 with revenues totaling $109 million from 2010 through 2016.
Indiana’s Family and Social Services Administration {FSSA) informed us that we will be a vital part of the welfare service delivery system
going forward. At this time, we are in the process of negotiating a contract with FSSA.

Other

A portion of our business is dedicated to alternative education and international job training and job placement assistancc. Revenues increased
from $10.2 million in the third quarier of 2008 to $10.6 million in the satne period in 2009 primarily due to an acquisition within schools
completed in December 2008, which increased revenue $1.5 million, offset by foss of revenue of $1.1 million due to the closing of six Florida
Excel schools. Revenues increased from $34.6 million for the nine month period ended September 30, 2008 to $38.9 miltion in the same period

in 2009,
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primarily due to the acquisition completed in December 2008, which increased revenues year to dale by approximately 58.1 million, offset by a
reduction of international revenues of approximately 54.7 million due to winding down of certain contracts. Operating loss in the third quarter
of 2008 of 0.7 million increased to a loss of 51.1 million for the same period in 2009 principally due to the elimination of the one-month lag
period, which was a loss of $0.5 million. Operating income decreased from $1.7 million in the ninc months ended September 30, 2008 to a loss
of $0.3 million in the 2009 nine month period due primarily to out-of-period adjustments within the international business totaling $1.8 million
related to foreign exchange losses und amortization on intangible assets and the additional month of results included in international.

In October 2009, we were awarded five contracts under the Flexible New Deal initiative to operate job training and development prograns
serving adults in the United Kingdom. The contracts have five-year terms and we expect to have combined total revenues of approximately $90

million over the next five years.
Total Operaiing Expenses

Total opcrating expenses represcnt corporate general and administrative cxpenses. as well as other operating income and expensces. Total
operating expenses were $0.8 million, or 5.3%. Jess than the 2008 quarter due to a reduction in wage and benefit expenses. The increase of 50.4
million. or 0.9%. for the nine months ended September 30, 2009, compared to the same period in 2008 is principally due to increased
depreciation and maintenance cxpense of $0.8 million due to new and updated systems, offset by a decrease in travel expense.

Financial Condition, Liquidity and Capital Resources

Total assets increased $13.2 million, or 1.5%, in 2009 over balances at December 31, 2008. This was primarily due to the $13.9 million
increase in goodwitl and $1.3 million of net intangible assets duc to 2009 acquisitions and an increase in net accounts receivable totaling $9.2
million, offsct by a decrease of $8.9 million in cash and $1.7 million of other assets.

Cash and cash equivalents were $4.7 million at September 30, 2009, as compared to $13.6 million at Deccmber 31, 2008. Cash provided from
operations for the ninc months ended Septemher 30. 2009 was $66.9 million compared to $47.3 million for the nine months ended

September 30, 2008. The increase is primarily due to the increase in net income, change in deferred income taxes and increase in depreciation
and amortization.

Net accounts receivable at September 30, 2009 increased to $240.1 million, compared to $231.0 million at December 31. 2008. Days of
revenue in net accounts receivable increased 0.3 days to 51.4 days at September 30, 2009 compared with 51 .1 days at December 31, 2008.

Our capital requircments relate primarily to our plans to expand through selective acquisitions and the development of new facilities and
programs, and our need for sufficient working capital for general corporate purposes. Since most of our facilities and programs are operating at
or near capacity. and budgetary pressures and other forces are expected to limit increases in reimbursement rates we receive, our ability 1o
continue to grow at the current rate depends directly on our acquisition and development activity. We have historically satisfied our working
capital requirements, capital cxpenditures and scheduled debt payments from our operating cash flows and borrowings under our revolving
credit facility.

