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Full Legal Disclaimer

This research presentation expresses our research opinions.  You should assume that as of the publication date of any presentation, report or letter, Spruce Point 
Capital Management LLC (possibly along with or through our members, partners, affiliates, employees, and/or consultants) along with our subscribers and clients has 
a short position in all stocks (and are long/short combinations of puts and calls on the stock) covered herein, including without limitation LHC Group, Inc. (“LHCG”), 
and therefore stand to realize significant gains in the event that the price of its stock declines. Following publication of any presentation, report or letter, we intend 
to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial recommendation.  All 
expressions of opinion are subject to change without notice, and Spruce Point Capital Management does not undertake to update this report or any information 
contained herein.  Spruce Point Capital Management, subscribers and/or consultants shall have no obligation to inform any investor or viewer of this report about 
their historical, current, and future trading activities.

This research presentation expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of which are based upon 
publicly available information, and all of which are set out in this research presentation.  Any investment involves substantial risks, including complete loss of capital. 
Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations of the maximum possible loss or gain. Any information contained in 
this report may include forward looking statements, expectations, pro forma analyses, estimates, and projections. You should assume these types of statements, 
expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control. This is 
not investment or accounting advice nor should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk. You should do 
your own research and due diligence, with assistance from professional financial, legal and tax experts, before making any investment decision with respect to 
securities covered herein. All figures assumed to be in US Dollars, unless specified otherwise.

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state material facts 
necessary to make the statements herein not misleading, and all information has been obtained from public sources we believe to be accurate and reliable, and who 
are not insiders or connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer, or to any 
other person or entity that was breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Management 
LLC recognizes that there may be non-public information in the possession of LHCG or other insiders of LHCG that has not been publicly disclosed by LHCG. Therefore, 
such information contained herein is presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital Management LLC makes no 
other representations, express or implied, as to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from 
its use. You should assume all statements made are our opinions, unless sourced as facts where practical. 

This report’s estimated fundamental value only represents a best efforts estimate of the potential fundamental valuation of a specific security, and is not expressed 
as, or implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment strategy for an investor. This is not an offer to 
sell or a solicitation of an offer to Buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful 
under the securities laws of such jurisdiction. Spruce Point Capital Management LLC is not registered as an investment advisor, broker/dealer, or accounting firm.

All rights reserved. This document may not be reproduced or disseminated in whole or in part without the prior written consent of Spruce Point Capital Management LLC.
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Short LHCG: Spruce Point Sees 35%-65% 
Downside to $60-$90 per Share

• AFAM Appears To Be Contracting: Disclosures regarding acquired inorganic revenue imply that AFAM has severely underperformed both Company and sell-side 
expectations. We estimate that AFAM revenue is now contracting after it was first expected to grow 5-6% per year. Management appears to avoid reporting 
AFAM growth, or has cherry-picked unrepresentative metrics which superficially project the appearance of improvement.

• Management Jumping Through Hoops To Flatter Organic Growth?: Management excludes AFAM from organic sales even though it was acquired ~21 months 
ago. This omission inflates reported organic growth by ~500 bps, from less than 2% to ~7%. Selective divestments of underperforming locations also inflate 
reported organic growth. This has saved a key LHCG metric – one followed closely by sell-side analysts – from collapsing at the hands of AFAM headwinds.

• The Cause – Bungled Integration? Or Customer Reallocation?: AFAM throughput appears to have suddenly collapsed immediately after the deal’s closure, and
has since fallen more than 30% below pre-deal levels. Throughput at legacy LHCG locations has simultaneously expanded by close to 10%. Could AFAM’s apparent 
contraction be explained by the cannibalization (purposeful or not) of AFAM locations by legacy LHCG locations? If so, LHCG’s high single-digit reported organic 
growth is being supported directly by cutbacks at locations not yet included in the organic base, which will inevitably weigh on organic growth once they are in 
fact included (as they should be already). We also find that, after claiming that the integration would be extremely swift, management has since subtly pushed 
forward its integration timeline on an almost quarterly basis. Today, more than two years after management first stated that the integration was already nearly 
complete, it is still in the process of integrating AFAM into LHCG’s software, and had integrated only about half of AFAM locations by the end of last quarter. We 
harbor significant doubts as to the competence of LHCG management and the continued viability of its roll-up strategy given these apparent integration issues.

• Concerning Purchase Accounting Adjustments: Management appears to have gradually increased AFAM’s bad debt allowance from $27M to $65M, suggesting 
that nearly half of acquired AFAM receivables may be uncollectible. The post-M&A purchase accounting adjustment window may also be giving LHCG a chance to 
take effective asset write-downs which do not flow through the income statement, and, therefore, which do not hit earnings. This, combined with ~$67M worth 
of integration costs through ~2 years and counting, has destroyed over $100M of shareholder value for holders of LHCG, nearly 15% of the AFAM purchase price.

• We See 40%-60% Downside After Taking Into Account LHCG's True Organic Growth, Earnings, And Business Risks: LHCG remains a popular “buy” among 
analysts enamored by the Company’s seemingly-robust organic growth profile and runway for tuck-in M&A, particularly following an Oct 31 update to Medicare’s 
Patient-Driven Groupings Model which was broadly perceived to be supportive of continued industry consolidation. Even then, the average analyst price target 
implies only 3% upside from current levels. Why should investors own stock in a Company which, in our opinion, misrepresents its organic growth profile by 
500bps, and whose management cannot effectively carry out its strategy at large scale? We expect organic underperformance and disappointing earnings to 
result in significant valuation compression from LHCG’s current 20.6x ‘20E EBITDA multiple – an all-time high for the stock.

LHC Group (“LHCG” or “the Company”) is a roll-up of post-acute home health centers which, in Apr 2018, completed a transformative merger of 
equals with fellow home health services provider Almost Family (“AFAM”). The merger was pitched to investors as a highly-synergistic deal which 

would produce a company capable of consistent mid-single-digit organic growth. However, Spruce Point’s forensic analysis of Company filings 
suggests that, whereas AFAM was expected to grow annually at 5-6% following the deal, the business is now contracting. At the same time, 

management appears to have taken steps to obfuscate AFAM growth and to avoid including it in organic sales, despite the fact that the deal closed 
~21 months ago. With AFAM included in LHCG organic sales, as it should be, organic growth would fall from a reported ~7% to less than 2%. 

Meanwhile, surreptitious purchase accounting adjustments and questionable “one-time” acquisition-related charges have erased nearly 15% of the 
announced deal value. With LHCG’s true organic growth far below reported levels, and with management appearing to have serious problems 

integrating AFAM into LHCG, we question not just LHCG’s reported organic growth and adjusted earnings figures, but the continued viability of 
management’s roll-up strategy itself – and, consequently, the growth-driven narrative underpinning the bull case for the stock.



5

Naïve LHCG Bull Case vs. Spruce Point Findings

A close forensic investigation of LHCG’s underlying organic growth and true profitability profile leads us to have a far more bearish view on the 
Company than the bullish industry consensus, which remains blind to major issues with its performance, strategy, and management team.

Topic Favorable Street Perception of LHCG Spruce Point Reality Opinion

AFAM Performance No serious irregularities beyond typical integration 
concerns

• AFAM sales appear to have contracted for three straight quarters

Organic Growth 
Performance Market-leading organic growth in the high single-digits

• Management is inappropriately excluding acquired AFAM locations more than 
four quarters following the acquisition

• By excluding AFAM locations from its organic base, LHCG’s organic base excludes 
half of its “true” organic locations (and its worst-performing)

• Excluding AFAM locations allows management to report high single-digit organic 
growth, which would otherwise be below 2%

• Throughput among AFAM locations has collapsed, raising questions as to 
integration issues or cannibalization (purposeful or not)

Management LHCG has a committed, high-quality management team 
successfully executing on a lucrative roll-up strategy

• Management seriously underdelivered on its initial integration timeline. It has 
since effectively admitted that its initial integration goals, and perhaps the 
acquisition itself, were too aggressive.

• Explicit attempts to manage numbers to preserve the image of strong organic 
growth raises serious questions as to management’s credibility.

• Integration failures calls into question viability of roll-up strategy

Strategy Creating Value 
for Shareholders?

LHCG is generating real value for shareholders, as FCF 
per Share has doubled since the AFAM merger

• Management makes questionable adjustments to FCF to present a superficially 
impressive image of earnings power and cash generativity

• Purchase accounting adjustments following AFAM acquisition suggests that the 
deal destroyed value

Peer Comparison and 
Valuation

LHCG is performing at least in line with Amedisys 
(NASDAQ: AMED), its most relevant peer, and therefore 
deserves a premium multiple to the industry average

• LHCG is underperforming its peer group and is not deserving of its premium 
valuation, which is currently at an all-time high due to optimism over future 
M&A
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Organic Growth Vastly Overstated Due To 
Omission Of Almost Family

Whether AFAM’s poor performance can be attributed to mismanagement or underlying flaws, Spruce Point believes that management’s omission 
of AFAM from LHCG organic sales after the merger’s anniversary date presents a severely skewed view of LHCG organic growth.

Whereas management reports that LHCG has grown organic sales by 6.1% and 7.5% in Q2 and Q3 FY19, respectively, its true organic growth rate 
is less than 2% when AFAM locations are included in the organic sales base – as they should be, with the acquisition having anniversaried in 

April of this year. Spruce Point estimates that, by excluding the contribution of Almost Family locations from organic growth, LHCG has inflated 
its reported organic growth by close to 500 bps in both Q2 and Q3.

