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Item 1.01 Entry into a Material Definitive Agreement.

On November 22, 2005, upon the recommendation of the Compensation Committee, the Board of Directors of Rotech Healthcare Inc.
(the “Company”) approved the acceleration of the vesting of all previously unvested stock options granted under the Rotech
Healthcare Inc. Common Stock Option Plan (the “Plan”), effective November 22, 2005, representing options exercisable for a total of
1,148,187 shares of the Company’s common stock, including a total of 436,309 shares of common stock underlying options held by
the Company’s executive officers. The acceleration of the vesting schedule of the Company’s options was effected pursuant to
Section 5(a)(iv) of the Plan, which authorizes the Board of Directors, in its sole discretion, to substitute an accelerated vesting
schedule for options granted under the Plan. Typically, stock options granted under the Plan vest over a four-year period.

Immediately prior to November 22, 2005, all of the Company’s outstanding unvested options under the Plan had stated exercise
prices that exceeded the current market price of the Company’s common stock and were “out-of-the-money.” Such options have
exercise prices ranging from $17.00 to $27.55 per share and represent approximately 36% of the Company’s total outstanding stock
options. Except for the accelerated vesting of the options issued under the Plan, all other terms and conditions of the options granted
under the Plan remain the same. The accelerated vesting of the options outlined above will not alter the vesting of grants of restricted
common stock by the Company.

The Board of Directors made the decision to approve the acceleration of the vesting of the Company’s stock options primarily to
reduce the non-cash compensation expense that would have been recorded in future periods, following the effectiveness of the
Financial Accounting Standards Board’s Statement of Financial Accounting Standards No. 123 (Revised 2004) (“FAS 123(R)”).
FAS 123(R) will require the Company to treat its unvested stock options as an expense. Pursuant to Securities and Exchange
Commission amended Rule 4-01(a) of Regulation S-X, the Company is required to adopt FAS 123(R) beginning in the first fiscal
quarter of 2006. As a result of the acceleration of the vesting of these stock options, the Company estimates that it will eliminate
approximately $4.7 million of future non-cash compensation expense (before tax) over the period during which the stock options
would have vested. In addition, the decision to accelerate the vesting of stock options is expected to have a positive effect on
employee morale and employee retention.
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