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DAVITA HEALTHCARE PARTNERS INC.

CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

(dollars in thousands, except per share data)

Patient service revenues

Less: Provision for uncollectible accounts

Net patient service revenues
Capitated revenues

Other revenues

Total net revenues

Operating expenses and charges:
Patient care costs and other costs
General and administrative
Depreciation and amortization
Provision for uncollectible accounts
Equity investment loss (income)
Goodwill impairment charges

Gain on sales of business interests, net
Settlement charge

Total operating expenses and charges
Operating income

Debt expense

Debt redemption charges

Other income, net

Income before income taxes
Income tax expense

Net income

Less: Net income attributable to noncontrolling

interests

Net income attributable to DaVita HealthCare

Partners Inc.
Earnings per share:

Basic net income per share attributable to DaVita

HealthCare

Partners Inc.

Diluted net income per share attributable to DaVita

HealthCare

Partners Inc.

Three months ended

June 30,

2016 2015
$2,570,654 $2,363,579
(111,428 ) (105,965
2,459,226 2,257,614

897,826 866,190
360,599 310,814
3,717,651 3,434,618
2,671,025 2,446,076
386,895 347,960
180,381 158,843
3,566 2,159

505 (5,033
176,000 4,065
(29,791 ) —
3,388,581 2,954,070
329,070 480,548
(102,894 ) (104,248
— (48,072
3,215 2,311
229,391 330,539
134,888 122,762
94,503 207,777

(41,121 ) (37,300

$53,382 $170,477
$0.26 $0.80
$0.26 $0.78

Six months ended

June 30,
2016 2015
$5,048,392 $4,635,394
) (220,633 ) (205,129
4,827,759 4,430,265
1,784,873 1,716,705
686,155 575,613
7,298,787 6,722,583
5,253,358 4,808,688
773,324 689,761
349,736 312,632
6,083 3,986
) (882 ) (7,941
253,000 4,065
(29,791 ) —
— 495,000
6,604,828 6,306,191
693,959 416,392
) (205,778 ) (201,640
) — (48,072
6,191 1,778
494,372 168,458
261,710 36,829
232,662 131,629
) (81,846 ) (71,769
$150,816 $59,860
$0.74 $0.28
$0.73 $0.27

)
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Weighted average shares for earnings per share:

Basic 204,497,970 212,991,606 204,432,315 213,188,268
Diluted 208,047,172 217,606,198 207,987,530 217,790,617

See notes to condensed consolidated financial statements.
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DAVITA HEALTHCARE PARTNERS INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited)

(dollars in thousands)

Net income
Other comprehensive (loss) income, net of tax:

Unrealized losses on interest rate swap and cap agreements:

Unrealized losses on interest rate swap and cap agreements
Reclassifications of net swap and cap agreements realized

losses into net income
Unrealized gains (losses) on investments:
Unrealized gains (losses) on investments
Reclassification of net investment realized gains into

net income
Foreign currency translation adjustments
Other comprehensive (loss) income
Total comprehensive income
Less: Comprehensive income attributable to noncontrolling

interests

Comprehensive income attributable to DaVita HealthCare Partners

Inc.

See notes to condensed consolidated financial statements.

Three months ended

June 30,
2016

2015

$94,503  $207,777

(2,616 )

448
638
(4,844 )

(6,374 )
88,129

(41,270)

(2,453 )

789

9 )
16 )
5,025

3,246
211,023

(37,300 )

Six months ended
June 30,

2016 2015
$232,662 $131,629

(8,085 ) (8,213 )

913 1,601
867 283

93 ) A73 )
6,337 (12,860 )

(61 ) (19,362)
232,601 112,267

(81,995) (71,769 )

$46,859 $173,723 $150,606 $40,498
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DAVITA HEALTHCARE PARTNERS INC.
CONSOLIDATED BALANCE SHEETS
(unaudited)

(dollars in thousands, except per share data)

ASSETS

Cash and cash equivalents

Short-term investments

Accounts receivable, less allowance of $279,429 and $264,144

Inventories

Other receivables

Other current assets

Income taxes receivable

Total current assets

Property and equipment, net of accumulated depreciation of $2,622,476 and
$2,397,007

Intangible assets, net of accumulated amortization of $852,860 and $770,691
Equity investments

Long-term investments

Other long-term assets

Goodwill

LIABILITIES AND EQUITY

Accounts payable

Other liabilities

Accrued compensation and benefits

Medical payables

Current portion of long-term debt

Income taxes payable

Total current liabilities

Long-term debt

Other long-term liabilities

Deferred income taxes

Total liabilities

Commitments and contingencies:

Noncontrolling interests subject to put provisions

Equity:

Preferred stock ($0.001 par value, 5,000,000 shares authorized; none issued)
Common stock ($0.001 par value, 450,000,000 shares authorized,;

217,338,629 and 217,120,346 shares issued and 206,904,375 and 209,754,247

June 30,
2016

$1,283,416
394,166
1,875,403
197,388
558,081
187,763

4,496,217

2,972,407
1,631,001
64,420
102,374
64,254
9,360,957
$18,691,630

$504,353
840,745
807,135
300,564
144,183
48,682
2,645,662
8,957,257
420,776
772,329
12,796,024

936,903

217

December 31,
2015

$1,499,116
408,084
1,724,228
185,575
435,885
190,322
60,070
4,503,280

2,788,740
1,687,326
73,368
94,122
73,560
9,294,479
$18,514,875

$513,950
682,123
741,926
332,102
129,037
2,399,138
9,001,308
439,229
726,962
12,566,637

864,066

217
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shares outstanding, respectively)
Additional paid-in capital
Retained earnings
Treasury stock (10,434,254 and 7,366,099 shares, respectively)
Accumulated other comprehensive loss
Total DaVita HealthCare Partners Inc. shareholders’ equity
Noncontrolling interests not subject to put provisions
Total equity

See notes to condensed consolidated financial statements.

1,047,820
4,507,651
(749,598
(60,036
4,746,054
212,649
4,958,703
$18,691,630

)
)

1,118,326
4,356,835
(544,772
(59,826
4,870,780
213,392
5,084,172
$18,514,875

)
)
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DAVITA HEALTHCARE PARTNERS INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

(dollars in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Settlement charge

Settlement payments

Depreciation and amortization

Debt redemption charges

Goodwill impairment charges

Stock-based compensation expense

Tax benefits from stock award exercises
Excess tax benefits from stock award exercises
Deferred income taxes

Equity investment income, net

Gain on sales of business interests, net

Other non-cash charges

Changes in operating assets and liabilities, other than from acquisitions and
divestitures:

Accounts receivable

Inventories

Other receivables and other current assets
Other long-term assets

Accounts payable

Accrued compensation and benefits

Other current liabilities

Income taxes

Other long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Additions of property and equipment
Acquisitions

Proceeds from asset and business sales
Purchase of investments available for sale
Purchase of investments held-to-maturity
Proceeds from sale of investments available for sale
Proceeds from investments held-to-maturity
Purchase of equity investments

Six months ended

June 30,
2016

$232,662

349,736
253,000
23,717
23,658
(10,604
19,952
14,275
(29,791
23,120

(104,005
(9,213
(107,610
(431
22,809
41,098
112,825
121,972
(31,531
945,639

(358,627
(473,314
17,393
(7,873
(518,965
5,337
545,685
(8,785

N N

)

2015
$131,629

495,000
(493,775
312,632
48,072
4,065
28,299
28,040
(16,913
4,418
5,257

20,653

(142,950
(22,780
(50,362
378
50,823
(26,316
177,733
(109,460
(2,912
441,531

(290,873
(45,059
3,415
(3,872
(1,039,632
1,550
434,684
(7,550
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Proceeds from sale of equity investments

Net cash used in investing activities

Cash flows from financing activities:

Borrowings

Payments on long-term debt and other financing costs
Deferred financing and debt redemption costs
Purchase of treasury stock

Distributions to noncontrolling interests

Stock award exercises and other share issuances, net
Excess tax benefits from stock award exercises
Contributions from noncontrolling interests

Purchase of noncontrolling interests

Net cash (used in) provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the period

See notes to condensed consolidated financial statements.

4

40,920 —
(758,229 ) (947,337 )

26,134,952 28,144,986

(26,196,185) (27,476,994)
(188 ) (58,539 )
(274,926 ) (84,113 )
(94,153 ) (79,040 )

9,465 4,680
10,604 16,913
13,117 18,040

(6,240 ) (10,840 )

(403,554 ) 475,093

444 (793 )

(215,700 ) (31,506 )

1,499,116 965,241
$1,283,416  $933,735

10
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DAVITA HEALTHCARE PARTNERS INC.

CONSOLIDATED STATEMENTS OF EQUITY

(unaudited)

(dollars and shares in thousands)

Balance at
December 31,
2014
Comprehensive
income:

Net income
Other
comprehensive

loss
Stock purchase
shares issued
Stock unit
shares issued
Stock-settled
SAR shares

issued
Stock-settled
stock-based

compensation

expense
Excess tax
benefits from
stock

awards
exercised
Distributions to
noncontrolling

Non-
controlling DaVita HealthCare Partners Inc. Shareholders’ Equity
interests

subject to Additional
put Common paid-in Retained
provisions stock capital earnings Treasury stock
$829,965 215,641 $216 $1,108,211 $4,087,103 — $—
96,510 269,732
— — 6,079 ) 414 30,608
348 et
1,131 1 (1 )
56,899
28,157
(103,355)

Non-
controlling
interests
Accumulated not
other subject to
comprehensive put
loss Total provisions

$(25,017) $5,170,513 $189,798

(34,809)

269,732 61,168

(34,809 )

24,529

56,899

28,157
(71,280 )

11
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interests
Contributions
from

noncontrolling

interests 25,795 28,849
Sales and

assumptions of

additional
noncontrolling

interests 10,654 6,875
Purchase of
noncontrolling

interests (8,538 ) (55,826 ) (55,826 ) (2,018 )
Changes in fair
value of

noncontrolling

interests 13,035 (13,035 ) (13,035 )
Purchase of

treasury stock (7,780 ) (575,380) (575,380 )
Balance at

December 31,

2015 $864,066 217,120 $217 $1,118,326 $4,356,835 (7,366 ) $(544,772) $(59,826) $4,870,780 $213,392
Comprehensive

income:

Net income 55,243 150,816 150,816 26,603
Other

comprehensive

(loss) income (210 ) (210 ) 149
Stock unit
shares issued — — (19,267 ) 268 19,267 —
Stock-settled
SAR shares

issued 219 — (25,388 ) 353 25,388 —
Stock-settled
stock-based

compensation
expense 23,196 23,196
Excess tax 10,604 10,604
benefits from
stock

12
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awards
exercised
Distributions to
noncontrolling

interests (54,413 ) — — (39,740 )
Contributions
from

noncontrolling

interests 9,049 — 4,068
Sales and

assumptions of

additional
noncontrolling

interests 7,837 — — 9,887
Purchase of
noncontrolling

interests — (4,530 ) 4,530 ) (1,710 )
Changes in fair
value of

noncontrolling

interests 55,121 (55,121 ) (55,121 )

Purchase of

treasury stock (3,690 ) (249,481) (249,481 )

Balance at June

30, 2016 $936,903 217,339 $217 $1,047,820 $4,507,651 (10,435) $(749,598) $(60,036) $4,746,054 $212,649

See notes to condensed consolidated financial statements

13
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DAVITA HEALTHCARE PARTNERS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

(dollars and shares in thousands, except per share data)
Unless otherwise indicated in this Quarterly Report on Form 10-Q “the Company”, “we”, “us”, “our” and similar terms refer tc
DaVita HealthCare Partners Inc. and its consolidated subsidiaries.

1.Condensed consolidated interim financial statements

The condensed consolidated interim financial statements included in this report are prepared by the Company without
audit. In the opinion of management, all adjustments necessary for a fair presentation of the results of operations are
reflected in these consolidated interim financial statements. All significant intercompany accounts and transactions
have been eliminated. The preparation of these financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues and expenses. The most significant
estimates and assumptions underlying these financial statements and accompanying notes generally involve revenue
recognition and accounts receivable, contingencies, impairments of goodwill and other long-lived assets, fair value
estimates, accounting for income taxes, variable compensation accruals, consolidation of variable interest entities,
purchase accounting valuation estimates, long-term incentive program compensation and medical liability claims. The
results of operations for the six months ended June 30, 2016 are not necessarily indicative of the operating results for
the full year. The condensed consolidated interim financial statements should be read in conjunction with the audited
consolidated financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2015. Prior year balances and amounts have been reclassified to conform to the current year
presentation. The Company has evaluated subsequent events through the date these condensed consolidated financial
statements were issued and has included all necessary adjustments and disclosures.

2.Earnings per share

Basic net income per share is calculated by dividing net income attributable to the Company, adjusted for any change
in noncontrolling interests redemption rights in excess of fair value, by the weighted average number of common
shares and vested stock units outstanding, net of shares held in escrow that under certain circumstances may be
returned to the Company.

Diluted net income per share includes the dilutive effect of outstanding stock-settled stock appreciation rights and
unvested stock units (under the treasury stock method) as well as contingently returnable shares held in escrow.

The reconciliations of the numerators and denominators used to calculate basic and diluted earnings per share are as
follows:

14
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Three months ended  Six months ended

June 30, June 30,
2016 2015 2016 2015

Basic:
Net income attributable to DaVita HealthCare Partners Inc. $53,382 $170,477 $150,816 $59,860
Weighted average shares outstanding during the period 206,692 215,186 206,626 215,382
Contingently returnable shares held in escrow for the DaVita

HealthCare Partners merger 2,194 ) (2,194 ) (2,194 ) (2,194 )
Weighted average shares for basic earnings per share

calculation 204,498 212,992 204,432 213,188
Basic net income per share attributable to DaVita

HealthCare Partners Inc. $0.26 $0.80 $0.74 $0.28
Diluted:
Net income attributable to DaVita HealthCare Partners Inc. $53,382 $170,477 $150,816 $59,860
Weighted average shares outstanding during the period 206,692 215,186 206,626 215,382
Assumed incremental shares from stock plans 1,355 2,420 1,362 2,409
Weighted average shares for diluted earnings per share

calculation 208,047 217,606 207,988 217,791
Diluted net income per share attributable to DaVita

HealthCare Partners Inc. $0.26 $0.78 $0.73 $0.27
Anti-dilutive potential common shares excluded from

calculation 1,811 691 2,042 1,046

15
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DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

3. Accounts receivable

Accounts receivable are reduced by an allowance for doubtful accounts. In evaluating the ultimate collectability of
accounts receivable, the Company analyzes its historical cash collection experience and trends for each of its
government payors and commercial payors to estimate the adequacy of the allowance for doubtful accounts and the
amount of the provision for uncollectible accounts. Management regularly updates its analysis based upon the most
recent information available to determine its current provision for uncollectible accounts and the adequacy of its
allowance for doubtful accounts.

For receivables associated with dialysis patient services covered by Medicare, the Company receives 80% of the
payment directly from Medicare as established under the government’s bundled payment system and determines an
appropriate allowance for doubtful accounts and provision for uncollectible accounts on the remaining balance due
depending upon the Company’s estimate of the amounts ultimately collectible from other secondary coverage sources
or from the patients. For receivables associated with services to patients covered by commercial payors that are either
based upon contractual terms or for non-contracted health plan coverage, the Company provides an allowance for
doubtful accounts by recording a provision for uncollectible accounts based upon its historical collection experience,
potential inefficiencies in its billing processes and for which collectability is determined to be unlikely. Less than 1%
of the Company’s dialysis and related lab services net accounts receivable are associated with patient pay and it is the
Company’s policy to reserve 100% of the outstanding accounts receivable balances for dialysis services when those
amounts due are outstanding for more than three months.

During the six months ended June 30, 2016, the Company’s allowance for doubtful accounts increased by $15,285.
This was primarily due to an increase in outstanding balances related to the U.S. dialysis and lab business. There were
no unusual transactions impacting the allowance for doubtful accounts.

4.Investments in debt and equity securities and other investments

Based on the Company’s intentions and strategy concerning investments in debt securities, the Company classifies
certain debt securities as held-to-maturity and records them at amortized cost. Equity securities that have readily
determinable fair values, including those of mutual funds, common stock and other debt securities, are classified as
available-for-sale and recorded at fair value.

The Company’s investments in securities consist of the following:

16
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June 30, 2016 December 31, 2015
Held to Available Heldto  Available
maturity forsale  Total maturity forsale  Total
Certificates of deposit, commercial paper and
money
market funds due within one year $382,664 $— $382,664 $406,884 $— $406,884
Investments in mutual funds, debt securities and
common stock — 50,056 50,056 — 33,482 33,482
$382,6064 $50,056 $432,720 $406,884 $33,482 $440,366
Short-term investments $382,664 $11,502 $394,166 $406,884 $1,200  $408,084
Long-term investments — 38,554 38,554 — 32,282 32,282

$382,664 $50,056 $432,720 $406,884 $33,482 $440,366

The cost of the certificates of deposit, commercial paper and money market funds at June 30, 2016 and December 31,
2015 approximates their fair value. As of June 30, 2016 and December 31, 2015, the available-for-sale investments
included $3,561 and $2,589 of gross pre-tax unrealized gains, respectively. During the six months ended June 30,
2016, the Company recorded gross pre-tax unrealized gains of $1,124, or $718 after tax, in other comprehensive
income associated with changes in the fair value of these investments. During the six months ended June 30, 2016, the
Company sold investments in mutual funds for net proceeds of $1,347 and recognized a pre-tax gain of $152, or $93
after-tax, which was previously recorded in other comprehensive income. During the six months ended June 30, 2015,
the Company sold investments in mutual funds for net proceeds of $385 and recognized a pre-tax gain of $284, or
$173 after-tax, which was previously recorded in other comprehensive income.

The investments in mutual funds classified as available-for-sale are held within a trust to fund existing obligations
associated with several of the Company’s non-qualified deferred compensation plans.

7

17
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DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

As of June 30, 2016, the Company held $6,250 of preferred stock in two privately held companies that are accounted
for under the cost method as these investments do not have readily determinable fair values.

Certain HCP entities are required to maintain minimum cash balances in order to comply with regulatory requirements
in conjunction with medical claim reserves. As of June 30, 2016, this minimum cash balance was approximately
$58,437.

5.Goodwill
Changes in goodwill by reportable segments were as follows:

Other-ancillary

U.S. dialysis and services and

related lab services HCP strategic initiatives Consolidated total
Balance at January 1, 2015 $ 5,610,643 $3,562,534 $ 242,118 $ 9,415,295
Acquisitions 21,910 29,910 45,273 97,093
Divestitures (3,370 ) (5411 ) — (8,781 )
Goodwill impairment charges — (188,769 ) (4,065 ) (192,834 )
Foreign currency and other adjustments — — (16,294 ) (16,294 )
Balance at December 31, 2015 $ 5,629,183 $3,398,264 $ 267,032 $ 9,294,479
Acquisitions 52,792 248,622 19,598 321,012
Divestitures (4,222 ) (758 ) — (4,980 )
Goodwill impairment charges — (253,000 ) — (253,000 )
Foreign currency and other adjustments  — — 3,446 3,446
Balance at June 30, 2016 $ 5,677,753 $3,393,128 $ 290,076 $ 9,360,957

Each of the Company’s operating segments described in Note 17 to these condensed consolidated financial statements
represents an individual reporting unit for goodwill impairment testing purposes, except that each sovereign
jurisdiction within the Company’s international operating segments is considered a separate reporting unit.

Within the U.S. dialysis and related lab services operating segment, the Company considers each of its dialysis centers
to constitute an individual business for which discrete financial information is available. However, since these dialysis
centers have similar operating and economic characteristics, and the allocation of resources and significant investment
decisions concerning these businesses are highly centralized and the benefits broadly distributed, the Company has
aggregated these centers and deemed them to constitute a single reporting unit.

18
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The Company has applied a similar aggregation to the HCP operations in each region, to the vascular access service
centers in its vascular access services reporting unit, to the physician practices in its physician services reporting unit,
and to the dialysis centers within each international reporting unit. For the Company’s other operating segments, no
component below the operating segment level is considered a discrete business and therefore these operating segments
directly constitute individual reporting units.

Based on continuing developments at the Company’s HCP reporting units during the second quarter of 2016, including
the Medicare Advantage final benchmark rates for 2017 announced on April 4, 2016, further changes in expectations
concerning future government reimbursement rates and the Company’s expected ability to mitigate them, as well as
medical cost and utilization trends, underperformance of certain at-risk units in recent quarters and other market
conditions, the Company performed additional impairment assessments for certain at-risk HCP reporting units during
the quarter ended June 30, 2016.

As a result of these second quarter assessments, the Company recognized additional goodwill impairment charges of
$79,000 for its HCP Nevada reporting unit and $97,000 for its HCP Florida reporting unit during the quarter ended
June 30, 2016, and a total of $253,000 in goodwill impairment charges recognized for its HCP reporting units during
the six months ended June 30, 2016.

