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If you did not receive shares of The Pennant Group, Inc. ("Pennant") common stock on October 
1, 2019, none of the information on this form or its statements applies to you. The information 
contained herein has been prepared by The Ensign Group, Inc. ("Ensign") for general 
information purposes and pursuant to the requirements of Section 6045B of the Internal 
Revenue Code of 1986, as amended. Stockholders are encouraged to read the preliminary 
information statement included as Exhibit 99.1 to Pennant's Registration Statement on Form 
10 (File No. 001-38900) filed with the U.S. Securities and Exchange Commission and 
accessible at www.sec.gov, which more fully describes this transaction. In particular, 
stockholders are urged to read the Section entitled "Material U.S. Federal Income Tax 
Consequences of the Spin-Off" beginning on page 74 of that document. 

 

Part I, Items 9, 10, and 12, Information on securities involved in the organizational 
action 

Issuer’s Name 
Classification and Description 
CUSIP Number 
Ticker Symbol 

The Ensign Group, Inc. 
Common Stock 
29358P101 
ENSG (NASDAQ) 

The Pennant Group, Inc. 
Common Stock  
70805E109 
PNTG (NASDAQ) 

 

Part II, Item 14, Describe the organizational action and, if applicable, the date of the action 
or the date against which shareholders’ ownership is measured for the action 

At 12:01 AM Eastern Daylight Time on October 1, 2019, Ensign separated its (i) home health 
and hospice agencies and substantially all of its senior living businesses and its (ii) post-acute 
service providers, including skilled nursing, senior living and other ancillary operations into 
two separate and independent publicly traded companies through the distribution of shares of 
common stock of Pennant to Ensign stockholders (the "Spin-Off'). Ensign carried out the 
Spin-Off by distributing substantially all of the outstanding shares of Pennant common stock 
to Ensign stockholders on a pro rata basis. As a result, Ensign stockholders received one share 
of Pennant common stock for every two shares of Ensign common stock held at the close of 
business on September 20, 2019, the record date for the Spin-Off. Ensign distributed the shares 
of Pennant common stock, and shares of Ensign and Pennant began trading on a "regular-way" 
market, on October 1, 2019.  

Part II, Item 15, Describe the quantitative effect of the organizational action on the basis of 
the security in the hands of a U.S. taxpayer as an adjustment per share or as a percentage of 
old basis 
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This discussion is limited to holders of shares of Ensign common stock that are U.S. Holders, as 
defined immediately below. For purposes of this summary, a U.S. Holder is a beneficial owner of 
Ensign common stock that is, for U.S. Federal income tax purposes: 

 an individual who is a citizen or a resident of the U.S.; 
 a corporation, or other entity taxable as a corporation for U.S. Federal income tax purposes, 

created or organized under the laws of the U.S. or any state thereof or the District of 
Columbia; 

 an estate, the income of which is subject to U.S. Federal income taxation regardless of its 
source; or 

 a trust, if (1) a court within the U.S. is able to exercise primary jurisdiction over its 
administration and one or more U.S. persons have the authority to control all of its 
substantial decisions, or (2) in the case of a trust that was treated as a domestic trust under 
the law in effect before 1997, a valid election is in place under applicable Treasury 
Regulations. 

Under U.S. Federal income tax principles, the receipt by Ensign stockholders of cash in lieu of a 
fractional share of Ensign is treated as if the fractional share had been distributed to the Ensign 
stockholder in the distribution and then been disposed of by such stockholder for the amount of 
such cash. The aggregate tax basis of the shares of Ensign common stock, including any fractional 
share deemed received, and the shares of Pennant common stock in the hands of each Ensign 
stockholder immediately after the Spin-Off is the same as the aggregate tax basis of the shares of 
Ensign common stock held by such holder immediately before the Spin-Off, allocated between the 
shares of Ensign common stock, including any fractional share deemed received, and the shares of 
Pennant common stock in proportion to their relative fair market values immediately following 
the Spin-Off. 

Please see the discussion for Item 16 below for various possible approaches for determining fair 
market value. Based on one possible approach, the average of the high and low prices of Ensign 
common stock and Pennant common stock on October 2, 2019, 83.72% of an Ensign stockholder's 
tax basis in shares of Ensign common stock immediately before the Spin-Off would be allocated 
to the shares of Ensign common stock held immediately after the Spin-Off (including any 
fractional share of Ensign common stock deemed received) and 16.28% would be allocated to the 
Pennant common shares received as a result of the Spin-Off. Stockholders that acquired Ensign 
common stock at different times or different prices need to calculate their tax basis in each block 
of stock and then allocate a portion of that tax basis to the specific Pennant common stock received 
with respect to such shares.  