($, Millions)

Q2 FY19 Q3 FY19

LHCG Claim Adjustment: AFAM 
in Organic Base

Spruce Point 
Estimate LHCG Claim Adjustment: AFAM 

in Organic Base
Spruce Point 

Estimate

(A) Beginning Same Store Sales Base $276.8 - $276.8 $290.0 - $290.0

(B) Sales from Locations Tied to Anniversaried Acquisitions 22.9 204.8 227.7 9.7 203.2 213.0

(C) Ending Same Store Sales Base ((A) + (B)) $299.7 - $504.5 $299.7 - $502.9

(D) Organic Growth Dollars (Implied) 18.3 (11.7) 6.6 22.5 (12.9) 9.6

(E) Ending Organic Revenue ((C) + (D)) $318.0 - $511.1 $322.2 - $512.6

Growth from Organic Revenue ((D) / (C)) 6.1% - 1.3% 7.5% - 1.9%

LHCG Organic Growth: Management Claim (Ex-AFAM) vs. Spruce Point (AFAM Included)

Source: LHCG SEC Filings and Spruce Point Estimates
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Average Episodes per Home Health Location (Monthly)

LHCG - Legacy (Organic) AFAM - Legacy (Inorganic) AMED (Industry Peer)

LHCG Organic Growth Artificially Inflated By A 
Sudden (And Suspicious) Shift In Mix?

NET EFFECT

Accelerated REPORTED organic sales 
growth (due to shift in mix)

Minimal “TRUE” / “OVERALL” organic 
sales growth (including anniversaried 

AFAM locations)

Is LHCG’s reported organic growth set up to collapse once AFAM locations are finally included in the organic base?

Pre-Deal Post-Deal INCLUDED in organic 
sales

NOT INCLUDED in 
organic sales

Note: No data available for AFAM for Q1 FY18. AFAM location count above includes a marginal number of other acquired locations.

A close analysis of LHCG’s financial statements reveals a sudden and growing divergence between throughput at AFAM locations and legacy 
LHCG locations. Immediately following the acquisition, home health episodes per location declined sharply among former AFAM locations, and 
have since fallen by 57 events per month (31%) from pre-deal levels. Meanwhile, average throughput among legacy LHCG locations has risen by 

18 events per month (9%). Why did AFAM throughput fall so significantly following the acquisition, and, crucially, why has it continued to fall 
even as management moves closer towards completing the integration?

Importantly, as of Q3 FY19, LHCG has more locations excluded from organic growth (292) – the vast majority of which are AFAM locations – than 
it has organic locations (263). Accordingly, the contraction in throughput at AFAM – which is excluded from REPORTED organic sales growth –

has a larger proportional impact on “TRUE” organic sales growth than does the increase in throughput at legacy locations. The result: “true” 
organic sales growth is far lower than management’s reported figure, which excludes more than half of its locations (and its worst-performing).

-31%

+9%
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LHCG Organic Home Health Growth Is Not 
Representative Of Underlying Growth Rate

While LHCG reports levels of organic home health growth roughly on par with AMED, its closest peer, Spruce Point believes that LHCG’s organic 
home health growth figure is misleading as reported, and is not a meaningful reflection of underlying Company performance. Importantly, with 

management continuing to exclude AFAM from organic sales, LHCG’s organic base temporarily includes less than half of its total locations. 
Meanwhile, AMED’s organic base includes 99% of its locations, making its own reported organic home health growth figure a much stronger 

indication of sustainable sales growth. Including AFAM locations in LHCG’s organic home health growth calculation (as they should be) reduces 
LHCG organic home health growth in Q2 and Q3 2019 from 6.6% and 7.9% to 1.7% and 2.1%, respectively – far behind AMED’s reported figures.

Sources: LHCG and AMED SEC Filings, Spruce Point estimates
1. AMED Home Health organic growth is a weighted average calculated based on their same store growth for Medicare and Non-Medicare revenues as disclosed in the MD&As of its quarterly and annual filings

Home Health Location Analysis –
Percent Of Base Included In Organic Growth

Home Health Revenue: Organic Growth, As Reported1

2Q19 3Q19

Spruce Point believes that LHCG’s reported organic home health sales growth represents a skewed measure of organic growth, and is not 
representative of LHCG’s underlying performance. We believe that, in reality, LHCG is underperforming AMED by a significant margin.
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9

Even after having spent over $1B on acquisitions and related costs since FY14, LHCG has shown no material growth in free cash flow per share 
since the end of FY15. Accordingly, we question whether management’s roll-up strategy has generated meaningful (or any) value for LHCG 
shareholders. Management reports an adjusted free cash flow figure which adds back acquisition and other related costs, but Spruce Point 

believes that these costs are core to the economics of a roll-up like LHCG and, as such, should not be ignored.

True FCF Reveals An Uneconomical Roll-Up 
Which Is Destroying Shareholder Value

($, Millions) FY14 FY15 FY16 FY17 FY18 LTM

Acquisition Spend (Cash & Stock) $73.9 $70.6 $23.2 $64.6 $787.3 $55.5

Purchase of Additional Controlling Interest 0.4 0.3 - 1.5 0.4 18.8

Cost of Acquisitions - 0.3 - 4.3 23.5 24.7

Total Cost of Acquisitions $74.3 $71.2 $23.2 $70.4 $811.2 $74.3

Cumulative Cost $74.3 $145.5 $168.6 $239.0 $1,050.7 $1,144.0

($, Millions, except share data) FY14 FY15 FY16 FY17 FY18 LTM

Cash Flow From Operations $38.7 $59.9 $67.5 $32.3 $108.6 $127.0

Less: Capex (8.1) (13.3) (16.0) (10.2) (33.0) (29.5)

Less: Payments to Minority Interest (per CF Statement) (6.8) (8.3) (9.4) (11.4) (12.1) (22.4)

Less: Payment of Deferred Financing Fees (0.9) - - - (1.9) -

Less: Withholding Taxes Paid on Stock-Based Comp. (0.9) (1.5) (2.0) (3.1) (7.1) (9.8)

Free Cash Flow, Adj. (Spruce Point) $21.9 $36.8 $40.1 $7.7 $54.4 $65.3

Diluted Shares Outstanding 17.6 17.5 17.7 18.0 27.8 31.2

FCF, Adj. per Share (Spruce Point) $1.24 $2.10 $2.27 $0.43 $1.96 $2.09

FCF, Adj. (Reported)1 - - - - $110.2 $123.52

FCF, Adj. per Share (Reported)1 - - - - $3.97 $3.962

Total Cost of Acquisitions

Over $1B spent on 
acquisitions since FY14…

Free Cash Flow (Spruce Point)

…but zero growth in free 
cash flow per share

1. New reported metric as of Q4 FY18 (but with significant flaws, in our view)
2. Spruce Point estimate of management-defined LTM Adj. FCF metric, which cannot be calculated directly due to changes in management’s Adj. FCF calculation
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LHCG Trading Above Sustainable Levels, But 
Multiples May Correct In The Near Term

Spruce Point believes that LHCG’s lofty valuation is driven by a broad misunderstanding of Company fundamentals among analysts and 
investors: its core growth trajectory, earnings power, and FCF profile all remain clouded behind discretionary accounting maneuvers which have 
obscured its recent missteps from plain view. However, as the most impactful of these maneuvers will persist only through the end of FY19, we 

believe that LHCG’s multiples are likely to contract in coming quarters as investors gain a clearer understanding of LHCG’s true financial 
performance. A company growing at less than half the organic rate reported by management, and with half as much earnings power and FCF 

generativity as would otherwise appear given management’s aggressive add-backs, does not deserve such a generous valuation, and investors 
will reevaluate LHCG accordingly once its underlying economics are laid bare in FY20.

Source: Bloomberg, Spruce Point Research

Spruce Point sees little chance that these valuations will persist once investors gain a clearer view into LHCG’s organic growth and earnings 
power, and once they understand the extent to which management has struggled to execute on its roll-up strategy.

($, Millions, except per share figures)



Obfuscation Of Headwinds At 
Almost Family Misrepresents True 
LHCG Organic Growth
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Setting The Stage: LHCG Investors Bullish On 
Industry Developments, But Ignoring Company-
Specific Challenges?

Recent industry developments have driven significant interest in the home healthcare space among thematic healthcare investors through the 
past several quarters. Many have grown bullish over industry-wide consolidation, with larger home health providers rapidly consuming smaller 
regional players. Their bullishness has only been reinforced by recent sector developments. In particular, on Oct 31, 2019, Medicare announced 
changes to its Patient-Driven Groupings Model (PDGM), under which the reduction in home health reimbursements (4%) was not as onerous as 
initially expected (8%), and under which requests for anticipated payment (RAPs) were slashed from 80% to 20% of the final payment amount. 
Investors interpreted the former development as providing a degree of relief to the industry as a whole, but the latter as a potential source of 

working capital strain for smaller regional players, potentially driving accelerated consolidation among industry leaders.

Taken together, these developments have enhanced investor bullishness across the major home health players, LHCG included. However, as we 
will demonstrate throughout this report, Spruce Point believes that the bulls bidding up LHCG shares on industry-wide news are ignoring glaring 

company-specific problems under the hood at LHCG.