The Company’s HCP Nevada, HCP Florida, HCP Colorado Springs and Kidney Care Malaysia reporting units remain
at risk of goodwill impairment. As of June 30, 2016, these reporting units have goodwill amounts of $262,668,
$442,835, $16,897 and $13,668, respectively. As of June 30, 2016, the latest estimated fair values of the HCP Nevada,
HCP Florida, HCP Colorado Springs and Kidney Care Malaysia reporting units (fell short of) exceeded their total
carrying amounts by approximately (25.6)%, (15.0)%, 13.0% and 10.2%, respectively.

8
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For the Company’s at-risk HCP reporting units, further reductions in reimbursement rates, increases in medical cost or
utilization trends, or other significant adverse changes in expected future cash flows or valuation assumptions could
result in further goodwill impairment charges in the future. For example, a sustained, long-term reduction of 3% in
operating income for HCP Nevada or HCP Florida could reduce their estimated fair values by up to 2.2% and 1.6%,
respectively. Separately, an increase in their respective discount rates of 100 basis points could reduce the estimated
fair values of HCP Nevada and HCP Florida by up to 4.8% and 4.5%, respectively.

Except as described above, none of the Company’s various other reporting units was considered at risk of goodwill
impairment as of June 30, 2016. Since the dates of the Company’s last annual goodwill impairment tests, there have
been certain developments, events, changes in operating performance and other changes in key circumstances that
have affected the Company’s businesses. However, except as further described above, these did not cause management
to believe it is more likely than not that the fair value of any of its reporting units would be less than its carrying
amount.

6.Health care costs payable

The following table includes estimates for the cost of professional medical services provided by non-employed
physicians and other providers, as well as inpatient and other ancillary costs for all markets other than California. The
Company does not include inpatient and other ancillary costs for contracts held by its California licensed health plan
and for contracts held by its California medical group entities; only professional medical services are included as state
regulation does not allow those medical group entities to assume risk for inpatient services. Health care costs payable
are included in medical payables in the condensed consolidated balance sheet.

The following table shows the components of changes in health care costs payable for the six months ended June 30,
2016:

Six

months

ended

June 30,

2016
Health care costs payable, beginning of the period $212,641
Add: Components of incurred health care costs

Current year 857,955
Prior years 6,424
Total incurred health care costs 864,379
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Current year 665,499
Prior years 194,385
Total claims paid 859,884
Health care costs payable, end of the period $217,136

The Company’s prior year estimates of health care costs payable increased by $6,424 resulting from certain medical
claims being settled for amounts more than originally estimated. When significant increases (decreases) in prior-year
health care cost estimates occur that the Company believes significantly impacts its current year operating results, the
Company discloses that amount as unfavorable (favorable) development of prior-year’s health care cost estimates.
Actual claim payments for prior year services have not been materially different from the Company’s year-end
estimates.

7.Income taxes

As of June 30, 2016, the Company’s total liability for unrecognized tax benefits relating to tax positions that do not
meet the more-likely-than-not threshold is $42,915, all of which would impact the Company’s effective tax rate if
recognized. This balance represents an increase of $3,904 from the December 31, 2015 balance of $39,011.

The Company recognizes accrued interest and penalties related to unrecognized tax benefits in its income tax expense.
At June 30, 2016 and December 31, 2015, the Company had approximately $10,560 and $9,918, respectively, accrued
for interest and penalties related to unrecognized tax benefits, net of federal tax benefits.
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8.Long-term debt
Long-term debt was comprised of the following:

June 30, December 31,

2016 2015

Senior Secured Credit Facilities:
Term Loan A $900,000  $925,000
Term Loan B 3,430,000 3,447,500
Senior notes 4,500,000 4,500,000
Acquisition obligations and other notes payable 71,515 70,645
Capital lease obligations 287,838 283,185
Total debt principal outstanding 9,189,353 9,226,330
Discount and deferred financing costs (87,913 ) (95,985 )

9,101,440 9,130,345
Less current portion (144,183 ) (129,037 )

$8,957,257 $9,001,308

Scheduled maturities of long-term debt at June 30, 2016 were as follows:

2016 (remainder of the year) 76,295

2017 153,660
2018 169,716
2019 742,290
2020 66,640
2021 3,298,210
Thereafter 4,682,542

During the first six months of 2016, the Company made mandatory principal payments under its Senior Secured
Credit Facilities totaling $25,000 on the Term Loan A and $17,500 on the Term Loan B.

The Company has entered into several interest rate swap agreements as a means of hedging its exposure to and
volatility from variable-based interest rate changes as part of its overall interest rate risk management strategy. These
agreements are not held for trading or speculative purposes and have the economic effect of converting the LIBOR
variable component of the Company’s interest rate to a fixed rate. These swap agreements are designated as cash flow
hedges, and as a result, hedge-effective gains or losses resulting from changes in the fair values of these swaps are
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reported in other comprehensive income until such time as the hedged forecasted cash flows occur, at which time the
amounts are reclassified into net income. Net amounts paid or received for each specific swap tranche that have settled
have been reflected as adjustments to debt expense. In addition, the Company has entered into several active and
forward interest rate cap agreements that have the economic effect of capping the Company’s maximum exposure to
LIBOR variable interest rate changes on specific portions of the Company’s floating rate debt, as described below. The
cap agreements are also designated as cash flow hedges and, as a result, changes in the fair values of these cap
agreements are reported in other comprehensive income. The amortization of the original cap premium is recognized
as a component of debt expense on a straight-line basis over the term of the cap agreements. The swap and cap
agreements do not contain credit-risk contingent features.

As of June 30, 2016, the Company maintains several interest rate swap agreements that were entered into in March
2013 with amortizing notional amounts totaling $688,750. These agreements have the economic effect of modifying
the LIBOR variable component of the Company’s interest rate on an equivalent amount of the Company’s Term Loan
A to fixed rates ranging from 0.49% to 0.52%, resulting in an overall weighted average effective interest rate of
2.51%, including the Term Loan A margin of 2.00%. The overall weighted average effective interest rate also includes
the effects of $211,250 of unhedged Term Loan A debt that bears interest at LIBOR plus an interest rate margin of
2.00%. The swap agreements expire on September 30, 2016 and require monthly interest payments. During the six
months ended June 30, 2016, the Company recognized debt expense of $274 from these swaps. As of June 30, 2016,
the total fair value of these swap agreements was a net liability of approximately $70. During the six months ended
June 30, 2016, the Company recorded a loss of $860 in other comprehensive income due to a decrease in the
unrealized fair value of these swap agreements. The Company estimates that approximately $70 of existing unrealized
pre-tax losses in other comprehensive income at June 30, 2016 will be reclassified into income over the next three
months.

10
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As of June 30, 2016, the Company maintains several forward interest rate cap agreements that were entered into in
October 2015 with notional amounts totaling $3,500,000. These forward cap agreements will be effective June 29,
2018 and will have the economic effect of capping the LIBOR variable component of the Company’s interest rate at a
maximum of 3.50% on an equivalent amount of its debt. These cap agreements expire on June 30, 2020. As of June
30, 2016, the total fair value of these cap agreements was an asset of approximately $2,698. During the six months
ended June 30, 2016, the Company recorded a loss of $11,118 in other comprehensive income due to a decrease in the
unrealized fair value of these cap agreements.

The Company also maintains several forward interest rate cap agreements that were entered into in November 2014
with notional amounts totaling $3,500,000. These forward cap agreements will be effective September 30, 2016 and
will have the economic effect of capping the LIBOR variable component of the Company’s interest rate at a maximum
of 3.50% on an equivalent amount of the Company’s debt. The cap agreements expire on June 30, 2018. As of June 30,
2016, the total fair value of these cap agreements was an asset of approximately $55. During the six months ended
June 30, 2016, the Company recorded a loss of $1,256 in other comprehensive income due to a decrease in the
unrealized fair value of these cap agreements.

As of June 30, 2016, the Company maintains several interest rate cap agreements that were entered into in March
2013 with notional amounts totaling $2,735,000 on the Company’s Term Loan B debt. These agreements have the
economic effect of capping the LIBOR variable component of the Company’s interest rate at a maximum of 2.50% on
an equivalent amount of the Company’s Term Loan B. During the six months ended June 30, 2016, the Company
recognized debt expense of $1,220 from these caps. The cap agreements expire on September 30, 2016. As of June 30,
2016, the total fair value of these cap agreements was immaterial.

The following table summarizes the Company’s derivative instruments as of June 30, 2016 and December 31, 2015:

June 30, 2016 December 31, 2015
Derivatives designated as hedging Balance sheet
instruments Balance sheet location Fair value location Fair value
Interest rate swap agreements Other short-term liabilities Other short-term
$70 assets $516
Interest rate cap agreements Other long-term assets Other long-term
$ 2,753  assets $15,127

The following table summarizes the effects of the Company’s interest rate swap and cap agreements for the three and
six months ended June 30, 2016 and 2015:
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Amount of (losses) gains Amount of (losses) gains
recognized in OCI on interest reclassified from

rate swap and cap agreements Location of accumulated OCI into income
Three months endedSix months ended  losses reclassified Three months enSisdmonths ended
June 30, June 30, from accumulated June 30, June 30,

Derivatives designated
as cash flow hedges 2016 2015 2016 2015 OCl into income 2016 2015 2016 2015

Interest rate swap Debt expense

agreements $(168 ) $(976 ) $(860 ) $(3,670) $(123) $(684) $(274 ) $(1,406)
Interest rate cap Debt expense

agreements (4,115) (3,049) (12,374) (9,806) (610) (610) (1,220) (1,220)
Tax benefit 1,667 1,572 5,149 5,263 285 505 581 1,025
Total $(2,616) $(2,453) $(8,085 ) $(8,213) $(448) $(789) $(913 ) $(1,601)

As of June 30, 2016, the interest rate on the Company’s Term Loan B debt is effectively fixed subject to an embedded
LIBOR floor which is higher than actual LIBOR as of such date. The Term Loan B is also subject to interest rate caps
if LIBOR should rise above 2.50%. See above for further details. Interest rates on the Company’s senior notes are fixed
by their terms. The LIBOR variable component of the Company’s interest rate on the majority of the Company’s Term
Loan A is economically fixed as a result of interest rate swaps.

As a result of embedded LIBOR floors on the Term Loan B debt agreement and the swap and cap agreements, the
Company’s overall weighted average effective interest rate on the Senior Secured Credit Facilities was 3.52%, based
on the current margins in effect of 2.00% for the Term Loan A and 2.75% for the Term Loan B, as of June 30, 2016.

The Company’s overall weighted average effective interest rate during the second quarter of 2016 was 4.42% and as of
June 30, 2016 was 4.43%.

As of June 30, 2016, the Company had undrawn revolving credit facilities totaling $1,000,000, of which

approximately $91,062 was committed for outstanding letters of credit. In addition, the Company has approximately
$1,286 of committed letters of credit outstanding related to HCP, which is backed by a certificate of deposit.

11
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9.Contingencies

The majority of the Company’s revenues are from government programs and may be subject to adjustment as a result
of: (i) examination by government agencies or contractors, for which the resolution of any matters raised may take
extended periods of time to finalize; (ii) differing interpretations of government regulations by different Medicare
contractors or regulatory authorities; (iii) differing opinions regarding a patient’s medical diagnosis or the medical
necessity of services provided; and (iv) retroactive applications or interpretations of governmental requirements. In
addition, the Company’s revenues from commercial payors may be subject to adjustment as a result of potential claims
for refunds, as a result of government actions or as a result of other claims by commercial payors.

Inquiries by the Federal Government and Certain Related Civil Proceedings

Vainer Private Civil Suit: As previously disclosed, the Company received a subpoena for documents from the Office
of Inspector General (OIG) for the U.S. Department of Health and Human Services (HHS) relating to the
pharmaceutical products Zemplar, Hectorol, Venofer, Ferrlecit and erythropoietin (EPO), as well as other related
matters, covering the period from January 2003 to December 2008. The Company subsequently learned that the
allegations underlying this inquiry were made as part of a civil complaint filed by relators, Daniel Barbir and Dr. Alon
Vainer, pursuant to the qui tam provisions of the federal False Claims Act (FCA). The relators also alleged that the
Company’s drug administration practices for the Company’s dialysis operations for Vitamin D and iron agents from
2003 through 2010 fraudulently created unnecessary waste, which was billed to and paid for by the government. In
June 2015, the Company finalized the terms of the settlement with plaintiffs, including a settlement amount of
$450,000 and attorney fees and other costs of $45,000 which was paid in 2015.

2011 U.S. Attorney Medicaid Investigation: In October 2011, the Company announced that it would be receiving a
request for documents, which could include an administrative subpoena from the OIG. Subsequent to the Company’s
announcement of this 2011 U.S. Attorney Medicaid Investigation, the Company received a request for documents in
connection with the inquiry by the U.S. Attorney’s Office for the Eastern District of New York. The request related to
payments for infusion drugs covered by Medicaid composite payments for dialysis. It is the Company’s understanding
that this inquiry is civil in nature. The Company understands further that certain other providers that operate dialysis
clinics in New York may have received a similar request for documents. The Company cooperated with the
government and produced the requested documents. In April 2014, the Company reached an agreement in principle
with the government. In March 2016, the Company finalized and executed settlement agreements with the State of
New York and the U.S. Department of Justice (DOJ), including a settlement payment of an immaterial amount.

Swoben Private Civil Suit: In April 2013, the Company’s HealthCare Partners (HCP) subsidiary was served with a
civil complaint filed by a former employee of SCAN Health Plan (SCAN), a health maintenance organization (HMO).
On July 13, 2009, pursuant to the qui tam provisions of the federal FCA and the California False Claims Act, James
M. Swoben, as relator, filed a qui tam action in the United States District Court for the Central District of California
purportedly on behalf of the United States of America and the State of California against SCAN, and certain other
defendants whose identities were under seal. The allegations in the complaint relate to alleged overpayments received
from government healthcare programs. In or about August 2012, SCAN entered into a Settlement Agreement with the
United States of America and the State of California. The United States and the State of California partially intervened
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in the action for the purpose of settlement with and dismissal of the action against SCAN. In or about November 2011,
the relator filed his Third Amended Complaint under seal alleging violations of the federal FCA and the California
False Claims Act, which named additional defendants, including HCP and certain health insurance companies (the
defendant HMOs). The allegations in the complaint against HCP relate to patient diagnosis coding to determine
reimbursement in the Medicare Advantage program, referred to as Hierarchical Condition Coding (HCC) and Risk
Adjustment Factor (RAF) scores. The complaint sought monetary damages and civil penalties as well as costs and
expenses. The United States Department of Justice reviewed these allegations and in January 2013 declined to
intervene in the case. On June 26, 2013, HCP and the defendant HMOs filed their respective motions to dismiss the
Third Amended Complaint pursuant to Federal Rules of Civil Procedure 12(b)(6) and 9(b), challenging the legal
sufficiency of the claims asserted in the complaint. On July 30, 2013, the court granted HCP’s motion and dismissed
with prejudice all of the claims in the Third Amended Complaint and judgment was entered in September 2013. The
court specifically determined that further amendments to the complaint would be futile because, in part, the
allegations were publicly disclosed in reports and other sources relating to audits conducted by the Centers of
Medicare & Medicaid Services (CMS). In October 2013, the plaintiff appealed to the United States Court of Appeals
for the Ninth Circuit and the court’s disposition of the appeal is pending.

2015 U.S. Attorney Transportation Investigation: In February 2015, the Company announced that it received six
administrative subpoenas from the OIG for medical records from six different dialysis centers in southern California
operated by the Company. Specifically, each subpoena seeks the medical records of a single patient of each respective
dialysis center. In February 2016, the
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Company received four additional subpoenas for four additional dialysis centers in southern California. The
subpoenas were similarly limited in scope to the subpoenas received in 2015. The Company has been advised by an
attorney with the United States Attorney’s Office for the Central District of California that the subpoenas relate to an
investigation concerning the medical necessity of patient transportation. The Company does not provide transportation
nor does it bill for the transport of its dialysis patients. The Company does not know the scope of the investigation by
the government, nor what conduct or activities might be the subject of the investigation.

2015 U.S. OIG Medicare Advantage Civil Investigation: In March 2015, JSA HealthCare Corporation (JSA), a
subsidiary of HCP, received a subpoena from the OIG. The Company has been advised by an attorney with the Civil
Division of the United States Department of Justice in Washington, D.C. that the subpoena relates to an ongoing civil
investigation concerning Medicare Advantage service providers’ risk adjustment practices and data, including
identification and verification of patient diagnoses and factors used in making the diagnoses. The subpoena requests
documents and information for the period from January 1, 2008 through December 31, 2013, for certain Medicare
Advantage plans for which JSA provided services. It also requests information regarding JSA’s communications about
patient diagnoses as they relate to certain Medicare Advantage plans generally, and more specifically as related to two
Florida physicians with whom JSA previously contracted. The Company is producing the requested information and is
cooperating with the government’s investigation.

In addition to the subpoena described above, in June 2015, the Company received a subpoena from the OIG. This civil
subpoena covers the period from January 1, 2008 through the present and seeks production of a wide range of
documents relating to the Company’s and its subsidiaries’ (including HCP’s and its subsidiary JSA’s) provision of
services to Medicare Advantage plans and related patient diagnosis coding and risk adjustment submissions and
payments. The Company believes that the request is part of a broader industry investigation into Medicare Advantage
patient diagnosis coding and risk adjustment practices and potential overpayments by the government. The
information requested includes information relating to patient diagnosis coding practices for a number of conditions,
including potentially improper historical HCP coding for a particular condition. With respect to that condition, the
guidance related to that coding issue was discontinued following the Company’s November 1, 2012 acquisition of
HCP, and the Company notified CMS in April 2015 of the coding practice and potential overpayments. The Company
is cooperating with the government and is producing the requested information. In addition, the Company is
continuing to review other HCP coding practices to determine whether there were any improper coding issues. In that
regard, the Company has identified certain additional coding practices which may have been problematic and is in
discussions with the DOJ about the scope and nature of a review of claims relating to those practices. In connection
with the HCP merger, the Company has certain indemnification rights against the sellers and an escrow was
established as security for the indemnification. The Company has submitted an indemnification claim against the
sellers secured by the escrow for any and all liabilities incurred relating to these matters and intends to pursue
recovery from the escrow. However, the Company can make no assurances that the indemnification and escrow will
cover the full amount of the Company’s potential losses related to these matters.

2015 U.S. Department of Justice Vascular Access Investigation and Related Qui Tam Litigation: In November 2015,
the Company announced that RMS Lifeline, Inc., a wholly-owned subsidiary of the Company that operates under the

name Lifeline Vascular Access (Lifeline), received a Civil Investigative Demand (CID) from the DOJ. The CID
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relates to two vascular access centers in Florida that are part of Lifeline’s vascular access business. The CID covers the
period from January 1, 2008 through the present. The Company acquired these two centers in December 2012. Based
on the language of the CID, the DOJ appeared to be looking at whether angiograms performed at the two centers were
medically unnecessary and therefore whether related claims filed with federal healthcare programs possibly violated
the FCA. Lifeline does not perform dialysis services but instead provides vascular access management services for
dialysis patients. The Company cooperated with the government and produced requested information. The DOJ
investigation was initiated pursuant to a complaint brought under the qui tam provisions of the FCA (the Complaint).
The Complaint was originally filed under seal in August 2014 in the U.S. District Court, Middle District of Florida,
United States ex. rel James Spafford v. DaVita HealthCare Partners, Inc., et al., Case Number
6:14-cv-1251-Orl-41DAB. In December 2015, a First Amended Complaint was filed under seal. In May 2016, the
First Amended Complaint was unsealed. The First Amended Complaint alleges violations of the FCA due to the
submission of claims to the government for allegedly medically unnecessary angiograms and angiography procedures
at the two vascular access centers. The Complaint covers alleged conduct dating from July 2008, prior to the
Company’s acquisition of the centers, to the present. The DOJ has declined to intervene.

2016 U.S. Attorney Prescription Drug Investigation: In early February 2016, the Company announced that its
pharmacy services wholly-owned subsidiary, DaVita Rx, received a CID from the U.S. Attorney’s Office for the
Northern District of Texas. Based on the language of the CID, it appears the government is conducting an FCA
investigation concerning allegations that DaVita Rx presented or caused to be presented false claims for payment to
the government for prescription medications. The CID covers the period from January 1, 2006 through the present. In
the spring of 2015, the Company initiated an internal compliance review of DaVita Rx during which it identified
potential billing and operational issues. The Company notified the government in September 2015 that it was
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conducting this review of DaVita Rx and began providing regular updates of its review. In the fourth quarter of 2015,
the Company recorded an estimated accrual of $22,530 for potential damages and liabilities associated with write-offs
and discounts of patient co-payment obligations, and credits to payors for returns of prescriptions drugs, related to
DaVita Rx that were identified during the course of this internal compliance review. Upon completion of its review,
the Company filed a self-disclosure with the OIG in early February 2016 and has been working to address and update
the practices it identified in the self-disclosure, some of which overlap with information requested by the U.S.
Attorney’s Office. The Company may accrue additional reserves for refunds and related damages and potential
liabilities arising out of this review. The Company does not know if the U.S. Attorney’s Office, which is part of the
DOJ, knew when it served the CID on the Company that it was already in the process of developing a self-disclosure
to the OIG. The OIG informed the Company in late February that its submission was not accepted. They indicated that
the OIG is not expressing an opinion regarding the conduct disclosed or the Company’s legal positions. The Company
is cooperating with the government and is producing the requested information.

