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Explanatory Note:

     Genesis Health Ventures, Inc. is filing this amendment to its Current Report on Form 8-K, originally filed on
October 17, 2003 and amended on October 24, 2003, to update the pro forma financial information to reflect the
increase of the size of its senior subordinated notes offering to an aggregate principal amount of $250 million at
an interest rate of 6.875%.

Item 9.           REGULATION FD DISCLOSURE

Introductory Note

     As previously reported, we expect to spin off our eldercare businesses into a separate publicly traded company
called Genesis HealthCare Corporation, referred to as GHC, in the fall of 2003. Following the spin-off, Genesis
Health Ventures, Inc., sometimes referred to as GHVI, expects to change its name to NeighborCare, Inc. and to
continue to provide institutional pharmacy services. The purpose of this report is to provide information about
GHVI as if the spin-off had occurred. Accordingly, unless the context otherwise requires:

� all references to “GHVI,” “NeighborCare,” “Genesis,” the “company,” “we,” “our” or “us” refer to Genesis Health
Ventures, Inc. together with its subsidiaries immediately after completion of the spin-off; and

� all references to “GHC” refer to Genesis HealthCare Corporation together with its subsidiaries
immediately after completion of the spin-off.

     In addition, GHVI will issue $250 million aggregate principal amount of senior subordinated notes due 2013,
sometimes referred to as the GHVI Note Offering or the GHVI Notes, in a private placement. On October 28,
2003 GHC completed an offering of $225 million aggregate principal amount of senior subordinated notes due
2013, sometimes referred to as the GHC Note Offering or the GHC Notes, in a private placement.
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     Neither the GHVI Notes nor the GHC Notes have been registered under the Securities Act of 1933.
The GHVI Notes and the GHC Notes may not be offered or sold in the United States absent registration
or an applicable exemption from registration requirements. This report does not constitute an offer for
sale, or the solicitation of an offer to buy, the GHVI Notes or the GHC Notes.

Spin-Off of GHC

     GHC is currently our wholly-owned subsidiary. GHC was incorporated in Pennsylvania in May 2003 in
preparation for its spin-off from us. GHC is one of the largest providers of healthcare and support services to the
elderly in the United States. We are spinning off GHC to our shareholders by way of a pro rata distribution of all
of the shares of common stock of GHC. The distribution of GHC common stock will be made to our shareholders
of record on October 15, 2003 and is expected to be completed in the fall of 2003. Following the spin-off, GHC
will be an independent public company and we will have no continuing stock ownership in GHC. For the twelve
months ended June 30, 2003, GHC generated revenue of $1.4 billion.

     The primary corporate purposes for the spin-off are to enhance the success of both NeighborCare and GHC by
permitting each business to improve sales and marketing opportunities, isolate operating risks, have direct
access to capital markets and better target employee incentives. Recognizing each business’ own substantially
different financial, investment and operating characteristics, human resource demands, return on invested
capital profiles, capital requirements and growth opportunities, we expect that the spin-off of GHC will enable the
independent management teams of each business to adopt strategies and pursue objectives that are appropriate
to their respective business enterprises.

     In connection with the spin-off of GHC, we intend to enter into a new senior credit facility consisting of a
$100.0 million revolving credit facility, none of which is expected to be drawn at the closing of the spin-off. GHC
also intends to enter into a new senior credit facility, consisting of a $185.0 million term loan, which will be fully
drawn at the closing of the spin-off, and a $75.0 million revolving credit facility, none of which is expected to be
drawn at the closing of the spin-off. On October 28, 2003, GHC completed an offering of senior subordinated
notes in an aggregate principal amount of $225.0 million. We will guarantee GHC’s senior subordinated notes
until the spin-off is completed. GHC intends to transfer $315.5 million of the proceeds from the initial borrowings
under the term loan portion of its new senior credit facility and its note offering to us. We intend to use the funds
transferred to us by GHC to repay a portion of our existing indebtedness.

     We refer to the GHVI Note Offering, our new senior credit facility, the transfer of funds to us from GHC, the
spin-off and the repayment of our senior secured notes due 2007 and our existing senior credit facility as the
“Transactions.”

     We have also entered into and will enter into several agreements with GHC in connection with the spin-off.
GHC’s Registration Statement on Form 10 filed with the SEC on October 10, 2003 contains a summary of the
terms of the material agreements we have entered into and expect to enter into with GHC. This summary is
qualified in its entirety by reference to the full text of the agreements. The forms of the agreements relating to
the spin-off of GHC are included as exhibits to GHC�s Registration Statement on Form 10. Not all of the
agreements have been finalized and are being reviewed by us and GHC and may change prior to the spin-off.
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CAUTIONARY STATEMENTS REGARDING FORWARD-LOOKING STATEMENTS

Statements made in this report, and in our other public filings and releases, which are not historical facts contain
�forward-looking� statements (as defined in the Private Securities Litigation Reform Act of 1995) that involve risks
and uncertainties and are subject to change at any time. These forward-looking statements may include, but are
not limited to:

� statements concerning our or GHC�s plans, objectives, expectations and intentions;

� statements concerning the expected effects of the spin-off of GHC and the expected terms of the spin-off
documents; the anticipated transfer of funds to us by GHC; demographic trends; trends in the institutional
pharmacy market; and our business strategies and company strengths;

� statements contained in �Risk Factors;�

� statements concerning our pro forma financial structure;

� statements contained in �Summary Unaudited Pro Forma Condensed Consolidated Financial Data� and
�Unaudited Pro Forma Condensed Consolidated Financial Statements� and the notes thereto concerning pro
forma adjustments;

� statements concerning our anticipated net proceeds from the GHVI Note Offering, anticipated transfers of
funds to us by GHC and our anticipated new senior credit facility and the use of such funds;

� statements contained in �Management�s Discussion and Analysis of Pro Forma Financial Condition and
Results of Operations� and the notes to our unaudited pro forma condensed consolidated financial
statements concerning the expected effects of government regulation on reimbursement for services
provided; cost containment pressures on state Medicaid outlays; the expected reduction of medical supply
revenues as a result of the medical supplies service agreement with Medline; our ability to meet liquidity
needs, scheduled debt and interest payments and expected expansion through internal growth or
acquisitions; the terms of our new revolving credit facility; the transfer of funds to us by GHC to pay off a
portion of our debt outstanding at the date of the spin-off; estimates in our critical accounting policies
including our allowance for doubtful accounts, our counts of inventories and the anticipated impact of
long-lived asset impairments; and our ability to mitigate the impact of interest rate changes on borrowing
costs under our new senior credit facility; and

� statements contained in �Business� concerning trends in the institutional pharmacy market; our business
strategies and competitive strengths; the Medicare and Medicaid programs; the effects of government
regulation on reimbursement for services provided; our ability to compete for and retain qualified
management and pharmacy professionals and non-professional employees; corporate integrity programs;
and insurance coverage.

The forward-looking statements involve known and unknown risks, uncertainties and other factors that are, in
some cases, beyond our control. You are cautioned that these statements are not guarantees of future
performance and that actual results and trends in the future may differ materially.

Factors that could cause actual results to differ materially include, but are not limited to the following, which are
discussed more fully under the caption �Risk Factors:�

� our ability to complete the GHVI Note Offering and complete the new senior credit facility;

� availability of financial and other resources to us after the spin-off of GHC;

� operating inefficiencies and higher costs after the spin-off of GHC;

� federal income tax liabilities and indemnification obligations related to the spin-off of GHC;
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� conflicts of interest as a result of our continuing relationship with GHC after the spin-off;

� the ability of GHC, as our largest customer, to act as a separate entity;

� our ability, and the ability of our customers, to comply with Medicare or Medicaid reimbursement
regulations or other applicable laws;

� changes in the reimbursement rates or methods of payment from Medicare and Medicaid, or
the implementation of other legislation or measures to reduce the reimbursement for our
services;

� the expiration or phase out of enactments providing for additional governmental funding;

� changes in pharmacy legislation and/or payment formulas;

� the impact of federal and state regulations;

� the impact of investigations and audits relating to alleged violations of federal and/or state regulations;

� changes in the acuity of patients, payor mix and payment methodologies;

� further consolidation of managed care organizations and other third-party payors;

� the effect of the expiration or termination of certain service and supply contracts;

� competition in our business;

� competition for qualified management and pharmacy professionals;

� an economic downturn or changes in the laws affecting our business in those markets in which we operate;

� the impact of any acquisitions on our operations; and

� acts of God or public authorities, war, civil unrest, fire, floods, earthquakes and other matters beyond our
control.

In addition to these factors and any risks and uncertainties specifically identified in the text surrounding
forward-looking statements, any statements in this report, or the reports and other documents filed by us with
the SEC that warn of risks or uncertainties associated with future results, events or circumstances, also identify
factors that could cause actual results to differ materially from those expressed in or implied by the
forward-looking statements.

We do not undertake any obligation to release publicly any revisions to these forward-looking statements to
reflect events or circumstances after the date of this report or to reflect the occurrence of unanticipated events,
except as may be required under applicable securities law.

INDUSTRY AND MARKET DATA
In this report, we rely on and refer to information regarding the healthcare industry and its market share in the
sectors in which we compete. We obtained this information from market research reports, analyst reports and
other publicly available information. Although we believe this information is reliable, we cannot guarantee the
accuracy and completeness of the information and have not independently verified it.
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BUSINESS

Company Overview
We are the third largest provider of institutional pharmacy services in the United States. In five of the seven
regions in which we do business, we believe we are the number one or number two institutional pharmacy service
provider based upon the number of beds served. As of August 31, 2003, we provided pharmacy services for
approximately 248,000 beds in long-term care facilities in 32 states and the District of Columbia. Our pharmacy
operations consist of 60 institutional pharmacies and 32 community-based professional retail pharmacies. In
addition, we operate 14 home infusion, respiratory and medical equipment distribution centers.