LHCG AMED

ADUSEHC

PDGM Ruling (Oct 31, 2019)

Perceived as significant 
positive for major industry 
players – but are investors 
ignoring company-specific 

problems at LHCG?
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Pitch To Investors: Two Industry Leading 
Companies Merging Into One

On Nov 16, 2017, LHCG and competing home health provider Almost Family (AFAM) announced plans to conduct a $1.8B merger of equals, which 
was subsequently completed on Apr 1, 2018. The merger created what was anticipated to be a $1.8B revenue company with 781 total locations, 

and the largest U.S. home health provider by location count. The deal was pitched primarily as an opportunity to reduce combined costs by 
merging two companies which were uniquely aligned in their focus on home health services (versus other forms of post-acute care) – and, 

importantly, which both appeared to have positive growth momentum. However, after analyzing Company disclosures, Spruce Point finds that the 
momentum seemingly demonstrated by Almost Family either may not have been what it appeared or might have since dissolved.

LHCG: S4

FY17E FY18E FY19E FY20E FY21E FY22E

Expected Almost Family Net Revenue Growth, LHCG Projections (Implied) 29.9% 5.8% 5.2% 5.2% 5.2% 5.2%

“As I think about growth, so Keith, obviously, you guys have done a really good job driving very healthy organic growth and 
William and Steve have done the same thing and bolstering that with M&A and JV. So how does this change, given that 
you're going to go through an integration? I know you have an unlevered balance sheet and you alluded to that in your 
prepared remarks. But how should we be thinking about the growth profile of the combined company 6 months, 12 
months and longer than that out?”

- Brian Tanquilut – Jefferies
“Well, I'll go first and ask Steve to chime in with me here. Let's -- so I don't see this having, certainly, a negative effect. I mean, 
perhaps even accelerating the growth profile. Our balance sheet is clean. The volume of inbound calls and interest that we're 
getting from hospital and health system partners, in particular, is -- continues to increase. So I don't see anything that would curtail 
that. And we're really excited about the new growth opportunities. And Steve I'm going to let you all take that.”

- Keith Myers – Chairman & CEO, LHCG Group

LHCG M&A Call: Nov 16, 2017

“This -- we've talked for a long time in our investor conferences in discussions around trajectory and continuing that trajectory. And 
both companies have been on pretty amazing trajectories. And so this is continuing the trajectory. So if you just think about
Kanye West, bigger, faster, stronger, right, so we're delevering the balance sheet. This is going to be a straightforward 
integration…. So I think we're going to grow better and faster. I'd rather us to do this together, because I think we can grow better, 
faster, lower risk, higher return profile doing this together than we could possibly do it separately.”

- C. Steven Guenthner – President, Principal Financial Officer, Treasurer & Secretary, Almost Family

https://www.globenewswire.com/news-release/2017/11/16/1194012/0/en/LHC-Group-and-Almost-Family-Announce-Merger-of-Equals-to-Create-Leading-National-Provider-of-In-Home-Healthcare-Services.html
https://homehealthcarenews.com/2018/04/lhc-group-closes-almost-family-merger-charts-future-course/
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LHCG Disclosures Regarding Inorganic Sales 
Conflict With Initial AFAM Growth Estimates

LHCG discloses its aggregate inorganic revenue from all recent acquisitions in its quarterly MD&A. Our independent analysis of each of LHCG’s 
individual deals allows us to deduce the implied revenue contribution of AFAM alone. Our analysis suggests that AFAM has experienced material 

top-line contraction since the deal was completed in Apr 2018, from $205M in Q2 FY18 to $193M in both Q2 and Q3 FY19. This stands in stark 
contrast to management’s pre-deal estimates which projected AFAM sales growth of 5% in FY19 and beyond.

LHCG disclosures 
regarding inorganic sales 

contributions from 
acquisitions seem to 

imply that Almost Family 
is not generating nearly 
the level of revenue that 

management first forecast

Date Acquisition Name Annual Sales, $M (Est.) Q2 FY18 Q3 FY18 Q4 FY18 Q1 FY19 Q2 FY19 Q3 FY19

12/1/2019 LifePoint Health $3.6 - - - - - -
12/1/2019 LifePoint Wellness 2.1 - - - - - -
8/1/2019 VNA Home Health of Maryland 35.0 - - - - - 5.8
8/1/2019 Atmore Hospital JV 2.0 - - - - - 0.3
8/1/2019 Comfort Home Care 2.0 - - - - - 0.3
8/1/2019 Capital Region Medical Center JV 3.5 - - - - - 0.6
4/1/2019 Geisinger Health JV 35.0 - - - - 8.8 8.8

1/31/2019 Unity Health JV 3.5 - - - 0.6 0.9 0.9
12/1/2018 Commonwealth Home Health 3.3 - - 0.3 0.8 0.8 0.8
12/1/2018 Guardian Health 3.0 `- - 0.3 0.8 0.8 0.8
9/1/2018 Home Health of Wilson 3.8 - 0.3 1.0 1.0 1.0 0.6
8/1/2018 Capital Region Medical Center JV 1.6 - 0.3 0.4 0.4 0.4 0.1
8/1/2018 St. Mary’s Health Hospice JV 5.0 - 0.8 1.3 1.3 1.3 0.4
5/1/2018 St. Mary’s Health JV 3.0 0.5 0.8 0.8 0.8 0.3 -
4/1/2018 Almost Family ? ? ? ? ? ? ?
2/1/2018 THR / Methodist – First Choice 2.8 0.7 0.7 0.7 0.2 - -

12/1/2017 Erlanger Health JV 7.0 1.8 1.8 1.2 - - -
9/1/2017 Christus Health JV 80.0 20.0 13.3 - - - -
6/1/2017 Baptist Memorial Health Care JV 25.0 4.2 - - - - -
1/1/2017 LifePoint JV (Phased) 60.0 - - - - - -
7/1/2016 East Arkansas Health 10.5 - - - - - -
4/4/2016 Northern Arizona Healthcare JV 0.0 - - - - - -
3/1/2016 Heartlife Hospice 6.8 - - - - - -

(A) Total Inorganic Revenue, Ex-AFAM (Spruce Point Estimate)1 $27.1 $18.0 $5.7 $5.7 $14.1 $19.5

(B) Total Acquired Revenue (per LHCG Filings)2 231.9 221.2 208.1 205.6 207.1 209.9

Almost Family Gross Service Revenue, Implied ((B) - (A)) $204.8 $203.2 $202.3 $199.8 $193.1 $190.4

Inorganic Revenue Contribution of LHCG Acquisitions – Spruce Point Estimates

1.  Estimated total inorganic revenue contribution of all recent LHCG acquisitions (excluding AFAM)
2. Revenue from purchased locations that has been in service with LHCG for 12 months or less, including all legacy AFAM locations for the period after April 1, 2018, as disclosed in the MD&As of LHCG’s quarterly and annual SEC filings
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Almost Family Appears To Be Performing Far 
Below Initial Estimates

It appears that Almost Family continues to underperform both management and Wall Street projections long after the deal was completed in Apr 
2018. LHCG management stated that it expected Almost Family to generate $850M of revenue through FY18, up 9% from FY17. Sell-side analysts 
expected Almost Family to generate $822M prior to its acquisition by LHCG, up 5% from the prior year. Management disclosures, however, imply 

that Almost Family underperformed both estimates, generating $803M in revenue in FY18 – up just 2.6% – and that, through the first three 
quarters of FY19, its sales have been in significant decline. This rapid reversal in AFAM performance following its acquisition by LHCG gives us 

serious concerns both for the underlying health of AFAM itself and for the quality of LHCG management.

($, Millions)
Historical Spruce Point Estimate1

Q1 FY17 Q2 FY17 Q3 FY17 Q4 FY17 FY17 Q1 FY18 Q2 FY18 Q3 FY18 Q4 FY18 FY18 Q1 FY19 Q2 FY19 Q3 FY19

Net Service Revenue (Pre ASU 2014-09 Adoption)1 $201.3 $200.7 $194.3 $200.6 $797.0 $207.7 $204.8 $203.2 $202.3 $818.0 $199.8 $193.1 $190.4

Bad Debt Expense (Spruce Point Estimate)2 3.7 3.7 3.5 3.7 14.5 3.7 3.7 3.7 3.7 14.8 3.7 3.5 3.5

As a % of Revenue 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8%

Net Service Revenue (Post ASU 2014-09 Adoption) 197.6 197.1 190.8 197.0 782.4 204.0 201.0 199.5 198.6 803.1 196.2 189.5 186.9

Growth, YoY - - - - - 3.2% 2.0% 4.6% 0.8% 2.6% -3.8% -5.7% -6.3%

1. Spruce Point estimates derived from LHCG disclosures regarding total inorganic revenue from acquisitions (2Q18 thru 3Q19). See prior slide.
Pro forma disclosure was used to deduce AFAM revenues for 1Q18

2. Bad debt expense now deducted from revenue following LHCG's adoption of ASU 2014-09. Estimate derived from historical benchmarks.

What happened to management’s pre-deal 5-6% revenue growth estimate for Almost Family?

What happened to “better, faster, stronger” growth?

Almost Family Net Service Revenue – Spruce Point Estimate from LHCG Disclosures
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Apr 1, 2019
Acquisition anniversary date 

Management Suspiciously Kicking The Organic 
Anniversary Date Down The Road

With the merger having closed on Apr 1, 2018 and anniversarying on Apr 1, 2019, Almost Family revenue should have been included in LHCG's 
organic growth calculations as of Q2 FY19. However, management surreptitiously amended its definition of organic growth in Q2 FY19 explicitly 
to exclude Almost Family locations from organic growth, citing “continued system integrations.” Spruce Point finds it extremely suspicious that 
LHCG would amend its organic growth definition to exclude the sales contribution of a single acquisition, however material, which is well past its 

anniversary date – particularly after management claimed adamantly that the Almost Family integration process would be swift. Is Almost 
Family’s slow growth a product of organic headwinds, a difficult integration process, overlapped locations, or some combination thereof? 