Solari Post-Acquisition Matter: In 2016, HCP Nevada disclosed to the OIG for HHS that proper procedures for
clinical and eligibility determinations may not have been followed by Las Vegas Solari Hospice (Solari), which was
acquired by HCP Nevada in March 2013. In June 2016, the Company was notified by the OIG the disclosure
submission had been accepted into the OIG’s Self Disclosure Protocol. The Company recorded an estimated accrual of
$16,000 for potential damages and liabilities associated with this matter. HCP Nevada had previously made a
disclosure and repayment of overpayments to National Government Services (NGS), the Medicare Administrative
Contractor for HCP Nevada, for claims submitted by Solari to the federal government prior to HCP’s acquisition of
Solari and claims made to the government post-acquisition for which the sellers had certain responsibilities pursuant
to a management services agreement. The Company may accrue additional reserves for potential damages and
liabilities related to this matter. The Company is cooperating with the government in this matter.

Except for the private civil complaints filed by the relators as described above, to the Company’s knowledge, no
proceedings have been initiated against the Company at this time in connection with any of the inquiries by the federal
government. Although the Company cannot predict whether or when proceedings might be initiated or when these
matters may be resolved, it is not unusual for inquiries such as these to continue for a considerable period of time
through the various phases of document and witness requests and on-going discussions with regulators. In addition to
the inquiries and proceedings specifically identified above, the Company is frequently subject to other inquiries by
state or federal government agencies and/or private civil qui tam complaints filed by relators. Responding to
subpoenas or government inquiries and defending the Company in relator proceedings has required and will continue
to require management’s attention and significant legal expense. Any negative findings in any government inquiries or
relator proceedings could result in substantial financial penalties or awards against the Company, exclusion from
future participation in the Medicare and Medicaid programs and if criminal proceedings were initiated against the
Company, possible criminal penalties. At this time, the Company cannot predict the ultimate outcome of these
inquiries, or the potential outcome of the relators’ claims (except as described above), or the potential range of
damages, if any.

Shareholder Derivative Claims
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DaVita HealthCare Partners Inc. Derivative Litigation: On January 7, 2014, the U.S. District Court for the District of
Colorado consolidated the two previously disclosed shareholder derivative lawsuits: the Haverhill Retirement System
action filed on May 17, 2013 and the Clark Shareholder action filed on August 7, 2012. The court appointed Haverhill
lead plaintiff. The complaints filed against the directors of the Company and against the Company, as nominal
defendant allege, among other things, that the Company’s directors breached fiduciary duties to the Company relating
to the 2010 and 2011 U.S. Attorney physician relationship investigations, the Vainer qui tam private civil suit
described above and the Woodard qui tam private civil suit for which the Company previously announced a settlement
in July 2012. The Company entered into a settlement with the lead plaintiff, which settlement (as previously
disclosed), was described in a court-ordered notice sent to shareholders in late January 2015, and included
enhancements to the Company’s corporate governance practices and provided that the Company will not oppose the
derivative plaintiff’s application for an award of fees and expenses, the dollar amount of which is not material to the
Company. The Court approved the settlement and entered an order granting final approval of the settlement on June 5,
2015 and final judgment in the case was entered on June 9, 2015.

Other

The Company received several notices of claims from commercial payors and other third parties related to historical
billing practices and claims against DVA Renal Healthcare (formerly known as Gambro Healthcare), a subsidiary of
the Company, related to historical Gambro Healthcare billing practices and other matters covered by its 2004
settlement agreement with the DOJ and certain agencies of the U.S. government. The Company has not received any
further indication that any of these claims are active, except for one payor claim relating to a special needs plan, and
some of the other claims may be barred by applicable statutes of limitations. The
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Company is working to resolve the one active claim of which it is aware and, based on the dollar amount of the claim,
expects that its eventual resolution will involve an amount that is immaterial.

In addition to the foregoing, the Company is subject to claims and suits, including from time to time, contractual
disputes and professional and general liability claims, as well as audits and investigations by various government
entities, in the ordinary course of business. The Company believes that the ultimate resolution of any such pending
proceedings, whether the underlying claims are covered by insurance or not, will not have a material adverse effect on
its financial condition, results of operations or cash flows.

10.Noncontrolling interests subject to put provisions and other commitments

The Company has potential obligations to purchase the noncontrolling interests held by third parties in several of its
majority-owned joint ventures, non-owned and minority-owned entities. These obligations are in the form of put
provisions and are exercisable at the third-party owners’ discretion within specified periods as outlined in each specific
put provision. If these put provisions were exercised, the Company would be required to purchase the third-party
owners’ noncontrolling interests at either the appraised fair market value or a predetermined multiple of earnings or
cash flow attributable to the noncontrolling interests put to the Company, which is intended to approximate fair value.
The methodology the Company uses to estimate the fair values of noncontrolling interests subject to put provisions
assumes the higher of either a liquidation value of net assets or an average multiple of earnings, based on historical
earnings, patient mix and other performance indicators that can affect future results, as well as other factors. The
estimated fair values of the noncontrolling interests subject to put provisions is a critical accounting estimate that
involves significant judgments and assumptions and may not be indicative of the actual values at which the
noncontrolling interests may ultimately be settled, which could vary significantly from the Company’s current
estimates. The estimated fair values of noncontrolling interests subject to put provisions can fluctuate and the implicit
multiple of earnings at which these noncontrolling interests obligations may be settled could vary significantly
depending upon market conditions including potential purchasers’ access to the capital markets, which can impact the
level of competition for dialysis and non-dialysis related businesses, the economic performance of these businesses
and the restricted marketability of the third-party owners’ noncontrolling interests. The amount of noncontrolling
interests subject to put provisions that employ a contractually predetermined multiple of earnings rather than fair value
are immaterial.

The Company has certain other potential commitments to provide operating capital to several dialysis centers that are
wholly-owned by third parties or centers in which the Company owns a minority equity investment as well as to
physician-owned vascular access clinics or medical practices that the Company operates under management and
administrative services agreements of approximately $3,700.

Certain consolidated joint ventures are originally contractually scheduled to dissolve after terms ranging from ten to
fifty years. Accordingly, the noncontrolling interests in these joint ventures are considered mandatorily redeemable
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instruments, for which the classification and measurement requirements have been indefinitely deferred. Future
distributions upon dissolution of these entities would be valued below the related noncontrolling interest carrying
balances in the consolidated balance sheet.

11.Long-term incentive compensation

Long-term incentive program (LTIP) compensation includes both stock-based awards (principally stock-settled stock
appreciation rights, restricted stock units and performance stock units) as well as long-term performance-based cash
awards. Long-term incentive compensation expense, which is primarily general and administrative in nature, is
attributed among the U.S. dialysis and related lab services business, the HCP business, corporate administrative
support, and the ancillary services and strategic initiatives.

The Company’s stock-based compensation awards are measured at their estimated fair values on the date of grant if
settled in shares or at their estimated fair values at the end of each reporting period if settled in cash. The value of
stock-based awards so measured is recognized as compensation expense on a cumulative straight-line basis over the
vesting terms of the awards, adjusted for expected forfeitures.

During the six months ended June 30, 2016, the Company granted 1,075 stock-settled stock appreciation rights with
an aggregate grant-date fair value of $14,954 and a weighted-average expected life of approximately 4.2 years, and
also granted 220 stock units with an aggregate grant-date fair value of $16,555 and a weighted-average expected life
of approximately 3.4 years.

For the six months ended June 30, 2016 and 2015, the Company recognized $50,647 and $69,692, respectively, in
total LTIP expense, of which $23,717 and $28,299, respectively, represented stock-based compensation expense for
stock appreciation rights, stock units and discounted employee stock plan purchases, which are primarily included in
general and administrative expense. The

15
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(dollars and shares in thousands, except per share data)

estimated tax benefits recorded for stock-based compensation for the six months ended June 30, 2016 and 2015 was
$8,160 and $10,028, respectively. As of June 30, 2016, the Company had $139,505 of total estimated unrecognized
compensation costs for outstanding LTIP awards, including $70,835 related to stock-based compensation
arrangements under the Company’s equity compensation and stock purchase plans. The Company expects to recognize
the performance-based cash component of these LTIP costs over a weighted average remaining period of 1.1 years

and the stock-based component of these LTIP costs over a weighted average remaining period of 1.4 years.

For the six months ended June 30, 2016 and 2015, the Company received $23,658 and $28,040, respectively, in actual
tax benefits upon the exercise of stock awards.

12.Share repurchases
During the six months ended June 30, 2016, the Company repurchased a total of 3,690 shares of its common stock for
$249,481, or an average price of $67.61 per share.

On July 13, 2016, the Company’s Board of Directors approved an additional share repurchase authorization in the
amount of $1,240,748. This recently approved share repurchase is in addition to the $259,252 remaining at that time
under the Company’s Board of Directors’ prior share repurchase authorization announced in April 2015. As a result, the
Company has a total of $1,500,000 available under the current Board authorizations for additional repurchases as of
August 8, 2016. These share repurchase authorizations have no expiration dates. However, the Company is subject to
share repurchase limitations under the terms of its Senior Secured Credit Facilities and the indentures governing its
Senior Notes.

13.Comprehensive income

For the three months ended For the six months ended

June 30, 2016 June 30, 2016

Interest Foreign Accumulated Interest Foreign Accumulated

rate rate

swap currency  other swap currency  other

and cap Investmenttranslation comprehensivend cap  Investmenttranslation comprehensive
(loss) (loss)

agreementssecurities adjustments income agreementssecurities adjustments income
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Beginning balance $(15,929) $ 1,497
Unrealized (losses)

gains (4,283 ) 782
Related income tax
benefit (expense) 1,667 293 )
(2,616 ) 489
Reclassification from
accumulated
other
comprehensive
income
into net income 733 —
Related income tax
(expense) benefit 28 ) —
448 —
Ending balance $(18,097) $ 1,986
16

$(39,081 ) $(53,513 ) $(10,925) $ 1,361
4,844 ) (8,345 ) (13,234) 1,124

— 1,374 5,149 (406
4,844 ) (6971 ) (8,085 ) 718

_ 733 1,494 (152

— (285 ) (881 ) 59
_ 448 913 (93
$(43,925 ) $ (60,036 ) $(18,097) $ 1,986

)

)

)

$(50,262 ) $ (59,826 )

6,337 (5,773 )
L 4,743
6,337 (1,030 )
L 1,342
— (522 )
i 820

$(43,925 ) $(60,036 )
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For the three months ended

June 30, 2015

For the six months ended
June 30, 2015

Interest Foreign Accumulated Interest Foreign Accumulated

rate rate

swap currency  other swap currency  other

and cap Investmenttranslation comprehensivand cap  Investmenttranslation comprehensive
income (loss)

agreementsecurities adjustments (loss) agreementssecurities adjustments income

Beginning balance $(6,743) $3,376  $(44,258 ) $ (47,625 ) $(1,795 ) $3,151 $(26,373 ) $ (25,017 )
Unrealized (losses)

gains (4,025) (83 ) 5,025 917 (13,476) 461 (12,860 ) (25,875 )

Related income tax

benefit (expense) 1,572 (16 ) — 1,556 5,263 (178 ) — 5,085
(2,453) (99 ) 5,025 2,473 (8,213 ) 283 (12,860 ) (20,790 )

Reclassification from
accumulated

other comprehensive

income
into net income 1,294 27 ) — 1,267 2,626 284 ) — 2,342
Related income tax
(expense) benefit 505 ) 11 — (494 ) (1,025 ) 111 — 914 )
789 a6 ) — 773 1,601 173 ) — 1,428
Ending balance $(8,407) $3,261 $(39,233 ) $ (44,379 ) $(8,407 ) $3,261 $(39,233 ) $ (44,379 )

The reclassification of net swap and cap realized losses into income are recorded as debt expense in the corresponding
consolidated statements of income. See Note 8 to the condensed consolidated financial statements for further details.

The reclassification of net investment realized gains into income are recorded in other income in the corresponding
consolidated statements of income. See Note 4 to the condensed consolidated financial statements for further details.

14. Acquisitions and divestitures
Sales of Tandigm Health and HCP Arizona business interests
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Effective June 30, 2016, we sold a portion of HCP’s ownership interest in the Tandigm Health joint venture, reducing
our ownership from fifty percent to nineteen percent and resulting in a gain of $40,280. In addition, on June 1, 2016,
we sold our HCP Arizona business, resulting in a loss of $10,489.

Acquisition of Everett Clinic Medical Group (TEC)

On March 1, 2016, the Company completed its acquisition of TEC pursuant to an agreement and plan of merger dated
November 23, 2015, whereby TEC became a 100% consolidated subsidiary of HCP. The total consideration paid at
closing for all outstanding common units of TEC was approximately $398,094, net of cash acquired, plus the
assumption of certain liabilities totaling approximately $7,284, subject to certain post-closing adjustments.

The initial purchase price allocation for the TEC acquisition is recorded at estimated fair values based upon the best
information available to management and will be finalized when certain information arranged to be obtained has been
received. The fair values of property and equipment and intangible assets were valued by an independent third party
and are pending issuance of the final valuation report. Certain income tax amounts are pending issuance of final tax
returns.

17
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The following table summarizes the assets acquired and liabilities assumed in the transaction and recognized at the
acquisition date at their estimated fair values:

Six months

ended

June 30,

2016
Current assets, net of cash acquired $95,999
Property and equipment 108,533
Amortizable intangible and other long-term assets 34,050
Goodwill 244,502
Current liabilities assumed (50,940 )
Deferred income taxes (16,881 )
Noncontrolling interests assumed (9,885 )
Aggregate purchase price $405,378

Amortizable intangible assets acquired in this acquisition had a weighted average estimated useful life of six years.
None of the goodwill recognized in this acquisition is expected to be deductible for tax purposes.

The noncontrolling interests acquired as part of the acquisition are stated at estimated fair value based on the
estimated fair values of the underlying assets and liabilities of each non-wholly-owned entity.

The operating results of TEC are included in the Company’s condensed consolidated financial statements effective
March 1, 2016.

Other routine acquisitions

During the first six months of 2016, the Company acquired dialysis businesses and other businesses consisting of four
dialysis centers located in the U.S., three dialysis centers located outside the U.S., and three other medical businesses
for a total of $75,220 in net cash and deferred purchase price obligations totaling $3,387. The assets and liabilities for
all acquisitions were recorded at their estimated fair values at the dates of the acquisitions and are included in the
Company’s condensed consolidated financial statements, as are their operating results from the designated effective
dates of the acquisitions. Certain income tax amounts are pending final evaluation and quantification of any
pre-acquisition tax contingencies. In addition, valuation of medical claims liabilities and certain other working capital
items relating to these acquisitions is pending final quantification.

The following table summarizes the assets acquired and liabilities assumed in these transactions and recognized at
their acquisition dates at estimated fair values:
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Six months

ended

June 30,

2016
Current assets $ 894
Property and equipment 3,058
Amortizable intangible and other long-term assets 5,509
Goodwill 76,510
Deferred income taxes 597
Noncontrolling interests assumed (7,837 )
Liabilities assumed (124 )
Aggregate purchase price $ 78,607

Amortizable intangible assets acquired during the first six months of 2016 had weighted-average estimated useful
lives of eight years. The majority of the intangible assets acquired during the first six months of 2016 relate to
non-compete agreements having a weighted-average useful life and amortization period of seven years. The total
amount of goodwill deductible for tax purposes associated with these acquisitions was approximately $72,190.
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Pro forma financial information

The following summary, prepared on a pro forma basis, combines the results of operations as if the acquisitions and
divestitures through June 30, 2016 had been consummated as of the beginning of 2016 and 2015, after including the
impact of certain adjustments such as amortization of intangibles and income tax effects.

Three months ended Six months ended June
June 30, 30,
2016 2015 2016 2015
(unaudited)
Pro forma net revenues $3,709,756 $3,530,347 $7,346,872 $6,918,308
Pro forma net income attributable to DaVita HealthCare
Partners Inc. 56,969 172,551 156,753 64,897
Pro forma basic net income per share attributable to DaVita
HealthCare Partners Inc. 0.28 0.81 0.77 0.30
Pro forma diluted net income per share attributable to
DaVita HealthCare Partners Inc. 0.27 0.79 0.75 0.30

Other pending transactions

On August 17, 2015, the Company entered into a definitive agreement to acquire Colorado-based Renal Ventures
Limited, LLC (Renal Ventures), including a 100 percent interest in all dialysis centers owned by Renal Ventures, for
approximately $415,000 in cash, subject to, among other things, adjustments for certain items such as working capital.
Renal Ventures currently operates 36 dialysis clinics in six states serving approximately 2,400 patients, and also
operates other ancillary businesses. The transaction is subject to approval by the Federal Trade Commission (FTC),
including Hart-Scott-Rodino antitrust clearance. The Company anticipates that it will be required by the FTC to divest
a certain number of outpatient dialysis centers as a condition of the transaction. The Company expects the transaction
to close in 2016.

Contingent earn-out obligations
The Company has several contingent earn-out obligations associated with acquisitions that could result in the
Company paying the former shareholders of acquired companies a total of up to $98,600 if certain EBITDA, operating

income performance targets or quality margins are met over the next one to two years.

Contingent earn-out obligations are remeasured to fair value at each reporting date until the contingencies are resolved
with changes in the liability due to the re-measurement recorded in earnings. See Note 16 to these condensed
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consolidated financial statements for further details. As of June 30, 2016, the Company has estimated the fair value of
these contingent earn-out obligations to be $19,634, of which a total of $18,148 is included in other liabilities and the
remaining $1,486 is included in other long-term liabilities in the Company’s condensed consolidated balance sheet.

The following is a reconciliation of changes in the contingent earn-out obligations for the six months ended June 30,
2016:

Beginning balance, January 1, 2016 $34,135

Remeasurement of fair value for contingent earn-out obligations (3,304 )

Payments on contingent earn-out obligations (11,197)
$19,634
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15. Variable interest entities

The Company relies on the operating activities of certain entities that it does not directly own or control, but over
which it has indirect influence and of which it is considered the primary beneficiary. These entities are subject to the
consolidation guidance applicable to variable interest entities (VIEs).

Under U.S. generally accepted accounting principles (GAAP), VIEs typically include entities for which (i) the entity’s
equity is not sufficient to finance its activities without additional subordinated financial support; (ii) the equity holders
as a group lack the power to direct the activities that most significantly influence the entity’s economic performance,
the obligation to absorb the entity’s expected losses, or the right to receive the entity’s expected returns; or (iii) the
voting rights of some investors are not proportional to their obligations to absorb the entity’s losses.

The Company has determined that substantially all of the entities it is associated with that qualify as VIEs must be
included in its consolidated financial statements. The Company manages these entities and provides operating and
capital funding as necessary for these entities to accomplish their operational and strategic objectives. A number of
these entities are subject to nominee share ownership or share transfer restriction agreements that effectively transfer
the majority of the economic risks and rewards of their ownership to the Company. In other cases, the Company’s
management agreements with these entities include both financial terms and protective and participating rights to the
entities’ operating, strategic and non-clinical governance decisions which transfer substantial powers over and
economic responsibility for the entities to the Company. In some cases, such entities are subject to broad exclusivity
or noncompetition restrictions that benefit the Company. Further, in some cases, the Company has contractual
arrangements with the nominee owners that effectively indemnify these parties from the economic losses from, or
entitle the Company to the economic benefits of, these entities.

The analyses upon which these consolidation determinations rest are complex, involve uncertainties, and require
significant judgment on various matters, some of which could be subject to different interpretations. At June 30, 2016,
these condensed consolidated financial statements include total assets of VIEs of $642,518 and total liabilities and
noncontrolling interests of VIEs to third parties of $390,477.

The Company also sponsors certain deferred compensation plans whose trusts qualify as VIEs and the Company
consolidates each of these plans as their primary beneficiary. The assets of these plans are recorded in short-term or
long-term investments with matching offsetting liabilities recorded in accrued compensation and benefits and other
long-term liabilities. See Note 4 for disclosures on the assets of these consolidated non-qualified deferred
compensation plans.

16.Fair value of financial instruments
The Company measures the fair value of certain assets, liabilities and noncontrolling interests subject to put provisions
(temporary equity) based upon certain valuation techniques that include observable or unobservable inputs and
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assumptions that market participants would use in pricing these assets, liabilities, temporary equity and commitments.
The Company also has classified certain assets, liabilities and temporary equity that are measured at fair value into the
appropriate fair value hierarchy levels as defined by the Financial Accounting Standards Board (FASB).

