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AT KINDRED, EVERY BEAT IS A DEFINING MOMENT



As a unit of measurement, a moment is vague, imprecise. But in
2005 our challenges and accomplishments unfolded in moments.

Moments of heroism in New Orleans, where our hospital
caregivers performed with superhuman skill and compassion in
the aftermath of Hurricane Katrina.

Moments of clarity when our KPS Pharmacy employees worked
through the night to ensure that our customers would receive the
proper medications under confusing new Medicare Part D regulations.

Moments of triumph when Kindred nursing centers were
recognized for the care they provide by earning more American
Health Care Association Quality Awards than any other company.

Moments of pride when Peoplefirst Rehabilitation accomplished
its goal of building a strong team poised for growth by hiring
hundreds of new rehab therapists.

There were other, more specific, measurements of success, including
financial results, customer satisfaction levels and treatment
outcomes. But they all came from moments involving patients,
residents, family members and employees - moments that define
how we, as a company, measure up.
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Dear Shareholders,

In 2005, Kindred Healthcare continued to execute on its strategic plan by growing our revenues in each of our four
operating divisions in what is referred to as the “post-acute” sector of healthcare. As a result, 2005 was a year of
success, measured in moments and millions of examples of caring for our patients and residents. The solid growth
that Kindred experienced in 2005 has also helped to position us for changes that lie ahead in the healthcare
marketplace.

Our philosophy of focusing on our people, on quality and on customer service, led us to achieve solid business results
for the year. During 2005, improvements in our employee recruitment and retention programs resulted in lower
employee turnover in each of our four divisions. We also made numerous improvements in our clinical quality
measures, particularly in our hospitals and nursing centers. We believe that these improvements are an important
way to increase patient volumes, improve operating efficiencies and cash flows, and raise the level of performance
across our organization going forward.

2005: A YEAR OF
SUCCESS MEASURED
IN MOMENTS
KINDRED IS LEADING THE WAY IN DEFINING HIGH QUALITY
COST-EFFECTIVE POST-ACUTE CARE

HURRICANE KATRINA: RESOURCEFULNESS, RESOLVE AND REBUILDING

In the dangerous days following
Hurricane Katrina, Kindred
Hospital New Orleans provided
uninterrupted safety and care to
54 patients.

Under the leadership of CEO Jan
Turk, our caregivers performed
heroically. From forming human
chains to move food and water from
floor to floor without elevators, to
just keeping families and even their
pets in good spirits, the employees
learned from their everyday
challenges to tackle the monumental
tasks that faced them.

The moments that define Kindred
Hospital New Orleans and its staff
reflect what Kindred is as a company
– adaptable, creative and committed
to caring.

Staff at Kindred
Hospital New
Orleans assess
rebuilding efforts.

(continued)



Our hospital division had another year of strong
operating results as we successfully transitioned through
our second full year under the long-term acute care
hospital prospective payment system. Continued
improvements in our quality and customer service
measures and the expansion of our sales and marketing
programs contributed to 5% growth in same-store
admissions, with even stronger growth in our non-
government admissions. Average length of stay
continued to decline while our key clinical quality
measures generally improved compared to last year as
a result of progress in our care management programs.
Over the past three years, we have added 13 hospitals
with 608 licensed beds to our portfolio, significantly
expanding the strength and enhancing the competitive
profile of this division. Looking ahead, we are exploring
other strategic growth opportunities in our hospital
division, including the expansion of new inpatient and
outpatient service lines to utilize unused capacity.

In our health services division, we made progress
in improving the quality of care we delivered to our
patients and residents in 2005, particularly in the
second half of the year. While our financial results
in this division generally lagged our expectations,
the investments we made in our operations to improve

staffing, reduce contract labor costs and enhance our
customer service levels are part of a broader initiative
to raise the level of our clinical performance to care
for higher acuity Medicare and managed care patients
in the future. We also continued to execute on our risk
management initiatives to provide for a more stable
operating environment and better processes to resolve
quality and customer service issues when they arise.
Our professional liability costs have stabilized during
the past two years, in part due to a more effective
operational approach to risk management. We also
increased significantly the amount of capital spending
in this division in 2005 to further support our strategic
operating and quality initiatives. In fiscal 2006 and
beyond, we will continue to reposition this business
through selective acquisitions and divestitures that
will improve the overall quality and performance
of the portfolio.

In Peoplefirst Rehabilitation, a division we launched
in 2004, we are in the early stages of positioning this
business to grow beyond the Kindred hospital and
nursing center portfolio that currently comprises most
of its revenues. After expanding our team and
positioning ourselves for growth, we made progress in
2005 developing a more effective therapist recruitment

MEDICARE PART D: PROVIDING ANSWERS AND ASSURANCE

Medicare Part D marked one of the most
significant changes in the program’s
history.

Pharmacists for Kindred’s KPS Pharmacy
Division took that to heart. While they worked
overtime to prepare for the move to Part D,
they made it a point to remember it was
patients and residents who were those
affected the most.

That’s why pharmacists like Rob Leffler in
Indianapolis personally made phone calls
to customers to make sure their patients and
residents were receiving their medications
without interruption.