Part II, Item 16, Describe the calculation of the change in basis and the data that supports 
the calculation, such as the market values of securities and the valuation dates 
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Fair market value generally is the price at which property would change hands between a willing 
buyer and a willing seller, neither being under any compulsion to buy or to sell and both having 
reasonable knowledge of the facts. U.S. Federal income tax law does not specifically prescribe 
how a stockholder should determine the fair market values of the Ensign common stock and the 
Pennant common stock for purposes of allocating the stockholder’s tax basis. Possible approaches 
to determining the relative fair market values include, without limitation, using: (i) the average of 
the high and low trading prices of the stocks on the first day following the effective date of the 
Spin-Off; (ii) the opening trading prices on the first day following the effective date of the Spin-
Off; or (iii) the closing trading prices on the first day following the effective date of the Spin-Off. 

The example below of a possible approach to allocating tax basis between the shares of Ensign 
and Pennant common stock uses the average of the high and low trading prices of Ensign common 
stock and Pennant common stock on the NASDAQ stock exchange on October 2, 2019, the first 
day following the effective date of the Spin-Off, to determine the relative fair market value of each 
share of stock. 
 

 

High Low Average
Converted 
Average (1)

Relative 
Value

Ensign 41.95$  40.00$  40.98$     40.98$     83.72%
Pennant 17.88$  14.00$  15.94$     7.97$       16.28%
Total 48.95$     100.00%  

(1) Converted for two for one stock split. One share of Pennant common stock for every 
 two shares of Ensign common stock held by such stockholder on the record date. 
 
Based on the assumptions below, an Ensign stockholder would allocate tax basis in the Ensign 
shares owned immediately prior to the Spin-Off between the shares of Ensign common stock and 
Pennant common stock owned after the Spin-Off as follows: 
 
Assumptions: 
  Shares of Ensign common stock owned prior to the Spin-Off  100 
  Stockholder’s tax basis in those 100 Ensign shares     $4,000.00 
  Shares of Pennant common stock received in the Spin-Off                50 
  Tax basis allocation between the shares owned after the Spin-Off: 

 

Shares 
Owned Pre 

Spin-Off
Stock 
Split

Shares 
Owned Post 

Spin-Off
Relative 

Value 

Allocated 
Total Tax 
Basis (2)

Tax Basis 
Per Share

Ensign 100 1 100 83.72% 3,348.66$ 33.49$    
Pennant 0 2 50 16.28% 651.34$    13.03$    
Total 100          150             100.00% 4,000.00$  

(2) Ensign allocated tax basis is $3,348.66 ($4,000*83.72%).  
    Pennant allocated tax basis is $651.34($4,000*16.28%).  
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Part II, Item 17, List the applicable Internal Revenue Code section(s) and subsection(s) upon 
which the tax treatment is based 
 
For U.S. Federal income tax purposes, the Spin-Off is a tax free reorganization under Section 
368(a)(1)(D).  Tax basis in Ensign common stock owned prior to the Spin-Off is allocated between 
Ensign common stock and Pennant common stock under Sections 358(a)(1), 358(b) and 358(c). 
Pursuant to Section 355(a), no gain or loss will be recognized by Ensign stockholders as a result 
of the distribution. 

Under Sections 1001 and 1221, in general, the receipt by Ensign stockholders of cash in lieu of a 
fractional share of Ensign is treated as if the fractional share had been distributed to the Ensign 
stockholder in the distribution and then been disposed of by such stockholder (in a sale or 
exchange) for the amount of such cash. 

Under Section 1223(1), a stockholder’s holding period of Pennant stock received in the Spin-Off 
includes the holding period of the Ensign stock with respect to which the Spin-Off of the Pennant 
stock was made as long as the Ensign stock was a capital asset in the hands of the stockholder at 
the time of the Spin-Off. 

Ensign has received an opinion of counsel, which provides substantially to the effect that, on the 
basis of certain facts presented and representations and assumptions set forth in the officers’ 
certificates presented to Ensign’s counsel in connection with such opinion, the Spin-Off will 
qualify as tax-free under Sections 368(a)(1)(D) and 355 of the Code. The opinion also provides 
that the sum of the tax basis of all of the Ensign common stock, including any fractional share 
deemed received, and the tax basis of all of the Pennant common stock owned after the Spin-Off 
will be the same as the tax basis of the Ensign common stock with respect to which the Spin-Off 
is made immediately before the Spin-Off, allocated in the manner described in Section 358(b)(2) 
of the Code and Treasury Regulation Section 1.358-2. 
 
