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UNITED STATES  

SECURITIES AND EXCHANGE COMMISSION  
WASHINGTON, D.C. 20549  

 

FORM 8-K  
CURRENT REPORT  

Pursuant To Section 13 or 15(d) of the Securities Exchange Act of 1934  

Date of Report (date of earliest event reported): November 23, 2014  

 

HealthSouth Corporation  
(Exact name of Registrant as specified in its Charter)  

Delaware  
(State or Other Jurisdiction of Incorporation)  

3660 Grandview Parkway, Suite 200, Birmingham, Alabama 35243  
(Address of Principal Executive Offices, Including Zip Code)  

(205) 967-7116  
(Registrant’s Telephone Number, Including Area Code)  

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following provisions:  
 

 
 

001-10315  63-0860407  
(Commission File Number)  (IRS Employer Identification No.)  

    

�  Written communication pursuant to Rule 425 under the Securities Act (17 CFR 230.425)  
    

�  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)  

    

�  Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))  

    

�  Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))  



 
 
Item 1.01 . Entry into a Material Definitive Agreement.  

On November 23, 2014, HealthSouth Corporation, a Delaware corporation (the “Company”), and a newly formed subsidiary, HealthSouth Home Health Corporation, a 
Delaware corporation (“HHH”), entered into a Stock Purchase Agreement (the “Agreement”) with EHHI Holdings, Inc., a Delaware corporation (“EHHI”), the holders of 
securities of EHHI named as parties thereto (collectively, the “Sellers”), and the Sellers’ Representative named therein. EHHI is headquartered in Dallas, Texas and owns the 
Encompass home health and hospice business (“Encompass”). Pursuant to the Agreement, HHH will acquire, and the Sellers will sell to HHH, all of the issued and outstanding 
equity interests of EHHI, other than equity interests contributed to HealthSouth Home Health Holdings, Inc., a Delaware corporation and a newly formed subsidiary of the 
Company that is the parent of HHH (“Holdings”), by certain Sellers in exchange for shares of common stock of Holdings as described below, for approximately $750 million, 
subject to certain adjustments (the “Acquisition”).  

The Agreement contains representations and warranties customary for transactions of this type. EHHI has agreed to various customary covenants and agreements, 
including, among others, to use commercially reasonable efforts to conduct its business in the ordinary course, consistent with past practice during the interim period between the 
execution of the Agreement and the closing of the Acquisition and not to engage in certain kinds of significant transactions during this period. The parties have also agreed to use 
their reasonable best efforts to obtain approval under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (the “HSR Act”). In addition, the Agreement 
provides for indemnification rights with respect to breaches of certain representations, warranties, and covenants by either party, as well as for other specified matters.  

Consummation of the Acquisition is subject to certain customary conditions, including, among others, (i) the accuracy of the representations and warranties of, and the 
performance of all covenants by, the parties to the Agreement; (ii) the absence of a material adverse effect with respect to the business of EHHI; (iii) the absence of certain legal 
injunctions or impediments prohibiting the transaction; and (iv) expiration or termination of all applicable waiting periods under the HSR Act.  

The Agreement also contains certain termination provisions for the Company and the Sellers’ Representative (including if the Acquisition is not completed by March 31, 
2015). Subject to the satisfaction of the closing conditions, the parties anticipate completing the Acquisition on or before December 31, 2014.  

Concurrently with the execution of the Agreement, certain members of Encompass management who are also Sellers, including April Anthony, the Chief Executive 
Officer of Encompass, also entered into a Rollover Stock Agreement, pursuant to which, effective immediately prior to the closing of the Acquisition, such Sellers will contribute a 
portion of their shares of common stock of EHHI in exchange for shares of common stock of Holdings. The Sellers who are parties to the Rollover Stock Agreement are expected 
to contribute in the aggregate between approximately $16 million and $50 million of their proceeds from the Acquisition in exchange for shares of common stock of Holdings. In 
addition, Ms. Anthony and certain other executives of Encompass have entered into amended and restated employment agreements with EHHI which will become effective at the 
closing of the Acquisition and have initial three-year terms.  

