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NOTE TO READERS
As used in this report, the terms “HealthSouth,” “we,” “us,” “our,” and the “Company” refer to HealthSouth Corporation and its
consolidated subsidiaries, unless otherwise stated or indicated by context. This drafting style is suggested by the
Securities and Exchange Commission and is not meant to imply that HealthSouth Corporation, the publicly traded
parent company, owns or operates any specific asset, business, or property. The hospitals, operations, and businesses
described in this filing are primarily owned and operated by subsidiaries of the parent company. In addition, we use
the term “HealthSouth Corporation” to refer to HealthSouth Corporation alone wherever a distinction between
HealthSouth Corporation and its subsidiaries is required or aids in the understanding of this filing.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
This annual report contains historical information, as well as forward-looking statements that involve known and
unknown risks and relate to, among other things, future events, changes to Medicare reimbursement and other
healthcare laws and regulations from time to time, our business strategy, our dividend and stock repurchase strategies,
our financial plans, our growth plans, our future financial performance, our projected business results, or our projected
capital expenditures. In some cases, you can identify forward-looking statements by terminology such as “may,” “will,”
“should,” “expects,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,” “targets,” “potential,” or “continue” or the negative of these
terms or other comparable terminology. Such forward-looking statements are necessarily estimates based upon current
information and involve a number of risks and uncertainties, many of which are beyond our control. Any
forward-looking statement is based on information current as of the date of this report and speaks only as of the date
on which such statement is made. Actual events or results may differ materially from the results anticipated in these
forward-looking statements as a result of a variety of factors. While it is impossible to identify all such factors, factors
that could cause actual results to differ materially from those estimated by us include, but are not limited to, the
following:
•each of the factors discussed in Item 1A, Risk Factors;

•uncertainties and factors discussed elsewhere in this Form 10-K, in our other filings from time to time with the SEC,or in materials incorporated therein by reference;

•
changes in the regulations of the healthcare industry at either or both of the federal and state levels, including those
contemplated now and in the future as part of national healthcare reform and deficit reduction, and related increases in
the costs of complying with such changes;

•reductions or delays in, or suspension of, reimbursement for our services by governmental or private payors, includingour ability to obtain and retain favorable arrangements with third-party payors;

•increased costs of regulatory compliance and compliance monitoring in the healthcare industry, including the costs ofinvestigating and defending asserted claims, whether meritorious or not;

•
our ability to attract and retain nurses, therapists, and other healthcare professionals in a highly competitive
environment with often severe staffing shortages and the impact on our labor expenses from potential union activity
and staffing recruitment and retention;

• competitive pressures in the healthcare industry and our response to those
pressures;

•
our ability to successfully complete and integrate de novo developments, acquisitions, investments, and joint ventures
consistent with our growth strategy, including the realization of anticipated revenues, cost savings, and productivity
improvements arising from the related operations;
•any adverse outcome of various lawsuits, claims, and legal or regulatory proceedings involving us;

•increased costs of defending and insuring against alleged professional liability and other claims and the ability topredict the costs related to such claims;
•potential disruptions or incidents affecting the proper operation, availability, or security of our information systems;

•
the price of our common stock as it affects our willingness and ability to repurchase shares under the program
discussed further in Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations,
“Liquidity and Capital Resources,” of this report;
•our ability to attract and retain key management personnel; and
•general conditions in the economy and capital markets.
The cautionary statements referred to in this section also should be considered in connection with any subsequent
written or oral forward-looking statements that may be issued by us or persons acting on our behalf. We undertake no
duty to update these forward-looking statements, even though our situation may change in the future. Furthermore, we
cannot guarantee future results, events, levels of activity, performance, or achievements.

ii
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PART I

Item 1. Business
Overview of the Company
General
HealthSouth is the nation’s largest owner and operator of inpatient rehabilitation hospitals in terms of patients treated
and discharged, revenues, and number of hospitals. While our national network of inpatient hospitals stretches across
27 states and Puerto Rico, our inpatient hospitals are concentrated in the eastern half of the United States and Texas.
The table below provides detail on our hospitals and selected operating data. Additional detail can be found in the
table in Item 2, Properties, and Item 7, Management’s Discussion and Analysis of Financial Condition and Results of
Operations, “Results of Operations.”

For the Year Ended December 31,
2012 2011 2010
(Actual Amounts)

Consolidated data:
Number of inpatient rehabilitation hospitals (1) 100 99 97
Number of outpatient rehabilitation satellite clinics 24 26 32
Number of hospital-based home health agencies 25 25 25
Number of inpatient rehabilitation units managed by us through
management contracts 3 3 4

Discharges 123,854 118,354 112,514
Outpatient visits 880,182 943,439 1,009,397
# of licensed beds (2) 6,656 6,461 6,331

(In Millions)
Net operating revenues:
Net patient revenue - inpatient $2,012.6 $1,866.4 $1,722.7
Net patient revenue - outpatient and other 149.3 160.5 154.9
Net operating revenues $2,161.9 $2,026.9 $1,877.6

(1) Including 2, 3, and 3 hospitals as of December 31, 2012, 2011, and 2010, respectively, that operate as joint
ventures which we account for using the equity method of accounting.

(2) Excluding 151, 234, and 234 licensed beds as of December 31, 2012, 2011, and 2010, respectively, of hospitals
that operate as joint ventures which we account for using the equity method of accounting.

Our inpatient rehabilitation hospitals offer specialized rehabilitative care across a wide array of diagnoses and deliver
comprehensive, high-quality, cost-effective patient care services. The majority of patients we serve experience
significant physical and cognitive disabilities due to medical conditions, such as neurological disorders, strokes, hip
fractures, head injuries, and spinal cord injuries, that are generally nondiscretionary in nature and require rehabilitative
healthcare services in an inpatient setting. Our teams of highly skilled nurses and physical, occupational, and speech
therapists utilize proven technology and clinical protocols with the objective of returning patients to home and work.
Patient care is provided by nursing and therapy staff as directed by physician orders while case managers monitor each
patient’s progress and provide documentation and oversight of patient status, achievement of goals, discharge planning,
and functional outcomes. Our hospitals provide a comprehensive interdisciplinary clinical approach to treatment that
leads to a higher level of care and superior outcomes.
HealthSouth Corporation was organized as a Delaware corporation in February 1984. Our principal executive offices
are located at 3660 Grandview Parkway, Birmingham, Alabama 35243, and the telephone number of our principal
executive offices is (205) 967-7116.
In addition to the discussion here, we encourage you to read Item 1A, Risk Factors, Item 2, Properties, and Item 7,
Management’s Discussion and Analysis of Financial Condition and Results of Operations, which highlight additional
considerations about HealthSouth.
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Competitive Strengths
As the nation’s largest owner and operator of inpatient rehabilitation hospitals and with our business focused primarily
on those services, we believe we differentiate ourselves from our competitors based on our broad platform of clinical
expertise, the quality of our clinical outcomes, the application of rehabilitative technology, and the sustainability of
best practices. Our strengths can also be described in the following ways:

•

People. We believe our 22,700 employees, in particular our highly skilled clinical staff, share a steadfast commitment
to providing outstanding rehabilitative care to our patients. We also undertake significant efforts to ensure our clinical
and support staff receives the education and training necessary to provide the highest quality rehabilitative care in the
most cost-effective manner.

•

Quality. Our hospitals provide a broad base of clinical experience from which we have developed best practices and
protocols. We believe these clinical best practices and protocols help ensure the delivery of consistently high-quality
rehabilitative healthcare services across all of our hospitals. We have developed a program called “TeamWorks,” which
is a series of operations-focused initiatives using identified best practices to reduce inefficiencies and improve
performance across a wide spectrum of operational areas. We believe these initiatives have enhanced, and will
continue to enhance, patient-employee interactions and coordination of care and communication among the patient,
the patient’s family, the hospital’s treatment team, and payors, which, in turn, improves outcomes and patient
satisfaction.

•

Efficiency and Cost Effectiveness. Our size helps us provide inpatient rehabilitative healthcare services on a
cost-effective basis. Specifically, because of our large number of inpatient hospitals, we can utilize proven staffing
models and take advantage of certain supply chain efficiencies. In addition, we created and installed a proprietary
management reporting system, which aggregates timely data from each of our key business systems into a
comprehensive reporting package used by the management teams in our hospitals as well as executive management.
This system allows users to analyze data and trends and view reports across the enterprise, region, state, or local levels
on an updated basis.

