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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements, which include, but are not limited to the
Company's expected future financial position, results of operations, cash flows, financing plans, business strategy,
budgets, capital expenditures, competitive positions, growth opportunities and plans and objectives of management.
Forward-looking statements can often be identified by words such as “anticipates,” “expects,” “intends,” “plans,” “predicts,”
“believes,” “seeks,” “estimates,” “may,” “will,” “should,” “would,” “could,” “potential,” “continue,” “ongoing,” similar expressions, and
variations or negatives of these words. These statements are not guarantees of future performance and are subject to
risks, uncertainties and assumptions that are difficult to predict. Therefore, our actual results could differ materially
and adversely from those expressed in any forward-looking statements as a result of various factors, some of which
are listed under the section “Risk Factors” in Part I, Item 1A of this Annual Report on Form 10-K. Accordingly, you
should not rely upon forward-looking statements as predictions of future events. These forward-looking statements
speak only as of the date of this Report, and are based on our current expectations, estimates and projections about our
industry and business, management's beliefs, and certain assumptions made by us, all of which are subject to change.
We undertake no obligation to revise or update publicly any forward-looking statement for any reason, except as
otherwise required by law. As used in this Annual Report on Form 10-K, the words, “we,” “our” and “us” refer to The
Ensign Group, Inc. and its consolidated subsidiaries. All of our facilities, operations, the Service Center and our
wholly-owned captive insurance subsidiary (the Captive) are operated by separate, wholly-owned, independent
subsidiaries that have their own management, employees and assets. The use of “we”, “us”, “our” and similar verbiage in
this annual report is not meant to imply that any of our facilities, business operations, the Service Center or the
Captive are operated by the same entity.

The Ensign Group, Inc. is a holding company with no direct operating assets, employees or revenues. All of our
facilities are operated by separate, wholly-owned, independent subsidiaries, each of which have their own
management, employees and assets. In addition, one of our wholly-owned independent subsidiaries, referred to as the
Service Center, provides centralized accounting, payroll, human resources, information technology, legal, risk
management and other centralized services to the other operating subsidiaries through contractual relationships with
such subsidiaries. In addition, we have the Captive that provides some claims-made coverage to our operating
subsidiaries for general and professional liability, as well as for certain workers' compensation insurance liabilities.

Like our facilities, the Service Center and Captive are operated by separate, wholly-owned, independent subsidiaries
that have their own management, employees and assets. Reference herein to the consolidated “Company” and “its” assets
and activities, as well as the use of the terms “we,” “us,” “our” and similar verbiage in this annual report is not meant to
imply that The Ensign Group, Inc. has direct operating assets, employees or revenue, or that any of the facilities, the
Service Center or the Captive are operated by the same entity. We were incorporated in 1999 in Delaware. Our
corporate address is 27101 Puerta Real, Suite 450, Mission Viejo, CA 92691, and our telephone number is
(949) 487-9500. Our corporate website is located at www.ensigngroup.net. The information contained in, or that can
be accessed through, our website does not constitute a part of this annual report.

EnsignTM is our United States trademark. All other trademarks and trade names appearing in this annual report are the
property of their respective owners.
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PART I.

Item 1.    Business

Overview

We are a provider of skilled nursing and rehabilitative care services through the operation of 85 facilities located in
California, Arizona, Texas, Washington, Utah, Colorado and Idaho. All of these facilities are skilled nursing facilities,
other than four stand-alone assisted living facilities in Arizona, Texas and Colorado and seven campuses that offer
both skilled nursing and assisted living, independent living, or hospice care services in California, Arizona, Utah and
Texas. Our facilities provide a broad spectrum of skilled nursing and assisted living services, physical, occupational
and speech therapies, and other rehabilitative and healthcare services, for both long-term residents and short-stay
rehabilitation patients. We encourage and empower our facility leaders and staff to make their facility the “facility of
choice” in the community it serves. This means that our facility leaders and staff are generally free to discern and
address the unique needs and priorities of healthcare professionals, customers and other stakeholders in the local
community or market, and then work to create a superior service offering and reputation for that particular community
or market to encourage prospective customers and referral sources to choose or recommend the facility. As of
December 31, 2010, we operated 82 facilities, of which we owned 52 and operated an additional 30 facilities under
long-term lease arrangements, and had options to purchase eight of those 30 facilities.