People were grateful, but these are the
small details Kindred expects of itself as
a company. We expect service excellence
because we expect to set the industry standard.

Rob Leffler fills prescriptions in
Indianapolis, Indiana.

(continued)



and retention program in an increasingly competitive
labor market. However, wage rate pressures had a negative
impact on our 2005 operating margins. Over the longer
term, we believe that this division is positioned to grow
its external customer base in a regulatory environment
that is generally favorable to providing more
rehabilitation therapy services in lower-cost settings,
particularly nursing centers.

Our pharmacy division, known as KPS, reported a strong
year of growth while also preparing for the significant
changes associated with Medicare Part D. In fiscal
2005, we reported record levels of revenues and operating
income as we grew our same-store external customer
base, opened two new pharmacies and successfully
completed three strategic acquisitions that added

approximately $135 million in annualized revenues.
At December 31, 2005, our external customer base
comprised almost 70% of our KPS business, a significant
change from our business profile when we began operating
this business as a separate operating division in 2003.
In addition, we expect to add four to six new pharmacies
in 2006.

In December 2005, our lenders approved an amendment
to our revolving credit facility to expand the amount of
available credit from $300 million to $400 million and
to increase the amount of permitted acquisitions from
$400 million to $500 million, among other things. At
December 31, 2005, the remaining permitted acquisition
amount aggregated $352 million.

21 AHCA AWARDS: A MILESTONE BASED ON MOMENTS

Kindred’s commitment to quality care
is symbolized by employees like Maria
Barios.

Maria, a cook at Sachem Nursing and
Rehabilitation Center, was a winner
of our Above and Beyond employee
recognition award in 2005. Her
dedication to our patients and residents
is demonstrated by her longevity in her
job – 28 years – and her almost spotless
attendance record. A native of Portugal,
Maria also helps the Portuguese residents
at Sachem feel more in touch with
their culture.

Because of the work of employees like
Maria, Kindred nursing centers won 21
Quality Awards from the American Health
Care Association in 2005 – more than
any other company.

We know that our investment in quality
and people like Maria is an investment
in the future success of the Company.

(continued)



As a result of a strong fourth quarter, we reported cash
flows from operations totaling $263 million for all of
2005. Our cash balances at the end of the year increased
to $83 million and there were no outstanding borrowings
under our revolving credit facility at the end of the year.
Our operating cash flows during 2005 were primarily
used to finance $126 million in capital expenditures to
maintain and improve our existing facilities, $115 million
in acquisitions and $48 million toward the fourth quarter
repurchase of our common stock.

There is no doubt that the year ahead will have
its challenging moments as well as moments of
accomplishment, but the diversity and the strength
of our divisions puts Kindred in a uniquely solid
position for 2006.

On behalf of our Board of Directors and employees,
thank you for your continued support.

Paul J. Diaz
President and
Chief Executive Officer

A DEDICATED REHAB STAFF: BUILDING AN ENVIRONMENT OF EXCELLENCE

Recruiting and retaining quality
employees is the easiest way to
ensure quality care.

In 2005, Kindred’s Rehabilitation
Division, Peoplefirst, recruited
hundreds of the best and brightest
therapists not only to facilitate growth
in the division, but to show that
Kindred is as committed, talented,
hard-working and outcomes-
oriented as its people are.

Our therapists know that every
breath, every step and every word
are moments to live by and to live
for. Our efforts help lead up to the
moments when a patient or resident
walks out the door on his or
her own.

Kindred understands that we have
to be ready to weather the storms.
But we also understand that our
people and our services are built
on the foundation of doing the little
things right. That foundation not only
helps to keep us grounded and
stable, but gives a place from which
to move forward.

The Peoplefirst staff at Kindred
Hospital San Antonio.
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2005 Operating Results

Revenues
Year ended December 31, 2005

$3.9 billion

Operating Income
Year ended December 31, 2005

$588 million

Pharmacy Division
8%
$57 million

Rehabilitation Division
4%
$32 million

Health Services Division
44%
$1.9 billion

Hospital Division
38%
$1.6 billion

Pharmacy Division
12%
$522 million

Rehabilitation Division
6%
$263 million

Divisional operating income excludes unallocated corporate costs.

Operating income is defined as earnings before interest, income taxes, depreciation, amortization, rent and unusual transactions.
A reconciliation of this measurement is included in the accompanying Annual Report on Form 10-K.

Hospital Division
57%
$420 million

Health Services
Division
31%
$224 million
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Corporate Information

Annual Meeting
The annual meeting of shareholders will be held at the
Company’s corporate headquarters, 680 South Fourth Street,
Louisville, Kentucky, on Thursday, May 25, 2006. Formal notice
of the meeting, together with the proxy statement and form
of proxy, is sent to each holder of common stock.

Additional Information
The Company’s reports filed with the Securities and Exchange
Commission may be obtained without charge upon written
request to the Corporate Secretary at the Company’s corporate
address or electronically through our website. Please visit our
website, www.kindredhealthcare.com, for additional information
on the Company, including governance-related documents.
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