•

Technology. As a market leader in inpatient rehabilitation, we have devoted substantial effort and expertise to
leveraging technology to improve patient care and operating efficiencies. Specific rehabilitative technology, such as
our internally-developed therapeutic device called the “AutoAmbulator,” utilized in our facilities allows us to
effectively treat patients with a wide variety of significant physical disabilities. Our commitment to technology also
includes information technology, such as our rehabilitation-specific electronic clinical information system (“CIS”) and
our internally-developed management reporting system described above. To date, we have installed the CIS in 16
hospitals with another 20 installations scheduled for 2013. We expect to complete installation in our existing hospitals
by the end of 2017. We believe the CIS will improve patient care and safety and enhance operational efficiency.
Given the increased emphasis on coordination across the patient care spectrum, we also believe the CIS sets the stage
for connectivity with referral sources and health information exchanges. Ultimately, we believe the CIS can be a key
competitive differentiator and impact patient choice.
Patients and Demographic Trends
Demographic trends, such as population aging, will affect long-term demand for healthcare services. While we treat
patients of all ages, most of our patients are persons 65 and older. We believe the demand for inpatient rehabilitative
healthcare services will increase as the U.S. population ages and life expectancies increase. The number of
Medicare-eligible patients is expected to grow approximately 3% per year for the foreseeable future, creating an
attractive market. We believe these market factors align with our strengths in, and focus on, inpatient rehabilitative
care. Unlike many of our competitors that may offer inpatient rehabilitation as one of many secondary services,
inpatient rehabilitation is our core business.
Strategy
Our 2012 strategy focused on the following priorities:

•continuing to provide high-quality, cost-effective care to patients in our existing markets while seeking incrementalefficiencies in our cost structure;
•achieving organic growth at our existing hospitals;
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•continuing to expand our services to more patients who require inpatient rehabilitative services by constructing andopportunistically acquiring new hospitals in new markets; and
•continuing to enhance our liquidity and strengthen our balance sheet.
Total discharges grew 4.6% from 2011 to 2012. Our same-store discharges grew 2.9% during 2012 compared to 2011.
This growth includes the net expansion of licensed beds in our existing hospitals by 95 beds in 2012. Our quality and
outcome measures, as reported through the Uniform Data System for Medical Rehabilitation (the “UDS”), remained
well above the average for hospitals included in the UDS database, and they did so while we continued to increase our
market share throughout 2012. As discussed in Item 7, Management’s Discussion and Analysis of Financial Condition
and Results of Operations, “Results of Operations,” not only did our hospitals treat more patients and enhance outcomes,
they did so in a highly cost-effective manner. We also achieved incremental efficiencies evidenced by the decrease in
Total operating expenses as a percentage of Net operating revenues.
 Our growth efforts continued to yield positive results in 2012. Specifically, we:
•continued development of the following de novo hospitals:

Location # of Beds Expected Construction Start
Date Expected Operational Date

Littleton, Colorado (South Denver) 40 Q2 2012 Q2 2013
Stuart, Florida (a joint venture with
Martin Health System) 34 Q2 2012 Q2 2013

Greater Orlando, Florida market 50 Q3 2013 Q4 2014
Middletown, Delaware* 34 TBD TBD
Williamson County, Tennessee* 40 TBD TBD
Newnan, Georgia* 50 TBD TBD
* We have been awarded a certificate of need from the state authority, the award of which is under appeal.

•acquired 12 inpatient rehabilitation beds in Andalusia, Alabama from a subsidiary of LifePoint Hospitals in order toadd beds at our existing hospital in Dothan, Alabama;

•acquired the 34-bed inpatient rehabilitation unit of CHRISTUS Santa Rosa Hospital - Medical Center. The operationsof this unit have been relocated to and consolidated with our existing hospital in San Antonio, Texas;

•entered into a letter of intent to acquire Walton Rehabilitation Hospital, a 58-bed inpatient rehabilitation hospital in
Augusta, Georgia. This transaction is expected to close in the first quarter of 2013;

•
broke ground on a replacement hospital for HealthSouth Rehabilitation Hospital of Western Massachusetts which is
currently leased. We expect to relocate operations from the currently leased hospital to the new facility in December
2013; and
•began accepting patients at our newly built, 40-bed inpatient rehabilitation hospital in Ocala, Florida in December.
We also continued to enhance our liquidity and strengthen our balance sheet in 2012. We improved our overall debt
profile in August 2012 by amending our credit agreement. In that amendment, we:    

•increased the capacity of the revolving credit facility from $500 million to $600 million and eliminated the former$100 million term loan ($95 million then outstanding);
•reduced the interest rate spread by 50 basis points to an initial interest rate of LIBOR plus 1.75%; and
•extended the maturity date for the revolving credit facility from May 2016 to August 2017.
Then, in September 2012, we completed a registered public offering of $275 million aggregate principal amount of
5.75% Senior Notes due 2024 at a public offering price of 100% of the principal amount, the proceeds of which were
used to