Our institutional pharmacy business provides prescription and non-prescription pharmaceuticals, infusion
therapy and medical supplies and equipment to the elderly, chronically ill and disabled in long-term care
facilities, including skilled nursing facilities, assisted living facilities, residential and independent living
communities and other institutional healthcare facilities. The pharmacy services provided in these settings are
tailored to meet the needs of the institutional customer. These services include highly specialized packaging and
dispensing systems, computerized medical records processing and 24-hour emergency services. We also provide
pharmacy consulting services to assure proper and effective drug therapy, including monitoring and reporting on
prescription drug therapy and assisting the facility in compliance with applicable federal and state regulations.
We currently serve more than 2,500 facility customers. The average tenure for these customers is 5.7 years. GHC
is our largest customer with approximately 27,200 beds served. We also serve approximately 26,100 beds for
Manor Care, Inc., an owner and operator of long-term care facilities. No other customer represents more than 3%
of total beds served. For the twelve months ended June 30, 2003, after giving effect to the spin-off, revenues from
our institutional pharmacy business comprised approximately 86% of our total revenues.

Our community-based professional pharmacies are retail operations branded under the NeighborCare® name
that are located in or near medical centers, hospitals and physician office complexes which provide prescription
and non-prescription medications and certain medical supplies, as well as personal service and consultation by
licensed pharmacists. For the twelve months ended June 30, 2003, after giving effect to the spin-off, revenues
from our community-based professional retail pharmacy business comprised approximately 8% of our
total revenues.

Our home infusion, respiratory and medical equipment distribution centers provide a wide array of products and
services to support the home care needs of a range of individuals of all ages. We work with physicians, hospital
discharge planners, case managers and managed care organizations who refer these individuals to us. Services
include respiratory and medical equipment (such as oxygen, hospital beds, wheelchairs and respiratory
medications), as well as home infusion (such as antibiotics, total parenteral nutrition (or �TPN�), chemotherapy and
pain management). For the twelve months ended June 30, 2003, after giving effect to the spin-off, revenues from
our home infusion, respiratory and medical equipment business comprised approximately 6% of our total
revenues.

For the twelve months ended June 30, 2003, after giving effect to the spin-off, we generated revenue of $1.3
billion, income from continuing operations before preferred stock dividends of $27.0 million and EBITDA, as
defined in �Summary Unaudited Pro Forma Condensed Consolidated Financial Data,� of $91.8 million.
Approximately 12% of such revenues were generated by sales to GHC�s facilities. See �Summary Unaudited Pro
Forma Condensed Consolidated Financial Data� for a reconciliation of EBITDA to income from continuing
operations before preferred stock dividends.
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Our executive offices are currently located at 101 East State Street, Kennett Square, Pennsylvania 19348. Our
telephone number is (610) 444-6350. After the spin-off, our executive offices will be located at 7 East Lee Street,
Baltimore, Maryland 21202. Our telephone number will be (410) 752-2600.

Industry Overview
Shifts in age demographics in the U.S. population are likely to increase the demand for pharmaceutical services
in long-term care facilities, such as skilled nursing facilities, assisted living facilities, residential and independent
living communities and other institutional healthcare facilities. U.S. Census Bureau statistics show that the rate
of growth in the population of persons 65 years of age and older has greatly exceeded the rate of growth of the
U.S. population as a whole. U.S. Census Bureau projections reveal that this rate of growth is expected to
continue. According to the U.S. Census Bureau, in 2000, there were approximately 35 million Americans aged 65
or older, comprising approximately 12.7% of the total U.S. population. The number of Americans aged 65 or older
is expected to climb to approximately 40 million by 2010 and to approximately 54 million by 2020. According to a
2001 report of the Pharmaceutical Research and Manufacturers of America, health expenditures for people aged
65 and older in the United States average nearly four times that of people under 65. In addition to an aging
population, life expectancy among Americans is increasing, with the number of people aged 85 years and older
projected to rise from 4.3 million in 2000 to 6.8 million by the year 2020. Individuals 85 years or older are the
most likely to need some form of long-term care or assisted living and pharmaceutical services.

Most long-term care facilities typically do not have on-site pharmacies to dispense prescription drugs, but depend
instead on institutional pharmacies, such as NeighborCare, to provide the necessary pharmacy products and
services and to play an integral role in monitoring patient medication. The institutional pharmacy business is
highly fragmented, consisting of multiple national, regional and local institutional pharmacies, pharmacies owned
by long-term care facilities and numerous local retail pharmacies.

The U.S. institutional pharmacy market (including long-term care facilities) was estimated to exceed $12.0 billion
in 2002. We estimate that our share of these sales is approximately 11%, compared to our estimates of 28% and
13% for our two largest competitors. The remaining 48% is comprised of many small regional and local providers,
none of which represent more than 2% of the total market.

We believe that demand for services provided by institutional pharmacies will continue to grow due to the
demographic trends described above, increasing drug trends and a continued growing acceptance of the
utilization of pharmaceuticals for the treatment of disease. In addition, the increasing availability of and demand
for generic drugs in the market provides opportunities for margin improvement. The substitution of generic drugs
for branded drugs generally results in a higher gross margin percentage.

Business Strategy
We intend to focus on increasing our market share by expanding our pharmacy service offerings and geographic
presence while continuing to focus on margin improvement. Our strategy to achieve these goals includes the
following:

� Capitalize on Organic Growth Opportunities.

Target Large Customers and Prospects. We have formed a national accounts team that is responsible for
identifying opportunities within significant long-term care chains. Contracting with national and regional
chains presents an opportunity to provide pharmacy services on a scale basis under a single contract
negotiation. A
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contract with a national or large regional long-term care chain could provide an opportunity for expansion
within our current markets and an opportunity for expansion into markets in which we do not currently
operate.

Further, we believe that our separation from GHC following the spin-off will help to improve penetration
within the markets in which GHC operates its skilled nursing and assisted living centers. We market our
services to competitors of GHC�s eldercare businesses, which we believe currently makes it difficult for us
to penetrate some potential accounts because we are viewed as a competitor. We believe that our
separation from GHC will allow us greater access to these accounts.

Enhance Customer Relationships Through Cross-Marketing. In addition to our core pharmacy services, we
provide other services and products, including consultant pharmacy services, infusion therapy, respiratory
and medical equipment and group purchasing services. By cross-marketing our pharmacy and ancillary
services, we seek to increase revenues by expanding the types of services we provide to our existing
customers. In addition, because many of our competitors do not offer the breadth of services we provide,
our ability to offer a broad range of ancillary services permits access to long-term care facilities that
contract with other institutional pharmacy companies. We believe that once we begin providing a service
or product to a long-term care facility, such facility will want to purchase additional services and products
from us because of the convenience over purchasing services and products from multiple suppliers.

Provide Superior Customer Service. In addition to expanding our presence in existing and new markets,
we are focused on providing superior customer service to nurture long-term customer relationships. We
have implemented a systematic approach to customer relations by assigning the responsibility for
maintaining each customer relationship to specific individuals in our organization. Together, the customer
and the relationship manager determine and document the customer�s objectives and measure
performance against those criteria. We believe this customer-focused approach results in more effective
communication with and better service to customers and improved knowledge about and responsiveness to
customer issues.

� Expand Geographic Presence. Our institutional pharmacy business currently serves long-term care
facility customers in 32 states and the District of Columbia. This broad geographic coverage allows us to
provide services to customers with facilities in many states and provides greater opportunity for
consolidation synergies through acquisitions of single or multi-site institutional pharmacies. We intend to
further expand our geographical presence by starting up new pharmacy operations in select markets that
have high potential demand. We also are prepared to supplement organic expansion with acquisitions of
regional or local institutional pharmacies to capitalize on advantages that accompany scale, such as
purchasing power, administrative efficiency and service capability.

� Reduce Supply Costs Through Improved Purchasing. In 2002, we renegotiated our agreement with
our primary drug wholesaler resulting in reduced product acquisition cost. The new agreement also
provides us with greater flexibility as to where we buy generic pharmaceuticals and includes enhanced
service level guarantees. We continue to seek opportunities to reduce costs. For example, in 2002, we
signed an agreement with our supplier of intravenous pumps, significantly reducing our daily cost per
pump and our costs of related supplies and solutions. We intend to continue to reduce our product
acquisition costs through market-based clinical initiatives and direct contracting with manufacturers.

8

Edgar Filing: GENESIS HEALTH VENTURES INC /PA - Form 8-K/A

9



Back to Contents

� Ongoing Focus on Reducing Costs of Service. We are continually engaged in various efforts to
improve our profitability by focusing on key operational initiatives, including:

� capitalizing on best practices in various areas of cost control to drive down the total cost of service. By
redefining pharmacy work flows and centralizing certain administrative functions, we expect to reduce
our current staffing levels and administrative costs and provide a more efficient structure to add future
volume growth, thereby reducing our cost of service;

� managing the pharmaceutical formulary process to achieve the best outcomes and economics for our
customers and us;

� continually analyzing customer profitability and adjusting our customer base and contract terms to
maximize profitability; and

� focusing on efficiency and automation, such as bar coding in the prescription dispensing function, as
well as developing greater automated packaging capabilities.

