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5/2/02: "DSOs climbed four days to 81, three days of the increase

A, 727198 - 9r2538: Scrushy and Martin inform analysts: 11/4/39; *The company did take a $117 million pre-lax write-off of receivables in the ;
‘ﬁ,@ * HealihSoulh was nol being adversaly impacted by 19 quarter ($71 million after tax). HRC explained that these were considerably aged 1/10/01: *[S]hares of HRC remain among the cheapest in was from slower payments form a fiscal intermediary. We are
; ) 57 HMOs' effarts 1o obtain price reductions receivables largely produced by facililies that the company has ceased operating; 26 'he heallhcare service provider sector. We maintain cur 1H 37 maintaining our $1.12 and $1.30 EPS estimales and $21 price
7/1/98: Acquires 33 « HealthSouth had already negotiated discounled fees most wers facities lhal the company had acquired over the years. The company raling and have increased our price targel to 521 ... In largel.... Investment Thasis ... PPS ... wil positively benelit low cost
ambulatory surgery centars in exchange for volume centracts and HealthSouth, staled emphatically thal the receivables thal were written off were not ganeraled by is 2000, 35% of conlracts had priing increasas, 65% were provides such as HEALTHSOUTH.... The focus on operations:
. from HCA, Inc. or 5500 given its cost advantage, would not be adversaly core businesses and thal we should nol view lhe write-off as ndicative of a ‘revenue slabla.... Substantial capital axpenditures and faciity should lead to sironger cash flows, lo pay down debt and improved
’:]‘"”"‘ Acqures The impacted. recognition’ issua. We tend to concur. Days sales outstanding have increased upgradas is behind the company.* financial performanca. We would also expect improvemenls in
ompany Daocter "\3“’ 3 = There was no change in operating trends al markecly o 1999 (lo alinosl 100 currently); we don't beliave that this is a HealthSouth 1/22/01- *Wa met wih HRC management lata last week and accounls recetvables collection with lower capital expenditures.”
miilon stock deal. Salomon HeallhSouth, problem; we believa that it is an indusiry problem. Top management at HRC has o i ek
Smith Barney HealthSouth i taken the ral this | nd we believe thet s wil b mads wih reqard 1o 27  came away highly enthused about business trends and the
it kst = There had been no change in favorabls g sl &2 general outiock for earnings growth in 2001.., With a solid 5/12/02: *Management noled that'Because of the favorabla results
fur anjoyed by | h h callections over the next several quarters. earnings report and an update for investors on a number of 38 wehave seen in Ihe early Iransttion to inpatienl rehabilitation PPS,
= The decline in HealihSoulh's shares had no basis in 100: * i 4 ? ongoing initialives that would signdicanily improva eamings we have incurred addftonal caplal expendkures in the first quarter
7/22/98: Issues 20,426,261 fact and was nol dus to any fundamantal reason. 20 ﬁ:rﬂ?.'h?fiﬁuggg?tdegﬂac;w;,':;:;i?f;ﬂﬁem:rﬁfﬁ:i’:m:ﬂ'.igf praspects upcoming in the next month, ... we beliave shares of 2002 in connection with expansion actvities at some of our
shares for Mational Surgery = Thay had conviction that HeallhSouth would achieve The key question thal we have is with regard lo the $140 million pretax of HRC represent an atiractive opportunity for investors. tacilities and a_ccelemted developnje.nl aclratles: ... The company
Cenlers acquistion $0.30, $0.31, and $1.15 EPS in 3098, 4Q98 and lor write-off on the provision for doubtful accounts line. If mosi of this was 3/601: “Refteraling Our Buy Rating on Shares of HR..: A alirbutes [an increase in DSOs] this increase primarily fo delays by
Salomon Smith Barney 1he full-year 1998, respectivaly. receivables related il .. s2ams lke a hefty amount of receivables lo hava 28 btof o sumtioe A TG CuArer was the leveral capilal““ rs.ome of ts Megma:g!:tsca!h:‘;::r;gdna’;;g;:n implemenling systems
HeallhSouth deal adviser been writen off ... expendiires which came in at between $250 milion and or processing inpatient rel ation payments,
=i . . 5300 1nilion, and betwsen $630 million and $740 milion 6/11/02: "HRC revealed ... thal it intends to refinance some $207
4/20:00: *We recenlly visited management and had a construclive meeting forthe y=ar. Wa had been expecting capilal expenddures million in synthetic lease cbligalions.... We had been under the
21 during which management indicated its renewed confidence in eamings for the quarter ef not more than $100 milion.... There has 39 impression Ihat the synthelic lease(s) related only to the
prospects for 2000.... The company has also instituted a program lo been substantial debate in the investment community company's yel-lo-be-buill digial hospilal in Birmingham, AL.