20

43



Edgar Filing: DAVITA HEALTHCARE PARTNERS INC. - Form 10-Q
DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

The following table summarizes the Company’s assets, liabilities and temporary equity measured at fair value on a
recurring basis as of June 30, 2016:

Quoted prices in Significant
active markets for ~ Significant other unobservable
identical assets observable inputs inputs
Total (Level 1) (Level 2) (Level 3)
Assets
Available-for-sale securities $50,056 $ 50,056 $ — $—
Interest rate cap agreements $2,753 $ — $ 2,753 $—
Funds on deposit with third parties $77,320 $ 77,320 $ — $—
Liabilities
Contingent earn-out obligations $19,634 $ — $ — $ 19,634
Interest rate swap agreements $70 $ — $ 70 —
Temporary equity
Noncontrolling interests subject to put provisions $936,903 $§ — $ — $ 936,903

The available-for-sale securities represent investments in various open-ended registered investment companies, or
mutual funds, and are recorded at estimated fair value based upon quoted prices reported by each mutual fund. See
Note 4 to these condensed consolidated financial statements for further discussion.

The interest rate swap and cap agreements are recorded at fair value estimated from valuation models utilizing the
income approach and commonly accepted valuation techniques that use inputs from closing prices for similar assets
and liabilities in active markets as well as other relevant observable market inputs at quoted intervals such as current
interest rates, forward yield curves, implied volatility and credit default swap pricing. The Company does not believe
the ultimate amount that could be realized upon settlement of these interest rate swap and cap agreements would be
materially different from the fair value estimates currently reported. See Note 8 to the condensed consolidated
financial statements for further discussion.

The funds on deposit with third parties represent funds held with various third parties as required by regulation or
contract and invested by those parties in various investments, which are measured at estimated fair value based
primarily on quoted market prices.

The estimated fair value measurements of contingent earn-out obligations are primarily based on unobservable inputs
including projected EBITDA, estimated probability of achieving gross margins or quality margins of certain medical
procedures and the estimated probability of earn-out payments being made using an option pricing technique and a
simulation model for expected EBITDA and operating income. In addition, a probability adjusted model was used to
estimate the fair value amounts of the quality margins. The estimated fair value of these contingent earn-out
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obligations are remeasured as of each reporting date and could fluctuate based upon any significant changes in key
assumptions, such as changes in the Company credit risk adjusted rate that is used to discount obligations to present
value.

See Note 10 to these condensed consolidated financial statements for a discussion of the Company’s methodology for
estimating the fair value of noncontrolling interests subject to put obligations.

Other financial instruments consist primarily of cash, accounts receivable, life insurance contracts, accounts payable,
other accrued liabilities and debt. The balances of the non-debt financial instruments are presented in the consolidated

financial statements at June 30, 2016 at their approximate fair values due to the short-term nature of their settlements.

The carrying balance of the Company’s Senior Secured Credit Facilities totaled $4,330,000 as of June 30, 2016, and
the fair value was approximately $4,357,000 based upon quoted market prices.

The carrying balance of the Company’s senior notes was $4,500,000 as of June 30, 2016 and their fair value was
approximately $4,568,000, based upon quoted market prices.
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17.Segment reporting

The Company operates two major divisions, Kidney Care and HCP. The Kidney Care division is comprised of the
Company’s U.S. dialysis and related lab services business, various other ancillary services and strategic initiatives,
including its international dialysis operations, and the Company’s corporate administrative support. The Company’s
U.S. dialysis and related lab services business is its largest line of business, and is a leading provider of kidney
dialysis services in the U.S. for patients suffering from chronic kidney failure, also known as ESRD. The Company’s
HCP division is a patient- and physician-focused integrated health care delivery and management company with over
two decades of providing coordinated outcomes-based medical care in a cost-effective manner.

The Company’s ancillary services and strategic initiatives consist primarily of pharmacy services, disease management
services, vascular access services, clinical research programs, physician services, direct primary care and the
Company’s international dialysis operations.

The Company’s operating segments have been defined based on the separate financial information that is regularly
produced and reviewed by the Company’s chief operating decision maker in making decisions about allocating
resources to and assessing the financial performance of the Company’s various operating lines of business. The chief
operating decision maker for the Company is its Chief Executive Officer.

The Company’s separate operating segments include its U.S. dialysis and related lab services business, its HCP
operations in each region, each of its ancillary services and strategic initiatives, and its international operations in the
Asia Pacific, Latin America, and European and Middle Eastern markets, and under the Saudi Ministry of Health
charter. The U.S. dialysis and related lab services business and the HCP business each qualify as separately reportable
segments, and all of the other ancillary services and strategic initiatives operating segments, including the
international operating segments, have been combined and disclosed in the other segments category.

The Company’s operating segment financial information included in this report is prepared on the internal management
reporting basis that the chief operating decision maker uses to allocate resources and assess the financial performance
of the operating segments. For internal management reporting, segment operations include direct segment operating
expenses but exclude corporate administrative support costs, which consist primarily of indirect labor, benefits and
long-term incentive based compensation of certain departments which provide support to all of the Company’s various
operating lines of business. Corporate administrative support costs are reduced by internal management fees received
from the Company’s ancillary lines of businesses.
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The following is a summary of segment net revenues, segment operating margin (loss), and a reconciliation of
segment operating margin to consolidated income before income taxes:

Three months ended Six months ended
June 30, June 30,
2016 2015 2016 2015
Segment net revenues:
U.S. dialysis and related lab services
Patient service revenues:
External sources $2,352,574 $2,237,630 $4,666,236 $4,391,924
Intersegment revenues 14,470 13,591 28,779 25,447
Total dialysis and related lab services revenues 2,367,044 2,251,221 4,695,015 4,417,371
Less: Provision for uncollectible accounts (106,515 ) (101,304 ) (211,266 ) (198,781 )
Net dialysis and related lab services patient
service revenues 2,260,529 2,149,917 4,483,749 4,218,590
Other revenues() 4250 3,540 8,223 6,724
Total net dialysis and related lab services
revenues 2,264,779 2,153,457 4,491,972 4,225,314
HCP
HCP revenues:
Capitated revenues 874,119 848,595 1,740,138 1,681,067
Net patient service revenues 156,307 82,236 264,545 162,446
Other revenues® 29,095 35,326 43,625 50,379
Intersegment capitated and other revenues 44 185 115 222
Total net HCP revenues 1,059,565 966,342 2,048,423 1,894,114
Other—Ancillary services and strategic initiatives
Net patient service revenues 56,860 39,052 108,244 74,676
Capitated revenues 23,707 17,595 44,735 35,638
Other external sources 327,254 271,948 634,307 518,510
Intersegment revenues 14,720 5,543 26,546 10,485
Total ancillary services and strategic
Initiatives revenues 422,541 334,138 813,832 639,309
Total net segment revenues 3,746,885 3,453,937 7,354,227 6,758,737
Elimination of intersegment revenues (29,234 ) (19,319 ) (55,440 ) (36,154 )
Consolidated net revenues $3,717,651 $3,434,618 $7,298,787 $6,722,583

Segment operating margin (loss):
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U.S. dialysis and related lab services $449,190 $437.,844  $889,245  $333,355
HCP (102,059 ) 172,336 (159,204 ) 132,630
Other—Ancillary services and strategic initiatives (12,644 ) (26,207 ) (23,745 ) (40,035 )
Total segment operating margin 334,487 483,973 706,296 425,950

Reconciliation of segment operating margin to

consolidated income before income taxes:

Corporate administrative support 5417 ) (3425 ) (12,337 ) (9,558 )
Consolidated operating income 329,070 480,548 693,959 416,392
Debt expense (102,894 ) (104,248 ) (205,778 ) (201,640 )
Debt redemption and refinancing charges — 48,072 ) — (48,072 )
Other income, net 3,215 2,311 6,191 1,778
Consolidated income before income taxes $229.391 $330,539  $494,372  $168,458

(DIncludes management fees for providing management and administrative services to dialysis centers that are
wholly-owned by third parties or centers in which the Company owns a noncontrolling equity investment.

@1Includes payments received for medical consulting services and management fees for providing management and
administrative services to an unconsolidated joint venture that provides medical services in which the Company
owns a 50% interest, as well as revenue related to the maintenance of existing physician networks.
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Depreciation and amortization expense by reportable segment is as follows:

Three months ended Six months ended

June 30, June 30,

2016 2015 2016 2015
U.S. dialysis and related lab services $119,350 $109,461 $235,887 $214,453
HCP 54,211 43,088 100,473 86,367

Ancillary services and strategic initiatives 6,820 6,294 13,376 11,812
$180,381 $158,843 $349,736 $312,632

Summary of assets by reportable segment is as follows:

December
June 30, 31,
2016 2015
Segment assets
U.S. dialysis and related lab services (including equity
investments of $34,688 and $29,801, respectively) $11,532,690 $11,591,507
HCP (including equity investments of $9,796 and $22,714,
respectively) 6,239,567 6,150,666

Other—Ancillary services and strategic initiatives (including
equity investments of $19,936 and $20,853, respectively) 919,373 772,702
Consolidated assets $18,691,630 $18,514,875

Expenditures for property and equipment by reportable segment is as follows:

Three months ended Six months ended

June 30, June 30,
2016 2015 2016 2015
U.S. dialysis and related lab services $150,932 $141,656 $284,380 $247,051
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HCP 18,098 12,951 38,243 17,985
Ancillary services and strategic initiatives 16,410 14,845 36,004 25,837
$185,440 $169,452 $358,627 $290,873

18.Changes in DaVita HealthCare Partners Inc.’s ownership interest in consolidated subsidiaries
The effects of changes in DaVita HealthCare Partners Inc.’s ownership interest on the Company’s equity are as follows:

Three months

ended Six months ended
June 30, June 30,
2016 2015 2016 2015

Net income attributable to DaVita HealthCare Partners Inc. $53,382 $170,477 $150,816 $59,860
Increase in paid-in capital for sales of noncontrolling

interests (885 ) — — —
Decrease in paid-in capital for the purchase of noncontrolling

interests and adjustments to ownership interest (1,193) (8,421 ) (4,530 ) (8421)
Net transfers to noncontrolling interests (2,078 ) (8,421 ) (4,530 ) (8,421)
Net income attributable to DaVita HealthCare Partners Inc.,

net of transfers to noncontrolling interests $51,304 $162,056 $146,286 $51,439

19.New accounting standards

The Company adopted Accounting Standards Update (ASU) No. 2015-02, Consolidation (Topic 810): Amendments
to the Consolidation Analysis as of January 1, 2016. The amendments in this ASU modify, simplify and expand
certain aspects of consolidation guidance, principally with respect to limited partnerships, service fee arrangements
and related parties. The adoption of this standard did not have a material impact on the Company’s consolidated
financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

The Company adopted ASU No. 2015-05, Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement,
which amends ASC 350-40, Intangibles-Goodwill and Other-Internal-Use Software as of January 1, 2016. The
provisions of this statement were applied prospectively. This ASU provides guidance to customers about whether a
cloud computing arrangement includes a software license. If an arrangement includes a software license, the
accounting for the license will be consistent with licenses of other intangible assets. If the arrangement does not
include a license, the arrangement will be accounted for as a service contract. The adoption of this standard did not
have a material impact on the Company’s consolidated financial statements.

The Company adopted ASU No. 2015-16, Business Combinations (Topic 805): Simplifying the Accounting for
Measurement-Period Adjustments as of January 1, 2016. The amendments in this ASU allow an acquirer to recognize
adjustments to provisional amounts that are identified during the measurement period in the reporting period in which
the adjustment amounts are determined. This will be inclusive of the effect on earnings of changes in depreciation,
amortization, or other income effects as a result of the change to provisional amounts, calculated as if the accounting
had been completed at the acquisition date. The amendments in this ASU were applied prospectively. The adoption of
this standard did not have a material impact on the Company’s consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instrument — Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments. The amendment will replace the incurred loss impairment methodology in
current GAAP with a methodology that reflects expected credit losses and requires consideration of a broader range of
reasonable supporting information to inform credit loss estimates. The amendments in this ASU are effective for the
Company beginning January 1, 2020 and early adoption is permitted only as of January 1, 2019. The Company has
not yet determined what the effects of adopting this ASU will be on its consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-09, Compensation — Stock Compensation (Topic 718): Improvements
to Employee Share-Based Payment Accounting, as part of its Simplification Initiative. The areas for simplification in
this ASU involve several aspects of the accounting for share-based payment transactions, including the income tax
consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows.
The amendments in this ASU are effective for the Company beginning January 1, 2017 and early adoption is
permitted. The method of adoption differs for each of the topics covered by the ASU. The Company has not yet
determined what the effects of adopting this ASU will be on its consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-07, Investments — Equity Method and Joint Ventures (Topic 323):
Simplifying the Transition to the Equity Method of Accounting. The amendments in this ASU eliminate the
requirement that when an investment qualifies for the use of equity method as a result of an increase in the level of
ownership interest or degree of influence, an investor must adjust the investment, results of operations, and retained
earnings retroactively on a step-by-step basis as if the equity method had been in effect during all previous periods
that the investment had been held. The amendments in this ASU are effective for the Company beginning on January
1, 2017 and should be applied prospectively. Early adoption is permitted. The adoption of this standard is not expected
to have a material impact on the Company’s consolidated financial statements.
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In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The amendments in this ASU revise the
accounting related to lessee accounting. Under the new guidance, lessees will be required to recognize a lease liability
and a right-of-use asset for substantially all leases with lease terms in excess of twelve months. The new lease
guidance also simplified the accounting for sale and leaseback transactions primarily because lessees must recognize
lease assets and lease liabilities. The amendments in this ASU are effective for the Company beginning on January 1,
2019 and should be applied through a modified retrospective transition approach for leases existing at, or entered into
after, the beginning of the earliest comparative period presented in the financial statements. Early adoption is
permitted. The Company has assembled an internal lease task force that meets regularly to discuss and evaluate the
overall impact of this guidance on the consolidated financial statements and related disclosures, as well as the
expected timing and method of adoption. The Company believes that the new standard will have a material impact on
its consolidated balance sheet but it will not have a material impact on its liquidity. The Company continues to
evaluate the effect that the implementation of this standard will have on its consolidated financial statements and
related disclosures.

In January 2016, the FASB issued ASU No. 2016-01, Financial Statements — Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities. The amendments in this ASU revise the accounting
related to (1) the classification and measurement of investments in equity securities and (2) the presentation of certain
fair value changes for financial liabilities at fair value. The amendments in this ASU are effective for the Company
beginning on January 1, 2018 and should be applied through a cumulative-effect adjustment to the statement of
financial position. Early adoption is permitted under certain circumstances. The adoption of this standard is not
expected to have a material impact on the Company’s consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

In July 2015, the FASB issued ASU No. 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory.
The amendments in this ASU apply to all inventory with the exception of inventory measured using last-in, first-out or
the retail inventory method. This ASU simplifies the measurement of inventory. Under this new standard, inventory
should be measured using the lower of cost and net realizable value. Net realizable value is the estimated selling price
in the ordinary course of business, less reasonable predictable costs of completion, disposal and transportation. The
amendments in this ASU are effective for the Company beginning January 1, 2017 and should be applied
prospectively. Early adoption is permitted. The adoption of this standard is not expected to have a material impact on
the Company’s consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which requires an entity
to recognize the amount of revenue to which it expects to be entitled for the transfer of promised goods or services to
customers. The ASU will replace most existing revenue recognition guidance in U.S. GAAP when it becomes
effective. In July 2015, the FASB issued ASU 2015-14, Revenue from Contracts with Customers (Topic 606):
Deferral of Effective Date. This guidance approves a one-year deferral of the effective date of ASU 2014-09. The
ASU now permits the Company to adopt this standard on January 1, 2018. Early application is permitted as of the
initial effective date of January 1, 2017, but not prior to that date. In March, April and May 2016, the FASB issued
ASU 2016-08, ASU 2016-10, ASU 2016-11, and ASU 2016-12, Revenue from Contracts with Customers (Topic
606), which amends the guidance in ASU 2014-09. The Company has assembled an internal revenue task force that
meets regularly to discuss and evaluate the overall impact this guidance will have on various revenue streams in the
consolidated financial statements and related disclosures, as well as the expected timing and method of adoption. The
Company has not yet selected a transition method nor has it determined the effect of the standard on its ongoing
financial reporting.

20. Subsequent events

On August 1, 2016, the Company consummated an agreement with Khazanah Nasional Berhad (Khazanah) and
Mitsui and Co., Ltd (Mitsui) whereby Khazanah and Mitsui, subscribed to invest a total of $300,000 over three years
in exchange for a 40% total equity interest in the Company’s Asia Pacific dialysis business. Khazanah and Mitsui each
made related initial investments of $50,000 in this business on August 1, 2016. As a result of this transaction, the
Company expects to deconsolidate its Asia Pacific dialysis business in the third quarter and recognize a material
non-cash gain.

21.Condensed consolidating financial statements

The following information is presented in accordance with Rule 3-10 of Regulation S-X. The operating and investing
activities of the separate legal entities included in the Company’s consolidated financial statements are fully
interdependent and integrated. Revenues and operating expenses of the separate legal entities include intercompany
charges for management and other administrative services. The Company’s senior notes are guaranteed by
substantially all of its domestic subsidiaries. The subsidiary guarantors have guaranteed the senior notes on a joint and
several basis. However, a subsidiary guarantor will be released from its obligations under its guarantee of the senior
notes and the indentures governing the senior notes if, in general, there is a sale or other disposition of all or
substantially all of the assets of such subsidiary guarantor, including by merger or consolidation, or a sale or other
disposition of all of the equity interests in such subsidiary guarantor held by the Company and its restricted
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subsidiaries, as defined in the indentures; such subsidiary guarantor is designated by the Company as an unrestricted
subsidiary, as defined in the indentures, or otherwise ceases to be a restricted subsidiary of the Company, in each case
in accordance with the indentures; or such subsidiary guarantor no longer guarantees any other indebtedness, as
defined in the indentures, of the Company or any of its restricted subsidiaries, except for guarantees that are
contemporaneously released. The senior notes are not guaranteed by certain of the Company’s domestic subsidiaries,
any of the Company’s foreign subsidiaries, or any entities that do not constitute subsidiaries within the meaning of the
indentures, such as corporations in which the Company holds capital stock with less than a majority of the voting
power, joint ventures and partnerships in which the Company holds less than a majority of the equity or voting
interests, non-owned entities and third parties.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

Condensed Consolidating Statements of Income

DaVita Non-
HealthCare  Guarantor  Guarantor  Consolidating Consolidated
For the three months ended June 30, 2016 Partners Inc. subsidiaries subsidiaries adjustments total

Patient service revenues $— $1,664,361 $947,087 $(40,794 ) $2,570,654
Less: Provision for uncollectible accounts — (74,498 ) (36,930 ) — (111,428 )
Net patient service revenues — 1,589,863 910,157 40,794 ) 2,459,226
Capitated revenues — 461,573 436,337 (84 ) 897,826
Other revenues 196,910 523,224 44,608 (404,143 ) 360,599
Total net revenues 196,910 2,574,660 1,391,102 (445,021 ) 3,717,651
Operating expenses 134,072 2,510,119 1,189,411 (445,021 ) 3,388,581
Operating income 62,838 64,541 201,691 — 329,070
Debt expense (102,101 ) (91,259 ) (12,998 ) 103,464 (102,894 )
Other income 98,654 5,421 2,604 (103,464 ) 3,215
Income tax expense 41,942 89,203 3,743 — 134,888
Equity earnings in subsidiaries 35,933 146,433 — (182,366 ) —
Net income 53,382 35,933 187,554 (182,366 ) 94,503
Less: Net income attributable to
noncontrolling interests — — — (41,121 ) (41,121 )
Net income attributable to DaVita
HealthCare

Partners Inc. $ 53,382 $35,933 $187,554 $(223,487 ) $53,382

DaVita Non-

HealthCare  Guarantor  Guarantor  Consolidating Consolidated
For the three months ended June 30, 2015 Partners Inc. subsidiaries subsidiaries adjustments total

Patient service revenues $— $1,663,352 $735,456 $(35,229 ) $2,363,579
Less: Provision for uncollectible accounts — (70,245 ) (35,720 ) — (105,965 )
Net patient service revenues — 1,593,107 699,736 (35,229 ) 2,257,614
Capitated revenues — 439,734 426,542 (86 ) 866,190
Other revenues 189,586 468,821 7,366 (354,959 ) 310,814
Total net revenues 189,586 2,501,662 1,133,644 (390,274 ) 3,434,618
Operating expenses 128,643 2,200,706 1,014,995 (390,274 ) 2,954,070
Operating income 60,943 300,956 118,649 — 480,548
Debt expense, including debt redemption

charges (150,105 ) (85,119 ) (11,480 ) 94,384 (152,320 )

55



Edgar Filing: DAVITA HEALTHCARE PARTNERS INC. - Form 10-Q

Other income

Income tax (benefit) expense
Equity earnings in subsidiaries
Net income

Less: Net income attributable to
noncontrolling interests

Net income attributable to DaVita
HealthCare

Partners Inc.