� Strategic Investments in Technology. Technology is an important component of our business strategy.
We have made, and will continue to make, strategic investments in technology which we believe will
augment our cost reduction initiatives, strengthen our relationship with our customers and differentiate us
in the market. Examples of our investments in technology include:

� investing in further automation of pharmacy operations;

� incorporating �data warehousing� technologies that will provide us with more comprehensive
information about our customers and their purchase patterns, allowing us to respond to competitive
opportunities;

� launching new pharmacy information systems, including order entry, billing and other enterprise
services, that are designed to improve our efficiency and enhance our relationship with our customers;

� using technology to support our pharmacy operations; and

� implementing systems that make it easier for customers to send their prescriptions to our pharmacies.

Competitive Strengths
We believe the following competitive strengths will enable us to continue to improve our profitability and cash
flow:

� Market Leadership. We are the third largest provider of institutional pharmacy services to long-term
care facilities in the United States. Our market position enables us to achieve lower operating costs
through greater purchasing power, operating efficiencies and economies of scale. These factors, together
with the breadth of our geographic scope and the broad array of services we offer, allow us to serve a wide
range of customers, from smaller independent facilities to larger national chains. We believe that our
independence from GHC will further expand our relationships in the geographic areas in which GHC
operates, particularly with eldercare providers that will no longer perceive us as a competitor.

� Demonstrated Operational Leadership. We have successfully consolidated and integrated information
systems across our institutional pharmacies. We have established hub institutional pharmacies that
provide complete pharmacy services, infusion therapy support, nursing support, medical records and
on-call support.
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Additionally, we have set up satellite pharmacies that are capable of providing first dose prescription filling as
well as some on-call and infusion support. This hub and satellite structure allows us to better serve the
customers� needs while promoting operating efficiency and cost control. In addition, our consulting practice is
fully integrated with our dispensing system through proprietary software, enabling us to offer tailored
pharmacological consultations to our customers. Our consulting services provide significant and recognizable
value to our customers by improving their clinical and financial outcomes.

� Formulary Management and Clinical Services. In order to control the cost of prescription drugs while
serving the clinical needs of patients, we have established a formulary management program. A formulary
is essentially a listing of preferred drugs available to meet the various clinical needs of patients. Our
formulary management program is comprised of two processes: a clinical selection process and a
formulary management process. Under the clinical selection process, our pharmacy and therapeutic
committee develops guidelines and techniques designed to assist physicians in prescribing the appropriate
therapy for patients at the lowest cost. The formulary management process involves prospective admission
screening, drug regimen review and utilization management.

Successful implementation of formulary guidelines is dependent upon close interaction between the
pharmacist and the prescribing physician. We seek to attract and retain highly trained clinical pharmacists
and coordinate their active participation in the caring for residents of long-term care facilities. Their
activities include consultation with the facilities� medical staff and other prescribing physicians to increase
the likelihood that the most efficacious, safe and cost-effective drug therapy is prescribed; provide a
cost-effective therapy to our customers; improve resident outcomes and assist our customers in complying
with federal and state regulations.

� Experience in and Knowledge of Healthcare Industry. Our senior management team has significant
healthcare experience that allows us to effectively address the continuing challenges facing the industry
while providing the stability necessary to achieve meaningful operational and financial improvements. Our
chief executive officer and chief operating officer each have in excess of 30 years of experience in the
healthcare industry. The heads of our clinical sales, marketing and purchasing functions each has over 20
years of healthcare experience. Our field senior vice presidents average 15 years with long-term care
pharmacies.

In addition, many of our employees, sales staff and management team have considerable long-term care
experience. We believe that our team�s knowledge of the long-term care industry positions us to
understand and tend to our customer�s needs.

Operations
Institutional Pharmacy

Our institutional pharmacy business purchases, repackages, labels and dispenses prescription and
non-prescription medication in accordance with physician orders and delivers such medications to long-term care
facilities for administration to individual residents. We typically service long-term care facilities within a 100-mile
radius of our pharmacy locations. We maintain 24-hour, seven-day per week, on-call service for emergency
dispensing and delivery or for consultation with the facility�s staff or the resident�s attending physician.

Upon receipt of a prescription, the relevant resident information is entered into our computerized dispensing and
billing systems. At that time, the dispensing system checks the prescription for any potentially adverse drug
interactions or resident sensitivity. When required
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and/or specifically requested by the physician or patient, branded drugs are dispensed; otherwise generic drugs
are substituted in accordance with applicable federal and state laws. We also provide therapeutic interchange,
with physician approval, in accordance with our pharmaceutical care guidelines, which are in compliance with
applicable state laws. Therapeutic interchange is a process that allows the pharmacist to dispense a pre-approved
therapeutically equivalent and cost-effective product within a designated therapeutic category whenever a
non-formulary product is ordered.

We offer prescription and non-prescription pharmaceuticals to our customers through a unit dose or modified
unit dose packaging, dispensing and delivery system, typically in 30-day supplies. Unit doses are packaged for
dispensing in individual doses compared to bulk packaging used by most retail pharmacies. We believe a unit
dose delivery system, preferred over the bulk delivery systems employed by retail pharmacies because it does not
require the measurement of each individual dose, improves control over the provision of drugs and reduces
errors in drug administration in long-term care facilities. Dispensing in unit dose also makes it possible to accept
returns and issue credits where permitted by law, reducing waste and, therefore, resident care costs.

Integral to our drug distribution system is our computerized medical records and documentation system. We
provide to each client facility patient specific computerized medication administration records, physician�s order
sheets and treatment records. Data extracted from these computerized records is also formulated into monthly
management reports which each client facility utilizes in resident care and quality assurance. We believe our
computerized documentation system, in combination with our unit dose drug delivery system, results in greater
efficiency in nursing time, improved control, reduced drug waste in the facility and lower error rates in both
dispensing and administration. In addition, our consulting practice is fully integrated with our dispensing system
through proprietary software, enabling us to offer unique, real time consultations to our customers.

After giving effect to the spin-off, approximately 82% of our institutional pharmacy revenues for the twelve
months ended June 30, 2003 consisted of the sale of prescription and non-prescription pharmaceuticals.
Approximately 87% of the institutional pharmacy sales in the twelve months ended June 30, 2003 were generated
through external contracts with independent healthcare providers, with the balance attributable to centers
owned or leased by GHC. At August 31, 2003, we had contracts to provide services to more than 248,000
residents in long-term care facilities in 32 states and the District of Columbia. These contracts, as is typical in the
industry, are generally for a period of one year but can be terminated by either party for any reason upon thirty
days written notice. For the twelve months ended June 30, 2003, other than sales to facilities of GHC (13% of
institutional pharmacy revenue and 11% of beds served) and Manor Care (11% of institutional pharmacy revenue
and 10% of beds served), no individual customer or market group represented more than 5% of the total sales of
our institutional pharmacy business. In connection with the spin-off, we intend to enter into a pharmacy services
agreement with GHC which will expire in 2013. In addition, we have a pharmacy services agreement with Manor
Care which expires in 2006.

The following table reflects the number of beds served in our institutional pharmacy business and the revenue
per bed per month.

Year to
Date

June 30,
2003

Year Ended
September 30,

2002 2001 2000

Number of beds 252,740 247,114 250,278 253,239
Revenue per bed per month $377 $358 $326 $301
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We obtain approximately 98% of our institutional pharmaceutical products from one supplier pursuant to
contracts that are terminable by either party on 90 days notice. We have not experienced any difficulty in
obtaining pharmaceutical products or supplies used in the conduct of our business.

We also provide pharmacy consulting services that assist clients in complying with federal and state regulations
applicable to long-term care facilities. Federal and state regulations mandate that long-term care facilities, in
addition to providing a source of pharmaceuticals, retain consultant pharmacist services to monitor and report on
prescription drug therapy in order to maintain and improve the quality of resident care. Our consulting services
include:

� monthly reviews of each resident�s drug regimen to assess the appropriateness and efficacy of drug
therapies, including a review of medical records, monitoring drug interactions with other drugs or food,
monitoring laboratory test results and recommending alternate therapies;

� participation on quality assurance and other committees of our customers;

� monitoring and reporting on facility-wide drug utilization;

� development and maintenance of pharmaceutical policy and procedure manuals; and

� assistance with federal and state regulatory compliance pertaining to resident care.
Formulary Management.     Our formulary program is comprised of two processes: (i) a clinical selection process;
and (ii) a formulary management process. Under the clinical selection process, the pharmacy and therapeutic
committee develops guidelines and techniques designed to assist physicians in prescribing the appropriate
therapy for patients at the lowest cost. The committee, in evaluating a drug within a selected therapeutic
category, reviews the drug efficacy based upon a 15-step procedure. These steps include: manufacturer
involvement and understanding of long-term care needs; indications for use, approved FDA and other uses;
clinical studies; drug and food interactions; adverse drug reaction profiles; dosage forms and dosing regimens;
dosage adjustments for age and liver or hepatic function; licensing survey implications; direct and indirect
customer costs; contracting opportunities and profitability.

The formulary management process involves prospective admission screening, drug regimen review, and
utilization management. Under this process, we review drug profiles before admission to the long-term care
facility and communicate to our customers clinical recommendations and alternative therapeutic products
designed to lower the cost of the drug use and limit potential adverse drug events. During our pharmacist
consultant�s required monthly drug-regimen review for our customers, we use established clinical guidelines and
evidence-based drug product information to recommend therapeutically equivalent branded and generic drug
products. Pharmacists use our proprietary and fully integrated software, CareView, to assist them in identifying
and recommending the appropriate drug. As an additional part of the formulary management process, we utilize
retrospective drug utilization reports and techniques to help identify and measure further formulary
opportunities for us and for our customers.