3
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repay amounts outstanding under our revolving credit facility and redeem 10% of the outstanding principal amount of
our existing 7.25% Senior Notes due 2018 and our existing 7.75% Senior Notes due 2022. As a result of these
transactions and our continued strong cash flows from operations, our liquidity increased from approximately $376
million as of December 31, 2011 to approximately $693 million as of December 31, 2012. In addition, we repurchased
46,645 shares of our convertible perpetual preferred stock for $46.5 million. We also purchased, in conjunction with
our joint venture partner, the land and building previously subject to an operating lease associated with our joint
venture hospital in Fayetteville, Arkansas.
We believe our proven track record of producing superior clinical results for a lower average reimbursement payment
than other inpatient rehabilitation providers will allow us to adjust to future governmental reimbursement initiatives.
We also believe the regulatory and reimbursement risks discussed below which we have historically faced and will
likely continue to face may present us with opportunities to grow by acquiring or consolidating the operations of other
inpatient rehabilitation providers in our highly fragmented industry. We have invested considerable resources into
clinical and management systems and protocols that have allowed us to consistently gain market share, realize better
outcomes than our competitors and achieve these results at significantly lower costs. Additionally, we believe
continued growth in our Adjusted EBITDA and our strong cash flows from operations will permit us to continue to
invest in our core business and in growth opportunities. Our growth strategy in 2013 will again focus on organic
growth and development activities.
Additionally, we have been disciplined in creating a capital structure that is flexible with no significant debt maturities
prior to 2017. Over the past few years, we have redeemed our most expensive debt and reduced our interest expense.
Our balance sheet remains strong. Our leverage ratio is within our target range, we have ample availability under our
revolving credit facility, we continue to generate strong cash flows from operations, and we have flexibility with how
we choose to invest our cash. In addition to investing in our core business model and growth initiatives, we will
continue to consider additional shareholder value-enhancing strategies such as repurchases of our common and
preferred stock, common stock dividends, and, if deemed prudent, further reductions to our long-term debt,
recognizing that these actions may increase our leverage ratio. On February 15, 2013, our board of directors approved
an increase in our existing common stock repurchase authorization from $125 million to $350 million. We intend to
pursue a tender offer for our common stock for up to the full amount of this authorization.
For additional discussion of our strategy, business outlook, Adjusted EBITDA, and common stock repurchase
authorization, see Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations,
“Executive Overview” and “Liquidity and Capital Resources.”
Employees
As of December 31, 2012, we employed approximately 22,700 individuals, of whom approximately 13,600 were
full-time employees. We are subject to various state and federal laws that regulate wages, hours, benefits, and other
terms and conditions relating to employment. Except for approximately 60 employees at one inpatient rehabilitation
hospital (about 15% of that hospital’s workforce), none of our employees are represented by a labor union as of
December 31, 2012. Like most healthcare providers, our labor costs are rising faster than the general inflation rate. In
some markets, the lack of availability of medical personnel is a significant operating issue facing healthcare providers.
To address this challenge, we will continue to focus on maintaining the competitiveness of our compensation and
benefit programs and improving our recruiting, retention, and productivity. The shortage of nurses and other medical
personnel, including therapists, may, from time to time, require us to increase utilization of more expensive temporary
personnel, which we refer to as “contract labor.”
Competition
The inpatient rehabilitation industry is highly fragmented, and we have no single, similar direct competitor. Our
inpatient rehabilitation hospitals compete primarily with rehabilitation units, many of which are within acute care
hospitals, in the markets we serve. For a list of our markets by state, see the table in Item 2, Properties. Smaller
privately held companies compete with us primarily in select geographic markets in Texas and the West. In addition,
there are public companies that own primarily long-term acute care hospitals (“LTCHs”) but own or operate a small
number of inpatient rehabilitation facilities as well, one of which also manages the operations of inpatient
rehabilitation facilities as part of its business model. Other providers of post acute-care services may attempt to
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We rely significantly on our ability to attract, develop, and retain nurses, therapists, and other clinical personnel for
our hospitals. We compete for these professionals with other healthcare companies, hospitals, and potential clients and
partners. In addition, physicians and others have opened inpatient rehabilitation hospitals in direct competition with
us, particularly in states in which a certificate of need is not required to build a hospital, which has occasionally made
it more difficult and expensive to hire the necessary personnel for our hospitals in those markets.
Regulatory and Reimbursement Challenges
The healthcare industry is currently facing many well-publicized regulatory and reimbursement challenges. It always
has been a highly regulated industry, and the inpatient rehabilitation sector is no exception. Successful healthcare
providers are those who provide high-quality, cost-effective care and have the ability to adjust to changes in the
regulatory environment. We believe we have the necessary capabilities – scale, infrastructure, balance sheet, and
management – to adapt to and succeed in a highly regulated industry, and we have a proven track record of doing so.
Reduced Medicare Reimbursement
On August 2, 2011, President Obama signed into law the Budget Control Act of 2011, which provided for an
automatic 2% reduction of Medicare program payments for all healthcare providers in January 2013. On January 2,
2013, the President signed into law the American Taxpayer Relief Act of 2012, which delayed this reduction until
March 2013, at which time the President must issue an executive order implementing it. We currently estimate this
automatic reduction, known as “sequestration,” will begin impacting Net operating revenues in mid-March 2013 and
result in a net decrease in our Net operating revenues of approximately $28 million in 2013. Additionally, concerns
held by federal policymakers about the federal deficit and national debt levels could result in enactment of further
federal spending reductions, further entitlement reform legislation affecting the Medicare program, or both. We cannot
predict what alternative or additional deficit reduction initiatives or Medicare payment reductions, if any, will
ultimately be enacted into law, or the timing or effect any such initiatives or reductions will have on us. If enacted,
such initiatives or reductions would likely be challenging for all providers, would likely have the effect of limiting
Medicare beneficiaries’ access to healthcare services, and could have an adverse impact on our financial position,
results of operations, and cash flows.
However, we believe our efficient cost structure and substantial owned real estate coupled with the steps we have
taken to reduce our debt and corresponding debt service obligations should allow us to absorb, adjust to, or mitigate
any potential initiative or payment reductions more easily than most other inpatient rehabilitation providers. In
addition, we decided for the current year to replace the annual merit increase typically provided to nonmanagement
employees in October of each year with a one-time, merit-based, year-end bonus paid in the fourth quarter of 2012.
We believe this action will enhance our flexibility to address and mitigate the expected impact of sequestration and
potential additional Medicare payment reductions in 2013 and beyond. For further discussion of the potential adverse
impacts of Medicare reimbursement reductions, see Item 1A, Risk Factors and Item 7, Management’s Discussion and
Analysis of Financial Condition and Results of Operations, “Executive Overview.”
Changes to Our Operating Environment Resulting from Healthcare Reform
On March 23, 2010, President Obama signed the Patient Protection and Affordable Care Act (the “PPACA”) into law.
On March 30, 2010, President Obama signed into law the Health Care and Education Reconciliation Act of 2010,
which amended the PPACA (together, the “2010 Healthcare Reform Laws”). Most notably, the 2010 Healthcare Reform
Laws have impacted, or could in the future impact, our business by: (1) reducing annual market basket updates to
providers, which are discussed in greater detail below under “Sources of Revenue - Medicare Reimbursement;” (2) the
possible combining, or “bundling,” of reimbursement for a Medicare beneficiary’s episode of care at some point in the
future; (3) implementing a voluntary program for accountable care organizations; and (4) creating an Independent
Payment Advisory Board.
Many aspects of implementation and interpretation of the 2010 Healthcare Reform Laws are still uncertain. Given the
complexity and the number of changes in these laws, we cannot predict their ultimate impact. However, we believe
the above provisions are the ones with the greatest potential impact on us. We will continue to evaluate these laws,
and, based on our track record, we believe we can adapt to these regulatory changes. Furthermore, we have engaged,
and will continue to engage, actively in discussions with key legislators and regulators to attempt to ensure any
healthcare laws or regulations adopted or amended promote our goal of high-quality, cost-effective care. For further
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Sources of Revenues
We receive payment for patient care services from the federal government (primarily under the Medicare program),
managed care plans and private insurers, and, to a considerably lesser degree, state governments (under their
respective Medicaid or similar programs) and directly from patients. Revenues and receivables from Medicare are
significant to our operations. In addition, we receive relatively small payments for non-patient care activities from
various sources. The following table identifies the sources and relative mix of our revenues for the periods stated:

For the Year Ended December 31,
2012 2011 2010

Medicare 73.4 % 72.0 % 70.5 %
Medicaid 1.2 % 1.6 % 1.8 %
Workers' compensation 1.5 % 1.6 % 1.6 %
Managed care and other discount plans 19.3 % 19.8 % 21.3 %
Other third-party payors 1.8 % 2.0 % 2.3 %
Patients 1.3 % 1.2 % 1.3 %
Other income 1.5 % 1.8 % 1.2 %
Total 100.0 % 100.0 % 100.0 %
Our hospitals offer discounts from established charges to certain group purchasers of healthcare services that are
included in “Managed care and other discount plans” in the table above, including private insurance companies,
employers, health maintenance organizations (“HMOs”), preferred provider organizations (“PPOs”) and other managed
care plans. Medicare, through its Medicare Advantage program, offers Medicare-eligible individuals an opportunity to
participate in a managed care plan. The Medicare Advantage revenues are also included in “Managed care and other
discount plans” in the table above.
Patients are generally not responsible for the difference between established gross charges and amounts reimbursed
for such services under Medicare, Medicaid, and other private insurance plans, HMOs, or PPOs but are responsible to
the extent of any exclusions, deductibles, copayments, or coinsurance features of their coverage. Collection of
amounts due from individuals is typically more difficult than from governmental or third-party payors. The amount of
these exclusions, deductibles, copayments, and coinsurance has been increasing each year but is not material to our
business or results of operations.
For additional discussion of the risks associated with our concentration of revenues from the federal government, see
Item 1A, Risk Factors.
Medicare Reimbursement
Medicare is a federal program that provides certain hospital and medical insurance benefits to persons aged 65 and
over, some disabled persons, and persons with end-stage renal disease. Medicare, through statutes and regulations,
establishes reimbursement methodologies and rates for various types of healthcare facilities and services, and, from
time to time, these methodologies and rates can be modified by the United States Centers for Medicare and Medicaid
Services (“CMS”). In some instances, these modifications can have a substantial impact on existing healthcare
providers. In accordance with Medicare laws and statutes, CMS makes annual adjustments to Medicare payment rates
in many prospective payment systems, including the inpatient rehabilitation facility (“IRF”) prospective payment system
(the “IRF-PPS”) by what is commonly known as a “market basket update.” Each year, the Medicare Payment Advisory
Commission (“MedPAC”), an independent Congressional agency that advises Congress on issues affecting Medicare,
makes payment policy recommendations to Congress for a variety of Medicare payment systems including the
IRF-PPS. Congress is not obligated to adopt MedPAC recommendations, and, based on outcomes in previous years,
there can be no assurance Congress will adopt MedPAC’s recommendations in a given year.
We cannot predict the adjustments to Medicare payment rates Congress or CMS may make in the future. Congress,
MedPAC, and CMS will continue to address reimbursement rates for a variety of healthcare settings. For example, the
2010 Healthcare Reform Laws require that CMS establish new quality data reporting for IRFs. Effective October 1,
2012, all IRFs are required to submit data on urinary catheter-related infections and pressure ulcers for the IRF
Quality Reporting Program. Beginning October 1, 2014, and each subsequent fiscal year thereafter, failure to submit
the required quality data will result in a two percentage point reduction to the applicable facility’s annual market basket
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the Budget Control Act of 2011, as amended by the American Taxpayer Relief Act of 2012 on January 2, 2013, and
its sequestration provision will result in a reduction of 2% in Medicare payment rates for all healthcare providers upon
executive order of the President in March 2013 unless Congress and the President take further action. Any downward
adjustment to rates, or another pricing roll-back, for the types of facilities we operate could have a material adverse
effect on our business, financial position, results of operations, and cash flows.
CMS has adopted final rules that require healthcare providers to update and supplement diagnosis and procedure
codes to the International Classification of Diseases 10th Edition (“ICD-10”), effective October 1, 2014. We are
currently modifying our systems to accommodate the adoption of ICD-10. We expect to be in compliance on a timely
basis. Although this adoption process will result in system conversion expenses and may result in some disruptions to
the billing process and delays in the receipt of some payments, we do not believe there will be a material impact on
our business. We will continue to monitor this implementation carefully.
A basic summary of current Medicare reimbursement in our primary service areas follows:
Inpatient Rehabilitation Hospitals. As discussed above, our hospitals receive fixed payment reimbursement amounts
per discharge under IRF-PPS based on certain rehabilitation impairment categories established by the United States
Department of Health and Human Services (“HHS”). In order to qualify for reimbursement under IRF-PPS, our
hospitals must comply with various Medicare rules and regulations including documentation and coverage
requirements, or specifications as to what conditions must be met to qualify for reimbursement. These requirements
relate to, among other things, preadmission screening, post-admission evaluations, and individual treatment planning
that all delineate the role of physicians in ordering and overseeing patient care. With IRF-PPS, our hospitals retain the
difference, if any, between the fixed payment from Medicare and their operating costs. Thus, our hospitals benefit
from being high-quality, cost-effective providers.
Under IRF-PPS, CMS is required to adjust the payment rates based on a market basket index, known as the
rehabilitation, psychiatric, and long-term care hospital market basket. The market basket update is designed to reflect
changes over time in the prices of a mix of goods and services provided by rehabilitation hospitals and hospital-based
inpatient rehabilitation units. The market basket uses data furnished by the Bureau of Labor Statistics for price proxy
purposes, primarily in three categories: Producer Price Indexes, Consumer Price Indexes, and Employment Cost
Indexes.
Over the last several years, changes in regulations governing inpatient rehabilitation reimbursement have created
challenges for inpatient rehabilitation providers. Many of these changes have resulted in limitations on, and in some
cases, reductions in, the levels of payments to healthcare providers. For example, on May 7, 2004, CMS issued a final
rule, known as the “75% Rule,” stipulating that to qualify as an inpatient rehabilitation hospital under the Medicare
program a facility must show that a certain percentage of its patients are treated for at least one of a specified and
limited list of medical conditions. Under the 75% Rule, any inpatient rehabilitation hospital that failed to meet its
requirements would be subject to prospective reclassification as an acute care hospital, with lower acute care payment
rates for rehabilitative services. On December 29, 2007, the Medicare, Medicaid and State Children’s Health Insurance
Program (SCHIP) Extension Act of 2007 (the “2007 Medicare Act”) was signed, setting the compliance threshold at
60% instead of 75% and allowing hospitals to continue using a patient’s secondary medical conditions, or
“comorbidities,” to determine whether a patient qualifies for inpatient rehabilitative care under the rule. The long-term
impact of the freeze at the 60% compliance threshold is positive because it allowed patient volumes to stabilize. In
another example, the 2007 Medicare Act included an elimination of the IRF-PPS market basket adjustment for the
period from April 1, 2008 through September 30, 2009 causing a reduction in the pricing of services eligible for
Medicare reimbursement to a pricing level that existed in the third quarter of 2007, or a Medicare pricing “roll-back,”
which resulted in a decrease in actual reimbursement dollars per discharge despite increases in costs.
On July 29, 2011, CMS released its notice of final rulemaking for the fiscal year 2012 IRF-PPS. This rule was
effective for Medicare discharges between October 1, 2011 and September 30, 2012. The pricing changes in this rule
included a 2.9% market basket update that was reduced to 2.8% under the requirements of the 2010 Healthcare
Reform Laws discussed above, as well as other pricing changes that impacted our hospital-by-hospital base rate for
Medicare reimbursement. The 2010 Healthcare Reform Laws also require the market basket update to be reduced by a
productivity adjustment on an annual basis. The productivity adjustments equal the trailing 10-year average of
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changes in annual economy-wide private nonfarm business multi-factor productivity. The productivity adjustment
effective October 1, 2011 decreased the market basket update by 1.0%.
On July 25, 2012, CMS released its notice of final rulemaking for the fiscal year 2013 IRF-PPS (the “2013 Rule”). This
rule is effective for Medicare discharges between October 1, 2012 and September 30, 2013. The pricing changes in
this rule include a 2.7% market basket update that has been reduced by 0.1% to 2.6% under the requirements of the
2010 Healthcare Reform Laws, as well as other pricing changes that impact our hospital-by-hospital base rate for
Medicare reimbursement. The productivity adjustment effective October 1, 2012 is a decrease to the market basket
update of 0.7%. Based on our analysis which utilizes, among other things, the acuity of our patients over the 12-month
period prior to the rule’s release
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and incorporates other adjustments included in the 2013 Rule, we believe our Medicare payment rates will see a net
increase of approximately 2.1% beginning October 1, 2012. As discussed above, the effect of sequestration is to
reduce that Medicare payment rate by 2.0% beginning in March 2013.
Although reductions or changes in reimbursement from governmental or third-party payors and regulatory changes
affecting our business represent one of the most significant challenges to our business, our operations are also affected
by coverage rules and determinations. Medicare providers like us can be negatively affected by the adoption of
coverage policies, either at the national or local level, that determine whether an item or service is covered and under
what clinical circumstances it is considered to be reasonable and necessary. Current CMS coverage rules require
inpatient rehabilitation services to be ordered by a qualified rehabilitation physician and be coordinated by an
interdisciplinary team. The interdisciplinary team must meet weekly to review patient status and make any needed
adjustments to the individualized plan of care. Qualified personnel must provide required rehabilitation nursing,
physical therapy, occupational therapy, speech-language pathology, social services, psychological services, and
prosthetic and orthotic services. CMS has been examining the use of group therapies in many post-acute settings. For
individual claims, Medicare contractors make coverage determinations regarding medical necessity which can
represent more restrictive interpretations of the CMS coverage rules. We cannot predict how future CMS coverage
rule interpretations or any new local coverage determinations will affect us.
Pursuant to legislative directives and authorizations from Congress, CMS developed and instituted various Medicare
audit programs under which CMS contracts with private companies to conduct claims and medical record audits.
These audits are in addition to those conducted by existing Medicare contractors. Some contractors are paid a
percentage of the overpayments recovered. One type of audit contractor, the Recovery Audit Contractors (”RACs”),
began post-payment audit processes in late 2009 for providers in general. The RACs receive claims data directly from
Medicare contractors on a monthly or quarterly basis and are authorized to review claims up to three years from the
date a claim was paid, beginning with claims filed on or after October 1, 2007. These RAC audits have initially
focused on coding errors. CMS is currently expanding the program to medical necessity reviews for inpatient
rehabilitation hospitals. The 2010 Healthcare Reform Laws extended the RAC program to Medicare, Parts C and D,
and Medicaid.
On August 27, 2012, CMS launched its three-year demonstration project that expands the RAC program to include
prepayment review of Medicare fee-for-service claims. Currently, only acute care hospitals are subject to this review
project, but CMS could expand it to post-acute providers. This demonstration project will identify specific diagnosis
codes for review, and the RAC contractors will review the selected claims to determine if they are proper before
payment has been made to the provider. The project covers 11 states, including 8 states in which we operate – Florida,
California, Texas, Louisiana, Illinois, Pennsylvania, Ohio, and Missouri. Providers with claims identified for RAC