27

91,000
(1,667
166,972
170,477

$ 170,477

4,348
133,859
80,646
166,972

$166,972

1,347 94,384 ) 2311
9,430 ) — 122,762
— (247,618 ) —
117,946 (247,618 ) 207,777

— (37,300 ) (37,300

$117,946  $(284918 ) $170,477
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

DaVita Non-
HealthCare Guarantor  Guarantor  Consolidating Consolidated
Partners
For the six months ended June 30, 2016 Inc. subsidiaries subsidiaries adjustments  total
Patient service revenues $— $3,317,673 $1,810,929 $ (80,210 ) $5,048,392
Less: Provision for uncollectible accounts — (133,311 ) (87,322 ) — (220,633 )
Net patient service revenues — 3,184,362 1,723,607 (80,210 ) 4,827,759
Capitated revenues — 928,574 856,510 (211 ) 1,784,873
Other revenues 383,885 1,008,540 76,324 (782,594 ) 686,155
Total net revenues 383,885 5,121,476 2,656,441 (863,015 ) 7,298,787
Operating expenses 256,345 4,887,749 2,323,749 (863,015 ) 6,604,828
Operating income 127,540 233,727 332,692 — 693,959
Debt expense (203,202 ) (183,432 ) (24,512 ) 205,368 (205,778 )
Other income 197,214 9,757 4,588 (205,368 ) 6,191
Income tax expense 77,088 162,457 22,165 — 261,710
Equity earnings in subsidiaries 106,352 208,757 — (315,109 ) —
Net income 150,816 106,352 290,603 (315,109 ) 232,662
Less: Net income attributable to
noncontrolling interests — — — (81,846 ) (81,846 )
Net income attributable to DaVita HealthCare
Partners Inc. $150,816 $106,352 $290,603 $(396,955 ) $150,816
DaVita Non-
HealthCare Guarantor  Guarantor  Consolidating Consolidated
Partners
For the six months ended June 30, 2015 Inc. subsidiaries subsidiaries adjustments  total
Patient service revenues $— $3,245311 $1,459,299 $ (69,216 ) $4,635,394
Less: Provision for uncollectible accounts — (134,322 ) (70,807 ) — (205,129 )
Net patient service revenues — 3,110,989 1,388,492 (69,216 ) 4,430,265
Capitated revenues — 887,072 829,666 (33 ) 1,716,705
Other revenues 357,851 879,849 13,678 (675,765 ) 575,613
Total net revenues 357,851 4,877,910 2,231,836 (745,014 ) 6,722,583
Operating expenses 252,412 4,798,659 2,000,134 (745,014 ) 6,306,191
Operating income 105,439 79,251 231,702 — 416,392
Debt expense, including debt redemption
charges (245,583 ) (170,902 ) (20,766 ) 187,539 (249,712 )
Other income 182,023 4,401 2,893 (187,539 ) 1,778
Income tax expense 15,847 4,624 16,358 — 36,829
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Equity earnings in subsidiaries 33,828 125,702 — (159,530 ) —

Net income 59,860 33,828 197,471 (159,530 ) 131,629
Less: Net income attributable to

noncontrolling interests — — — (71,769 ) (71,769
Net income attributable to DaVita HealthCare

Partners Inc. $59,860 $33,828 $197,471  $(231,299 ) $59,860

Condensed Consolidating Statements of Comprehensive Income

DaVita Non-
HealthCare Guarantor Guarantor Consolidating Consolidated
For the three months ended June 30, 2016 Partners Inc. subsidiaries subsidiaries adjustments total
Net income $ 53,382 $35933 $187,554 $(182,366 ) $ 94,503
Other comprehensive loss (1,530 ) — 4,844 ) — 6,374 )
Total comprehensive income 51,852 35,933 182,710 (182,366 ) 88,129
Less: comprehensive income attributable to the
noncontrolling interests — — — 41,270 ) (41,270 )
Comprehensive income attributable to DaVita
HealthCare
Partners Inc. $ 51,852 $35933 $182,710 $(223,636 ) $ 46,859
28
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DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)

(unaudited)

(dollars and shares in thousands, except per share data)

DaVita Non-
HealthCare  Guarantor  Guarantor
For the three months ended June 30, 2015 Partners Inc. subsidiaries subsidiaries adjustments
Net income $ 170,477 $166,972 $117,946 $ (247,618
Other comprehensive (loss) income (1,779 ) — 5,025 —
Total comprehensive income 168,698 166,972 122,971 (247,618
Less: comprehensive income attributable to
the
noncontrolling interests — — — (37,300
Comprehensive income attributable to
DaVita
HealthCare Partners Inc. $ 168,698 $166,972 $122,971 $ (284,918
DaVita Non-
HealthCare Guarantor Guarantor
Partners
For the six months ended June 30, 2016 Inc. subsidiaries subsidiaries adjustments

Net income $150,816 $106,352 $290,603
Other comprehensive (loss) income (6,398 ) — 6,337 —
Total comprehensive income 144,418 106,352 296,940 (315,109
Less: comprehensive income attributable to the
noncontrolling interests — — — (81,995
Comprehensive income attributable to DaVita
HealthCare
Partners Inc. $144.418 $106,352 $296,940
DaVita Non-
HealthCare Guarantor Guarantor
Partners
For the six months ended June 30, 2015 Inc. subsidiaries subsidiaries adjustments
Net income $59,860 $33,828 $197,471
Other comprehensive loss (6,502 ) — (12,860 ) —
Total comprehensive income 53,358 33,828 184,611 (159,530
Less: comprehensive income attributable to the — — — (71,769

total
) $207,777
3,246
) 211,023

) (37,300

) $ 173,723

total

$ (315,109 ) $ 232,662

(61
) 232,601
) (81,995

$(397,104 ) $ 150,606

total

$ (159,530 ) $ 131,629

(19,362
) 112,267
) (71,769

Consolidating Consolidated

Consolidating Consolidated

)

)

Consolidating Consolidated
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noncontrolling interests
Comprehensive income attributable to DaVita
HealthCare

Partners Inc. $53,358  $33,828 $184,611 $(231,299 ) $40,498
29
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DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)

(unaudited)

(dollars and shares in thousands, except per share data)

Condensed Consolidating Balance Sheets

As of June 30, 2016

Cash and cash equivalents

Accounts receivable, net

Other current assets

Total current assets

Property and equipment, net
Intangible assets, net

Investments in subsidiaries
Intercompany receivables

Other long-term assets and investments
Goodwill

Total assets

Current liabilities

Intercompany payables

Long-term debt and other long-term
liabilities

Noncontrolling interests subject to put
provisions

Total DaVita HealthCare Partners Inc.
shareholders’ equity

Noncontrolling interests not subject to put
provisions

Total equity

Total liabilities and equity

As of December 31, 2015
Cash and cash equivalents
Accounts receivable, net
Other current assets

Total current assets

DaVita
HealthCare
Partners Inc.
$1,028,594
408,147
1,436,741
278,446
606
9,075,477
3,467,431
66,191

$346,005

8,641,063
591,710

4,746,054

4,746,054
$14,324,892

DaVita
HealthCare
Partners Inc.
$1,186,636

431,504

Non-
Guarantor Guarantor
subsidiaries  subsidiaries
$35,769 $219,053
1,181,421 693,982
804,854 124,397
2,022,044 1,037,432
1,625,879 1,068,082
1,579,344 51,051
1,615,926 —
— 724,775
56,011 108,846
7,877,424 1,483,533
$14,324,892 $14,776,628 $4,473,719
$1,792,474  $507,123
2,712,065 1,480,141
1,196,612 312,687
9,075,477 1,615,926
— 557,842
9,075,477 2,173,768
$14,776,628 $4,473,719
Non-
Guarantor Guarantor
subsidiaries  subsidiaries
$109,357 $203,123
929,390 794,838
769,947 78,485
1,808,694 1,076,446

1,618,140

Consolidating Consolidated

adjustments  total

$— $1,283,416
— 1,875,403
— 1,337,398
— 4,496,217
— 2,972,407
— 1,631,001
(10,691,403 ) —
(4,192,206 ) —

— 231,048
— 9,360,957
$(14,883,609 ) $18,691,630
$— $2,645,662

(4,192,206 ) —
— 10,150,362
345,193 936,903

(10,691,403 ) 4,746,054
(345,193 ) 212,649

(11,036,596 ) 4,958,703
$(14,883,609 ) $18,691,630

Consolidating Consolidated

adjustments  total

$— $1,499,116
— 1,724,228
— 1,279,936
— 4,503,280
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Property and equipment, net

Intangible assets, net

Investments in subsidiaries
Intercompany receivables

Other long-term assets and investments
Goodwill

Total assets

Current liabilities

Intercompany payables

Long-term debt and other long-term
liabilities

Noncontrolling interests subject to put
provisions

Total DaVita HealthCare Partners Inc.
shareholders’ equity

Noncontrolling interests not subject to put
provisions

Total equity

Total liabilities and equity

30

268,066 1,575,890 944,784
540 1,634,920 51,866
8,893,079 1,597,185 —
3,474,133 — 701,814
74,458 53,346 113,246
— 7,834,257 1,460,222
$14,328,416 $14,504,292 $4,348,378
$185,217 $1,730,123  $483,798
— 2,750,102 1,425,845
8,730,673 1,130,988 305,838
541,746 — —
4,870,780 8,893,079 1,597,185
— — 535,712
4,870,780 8,893,079 2,132,897

$14,328,416 $14,504,292 $4,348,378

— 2,788,740
— 1,687,326
(10,490,264 ) —
(4,175,947 ) —

— 241,050
— 9,294,479

$(14,666,211 ) $18,514,875
$—

$2,399,138
(4,175,947 ) —

— 10,167,499
322,320 864,066
(10,490,264 ) 4,870,780

(322,320 ) 213,392
(10,812,584 ) 5,084,172

$(14,666,211 ) $18,514,875
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

Condensed Consolidating Statements of Cash Flows

DaVita Non-
HealthCare  Guarantor  Guarantor  Consolidating Consolidated
For the six months ended June 30, 2016 Partners Inc. subsidiaries subsidiaries adjustments  total
Cash flows from operating activities:
Net income $150,816 $106,352  $290,603 $ (315,109 ) $232,662
Changes in operating assets and liabilities and
non-cash
items included in net income (1,505 ) 219,697 179,676 315,109 712,977
Net cash provided by operating activities 149,311 326,049 470,279 — 945,639
Cash flows from investing activities:
Additions of property and equipment, net 42,266 ) (171,164 ) (145,197 ) — (358,627 )
Acquisitions — (462,592 ) (10,722 ) — 473,314 )
Proceeds from asset and business sales — 17,393 — — 17,393
Proceeds (purchases) from investment sales
and other
items, net 21,230 (10,869 ) 45958 — 56,319
Net cash used in investing activities (21,036 ) (627,232 ) (109,961 ) — (758,229 )
Cash flows from financing activities:
Long-term debt and related financing costs,
net 42,493 ) (13917 ) (4,823 ) — (61,233 )
Intercompany borrowing (payments) 11,208 247,765 (258973 ) — —
Other items (255,032 ) (6,253 ) (81,036 ) — (342,321 )
Net cash (used in) provided by financing
activities (286,317 ) 227,595 (344,832 ) — (403,554 )
Effect of exchange rate changes on cash — — 444 — 444
Net (decrease) increase in cash and cash
equivalents (158,042 ) (73,588 ) 15,930 — (215,700 )
Cash and cash equivalents at beginning of
period 1,186,636 109,357 203,123 — 1,499,116
Cash and cash equivalents at end of period $1,028,594 $35,769 $219,053 $— $1,283,416
DaVita Non-
HealthCare  Guarantor  Guarantor  Consolidating Consolidated
For the six months ended June 30, 2015 Partners Inc. subsidiaries subsidiaries adjustments total
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Cash flows from operating activities:
Net income

Changes in operating assets and liabilities and

non-cash

items included in net income
Net cash (used in) provided by operating
activities
Cash flows from investing activities:
Additions of property and equipment, net
Acquisitions
Proceeds from asset and business sales
(Purchases) proceeds from investment sales
and other

items, net
Net cash used in investing activities
Cash flows from financing activities:
Long-term debt and related financing costs,
net
Intercompany borrowing (payments)
Other items
Net cash provided by (used in) financing
activities
Effect of exchange rate changes on cash
Net (decrease) increase in cash and cash
equivalents
Cash and cash equivalents at beginning of
period
Cash and cash equivalents at end of period

31

$ 59,860 $33,828

117,778 ) 215,135
(57918 ) 248,963

21,179 ) (147,637 )
— (44,740 )
— 3,415

(604,922 ) (833 )
(626,101 ) (189,795 )

682,510 (7,922 )
108,911 (60,132 )
(121,059 ) (10,840 )

670,362 (78,894 )

(13,657 ) (19,726 )

698,876 77,921
$ 685,219 $58,195

$197.471  $(159,530 ) $131,629

53,015 159,530 309,902
250,486 — 441,531
(122,057 ) — (290,873
(319 ) — (45,059
— — 3,415
9,065 ) — (614,820
(131,441 ) — (947,337
6,596 ) — 667,992
(48,779 ) — —
(61,000 ) — (192,899
(116,375 ) — 475,093
(793 ) — (793
1,877 — (31,506
188,444 — 965,241
$190,321 $— $ 933,735
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DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)
(unaudited)

(dollars and shares in thousands, except per share data)

22.Supplemental data
The following information is presented as supplemental data as required by the indentures governing the Company’s
senior notes.

Condensed Consolidating Statements of Income

Company and
Consolidated Physician  Unrestricted Restricted

For the six months ended June 30, 2016 Total Groups Subsidiaries Subsidiaries(!)
Patient service operating revenues $5,048,392 $175933 $ — $ 4,872,459
Less: Provision for uncollectible accounts (220,633 ) (5,830 ) — (214,803 )
Net patient service operating revenues 4,827,759 170,103 — 4,657,656
Capitated revenues 1,784,873 802,431 — 982,442
Other revenues 686,155 29,970 — 656,185
Total net operating revenues 7,298,787 1,002,504 — 6,296,283
Operating expenses 6,604,828 998,744 (28 ) 5,606,112
Operating income 693,959 3,760 28 690,171

Debt expense, including refinancing charges (205,778 ) (8,405 ) — (197,373 )
Other income 6,191 258 — 5,933
Income tax expense 261,710 9,504 11 252,195

Net income (loss) 232,662 (13,891 ) 17 246,536
Less: Net income attributable to noncontrolling interests (81,846 ) — — (81,846 )
Net income (loss) attributable to DaVita HealthCare

Partners Inc. $150,816 $(13,891 ) $ 17 $ 164,690

(D After elimination of the unrestricted subsidiaries and the physician groups.

Condensed Consolidating Statements of Comprehensive Income

Company and
Consolidated Physician Unrestricted Restricted

For the six months ended June 30, 2016 Total Groups Subsidiaries Subsidiaries(!)
Net income (loss) $ 232,662 $(13,891) $ 17 $ 246,536
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Other comprehensive loss (61 ) — —
Total comprehensive income (loss) 232,601 (13,891) 17
Less: comprehensive income attributable to the
noncontrolling

interests (81,995 ) — —
Comprehensive income (loss) attributable to DaVita
HealthCare

Partners Inc. $ 150,606 $(13,891) $ 17

(D After elimination of the unrestricted subsidiaries and the physician groups.
32

(61
246,475

(81,995

$ 164,480
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DAVITA HEALTHCARE PARTNERS INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(continued)

(unaudited)

(dollars and shares in thousands, except per share data)

Condensed Consolidating Balance Sheets

As of June 30, 2016

Cash and cash equivalents

Accounts receivable, net

Other current assets

Total current assets

Property and equipment, net

Amortizable intangibles, net

Other long-term assets

Goodwill

Total assets

Current liabilities

Payables to parent

Long-term debt and other long-term liabilities
Noncontrolling interests subject to put provisions

Total DaVita HealthCare Partners Inc. shareholders’ equity

Noncontrolling interests not subject to put provisions
Shareholders’ equity
Total liabilities and shareholder’s equity

Company and
Consolidated Physician Unrestricted Restricted

Total Groups  Subsidiaries Subsidiaries(!)
$1,283,416  $81,620 §$ — $1,201,796
1,875,403 205,112 — 1,670,291
1,337,398 18,155 — 1,319,243
4,496,217 304,887 — 4,191,330
2,972,407 1,502 — 2,970,905
1,631,001 5,393 — 1,625,608
231,048 74,090 2,796 154,162
9,360,957 16,234 — 9,344,723
$18,691,630 $402,106 $ 2,796 $ 18,286,728
$2,645,662  $225,660 $§ — $2,420,002
— 70,352 2,796 (73,148 )
10,150,362 51,585 — 10,098,777
936,903 — — 936,903
4,746,054 54,509 — 4,691,545
212,649 — — 212,649
4,958,703 54,509 — 4,904,194
$18,691,630 $402,106 $ 2,796 $ 18,286,728

(D After elimination of the unrestricted subsidiaries and the physician groups.

Condensed Consolidating Statements of Cash Flows

For the six months ended June 30, 2016

Cash flows from operating activities:

Net income (loss)

Changes in operating and intercompany assets and
liabilities

and non-cash items included in net income
Net cash provided by operating activities

Company and
Consolidated Physician Unrestricted Restricted

Total Groups Subsidiaries Subsidiaries(!

$232,662 $(13,891 ) $ 17 $ 246,536
712,977 144,876 a7 ) 568,118
945,639 130,985 — 814,654
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Cash flows from investing activities:

Additions of property and equipment (358,627 ) (350 ) —
Acquisitions and divestitures, net 473,314 ) — —
Proceeds from discontinued operations 17,393 — —
Investments and other items 56,319 (1,465 ) —
Net cash used in investing activities (758,229 ) (1,815 ) —
Cash flows from financing activities:

Long-term debt (61,233 ) “ ) —
Intercompany — (135,791) —
Other items (342,321 ) — —
Net cash used in by financing activities (403,554 ) (135,795) —
Effect of exchange rate changes on cash 444 — —
Net decrease in cash (215,700 ) (6,625 ) —
Cash and cash equivalents at beginning of period 1,499,116 88,245 —
Cash and cash equivalents at end of period $1,283416 $81,620 $ —

(D After elimination of the unrestricted subsidiaries and the physician groups.

33

(358,277
(473,314
17,393
57,784
(756,414

(61,229
135,791
(342,321
(267,759
444
(209,075
1,410,871

$ 1,201,796
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Forward-looking statements

This Management’s Discussion and Analysis of Financial Condition and Results of Operations contains statements that
are forward-looking statements within the meaning of the federal securities laws. All statements that do not concern
historical facts are forward-looking statements and include, among other things, statements about our expectations,
beliefs, intentions and/or strategies for the future. These forward-looking statements include statements regarding our
future operations, financial condition and prospects, expectations for treatment growth rates, revenue per treatment,
expense growth, levels of the provision for uncollectible accounts receivable, operating income, cash flow, operating
cash flow, estimated tax rates, capital expenditures, the development of new dialysis centers and dialysis center
acquisitions, government and commercial payment rates, revenue estimating risk and the impact of our level of
indebtedness on our financial performance, and including earnings per share. These statements involve substantial
known and unknown risks and uncertainties that could cause our actual results to differ materially from those
described in the forward-looking statements, including but not limited to, risks resulting from the concentration of
profits generated by higher-paying commercial payor plans for which there is continued downward pressure on
average realized payment rates, and a reduction in the number of patients under such plans, which may result in the
loss of revenues or patients, and the extent to which the ongoing implementation of healthcare exchanges or changes
in regulations or enforcement of regulations regarding the exchanges results in a reduction in reimbursement rates for
our services from and/or the number of patients enrolled in higher-paying commercial plans, a reduction in
government payment rates under the Medicare ESRD program or other government-based programs, the impact of the
CMS Medicare Advantage benchmark structure, risks arising from potential federal and/or state legislation that could
have an adverse effect on our operations and profitability, changes in pharmaceutical or anemia management practice
patterns, payment policies, or pharmaceutical pricing, legal compliance risks, including our continued compliance
with complex government regulations and the provisions of our current Corporate Integrity Agreement (CIA), and
current or potential investigations by various government entities and related government or private-party
proceedings, the restrictions on our business and operations required by the CIA and other settlement terms, and the
financial impact thereof, continued increased competition from large- and medium-sized dialysis providers that
compete directly with us, our ability to maintain contracts with physician medical directors, changing affiliation
models for physicians, and the emergence of new models of care introduced by the government or private sector that
may erode our patient base and reimbursement rates such as Accountable Care Organizations (ACOs), independent
practice associations (IPAs) and integrated delivery systems, our ability to complete acquisitions, mergers or
dispositions that we might be considering or announce, or to integrate and successfully operate any business we may
acquire or have acquired, including HCP, or to expand our operations and services to markets outside the U.S., or to
businesses outside of dialysis and HCP’s business, the variability of our cash flows, the risk that we might invest
material amounts of capital and incur significant costs in connection with the growth and development of our
international operations, yet we might not be able to operate them profitably anytime soon, if at all, risks arising from
the use of accounting estimates, judgments and interpretations in our financial statements, risk of losing key HCP
employees, potential disruption from the HCP transaction making it more difficult to maintain business and
operational relationships with customers, partners, associated physicians and physician groups, hospitals and others,
the risk that laws regulating the corporate practice of medicine could restrict the manner in which HCP conducts its
business, the risk that the cost of providing services under HCP’s agreements may exceed our compensation, the risk
that reductions in reimbursement rates, including Medicare Advantage rates, and future regulations may negatively
impact HCP’s business, revenue and profitability, the risk that HCP may not be able to successfully establish a
presence in new geographic regions or successfully address competitive threats that could reduce its profitability, the
risk that a disruption in HCP’s healthcare provider networks could have an adverse effect on HCP’s business operations
and profitability, the risk that reductions in the quality ratings of health maintenance organization plan customers of
HCP could have an adverse effect on HCP’s business, or the risk that health plans that acquire health maintenance
organizations may not be willing to contract with HCP or may be willing to contract only on less favorable terms, and
the other risk factors set forth in Part II, Item 1A. of this Quarterly Report on Form 10-Q. We base our
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forward-looking statements on information currently available to us, and we undertake no obligation to update or
revise any forward-looking statements, whether as a result of changes in underlying factors, new information, future
events or otherwise.