Close interaction between the pharmacist and the prescribing physician is critical to successful implementation
of formulary guidelines. Our highly trained clinical pharmacists consult with the facilities� medical staff and other
prescribing physicians to increase the likelihood that the most efficacious, safe and cost-effective drug therapy is
implemented. We believe that adherence to our formulary guidelines provides a cost-effective therapy to our
customers while improving patient outcomes.
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Our Clinical Education Services department provides timely information and symposia on long-term care clinical,
business and regulatory issues to healthcare professionals including nurses, nursing home administrators, case
managers, and nurse practitioners. Internally, they provide continuing education to our pharmacists and nurses,
and also administer our Evidence Based Medicine (EBM) program. EBM is the modern application of the latest
reliable medical information to formulary decision making, and enhances the ability of our pharmacists to
collaborate effectively with physicians and influence their prescribing habits.

Infusion Therapy. Infusion therapy is the intravenous delivery of medication. Our infusion therapy services
include pain management, hydration, antibiotic therapy and chemotherapy for long-term care residents and home
care patients. We prepare the product and deliver it to the long-term care facility to be administered to the
patient by the nursing staff or by a trained caregiver at a patient�s own home. Because the proper administration
of infusion therapy requires a highly trained nursing staff, we provide education and certification programs to our
clients in order to assure proper staff training and compliance with regulatory requirements. Additionally, we
develop pharmaceutical care plans specifically designed to provide and measure therapeutic outcome.

Nutritional Support/Medicare Part B Billing. We distribute nutritional support and other disposable medical
supplies needed in the nursing home environment. In addition, we provide direct Medicare billing services for
certain of these product lines for patients eligible under the Medicare Part B program. As part of this service, we
determine patient eligibility, obtain certifications, order products and maintain inventory on behalf of the nursing
facility. We also contract to act as billing agent for certain nursing homes that supply these products directly to
the patient.

Other. We assist our customers with various regulatory compliance matters. We also offer specialized educational
services that aid facilities in the training of their staff. These services include surveys to prepare facilities for
state reviews and training on appropriate nursing techniques in infusion therapy, wound care management and
restorative nursing.

We also own and operate The Tidewater Healthcare Shared Services Group, Inc., one of the largest long-term
care group purchasing companies in the country. Tidewater provides purchasing and shared service programs
specially designed to meet the needs of eldercare centers and other long-term care facilities.

Community-Based Professional Retail Pharmacies

We also operate 32 community-based professional retail pharmacies, two of which are jointly owned. Our
community-based professional pharmacies are retail operations located in or near medical centers, hospitals and
physician office complexes which provide prescription and non-prescription medications and certain medical
supplies as well as personal service and consultation by licensed registered pharmacists.

Home Infusion, Respiratory and Medical Equipment

Our home infusion, respiratory and medical equipment distribution centers provide a wide array of products and
services to support the home care needs of a range of individuals of all ages. We work with physicians, hospital
discharge planners, case managers and managed care organizations who refer these individuals to us. Services
include respiratory and medical equipment (such as oxygen, hospital beds, wheelchairs and respiratory
medications), as well as home infusion (such as antibiotics, TPN, chemotherapy and pain management).
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Revenue Sources
We receive revenues from Medicare, Medicaid, private insurance, self-pay patients, other third-party payors and
long-term care facilities that utilize our pharmacy and other services. The healthcare industry is experiencing the
effects of the trend toward cost containment as federal and state governments and other third-party payors seek
to control utilization and negotiate reduced payment schedules with providers. These cost containment measures,
combined with the increasing influence of managed care payors and competition for patients, generally have
resulted in reduced rates of reimbursement for the products and services provided by us.

The sources and amounts of our patient revenues will be determined by a number of factors, including the mix of
patients and the rates of reimbursement among payors. Changes in the case mix of the patients as well as payor
mix among private pay, Medicare and Medicaid will affect our profitability.

The following table reflects the payor mix of pharmacy service revenues for the respective periods indicated:

Twelve
Months Year ended
Ended
June 30, September 30,

2003 2002 2001 2000

Medicaid 42% 40% 37% 35%
Long-term care facilities 32% 34% 35% 34%
Third-party payor 14% 14% 14% 16%
Private 10% 10% 11% 12%
Medicare Part B 2% 2% 3% 3%

Totals: 100% 100% 100% 100%

The Medicare and Medicaid programs are highly regulated. Our failure to comply with applicable reimbursement
regulations could adversely affect our business.
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SUMMARY UNAUDITED PRO FORMA CONDENSED
CONSOLIDATED FINANCIAL DATA

The summary unaudited pro forma condensed consolidated financial data presented below should be read in
conjunction with �Management�s Discussion and Analysis of Pro Forma Financial Condition and Results of
Operations� and �Unaudited Pro Forma Condensed Consolidated Financial Statements� and the notes thereto
included elsewhere in this report. The information set forth below should also be read in conjunction with our
�Management�s Discussion and Analysis of Financial Condition and Results of Operations� and historical financial
statements and the related notes thereto, which are contained in our reports filed with the SEC.

The following summary unaudited pro forma condensed consolidated balance sheet as of June 30, 2003 and the
summary unaudited pro forma condensed consolidated statements of operations for the year ended September
30, 2002, the nine months ended June 30, 2002, and the nine and twelve months ended June 30, 2003 give effect
to the Transactions. The summary pro forma condensed consolidated balance sheet is presented as if the
Transactions occurred on June 30, 2003, and the summary pro forma condensed consolidated statements of
operations are presented as if the Transactions occurred on October 1, 2001.

The historical results presented in the unaudited pro forma condensed consolidated balance sheet and statements
of operations reflect our condensed results, as reported in our quarterly reports on Form 10-Q and our annual
report on Form 10- K. The pro forma adjustments related to the spin-off of GHC represent items directly
attributable to the eldercare businesses. The summary unaudited pro forma condensed consolidated financial
data are presented for informational purposes only and are not necessarily indicative of what our financial
position and results of operations actually would have been for the periods presented if the Transactions occurred
on October 1, 2001, nor does this data purport to represent the results of future periods. The pro forma
adjustments are based upon available information and certain assumptions that we consider reasonable and are
described in the notes accompanying the summary unaudited pro forma condensed consolidated financial
statements. No changes in operating revenues and expenses have been made to reflect the results of any
modifications to operations that might have been made had the Transactions been completed on the aforesaid
assumed effective dates for purposes of the pro forma results.

Historically, our operations were conducted as part of a consolidated entity with GHC and not as a separate
entity. Accordingly, the historical consolidated financial statements included in this report or contained in our
reports filed with the SEC do not reflect the results of operations, financial condition and cash flows that would
have been achieved had our company been operated independently of GHC during the periods and as of the dates
presented. The historical pharmacy services segment information contained in our reports filed with the SEC is
not indicative of how our business would have performed after the consummation of the spin-off had the spin-off
occurred at the beginning of the periods presented. Such segment information does not, for example, reflect
general and administrative and other overhead expenses.

This report includes EBITDA, EBITDA margin, the ratio of EBITDA to interest expense, the ratio of total debt to
EBITDA, the ratio of total debt plus preferred stock to EBITDA and the ratio of EBITDA to fixed charges which
are non-GAAP financial measures. For purposes of SEC Regulation G, a non-GAAP financial measure is a
numerical measure of a registrant�s historical or future financial performance, financial position or cash flows that
excludes amounts, or is subject to adjustments that have the effect of excluding amounts, that are included in the
most directly comparable measure calculated and presented in accordance
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with GAAP in the statement of operations, balance sheets or statement of cash flows (or equivalent statements) of
the registrant; or includes amounts, or is subject to adjustments that have the effect of including amounts, that
are excluded from the most directly comparable measure so calculated and presented. In this regard, GAAP
refers to generally accepted accounting principles in the United States. Pursuant to the requirements of
Regulation G, we have provided reconciliations of the non-GAAP financial measures to the most directly
comparable GAAP financial measures.

Management believes that the presentation of EBITDA, EBITDA margin, the ratio of EBITDA to interest expense,
the ratio of total debt to EBITDA, the ratio of total debt plus preferred stock to EBITDA and the ratio of EBITDA
to fixed charges provides useful information to investors regarding our results of operations because they are
useful for trending, analyzing and benchmarking the performance and value of our business. We use each of
EBITDA, EBITDA margin, the ratio of EBITDA to interest expense, the ratio of total debt to EBITDA, the ratio of
total debt plus preferred stock to EBITDA and the ratio of EBITDA to fixed charges primarily as a performance
measure. We also use EBITDA in our annual budget process. We believe EBITDA facilitates internal comparisons
to historical operating performance of prior periods and external comparisons to competitors� historical operating
performance. Although we use EBITDA as a financial measure to assess the performance of our business, the use
of EBITDA is limited because it does not consider certain material costs necessary to operate our business. These
costs include the cost to service our debt and preferred stock instruments, the non-cash depreciation and
amortization associated with our long-lived assets, the cost of our federal and state tax obligations, our share of
the earnings or losses of our less than 100% owned operations and the operating results of our discontinued
businesses. Because EBITDA does not consider these important elements of our cost structure, a user of our
financial information who relies on EBTIDA as the only measure of our performance could draw an incomplete or
misleading conclusion regarding our financial performance. Consequently, a user of our financial information
should consider income from continuing operations before preferred stock dividends an important measure of our
financial performance because it provides the most complete measure of our performance.

We define EBITDA as income from continuing operations before preferred stock dividends, interest, taxes,
depreciation and amortization, equity in net (income) loss of unconsolidated affiliates and minority interests.
Other companies may define EBITDA differently and, as a result, our measure of EBITDA may not be directly
comparable to EBITDA of other companies. EBITDA does not represent income from continuing operations before
preferred stock dividends, as defined by GAAP.