The description of the Agreement is summary in nature and is qualified in its entirety by reference to the full and complete terms of the Agreement. A copy of the 
Agreement will be filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 2014 if not otherwise filed prior to that. When filed, the 
Form 10-K or other form will also be available on the Company’s website at http://investor.healthsouth.com under SEC filings. The copy of the Agreement attached as an exhibit 
to such form is intended to provide investors and security holders with information regarding its terms. It is not intended to provide any other financial information about the 
Company or its subsidiaries or affiliates or EHHI. The representations, warranties, and covenants contained in the Agreement were made only for purposes of that agreement and 
as of specific dates, are solely for the benefit of the parties to the Agreement, may be subject to limitations agreed upon by the parties, including being qualified by confidential 
disclosures made for the purposes of allocating contractual risk between the parties to the Agreement instead of establishing these matters as facts, and may be subject to standards 
of materiality applicable to the parties that differ from those applicable to investors. Investors should not rely on the representations, warranties, or covenants or any description 
thereof as characterizations of the actual state of facts or condition of the Company or any of its subsidiaries or affiliates. Moreover, information concerning the subject matter of 
the representations, warranties, and covenants may change after the date of the Agreement.  

Item 7.01. Regulation FD Disclosure.  

On November 24, 2014, the Company issued a press release, a copy of which is attached hereto as Exhibit 99.1 and incorporated herein by reference, announcing that the 
Company has entered into the Agreement referenced herein.  
 
 



 
 

In this press release, the Company announced a conference call to be held at 11:00 a.m. Eastern Time on Monday, November 24, 2014. A copy of the supplemental slides 
which will be discussed during the Company’s call is attached to this report as Exhibit 99.2 and incorporated herein by reference.  

The information under this Item 7.01 along with Exhibits 99.1 and 99.2 attached hereto are being furnished and shall not be deemed to be “filed” for purposes of Section 
18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), nor shall it be incorporated by reference in any filing under the Securities Act of 1933, as amended, 
or the Exchange Act, except as shall be expressly set forth by specific reference in such a filing. The furnishing of Exhibits 99.1 and 99.2 attached hereto are not intended to 
constitute a determination by the Company that the information is material or that the dissemination of the information is required by Regulation FD.  

Note Regarding Presentation of Non-GAAP Financial Measures  

The financial data contained in the supplemental slides attached to this report as Exhibit 99.2 include non-GAAP financial measures, including the Company’s leverage 
ratio and Adjusted EBITDA. The leverage ratio referenced therein is defined as the ratio of consolidated total debt to Adjusted EBITDA for the trailing four quarters. The 
Company believes its leverage ratio and Adjusted EBITDA are measures of its ability to service its debt and its ability to make capital expenditures. Additionally, the leverage 
ratio is a standard measurement used by investors to gauge the creditworthiness of an institution. The Company’s credit agreement also includes a maximum leverage ratio 
financial covenant which allows the Company to deduct up to $75 million of cash on hand from consolidated total debt. The Company reconciled historical Adjusted EBITDA to 
net income in the Form10-Q for the quarterly period ended September 30, 2014 (the “September 2014 Form 10-Q”) available on the Company’s website at 
http://investor.healthsouth.com under SEC filings.  

The Company uses Adjusted EBITDA on a consolidated basis as a liquidity measure. The Company believes this financial measure on a consolidated basis is important in 
analyzing its liquidity because it is the key component of certain material covenants contained within the Company’s credit agreement, which is discussed in more detail in Item 7, 
Management’s Discussion and Analysis of Financial Condition and Results of Operations , “Liquidity and Capital Resources,” and Note 8, Long-term Debt , to the consolidated 
financial statements included in its Annual Report on Form 10-K for the year ended December 31, 2013 (the “2013 Form 10-K”) and Note 4, Long-term Debt , to the condensed 
consolidated financial statements included in Part I, Item 1, Financial Statements (Unaudited) , of the September 2014 Form 10-Q. These covenants are material terms of the credit 
agreement. Noncompliance with these financial covenants under the credit agreement-its interest coverage ratio and its leverage ratio-could result in the Company’s lenders 
requiring the Company to immediately repay all amounts borrowed. If the Company anticipated a potential covenant violation, it would seek relief from its lenders, which would 
have some cost to the Company, and such relief might not be on terms favorable to those in the Company’s existing credit agreement. In addition, if the Company cannot satisfy 
these financial covenants, it would be prohibited under the credit agreement from engaging in certain activities, such as incurring additional indebtedness, paying common stock 
dividends, making certain payments, and acquiring and disposing of assets. Consequently, Adjusted EBITDA is critical to the Company’s assessment of its liquidity.  