Part II, Item 18, Can any resulting loss be recognized? 
 
A holder of Ensign common stock who receives cash in lieu of a fractional share of Pennant 
common stock in the Spin-Off can recognize capital loss measured by the difference between the 
tax basis of the fractional share deemed to be received, as determined above, and the amount of 
cash received. Otherwise, no loss will be recognized by Ensign stockholders upon their receipt of 
Pennant stock.  

Part II, Item 19, Provide any other information necessary to implement the adjustment, such 
as the reportable tax year 
 
The Spin-Off was effective on October 1, 2019.  For a shareholder with a calendar tax year, the 
reportable tax year is 2019. 
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Notice of additional statement required for significant distributees: 

Certain Ensign stockholders (i.e. those stockholders who, immediately before the Spin-Off, owned 
5% or more of Ensign common stock) who received Pennant common stock in the distribution are 
required to include a statement related to the distribution in their U.S. Federal income tax return 
for the year in which the distribution occurs. Any stockholder in this position should consult their 
tax advisor regarding the statement that is required pursuant to Treasury Regulation Section 1.355-
5(b). 

General Statements Regarding the Tax Consequences of This Transaction 

STOCKHOLDERS ARE URGED TO CONSULT WITH THEIR TAX ADVISORS AS TO 
THE SPECIFIC U.S. FEDERAL, STATE AND LOCAL, AND NON-U.S. TAX 
CONSEQUENCES OF THE SPIN-OFF IN LIGHT OF THEIR PARTICULAR 
CIRCUMSTANCES AND THE EFFECT OF POSSIBLE CHANGES IN LAW THAT 
MIGHT AFFECT THE TAX CONSEQUENCES DESCRIBED ON THIS FORM AND ITS 
STATEMENTS.  

This form and its statements do not discuss all tax considerations that may be relevant to 
stockholders in light of their particular circumstances, nor do they address the consequences to 
stockholders subject to special treatment under the U.S. Federal income tax laws, such as: 

 persons acting as nominees or otherwise not as beneficial owners; 
 dealers or traders in securities or currencies; 
 broker-dealers; 
 traders in securities that elect to use the mark-to-market method of accounting; 
 tax-exempt entities; 
 cooperatives; 
 banks, trusts, financial institutions or insurance companies; 
 persons who acquired shares of Ensign common stock pursuant to the exercise of employee 

stock options or otherwise as compensation; 
 stockholders who own, or are deemed to own, at least 10% or more, by voting power or 

value, of The Ensign Group, Inc. equity; 
 holders owning Ensign common stock as part of a position in a straddle or as part of a 

hedging, conversion, constructive sale, synthetic security, integrated investment, or other risk 
reduction transaction for U.S. federal income tax purposes; 

 regulated investment companies; 
 real estate investment trusts; 
 former citizens or former long-term residents of the United States or entities subject to 

Section 7874 of the Code; 
 holders who are subject to the alternative minimum tax; 
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 pass-through entities (such as entities treated as partnerships for U.S. federal income tax 
purposes); or 

 persons that own Ensign common stock through partnerships or other pass-through entities, 
including any persons subject to Section 1061 of the Code. 

 
This form and its statements do not address the U.S. Federal income tax consequences to Ensign 
stockholders who do not hold shares of Ensign common stock as a capital asset. Moreover, this 
form and its statements do not address any state, local, or foreign tax consequences or any estate, 
gift or other non-income tax consequences of this organizational action. 

If a partnership (or any other entity treated as a partnership for U.S. Federal income tax purposes) 
holds shares of Ensign common stock, the tax treatment of a partner in that partnership will 
generally depend on the status of the partner and the activities of the partnership. Such a partner 
or partnership is urged to consult its tax advisor as to the tax consequences of the Spin-Off. 

Please note that some brokerage houses may not use the information provided on this form and its 
statements, and this information is only provided as an example of one potential method for 
allocating tax basis between shares of Ensign and Pennant common stock. 

WE URGE YOU TO CONSULT WITH YOUR TAX ADVISOR AS TO THE SPECIFIC 
U.S. FEDERAL, STATE AND LOCAL, AND NON-U.S. TAX CONSEQUENCES OF THE 
SPIN-OFF IN LIGHT OF YOUR PARTICULAR CIRCUMSTANCES. 

To ensure compliance with the requirements imposed by the United States Treasury and the 
IRS, please be informed that any tax advice included in this communication is not intended 
or written to be used, and it cannot be used, for the purpose of avoiding any penalties that 
may be imposed on the user of this information by any governmental taxing authority or 
agency.  