EBITDA, EBITDA margin, the ratio of EBITDA to interest expense, the ratio of total debt to EBITDA, the ratio of
total debt plus preferred stock to EBITDA and the ratio of EBITDA to fixed charges should be considered in
addition to, not as a substitute for or superior to, GAAP financial measures or as an indicator of operating
performance.
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Year Ended
September

30,
Nine Months Ended

June 30,

Twelve
Months

Ended June
30,

2002 2002 2003 2003

(Dollars in thousands)
Pro Forma Statement of Operations Data:
Net revenues $ 1,233,080 $ 922,284 $ 980,949 $ 1,291,745
Income from continuing operations before preferred
stock dividends $ 43,369 $ 36,167 $ 19,751 $ 26,953
Income from continuing operations 40,770 34,251 17,742 24,261
Other Pro Forma Financial Data:
EBITDA (1) $ 97,141 $ 75,479 $ 70,096 $ 91,758
Income from continuing operations before preferred
stock dividends/net revenues margin 3.5% 3.9% 2.0% 2.1%
EBITDA margin (1) (2) 7.9% 8.2% 7.1% 7.1%
Interest expense 17,868 13,400 13,400 17,868
Capital expenditures 13,403 11,570 9,648 11,481
Pro Forma Financial Ratios:
Income from continuing operations before preferred
stock dividends/interest expense 1.5x
EBITDA/interest expense (1) (3) 5.1x
Total debt/income from continuing operations before
preferred stock dividends 9.6x
Total debt/EBITDA (1) (4) 2.8x
(Total debt plus preferred stock)/income from continuing
operations before preferred stock dividends 11.4x
(Total debt plus preferred stock)/EBITDA (1) (5) 3.3x
Income from continuing operations before preferred
stock dividends/fixed charges 2.0x 2.2x 1.2x 1.2x
EBITDA/fixed charges (1) (6) 4.2x

(1) The following table reconciles income from continuing operations before preferred stock dividends with
EBITDA:

Year
Ended

September
30,

Nine Months Ended
June 30,

Twelve
Months
Ended
June 30,

2002 2002 2003 2003

(in thousands)
Income from continuing operations before preferred stock
dividends $ 43,369 $ 36,167 $ 19,751 $ 26,953
Add back:
Equity in net (income) loss of unconsolidated affiliates (969) (298) (286) (957)
Minority interests 2,596 1,344 3,567 4,819
Income tax expense 11,908 6,931 14,726 19,703
Interest expense 17,868 13,400 13,400 17,868
Depreciation and amortization expense 22,369 17,935 18,938 23,372

EBITDA $ 97,141 $ 75,479 $ 70,096 $ 91,758
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EBITDA has not been adjusted for the following items:

Year
Ended

September
30,

Nine Months Ended
June 30,

Twelve
Months
Ended
June 30,

2002 2002 2003 2003

(in thousands)
Strategic planning, severance and other related costs $ 21,140 $ 12,568 $ 21,312 $ 29,884
Debt restructuring and reorganization costs and net gain on
debt discharge 1,095 2,570 � (1,475)
Gain from arbitrations award and other legal settlements (23,768) (21,907) (10,214) (12,075)

Total $ (1,533) $ (6,769) $ 11,098 $ 16,334

(2) The most directly comparable GAAP financial measure to EBITDA margin is income from continuing
operations before preferred stock dividends/net revenues margin, which is calculated by dividing income from
continuing operations before preferred stock dividends by net revenues. EBITDA margin is calculated by
dividing EBITDA by net revenues.

(3) The most directly comparable GAAP financial measure to the ratio of EBITDA to interest expense is the ratio
of income from continuing operations before preferred stock dividends to interest expense, which is
calculated by dividing income from continuing operations before preferred stock dividends by interest
expense. The ratio of EBITDA to interest expense is calculated by dividing EBITDA by interest expense.

(4) The most directly comparable GAAP financial measure to the ratio of total debt to EBITDA is the ratio of total
debt to income from continuing operations before preferred stock dividends, which is calculated by dividing
total debt by income from continuing operations before preferred stock dividends. The ratio of total debt to
EBITDA is calculated by dividing total debt by EBITDA.

(5) The most directly comparable GAAP financial measure to the ratio of total debt plus preferred stock to
EBITDA is the ratio of the total debt plus preferred stock to income from continuing operations before
preferred stock dividends, which is calculated by dividing total debt plus preferred stock by income from
continuing operations before preferred dividends. The ratio of total debt plus preferred stock to EBITDA is
calculated by dividing total debt plus preferred stock by EBITDA.

(6) The most directly comparable GAAP financial measure to the ratio of EBITDA to fixed charges is the ratio of
income from continuing operations before preferred stock dividends to fixed charges, which is calculated by
dividing income from continuing operations before preferred stock dividends by fixed charges. The ratio of
EBITDA to fixed charges is calculated by dividing EBITDA by fixed charges.

(7) The pro forma cash and cash equivalents of $127.1 million includes approximately $52.5 million of cash that is
expected to be used to finance transactions that GHC has entered into with ElderTrust, a real estate
investment trust. Consequently, such cash is not available for our general working capital needs.
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RISK FACTORS

You should carefully consider the risk factors set forth below as well as the other information contained in this
report. The risks described below are not the only risks we face. Additional risks and uncertainties not currently
known to us or that we currently deem to be immaterial may also materially and adversely affect our business
operations. The occurrence of any of the following risks could materially and adversely affect our business,
financial condition or results of operations.

Risks Relating to the Spin-Off

We have no history operating as an entity without our eldercare businesses.
Historically, our operations were conducted as part of a consolidated entity with GHC and not as a separate
entity. Upon completion of the spin-off, we will own and operate the pharmacy services business and GHC will
own and operate the inpatient services business and other ancillary businesses. Neither of these businesses has
an operating history as a separate company. The spin-off may result in some temporary dislocation and
inefficiencies to our business operations, as well as impact the overall management of our company. In addition,
operating these businesses independently may be more expensive, more complicated or more difficult than
operating them under the common Genesis umbrella.

Our historical financial information and our pro forma financial information may not be representative
of our results as a separate company.
Historically, our operations were conducted as part of a consolidated entity with GHC and not as a separate
entity. Accordingly, the financial statements included in this offering circular or incorporated by reference herein
may not reflect the results of operations, financial condition and cash flows that would have been achieved had
our company been operated independently during the periods and as of the dates presented. The historical
pharmacy services segment information contained in the documents incorporated by reference in this offering
circular may not be indicative of how our business would have performed had the spin-off occurred during the
periods presented. Such segment information does not, for example, reflect general and administrative and other
overhead expenses.

Costs related to our corporate functions, including legal support, treasury administration, insurance
administration, human resource management, internal audit and corporate accounting and income tax
administration, which are not directly and solely related to our operations, have been allocated based upon
various methodologies deemed reasonable by management. Although our management believes that the methods
used to allocate and estimate such expenses are reasonable, there can be no assurance that our actual costs will
not be higher, perhaps substantially, after the spin-off.

Furthermore, our historical combined financial statements do not reflect the costs to us of borrowing funds as a
separate entity.

We may be responsible for federal income tax liabilities that relate to our distribution of GHC common
stock.
We have received a private letter ruling from the Internal Revenue Service to the effect that the spin-off and
certain related transactions will qualify as a tax-free distribution to us and our shareholders under Section 355 of
the Internal Revenue Code of 1986, as amended. We and GHC have made certain representations in connection
with the private letter ruling, and we will agree to restrictions on certain future actions designed to preserve the
tax-free status of the spin-off.

If the spin-off were found to be taxable by reason of any act (or failure to act) by GHC described in certain
covenants contained in the spin-off documents, any acquisition of our equity securities or assets, or any breach of
any of our representations in the spin-off documents or in the
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private letter ruling request, the spin-off would be taxable to us and may be taxable to holders of our common
stock who received shares of GHC common stock in the spin-off. In such case, under the spin-off documents
between us and GHC, GHC will be required to indemnify us against any taxes and related losses. The amount of
any such indemnification payment could be substantial and we cannot assure you that GHC will have the ability
to satisfy those obligations.

We may be required to satisfy certain indemnification obligations to GHC or may not be able to collect
on indemnification rights from GHC.
Under the terms of the separation and distribution agreement, we and GHC have agreed to indemnify each other
from and after the distribution with respect to the indebtedness, liabilities and obligations that will be retained by
our respective companies. These indemnification obligations could be significant, and we cannot presently
determine the amount of indemnification obligations for which we will be liable or for which we will seek payment
from GHC. Our ability to satisfy these indemnities, if we are called upon to do so, will depend upon our future
financial performance. Similarly, GHC�s ability to satisfy any such obligations to us will depend on GHC�s future
financial performance. We cannot assure you that we will have the ability to satisfy any substantial
indemnification obligations to GHC. We also cannot assure you that if GHC is required to indemnify us for any
substantial obligations, GHC will have the ability to satisfy those obligations.