prepayment reviews will have 30 days to respond to requests for additional documentation. If they do not respond
timely, the claim will be denied. Providers will receive determinations within 45 days of submitting the relevant
documentation.
CMS has also established contractors known as the Zone Program Integrity Contractors (“ZPICs”). These contractors
are successors to the Program Safeguard Contractors and conduct audits with a focus on potential fraud and abuse
issues. Like the RACs, the ZPICs conduct audits and have the ability to refer matters to the United States Department
of Health and Human Services Office of Inspector General (the “HHS-OIG”) or the United States Department of Justice.
Unlike RACs, however, ZPICs do not receive a specific financial incentive based on the amount of the error.
As a matter of course, we undertake significant efforts through training and education to ensure compliance with
coding and medical necessity coverage rules. Despite our belief that our coding and assessment of patients is accurate,
audits may lead to assertions that we have been underpaid or overpaid by Medicare or submitted improper claims in
some instances, require us to incur additional costs to respond to requests for records and defend the validity of
payments and claims, and ultimately require us to refund any amounts determined to have been overpaid. We cannot
predict when or how these programs will affect us.
Outpatient Services. Our outpatient services are primarily reimbursed under Medicare’s physician fee schedule. By
statute, the physician fee schedule is subject to annual automatic adjustment by a sustainable growth rate formula that
has resulted in reductions in reimbursement rates every year since 2002. However, in each instance, Congress has
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acted to suspend or postpone the effectiveness of these automatic reimbursement reductions. For example, under the
CMS final notice of rulemaking for the physician fee schedule for calendar year 2013, released on November 1, 2012,
a statutory reduction of 26.5% would have been implemented. However, the American Taxpayer Relief Act of 2012
provided for an extension of the current Medicare physician fee schedule payment rates from January 1, 2013 through
December 31, 2013, further postponing the statutory reduction. If Congress does not again extend relief as it has done
since 2002 or permanently modify the sustainable growth rate formula by January 1, 2014, payment levels for
outpatient services under the physician fee schedule will be reduced at that point by more than 26%. We currently
estimate that a reduction of that size, before taking into account our efforts to mitigate these changes, which would
likely include closure of additional outpatient satellite clinics, would result
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in a net decrease in our Net operating revenues of approximately $8 million annually. However, we cannot predict
what action, if any, Congress will take on the physician fee schedule and other reimbursement matters affecting our
outpatient services or what future rule changes CMS will implement.
Medicaid Reimbursement
Medicaid is a jointly administered and funded federal and state program that provides hospital and medical benefits to
qualifying individuals who are unable to afford healthcare. As the Medicaid program is administered by the individual
states under the oversight of CMS in accordance with certain regulatory and statutory guidelines, there are substantial
differences in reimbursement methodologies and coverage policies from state to state. Many states have experienced
shortfalls in their Medicaid budgets and are implementing significant cuts in Medicaid reimbursement rates.
Additionally, certain states control Medicaid expenditures through restricting or eliminating coverage of certain
services. Continuing downward pressure on Medicaid payment rates could cause a decline in that portion of our Net
operating revenues. However, for the year ended December 31, 2012, Medicaid payments represented only 1.2% of
our consolidated Net operating revenues. Although the 2010 Healthcare Reform Laws contain provisions intended to
expand Medicaid coverage, part of which were invalidated by the U.S. Supreme Court, we do not believe the
expanded coverage will have a material impact on our consolidated Net operating revenues given our current patient
mix.
Managed Care and Other Discount Plans
All of our hospitals offer discounts from established charges to certain large group purchasers of healthcare services,
including Medicare Advantage, managed care plans, private insurance companies, and third-party administrators.
Managed care contracts typically have terms of between one and three years, although we have a number of managed
care contracts that automatically renew each year (with pre-defined rate increases) unless a party elects to terminate
the contract. While some of our contracts provide for annual rate increases of two to four percent and our average rate
increase in 2012 was 3.8%, we cannot provide any assurance we will continue to receive increases. Our managed care
staff focuses on establishing and re-negotiating contracts that provide equitable reimbursement for the services
provided.
Cost Reports
Because of our participation in Medicare, Medicaid, and certain Blue Cross and Blue Shield plans, we are required to
meet certain financial reporting requirements. Federal and, where applicable, state regulations require the submission
of annual cost reports covering the revenue, costs, and expenses associated with the services provided by our inpatient
hospitals to Medicare beneficiaries and Medicaid recipients. These annual cost reports are subject to routine audits
which may result in adjustments to the amounts ultimately determined to be due to us under these reimbursement
programs. These audits are used for determining if any under- or over-payments were made to these programs and to
set payment levels for future years. Medicare also makes retroactive adjustments to payments for certain low-income
patients after comparing subsequently published statistical data from CMS to the cost report data. We cannot predict
what retroactive adjustments, if any, will be made, but we do not anticipate such adjustments would have a material
impact on our financial position, results of operations, and cash flows.
 Regulation
The healthcare industry in general is subject to significant federal, state, and local regulation that affects our business
activities by controlling the reimbursement we receive for services provided, requiring licensure or certification of our
hospitals, regulating our relationships with physicians and other referral sources, regulating the use of our properties,
and controlling our growth.
Our facilities provide the medical, nursing, therapy, and ancillary services required to comply with local, state, and
federal regulations, as well as, for most facilities, accreditation standards of The Joint Commission (formerly known
as the Joint Commission on Accreditation of Healthcare Organizations) and, for some facilities, the Commission on
Accreditation of Rehabilitation Facilities.
We maintain a comprehensive compliance program that is designed to meet or exceed applicable federal guidelines
and industry standards. The program is intended to monitor and raise awareness of various regulatory issues among
employees and to emphasize the importance of complying with governmental laws and regulations. As part of the
compliance program, we provide annual compliance training to our employees and encourage all employees to report
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Licensure and Certification
Healthcare facility construction and operation are subject to numerous federal, state, and local regulations relating to,
among other things, the adequacy of medical care, equipment, personnel, operating policies and procedures,
acquisition and dispensing of pharmaceuticals and controlled substances, infection control, maintenance of adequate
records and patient privacy, fire prevention, and compliance with building codes and environmental protection laws.
Our hospitals are subject to periodic inspection and other reviews by governmental and non-governmental
certification authorities to ensure continued compliance with the various standards necessary for facility licensure. All
of our inpatient hospitals are currently required to be licensed.
In addition, hospitals must be certified by CMS to participate in the Medicare program and generally must be certified
by Medicaid state agencies to participate in Medicaid programs. Once certified by Medicare, hospitals undergo
periodic on-site surveys and revalidations in order to maintain their certification. All of our inpatient hospitals
participate in the Medicare program.
Failure to comply with applicable certification requirements may make our hospitals ineligible for Medicare or
Medicaid reimbursement. In addition, Medicare or Medicaid may seek retroactive reimbursement from noncompliant
facilities or otherwise impose sanctions on noncompliant facilities. Non-governmental payors often have the right to
terminate provider contracts if a facility loses its Medicare or Medicaid certification.
The 2010 Healthcare Reform Laws added new screening requirements and associated fees for all Medicare providers.
The screening must include a licensure check and may include other procedures such as fingerprinting, criminal
background checks, unscheduled and unannounced site visits, database checks, and other screening procedures
prescribed by CMS.
We have developed operational systems to oversee compliance with the various standards and requirements of the
Medicare program and have established ongoing quality assurance activities; however, given the complex nature of
governmental healthcare regulations, there can be no assurance Medicare, Medicaid, or other regulatory authorities
will not allege instances of noncompliance. A determination by a regulatory authority that a facility is not in
compliance with applicable requirements could also lead to the assessment of fines or other penalties, loss of
licensure, and the imposition of requirements that an offending facility takes corrective action.
Certificates of Need
In some states and U.S. territories where we operate, the construction or expansion of facilities, the acquisition of
existing facilities, or the introduction of new beds or services may be subject to review by and prior approval of state
regulatory bodies under a “certificate of need” or “CON” law. As of December 31, 2012, approximately 49% of our
licensed beds are located in states or U.S. territories that have CON laws. CON laws often require a reviewing agency
to determine the public need for additional or expanded healthcare facilities and services. These laws generally require
approvals for capital expenditures involving inpatient rehabilitation hospitals, if such capital expenditures exceed
certain thresholds. In addition, CON laws in some states require us to abide by certain charity care commitments as a
condition for approving a certificate of need. Any time a CON is required, we must obtain it before acquiring,
opening, reclassifying, or expanding a healthcare facility or starting a new healthcare program.
We potentially face opposition any time we initiate a certificate of need project or seek to acquire an existing facility
or CON. This opposition may arise either from competing national or regional companies or from local hospitals or
other providers which file competing applications or oppose the proposed CON project. Opposition to our applications
may delay or prevent our future addition of beds or hospitals in given markets or increase our costs in seeking those
additions. The necessity for these approvals serves as a barrier to entry and has the potential to limit competition,
including in markets where we hold a CON and a competitor is seeking an approval. We have generally been
successful in obtaining CONs or similar approvals when required, although there can be no assurance we will achieve
similar success in the future and the likelihood of success varies by state.
False Claims
The federal False Claims Act prohibits the knowing presentation of a false claim to the United States government and
provides for penalties equal to three times the actual amount of any overpayments plus up to $11,000 per claim. In
addition, the False Claims Act allows private persons, known as “relators,” to file complaints under seal and provides a
period of time for the government to investigate such complaints and determine whether to intervene in them and take
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significant civil or criminal penalties under the False Claims Act. Many states have also adopted similar laws relating
to state government payments for healthcare services. The 2010 Healthcare Reform Laws amended the federal False
Claims Act to expand the definition of false claim, to make it easier for the government to initiate and conduct
investigations, to enhance the monetary reward to relators where prosecutions are ultimately successful, and to extend
the statute of limitations on claims by the government. For additional discussion, see Item 1A, Risk Factors, and Note
19, Contingencies and Other Commitments, to the accompanying consolidated financial statements.
Relationships with Physicians and Other Providers