Our investing activities at September 30, 2009 decreased $22.1 million over the same period in 2008. We invested $12.7 million during the
first nine months of 2009 on purchases of property and equipment as compared to $14.2 million during the same period in 2008, We also used
$18.0 million on eleven acquisitions durirng the first nine months of 2009 compared to $39.0 million on fourteen acquisitions during the same

period in 2008.
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Our financing activities included a net payment of debt and capital lcase obligations of $44.9 million for the {irst ninc months of 2009, This
compares (o a het borrowing o $10.0 million, ofTset by a net payment of debt and capital lease obligations of $1.6 million for the same period
in 2008. Stock option exercise activity resulted in $0.4 million in proceeds for the 2009 period versus §1.3 million in 2008.

The 2007 amnendment to our senior secured revolving credit facility increased our borrowing capacity by $50 million to a total of $250 million,
Additional capacity of $50 million remains in place, subject to certain limitations in our $150 million 7.75% Scnior Notes due 2013, which
allows us to expand our total borrowing capacity to $300 million. The credit facility expires on October 3, 2010 and will be used primarily for
working capital purposes, letters of credit required under our insurance programs and for acquisitions. The credit facility is secured by a lien on
all of our asscts and, through sccured guarantees, on all of our domestic subsidiaries’ assets.

As of September 30, 2009, we had $131 1 million available under the revolver with an outstanding balance of $60.0 million. Qutstanding
balances bear intercst at 1.125% over the London Interbank Offered Rate (LIBOR) or other bank developed rates at our option. As of
September 30, 2009. the weighted average interest raie was 1.59%. As of September 30, 2009, we had irrevocable standby letters of credit in
the principal amount of $58.9 million issued primarily in connection with our insurance programs. Letters of credit had a borrowing rate of
1.25% as of September 30, 2009. The commitment fee on the unused balance was 0.25%. The margin over LIBOR and the commitment fee are
determined quarterly based on our leverage ratio, as defined by the revolving credit facility.

The capital markets remain challenging due to the recessionary environment and may impede our ability to expand and grow our business il
credit conditions remain tight or our access to these markets becomes limited. State budgetary pressures from the recessionary environment
may put further pressure on reimbursement rates and limit our ability to receive rate increases. We are negotiating new terms for our $250
million senior secured revolving credit facility and may face significant rate and pricing increases when the refinancing is completed, as well as
mare resirictive debt covenants over the tenns in place currently. Some members of our bank lending group, duc to pressure from the financial
crisis, may have more limited lending capacity than reflected in the current credit facility or may not have the ability to participate in @ new
credit facility. We may see a significant change among the lenders participating in the credit facility and the credit underwritten by each

participant.

The credit facility contains various financial covenants relating to net worth, capital expenditures and rentals and requires us Lo maintain
specified ratios with respect to our interest and leverage. We are in compliance with our debt covenants as of September 30. 2009 and we
believe we will continue to be in compliance with our bank covenants over the next twelve months. Qur ability to achieve the thresholds
provided for in the financial covenants largely depends upon continued profitability, reductions of amounts borrowed under the facility and

continued cash collections.

Operating funding sources were approximaltely 63% through Medicaid reimbursement, 10% from the DOL and 27% from othcr payors. We
believe our sources of funds through operations and available through the credit facility described above will be sufficient to meet our working
capital, planned capital expenditure and scheduled debt repayment requirements for the next twelve months.

We had no significant off-balance shect transactions or interests in 2009 or 2008.

Impact of Recently Issued Accounting Pmndunccmcnts

See Note 10 of the Notes to Condensed Consolidated Financial Statements.
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Item 3. Quantitative and Qualitative Disclosurces abhout Market Risk

The market risk inherent in our financial instruments and positions represents the potential loss arising from adverse changes in interest rates
and foreign currency exchange rales.

Interest Rates

While we are exposed to changes in interest rates as a result of any outstanding variable rate debt. we do not currently utilize any derivative
financial instruments related to our interest ratc EXposures, Our senjor secured credit facility, which has an interest rate based on margins over
LLIBOR or prime, tiered based upon leverage calculations, had an outstanding balance of $60 million as of September 30. 2009 and $103.8
million as of December 31, 2008. A 100 basis point movement in the interest rate would result in an approximate $0.6 million annualized effect
on interest expense and cash flows.