In general terms, the credit agreement definition of Adjusted EBITDA, referred to as “Adjusted Consolidated EBITDA” there, allows the Company to add back to 
consolidated net income interest expense, income taxes, and depreciation and amortization and then add back to consolidated net income (1) all unusual or nonrecurring items 
reducing consolidated net income (of which only up to $10 million in a year may be cash expenditures), (2) any losses from discontinued operations and closed locations, (3) costs 
and expenses, including legal fees and expert witness fees, incurred with respect to litigation associated with stockholder derivative litigation, including the matters related to Ernst 
& Young LLP and Richard Scrushy discussed in Note 18, Contingencies and Other Commitments , to the consolidated financial statements accompanying the 2013 Form 10-K and 
Note 11, Contingencies and Other Commitments , to the condensed consolidated financial statements included in the September 2014 Form 10-Q, and (4) share-based 
compensation expense. The Company also subtracts from consolidated net income all unusual or nonrecurring items to the extent they increase consolidated net income.  

Under the credit agreement, the Adjusted EBITDA calculation does not include net income attributable to noncontrolling interests and includes (1) gain or loss on disposal 
of assets, (2) professional fees unrelated to the stockholder derivative litigation, and (3) unusual or nonrecurring cash expenditures in excess of $10 million. These items may not 
be indicative of the Company’s ongoing performance, so the Adjusted EBITDA calculation presented here includes adjustments for them.  

Adjusted EBITDA is not a measure of financial performance under generally accepted accounting principles in the United States of America (“GAAP”), and the items 
excluded from Adjusted EBITDA are significant components in understanding and assessing financial performance. Therefore, Adjusted EBITDA should not be considered a 
substitute for net  

 
 



 
 

income or cash flows from operating, investing, or financing activities. Because Adjusted EBITDA is not a measurement determined in accordance with GAAP and is thus 
susceptible to varying calculations, Adjusted EBITDA, as presented, may not be comparable to other similarly titled measures of other companies. Revenues and expenses are 
measured in accordance with the policies and procedures described in Note 1, Summary of Significant Accounting Policies , to the consolidated financial statements accompanying 
the 2013 Form 10-K.  