Our organizational structure is centered upon local leadership. We believe our organizational structure, which
empowers leaders and staff at the facility level, is unique within the skilled nursing industry. Each of our facilities is
led by highly dedicated individuals who are responsible for key operational decisions at their facilities. Facility leaders
and staff are trained and motivated to pursue superior clinical outcomes, high patient and family satisfaction,
operating efficiencies and financial performance at their facilities. In addition, our facility leaders are enabled and
motivated to share real-time operating data and otherwise benchmark clinical and operational performance against
their peers in other facilities in order to improve clinical care, maximize patient satisfaction and augment operational
efficiencies, promoting the sharing of best practices.

We view skilled nursing primarily as a local business, influenced by personal relationships and community reputation.
We believe our success is largely dependent upon our ability to build strong relationships with key stakeholders from
the local healthcare community, based upon a solid foundation of reliably superior care. Accordingly, our brand
strategy is focused on encouraging the leaders and staff of each facility to focus on clinical excellence, and promote
their facility independently within their local community.

Much of our historical growth can be attributed to our expertise in acquiring under-performing facilities and
transforming them into market leaders in clinical quality, staff competency, employee loyalty and financial
performance. We plan to continue to grow our revenue and earnings by:

•    continuing to grow our talent base and develop future leaders;

•    increasing the overall percentage or “mix” of higher-acuity residents;
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•    focusing on organic growth and internal operating efficiencies;

•    continuing to acquire additional facilities in existing and new markets; and

•    expanding and renovating our existing facilities, and potentially constructing new facilities.

Company History

Our company was formed in 1999 with the goal of establishing a new level of quality care within the skilled nursing
industry. The name “Ensign” is synonymous with a “flag” or a “standard,” and refers to our goal of setting the standard by
which all others are measured. We believe that through our efforts and leadership, we can foster a new level of patient
care and professional competence at our facilities, and set a new industry standard for quality skilled nursing and
rehabilitative care services.

We have an established track record of successful acquisitions. Many of our earliest acquisitions were completed at a
time when the skilled nursing industry was undergoing a major restructuring. From 2001 to 2003, we acquired a
number of underperforming facilities, as several long-term care providers disposed of troubled facilities from their
portfolios. We then
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applied our core operating expertise to turn these facilities around, both clinically and financially. In 2004 and 2005,
we focused on the integration and improvement of our existing operations while limiting our acquisitions to
strategically situated properties, acquiring five facilities over that period.

We organized our facilities into five portfolio companies in 2006 and introduced a sixth portfolio company in 2008,
which we believe has enabled us to attract additional qualified leadership talent, and to identify, acquire, and improve
facilities at a generally faster rate. With the introduction in early 2006 of the portfolio companies and our New Market
CEO program, described below, our acquisition activity accelerated, allowing us to add 15 facilities between
January 1, 2006 and July 31, 2007. We then effectively suspended our acquisition program while we effected our
initial public offering, which was completed in November 2007. From January 1, 2008 through December 31, 2009,
we acquired seventeen facilities which added 1,976 operational beds to our operations. During 2010 we acquired four
skilled nursing facilities, one assisted living facility and one home health and hospice operation, which added 650
operational beds to our operations. The following table summarizes our growth from our formation in 1999 through
December 31, 2010:

Cumulative Facility Growth

December 31,
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Cumulative number
of facilities 5 13 19 24 41 43 46 57 61 63 77 82

Cumulative number
of operational skilled
nursing, assisted
living and
independent living
beds

665 1,571 2,155 2,751 4,959 5,213 5,585 6,667 7,105 7,324 8,948 9,539

Each of our portfolio companies has its own president. These presidents, who are experienced and proven leaders that
are generally taken from the ranks of facility CEOs, serve as leadership resources within their own portfolio
companies, and have the primary responsibility for recruiting qualified talent, finding potential acquisition targets, and
identifying other internal and external growth opportunities. We believe this reorganization has improved the quality
of our recruiting and will continue to facilitate successful acquisitions.