Anti-Kickback Law. Various state and federal laws regulate relationships between providers of healthcare services,
including management or service contracts and investment relationships. Among the most important of these
restrictions is a federal law prohibiting the offer, payment, solicitation, or receipt of remuneration by individuals or
entities to induce referrals of patients for services reimbursed under the Medicare or Medicaid programs (the
“Anti-Kickback Law”). The 2010 Healthcare Reform Laws amended the federal Anti-Kickback Law to provide that
proving violations of this law does not require proving actual knowledge or specific intent to commit a violation.
Another amendment made it clear that Anti-Kickback Law violations can be the basis for claims under the False
Claims Act. These changes and those described above related to the False Claims Act, when combined with other
recent federal initiatives, are likely to increase investigation and enforcement efforts in the healthcare industry
generally. In addition to standard federal criminal and civil sanctions, including imprisonment and penalties of up to
$50,000 for each violation plus tripled damages for improper claims, violators of the Anti-Kickback Law may be
subject to exclusion from the Medicare and/or Medicaid programs. In 1991, the HHS-OIG issued regulations
describing compensation arrangements that are not viewed as illegal remuneration under the Anti-Kickback Law.
Those regulations provide for certain safe harbors for identified types of compensation arrangements that, if fully
complied with, assure participants in the particular arrangement that the HHS-OIG will not treat that participation as a
criminal offense under the Anti-Kickback Law or as the basis for an exclusion from the Medicare and Medicaid
programs or the imposition of civil sanctions. Failure to fall within a safe harbor does not constitute a violation of the
Anti-Kickback Law, but the HHS-OIG has indicated failure to fall within a safe harbor may subject an arrangement to
increased scrutiny. A violation of the Anti-Kickback Law by us or one or more of our partnerships could have a
material adverse effect upon our business, financial position, results of operations, or cash flows. Even the assertion of
a violation could have an adverse effect upon our stock price or reputation.
Some of our rehabilitation hospitals are owned through joint ventures with institutional healthcare providers that may
be in a position to make or influence referrals to our hospitals. In addition, we have a number of relationships with
physicians and other healthcare providers, including management or service contracts. Some of these investment
relationships and contractual relationships may not meet all of the regulatory requirements to fall within the protection
offered by a relevant safe harbor. Despite our compliance and monitoring efforts, there can be no assurance violations
of the Anti-Kickback Law will not be asserted in the future, nor can there be any assurance that our defense against
any such assertion would be successful.
For example, we have entered into agreements to manage our hospitals that are owned by partnerships. Most of these
agreements incorporate a percentage-based management fee. Although there is a safe harbor for personal services and
management contracts, this safe harbor requires, among other things, the aggregate compensation paid to the manager
over the term of the agreement be set in advance. Because our management fee may be based on a percentage of
revenues, the fee arrangement may not meet this requirement. However, we believe our management arrangements
satisfy the other requirements of the safe harbor for personal services and management contracts and comply with the
Anti-Kickback Law.
Physician Self-Referral Law. The federal law commonly known as the “Stark law” and CMS regulations promulgated
under the Stark law prohibit physicians from making referrals for “designated health services” including inpatient and
outpatient hospital services, physical therapy, occupational therapy, or radiology services, to an entity in which the
physician (or an immediate family member) has an investment interest or other financial relationship, subject to
certain exceptions. The Stark law also prohibits those entities from filing claims or billing for those referred services.
Violators of the Stark law and regulations may be subject to recoupments, civil monetary sanctions (up to $15,000 for
each violation and assessments up to three times the amount claimed for each prohibited service) and exclusion from
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any federal, state, or other governmental healthcare programs. The statute also provides a penalty of up to $100,000
for a circumvention scheme. There are statutory exceptions to the Stark law for many of the customary financial
arrangements between physicians and providers, including personal services contracts and leases. However, in order
to be afforded protection by a Stark law exception, the financial arrangement must comply with every requirement of
the applicable exception.
Under the 2010 Healthcare Reform Laws, the exception to the Stark law that currently permits physicians to refer
patients to hospitals in which they have an investment or ownership interest has been dramatically limited by
providing that only physician-owned hospitals with a provider agreement in place on December 31, 2010 are exempt
from the general ban on self-referral. Existing physician-owned hospitals are prohibited from increasing the physician
ownership percentage in the hospital after March 23, 2010. Additionally, physician-owned hospitals are prohibited
from increasing the number of licensed
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beds after March 23, 2010, except when certain market and regulatory approval conditions are met. Currently, we
have no hospitals that would be considered physician-owned under this law.
CMS has issued several phases of final regulations implementing the Stark law. While these regulations help clarify
the requirements of the exceptions to the Stark law, it is unclear how the government will interpret many of these
exceptions for enforcement purposes. Recent changes to the regulations implementing the Stark law further restrict the
types of arrangements that facilities and physicians may enter, including additional restrictions on certain leases,
percentage compensation arrangements, and agreements under which a hospital purchases services “under
arrangements.” We may be required to restructure or unwind some of our arrangements because of these changes.
Because many of these laws and their implementing regulations are relatively new, we do not always have the benefit
of significant regulatory or judicial interpretation of these laws and regulations. We attempt to structure our
relationships to meet an exception to the Stark law, but the regulations implementing the exceptions are detailed and
complex. Accordingly, we cannot assure that every relationship complies fully with the Stark law.
Additionally, no assurances can be given that any agency charged with enforcement of the Stark law and regulations
might not assert a violation under the Stark law, nor can there be any assurance that our defense against any such
assertion would be successful or that new federal or state laws governing physician relationships, or new
interpretations of existing laws governing such relationships, might not adversely affect relationships we have
established with physicians or result in the imposition of penalties on us or on particular HealthSouth hospitals. Even
the assertion of a violation could have an adverse effect upon our stock price or reputation.
HIPAA
The Health Insurance Portability and Accountability Act of 1996, commonly known as “HIPAA,” broadened the scope
of certain fraud and abuse laws by adding several criminal provisions for healthcare fraud offenses that apply to all
health benefit programs. HIPAA also added a prohibition against incentives intended to influence decisions by
Medicare beneficiaries as to the provider from which they will receive services. In addition, HIPAA created new
enforcement mechanisms to combat fraud and abuse, including the Medicare Integrity Program, and an incentive
program under which individuals can receive up to $1,000 for providing information on Medicare fraud and abuse that
leads to the recovery of at least $100 of Medicare funds. Penalties for violations of HIPAA include civil and criminal
monetary penalties.
HIPAA and related HHS regulations contain certain administrative simplification provisions that require the use of
uniform electronic data transmission standards for certain healthcare claims and payment transactions submitted or
received electronically. HIPAA regulations also regulate the use and disclosure of individually identifiable
health-related information, whether communicated electronically, on paper, or orally. The regulations provide patients
with significant rights related to understanding and controlling how their health information is used or disclosed and
require healthcare providers to implement administrative, physical, and technical practices to protect the security of
individually identifiable health information that is maintained or transmitted electronically.
With the enactment of the Health Information Technology for Economic and Clinical Health (“HITECH”) Act as part of
the American Recovery and Reinvestment Act of 2009, the privacy and security requirements of HIPAA have been
modified and expanded. The HITECH Act applies certain of the HIPAA privacy and security requirements directly to
business associates of covered entities. The modifications to existing HIPAA requirements include: expanded
accounting requirements for electronic health records, tighter restrictions on marketing and fundraising, and
heightened penalties and enforcement associated with noncompliance. Significantly, the HITECH Act also establishes
new mandatory federal requirements for notification of breaches of security involving protected health information.
HHS is responsible for enforcing the requirement that covered entities notify any individual whose protected health
information has been improperly acquired, accessed, used, or disclosed. In certain cases, notice of a breach is required
to be made to HHS and media outlets. The heightened penalties for noncompliance range from $100 to $50,000 for
single incidents to $25,000 to $1,500,000 for multiple identical violations. In the event of violations due to willful
neglect that are not corrected within 30 days, penalties are not subject to a statutory maximum. Willful neglect
includes the failure to conduct a security risk assessment or adequately implement HIPAA compliance policies.
On January 17, 2013, HHS Office for Civil Rights issued a final rule, with a compliance date of September 23, 2013,
to implement the HITECH Act and make other modifications to the HIPAA and HITECH regulations. This rule
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expanded the potential liability for a breach involving protected health information to cover some instances where a
subcontractor is responsible for the breaches and that individual or entity was acting within the scope of delegated
authority under the related contract or engagement. The final rule generally defines “breach” to mean the acquisition,
access, use or disclosure of protected health information in a manner not permitted by the HIPAA privacy standards,
which compromises the security or privacy of protected health information. Under the final rule, improper acquisition,
access, use, or disclosure is presumed to be a
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reportable breach, unless the potentially breaching party can demonstrate a low probability that protected health
information has been compromised. On the whole, it appears the changes to the breach reporting rules could increase
breach reporting in the healthcare industry.
In addition, there are numerous legislative and regulatory initiatives at the federal and state levels addressing patient
privacy concerns. Facilities will continue to remain subject to any federal or state privacy-related laws that are more
restrictive than the privacy regulations issued under HIPAA. These laws vary and could impose additional penalties.
Any actual or perceived violation of privacy-related laws and regulations, including HIPAA and the HITECH Act,
could have a material adverse effect on our business, financial position, results of operations, and cash flows.
Available Information
Our website address is www.healthsouth.com. We make available through our website the following documents, free
of charge: our annual reports (Form 10-K), our quarterly reports (Form 10-Q), our current reports (Form 8-K), and any
amendments to those reports promptly after we electronically file such material with, or furnish it to, the United States
Securities and Exchange Commission. In addition to the information that is available on our website, you may read
and copy any materials we file with or furnish to the SEC at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. You may obtain information on the operation of the Public Reference Room by calling the
SEC at 1-800-SEC-0330. The SEC also maintains a website, www.sec.gov, which includes reports, proxy and
information statements, and other information regarding us and other issuers that file electronically with the SEC.