Forward-Looking Statements  

Certain statements made in this Current Report on Form 8-K are forward-looking statements, such as those relating to the purchase price and the likelihood, timing and 
effects of the completion of this acquisition. In addition, the Company may from time to time make forward-looking public statements concerning the matters described herein. All 
such estimates, projections, and forward-looking statements speak only as of the date hereof, and the Company undertakes no duty to publicly update or revise such statements, 
whether as a result of new information, future events, or otherwise. Such forward-looking statements are necessarily estimates based upon current information and involve a 
number of risks and uncertainties. The Company's actual results or events may differ materially from those anticipated in these forward-looking statements as a result of a variety 
of factors. While it is impossible to identify all such factors, factors which could cause actual results or events to differ materially from those anticipated include, but are not 
limited to, the regulatory review and approval process, the satisfaction of other closing conditions, including expiration of the waiting period under the Hart-Scott Rodino Antitrust 
Improvements Act of 1976, as amended; any adverse outcome of various lawsuits, claims, and legal or regulatory proceedings that may be brought by or against the Company, 
including those related to yet undiscovered issues at the acquired company; litigation brought to prevent the closing of this transaction; the possibility this acquisition will 
experience other unexpected delays; adverse effects on the Company’s stock price resulting from the announcement, closing or the integration of this acquisition; the ability to 
ultimately realize anticipated tax benefits; the ability to successfully complete and integrate this acquisition consistent with the Company’s growth strategy, including realization of 
anticipated revenues, cost savings, and productivity improvements arising from the related operations and avoidance of unforeseen exposure to liabilities; significant changes in the 
Company’s or the acquired company’s management team; changes in the regulation of the healthcare industry broadly or the home health and hospice area specifically at either or 
both of the federal and state levels; competitive pressures in the healthcare industry broadly or the home health and hospice area specifically and the Company’s response thereto; 
the ability to maintain proper local, state and federal licensing where the acquired company does business; potential disruptions, breaches, or other incidents affecting the proper 
operation, availability, or security of the Company’s information systems, including the unauthorized access to or theft of patient or other sensitive information as well as any 
unforeseen issues related to integration of the acquired company’s systems; the 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 the Company’s labor expenses from potential union activity and staffing shortages; changes, delays 
in (including in connection with resolution of Medicare payment reviews or appeals), or suspension of reimbursement for the Company’s services by governmental or private 
payors; general conditions in the economy and capital markets; and other factors which may be identified from time to time in the Company’s SEC filings and other public 
announcements, including the Company’s Form 10-K for the year ended December 31, 2013 and Form10-Q for the quarters ended March 31, 2014, June 30, 2014, and 
September 30, 2014.  

Item 9.01 Financial Statements and Exhibits.  

 
 

(d)     Exhibits.  

    

99.1    Press Release of HealthSouth Corporation, dated November 24, 2014.  

99.2    
Supplemental slides provided in connection with the conference call of HealthSouth Corporation on November 24, 2014 relating to the signing of an agreement to 
acquire Encompass Home Health and Hospice.  



 
 

SIGNATURES  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf by the undersigned hereunto 
duly authorized.  

HEALTHSOUTH CORPORATION  

Dated: November 24, 2014  
 
 

      

By:  / S /   D OUGLAS  E. C OLTHARP  

   Name:  Douglas E. Coltharp  
   Title:  Executive Vice President and Chief Financial Officer  



 
 

 

HealthSouth Enters into Definitive Agreement to Acquire  
Encompass Home Health and Hospice  

 
 
BIRMINGHAM, Ala. - HealthSouth Corporation (NYSE: HLS) (the “Company”), the nation's largest owner and operator of inpatient rehabilitation hospitals, 
today announced it has entered into a definitive agreement to acquire privately held EHHI Holdings, Inc., which owns Encompass Home Health and Hospice 
(“Encompass”), for approximately $750 million, subject to certain customary adjustments. The transaction was approved by both companies’ boards of directors 
and is expected to close before the end of 2014.  
 
Founded in 1998 and based in Dallas, Texas, Encompass is the fifth largest provider of Medicare-focused, skilled home health services in the United States. It 
operates in 140 locations across 13 states, with approximately 5,000 employees making more than 2.1 million patient visits annually. Encompass is currently 
owned by Cressey & Company LP, a leading healthcare-focused private investment firm.  
 
“One of our stated strategic objectives has been to expand into home health, assuming we were able to acquire a high-quality, scalable asset that was capable of 
consolidating the highly fragmented home health industry. Today we are very pleased to announce the acquisition of the company we believe fits these 
requirements,” said Jay Grinney, HealthSouth President and Chief Executive Officer. “Encompass’ expertise in home health complements HealthSouth’s 
leadership position in inpatient rehabilitation.  Encompass’ exceptional management team, strong corporate culture, and track record of successfully providing 
high-quality, cost-effective home care services has positioned the company as a leader in the home health industry. In addition to being best-of-class operators, 
Encompass also has demonstrated an ability to acquire under-performing home health entities and incorporate them onto their operating platform: since 2005 the 
company has successfully integrated 45 separate acquisitions. By utilizing HealthSouth’s strong free cash flow, we believe we can accelerate this pace of 
consolidation while, at the same time, continuing to expand our inpatient rehabilitation portfolio. Finally, we believe bringing these two companies together 
positions us to be highly competitive in the evolving healthcare delivery system by offering both facility-based as well as home-based post-acute services on a 
comprehensive, coordinated basis.”    
 