Regardless, Spruce Point finds management’s decision to exclude Almost Family from organic growth highly suspect.

Q1 FY18 Q2 FY18 Q3 FY18 Q4 FY18 Q1 FY19 Q2 FY19 Q3 FY19 Q4 FY19E Q1 FY20E

AFAM Acquired?         

AFAM Deal Anniversaried?         

AFAM Revenue Included in Organic?         

AFAM Revenue Accounting Timeline

Organic Growth Footnote: LHCG 
Q1 FY19 Press Release (and Prior)

Organic Growth Footnote: LHCG 
Q2 FY19 Press Release

“This -- we've talked for a long time in our investor conferences in discussions around trajectory and continuing that trajectory. And both companies have been on pretty amazing 
trajectories. And so this is continuing the trajectory. So if you just think about Kanye West, bigger, faster, stronger, right, so we're delevering the balance sheet. This is going to be a 
straightforward integration. I don't want to get too far ahead of ourselves, but we've already integrated the home health agencies of Almost Family into Homecare 
Homebase, which is the same platform that's being used at LHCG. So we're just that much further ahead. We're going to ultimately integrate the personal care 
operations into the platform that Almost Family uses. So that's going to go pretty well. We've got a great deal of experience doing that. So I think we're going to grow better 
and faster. I'd rather us to do his together, because I think we can grow better, faster, lower risk, higher return profile doing this together than we could possibly do it separately.”

- C. Steven Guenthner – President, Principal Financial Officer, Treasurer & Secretary, Almost Family

LHCG M&A Call: Nov 16, 2017 ?

Apr 1, 2018
LHCG acquires AFAM

Q1 FY20
First quarter in which AFAM is to 

be included in organic growth
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Organic Growth Vastly Overstated Due To 
Omission Of Almost Family

Whether AFAM’s poor performance can be attributed to mismanagement or underlying flaws, Spruce Point believes that management’s omission 
of AFAM from LHCG organic sales after the merger’s anniversary date presents a severely skewed view of LHCG organic growth.

Whereas management reports that LHCG has grown organic sales by 6.1% and 7.5% in Q2 and Q3 FY19, respectively, its true organic growth rate 
is less than 2% when AFAM locations are included in the organic sales base – as they should be, with the acquisition having anniversaried in 

April of this year. Spruce Point estimates that, by excluding the contribution of Almost Family locations from organic growth, LHCG has inflated 
its reported organic growth by close to 500 bps in both Q2 and Q3.

($, Millions)

Q2 FY19 Q3 FY19

LHCG Claim Adjustment: AFAM 
in Organic Base

Spruce Point 
Estimate LHCG Claim Adjustment: AFAM 

in Organic Base
Spruce Point 

Estimate

(A) Beginning Same Store Sales Base $276.8 - $276.8 $290.0 - $290.0

(B) Sales from Locations Tied to Anniversaried Acquisitions 22.9 204.8 227.7 9.7 203.2 213.0

(C) Ending Same Store Sales Base ((A) + (B)) $299.7 - $504.5 $299.7 - $502.9

(D) Organic Growth Dollars (Implied) 18.3 (11.7) 6.6 22.5 (12.9) 9.6

(E) Ending Organic Revenue ((C) + (D)) $318.0 - $511.1 $322.2 - $512.6

Growth from Organic Revenue ((D) / (C)) 6.1% - 1.3% 7.5% - 1.9%

LHCG Organic Growth: Management Claim (Ex-AFAM) vs. Spruce Point (AFAM Included)

Source: LHCG SEC Filings and Spruce Point Estimates
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Average Episodes per Home Health Location (Monthly)

LHCG - Legacy (Organic) AFAM - Legacy (Inorganic) AMED (Industry Peer)

LHCG Organic Growth Artificially Inflated By A 
Sudden (And Suspicious) Shift In Mix?

NET EFFECT

Accelerated REPORTED organic sales 
growth (due to shift in mix)

Minimal “TRUE” / “OVERALL” organic 
sales growth (including anniversaried 

AFAM locations)

Is LHCG’s reported organic growth set up to collapse once AFAM locations are finally included in the organic base?

Pre-Deal Post-Deal INCLUDED in organic 
sales

NOT INCLUDED in 
organic sales

Note: No data available for AFAM for Q1 FY18. AFAM location count above includes a marginal number of other acquired locations.

A close analysis of LHCG’s financial statements reveals a sudden and growing divergence between throughput at AFAM locations and legacy 
LHCG locations. Immediately following the acquisition, home health episodes per location declined sharply among former AFAM locations, and 
have since fallen by 57 events per month (31%) from pre-deal levels. Meanwhile, average throughput among legacy LHCG locations has risen by 

18 events per month (9%). Why did AFAM throughput fall so significantly following the acquisition, and, crucially, why has it continued to fall 
even as management moves closer towards completing the integration?

Importantly, as of Q3 FY19, LHCG has more locations excluded from organic growth (292) – the vast majority of which are AFAM locations – than 
it has organic locations (263). Accordingly, the contraction in throughput at AFAM – which is excluded from REPORTED organic sales growth –

has a larger proportional impact on “TRUE” organic sales growth than does the increase in throughput at legacy locations. The result: “true” 
organic sales growth is far lower than management’s reported figure, which excludes more than half of its locations (and its worst-performing).

-31%

+9%
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LHCG Organic Home Health Growth Is Not 
Representative Of Underlying Growth Rate

While LHCG reports levels of organic home health growth roughly on par with AMED, its closest peer, Spruce Point believes that LHCG’s organic 
home health growth figure is misleading as reported, and is not a meaningful reflection of underlying Company performance. Importantly, with 

management continuing to exclude AFAM from organic sales, LHCG’s organic base temporarily includes less than half of its total locations. 
Meanwhile, AMED’s organic base includes 99% of its locations, making its own reported organic home health growth figure a much stronger 

indication of sustainable sales growth. Including AFAM locations in LHCG’s organic home health growth calculation (as they should be) reduces 
LHCG organic home health growth in Q2 and Q3 2019 from 6.6% and 7.9% to 1.7% and 2.1%, respectively – far behind AMED’s reported figures.

Sources: LHCG and AMED SEC Filings, Spruce Point estimates
1. AMED Home Health organic growth is a weighted average calculated based on their same store growth for Medicare and Non-Medicare revenues as disclosed in the MD&As of its quarterly and annual filings

Home Health Location Analysis –
Percent Of Base Included In Organic Growth

Home Health Revenue: Organic Growth, As Reported1

2Q19 3Q19

Spruce Point believes that LHCG’s reported organic home health sales growth represents a skewed measure of organic growth, and is not 
representative of LHCG’s underlying performance. We believe that, in reality, LHCG is underperforming AMED by a significant margin.

9.2%
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LHCG’s reported organic home health growth could 

collapse once AFAM is finally included in the organic base
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A Mismanaged Integration Process, Or Gaming 
Throughput To Boost Organic Growth?

What is the cause of the divergence in throughput between AFAM locations and legacy LHCG locations which is weighing on “true” organic 
growth? Perhaps a seemingly mishandled integration process has taken a heavy toll on AFAM, making it difficult for LHCG to maintain AFAM’s 

customer base or to replenish normal churn. Alternatively, we note that, of the 243 metro areas in which LHCG operated at the time of the 
acquisition, 39 (16%) overlapped with territories covered by AFAM. Could organic LHCG locations be cannibalizing AFAM locations which 

continue to be excluded from the reported organic base? Even worse, could LHCG management simply be re-designating former AFAM business 
as legacy LHCG business in territories in which both AFAM and LHCG were present?

“So, I guess, starting off, it's been nearly 2 years that you 
guys have acquired Almost Family. What are the 
lessons have you learned from that acquisition? And 
how do you see the M&A market going forward in the PDGM 
environment and what lessons can you take from the 
acquisition into that?”

- Anthony Makdessi – JP Morgan
“So I think lessons learned for me. I would say I have 
a more full appreciation for the value and not trying 
to do an integration of that size on a shoestring, 
but to have it well planned out and to bring in a third-
party to manage the process because that allowed us 
not to take our eye off the ball on our core business.”

- Keith Myers – Chairman & CEO, LHCG Group

JP Morgan Healthcare Conference (Jan 13, 2020)

LHCG M&A Presentation (Nov 16, 2017)

Did LHCG management bite off 
more than it could chew when it 

attempted to integrate a 
business just as large as the 
legacy LHCG business into 

LHCG in under a year?

Spruce Point Concern: 
Competence of LHCG Management

Possible 
Cause

Integration 
Problems?

Possible 
Cause

Cannibalized 
AFAM 

Locations?

Did the shifting of AFAM 
employees and customers 

(existing and prospective) to 
legacy LHCG locations 

superficially boost reported 
organic growth by drawing away 

from the still-inorganic AFAM 
part of the business?