After the spin-off, our management will own stock in GHC and there will continue to be agreements
between us and GHC.
As a result of their ownership of our common stock, most of our officers and certain members of our board of
directors will own GHC stock following the spin-off. In addition, certain of our subsidiaries will enter into a tax
sharing agreement, transition services agreement, a group purchasing agreement, an employee benefits
agreement, a pharmacy services agreement, a pharmacy benefit management agreement and a durable medical
equipment agreement with GHC. Although we believe the charges for services under the group purchasing
agreement, the pharmacy services agreement, the pharmacy benefit management agreement and the durable
medical equipment services agreement represent fair market value, there can be no assurance that we could not
have obtained more favorable terms from an independent third-party. In some cases, the terms of the new
agreements will not be as favorable to us as the terms in effect prior to the spin-off. Robert H. Fish, the current
chairman of our board of directors and our current chief executive officer, will continue to serve as a director of
both GHC and NeighborCare after the spin-off of GHC. Ownership of GHC common stock by our officers and
directors after the consummation of the spin-off could create, or appear to create, potential conflicts of interest
for these officers and directors when faced with decisions that could have implications for both GHC and us. See
�Management.�

GHC, our largest customer, will be subject to its own risks as a result of the spin-off and its operation
as a separate entity.
Sales to facilities of GHC, our largest customer, represented 12% of our revenues for the twelve months ended
June 30, 2003 after giving effect to the spin-off. After, and as a result of the spin-off, it will operate for the first
time as an independent public entity. GHC is also exposed to risks similar to those outlined herein, including
initial operation without the support of the former consolidated corporate infrastructure. In addition, GHC will be
highly leveraged. The degree to which GHC is leveraged could materially and adversely affect GHC�s ability to
obtain financing for working capital, acquisitions or other purposes and could make GHC more vulnerable to
industry downturns and competitive pressures. GHC�s ability to meet its obligations will be dependent upon its
future performance, which will be subject to financial, business and other factors affecting GHC�s operations. We
will be bound by a multi-year contractual arrangement with GHC. If GHC is not able to meet its obligations under
this arrangement, our financial condition and results of operations could suffer materially.
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Risks Relating to Our Business

Since we and our subsidiaries emerged from bankruptcy on October 2, 2001, there is limited operating
and financial data available from which to analyze our operating results and cash flows.

Financial information related to our and our subsidiaries� operations after the emergence from bankruptcy is
limited and therefore, it is difficult to compare such post-bankruptcy financial information with that of prior
periods. Additionally, this information reflects the results of fresh-start reporting which also makes comparison of
results of operations and financial condition after our emergence from bankruptcy to the results of prior periods
difficult. For additional information, see �Selected Financial Data� and �Management�s Discussion and Analysis of
Financial Condition and Results of Operations� contained in our annual report on Form 10-K for the fiscal year
ended September 30, 2002 and quarterly reports on Form 10-Q for the quarters ended December 31, 2002,
March 31, 2003 and June 30, 2003, respectively.

If we or our client institutions fail to comply with Medicare or Medicaid reimbursement regulations,
our revenue could be reduced, we could be subject to penalties and we could lose our eligibility to
participate in these programs.
For the nine months ended June 30, 2003, approximately 44% of our pharmacy services billings were directly
reimbursed by government sponsored programs. These programs include Medicaid and, to a lesser extent,
Medicare. The remainder of our billings are paid or reimbursed by individual patients, long-term care facilities
and other third-party payors, including private insurers. A portion of these revenues also are indirectly dependent
on government programs.

The Medicare and Medicaid programs are highly regulated. The failure, even if inadvertent, of us and/or our
client institutions to comply with applicable reimbursement regulations could adversely affect our reimbursement
under these programs and our ability to continue to participate in these programs. In addition, our failure to
comply with these regulations could subject us to other penalties. Moreover, the Medicaid program is
significantly dependent upon federal rules. Any limitation of federal funding to states under their Medicaid
program could negatively affect our business.

Continuing efforts to contain healthcare costs may reduce our future revenue.
Our sales and profitability are affected by the efforts of healthcare payors to contain or reduce the cost of
healthcare by lowering reimbursement rates, limiting the scope of covered services, and negotiating reduced or
capitated pricing arrangements. Any changes that lower reimbursement levels under Medicare, Medicaid or
private pay programs, including managed care contracts, could reduce our future revenue. Furthermore, other
changes in these reimbursement programs or in related regulations could reduce our future revenue. These
changes may include modifications in the timing or processing of payments and other changes intended to limit
or decrease the growth of Medicare, Medicaid or third-party expenditures.

The Balanced Budget Act of 1997 and other healthcare-related legislation has significantly impacted
our business, and future legislation and regulations are likely to affect us.
In recent years, Congress has passed a number of federal laws that have effected major changes in the
healthcare system, including, without limitation, changes under the Medicare and Medicaid programs. Our
business is directly affected by potential changes in reimbursements for pharmaceutical services and indirectly
affected through the changes that negatively affect our healthcare clients. Several of these changes have had a
significant impact on us.

It is not possible to quantify fully the effect of potential legislative changes, the interpretation or administration of
such legislation or any other governmental initiatives on our business. Accordingly, there can be no assurance
that the impact of any future healthcare legislation will not further
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adversely affect our business. There can be no assurance that payments under governmental and private
third-party payor programs will be timely, will remain at levels comparable to present levels or will, in the future,
be sufficient to cover the costs allocable to patients eligible for reimbursement pursuant to such programs. Our
financial condition and results of operations may be affected by the reimbursement process, which in the
healthcare industry is complex and can involve lengthy delays between the time that revenue is recognized and
the time that reimbursement amounts are settled.

With respect to reimbursement for pharmaceutical products and services, the Balanced Budget Act of 1997
contains provisions that have affected amounts paid to our pharmacy operations for pharmacy and medical
supply products and services. The Balanced Budget Act sought to achieve a balanced federal budget by, among
other things, changing the reimbursement policies applicable to various healthcare providers, including the
introduction in 1998 of the prospective payment system for Medicare-eligible residents of skilled nursing
facilities. Payment of 95% of the �average wholesale price� is required as reimbursement for certain products
covered under Medicare Part B. The move to a prospective payment system under the Balanced Budget Act has
made pricing a more important consideration in the selection of pharmacy providers. Also, Congress included
provisions in the Balanced Budget Act that would require nursing facilities to submit all claims for Medicare-
covered services that their residents receive, both Medicare Part A and Medicare Part B, even if such services are
provided by outside suppliers, including but not limited to pharmacy and rehabilitation therapy providers, except
for certain excluded services. The Benefits Improvement and Protection Act, enacted in December 2000, repealed
this provision, except for therapy services.

Pharmacy coverage and cost containment are important policies debated at both the federal and state levels. One
of the most contentious issues before the 108th Congress is legislation expanding coverage under Medicare for
outpatient pharmaceutical services. In June 2003, the House of Representatives and the Senate passed different
versions of the Prescription Drug and Medicare Improvement Act. Congressional efforts are underway to
reconcile the differences in the two measures. It is premature to determine how and whether these policy
differences will be reconciled. While currently Medicare provides limited pharmaceutical coverage, either version
proposed by the House of Representatives or the Senate would significantly expand coverage under Medicare
starting in 2006. If Medicare is made the primary coverage and current Medicaid programs are transitioned into
the new federal program, these changes could significantly impact long-term care pharmacy services. The Senate
proposal generally preserves the status-quo for Medicaid eligible individuals. The House of Representatives bill
would phase in a federal takeover of Medicaid pharmacy coverage and shift purchasing and delivery decisions to
private market pharmacy benefit plans. In July 2003, the Senate received from the House of Representatives an
amended version of its proposal. If the House of Representatives version is ultimately adopted, this would have
the effect of Medicare assuming the cost of prescription drug benefits for those beneficiaries who are otherwise
eligible for both Medicare and Medicaid. Funding for the proposal is still being debated. There can be no
assurances that the necessary funding for this program will be voted on or approved by Congress and, as a result,
it is not possible to determine the impact on our business. Additionally, both measures authorize an interim
federally sponsored Rx Drug Discount Plan to provide group discounts for Medicare beneficiaries between 2004
and 2006. It remains unclear how and whether these purchasing arrangements will affect delivery to long-term
care residents. There can be no assurances that the significant differences between the two measures can be
resolved, and no assurances that the resolution of those differences will not impact the administration of and
payment for long-term care pharmacy services. Moreover, there can be no assurance that the 108th Congress
will adopt legislation to expand coverage under Medicare for outpatient pharmaceutical services.

There are other federal initiatives under consideration that impact the institutional pharmacy business. These
initiatives include proposals to eliminate the use of average wholesale price as the basis for reimbursement.
While such initiatives have currently been delayed, there can be no assurance that the Centers for Medicare and
Medicaid Services would not implement such changes. If implemented, the elimination of the average wholesale
price reimbursement system
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could adversely affect our business. A second initiative under consideration at the federal level is a program to
further reduce reimbursement for specific drugs. Thus far, these initiatives have focused on certain therapies
that are not extensively utilized in long-term care facilities. However, if this program were to be expanded, such a
decision could have an adverse impact on our business.

The reimbursement rates for pharmacy services under Medicaid are determined on a state-by-state basis subject
to review by the Centers for Medicare and Medicaid Services and applicable federal law. In most states,
pharmacy services are priced at the lower of �usual and customary� charges or cost (which generally is defined as a
function of average wholesale price and may include a profit percentage) plus a dispensing fee. Certain states
have �lowest charge legislation� or �most favored nation provisions� which require our institutional pharmacy and
medical supply operation to charge Medicaid no more than its lowest charge to other consumers in the state.
Since 2000, federal Medicaid requirements establishing payment caps on certain drugs have been periodically
revised.

With respect to Medicaid, the Balanced Budget Act repealed the �Boren Amendment� federal payment standard for
payments to Medicaid nursing facilities effective October 1, 1997. This repeal gives states greater latitude in
setting payment rates for nursing facilities. Budget constraints and other factors have caused some states to
reduce Medicaid reimbursement to nursing facilities and states may continue to reduce or delay payments to
nursing facilities in the future. The law also grants states greater flexibility to establish Medicaid managed care
programs without the need to obtain a federal waiver. Although these waiver programs generally exempt
institutional care, including nursing facility and institutional pharmacy services, these programs could ultimately
change the Medicaid reimbursement system for long-term care. These changes could include changing
reimbursement for pharmacy services from fee-for-service, or payment per procedure or service rendered, to a
fixed amount per person utilizing managed care negotiated or capitated rates.