Forcign Currency Exchange Risk

Revenues, operating expenses and other financial transactions with our international operations are denominated in their respective functional
currencies. As a result, our results of operations and certain receivahles and payables are subject to fluctuations in exchange rates between the
local currencies and the U.S. dollar. The primary currencies to which we are exposed include the Canadian dollar, the British pound sterling
and the Euro. At September 30, 2009, we had $4.8 million notional amount of foreign currency forward contracts outstanding to hedge our risk
of foreign currency rate fluctuation. International net assets arc an immaterial portion of our consolidated net assets. See Note 11 for disclosure

of our derivative instruments.
Ttem 4. Controls and Proccdures

Evaluation of Disclosurc Controls and Proccdures

ResCare’s managenient, under the supervision and with the participation of the Chief Executive Officer (the CEQ) and Chief Financial Officer
{the CFO), evaluated the effectivencss of the design and operation of our disclosure controls and procedures as defined by Rules 13a-13(e) and
15(d)-15(c) under the Securities and Exchange Act of 1934, as of the end of the period covered by this report. Based on that evaluation, the

CEO and CFO concluded that ResCare’s disclosure controls and procedures are effective. There were no changes in ResCare’s internal control
over financial reporting during the quarter ended September 30, 2009 that have materially affccted, or are reasonably likely to materially affect,

internal contral over financial reporting.
Limitations on the Effectivencss of Controls

A control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the control system’s
objectives will be met. Further, the design of a control system must reflect the fact that there arc resource constraints, and the benefits of
controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, with our company have heen detected. These inherent
limitations include the realities that judgments in decision-making can be faulty, that breakdowns can occur because of simple errors or
mistakes, and that controls can be circumvented by the acts of individuals or groups. Because of the inherent limitations in a cost-effective
control system, misstatements due 10 error ot fraud may occur and not be detected.
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PART 11. OTHER INFORMATION
ftem 1. Legal Proceedings

Information regarding the legal proceedings is described in Note 9 to the condensed consolidated financial statements set forth in Part [ of this
report and incorporated by reference into this Part 11 ltem 1.

Item LA. Risk Factors

The following scts forth changes from the risk factors previously disclosed in our 2008 Annual Report on Form 10-K and our 2009 Quarterly
Reports on Form 10-Q.

Federal. state and local budgetary shortfalls or changes in reimbursement policies could adversely affect our revenies and profitability and
collectibility of receivables.

We derive a substantial amount of our revenues from federal, state and local government agencies, including state Medicaid programs and
employment training programs. Our revenucs therefore depend to a large degree on the size of the governmental appropriations for the services
we provide. Budgetary pressures. as well as economic. industry, political and other lactors, coutd influence governments to decrease or
eliminate appropriations for these services. which could reduce our revenues materially. The majority of states have forecasted budget
shortfalls as a result of the recessionary environment. Many state governments also continue 1o expericnce shortfalls in their Medicaid budgets
despite cost containment efforts. Future federal or state initiatives could institute managed carc programs for individuals we serve or otherwise
make material changes to the Medicaid program as it now exists. Future revenues may be affected by changes in rate-sefting structures,
methodologies or interpretations that may be proposed or are under consideralion in slates where wc operate.

Our ability to collect accounts receivable is also subject to developments at state payor agencies, state budget pressurcs. economic conditions
and other factors outside our control which may cause payment dclays. Changes in reimbursement procedures by the states, including engaging
new agents to manage the reimbursement function, may dclay reimbursement paymenis and create backlogs. Paying aged receivables may have
a lower priority for states experiencing budgetary pressures despite our meeting applicable billing requirements, Events that delay or prevent
our collection of accounts receivable could have a material adverse effect on our revenues.