Spruce Point Concern:
Reorganized Operations 

Superficially Boost Organic Growth
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Management Statements Appear Either To Hide 
AFAM Headwinds Or Reveal Gross Mismanagement

On its Q2 FY19 earnings call, management blamed the delay in including AFAM in organic sales on its slow integration into Homecare Homebase, 
a business management software platform designed for the home health industry. We find this curious given that, on its post-M&A conference 

call, management claimed that AFAM had already been integrated into Homecare Homebase. Management has since gradually backtracked from 
this statement, retreating from the claim that the integration was already complete to state that migrating AFAM onto LHCG's instance of 

Homecare Homebase would “require a few tweaks,” and finally admitting that the integration would draw out until year-end FY19. We find these 
explanations suspect given management’s enthusiastic claim that the integration would be swift precisely because AFAM was well-positioned for 
a swift transition into LHCG's software. Regardless, it appears either that (1) AFAM is in decline as a stand-alone business or (2) management is 
seriously mismanaging the AFAM integration. Neither explanation should give investors confidence in management or the combined business.

“So if you just think about Kanye West, bigger, faster, stronger, right, so we're delevering 
the balance sheet. This is going to be a straightforward integration. I don't want to 
get too far ahead of ourselves, but we've already integrated the home health 
agencies of Almost Family into Homecare Homebase, which is the same platform 
that's being used at LHC. So we're just that much further ahead. We're going to 
ultimately integrate the personal care operations into the platform that Almost Family 
uses. So that's going to go pretty well. We've got a great deal of experience doing that.”

- C. Steven Guenthner – President, Financial Officer, Treasurer & Secretary, AFAM

LHCG M&A Call (Nov 16, 2017): “ALREADY INTEGRATED”

“With organic growth and legacy LHCG performing ahead of our usual annual targets, 
we believe once we're past the Homecare Homebase conversion, we will be able to 
drive organic growth with Almost Family as well.”

- Keith Myers – Chairman & CEO, LHCG

LHCG Q2 FY19 Earnings Call (Aug 8, 2019): “BY YEAR END”

“In summary, the quarter's results reinforce our growth thesis built on strong organic 
growth, differentiation in quality and patient satisfaction scores, the ability to move 
from cost to revenue synergies with Almost Family as we complete the Homecare 
Homebase integration by year-end, incremental margin improvement with additional 
levers yet to be pulled and significant momentum on the M&A front.”

- Joshua Proffitt – CFO & Treasurer, LHCG

LHCG Q1 FY18 Earnings Call (May 3, 2018): “a few tweaks…”

“The next thing that I would say is that even though that Almost Family is on 
Homecare Homebase, they have 3 different instances which are, of course, different 
than ours. And I've told people it's kind of like having the same dimensions of a home but 
the walls and the rooms inside of it, a little bit different. And so when we overlay our 
operating model, it's going to require a few tweaks, but we are sequentially getting to 
that point, so there's no flip of the switch.”

- Donald Stelly – President & COO, LHCG

LHCG Q2 FY18 Earnings Call (Aug 2, 2018): “through Q1”

“The rollout is complete, so Homecare Homebase is inside of the existing portfolio. My 
commentary was about a unified, what we're calling instance…. Homecare Homebase is 
the vehicle but the configurations of the workflow are not like the legacy LHC. The timing 
of that is probably going to go through Q1. But unlike in previous, we don't expect any 
margin decay as we do that. And so Josh's numbers that he's guided to incorporates that. 
And I think it will be upside when we announce our guidance next March.”

- Donald Stelly – President & COO, LHCG

Baird Healthcare Conference (Sep 5, 2018): “start January 1”

“We are through the initial phase of integration and now we are moving to converting 
everything to one instance of Homecare Homebase so that we can start January 1 
with everyone on the same platform. In 2019, I think we will be focused on field 
integration and getting everyone inside of our model.”

- Donald Stelly – President & COO, LHCG

LHCG Q3 FY18 Earnings Call (Nov 1, 2018): “second quarter”

“As for what is left to do in the integration, we have begun to convert Almost Family 
agencies to the LHCG Group instance of Homecare Homebase. This conversion will 
last through the second quarter of 2019.”

- Donald Stelly – President & COO, LHCG

1

2

3

4

5

6
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Integration Performance Suggests Stunning 
Level Of Mismanagement

On its Q3 FY19 earnings call, management revealed that, prior to the third quarter, just 130 of Almost Family’s 240+ home health locations had 
been converted to LHCG's instance of Homecare Homebase. After Almost Family has been under the LHCG umbrella for over a year, why did it 
take management so long to convert only just over half of AFAM locations to LHCG's billing platform when it first claimed that the conversion 

would be extremely swift? Now claiming that 87% of AFAM locations have been integrated (as of the time of the Q3 earnings call), is management 
now rushing to finish the job?

LHCG Q3 FY19 Earnings Call: Nov 7, 2019

“In addition to the accelerated growth we anticipate from PDGM disruption in 
the marketplace that Keith discussed earlier, another significant incremental 
organic growth opportunity as we head into 2020 is, of course, our expected 
admissions acceleration from the Almost Family locations. In the 130 Almost 
Family locations fully converted to LHCG Group's instance of 
Homecare Homebase prior to the third quarter, we demonstrated 
sequential organic growth in home health admissions of 1.2% in the quarter 
as compared to the second quarter despite the fact that Q3 is typically a 
seasonally lower volume quarter than Q2.”

- Joshua Proffitt – CFO & Treasurer, LHCG

LHCG Q3 FY19 Earnings Supplement

Regardless of the underlying health of AFAM itself, Spruce Point believes that the AFAM integration process reveals a staggering level of 
mismanagement by LHCG leadership.

Integration process only 50% complete a full 18 months 
following the acquisition

…and they’re still not done…
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Why Is Management Being So Selective In Its 
Discussion Of Almost Family Growth?

Management disclosed growth at Almost Family in Q4 FY18, but abruptly ceased making any references to Almost Family growth in Q1 FY19, 
immediately preceding management’s explicit exclusion of AFAM from its organic growth calculations as the acquisition anniversaried in Q2. Not 
until Q3 did management again discuss growth at Almost Family in its integration updates, providing only a cherry-picked measure of quarterly

growth which ignored continued year-over-year top-line contraction. Spruce Point interprets LHCG's selective and inconsistent disclosure of 
AFAM performance as an indication that management is attempting to avoid providing a complete picture of AFAM growth.

Source:  LHCG Filings and Transcripts, Spruce Point Estimates

Q4 FY18 Earnings Supplement Q1 FY19 Earnings Supplement Q2 FY19 Earnings Supplement

?

Q3 FY19 Earnings Supplement

Why didn’t management provide updates on admissions growth at Almost 
Family for two straight quarters?

Why does it continue to refrain from discussing year-over-year growth?

?

1 2 3

4
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Questionable Governance Over Financial 
Controls Raises Red Flags

Spruce Point finds it curious that LHCG’s CFO, Joshua Proffitt, is a lawyer by trade, and has no other professional or academic financial 
experience beyond a bachelor’s degree in accounting. We would expect a $3B publicly-traded company to have a CFO with a CPA, MBA, or other 

material financial and/or accounting experience. We also find it curious that he signs LHCG’s financial filings as the Company’s Principal 
Accounting Officer. Spruce Point believes that this responsibility should fall to an individual other than the CFO so as to provide better oversight 
over LHCG’s financial function, particularly as it is currently being run by an individual with no dedicated financial experience outside of LHCG.

Furthermore, we observe that, following the AFAM deal, C. Steven Guenthner – AFAM’s former CFO who, unlike Proffitt, does have a background 
in finance, and was a CPA – was designated LHCG’s Chief Strategy Officer following the merger. Would he not have been a better fit for the post-

merger CFO role? And would Proffitt, with a background in law and M&A, not have been a better fit for the CSO role? We wonder whether 
Guenthner was offered the CFO role at the time of the merger, and whether he declined out of a lack of interest in signing LHCG’s SEC filings…

A Lawyer By Trade Serving As CFO, and Signing LHCG’s SEC Filings as Principal Accounting Officer?

Why Didn’t Guenthner Become CFO Instead?

Spruce Point is concerned that the anomalies and obfuscations which we observe in LHCG’s filings may be the product of a weak financial 
function headed by an unfit CFO.

AFAM Proxy Statement (2017)



More Signs Of Aggressive 
Accounting And Financial Practices
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Location Divestitures Create Additional Avenue 
For Superficial Organic Growth

We are concerned that other actions taken by management have rendered reported organic growth even less representative of the underlying 
health of the business. We note that LHCG has divested of 73 locations (9% of total) since Jan 1, 2017. By divesting of underperforming locations 
and subsequently excluding them from organic growth calculations, management effectively erases the effect of underperforming locations on 
organic growth, thereby inflating its reported “same-store” sales growth performance. Of course, management also adds closure-related costs 

back to Adj. EBITDA, thereby sparing it from any earnings penalties for performing such maneuvers.