April Anthony, Chief Executive Officer of Encompass, added, “We are thrilled to be joining HealthSouth and are confident that our mission of delivering a better 
way to care for our employees, patients, referral sources and all of our stakeholders will align well with HealthSouth’s mission and allow our merged  

 
 

Media Contact  November 24, 2014  
Casey Lassiter, 205-410-2777  For Immediate Release  
casey.lassiter@healthsouth.com     

    

Investor Relations Contact     

Mary Ann Arico, 205-969-6175     

maryann.arico@healthsouth.com     



 
 
organizations to continue to provide high-quality post-acute services to the communities we are privileged to serve.”  

The closing of the transaction is subject to certain customary closing conditions and regulatory approvals, including expiration or termination of all applicable 
waiting periods under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended.  

 
J.P. Morgan Securities LLC is acting as exclusive financial advisor to HealthSouth. Skadden, Arps, Slate, Meagher & Flom LLP is acting as legal advisor to 
HealthSouth.  
 
Conference Call and Webcast  
 
The Company will host an investor conference call at 11:00 a.m. Eastern Time today, November 24, 2014, to discuss the details of this announcement. For 
reference during the call, the Company will post certain supplemental slides at http://investor.healthsouth.com .  
 
The conference call may be accessed by dialing (866) 610-1072 and giving the pass code 38895718. International callers should dial (973) 935-2840 and give the 
same pass code. Please call approximately ten minutes before the start of the call to ensure you are connected. The conference call will also be webcast live and 
will be available at http://investor.healthsouth.com by clicking on an available link.  

An on-line replay of the conference call will be available after the live broadcast at http://investor.healthsouth.com .  

 
About HealthSouth  

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. Operating in 28 states across the country and in Puerto Rico, HealthSouth serves patients through its network of inpatient rehabilitation hospitals, 
outpatient rehabilitation satellite clinics and home health agencies. HealthSouth's hospitals provide a higher level of rehabilitative care to patients who are 
recovering from conditions such as stroke and other neurological disorders, cardiac and pulmonary conditions, brain and spinal cord injuries, complex orthopedic 
conditions, and amputations. HealthSouth can be found on the Web at www.healthsouth.com .  

FORWARD-LOOKING STATEMENTS  
Statements contained in this press release, the conference call and the associated presentation slides which are not historical facts, such as those relating to the 
purchase price and the likelihood, timing and effects of the completion of this acquisition, are forward-looking statements. In addition, HealthSouth, through its 
senior management, may from time to time make forward-looking public statements concerning the matters described herein. All such estimates, projections, and 
forward-looking information speak only as of the date hereof, and HealthSouth undertakes no duty to publicly update or revise such forward-looking information, 
whether as a result of new information, future events, or otherwise. Such forward-looking statements are necessarily estimates based upon current information, 
involve a number of risks and uncertainties, and relate to, among other things, future events, HealthSouth's plan to repurchase its debt or equity securities, 
dividend strategies, effective income tax rates, HealthSouth's business strategy, its financial plans, its future financial performance, its projected business results 
or model, its ability to return value to shareholders, its projected capital expenditures, or its acquisition activities and opportunities. Actual events or results may 
differ materially from those anticipated in these forward-looking statements as a result of a variety of factors. While it is impossible to identify all such  
 
 