Furthermore, federal, state and local government agencies generally condition their contracts with us upon a sufficient budgetary appropriation.
If a government agency does not receive an appropriation sufficient to cover its contractual obligations with us, it may terminate a contract or
defer or reduce our reimbursement. Previously appropriated funds could also be reduced through subsequent legislation. The loss or reduction
of reimbursement under our coniraets could have a material adverse effect on our business, financial condition and operating results.

If the fair values of our reporting units decline, we may kave to record a material non-cash charge to carnings from impatrment of our
goodwill,

‘The current recessionary environment continues 10 be challenging, and we cannot be certain of the duration of these eonditions and their
potential impact on our stock price performance. At September 30, 2009, we had $450 million of goodwill recorded. We expect to recover the
casrying value of this goodwill through our future cash flows, Onan ongoing basis, we evaluate whether the carrying value of our goodwill is
impaired, based on estimates of the fair values of our reporting units. If the carrying value of our goodwill is impaired, we may incur a material
non-cash charge to eamnings.
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Far our 2008 annua! impairment test, our Employment Training Services and international reporting units had fair values that exceeded their
respective carrying values by approximately 5%. These reporting units have goodwill balances at September 30, 2009 of $62 million and $25
million, respectively. While the operating results for the nine months ended September 30, 2009 for these two reporting units were below our
expectations, we do not consider this to be a triggering event at this time. All reporting units are subject (o an annual impairment analysis

during the fourth quarter.

When we are a subcontractor, we can be adversely affected by, but unable 1o control or influence, disputes arising between the principal
parties to ihe contract.

Occasionally, we may be engaged as a subcontractor 10 provide services to the prime contractor's customers. We currently have this
relationship in our Job Corps, international and Employment Training Services businesses. As a subcontractor, we may not be able to influence
or control issues that atise between the prime contractor and its custoner. Disputes between the prime contractor and its customer could result
in a customer terminating the contract, which could negatively impact our operating results. Al this time, a contract we have with IBM as a

subcontractor 1o provide job training services in Indiana through 2016 will ccase on December 14, 2009. Indiana’s Family Social Services
Administration (FSSA) informed us that we will be a vital part of the welfare service delivery system going forward. We are in the process of

ncgotiating a new contract with FSSA.

lItem 2. Unregistered Sales of Equity Sceuritics and Use of Proceeds
Unregistered Sales ol Equity Securities None

Issuer Repurchases of Securities:

Maximum
Number (or Approximate
43 Total Number of Shares Dollar Valuc) of Shares

Total Number of Average Price Purchused as Part of Publicly That May Yet Be Purchased

Shares Purchased Paid per Shore Announced Plans or Programs under the Plans or Programs
July 1-31, 2009 300 § 15.19 N/A N/A
August 1-31, 2009 — -— N/A N/A
September 1-30, 2009 —n — N/A N/A
300 % 15.19 N/A N/A

(1) These repurchases are made under a provision in our restricted stock compensation programs for the indirect repurchase of shares tbrough
a nel-settlement feature upon the vesting of shares in order to satisfy minimum statutory tax-withholding requirements.

Item S, Other Information

From time to time executive officers and directors of ResCare may adopt non-discretionary, written trading plans that comply with SEC

Rule 10b5-1, which provides exccutives with a method to monetize their cquity-based compensation in an automatic and non-discretionary
manner over time. The trading plans adopted by our executives must comply with our compensation and trading policies, and applicable laws
and regulations. Consistent with ResCare’s philosophy of open eommunication with our shareholders, we post information about any trading
plans of our executive olficers and dircctors in effect from time to time on our corporate website.
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Item 6. Exhibits

(a) Exhibits

311 Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act, as amended.

31.2 Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act, as amended.

Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350 as adopted

32
pursuant 1o Scction 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

: Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report 10 be signed on its behalf by the

undersigned thereunto duly authorized.