LHCG Adj. EBITDA Add-Backs

LHCG Location Analysis

Location Type Total % of Total

Cumulative Locations Owned by LHCG since 1/1/17 838 100%

Locations Included in Company-Wide Organic Growth 374 45%

Locations Acquired via AFAM Acquisition 331 39%

Locations Divested or Closed since 1/1/17 73 9%

Other Acquired Locations Not Included in Organic Growth Base 60 7%

($, Millions) FY18 Q1 FY19 Q2 FY19 Q3 FY19

Net Income (Loss) Attributable to LHCG Group, Inc. $63.6 $18.9 $25.0 $30.1

Income Tax Expense 22.4 3.6 9.6 9.5

Interest Expense, Net 9.7 3.1 2.9 2.6

Depreciation and Amortization 16.4 4.2 4.2 4.4

Adjustment: AFAM Merger and Other Acquisition Expenses 33.0 7.3 9.3 11.7

Adjustment: Closures and Relocations 16.9 3.1 2.1 1.3

Adjustment: Provider Moratorium Impairment - 6.0 - -

Adjusted EBITDA $162.0 $46.1 $53.0 $59.6

By jettisoning underperforming locations and 
subsequently excluding them from its growth base, 
management can present an inflated picture of its 

ability to grow sales from its existing base of 
locations

By adding costs associated with closures back to 
Adj. EBITDA, management avoids penalizing itself for 

eliminating underperforming stores

As LHCG regularly closes underperforming locations, Spruce Point believes that management should not add closure-related costs back to 
Adjusted EBITDA, as closure costs are a part of regular run-rate expenses.
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Purchase Accounting Adjustments Raise 
Questions As To Health Of AFAM

At year-end FY17, Almost Family reported $153M gross and $126M net accounts receivable, respectively. However, following the acquisition, 
LHCG made incremental purchase accounting adjustments to the initial AFAM receivable balance for five straight quarters – right up until the 

deadline for such adjustments – slashing AFAM’S initial net accounts receivable balance to just $88M. At best, this suggests that 42% of Almost 
Family (gross) accounts receivable acquired in the acquisition may have been uncollectible (see below). At worst, we note that management 

could have used this tactic to preemptively “write down” the value of acquired accounts receivable, thereby avoiding potential future write-offs 
which could have weighed on Company earnings, while at the same time creating a bad debt “cookie jar” on which it could draw to offset 

aggressive revenue recognition in the future.

Source: LHCG and AFAM SEC Filings, Spruce Point estimates
1. LHCG’s preliminary and final valuation analysis of assets and liabilities of AFAM at the effective time of the merger on April 1, 2018 were presentenced in the footnotes of LHCG’s quarterly and annual SEC 
filings from 2Q18 thru 2Q19

Spruce Point calls on LHCG management to explain these large and consistent purchase accounting adjustments to Almost Family’s accounts 
receivable.

($, Millions) Q4 FY17 Q1 FY18 Q2 FY18 Q3 FY18 Q4 FY18 Q1 FY19 Q2 FY19

Reported Final Net Accounts Receivable: Previous Disclosure - $125.9 $125.9 $101.9 $95.2 $91.1 $89.6

Adjustment from Prior - N/D (24.0) (6.7) (4.1) (1.4) (1.4)

Reported Final Net Accounts Receivable: End of Period 125.9 N/D 101.9 95.2 91.1 89.6 88.2

Cumulative Change - - ($24.0) ($30.7) ($34.8) ($36.2) ($37.6)

AFAM Purchase Accounting Adjustments

($, Millions) Pre-Deal Adjustments Allocated 
to Bad Debt Allowance Adjusted

Accounts Receivable, Gross $152.9 - $152.9

Allowance for Bad Debt 27.0 37.6 64.7

Accounts Receivable, Net 125.9 ($37.6) 88.2

Bad Debt Allowance as a % of Gross Accounts Receivable 18% - 42%

Adjustment to Bad Debt Expense
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AFAM’s aggregate bad debt expense over its final two years as a public company was reported as ~1.8% of net service revenue (on a pre-ASU 
2014-09 basis). However, when we add the apparent “bad debts” implied by LHCG’s subsequent purchase accounting adjustments to this figure, 

we find that AFAM’s “true” bad debt expense was at least 4.5% of net service revenue – nearly 2.5x the figure reported by AFAM.1

This appears to conflict with management’s confident response to an analyst’s concern that AFAM collections could be an issue.

Source: LHCG, AMED, ADUS, EHC, and AFAM Filings and Transcripts, Spruce Point Estimates
1. We assume all incremental pro forma bad debt represents two years’ worth of bad debt expense (FY16 and FY17), as AFAM had previously written down all receivables over two years old.
2. Spruce Point Estimate based on purchase accounting adjustments made throughout the post acquisition measurement period. See prior slide.

AFAM’s “True” Bad Debt Expense Dwarfs Peers

AFAM “True” Bad Debt Expense Home Health Peer Group

($, Millions) FY16 FY17 Adjustments2 Total

Net Service Revenue (Before ASU 2014-09 Adoption) $623.5 $797.0 - $1,420.5

Bad Debt Expense 11.7 14.5 37.6 63.9

Bad Debt Expense as a % of Net Service Revenue 1.9% 1.8% - 4.5%

($, Millions) FY16 FY17 FY18 Average

LHCG 1.6% 0.9% 1.4% 1.3%

AMED 1.4% 1.6% 1.6% 1.5%

ADUS 1.8% 1.9% 1.8% 1.9%

EHC 1.7% 1.3% 1.3% -

AFAM 1.9% 1.8% - 1.8%

AFAM – Adj. - - - 4.5%

“And then thinking about the big deals you did last year and now with Almost Family, are you expecting any --
I don't want to say issues or integration issues with billing and collections? Will it take a little bit of time?”

- Kevin Ellich – Craig-Hallum Capital Group
“No. We actually feel really good about that. There's -- I'll take Almost Family since it's the most current and pressing and 
the largest. They have a, as you would imagine being a public company, they had a very robust and sophisticated 
billing and collections back office support system up in Louisville and although over time, we'll be able to kind of take 
the best of both worlds and make some enhancements, that is still running like clockwork like it was it before April 1, 
so don't really envision any hiccups there at all.”

- Joshua Proffitt – CFO & Treasurer, LHCG

LHCG: Q1 FY18 Earnings Call

?



29

($, Millions) 4Q17(2) 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 Total

Pre-Tax $5.3 $8.8 $8.4 $9.9 $5.9 $7.3 $9.3 $11.7 $66.7
Net of Tax 3.8 6.3 5.9 7.1 4.2 5.3 6.7 8.5 47.8

Merger Consideration
($, Millions)

Outstanding shares of AFAM stock as of April 1, 2018 13,951
Exchange ratio 0.915
Shares of the Company issued 12,765.2

Price per share as of April 1, 2018 $61.56
Fair value of the Company common stock issued 785.8
Fair value of vested Almost Family equity awards 9.6

Equity Value Transferred 795.4

Change in Net Assets (Post Measurement Period) 56.2
Merger Costs (Post Tax) 47.8

Total Additional Economic Costs to LHCG Shareholders $104.0

Purchase Accounting Adjustments Suggest That 
AFAM Deal Was More Expensive Than It Seemed

Between LHCG's write-down of $56.2M of net tangible assets and its recognition of “one-time” acquisition-related costs totaling $66.7M (pre-
tax) to date, the Almost Family merger has, by our estimates, cost LHCG investors $104M of “hidden costs.”

Source:  LHCG Filings and Transcripts, Spruce Point Estimates
(1) Merger costs include Almost Family and other acquisition expenses as disclosed in LHCG’s press release and quarterly supplemental material
(2) 4Q17 Pre-Tax cost was estimated based on a 28.5% effective tax rate

Preliminary and Final Fair Value of Total Consideration Transferred

Merger Costs(1)

Adjusted “Value” Transferred

The highest quarterly total of merger costs associated with the AFAM 
acquisition occurred in 3Q19 in the amount of $11.7M.   Why are the merger 

and integration costs at maximum levels a full eight quarters since the 
AFAM merger expenses began?   Is LHCG allocating expenses to the Merger 

cost bucket to inflate adjusted earnings metrics?

        

($, Millions) Preliminary FV Final FV
4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 Change

Recognized amounts assumed:

Cash and cash equivalents 11.3 16.5 16.5 16.5 16.5 16.5
Patient accounts receivable 125.9 101.9 95.2 91.1 89.6 88.2 (37.6)
Other tangible Assets 44.4 26.2 26.2 27.7 25.2 25.2
Intangible Assets 145.5 191.4 168.0 166.6 166.6 166.6
Liabilities Assumed 258.4 262.1 261.3 265.0 263.0 263.0

Summary:
Tangible Assets 181.5 144.7 137.9 135.4 131.4 130.0
Liabilities 258.4 262.1 261.3 265.0 263.0 263.0
Acquired Net Tangible Assets (Liabilities) (76.8) (117.4) (123.4) (129.6) (131.6) (133.0) (56.2)

By writing down AFAM’s tangible asset value and 
consistently booking inordinate acquisition-related 

expenses, LHCG management has wiped out nearly 15% of 
the paper value of the merger.
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As is the case with many companies investigated by Spruce Point, LHCG shows an increasingly large spread between GAAP and Non-GAAP 
income. Since the beginning of FY18, one-time expenses associated with closures and mergers (almost exclusively AFAM) have ballooned. As 

acquisitions and closures represent normal on going expenses, we believe that GAAP income is a far better measure of LHCG’s economic reality 
than is LHCG’s non-GAAP net income measure, which has exceeded GAAP earnings by ~50% since 2018.

Increasingly Divergent Non-GAAP Earnings Measure 
Presents Misleading Picture Of LHCG Performance

($, Millions) FY14 FY15 FY16 FY17 FY18 LTM

Net Income to Common Shareholders (GAAP) $21.8 $32.3 $36.6 $50.1 $63.6 $94.5

AFAM Merger & Acquisition Expenses - - - $4.3 $23.5 $24.7

Closures and Relocations - - - 2.7 12.1 12.0

Other Adjustments 2.2 1.7 2.0 (13.6) (0.5) 4.3

Total Adjustments $2.2 $1.7 $2.0 ($6.6) $35.1 $41.0

Net Income (Adj.) $24.0 $34.1 $38.6 $43.5 $98.7 $135.5

Adjustments as a % of Net Income (GAAP) 10.0% 5.4% 5.5% -13.2% 55.2% 43.4%

Widening Spread Between GAAP and Non-GAAP EPS

LHCG has added back AFAM-related 
M&A expenses for eight straight 

quarters, with the highest amount 
coming as recently as 3Q19

Why should investors continue to 
excuse management of these 

“acquisition” costs nearly two years 
after the deal was completed?