 
 
factors, factors which could cause actual events or results to differ materially from those estimated by HealthSouth include, but are not limited to, the regulatory 
review and approval process, the satisfaction of other closing conditions, including expiration of the waiting period under Hart-Scott-Rodino; any adverse 
outcome of various lawsuits, claims, and legal or regulatory proceedings that may be brought by or against HealthSouth, including those related to yet 
undiscovered issues at the acquired company; litigation brought to prevent the closing of this transaction; the possibility this acquisition will experience other 
unexpected delays; adverse effects on HealthSouth’s stock price resulting from the announcement, closing or the integration of this acquisition; the ability to 
successfully complete and integrate this acquisition consistent with HealthSouth’s growth strategy, including realization of anticipated revenues, cost savings, and 
productivity improvements arising from the related operations and avoidance of unforeseen exposure to liabilities; changes in HealthSouth’s or the acquired 
company’s management team; changes in the regulation of the healthcare industry broadly or the home health and hospice area specifically at either or both of 
the federal and state levels; competitive pressures in the healthcare industry broadly or the home health and hospice area specifically and HealthSouth’s response 
thereto; the ability to maintain proper local, state and federal licensing where the acquired company does business; potential disruptions, breaches, or other 
incidents affecting the proper operation, availability, or security of HealthSouth’s information systems, including the unauthorized access to or theft of patient or 
other sensitive information as well as any unforeseen issues related to integration of the acquired company’s systems; the 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 HealthSouth’s labor 
expenses from potential union activity and staffing shortages; changes, delays in (including in connection with resolution of Medicare payment reviews or 
appeals), or suspension of reimbursement for HealthSouth’s services by governmental or private payors; general conditions in the economy and capital markets; 
and other factors which may be identified from time to time in HealthSouth's SEC filings and other public announcements, including HealthSouth's Form 10-K for 
the year ended December 31, 2013 and Form 10-Q for the quarters ended March 31, 2014, June 30, 2014, and September 30, 2014.  
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The information contained in this presentation includes certain estimates, projections and other forward- looking information that reflect our current outlook, views and plans with respect to future events, including the purchase price and the likelihood, timing and effects of the completion of this acquisition; anticipated tax benefits; the growth prospects of the acquired entity; the ability to leverage technologies and care delivery models; future balance sheet capacity; anticipated clinical, management, sales and compliance attributes of the acquired company’s operations; strategy; financial performance; and business model. These estimates, projections and other forward-looking information are based on assumptions that HealthSouth believes, as of the date hereof, are reasonable. Inevitably, there will be differences between such estimates and actual events or results, and those dif ferences may be material. There can be no assurance that any estimates, projections or forward- looking information will be realized. All such estimates, projections and forward-looking information speak only as of the date hereof. HealthSouth undertakes no duty to publicly update or revise the information contained herein. You are cautioned not to place undue reliance on the estimates, projections and other forward-looking information in this presentation as they are based on current expectations and general assumptions and are subject to various risks, uncertainties and other factors, including those set forth in the Form 10-K for the year ended December 31, 2013, the Form 10-Q for the quarters ended March 31, 2014, June 30, 2014, and September 30, 2014, the Form 8-K dated November 24, 2014, and in other documents we previously filed with the SEC, many 
of which are beyond our control, that may cause actual events or results to differ materially from the views, beliefs and estimates expressed herein. Note Regarding Presentation of Non-GAAP Financial Measures The following presentation includes certain “non-GAAP financial measures” as defined in Regulation G under the Securities Exchange Act of  1934. Our Form 8-K, dated November 24, 2014, to which the following supplemental slides are attached as Exhibit 99.2, provides further explanation and disclosure regarding our use of non-GAAP f inancial measures and should be read in conjunction with these supplemental slides. Forward-Looking Statements 2  
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Transaction Summary � $750 million purchase price ― Includes an approx. $40 million (NPV) tax benefit ― Transaction multiple (net of tax benefit)  of approx. 9.5x based on 2015 expected Adjusted EBITDA contribution � Accretive upon closing ― Expected Adjusted EBITDA (2) contr ibution of approx. $75 million in 2015 ― 2015 EPS accretion will be determined based on financing structure. � Transaction to be funded with cash on hand and incremental debt ― Resulting HealthSouth leverage of approx. 3.5x � HealthSouth will create a new home health and hospice operating division ― To be run by Encompass management ― Retain Encompass trade name and headquarters ― Encompass management rolling equity into transaction ― Existing HealthSouth home health agencies to be integrated into Encompass � Expected to close by year-end 2014 ― Subject to Hart-Scott-Rodino approval and other regulatory approvals 4 (1) Revenue not pro forma for recent acquisitions (2) For discussion of matters related to non-GAAP information, see the Form 8-K with which this presentation was filed on November 24, 2014. • 5th largest provider of Medicare-focused (82% Medicare) skilled home health services in the U.S. with 140 locations across 13 states • ~5,000 employees making over 2.1 million total patient visits annually • Trailing 12-month revenue of approx. $355 million through October 2014 (1) • Leading position in states across the U.S.  