Item 1A. Risk Factors
Our business, operations, and financial position are subject to various risks. Some of these risks are described below,
and you should take such risks into account in evaluating HealthSouth or any investment decision involving
HealthSouth. This section does not describe all risks that may be applicable to us, our industry, or our business, and it
is intended only as a summary of certain material risk factors. More detailed information concerning other risk factors
as well as those described below is contained in other sections of this annual report.
Reductions or changes in reimbursement from government or third-party payors and other legislative and regulatory
changes affecting our industry could adversely affect our operating results.
We derive a substantial portion of our Net operating revenues from the Medicare program. See Item 1, Business,
“Sources of Revenues,” for a table identifying the sources and relative payor mix of our revenues. Historically, Congress
and some state legislatures have periodically proposed significant changes in regulations governing the healthcare
system. Many of these changes have resulted in limitations on the increases in and, in some cases, significant
roll-backs or reductions in the levels of payments to healthcare providers for services under many government
reimbursement programs. There can be no assurance that future governmental initiatives will not result in pricing
roll-backs or freezes or reimbursement reductions.
In March 2010, President Obama signed into law the Patient Protection and Affordable Care Act (the “PPACA”) and the
Health Care and Education Reconciliation Act of 2010, which amended the PPACA (together, the “2010 Healthcare
Reform Laws”). Many provisions within the 2010 Healthcare Reform Laws have impacted or could in the future
impact our business, including: (1) reducing annual market basket updates to providers, which include annual
productivity adjustment reductions; (2) the possible combining, or “bundling,” of reimbursement for a Medicare
beneficiary’s episode of care at some point in the future; (3) implementing a voluntary program for accountable care
organizations (“ACOs”); and (4) creating an Independent Payment Advisory Board.
Most notably for us, these laws include a reduction in annual market basket updates to hospitals. In accordance with
Medicare laws and statutes, the United States Centers for Medicare and Medicaid Services (“CMS”) makes annual
adjustments to Medicare reimbursement rates by what is commonly known as a “market basket update.” The reductions
in our annual market basket updates continue through 2019 for each CMS fiscal year, which for us begins October 1,
as follows:
2013 2014 2015-16 2017-19
0.1% 0.3% 0.2% 0.75%
In addition, the 2010 Healthcare Reform Laws require the market basket update to be reduced by a productivity
adjustment on an annual basis. The productivity adjustments equal the trailing 10-year average of changes in annual
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September 30, 2013 is a decrease to the market basket update of 0.7%. We estimate the adjustment effective October
1, 2013 will be a decrease to the market basket update of approximately 1.0%, but we cannot predict it with certainty.
The 2010 Healthcare Reform Laws also directed the United States Department of Health and Human Services (“HHS”)
to examine the feasibility of bundling, including conducting a voluntary, multi-year bundling pilot program to test and
evaluate alternative payment methodologies. On January 31, 2013, CMS announced the selection of participants in the
initial phase of limited-scope, voluntary bundling pilot projects. There will be four project types: acute care only,
acute/post-acute, post-acute only, and acute and physician services. In the initial phase, pilot participants along with
their provider partners will exchange data with CMS on care patterns and engage in shared learning in how to improve
care. The next phase, scheduled to begin in July 2013, will require participants in that phase, pending contract
finalization and completion of the standard CMS program integrity reviews, to take on financial risk for episodes of
care. Per the announcement, CMS selected as participants a small number of acute care hospitals with which we have
relationships. Therefore, we expect to be part of the related bundling projects as a post-acute rehabilitation provider.
We will continue to evaluate on a case by case basis the appropriateness of bundling opportunities for our hospitals
and patients.
Similarly, the 2010 Healthcare Reform Laws required CMS to start a voluntary program by January 1, 2012 for
ACOs, in which hospitals, physicians and other care providers develop entities to pursue the delivery of coordinated
healthcare on a more efficient, patient-centered basis. Conceptually, ACOs will receive a portion of any savings
generated above a certain threshold from care coordination as long as benchmarks for the quality of care are
maintained. In October 2011, CMS issued the final rules establishing the voluntary ACO program. These rules are
extremely complex and remain subject to further refinement by CMS. As with bundling, we are currently evaluating
on a case by case basis appropriate participation opportunities in the ACO pilots for our hospitals and patients. We
have expressed interest in participating in several ACOs but, to date, have not entered into any participation
agreements.
Another provision of these laws establishes an Independent Payment Advisory Board that is charged with presenting
proposals, beginning in 2014, to Congress to reduce Medicare expenditures upon the occurrence of Medicare
expenditures exceeding a certain level. However, due to the market basket reductions that are also part of these laws
(as discussed above), certain healthcare providers, including HealthSouth, will not be subject to payment reduction
proposals developed by this board and presented to Congress through 2019. While we may not be subject to payment
reduction proposals by this board for a period of time, based on the scope of this board’s directive to reduce Medicare
expenditures and the significance of Medicare as a payor to us, other decisions made by this board may adversely
impact our results of operations.
Given the complexity and the number of changes in these laws, we cannot predict their ultimate impact. However, we
believe the above provisions are the issues with the greatest potential impact on us.
The 2010 Healthcare Reform Laws include other provisions that could adversely affect us as well. They include the
expansion of the federal Anti-Kickback Law and the False Claims Act that, when combined with other recent federal
initiatives, are likely to increase investigation and enforcement efforts in the healthcare industry generally. Changes
include increased resources for enforcement, lowered burden of proof for the government in healthcare fraud matters,
expanded definition of claims under the False Claims Act, enhanced penalties, and increased rewards for relators in
successful prosecutions. CMS may also suspend payment for claims prospectively if, in its opinion, credible
allegations of fraud exist. The initial suspension period may be up to 180 days. However, the payment suspension
period can be extended almost indefinitely if the matter is under investigation by the HHS Office of Inspector General
or the United States Department of Justice (the “DOJ”). Any such suspension would adversely impact our financial
position, results of operations, and cash flows.
Further, under the 2010 Healthcare Reform Laws, CMS established new quality data reporting, effective October 1,
2012, for all inpatient rehabilitation facilities (“IRFs”). Beginning October 1, 2014, and each subsequent fiscal year
thereafter, failure to submit the required quality data will result in a two percentage point reduction to the applicable
facility’s annual market basket increase factor for payments made for discharges occurring during that fiscal year. Our
hospitals began submitting quality data to CMS in October 2012. For additional discussion of general healthcare
regulation, see Item 1, Business, “Regulatory and Reimbursement Challenges” and “Regulation.”
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Some states in which we operate have also undertaken, or are considering, healthcare reform initiatives that address
similar issues. While many of the stated goals of the federal and state reform initiatives are consistent with our own
goal to provide care that is high-quality and cost-effective, legislation and regulatory proposals may lower
reimbursements, increase the cost of compliance, and otherwise adversely affect our business. We cannot predict what
healthcare initiatives, if any, will be enacted, implemented or amended, or the effect any future legislation or
regulation will have on us.
On August 2, 2011, President Obama signed into law the Budget Control Act of 2011, which provided for an
automatic 2% reduction of Medicare program payments for all healthcare providers in January 2013. On January 2,
2013, the
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President signed into law the American Taxpayer Relief Act of 2012, which delayed this reduction until March 2013,
at which time the President must issue an executive order implementing it. We currently estimate this automatic
reduction, known as “sequestration,” will begin impacting Net operating revenues in mid-March 2013 and result in a net
decrease in our Net operating revenues of approximately $28 million in 2013.
Additionally, concerns held by federal policymakers about the federal deficit and national debt levels, including the
statutory cap on the ability to issue debt referred to as the “debt ceiling,” could result in enactment of further federal
spending reductions, further entitlement reform legislation affecting the Medicare program, or both. We cannot predict
what alternative or additional deficit reduction initiatives or Medicare payment reductions, if any, will ultimately be
enacted into law, or the timing or effect any such initiatives or reductions will have on us. If enacted, such initiatives
or reductions would likely be challenging for all providers, would likely have the effect of limiting Medicare
beneficiaries’ access to healthcare services, and could have an adverse impact on our financial position, results of
operations, and cash flows.
If we are not able to maintain increased case volumes or reduce operating costs to offset any future pricing roll-back,
reduction, freeze, or increased costs associated with new regulatory compliance obligations, our operating results
could be adversely affected. Our results could be further adversely affected by other changes in laws or regulations
governing the Medicare program, as well as possible changes to or expansion of the audit processes conducted by
Medicare contractors or Medicare recovery audit contractors. For additional discussion of healthcare reform and other
factors affecting reimbursement for our services, see Item 1, Business, “Regulatory and Reimbursement Challenges” and
“Sources of Revenues—Medicare Reimbursement.”
In addition, there are increasing pressures, including as a result of the 2010 Healthcare Reform Laws, from many
third-party payors to control healthcare costs and to reduce or limit increases in reimbursement rates for medical
services. Our relationships with managed care and nongovernmental third-party payors, such as health maintenance
organizations and preferred provider organizations, are generally governed by negotiated agreements. These
agreements set forth the amounts we are entitled to receive for our services. We could be adversely affected in some
of the markets where we operate if we are unable to negotiate and maintain favorable agreements with third-party
payors.
Our third-party payors may also, from time to time, request audits of the amounts paid, or to be paid, to us. We could
be adversely affected in some of the markets where we operate if the auditing payor alleges that substantial
overpayments were made to us due to coding errors or lack of documentation to support medical necessity
determinations.
Competition for staffing, shortages of qualified personnel, union activity or other factors may increase our labor costs
and reduce profitability.
Our operations are dependent on the efforts, abilities, and experience of our medical personnel, such as physical
therapists, occupational therapists, speech pathologists, nurses, and other healthcare professionals. We compete with
other healthcare providers in recruiting and retaining qualified personnel responsible for the daily operations of each
of our hospitals. In some markets, the lack of availability of medical personnel is a significant operating issue facing
all healthcare providers. This shortage may require us to continue to enhance wages and benefits to recruit and retain
qualified personnel or to contract for more expensive temporary personnel. We also depend on the available labor pool
of semi-skilled and unskilled employees in each of the markets in which we operate.
If our labor costs increase, we may not experience reimbursement rate increases to offset these additional costs.
Because a significant percentage of our revenues consists of fixed, prospective payments, our ability to pass along
increased labor costs is limited. In particular, if labor costs rise at an annual rate greater than our net annual market
basket update from Medicare, our results of operations and cash flows will be adversely affected. Conversely,
decreases in reimbursement revenues, such as with sequestration, may limit our ability to increase compensation or
benefits to the extent necessary to retain key employees, in turn increasing our turnover and associated costs. Union
activity is another factor that may contribute to increased labor costs. Our failure to recruit and retain qualified
medical personnel, or to control our labor costs, could have a material adverse effect on our business, financial
position, results of operations, and cash flows.
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Compliance with the extensive laws and government regulations applicable to healthcare providers requires
substantial time, effort and expense, and if we fail to comply with them, we could suffer penalties or be required to
make significant changes to our operations.
As a healthcare provider, we are required to comply with extensive and complex laws and regulations at the federal,
state, and local government levels. These laws and regulations relate to, among other things:
•licensure, certification, and accreditation;