Under the Balanced Budget Refinement Act of 1999 and the Benefits Improvement and Protection Act of 2000,
Congress attempted to provide relief to skilled nursing facilities from certain reductions in Medicare
reimbursement under the Balanced Budget Act. This legislation included increases in payment rates for certain
services and delays in the implementation of certain Balanced Budget Act requirements. It appears that this
legislation stabilized the unfavorable operating trends of skilled nursing facilities attributable to the prospective
payment system, helped to improve the financial condition of skilled nursing facilities and motivated increased
admissions, particularly of higher acuity residents. However, certain of the increases in Medicare reimbursement
for skilled nursing facilities expired in October 2002. This loss of Medicare revenues may have an adverse effect
on the financial condition of many of our skilled nursing facility customers, which could in turn adversely affect
the timing or level of their payments to us. While it is hoped that Congress will restore some or all of these
payment amounts, no assurances can be given as to whether Congress will take such action.

Medicaid is a federal-state matching program, whereby the federal government, under a needs based formula,
matches funds provided by the participating states for medical assistance to �medically indigent� persons. The
Benefits Improvement and Protection Act of 2000 enacted a phase out of intergovernmental transfer transactions
by states whereby states would artificially inflate the payments to certain public facilities to increase federal
matching funds. This action may reduce federal support for a number of state Medicaid programs. The reduced
federal payments may impact aggregate available funds requiring states to further contain payments to
providers. We operate in several of the states that will experience a contraction of federal matching funds.

State Medicaid programs generally have long-established programs for reimbursement which have been revised
and refined over time and have not had a material adverse effect on the pricing policies or receivables collection
for long-term care facility pharmacy services. Any future changes in such reimbursement programs or in
regulations relating thereto, such as reductions in the
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allowable reimbursement levels or the timing of processing of payments, could adversely affect our business.

In addition to the direct effect upon our business, these laws have an indirect effect on our business through
decreasing funds available to our skilled nursing facility customers. Limitations or restrictions on Medicare and
Medicaid payments to skilled nursing facilities could adversely impact the liquidity of our pharmacy and other
service related business customers, resulting in their inability to pay us, or to pay us timely, for our products and
services. This factor could require us to borrow in order to fund our working capital needs, and, in turn, cause us
to become more highly leveraged.

In order to rein in healthcare costs, we anticipate that federal and state governments will continue to review and
assess alternate healthcare delivery systems, payment methodologies and operational requirements for
healthcare providers, including long-term care facilities and pharmacies. Given the continuous debate regarding
the cost of healthcare, managed care and other healthcare issues, we cannot predict with any degree of certainty
what additional healthcare initiatives, if any, will be implemented or the effect any future legislation or regulation
will have on our business. Further, Medicare and/or Medicaid payment rates for pharmaceutical supplies and
services may not continue to be based on current methodologies or remain comparable to present levels. In
particular, the federal government is examining the appropriateness of using the �average wholesale price� as the
basis for reimbursement for prescription drugs under Medicare Part B. In addition, legislative initiatives are
being considered to expand Medicare coverage of prescription drugs, in some instances as part of a broad reform
of the Medicare program. Any future healthcare legislation or regulation may adversely affect our business.

There are numerous reports affirming that the recent economic downturn has had a detrimental affect on state
revenues. Historically, these budget pressures have translated into reductions in state spending. Given that
Medicaid outlays are a significant component of state budgets, we expect continuing cost containment pressures
on Medicaid outlays for nursing homes and pharmacy services in the states in which we operate.

While Congress is considering expanding Medicare to cover certain costs of outpatient pharmaceutical services,
federal and state governments continue to focus on efforts to curb spending on healthcare programs such as
Medicare and Medicaid. A number of states have enacted or are considering cost containment initiatives. Many of
these initiatives focus on reducing the amount that the state Medicaid program will pay for drug acquisition
costs. Some have attempted to impose more stringent pricing standards. Institutional pharmacies are often paid a
dispensing fee over and above the payment for the drug. To the extent that changes in the payment for drugs are
not accompanied by an increase in the dispensing fee, margins could erode. Some states have explored efforts to
restrict utilization by requiring the use of preferred drug lists, prior-authorization and formularies. A few states
have attempted to extend the preferred Medicaid pricing to all Medicare beneficiaries. We cannot at this time
predict the extent to which these proposals will be adopted or, if adopted and implemented, what effect, if any,
such proposals will have on us. Efforts to impose reduced allowances, greater discounts and more stringent cost
controls by government and other payors are expected to continue.

If we, or our long-term care customers, fail to comply with licensure requirements, fraud and abuse
laws or other applicable laws, we may need to curtail operations, and could be subject to significant
penalties.
Our pharmacy services business is subject to extensive and often changing federal, state and local regulations,
and our pharmacies are required to be licensed in the states in which they are located or do business. We
continuously monitor the effects of regulatory activity on our operations and we currently have pharmacy licenses
for each pharmacy we operate. The failure to obtain or renew any required regulatory approvals or licenses could
adversely affect the continued operation of our business. The long-term care facilities that contract for our
services are also subject to
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federal, state and local regulations and are required to be licensed in the states in which they are located. The
failure by these long-term care facilities to comply with these or future regulations or to obtain or renew any
required licenses could result in our inability to provide pharmacy services to these facilities and their residents.
We are also subject to federal and state laws that prohibit some types of direct and indirect payments between
healthcare providers. These laws, commonly known as the fraud and abuse laws, prohibit payments intended to
induce or encourage the referral of patients to, or the recommendation of, a particular provider of items or
services. Violation of these laws can result in loss of licensure, civil and criminal penalties and exclusion from the
Medicare, Medicaid and other federal healthcare programs.

We conduct business in a heavily regulated industry, and changes in regulations and violations of
regulations may result in increased costs or sanctions.
We are subject to periodic audits by the Medicare and Medicaid programs, which have various rights and
remedies against us if they assert that we have overcharged the programs or failed to comply with program
requirements. Rights and remedies available to these programs include repayment of any amounts alleged to be
overpayments or in violation of program requirements, or making deductions from future amounts due to us.
These programs may also impose fines, criminal penalties or program exclusions. Other third-party payor sources
also reserve the right to conduct audits and make monetary adjustments in connection with or exclusive of audit
activities.

In the ordinary course of our business, the long-term care facilities we service receive notices of deficiencies for
failure to comply with conditions of participation in the Medicare and Medicaid programs. In the event that these
deficiencies involve pharmacy or other services we provide, we review such notices and take appropriate
corrective action. In these cases, we assist the facility in developing a plan to bring the center into compliance
with regulations which must be accepted by the reviewing agency. In some cases, or upon repeat violations, the
reviewing agency may take various adverse actions against a center, including but not limited to:

� the imposition of fines;

� suspension of payments for new or all admissions to the center; and

� in extreme circumstances, decertification from participation in the Medicare or Medicaid programs and
revocation of a center�s or service site�s license.

We are also subject to federal and state laws that govern financial and other arrangements between healthcare
providers. These laws often prohibit certain direct and indirect payments or fee-splitting arrangements between
healthcare providers that are designed to induce the referral of patients to a particular provider for medical
products and services. Possible sanctions for violation of any of these restrictions or prohibitions include loss of
eligibility to participate in reimbursement programs and/or civil and criminal penalties. Furthermore, some states
restrict certain business relationships between physicians and other providers of healthcare services. Many
states prohibit business corporations from providing, or holding themselves out as a provider of, medical care.
From time to time, we may seek guidance as to the interpretation of these laws; however, there can be no
assurance that such laws will ultimately be interpreted in a manner consistent with our practices.

Federal and state governments are devoting increased attention and resources to anti-fraud initiatives against
healthcare providers. The Health Insurance Portability and Accountability Act of 1996 and the Balanced Budget
Act of 1997 expanded the penalties for healthcare fraud, including broader provisions for the exclusion of
providers from the Medicaid program. We have established policies and procedures that we believe are sufficient
to ensure that our facilities will operate in substantial compliance with these anti-fraud requirements. While we
believe that our business practices are consistent with Medicare and Medicaid criteria, those criteria are often
vague and
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subject to change and interpretation. Aggressive anti-fraud actions, however, could have an adverse effect on our
financial condition, results of operations and cash flows.

In addition, a number of states have undertaken enforcement actions against pharmaceutical manufacturers
involving pharmaceutical marketing programs, including programs containing incentives to pharmacists to
dispense one particular product rather than another. These enforcement actions arose under state consumer
protection laws which generally prohibit false advertising, deceptive trade practices and the like.

We face additional federal requirements that mandate major changes in the transmission and retention of health
information. The Health Insurance Portability and Accountability Act of 1996 was enacted first, to ensure that
employees can retain and at times transfer their health insurance when they change jobs, and second, to simplify
healthcare administrative processes. This simplification includes expanded protection of the privacy and security
of personal medical data and requires the adoption of standards for the exchange of electronic health
information. Among the standards that the Secretary of Health and Human Services has adopted pursuant to the
Health Insurance Portability and Accountability Act are standards for electronic transactions and code sets, and it
may adopt unique identifiers for providers, employers, health plans and individuals, security and electronic
signatures, privacy and enforcement. Although the Health Insurance Portability and Accountability Act was
intended to ultimately reduce administrative expenses and burdens faced within the healthcare industry, we
believe that implementation of this law will result in additional costs. Failure to comply with the Health Insurance
Portability and Accountability Act could result in fines and penalties that could have a material adverse effect on
us.