   

Strategic Rationale � Attractive opportunity to enter the $33.5 billion Medicare home health and hospice markets which are adjacent to our core inpatient rehabilitation facilities (IRF) business � Brings together two best-of-class post-acute providers with regard to patient outcomes and operating efficiency � Compatible corporate cultures dedicated to patient care, employee satisfaction and shareholder value creation � Highly complementary businesses serving the Medicare beneficiary population � Favorable demographic trends driving increased demand for both inpatient rehabilitation and home health/hospice services � Enhanced positioning to participate in integrated delivery and value-based payment models � Shared commitment to technology enabled business processes � Scalable management teams and supporting infrastructure facilitating accelerated growth � Ability to leverage balance sheet capacity into a highly accretive transaction � Suff icient free cash flow and capital availability to fund growth opportunities in both IRF and home health/hospice segments 5  



   

Enhanced Growth Profile � Organic growth fueled by operating improvements in previously acquired businesses ― Encompass has a strong record of meaningful growth following acquisition � Significant opportunity to continue growth via acquisition ― Encompass has acquired 45 home health businesses since 2005 ― Highly fragmented home health market creates acquisition opportunities ― Over 12,000 home health agencies in the U.S. ― Approximately 95% of home health agencies have less than $5 million in annual revenue � Ability to enhance patient choice and outcomes for HealthSouth IRF patients ― HealthSouth IRFs discharge approximately 72,000 patients per annum to home health • Currently only approximately 4% go to a HealthSouth home health agency • Currently only approximately 1% go to an Encompass home health agency ― Opportunity to offer HealthSouth IRF patients who are discharged to SNF a more cost-effective alternative � Elevated opportunities to participate in integrated delivery and value-based payment models ― Ability to deliver facility-based and home-based care ― Industry leading quality outcomes and cost-effectiveness ― Leverage significant investment in technology • Homecare Homebase (HCHB) at Encompass • Cerner clinical information system (CIS) at HealthSouth 6  



   

Encompass: Overview 7 • 5th largest provider of Medicare -focused (82% Medicare) skilled home health services in the U.S. with 140 locations across 13 states • Founded in 1998 and based in Dallas, Texas • Highly regarded management team with bench strength • Best of class in terms of quality and efficiency • Acquired 45 businesses since 2005 • Leading position in states across the U.S. History of Business 2007 #1 Encompass presence, year of entry and current market position Founded in Dallas by April Anthony as a platform to acquire home health agencies 1998 2001 Spun-out technology division as Homecare Homebase Acquired Healthcare Innovations, creating the largest home health provider in the TX and OK markets 2005 2006 Bolstered density in TX with acquisitions of Advantage Home Care and Rehab at Home Company wins first “Best Place to Work” Awards, in both OK & TX 2008 2009 Entered the CO market Entered the UT and ID markets 2011 2011 Entry into hospice Continued Expansion into New England, VA, KS, and OR 2012 2014 Company enters FL, the second largest home health market in U.S., via acquisition of Phoenix  



   

Encompass: Well -Positioned for Shift in Coordinated Care Delivery Models Clinical Excellence – A Better Way to Care Scale and Density in Attractive Markets Highly Integrated Technology Platform Data-Driven Management Proven Ability to Consummate and Integrate Acquisitions Innovative Partner Exceptional Financial Profile and Cash Flow Robust Systems for Tracking Outcomes Low Cost Provider Strong Data Management Ability to Manage Care Pathways Sustainable and Replicable Culture Ability to Build and Manage Teams Encompass key attributes make it… …an ideal partner in the new landscape. As healthcare moves towards value based medicine, Encompass’ competitive advantages position it to be the leading partner to health systems, payors, and ACO’s. 8  