•policies, either at the national or local level, delineating what conditions must be met to qualify for reimbursementunder Medicare (also referred to as coverage requirements);
•coding and billing for services;
•requirements of the 60% compliance threshold under the 2007 Medicare Act;
•relationships with physicians and other referral sources, including physician self-referral and anti-kickback laws;
•quality of medical care;
•use and maintenance of medical supplies and equipment;
•maintenance and security of patient information and medical records;
•acquisition and dispensing of pharmaceuticals and controlled substances; and
•disposal of medical and hazardous waste.
In the future, changes in these laws or regulations or the manner in which they are enforced could subject our current
or past practices to allegations of impropriety or illegality or could require us to make changes in our hospitals,
equipment, personnel, services, capital expenditure programs, operating procedures, and contractual arrangements.
For additional discussion of certain important healthcare laws and regulations, see Item 1, Business, “Sources of
Revenue—Medicare Reimbursement” and “Regulation.”
Although we have invested, and will continue to invest, substantial time, effort, and expense in implementing and
maintaining internal controls and procedures designed to ensure regulatory compliance, if we fail to comply with
applicable laws and regulations, we could be subjected to liabilities, including (1) criminal penalties, (2) civil
penalties, including monetary penalties and the loss of our licenses to operate one or more of our hospita
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