New Market CEO and New Ventures Programs.  In order to broaden our reach to new markets, and in an effort to
provide existing leaders in our company with the entrepreneurial opportunity and challenge of entering a new market
and starting a new business, we established our New Market CEO program in 2006. Supported by our Service Center
and other resources, a New Market CEO evaluates a target market, develops a comprehensive business plan, and
relocates to the target market to find talent and connect with other providers, regulators and the healthcare community
in that market, with the goal of ultimately acquiring facilities and establishing an operating platform for future growth.
In addition, this program was expanded to broaden our reach to other lines of business closely related to the skilled
nursing industry through our New Ventures program. The New Ventures program encourages facility CEOs to
evaluate new lines of business with the goal of establishing an operating platform in new markets. During the year
ended December 31, 2010, we acquired a home health and hospice operation in Idaho through the New Ventures
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program as a platform to enter the industry.

We believe that this program will not only continue to drive growth, but will also provide a valuable training ground
for our next generation of leaders, who will have experienced the challenges of growing and operating a new business.

Recent Developments

On November 1, 2010, we purchased an assisted living facility in Colorado for approximately $2.4 million, which was
paid in cash. This acquisition added 215 assisted living beds to our operational bed count. We also entered into a
separate operations transfer agreement with the prior owner as part of this transaction.

On December 31, 2010, four of our real estate holding subsidiaries executed a promissory note with RBS Asset
Finance, Inc. (RBS) as Lender for an aggregate of $35.0 million (RBS Loan). The RBS Loan bears interest at a fixed
rate of 6.04%. Amounts borrowed under the Loan may be prepaid starting after the second anniversary of the note
subject to certain prepayment fees. The term of the RBS Loan is for seven years, with monthly principal and interest
payments commencing on February 1, 2011 and the balance due on January 1, 2018. As of December 31, 2010, our
subsidiaries had $35.0 million outstanding on the RBS Loan.
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On January 1, 2011, we purchased one skilled nursing facility which also offers assisted living and independent living
services and one independent living facility in Texas for approximately $14.6 million, which was paid in cash. These
acquisitions added 123 operational skilled nursing beds, 77 assisted living units, 72 independent living units and 20
independent living cottages to our operations. We also entered into a separate operations transfer agreement with the
prior tenant as part of this transaction.

On February 1, 2011, we purchased one skilled nursing facility in Utah, which also has the capacity to provide
assisted living and independent living services, for approximately $16.6 million, which was paid in cash. This
acquisition added 221 operational skilled nursing beds, 48 operational assisted living units and 60 independent living
apartments to our operations. We also entered into a separate operations transfer agreement with the prior tenant as
part of this transaction.

Recent Acquisition History and Growth.  Since January 1, 2010, we added an aggregate of four skilled nursing
facilities, one assisted living facility and two skilled nursing facilities which also provide assisted living and
independent living services located in each of Utah, Idaho, Colorado and Texas that we had not operated previously.
These facilities contributed 1,271 operational beds, respectively, to our operations, increasing our total capacity by
approximately 14%. In addition, we acquired one home health and hospice operation in Idaho which did not add
operational beds, however, added approximately $5.5 million in revenue to our operations.

The following table sets forth the location and number of licensed and independent living beds located at our facilities
as of December 31, 2010:

CA AZ TX UT CO WA ID
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