The following should be read in conjunction with our condensed consolidated financial statements.

Consolidated results of operations

We operate two major divisions, Kidney Care and HCP. Our Kidney Care division is comprised of our U.S. dialysis
and related lab services business, our ancillary services and strategic initiatives, including our international operations,
and our corporate administrative support. Our HCP division is comprised of our HCP integrated healthcare business.
Our largest major line of business is our U.S. dialysis and related lab services, which is a leading provider of kidney
dialysis services in the U.S. for patients suffering from ESRD. Our other major line of business, HCP, is a patient- and

physician-focused integrated health care delivery and management company.

34
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The following is a summary of our consolidated operating results for the second quarter of 2016 compared with the
prior sequential quarter and the same quarter of 2015, as well as the six months ended June 30, 2016 compared to the

same period in 2015.

Net revenues:

Patient service revenues
Less: Provision for
uncollectible

accounts
Net patient service revenues
Capitated revenues
Other revenues
Total consolidated net revenues
Operating expenses and
charges:
Patient care costs
General and administrative
Depreciation and amortization
Provision for uncollectible
accounts
Equity investment loss
(income)
Goodwill impairment charges
Gain on sales of business
interests, net
Settlement charge
Total operating expenses and
charges
Operating income

35

Three months ended

June 30, March 31, June 30,
2016 2016 2015
(dollar amounts rounded to nearest million)

$2,570 $2,478 $2,364
(111 ) (109 ) (106 )
2,459 2,369 2,258
898 887 866
361 325 311

3,718 100% 3,581 100% 3,435

2,671 72 % 2,582 T2 % 2,446
387 10 % 386 11 % 352
180 5 % 169 5 % 159

4 — 3 — 2

1 — aTr ) — (CI
176 5 % 77 2 % —

(30 ) I )% — — —

3380 91 % 3,216 90 % 2,954
$329 9 % $365 10 % $481

100 %

71 %
10 %

86 %
14 %

Six months ended

June 30, June 30,
2016 2015
$5,048 $4,635
(220 ) (205 )
4,828 4,430
1,785 1,717
686 576
7,299 100% 6,723 100%

5253 72 % 45809 72 %
774 11 % 694 10 %
350 5 % 313 5 %
6 — 4 —
r ) — @ ) —
253 3 % — @ —
30 ) — — —
— — 495 T %

6,605 91 % 6307 94 %
$694 9 % $416 6 %
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The following table summarizes consolidated net revenues for our Kidney Care division and our HCP division:

Six months
Three months ended ended
June March June June June
30, 31, 30, 30, 30,

2016 2016 2015 2016 2015
(dollar amounts rounded to nearest million)
Net revenues:
Kidney Care:
U.S. dialysis and related lab services patient service

revenues $2,367 $2,328 $2,252 $4,695 $4,418
Less: Provision for uncollectible accounts (107 ) (105 ) (101 ) (211 ) (199 )
U.S. dialysis and related lab services net patient

Service revenues 2260 2,223 2,151 4,484 4,219
Other revenues 4 4 3 8 7
Total net U.S. dialysis and related lab services

revenues 2264 2227 2,154 4492 4226
Other—Ancillary services and strategic initiatives

revenues 342 319 277 661 529
Other—Capitated revenues 24 21 18 45 36
Other—Ancillary services and strategic initiatives

net patient service revenues (less provision for

uncollectible accounts) 57 51 39 108 74
Total net other-ancillary services and strategic

initiatives revenues 423 391 334 814 639
Elimination of intersegment and division revenues 29 ) 26 ) (19 ) (b5 ) @6 )
Total Kidney Care net revenues 2,658 2592 2469 5,251 4,829
HCP:

HCP capitated revenues 874 866 848 1,740 1,681
HCP net patient service revenues (less provision for

uncollectible accounts) 156 108 82 265 162
Other revenues 30 15 36 43 51
Total net HCP revenues 1,060 989 966 2,048 1,894
Total consolidated net revenues $3,718 $3,581 $3,435 $7,299 $6,723

The following table summarizes consolidated operating income and adjusted consolidated operating income:
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Six months
Three months ended  ended
June March June June June
30, 31, 30, 30, 30,
2016 2016 2015 2016 2015
(dollar amounts rounded to nearest

million)

Operating income (loss):
Kidney Care:
U.S. dialysis and related lab services $449 $440 $438 $889 $333
Other—Ancillary services and strategic initiatives

losses (13 ) (11 ) (26) (24 ) 40)
Corporate administrative support G ) @7 ) @) (a2 )H @o0)
Total kidney care operating income 431 422 409 853 283
HCP (102) (57 ) 72 (159) 133
Total consolidated operating income 329 365 481 694 416
Reconciliation of non-GAAP measures:
Add:
Goodwill impairment charges 176 77 4 253 4
Gain on sale of Tandigm interest 40 ) — — 40 ) —
Loss on sale of HCP Arizona 10 — — 10 —
Hospice accrual — 16 — 16 —
Settlement charge — — — — 495

Adjusted consolidated operating income) $475 $458 $485 $933 $915
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(D For the three months ended June 30, 2016 and March 31, 2016, and the six months ended June 30, 2016, we have
excluded the goodwill impairment charges of $176 million, $77 million, and $253 million, respectively, related to
certain HCP reporting units. For the three and six months ended June 30, 2016 we have also excluded a gain related
to the partial sale of our interest in Tandigm of $40 million and a loss on the HCP Arizona sale of $10 million. In
addition, for the three months ended March 31, 2016 and the six months ended June 30, 2016 we have excluded an
estimated accrual for damages and liabilities associated with our HCP Nevada hospice business of $16 million. For
the three months and six months ended June 30, 2015, we have excluded a goodwill impairment charge of $4
million related to our international operations. For the six months ended June 30, 2015, we have excluded $495
million related to a settlement charge in connection with a private civil suit. These are non-GAAP measures and are
not intended as substitutes for the GAAP equivalent measures. We have presented these adjusted amounts because
management believes that these presentations enhance a user’s understanding of our normal consolidated operating
income by excluding certain items which we do not believe are indicative of our ordinary results of operations. As a
result, adjusting for these amounts allows for a more meaningful comparison to our prior period results.

Consolidated net revenues

Consolidated net revenues for the second quarter of 2016 increased by approximately $137 million, or 3.8%, as
compared to the first quarter of 2016. The increase in consolidated net revenues was primarily due to an increase of
approximately $37 million associated with the U.S. dialysis and related lab services’ net revenues, principally due to
acquired and non-acquired treatment growth and a slight improvement in our commercial payor mix. Additionally,
consolidated net revenues were positively impacted by an increase of approximately $71 million associated with HCP.
The increase in HCP net revenues was primarily related to an increase in fee-for-service (FFS) revenue due to
acquisitions, senior capitated revenues due to non-acquired growth and in commercial risk sharing revenue, as
discussed below, partially offset by a decrease in senior revenue due to the sale of HCP Arizona, and a decrease in
commercial and Medicaid members to whom HCP provides health care services. The overall increase in consolidated
net revenues benefited from an increase of approximately $32 million associated with our ancillary services and
strategic initiatives revenues, primarily driven by an increase in pharmacy services due to an increase in
pharmaceutical rates and dispensing volume, an increase in our VillageHealth Special Needs Plan revenue and growth
in our international operations.

Consolidated net revenues for the second quarter of 2016 increased by approximately $283 million, or 8.2%, as
compared to the second quarter of 2015. The increase in consolidated net revenues was primarily due to an increase of
$110 million in the U.S. dialysis and related lab services’ net revenues, primarily as a result of volume growth from
acquired and non-acquired treatment growth, and an increase in our average dialysis revenue per treatment of
approximately $3, as discussed below. The increase in consolidated net revenues was also due to an increase in HCP
net revenues of $94 million, primarily due to an increase in FFS revenues from acquisitions, an increase in
commercial risk sharing revenue and an increase in the number of senior capitated members from non-acquired
growth. This growth in consolidated net revenues was partially offset by a decrease in revenue due to the sale of HCP
Arizona, a decrease in Medicare Advantage rates and in commercial and Medicaid members to whom HCP provides
health care services. In addition, the increase in consolidated net revenues was due to an increase of approximately
$89 million in our ancillary services and strategic initiatives, primarily from growth in our pharmacy services, an
increase in VillageHealth Special Needs Plan revenue, and growth in our international operations.

Consolidated net revenues for the six months ended June 30, 2016 increased by approximately $576 million, or 8.6%,
as compared to the same period in 2015. The increase in consolidated net revenues was primarily due to an increase of
$266 million in the U.S. dialysis and related lab services’ net revenues, primarily as a result of volume growth from
acquired and non-acquired treatment growth, an increase in our average dialysis revenue per treatment of
approximately $4, and one additional treatment day in the six months ended June 30, 2016. The increase in
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consolidated net revenues was also due to an increase in HCP net revenues of $154 million, primarily due to an
increase in the number of senior capitated members from acquisitions and non-acquired growth, and an increase in
FFS revenues from acquisitions. This growth in consolidated net revenues was partially offset by a decrease in
Medicare Advantage rates and in commercial and Medicaid members to whom HCP provides health care services. In
addition, the increase in consolidated net revenues was due to an increase of approximately $175 million in our
ancillary services and strategic initiatives, primarily from growth in our pharmacy services, an increase in our
VillageHealth Special Needs Plans revenue and growth in our international operations.

Consolidated operating income

Consolidated operating income for the second quarter of 2016, which includes goodwill impairment charges of $176
million related to certain HCP reporting units, a gain related to the partial sale of our interest in Tandigm of $40
million and a loss on the sale of HCP Arizona of $10 million, as discussed below, decreased by approximately $36
million as compared to the first quarter of 2016, which included goodwill and impairment charges of $77 million
related to an HCP reporting unit, as well as an estimated accrual for damages and liabilities associated with our HCP
Nevada hospice business of $16 million. Excluding these items from their respective quarters, adjusted consolidated
operating income for the second quarter of 2016 would have increased by $17 million. Adjusted consolidated
operating income increased primarily due to acquired and non-acquired treatment growth and a slight improvement in
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commercial payor mix in our U.S. dialysis and related lab services’ net revenues. Adjusted consolidated operating
income also benefited from an increase in FFS revenues due to acquisitions and an increase in senior capitated
revenue due to non-acquired growth. Adjusted consolidated operating income was negatively impacted by higher
professional fees, insurance costs and medical claims expense.

Consolidated operating income for the second quarter of 2016, which includes goodwill impairment charges of $176
million related to certain HCP reporting units, a gain related to the partial sale of our interest in Tandigm of $40
million and a loss on the sale of HCP Arizona of $10 million, as discussed below, decreased by $152 million as
compared to the second quarter in 2015, which included a goodwill impairment charge of $4 million related to our
international operations. Excluding these items from their respective quarters, adjusted consolidated operating income
for the second quarter of 2016 would have decreased by $10 million. Adjusted consolidated operating income
decreased primarily due an increase in medical claims expense and an increase in corporate administrative support
costs at HCP as well as higher patient care costs related to U.S. dialysis and related lab services, as discussed

below. This decrease was partially offset by acquired and non-acquired treatment growth in our U.S. dialysis and
related lab services business as well as an increase in average dialysis revenue per treatment of approximately $3 per
treatment. Adjusted consolidated operating income also benefited from improvement in adjusted operating losses in
our ancillary services and strategic initiatives.

Consolidated operating income for the six months ended June 30, 2016, which includes goodwill impairment charges
of $253 million related to certain HCP reporting units, a gain related to the partial sale of our interest in Tandigm of
$40 million, a loss on the sale of HCP Arizona of $10 million, and an estimated accrual for damages and liabilities
associated with our HCP Nevada hospice business of $16 million, increased by approximately $278 million as
compared to the same period in 2015, which included a settlement charge of $495 million and a goodwill impairment
charge of $4 million related to our international operations. Excluding these items from their respective periods,
adjusted consolidated operating income for the six months ended June 30, 2016 would have increased by $18 million,
or 2.0%. Adjusted consolidated operating income increased primarily due to acquired and non-acquired treatment
growth, an increase in average dialysis revenue per treatment of approximately $4, and one additional treatment day in
the six months ended June 30, 2016 in our U.S. dialysis and related lab services business. Our other ancillary services
and strategic initiatives also saw a decrease in their total adjusted operating losses of $12 million, as discussed below.
The increase in adjusted consolidated operating income was partially offset by a $53 million decrease in HCP’s
adjusted operating income for the six months ended June 30, 2016 as compared to the same period in 2015. The
decrease was primarily attributable to higher medical claims expense and an increase in corporate administrative
support costs due to growth initiatives and acquisitions. Additionally, adjusted consolidated operating income was
negatively impacted by higher patient care costs driven by increases in labor and benefits costs and pharmaceutical
unit costs.
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U.S. dialysis and related lab services business

Results of operations

Net revenues:
Dialysis and related lab services patient service

revenues

Less: Provision for uncollectible accounts
Dialysis and related lab services net patient
service

revenues

Other revenues

Total net dialysis and related lab services
revenues

Operating expenses and charges:

Patient care costs

General and administrative

Depreciation and amortization
Settlement charge

Equity investment income

Total operating expenses and charges
Operating income

Reconciliation of non-GAAP measures:
Settlement charge

Adjusted operating income(!

Dialysis treatments

Average dialysis treatments per treatment day
Average dialysis and related lab services
revenue per

treatment

Three months ended

June 30,

2016

March 31,

2016

June 30,

2015

(dollar amounts rounded to nearest

million, except per treatment data)

$2,367
(107

2,260

2,264

1,515
185
119

4
1,815
449

$449

6,745,610
86,482

$351

$2,328
) (105

2,223

2,227

1,496
179
116

1,787
440

$440

6,639,874
85,236

$351

$2,252
) (101

2,151

2,154

1,436
174
110

1,716
438

$438

6,463,058
82,860

$348

Six months ended

June 30,

2016

$4,695
) (211

4,484

4,492

3,012
364
236

3,603
889

$889

13,385,484
85,859

$351

June 30,
2015

$4,418
) (199

4,219
7

4,226

2,833
358
215
495

) (8
3,893
333

495
$828

12,725,693

82,314

$347

(DFor the six months ended June 30, 2015 we have excluded $495 million related to a settlement charge in connection

with a private civil suit. This is a non-GAAP measure and is not intended as a substitute for the GAAP equivalent
measure. We have presented this adjusted amount because management believes that this presentation enhances a

user’s understanding of our normal operating income by excluding an item which we do not believe is indicative of
our ordinary results of operations. As a result, adjusting for this amount allows for a more meaningful comparison

to our prior period results.

77



Edgar Filing: DAVITA HEALTHCARE PARTNERS INC. - Form 10-Q

Net revenues

Dialysis and related lab services’ net revenues for the second quarter of 2016 increased by approximately $37 million,
or approximately 1.7%, as compared to the first quarter of 2016. The increase in dialysis and related lab services’ net
revenues was due to an increase in the number of treatments, primarily due to acquired and non-acquired treatment
growth. Dialysis and related lab services’ net revenues also benefited from a slight increase in our average commercial
payment rates due to improvements in our commercial payor mix, partially offset by lower average commercial rates
and seasonally lower acute mix.

Dialysis and related lab services’ net revenues for the second quarter of 2016 increased by approximately $110 million,
or approximately 5.1%, as compared to the second quarter of 2015. The increase in net revenues was principally due

to volume growth from additional treatments and an increase in our average dialysis revenue per treatment of
approximately $3. The increase in the number of treatments was primarily attributable to acquired and non-acquired
treatment growth. The increase in our average dialysis revenue per treatment was primarily due to improvements in
our commercial payor mix and an increase in our average commercial payment rates.

Dialysis and related lab services’ net revenues for the six months ended June 30, 2016 increased by approximately
$266 million, or approximately 6.3%, as compared to the same period in 2015. The increase in net revenues was
principally due to volume growth from additional treatments due to acquired and non-acquired treatment growth, as
well as one additional treatment day in the six months ended June 30, 2016 as compared to the same period in 2015.
Dialysis and related lab services’ net revenues also benefited from an increase in our average dialysis revenue per
treatment of approximately $4, primarily due to improvements in our commercial payor mix and an increase in our
average commercial payment rate.
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Provision for uncollectible accounts. The provision for uncollectible accounts receivable for dialysis and related lab
services was 4.5% for the second and first quarters of 2016 and for the second quarter of 2015. We continue to
experience high levels of non-covered Medicare write-offs due to non-covered Medicare co-pays. We assess our level
of the provision for uncollectible accounts based upon our historical cash collection experience and trends, and have
and will continue to adjust the provision as necessary as a result of changes in our cash collections.

Operating expenses and charges

Patient care costs. Dialysis and related lab services’ patient care costs of approximately $225 per treatment for the
second quarter of 2016 was flat as compared to the first quarter of 2016. Patient care costs per treatment decreased due
to lower payroll taxes and a slight improvement in productivity. This decrease was offset by an increase in
professional fees, insurance costs, and travel expenses related to management meetings.

Dialysis and related lab services’ patient care costs per treatment for the second quarter of 2016 increased by
approximately $3 per treatment as compared to the second quarter of 2015. The increase was primarily attributable to
an increase in labor and benefits costs due to a decrease in productivity. Patient care costs were also negatively
impacted by an increase in insurance costs and pharmaceutical unit costs. These increases were partially offset by a
decrease in professional fees and a decrease in pharmaceutical intensity.

Dialysis and related lab services’ patient care costs per treatment for the six months ended June 30, 2016 increased by
approximately $2 per treatment as compared to the same period in 2015. The increase was primarily attributable to an
increase in labor and benefits costs and pharmaceutical unit costs. These increases were partially offset by a decrease

in professional fees.

General and administrative expenses. Dialysis and related lab services’ general and administrative expenses of
approximately $185 million in the second quarter of 2016 increased by approximately $6 million as compared to the
first quarter of 2016. The increase in general and administrative expenses was primarily due to an increase in
occupancy and utility costs and an increase in legal costs related to compliance.

Dialysis and related lab services’ general and administrative expenses for the second quarter of 2016 increased by
approximately $11 million as compared to the second quarter of 2015, primarily due to an increase in labor costs and
related taxes, partially offset by a decrease in long-term incentive compensation costs.

Dialysis and related lab services’ general and administrative expenses for the six months ended June 30, 2016
increased by approximately $6 million as compared to the same period in 2015, primarily due to an increase in labor
costs and related payroll taxes, partially offset by a decrease in professional fees and long-term incentive
compensation costs.

Depreciation and amortization. Depreciation and amortization for dialysis and related lab services was approximately
$119 million for the second quarter of 2016, $116 million for the first quarter of 2016, and $110 million for the second
quarter of 2015. The increase in depreciation and amortization in the second quarter of 2016, as compared to the first
quarter of 2016 and the second quarter of 2015, was primarily due to growth in newly developed centers and from
acquired centers, as well as upgrades in our clinical network.

Equity investment income. Equity investment income for dialysis and related lab services was flat at approximately $4
million for the second and first quarters of 2016, as well as the second quarter of 2015.