Closure-related expenses represent a 
normal, recurring cost for LHCG, which, 

like other home healthcare providers, 
must shutter locations from time to time.

They should not be added back as “one-
time charges.”
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Even after having spent over $1B on acquisitions and related costs since FY14, LHCG has shown no material growth in free cash flow per share 
since the end of FY15. Accordingly, we question whether management’s roll-up strategy has generated meaningful (or any) value for LHCG 
shareholders. Management reports an adjusted free cash flow figure which adds back acquisition and other related costs, but Spruce Point 

believes that these costs are core to the economics of a roll-up like LHCG and, as such, should not be ignored.

True FCF Reveals An Uneconomical Roll-Up 
Which Is Destroying Shareholder Value

($, Millions) FY14 FY15 FY16 FY17 FY18 LTM

Acquisition Spend (Cash & Stock) $73.9 $70.6 $23.2 $64.6 $787.3 $55.5

Purchase of Additional Controlling Interest 0.4 0.3 - 1.5 0.4 18.8

Cost of Acquisitions - 0.3 - 4.3 23.5 24.7

Total Cost of Acquisitions $74.3 $71.2 $23.2 $70.4 $811.2 $74.3

Cumulative Cost $74.3 $145.5 $168.6 $239.0 $1,050.7 $1,144.0

($, Millions, except share data) FY14 FY15 FY16 FY17 FY18 LTM

Cash Flow From Operations $38.7 $59.9 $67.5 $32.3 $108.6 $127.0

Less: Capex (8.1) (13.3) (16.0) (10.2) (33.0) (29.5)

Less: Payments to Minority Interest (per CF Statement) (6.8) (8.3) (9.4) (11.4) (12.1) (22.4)

Less: Payment of Deferred Financing Fees (0.9) - - - (1.9) -

Less: Withholding Taxes Paid on Stock-Based Comp. (0.9) (1.5) (2.0) (3.1) (7.1) (9.8)

Free Cash Flow, Adj. (Spruce Point) $21.9 $36.8 $40.1 $7.7 $54.4 $65.3

Diluted Shares Outstanding 17.6 17.5 17.7 18.0 27.8 31.2

FCF, Adj. per Share (Spruce Point) $1.24 $2.10 $2.27 $0.43 $1.96 $2.09

FCF, Adj. (Reported)1 - - - - $110.2 $123.52

FCF, Adj. per Share (Reported)1 - - - - $3.97 $3.962

Total Cost of Acquisitions

Over $1B spent on 
acquisitions since FY14…

Free Cash Flow (Spruce Point)

…but zero growth in free 
cash flow per share

1. New reported metric as of Q4 FY18 (but with significant flaws, in our view)
2. Spruce Point estimate of management-defined LTM Adj. FCF metric, which cannot be calculated directly due to changes in management’s Adj. FCF calculation
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LHCG Hitting FCF Targets Only With The Help Of 
Questionable Ad Hoc Adjustments

Spruce Point observes LHCG management falling into a worrisome pattern of hitting guidance only with the help of novel and questionable 
adjustments. For example, on its Q1 FY18 earnings call, management affirmed full-year FCF guidance of $110M for the combined business. 

When it came time to meet this guidance in Q4 FY18, management issued a new quarterly earnings supplement which included a proprietary 
Adjusted FCF metric, reflecting $50M of “one-time EBITDA adjustments.” Applying these adjustments to FCF, management hit its $110M FCF 
target exactly on the nose – but it failed to tax-adjust these pre-tax EBITDA adjustments before applying them to post-tax FCF. Whether this 

was a conscious and aggressive maneuver by management to hit guidance or simply an honest error, Spruce Point is concerned about the fact 
that LHCG’s ability to hit its forecast ultimately came down to this.

“I think in your presentation, you guys had stated $110 million of free cash 
flow. Is that still kind of the target?”

- Kevin Ellich – Craig-Hallum Capital Group “Yes, that’s right.”

- Joshua Proffitt – CFO & Treasurer, LHCG

LHCG: Q1 FY18 Earnings Call

LHCG: Q4 FY18 Earnings Supplement

Source:  LHCG Filings and Transcripts, Spruce Point Research

($, Thousands) FY18

Free Cash Flow (LHCG) $60,243

Plus: TAX-EFFECTED Adjustments to 2018 EBITDA (28% Tax Rate) 35,980

TAX-EFFECTED Adjusted Free Cash Flow $96,223

LHCG hits its FY18 FCF target only with the 
application of significant ad hoc PRE-TAX

EBITDA adjustments which were not properly 
tax effected

Applying a proper tax treatment to these pre-
tax adjustments would have caused LHCG to 

miss full-year FCF guidance by nearly 15%

Adj. FCF with Tax-Effected EBITDA Adjustments

Management affirms $110M full-year FCF 
guidance
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EPS Boosted By Ad Hoc Purchase Accounting 
Adjustments? 

AFAM Purchase Accounting Adjustments

LHCG Group: FY18 Proxy Filing LHCG Group: Q4 FY18 Supplement

Purchase Accounting Adjustments: Hypothetical EPS Impact

We are intrigued by the fact that, in Q2 FY19, LHCG’s preliminary allocation for its “Trade Names” intangible asset was reduced to $76.1M from 
an initial $116.7M. While trade name assets associated with AFAM were all designated indefinite-lived by LHCG, we wonder whether this 

designation was appropriate, particularly as management appears not to be using the “Almost Family” name as regularly. Had this $40.6M of 
reassigned intangibles instead initially been categorized as trade name assets with a useful life of 9 years – approximately equal to the average 

useful life of LHCG’s current definite-lived trade name assets, per its most recent 10-K – the resulting increase in amortization would have 
reduced LHCG EPS by ~$0.12 by our estimates. Interestingly, reducing the Company’s trade name asset by $40.6M and increasing full-year EPS 

by a hypothetical $0.12 allowed management to just hit its $3.55 EPS target for maximum executive compensation.

($, Millions) Preliminary
(Q2 FY18)

Final
(Q2 FY19) Difference

Trade Names $116.7 $76.1 ($40.6)

Goodwill $721.4 $760.9 $40.5

($, Millions, except year, percentage, and per share 
values) Impact

Trade Name Adjustment ($40.6)

Useful Life (Years) (Est.) 9.0

Implied Amortization Expense ($4.5)

Tax Rate 28.5%

Net Income Impact ($3.2)

FY18 Avg. Diluted Shares (M) 27.8

EPS Impact ($0.12)

As LHCG hit its maximum compensation EPS target exactly 
in FY18, management perhaps would have missed its target 
had it not reallocated definite-lived AFAM trade name assets 

into goodwill.

http://investor.lhcgroup.com/Cache/1001252257.PDF?O=PDF&T=&Y=&D=&FID=1001252257&iid=4811235
https://platform.mi.spglobal.com/Cache/1500117816.PDF?O=PDF&T=&Y=&D=&FID=1500117816&iid=4811235
https://twitter.com/almostfamilyinc


Valuation And Downside Risk
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Potentially Misleading Performance Metrics Drive 
Valuation Multiples Out Of Line With Reality

Our work reveals that LHCG has grown its top line at only a 2.2% rate excluding growth from all acquisitions completed since the AFAM merger. 
This is a far cry from the high single-digit organic growth rate touted by LHCG management. Nonetheless, the market appears to buy into 

management’s bullish narrative with little reservation, as LHCG’s EV/EBITDA multiple has expanded by nearly twelve turns since the AFAM deal 
was first announced in 2017. We believe that this has inflated LHCG’s share price to a level far above what would otherwise be reasonable for a 

low single-digit organic growth company struggling to execute on a roll-up strategy.

Source:  LHCG and AFAM Filings, Spruce Point Estimates
(1) FY17 Revenues are pro forma for AFAM’s and other announced revenue contributions and reflect the presentation to conform to ASU 2014-09 for comparability purposes.   
FY 17 Revenues = LHCG FY17 GAAP revenues less bad debt expense + AFAM FY 17 GAAP revenues less bad debt expense + Announced LHCG Acquired Revenue from 1Q18 thru 3Q19 (excluding AFAM)
(2) FY17 EBITDA = LHCG FY17 EBITDA + AFAM FY17 EBITDA + $30M of Synergies.  

Nearly twelve turns of 
EV/EBITDA multiple 

expansion despite just a 
2.2% organic sales CAGR

Spruce Point believes that LHCG’s premium valuation prices in misleading measures of organic growth and free cash flow which paper over 
emerging problems in management’s roll-up business model, and problems with the recent AFAM deal in particular.