RES-CARE, INC.
Registrant

By: /s/Ralph G. Gronefeld. Jr.

Ralph G. Gronefeld, Jr.
President and Chief Executive Officer

Date: November 6, 2009

Date: November 6, 2009 By: /s/ David W. Miles

David W. Miles
Executive Vice President and Chief Financial Gfficer




EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT

[, Ralph G. Gronefeld, Jr.. cerlify that:

1.

2.

Date:

1 have revicwed this report on Form 10-Q of Res-Care, Inc.;

untruc statement of a material fact or omit to statc a material fact necessary

Based on my knowledge, this report does not contain any
de. not misleading with respect to the

10 make the statements made, in light of the circumstances under which such stateimnents were ma
period covered by this report;

er financial information included in this report, fairly present in all material

Based on my knowledge, the financial statements, and oth
ash flows of the registrant as of, and for, the periods presented in this

respects the financial condition, results of operations and ¢
report;

The registrant’s other certifying officer and 1 are responsible for establishing and maimtaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act

Rules 13a-15(D) and 15d-15(f). for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries. is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

(b} Designed such internal control over financial reporting. or caused such internal control over financial reporting to be
designed under our supervision, to provide reascnable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

d procedures and presented in this report our conclusions

(c) Evaluated the cffectiveness of the registrant’s disclosure controls an
of the end of the period covered by this report based on

about the effectiveness of the disclosure controls and procedures, as
such evaluation; and

« internal control over financial reporting that occurred during the

(d) Discloscd in this report any change in the registrant’
lly affected, or is reasonably likely to materially affect, the registrant’s

registrant’s most recent fiscal quarter that has materia
internal control over financial reporting: and

The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors:

{a) All significant deficiencies and material weaknesses in the design or operation of intemnal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process. summarize, and report financial

information; and

(b) Any fraud, whether or not material. that involves management or other employees who have a significant role in the

registrant’s internal control over financial reporting.

November 6, 2009 By: /s/Ralph G. Gronefeld. Jr.
Ralph G. Gronefeld, Jr.
President and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT

1, David W. Miles, certify that:
l. | have reviewed this report on Form 10-Q of Res-Care, Inc.,

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary
1o make the statements made, in light of the circumstances under which such statements were made, not misleading with respect 10 the

period covered by this report;

3 Based on my knowladge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
report;

4. The registrant's other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and procedures {as

defined in Exchange Act Rules 13a-15(¢e} and i 5d-15(e)) and intemal control over financial reporting (as defincd in Exchange Act
Rules 13a-15(1) and 15d-15(f}, for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, {0 ensure that imaterial information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

() Designed such intemal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting: and

5. The registrant’s other certifying officer and 1 have disclosed. based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors:

(a) All significant deficiencies and material weaknesses in the design or opcration of internal control over financial reporting
which are reasonably likely to adversely affect the registrani’s ability to rccord. process, summarize, and report financial
information; and

(b) Any fraud, whether or not material. that involves management or other employces who have a significant role in the
registrant’s intemal control over financial reporting.

Date: November 6, 2009 By: /s/ David W. Miles

David W. Miles
Executive Vice President and Chief Financial Cficer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350
(AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002)

¢ period ended September 30, 2009 as filed

In connection with the Quarterly Report of Res-Care, Inc. (the “Company™) on Form 10-Q for th
d, the Chief Executive Officer and Chief

with the Securities and Exchange Commission on the date hereof (the “Report™), the undersigne
Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Sccurities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 6, 2009 By: /s/ Ralph G. Gronefeld, Jr.
Ralph G. Gronefeld. Jr.
President and Chief Exective Officer

Date: November 6, 2009 By: /s/ David W. Miles
David W. Miles
Executive Vice President and Chief Financial Officer

A signed original of this writien statemen! required by Section 906 of the Sarbanes-Oxley Act has been provided to the Company and will be
refained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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