Accounts receivable
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Our dialysis and related lab services’ accounts receivable balances, net of the provision for uncollectible accounts, at
June 30, 2016 and March 31, 2016, were $1,273 million and $1,297 million, respectively, which represented
approximately 52 days and 54 days, respectively. The decrease in day sales outstanding (DSO) in the second quarter
of 2016 was primarily due to an increase in cash collections. Our DSO calculation is based on the current quarter’s
average revenues per day. There were no significant changes during the second quarter of 2016 from the first quarter
of 2016 in the amount of unreserved accounts receivable over one year old or the amounts pending approval from
third-party payors.

Segment operating income

Dialysis and related lab services’ operating income for the second quarter of 2016 increased by approximately $9
million as compared to the first quarter of 2016. The increase in operating income was primarily due to non-acquired
and acquired treatment growth and a slight improvement in our commercial payor mix, as well as lower payroll taxes
and improvements in productivity. This increase was partially offset by an increase in professional fees, legal costs
related to compliance matters, and general and administrative costs.
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Dialysis and related lab services’ operating income for the second quarter of 2016 increased by approximately $11
million as compared to the second quarter of 2015. This increase in operating income was primarily attributable to
volume growth in revenues from additional treatments as a result of acquired and non-acquired treatment growth, and
an increase in our average dialysis revenue per treatment of approximately $3, as discussed above. Operating income
was negatively impacted by higher patient care costs driven by increases in labor and benefits costs, insurance costs
and pharmaceutical unit costs.

Dialysis and related lab services’ operating income for the six months ended June 30, 2016 increased by approximately
$556 million as compared to the same period in 2015, which included a loss contingency accrual of $495 million.
Excluding this item from the second quarter of 2015, adjusted dialysis and related lab services’ operating income
would have increased by $61 million. This increase in adjusted operating income was primarily attributable to volume
growth in revenues from additional treatments as a result of acquired and non-acquired treatment growth, an increase
in our average dialysis revenue per treatment of approximately $4, as discussed above, as well as one additional
treatment day in the six months ended June 30, 2016 as compared to the same period in 2015. Adjusted operating
income was negatively impacted by higher patient care costs driven by increases in labor and pharmaceutical unit
costs.

HCP business

Results of operations

Six months
Three months ended ended
June March June June
30, 31, 30, June 30, 30,

2016 2016 2015 2016 2015
(dollar amounts rounded to nearest

millions)
Net revenues:
HCP capitated revenue $874 $866  $848 $1,740 $1,681
Patient service revenue 160 112 86 274 168
Less: Provision for uncollectible accounts 4 ) & ) @& ) 9 ) 6 )
Net patient service revenue 156 108 82 265 162
Other revenues 30 15 36 43 51
Total net revenues $1,060 $989 $966 $2,048 $1,894
Operating expenses:
Patient care costs $840 $794 $750 $1,633 $1,482
General and administrative expense 118 127 102 244 194
Depreciation and amortization 54 46 43 100 86
Goodwill impairment charges 176 77 — 253 —
Gain on sales of business interests, net 30 ) — — 30 ) —
Equity investment income (loss) 4 2 a1y 7 a1 )
Total expenses 1,162 1,046 894 2,207 1,761
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Operating (loss) income (102 ) (57 ) 72
Reconciliation of non-GAAP:

Add:

Goodwill impairment charges 176 77

Loss on sale of HCP Arizona 10 —

Hospice accrual — 16

Less: Gain on sale of Tandigm 40 ) —
Adjusted operating income(! $44 $36

(159 ) 133

253 —
10 —
16 —
40 ) —

$80 $133

excluded the goodwill impairment charges of $176 million, $77 million, and $253 million, respectively, related to
certain HCP reporting units. For the three and six months ended June 30, 2016, we have also excluded a gain related
to the partial sale of our interest in Tandigm of $40 million and a loss on the sale of HCP Arizona of $10 million. In
addition, for the three months ended March 31, 2016 and the six months ended June 30, 2016 we have excluded an

estimated accrual for damages and liabilities associated with our HCP Nevada hospice business of $16 million.
These are non-GAAP measures and are not intended as substitutes for the GAAP equivalent measures. We have
presented these adjusted amounts because management believes that these presentations enhance a user’s

understanding of our normal operating income by excluding certain items which we do not believe are indicative of

our ordinary results of operations. As a result, adjusting for these amounts allows for a more meaningful

comparison to our prior period results.
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Capitated membership information

The following table provides (i) the total number of capitated members to whom HCP provided healthcare services as
of June 30, 2016, March 31, 2016 and June 30, 2015 and (ii) the aggregate member months for the three and six
months ended June 30, 2016 and June 30, 2015, and the three months ended March 31, 2016. Member months
represent the aggregate number of months of healthcare services HCP has provided to capitated members during a
period of time:

Members at Member months for
Three months ended Six months ended

June 30, March 31, June 30, June 30, March 31, June 30, June 30, June 30,

2016 2016 2015 2016 2016 2015 2016 2015
Payor classification:
Senior 305,400 325,800 319,700 957,400 975,300 941,900 1,932,700 1,872,700
Commercial 345,600 347,300 377,300 1,037,500 1,048,600 1,134,500 2,086,100 2,267,400
Medicaid 110,400 114,000 129,500 333,000 342,500 396,000 675,500 814,700

761,400 787,100 826,500 2,327,900 2,366,400 2,472,400 4,694,300 4,954,800

In addition to the members above, HCP provided healthcare services to members in two of its operating
unconsolidated joint ventures that are accounted for as equity investments. These joint ventures provided healthcare
services for approximately 142,600, 140,900, and 134,800 members as of June 30, 2016, March 31, 2016 and June 30,
2015, respectively, and for approximately 427,200, 416,800, and 403,500 member months for the quarters ended June
30, 2016, March 31, 2016 and June 30, 2015, respectively. The increase in members and member months was due to
an increase in enrollment of members at Tandigm Health (Tandigm). Effective June 30, 2016 we sold a partial interest
in Tandigm reducing our ownership from fifty percent to nineteen percent.

Members and member months for the second quarter of 2016 decreased from the first quarter of 2016 primarily due to
the sale of HCP Arizona, which impacted senior members, partially offset by an increase in senior members due to
non-acquired growth. In addition, members and member months decreased due to a planned non-renewal of certain
Medicaid contracts and a decrease in commercial members as employers shift to less expensive options for medical
services for their employees.

Members and member months for the second quarter of 2016 decreased from the second quarter of 2015 primarily due
to the decreases described above. These decreases were partially offset by increased senior members resulting from
non-acquired growth.

Members and member months for the six months ended June 30, 2016 decreased from the same period in 2015
primarily due to the decreases described above. These decreases were partially offset by increased senior members
resulting from new acquisitions and non-acquired growth.

Revenues

The following table provides HCP’s revenue by source:
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Six months
Three months ended  ended
June March June June June
30, 31, 30, 30, 30,
2016 2016 2015 2016 2015
(dollars rounded to nearest millions)
HCP revenues:

Senior revenues $638 $648 $623 $1,286 $1,225
Commercial revenues 189 172 177 361 362
Medicaid revenues 47 46 48 93 94
Total capitated revenues $874 $866 $848 $1,740 $1,681
Patient service revenue, net of provision for

uncollectible accounts 156 108 82 265 162
Other revenues 30 15 36 43 51
Total net revenues $1,060 $989 $966 $2.,048 $1,894

Net revenues

HCP’s net revenue for the second quarter of 2016 increased by approximately $71 million, or 7.2%, as compared to the
first quarter of 2016. The increase in revenue was primarily driven by an increase in FFS revenue, due to a full quarter
of revenue from the TEC acquisition, an increase in commercial risk sharing revenue due to commercial revenue
adjustments, and an increase in senior capitated revenue due to non-acquired growth. These increases were partially
offset by a decrease in senior revenue due to the sale of HCP Arizona, as discussed below, a decrease in commercial
members as employers shift to less expensive options for medical
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services for their employees, a decrease in Medicare Advantage rates, as described below, and a decrease in Medicaid
members due to planned non-renewal of certain Medicaid contracts.

HCP’s net revenue for the second quarter of 2016 increased by approximately $94 million, or 9.7%, as compared to the
second quarter of 2015. The increase was primarily attributable to an increase in FFS revenue, as described above, an
increase in commercial risk sharing revenue due to commercial revenue adjustments and an increase in senior
capitated revenue due to non-acquired growth, partially offset by the sale of HCP Arizona, as discussed below, and a
decrease in Medicare Advantage rates, as described below, and a decrease in commercial and Medicaid members to
whom HCP provides health care services.

HCP’s net revenue for the six months ended June 30, 2016 increased by approximately $154 million, or 8.1%, as
compared to the same period in 2015. The increase was primarily attributable to an increase in FFS revenues, as
described above, and an increase in senior capitated revenues due to an increase in senior members due to
non-acquired growth and acquisitions, partially offset by a decrease in Medicare Advantage rates, as described below,
and in commercial and Medicaid members to whom HCP provides health care services.

On April 6, 2015, CMS issued final guidance for 2016 Medicare Advantage rates, which incorporated a modification
to the risk adjustment model calculation that CMS utilizes to determine the risk acuity scores of Medicare Advantage
patients. We estimate that the final cumulative impact of the 2016 rate structure represents a decrease of
approximately 2.0% of HCP’s average Medicare Advantage revenues it manages on behalf of its senior capitated
population as compared to 2015, which compares to the industry average rate increase of approximately 1.25% as
indicated by CMS.

On April 4, 2016, CMS issued final guidance for 2017 Medicare Advantage benchmark payment rates (Rate
Announcement). In 2017, CMS will fully implement the 2017 Risk Adjustment model proposed in the Rate
Announcement, but with updated coefficients. Based upon our preliminary analysis of the final rule, we estimate that
the reduction in 2017 rates, including adjustments for the new Patient Protection and Affordable Care Act blended
benchmark county rates and qualifying bonuses, will lead to a reduction in Medicare Advantage rates to HCP of
approximately 1.0%, or a net impact of approximately $25 million to our 2017 operating income. This compares to an
industry average rate increase of approximately 0.85% without accounting for the expected growth in coding acuity
that has typically added another 2.2%, in each case as indicated by CMS. The final impact of 2017 Medicare
Advantage rates can vary from this estimate and will be impacted by the relative growth of HCP’s Medicare
Advantage patient volumes across markets as well as by the benefit plan designs submitted. It is possible that we have
underestimated the impact of the 2017 Medicare Advantage rates on our business, which may have a material adverse
effect on our financial position, results of operation or cash flows.

The more significant decreases in Medicare Advantage rates for the Company compared to the industry average are
largely driven by two factors: HCP’s higher mix of Medicare Advantage patients in counties that will receive a
lower-than-average benchmark rate increase, and a higher-than-average impact from a revision to the risk model to
differentiate payment levels between dual-eligible and non-dual-eligible patients.

Operating expenses

Patient care costs. HCP’s patient care costs of approximately $840 million for the second quarter of 2016 increased by
approximately $46 million as compared to the first quarter of 2016, primarily attributable to a full quarter of
operations from the TEC acquisition in the second quarter, an increase in medical and hospital claims expenses, and
three additional working days in the second quarter as compared to the first quarter. This increase was partially offset
by a decrease in commercial and Medicaid members to whom HCP provides healthcare services.
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HCP’s patient care costs for the second quarter of 2016 increased by approximately $90 million as compared to the
second quarter of 2015, primarily attributable to the TEC acquisition, an increase in medical claims expenses and an
increase in senior capitated members from acquisitions and non-acquired growth. This increase in costs was partially
offset by the decrease in commercial and Medicaid members to whom HCP provides health care services.

HCP’s patient care costs for the six months ended June 30, 2016 increased by approximately $151 million as compared
to the same period in 2015, primarily due to the TEC acquisition, an increase in medical claims expenses and an
increase in senior capitated members from acquisitions and non-acquired growth. This increase in costs was partially
offset by the decrease in commercial and Medicaid members to whom HCP provides health care services.

General and administrative expenses. HCP’s general and administrative expenses of approximately $118 million for
the second quarter of 2016 decreased by approximately $9 million as compared to the first quarter of 2016, which
included an estimated accrual of damages and liabilities associated with our HCP Nevada hospice business of $16
million. Excluding this item from the first quarter of 2016, adjusted general and administrative expenses would have
increased by $7 million. The increase was primarily attributable to corporate growth initiatives, the TEC acquisition,
as well as earn-out true-ups.
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HCP’s general and administrative expenses for the second quarter of 2016, increased by $16 million as compared to
the second quarter of 2015, primarily attributable to an increase in corporate administrative support expenses related
to growth initiatives and the TEC acquisition.

HCP’s general and administrative expenses for the six months ended June 30, 2016 increased by approximately $50
million as compared to the same period in 2015, which included an estimated accrual of damages and liabilities
associated with our HCP Nevada hospice business of $16 million. Excluding these items, adjusted general and
administrative expenses would have increased by $34 million. The increase was primarily attributable to an increase
in corporate administrative support expenses related to growth initiatives and the completion of the TEC acquisition.

Depreciation and amortization. HCP’s depreciation and amortization was approximately $54 million, $46 million, and
$43 million for the second quarter of 2016, first quarter of 2016 and second quarter of 2015, respectively. The
increases were primarily attributable to depreciation and amortization of assets associated with acquisitions.
Depreciation and amortization increased during the six months ended June 30, 2016 compared to the same period in
2015 for the same reasons as the quarter over quarter increases.

Goodwill and other intangible asset impairment charges. During the quarter ended December 31, 2015, we determined
that circumstances indicated it had become more likely than not that the goodwill of certain HCP reporting units had
become impaired. These circumstances included underperformance of the business in recent quarters, as well as
changes in other market conditions, including government reimbursement cuts and our expected ability to mitigate
them. Based on preliminary goodwill impairment assessments, we recorded an estimated $206 million in goodwill and
other intangible asset impairment charges during the quarter ended December 31, 2015.

During the quarter ended March 31, 2016, we completed our goodwill impairment assessments for these at-risk HCP
reporting units for the quarter ended December 31, 2015. The annual results of those completed assessments did not
differ materially from the preliminary results disclosed in our annual financial statements included in our fiscal year
2015 Form 10-K.

However, during the first quarter of 2016, some of our HCP reporting units continued to underperform against our
expectations, driven primarily by medical cost trends and changes in our expected ability to mitigate them.
Accordingly, as a result of further impairment analyses performed for the first quarter, we recognized an additional
goodwill impairment charge of $77 million for our HCP Nevada reporting unit in the quarter ended March 31, 2016.

Based on continuing developments at our HCP reporting units during the second quarter of 2016, including the
Medicare Advantage final benchmark rates for 2017 announced on April 4, 2016, further changes in our expectations
concerning future government reimbursement rates and our expected ability to mitigate them, as well as medical cost
and utilization trends, underperformance of certain at-risk units in recent quarters and other market conditions, we
performed additional impairment assessments for certain at-risk HCP reporting units during the quarter ended June 30,
2016.

As a result of these second quarter assessments, we recognized additional goodwill impairment charges of $79 million
for our HCP Nevada reporting unit and $97 million for our HCP Florida reporting unit during the quarter ended June
30, 2016, for a total of $253 million in goodwill impairment charges recognized for our HCP reporting units during
the six months ended June 30, 2016.

Gain on sales of business interests. Effective June 30, 2016, we sold a portion of HCP’s ownership interest in Tandigm,

reducing our ownership from fifty percent to nineteen percent and resulting in a pre-tax gain of $40 million. In
addition, on June 1, 2016, we sold our HCP Arizona business for a pre-tax loss of $10 million.
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Segment operating income

HCP’s operating loss for the second quarter of 2016, which includes goodwill impairment charges of $176 million, a
gain related to the partial sale of our interest in Tandigm of $40 million and a loss from the sale of HCP Arizona of
$10 million, increased by approximately $45 million as compared to the first quarter of 2016, which included
goodwill impairment charges of $77 million and an estimated accrual for damages and liabilities associated with our
HCP Nevada hospice business of $16 million. Excluding these items from their respective quarters, adjusted HCP
operating income for the second quarter of 2016 would have increased by $8 million compared to the first quarter of
2016. The increase in adjusted HCP operating income was primarily attributable to our FFS revenues due to
acquisitions, an increase in commercial risk sharing revenue due to non-recurring commercial revenue adjustments
and an increase in senior capitated members due to non-acquired growth. These increases were partially offset by a
decrease in senior revenue due to the sale of HCP Arizona, a decrease in commercial and Medicaid revenues
associated with decreases in our commercial and Medicaid members to whom HCP provides healthcare services, as
well as higher labor costs and medical claims expenses due to acquisitions.

HCP’s operating results for the second quarter of 2016, which includes goodwill impairment charges of $176 million, a
gain related to the partial sale of our interest in Tandigm of $40 million and a loss from the sale of HCP Arizona of
$10 million, declined by approximately $174 million as compared to the second quarter of 2015. Excluding these

items from the second quarter of 2016,
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adjusted HCP operating income would have decreased by approximately $28 million from the second quarter of 2015.
The decrease in adjusted operating income was primarily attributable to a decrease in Medicare Advantage rates, an
increase in medical claims expense and an increase in corporate administrative support costs due to acquisitions and
growth initiatives, partially offset by an increase in FFS and senior capitated revenue due to acquisitions and
non-acquired growth, as well as an increase in commercial risk sharing revenue due to non-recurring commercial
revenue adjustments.

HCP’s operating results for the six months ended June 30, 2016, which includes goodwill impairment charges of $253
million, a gain related to the partial sale of our interest in Tandigm of $40 million and a loss from the sale of HCP
Arizona of $10 million, and an estimated accrual for damages and liabilities associated with our HCP Nevada hospice
business of $16 million, declined by approximately $292 million as compared to the same period in 2015. Excluding
these items from the six months ended June 30, 2016, adjusted HCP operating income would have decreased by
approximately $53 million from the same period in 2015. The decrease in adjusted operating income was primarily
attributable to a decrease in Medicare Advantage rates, an increase in medical claims expense, an increase in corporate
administrative support costs due to growth initiatives and acquisitions and an increase in depreciation and
amortization due to acquisitions, partially offset by an increase in FFS and senior capitated revenue due to
non-acquired growth and acquisitions.

Other—Ancillary services and strategic initiatives business

Our other operations include ancillary services and strategic initiatives which are primarily aligned with our core
business of providing dialysis services to our network of patients. As of June 30, 2016, these consisted primarily of
pharmacy services, disease management services, vascular access services, clinical research programs, physician
services, direct primary care and our international dialysis operations. The ancillary services and strategic initiatives
generated approximately $423 million of net revenues in the second quarter of 2016, representing approximately
11.4% of our consolidated net revenues. We currently expect to continue to invest in our ancillary services and
strategic initiatives, including our continued expansion into certain international markets as we work to develop
successful new business operations in the U.S. as well as outside the U.S. However, any significant change in market
conditions, business performance or the regulatory environment may impact the economic viability of any of these
strategic initiatives. Any unfavorable changes in these strategic initiatives could result in a write-off or an impairment
of some or all of our investments, including goodwill and could also result in significant termination costs if we were
to exit a certain line of business or one or more of our international markets.

As of June 30, 2016, we provided dialysis and administrative services to a total of 127 outpatient dialysis centers
located in 11 countries outside of the U.S. The total net revenues generated from our international operations are
provided below.

The following table reflects the results of operations for the ancillary services and strategic initiatives:

Six months
Three months ended ended
June March June June June
30, 31, 30, 30, 30,
2016 2016 2015 2016 2015
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U.S. revenues

Net patient service revenues
Other revenues

Capitated revenues

Total

International revenues

Net patient service revenues
Other revenues

Total

Total net revenues

Total operating losses
Reconciliation of non-GAAP:
Add: Goodwill impairment
Adjusted operating losses!)

(dollar amounts rounded to nearest
millions)

$7 $7 $6 $14  $11
341 317 276 658 526
24 21 18 45 36
372 345 300 717 573

50 44 33 94 63

1 2 1 3 3
51 46 34 97 66
$423 $391 $334 $814 $639
$(13) $(11 ) $(26) $(24) $(40)

— 4  — 4
$(13) $(11 ) $(22) $(24) $(36)

presentation enhances a user’s understanding of our normal operating income by excluding an item which we do not

believe is indicative of our ordinary results of operations. As a result, adjusting for this amount allows for a more

meaningful comparison to our prior period results.
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Net revenues

The ancillary services and strategic initiatives net revenues for the second quarter of 2016 increased by approximately
$32 million, or 8.2%, as compared to the first quarter of 2016. The increase is primarily attributable to an increase in
our pharmacy services volume due to an increase in pharmaceutical rates, dispensing volume, and an increase in other
pharmacy services revenue, as well as growth in our VillageHealth Special Needs Plan revenue.

The ancillary services and strategic initiatives net revenues for the second quarter of 2016 increased by approximately
$89 million, or 26.6%, as compared to the second quarter of 2015. The increase is primarily attributable to an increase
in our pharmacy services volume and pharmaceutical rates, an increase in our VillageHealth Special Needs Plan
revenue, and an increase in net revenues from our international expansion.