   

Encompass: Operational Excellence • HCHB manages the entire patient workf low and provides field clinicians with access to patient records, diagnostic information, and notes from prior visits via a mobile application. • Real-time, customized feedback and instructions provided on-site • Customized plan of care developed based on specific symptoms, with actionable care items provided to patient • Provides real-time market intelligence to Area Managers, allowing them to quickly identify the most valuable referral sources • Specialty programs integrate individual physician procedures into HCHB. – Creates loyalty and incentives for physicians and facilities, generating additional future referrals • Web-based portal allows referring physicians to easily monitor the care and progress of patients and to sign orders electronically. • Field clinicians are required to adhere to clinical protocols and physician orders, ensuring proper regulatory and compliance procedures are followed. • Internal branch-level audits completed quarter ly – HCHB-generated outputs reviewed by management and board of directors to identify any branches requiring additional oversight • Compliance program also involves extensive internal training • Best-in-class data management and reporting ensures managers have access to relevant data needed to make correct decisions. • Rules-based algorithms ensure accountability by escalating tasks and notifying management when processes are delayed. • Seamless billing with processes in place to ensure claim completeness 100% utilization of leading-edge technology embedded in culture, driving superior clinical and operational outcomes. • Encompass internally developed Homecare Homebase (“HCHB”), which is the #1 IT 
platform in the home health and hospice industry. • The “Encompass Way” is manifested into the HCHB offering. Clinical Management and Operations Sales Compliance 9  



   

Encompass: Clinical Excellence 10 Consistently better than the CMS average in key surveyed metrics 16% lower average re-hospitalization rate than industry Encompass quarterly average: 15.7% 16.8% 15.5% 15.6% 14.9% 15.9% 15.6% 18.7% 1Q 2013 2Q 2013 3Q 2013 4Q 2013 1Q 2014 2Q 2014 2013 US Avg. Source: Internal Encompass data and OCS HomeCare (1) Represents all causes of re-hospitalization within 30 days of start / resumption of care. Source: HH CAHPS patient survey results for 2014. Lower re-hospitalization rates than national average (1) High patient satisfaction compared to CMS average 89% 86% 85% 83% 79% 90% 87% 87% 85% 81% Care of Patients Communications -  Providers/Patients Specific Care Issues % of Patients Rated Agency 9 or 10 % of Patients - Recommend Agency SHP Average Encompass Culture of excellence that embraces technology ensures clinical consistency across agencies and markets • Combining technology with substantial training resources has resulted in staff that is committed to providing quality care to patients. • Employees dedicated to a “better way to care” mission, well-established operating protocols, and integrated technology dr ive clinical excellence, high patient satisfaction and reduced overall costs for key stakeholders.  



   

Encompass: Geographic Overlay with HealthSouth Encompass Home Health Legend Encompass Hospice Encompass Pediatric HLS Hospitals - 105 11  



   

Transaction Summary • Expected Adjusted EBITDA (1) contribution of approx. $75 million in 2015 • Estimated 2015 EPS accretion to be determined based on financing structure Accretion • All cash; no share dilution • Encompass management rolling equity into the transaction Consideration • Funded with cash on hand and incremental debt • Initial leverage estimated at approx. 3.5x • Significant free cash f low generation provides path to return leverage to 3.0x or below Leverage 12 • $750 million Purchase Price • 9.5x expected 2015 EBITDA net of tax benefits (approx. $40 million in tax benefits)  Deal Multiple (1) For discussion of matters related to non-GAAP information, see the Form 8-K with which this presentation was filed on November 24, 2014. • Expect to close by year-end 2014 Timing • Establish distinct HealthSouth home health and hospice business unit to be run by Encompass management • Retain Encompass headquarters and trade name • Integrate existing HealthSouth home health agencies into Encompass Operating Strategy  
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