($, Millions, except multiples) 11/17/2017 Current Change

Market Capitalization $2,088.3 $4,540.2 $2,451.9

Enterprise Value 2,364.8 4,950.9 2,586.1

EV/ LTM EBITDA 12.2x 23.7x 11.5x

($, Millions, except multiples) FY17 LTM CAGR

Revenue $1,982.4 $2,058.8 2.2%

EBITDA 194.0 209.1 4.4%

Organic Revenue and EBITDA Performance Since AFAM Deal

Valuation Developments Since AFAM Deal
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Aggressive Insider Selling Accelerates Through 
AFAM Acquisition

LHCG insiders have sold the stock aggressively through the past four years, slashing their collective stake by over 50% over this time span. CEO 
Keith Meyers has been particularly aggressive in his selling, reducing his personal stake by 40% over the same period. Notably, in 2018 – the year 
following LHCG’s initial announcement of the AFAM acquisition – Meyers sold nearly one third of his remaining shares. Investors should be wary 

of the fact that insiders have increasingly chosen to limit their exposure to the stock even as analysts have grown progressively more bullish 
about the stock amidst industry-wide tailwinds.

2015 Proxy
(Apr 29, 2016)

2016 Proxy
(Apr 28, 2017)

2017 Proxy
(Apr 27, 2018)

2018 Proxy
(May 3, 2019)

Total Insider Ownership (%) 18.3% 14.8% 6.8% 5.2%

Total Insider Ownership (Shares) 3,319,214 2,698,393 2,109,733 1,650,267

Change (Shares) - (620,821) (588,660) (459,466)

Percent Change in Shares - -18.7% -21.8% -21.8%

Cumulative - -18.7% -36.4% -50.3%

Keith Meyers (CEO) Ownership (%) 9.9% 8.1% 4.9% 3.4%

Keith Meyers (CEO) Ownership (Shares) 1,800,276 1,482,604 1,515,411 1,068,981

Change (Shares) - (317,672) 32,807 (446,430)

Percent Change in Shares - -17.6% 2.2% -29.5%

Cumulative - -17.6% -15.8% -40.6%

LHCG Insider Ownership: Highlights
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Holders of AFAM shares received 0.915 LHCG shares for each of their AFAM shares following the LHCG merger, leaving a number of AFAM 
insiders with large holdings of post-merger LHCG shares. However, not all of these AFAM insiders became LHCG insiders following the merger. 
Consequently, among previous LHCG and AFAM insiders (named employees and directors), three of the top five holders of post-merger LHCG 
shares were not insiders after the deal was completed, leaving them free to sell their LHCG shares without having to file with the SEC. Spruce 

Point is concerned that “effective” insider selling might have accelerated even more rapidly following the completion of the deal, as individuals 
with intimate knowledge of AFAM might have sold their shares without other investors’ knowledge.

Source:  LHCG Filings and Transcripts, Spruce Point Estimates
1. Ownership disclosed in 10K/A on 4/27/18 and then converted to LHCG shares based on 0.915 exchange ratio

Former AFAM Insiders No Longer Have To File

Name Post-Merger LHCG 
Shares1 Pre-Merger Role Post-Merger LHCG Role Post-Merger 

Named Employee?
Post-Merger 

Director?

Keith G. Myers 1,515,411 Chairman & CEO – LHCG Chairman & CEO  

William B. Yarmuth 495,334 Chairman & CEO – AFAM Advisor  

C. Steven Guenthner 202,091 President & CFO – LHCG Chief Strategy Officer  

W. Earl Reed, III 135,797 Director – AFAM Director  

Patrick T. Lyles 121,441 Sr. VP, Administration – AFAM Sr. VP, Administration  

Donald D. Stelly 111,080 President & COO – LHCG President & COO  

John L. Indest 83,343 Director – LHCG Director  

Joshua L. Proffitt 75,850 General Counsel – LHCG CFO  

Donald G. McLinton 51,746 Director – LHCG -  

Jonathan Goldberg 50,617 Director – AFAM Director  
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Post-Merger LHCG Losing Credibility Among 
Institutional Shareholders

Large institutional shareholders who were among the largest owners of LHCG and AFAM stock prior to the merger have since sold most or all of 
their post-merger LHCG shares. Spruce Point believes that poor post-merger execution by LHCG management has cost the Company a degree of 

its prior credibility, turning off large institutional managers from holding LHCG stock.

Shareholder

AFAM Ownership (Pre-Merger)
Sep 30, 2017

LHCG Ownership (Pre-Merger)
Sep 30, 2017

Pro-Forma LHCG Ownership1

Sep 30, 2017
LHCG Ownership (Post-Merger)

Sep 30, 2019

Shares Shareholder 
Rank Shares Shareholder 

Rank Shares Shareholder 
Rank Shares Change from 

Pro-Forma

FMR (Fidelity) 1,499,840 2 859,552 5 2,231,906 3 1,206,299 (1,025,607)

Capital Research and Management Company 663,500 5 - - 607,103 9 - (607,103)

Columbia Management Investment Advisers 606,415 6 616,829 6 1,171,669 6 665,586 (506,113)

Goldman Sachs Asset Management 556,348 7 86,322 34 604,530 10 45,026 (559,504)

Rock Springs Capital 362,000 9 - - 331,230 18 - (331,230)

Cortina Asset Management 348,740 11 302,433 12 621,530 8 130,195 (491,395)

1. AFAM ownership converted to LHCG shares based on 0.915 exchange ratio
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Widespread Bullishness Ignores Weaknesses 
Hidden Underneath Superficial Growth

With all but two analysts rating LHCG a “buy,” the sell side is unsurprisingly exceedingly bullish on the stock. However, it assigns LHCG an 
average price target of $146, just 3% above current levels. Widespread bullishness for LHCG’s stock rests on the perception that management 

will continue to capitalize on a roll-up strategy with which Spruce Point detects overwhelming execution problems. We believe that this valuation 
is misinformed due to the market’s drastic misunderstanding of LHCG’s true organic growth, underlying EBITDA, and FCF profile, all reinforced 
by significant obfuscations and ad hoc adjustments. With the stock trading at both an all-time high price and all time-high valuation, we believe 

that the stock’s risk / reward profile skews significantly to the downside.

Source: Bloomberg
1. Based on share price as of 01/14/2020, end of day

Broker Rating Price Target

Stephens Buy $161

SunTrust Buy 160

Deutsche Bank Buy 150

Oppenheimer Buy 149

Jefferies Buy 145

Benchmark Buy 144

Baird Hold 140

RBC Buy 135

Zacks Hold 128

William Blair Buy -

Average $146

% Price Target Upside1 3%
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LHCG Improperly Trading Above The Average 
Valuation Of Its Peers

We believe that investors must reevaluate LHCG’s current valuation in the context of its true organic growth profile, and taking into account the 
apparent risks to management’s roll-up strategy. Trading at 21.0x EV/ 2020E EBITDA, LHCG shares are valued at a ~48% premium to peers on an 

EV/EBTIDA basis, against the industry average of 14.1x. Even then, we believe that this valuation is misinformed and based on LHCG’s 
misunderstood core growth trajectory, earnings power, and FCF profile. A company growing at less than half the organic rate reported by 
management, and with half as much earnings power and FCF generativity as management suggests, does not deserve such a generous 

valuation. LHCG’s apparent struggle to execute on its roll-up strategy only raises further questions as to the validity of the bull case and, 
accordingly, the rich multiple on the stock.

Source: Bloomberg, Spruce Point Research
(1) LHCG FY20 organic growth of 4.5% assumes legacy LHCG growth of 6.5%, legacy AFAM growth of 1%, and $42M of inorganic growth from announced FY19 acquisitions.

ADJ FCF Yield is based on Spruce Point’s Calculation of $65.3M of LTM FCF Cash Flow.  

…despite below average growth 
and marginsPremium valuation…
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Spruce Point Sees 35%-65% Downside In
LHCG Shares

Given LHCG’s weak organic growth performance and poor FCF profile, Spruce Point believes that LHCG shares should be valued at a multiple 
more in line with lower-growth and lower-quality health service peers. We anticipate that, as LHCG inevitably rolls poor-performing AFAM 

locations into its organic growth base, investors will gain a clearer understanding of LHCG’s true organic growth, and valuation multiples will 
likely revert to its historical norm (~12.0x) from all time highs.

($, Millions, except share data) Low Mid High Current

EBITDA (2020E) $240.9 $240.9 $240.9 $240.9

EV/EBITDA 10.0x 12.0x 14.0x 20.6x

Enterprise Value $2,409.0 $2,890.8 $3,372.6 $4,950.9

Less: Net Debt (410.7) (410.7) (410.7) (410.7)

Equity Value 1,998.3 2,480.1 2,961.9 $4,540.2

Diluted Shares Outstanding (M) 32.0 32.0 32.0 32.0

Price per Share $62.44 $77.50 $92.55 $141.87

Upside/Downside -56% -45% -35% -

Historical EV/ EBITDA

($, Millions, except share data) Low Mid High Current

Adj. FCF (LTM) $65.3 $65.3 $65.3 $65.3

Diluted Shares Outstanding (M) 32.0 32.0 32.0 32.0

Adj. FCF per Share (LTM) $2.04 $2.04 $2.04 $2.04

FCF Yield 4.0% 3.5% 3.0% 1.4%

Price per Share $51.01 $58.30 $68.02 $141.87

Upside/Downside -64% -59% -52% -

Broad investor misunderstanding of LHCG’s underlying economics have driven rapid multiple expansion on the back of perceived organic 
growth. Spruce Point believes that this multiple expansion will inevitably unwind once investors gain a clearer understanding of LHCG’s 

organic growth in FY20, giving the stock considerable downside at current levels.

FCF Valuation

EBITDA Valuation

Unsustainable multiple expansion driven by broad 
misunderstanding of LHCG’s post-merger organic 

growth
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