The ancillary services and strategic initiatives net revenues for the six months ended June 30, 2016 increased by
approximately $175 million, or 27.4%, as compared to the same period in 2015. The increase is primarily attributable
to an increase in our pharmacy services volume and pharmaceutical rates, an increase in our VillageHealth Special
Needs Plan revenue, and an increase in net revenues from our international expansion.

Operating expenses

Ancillary services and strategic initiatives operating expenses for the second quarter of 2016 increased by
approximately $34 million from the first quarter of 2016. The increase in operating expenses was primarily due to
increased pharmaceutical costs and other general and administrative expenses.

Ancillary services and strategic initiatives operating expenses for the second quarter of 2016 increased by
approximately $76 million as compared to the second quarter of 2015, which included a goodwill impairment charge
of $4 million related to our international operations. The increase in operating expenses was primarily due to an
increase in drug prescription dispensing volume and pharmaceutical costs related to our pharmacy business, as well as
higher labor costs and professional fees in our ancillary services and strategic initiatives, additional expenses
associated with our international dialysis expansion, and an increase in other general and administrative expenses.

Ancillary services and strategic initiatives operating expenses for the six months ended June 30, 2016 increased by
approximately $159 million as compared to the same period in 2015, which included a goodwill impairment charge of
$4 million related to our international operations. The increase in operating expenses was primarily due to an increase
in drug prescription dispensing volume and pharmaceutical costs related to our pharmacy business, as well as higher
labor costs and professional fees in our ancillary services and strategic initiatives, additional expenses associated with
our international dialysis expansion, and an increase in other general and administrative expenses.

Segment operating losses

Ancillary services and strategic initiatives operating losses for the second quarter of 2016 increased by approximately
$2 million from the first quarter of 2016. The increase in operating losses was caused primarily by increased costs in
our international operations, partially offset by an increase in pharmaceutical rates and volume.

Ancillary services and strategic initiatives operating losses for the second quarter of 2016 decreased by approximately
$13 million from the second quarter of 2015, which included a goodwill impairment charge of $4 million related to
our international operations. Excluding this item, the decrease in adjusted operating losses of $9 million was primarily
due to improved operating performance of our pharmacy business related to increased prescriptions dispensed and
pharmacy services rendered, partially offset by an increase in labor costs and additional expenses associated with our
international expansion.
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Ancillary services and strategic initiatives operating losses for the six months ended June 30, 2016 decreased by
approximately $16 million from the same period in 2015, which included a goodwill impairment charge of $4 million
related to our international operations. Excluding this item, the decrease in adjusted operating losses of $12 million
was primarily due to improved operating performance of our pharmacy business related to increased prescriptions
dispensed and pharmacy services rendered, partially offset by an increase in labor costs and additional expenses
associated with our international expansion.

Corporate-level charges
Debt expense. Debt expense was $103 million in the second quarter of 2016 and the first quarter of 2016, and was
$104 million in second quarter of 2015. Debt expense decreased $1 million in the second quarter of 2016 as compared

to the second quarter of 2015 primarily due to lower weighted average outstanding principal balances.
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For the six months ended June 30, 2016, debt expense of $206 million increased by approximately $4 million as
compared to the same period in 2015, primarily related to an increase in the weighted average outstanding principal
balances and higher amortization of deferred financing costs, partially offset by lower weighted average interest rates.

Corporate administrative support. Corporate administrative support consists primarily of labor, benefits and long-term
incentive compensation costs, and professional fees for departments which provide support to all of our various
operating lines of business. Corporate administrative support was approximately $5 million in the second quarter of
2016, $7 million in the first quarter of 2016 and $3 million in second quarter of 2015. These expenses are included in
our consolidated general and administrative expenses. The decrease in corporate administrative support in the second
quarter of 2016 as compared to the first quarter of 2016 was primarily due to a decrease in long-term incentive
compensation costs, offset by an increase in internal management fees paid by our ancillary lines of businesses related
to the licensing and rights to use intellectual property and other corporate administrative support services. The
increase in corporate administrative support in the second quarter of 2016 as compared to the second quarter of 2015
was primarily due to an increase in labor and benefits costs and professional fees offset by a decrease in long-term
incentive compensation.

Corporate support costs were approximately $12 million in the six months ended June 30, 2016 as compared to $10
million in the same period in 2015. The increase of approximately $2 million in corporate support costs is primarily
attributable to an increase in professional fees.

Other income. Other income was $3 million for the second and first quarters of 2016, and $2 million in the second
quarter of 2015, respectively. The increase in other income for the second quarter of 2016 as compared to the second
quarter of 2015 was primarily related to improved foreign exchange rates affecting certain accounts.

Noncontrolling interests

Net income attributable to noncontrolling interests was $41 million for the second quarter and first quarters of 2016
and $37 million for the second quarter of 2015. The increase in net income attributable to noncontrolling interest in
the second quarter and the first quarter of 2016 compared to the second quarter of 2015 was primarily due to an
increase in the overall number of joint ventures and an increase in profitability of certain joint ventures.

Accounts receivable

Our consolidated total accounts receivable balances at June 30, 2016 and March 31, 2016 were $1,875 million and
$1,855 million, respectively, which is net of the provision for uncollectible accounts. The increase is due to timing of
payments under risk share arrangements.

Outlook

These forward-looking measures and the underlying assumptions involve significant risks and uncertainties, including
those described below, and actual results may vary significantly from these current forward-looking measures. We do
not provide guidance for GAAP consolidated operating income or HCP operating income or a reconciliation of those
forward-looking non-GAAP financial measures to the most directly comparable GAAP financial measures on a
forward-looking basis because we are unable to predict certain items contained in the GAAP measures without
unreasonable efforts. These non-GAAP financial measures do not give effect to certain items, including goodwill
impairment charges, the gain on the partial sale of Tandigm, the loss on the sale of HCP Arizona, the estimated
accrual associated with the HCP Nevada hospice business, any accelerated amortization of HCP-related trade names
and any gain we may recognize associated with the formation of the Asia Pacific dialysis joint venture and the
expected deconsolidation. Please read the cautionary notice regarding forward-looking statements in Item 2 of Part 1
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of this Quarterly Report on Form 10-Q under the heading ‘“Management’s Discussion and Analysis of Financial
Condition and Results of Operations”. See page 33 for further details regarding our forward-looking statements.

We are updating our adjusted consolidated operating income guidance for 2016 to be in the range of $1.785 billion to
$1.875 billion.

Our previous consolidated adjusted operating income guidance for 2016 was in the range of $1.800 billion to $1.950
billion.

We are updating our operating income guidance for Kidney Care for 2016 to be in the range of $1.675 billion to
$1.725 billion.

Our previous operating income guidance for Kidney Care for 2016 was in the range of $1.625 billion to $1.725 billion

We are updating our adjusted operating income guidance for HCP for 2016 to be in the range of $110 million to
$150 million.

Our previous adjusted operating income guidance for HCP for 2016 was in the range of $175 million to $225 million.
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We are updating our consolidated operating cash flow for 2016 to be in the range of $1.600 billion to $1.750 billion.
Our previous consolidated operating cash flow for 2016 was in the range of $1.550 billion to $1.750 billion.
Liquidity and capital resources

Liquidity and capital resources. Cash flow from operations during the second quarter of 2016 was $517 million,
compared to $31 million during the second quarter of 2015. The increase in cash flows from operations in the second
quarter of 2016 was primarily due to the payments of approximately $494 million, or $304 million after-tax, made in
connection with the settlement of a private civil suit in the second quarter of 2015 and due to improvements in cash
collections and the timing of certain other working capital items. Non-operating cash outflows for the second quarter
of 2016 included capital asset expenditures of $185 million, including $104 million for new center developments and
relocations and $81 million for maintenance and information technology. In addition, we spent $68 million for
acquisitions. We paid distributions to noncontrolling interests of $44 million during the second quarter of 2016.
Non-operating cash outflows for the second quarter of 2015 included capital asset expenditures of $169 million,
including $98 million for new center developments and relocations and $71 million for maintenance and information
technology. In addition, we spent $4 million for acquisitions, we paid distributions to noncontrolling interests of $38
million and we repurchased 175,710 shares of our common stock for $14 million in that period.

Cash flow from operations during the six months ended June 30, 2016 was $946 million, compared to $442 million
during the same period in 2015. The increase in cash flows from operations in the six months ended June 30, 2016
was primarily due to the payments of approximately $494 million, or $304 million after-tax, made in connection with
the settlement of a private civil suit in the second quarter of 2015 and due to improvements in cash collections and the
timing of certain other working capital items. Non-operating cash outflows for the six months ended June 30, 2016
included capital asset expenditures of $359 million, including $204 million for new center developments and
relocations and $155 million for maintenance and information technology. In addition, we spent $473 million for
acquisitions, including the acquisition of TEC. We paid distributions to noncontrolling interests of $94 million and we
repurchased a total of 3,689,738 shares of our common stock for $249 million during the six months ended June 30,
2016. We also settled an additional $25 million related to repurchases in the fourth quarter of 2015. Non-operating
cash outflows for the same period in 2015 included capital asset expenditures of $291 million, including $171 million
for new center developments and relocations and $120 million for maintenance and information technology. In
addition, we spent $45 million for acquisitions, we paid distributions to noncontrolling interests of $79 million and we
repurchased 1,067,139 shares of our common stock for $84 million in that period.

On August 17, 2015, we entered into a definitive agreement to acquire Colorado-based Renal Ventures Limited, LLC
(Renal Ventures), including a 100 percent interest in all dialysis centers owned by Renal Ventures, for approximately
$415 million in cash, subject to, among other things, adjustments for certain items such as working capital. Renal
Ventures currently operates 36 dialysis clinics in six states serving approximately 2,400 patients and also operates
other ancillary businesses. The transaction is subject to approval by the Federal Trade Commission (FTC) including
Hart-Scott-Rodino antitrust clearance. We anticipate that we will be required by the FTC to divest a certain number of
outpatient dialysis centers as a condition of the transaction. We currently expect the transaction to close in 2016.

During the second quarter of 2016, our U.S. dialysis and related lab services business opened 15 dialysis centers,
acquired four dialysis centers, and closed and merged three dialysis centers. In addition, our international dialysis
operations acquired two dialysis centers and opened one dialysis center. During the second quarter of 2015, our U.S.
dialysis and related lab services business opened 13 dialysis centers and our international dialysis operations acquired
one dialysis center and opened two dialysis centers.
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During the six months ended June 30, 2016, our U.S. dialysis and related lab services business opened 45 dialysis
centers, acquired four dialysis centers, and closed and merged seven dialysis centers. In addition, our international
dialysis operations acquired three dialysis centers and opened six dialysis centers. During the six months ended June
30, 2015, our U.S. dialysis and related lab services business acquired one dialysis center, opened 31 dialysis centers
and closed two dialysis centers. In addition, our international dialysis operations opened four dialysis centers and
acquired one dialysis center.

During the second quarter of 2016, our HCP business acquired two primary care physician practices. During the six
months ended June 30, 2016, our HCP business acquired one private medical practice, and three primary care
physician practices, including the purchase of TEC. During the second quarter of 2015, our HCP business acquired
one private medical practice. During the six months ended June 30 2015, our HCP business acquired six private
medical practices, a family practice and a medical consulting organization.

During the first six months of 2016, we made mandatory principal payments under our Senior Secured Credit
Facilities totaling $25.0 million on the Term Loan A and $17.5 million on the Term Loan B.
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Share repurchases

During the first six months of 2016, we repurchased a total of 3,689,738 shares of our common stock for $249 million,
or an average price of $67.61 per share.

On July 13, 2016, our Board of Directors approved an additional share repurchase authorization in the amount of
$1,241 million. This recently approved share repurchase is in addition to the $259 million remaining at that time under
our Board of Directors’ prior share repurchase authorization announced in April 2015. As a result, we have a total of
$1.5 billion available under the current Board authorizations for additional repurchases as of August 8%, 2016. These
share repurchase authorizations have no expiration dates. However, we are subject to share repurchase limitations
under the terms of our Senior Secured Credit Facilities and the indentures governing our Senior Notes.

Swap and cap agreements

As of June 30, 2016, we maintain several interest rate swap agreements that were entered into in March 2013 with
amortizing notional amounts totaling $688.8 million. These agreements have the economic effect of modifying the
LIBOR variable component of our interest rate on an equivalent amount of our Term Loan A to fixed rates ranging
from 0.49% to 0.52%, resulting in an overall weighted average effective interest rate of 2.51%, including the Term
Loan A margin of 2.00%. The overall weighted average effective interest rate also includes the effects of $211.3
million of unhedged Term Loan A debt that bears interest at LIBOR plus an interest rate margin of 2.00%. The swap
agreements expire on September 30, 2016 and require monthly interest payments. During the six months ended June
30, 2016, we recognized debt expense of $0.3 million from these swaps. As of June 30, 2016, the total fair value of
these swap agreements was a net liability of approximately $70 thousand. During the six months ended June 30, 2016,
we recorded a loss of $0.9 million in other comprehensive income due to a decrease in the unrealized fair value of
these swap agreements. We estimate that approximately $70 thousand of existing unrealized pre-tax losses in other
comprehensive income at June 30, 2016 will be reclassified into income over the next three months.

We also maintain several forward interest rate cap agreements that were entered into in October 2015 with notional
amounts totaling $3.5 billion. These forward cap agreements will be effective June 29, 2018 and will have the
economic effect of capping the LIBOR variable component of our interest rate at a maximum of 3.50% on an
equivalent amount of our debt. These cap agreements expire on June 30, 2020. As of June 30, 2016, the total fair
value of these cap agreements was an asset of approximately $2.7 million. During the six months ended June 30,

2016, we recorded a loss of $11.1 million in other comprehensive income due to a decrease in the unrealized fair value
of these cap agreements.

As of June 30, 2016, we maintain several forward interest rate cap agreements that were entered into in November
2014 with notional amounts totaling $3.5 billion. These forward cap agreements will be effective September 30, 2016
and will have the economic effect of capping the LIBOR variable component of our interest rate at a maximum of
3.50% on an equivalent amount of our debt. The cap agreements expire on June 30, 2018. As of June 30, 2016, the
total fair value of these cap agreements was an asset of approximately $55 thousand. During the six months ended
June 30, 2016, we recorded a loss of $1.3 million in other comprehensive income due to a decrease in the unrealized
fair value of these cap agreements.

As of June 30, 2016, we maintain several interest rate cap agreements that were entered into in March 2013 with
notional amounts totaling $2.7 billion on our Term Loan B debt. These agreements have the economic effect of
capping the LIBOR variable component of our interest rate at a maximum of 2.50% on an equivalent amount of our
Term Loan B. During the six months ended June 30, 2016, we recognized debt expense of $1.2 million from these
caps. The cap agreements expire on September 30, 2016. As of June 30, 2016, the total fair value of these cap
agreements was immaterial.
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Other items

As of June 30, 2016, the interest rate on our Term Loan B debt is effectively fixed subject to an embedded LIBOR
floor which is higher than actual LIBOR as of such date and the Term Loan B is also subject to interest rate caps, if
LIBOR should rise above 2.50%. Interest rates on our senior notes are fixed by their terms. The LIBOR variable
component of our interest rate on the majority of our Term Loan A is economically fixed as a result of interest rate
swaps.

As a result of embedded LIBOR floors on the Term Loan B debt agreement and the swap and cap agreements, our
overall weighted average effective interest rate on the Senior Secured Credit Facilities was 3.52%, based on the
current margins in effect of 2.00% for the Term Loan A and 2.75% for the Term Loan B, as of June 30, 2016.

Our overall weighted average effective interest rate during the quarter ended June 30, 2016 was 4.42% and as of June

30, 2016 was 4.43%.
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As of June 30, 2016, we had undrawn revolving credit facilities totaling $1.0 billion of which approximately $91.1
million was committed for outstanding letters of credit. In addition, we have approximately $1.3 million of committed
letters of credit outstanding related to HCP, which is backed by a certificate of deposit.

We believe that we will have sufficient liquidity and will generate significant operating cash flows to fund our
scheduled debt service and other obligations for the foreseeable future, including the next 12 months, under the terms
of our debt agreements. Our primary sources of liquidity are cash from operations and cash from borrowings.

Goodwill

Based on continuing developments at our HCP reporting units during the second quarter of 2016, including the
Medicare Advantage final benchmark rates for 2017 announced on April 4, 2016, further changes in our expectations
concerning future government reimbursement rates and our expected ability to mitigate them, as well as medical cost
and utilization trends, underperformance of certain at-risk units in recent quarters and other market conditions, we
performed additional impairment assessments for certain at-risk HCP reporting units during the quarter ended June 30,
2016.

As a result of these second quarter assessments, we recognized additional goodwill impairment charges of $79 million
for our HCP Nevada reporting unit and $97 million for our HCP Florida reporting unit during the quarter ended June
30, 2016 for a total of $253 million in goodwill impairment charges for our HCP reporting units during the six months
ended June 30, 2016.

Our HCP Nevada, HCP Florida, HCP Colorado Springs and Kidney Care Malaysia reporting units remain at risk of
goodwill impairment. As of June 30, 2016, these reporting units have goodwill amounts of $262.7 million, $442.8
million, $16.9 million, and $13.7 million, respectively. As of June 30, 2016, the latest estimated fair values of the
HCP Nevada, HCP Florida, HCP Colorado Springs and Kidney Care Malaysia reporting units (fell short of) exceeded
their total carrying amounts by approximately (25.6)%, (15.0)%, 13.0% and 10.2%, respectively.

For our at-risk HCP reporting units, further reductions in reimbursement rates, increases in medical cost or utilization
trends, or other significant adverse changes in expected future cash flows or valuation assumptions could result in
further goodwill impairment charges in the future. For example, a sustained, long-term reduction of 3% in operating
income for HCP Nevada or HCP Florida could reduce their estimated fair values by up to 2.2% and 1.6%,
respectively. Separately, an increase in their respective discount rates of 100 basis points could reduce the estimated
fair values of HCP Nevada and HCP Florida by up to 4.8% and 4.5%, respectively.

Except as described above, none of our various other reporting units was considered at risk of goodwill impairment as
of June 30, 2016. Since the dates of our last annual goodwill impairment tests, there have been certain developments,
events, changes in operating performance and other changes in key circumstances that have affected our businesses.
However, except as further described above, these did not cause management to believe it is more likely than not that
the fair value of any of its reporting units would be less than its carrying amount.

Long-term incentive compensation

Long-term incentive program (LTIP) compensation includes both stock-based awards (principally stock-settled stock
appreciation rights, restricted stock units and performance stock units) as well as long-term performance-based cash
awards. Long-term incentive compensation expense, which was primarily general and administrative in nature, was
attributed to our U.S. dialysis and related lab services business, our HCP business, corporate administrative support,
and the ancillary services and strategic initiatives.
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Our stock-based compensation awards are measured at their estimated fair values on the date of grant if settled in
shares or at their estimated fair values at the end of each reporting period if settled in cash. The value of stock-based
awards so measured is recognized as compensation expense on a cumulative straight-line basis over the vesting terms
of the awards, adjusted for expected forfeitures.

During the six months ended June 30, 2016, we granted 1,074,965 stock-settled stock appreciation rights with an
aggregate grant-date fair value of $15.0 million and a weighted-average expected life of approximately 4.2 years and
also granted 220,204 stock units with an aggregate grant-date fair value of $16.6 million and a weighted-average
expected life of approximately 3.4 years.

Long-term incentive compensation costs of $25.9 million in the second quarter of 2016 increased by approximately
$1.2 million as compared to the first quarter of 2016 primarily due to a cumulative revaluation of liability-based
awards in the second quarter of 2016 for changes in estimated ultimate payouts partially offset by the final vesting of a
prior broad grant that is no longer contributing expense.

Long-term incentive compensation costs decreased by approximately $10.3 million as compared to the second quarter
of 2015 primarily due to the cumulative revaluation of liability-based awards in the second quarter of 2015 for

changes in estimated ultimate
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payouts that exceeded the ones recorded in the second quarter of 2016 as well as the final vesting of a prior broad
grant that is no longer contributing expense.

As of June 30, 2016, there was $139.5 million of total estimated unrecognized compensation costs for outstanding
LTIP awards, including $70.8 million related to stock-based compensation arrangements under our equity
compensation and stock purchase plans. We expect to recognize the performance-based cash component of these LTIP
costs over a weighted-average remaining period of 1.1 years and the stock-based component of these LTIP costs over
a weighted average remaining period of 1.4 years.

Off-balance sheet arrangements and aggregate contractual obligations

In addition to the debt obligations reflected on our balance sheet, we have commitments associated with operating
leases and letters of credit, as well as potential obligations associated with our equity investments in nonconsolidated
businesses and to dialysis centers that are wholly-owned by third parties. Substantially all of our U.S. dialysis
facilities are leased. We have potential obligations to purchase the noncontrolling interests held by third parties in
several of our majority-owned joint ventures, non-owned and minority-owned entities. These obligations are in the
form of put provisions and are exercisable at the third-party owners’ discretion within specified periods as outlined in
each specific put provision. If these put provisions were exercised, 