Possible changes in the acuity of patients as well as payor mix and payment methodologies may
significantly affect our profitability.
The sources and amounts of our patient revenues will be determined by a number of factors, including licensed
bed capacity and occupancy rates of the centers we supply, the acuity of patients and the rates of reimbursement
among payors. Changes in the acuity of the patients as well as payor mix among private pay, Medicare and
Medicaid in the centers we supply will significantly affect our profitability. Particularly, any significant increase
in our Medicaid population could have a material adverse effect on our financial condition, results of operations
and cash flows, especially if states operating these programs continue to limit, or more aggressively seek limits
on, reimbursement rates.

Further consolidation of managed care organizations and other third-party payors may adversely affect
our profits.
Managed care organizations and other third-party payors have continued to consolidate in order to enhance their
ability to influence the delivery of healthcare services. Consequently, the healthcare needs of a large percentage
of the U.S. population are increasingly served by a small number of managed care organizations. These
organizations generally enter into service agreements with a limited number of providers for needed services. To
the extent that such organizations terminate us as a preferred provider and/or engage our competitors as a
preferred or exclusive provider, our business could be materially and adversely affected. In addition, private
payors, including managed care payors, increasingly are demanding discounted fee structures.

We purchase a significant portion of our pharmaceutical products from one supplier.
We obtain approximately 98% of our pharmaceutical products from one supplier pursuant to contracts that are
terminable by either party on 90 days notice. If these contracts are terminated, there can be no assurance that
our operations would not be disrupted or that we could obtain the products at similar cost. In this event, failure
to satisfy our customers� requirements could materially and adversely affect our business, results of operations
and financial condition.
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We face intense competition in our business.
We compete with a variety of other companies in providing pharmacy services, many of which have greater
financial and other resources than we do and may be more established in their respective communities than we
are. Competing companies may offer newer or different services than we do and may thereby attract customers
who are presently our customers or are otherwise receiving our services.

The provision of pharmacy services in the long-term care industry is highly competitive. In the 32 states and in
the District of Columbia where we sell pharmacy products and services, we compete with multiple national,
regional and local institutional pharmacies. Institutional pharmacies compete principally on the basis of service,
integrity, clinical expertise, fair pricing and the ability to form strong relationships with key personnel.

We are dependent on our senior management team and our pharmacy professionals.
We are highly dependent upon the members of our senior management team, our pharmacists and other
pharmacy professionals. Our business is managed by a small number of key management personnel, including
John J. Arlotta, who will be our chairman and chief executive officer after the spin-off. If we were unable to retain
these persons, we might be adversely affected. Our industry is small and there is a limited pool of senior
management personnel with significant experience in our industry. Accordingly, we believe we could experience
significant difficulty in replacing key management personnel. Although we have employment contracts with our
key management personnel, these contracts generally may be terminated without cause by either party.

In addition, our continued success depends on our ability to attract and retain pharmacists and other pharmacy
professionals. Competition for qualified pharmacists and other pharmacy professionals is intense. The loss of
pharmacy personnel or the inability to attract, retain or motivate sufficient numbers of qualified pharmacy
professionals could adversely affect our business. Although we generally have been able to meet our staffing
requirements for pharmacists and other pharmacy professionals in the past, our inability to do so in the future
could have a material adverse effect on us.

A significant portion of our business is concentrated in certain markets, and the recent economic
downturn or changes in the laws affecting our business in those markets could have a material adverse
effect on our operating results.
We receive approximately 62% of our revenue from operations in the states of Maryland, New Jersey,
Pennsylvania, Virginia, Ohio, West Virginia and Delaware. The economic condition of these markets could affect
the ability of our patients and third-party payors to reimburse us for our services through a reduction of
disposable household income or the ultimate reduction of the tax base used to generate state funding of their
respective Medicaid programs. An economic downturn in these markets and in surrounding markets or changes
in the laws affecting our business could have a material adverse effect on our financial condition, results of
operations and cash flows.

We may make acquisitions that could subject us to a number of operating risks.
We anticipate that we may make acquisitions of, investments in and strategic alliances with complementary
businesses to enable us to capitalize on our strong position in the geographic markets in which we operate and to
expand our businesses in new geographic markets. However, implementation of this strategy entails a number of
risks, including:

� inaccurate assessment of undisclosed liabilities;

� entry into markets in which we may have limited or no experience;

� diversion of management�s attention from our core business;
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� difficulties in assimilating the operations of an acquired business or in realizing projected efficiencies and
cost savings;

� increase in our indebtedness and a limitation on our ability to access additional capital when needed; and

� difficulties in obtaining anticipated revenue synergies or cost reductions.
In addition, certain changes may be necessary to integrate the acquired businesses into our operations,
assimilate many new employees and implement reporting, monitoring, compliance and forecasting procedures.
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UNAUDITED PRO FORMA CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS

The following unaudited pro forma condensed consolidated balance sheet as of June 30, 2003 and the unaudited
pro forma condensed consolidated statements of operations for the nine months ended June 30, 2002 and 2003,
and for the year ended September 30, 2002 give effect to the Transactions. The pro forma condensed
consolidated balance sheet is presented as if the Transactions occurred on June 30, 2003 and the pro forma
condensed consolidated statements of operations are presented as if the Transactions occurred as of October 1,
2001.

The historical results presented in the unaudited pro forma condensed consolidated balance sheet and statements
of operations reflect our condensed results, as reported in our quarterly reports on Form 10-Q and our annual
report on Form 10- K. The pro forma adjustments related to the spin-off of GHC represent items directly
attributable to the eldercare businesses. The unaudited pro forma condensed consolidated financial information
is presented for informational purposes only and is not necessarily indicative of what our financial position and
results of operations actually would have been if the Transactions occured at the beginning of the periods
presented, nor does this financial information purport to represent the results of future periods. The pro forma
adjustments are based upon available information and certain assumptions that we consider reasonable and are
described in the notes accompanying the summary unaudited pro forma condensed consolidated financial
statements. No changes in operating revenues and expenses have been made to reflect the results of any
modifications to operations that might have been made had the Transactions been completed on the aforesaid
assumed effective dates for purposes of the pro forma results.

The following unaudited pro forma financial information should be read in conjunction with �Management�s
Discussion and Analysis of Pro Forma Financial Condition and Results of Operations� included elsewhere in this
report. The information set forth below should also be read in conjunction with �Management�s Discussion and
Analysis of Financial Condition and Results of Operations� and historical financial statements and the related
notes thereto, which are contained in our filings with the SEC.

Historically, our operations were conducted as part of a consolidated entity with GHC and not as a separate
entity. Accordingly, the historical consolidated financial statements incorporated by reference herein do not
reflect the financial condition, results of operations and cash flows that would have been achieved had our
company been operated independently of GHC during the periods and as of the dates presented. The historical
pharmacy services segment information contained in our filings with the SEC is not indicative of how our
business after the consummation of the spin-off would have performed had the spin-off occurred at the beginning
of the periods presented. Such segment information does not, for example, reflect general and administrative and
other overhead expenses.

As used in the following discussion:

� �Genesis� means us and GHC and our and GHC�s subsidiaries prior to giving effect to the Transactions;

� �GHC� means GHC and its subsidiaries after giving effect to the Transactions; and

� �NeighborCare� means us and our subsidiaries after giving effect to the Transactions.
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Unaudited Pro Forma Condensed Consolidated Balance Sheet
June 30, 2003
(In thousands)

Historical Pro Forma

Adjustments

Genesis
Spin-Off of
GHC (1) Other NeighborCare

Assets:
Cash and cash equivalents (See General Note
on page 34) $ 134,086 $ (4,876) $ (2,160)(2)(3)(4)$ 127,050
Accounts receivable, net 363,854 (184,106) � 179,748
Inventory 68,092 (5,374) � 62,718
Prepaid expenses and other current assets 73,575 (47,650) � 25,925

Total current assets 639,607 (242,006) (2,160) 395,441
Property and equipment, net 744,711 (668,243) � 76,468
Goodwill 342,304 (2,422) � 339,882
Other assets 181,013 (149,097) 6,800 (2) 38,716

Total assets $ 1,907,635 $ (1,061,768) $ 4,640 $ 850,507

Liabilities and shareholders� equity:
Current liabilities $ 220,980 $ (165,701) $ (11,606)(3) $ 43,673
Long-term debt, excluding current maturities 575,702 (244,265) (75,642)(3)(4) 255,795
Other liabilities 157,328 (66,031) � 91,297
Redeemable preferred stock 46,723 � � 46,723
Shareholders� equity 906,902 (585,771) 91,888 (2)(4) 413,019

Total liabilities and
     shareholders� equity $ 1,907,635 $ (1,061,768) $ 4,640 $ 850,507

See accompanying Notes to Unaudited Pro Forma Condensed
Consolidated Financial Statements.
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Unaudited Pro Forma Condensed Consolidated Statement of Operations
(In thousands, except per share data)

Year ended September 30, 2002

Historical Pro Forma

Adjustments

Genesis
Spin-Off of
GHC (1) Other NeighborCare

Net revenues $ 2,623,679 $ (1,390,599) $ � $ 1,233,080

Operating expenses 2,368,266 (1,196,199) (34,768)(5) 1,137,299
Strategic planning, severance and
other related costs 26,015 (4,875) � 21,140
Gain from arbitration award and
other legal settlements (23,768) � � (23,768)
Lease expense 27,716 (27,543) � 173
Depreciation and amortization 63,102 (40,866) 133 (6) 22,369
Interest expense 47,963 (20,531) (9,564)(7) 17,868

Income from continuing operations before debt
restructuring and reorganization costs, income tax
expense, equity in net income of unconsolidated
affiliates and minority interests 114,385 (100,585) 44,199 57,999
Debt restructuring and reorganizatio
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