manage and control cests which encomp. ployee p Y. about cepex levels al HRC.... [W)e believe that HRC has, Considering the development of the digital hospital hasnt even
billing and cell and el p and g for the most par, fully recouered lrom the oparational broken ground yet, we houghl the amount would be rather
processes. The company expects that it could see results from these dificullies of the late 1990s and 2000, and we se no signs negligble... HRC recenlly raised its capex guidance lo $450-S550
Intiatives ﬂ5ﬂ5°'°:: :: fmmu’::ﬁ"ﬂ“ﬁm’:‘cﬁﬁagdh\:s"zﬂag:ﬂ of financial stress on the balance sheel.” million .... Now, the number looks 1o be cleser to S650-5750
summer/aary iat ! i . . million, much more than the criginal estimale for 2002 of
announcements regarding a disappointing managed care pricing ARtcWebellevs that the pressure e sharss came $350.8500 million. .. Wes continus o belisve that HAC will do well
environmenl in bolh 1998 and 1998, Our sense is that management has a 29 under in the aftermath of the 4000 @amings report was under .., PPS ... [W]e continue to rale the shares a Buy. We must
much better handle on is current and lulure managed care contracling unwarranted and that the share|s] continue to ba among admi, however, that for ena reason or another, the company just
prospects than it has historically,” the most compelling in the healthcare provider unwerse. dosasn'l seem lo ba abla o reach s goals on containing capex or
4/26/00; "We are mainlaining our EPS estimates for 2000 and 2001 and 4/26/01: “Volume and pricing wera sold in all business reducing :lteb_land the Straet, we believa, is growing ncreasingly
continue to rale the shares 3H.... Days sales culstanding decreased Iwo 30 lines, with exceptionally strong same-lacily surgery center frustrated ...
22 days since the beginning of the year 81.5 days reflecling the success of volume.... Same-facility pricing was up slightly in all of the 7/18/02: “Shares of HRC have come undar renewed pressura the
- affarts to work closer with managed cara payers ta improve the collection company's operaling dwisicns, and the company A0 a5t fow days aftar having fallen sharply late last week on market
cycle.... sFor now, we are maintaining our EPS estimate for the full year g:?;ﬁsﬁn‘iﬁlﬁm"g::f:;ﬁ :gﬁ:ﬁiﬁ:ﬁ_’enem'ﬁ““ﬂ chatter about a number of unsubstantiated Issues. The issuss
2000 of $0.70.7 : were about alleged accounling improprielies, audilor reluctance to
8 . [, e 5/15/01: "Cash flow in the lirst quarter looks 1o have been sign off on 2Q02 tinancials, surgery center doctor defections, and
Salomen Smith :'::I:S‘SA::‘::;:L:RC;:‘:: at gig:gr:“'rgm“”:;:;i; :;;L n 31 adversely affected by a significant pay down in accounts cc?ncems thal certain knee surgery procedures were unnecessary,
Barney sells 23 the company's s(anitzr::’ion AT aRiEAS f |sgwe believe the payable, accrued expenses and accrued interest expense among ether things. There do nol appear to be any'new issues
i 51.067 billon el rflcanily undervalued e it ($100 million cash outtlow}. We boliava it is important not ihat have surfaced this week, We beliava mast of the rampant
i) 3.25% notes (DS0s) m[gamd a ful day in 2000 WY: expacta signr!icnagnl 1o ‘over analyze a company's cash llow generation in any speculation Irom last week was unfounded .... HRC's share price
i improvement in the second half of 2000 as he company continues ona parficular quarter ...." ﬁim;:\';‘:ﬁ;“'md Igr?::g;?:e::::“:gl‘;e?g;;ﬁtnﬁ);hmgs
i to roll[ ] out a number of electronic claims/collections intiatives.... good
H The CL]mpany noted tha by the end of 2001, it expects lo have 7/31/01: *Raising our 2001 EPS eslimate to $0.81 from as DSO reduction, capfal expendure restraint and Iree cash llow
H reduced DSOs to 58-62 days, We believe itis of note that, while the 32 $0.80... HRC finally delivered what the Street really wanted ﬂ;;‘:’:;'::‘wm&g;"mfy“‘?;: m;ﬁ‘::ﬂsf;f"fg ““gp"g',‘::‘f
B company did lake a S200 million-plus pretax wrke-off of recenables lo see - aquarter where debt was reduced (al loast in part r 2
i 9:14/98. Salomen Smith Bamay, Geldman Sachs in “‘ep |a;1 half of 1999, it bullcvesﬁhﬂtg signficant percentage of with aperating cash flow), capex wera well vithin gone smoolhly, and the company has successiully re-engineered
3 JP Morgan. Menill Lynch, B of A and Deutsche those receivables that were writen off wil ultimately prove P 5, and DSOs declined.... We very strongly expect 45 bsilancs shesl, hass sianéicant accomelistmans have baan
H Bank sall $500 million 6 8735/7% noles collectible.... We recenlly raised our rating on shares ol HAC to 1H the payment system change will have a posilive impact on z:‘;’:?ﬁm%f‘;’3:2255“:;;‘;"3%1‘\;;‘;‘:;:'9;:5;; b‘;v;dmve
;" from 3H on the lollowing basis: We believe pricing and volume HRC's revenues and profits.” C
H .. 9/30/98: Discloses “being pressured by payors lo erosion have subsided at HRC ... HRC has an aggressive AR &/7/01: *Heallhsouth, the largest tor of nd ;I\:\g::"sa;ﬂy gvoterpectalionsIHALERS Wolkl befavokabls for
: "'g ranagoliala rates and [was] seaing delays in payment collection plan in place that should reduce DSOs sgnifcantly hab in.aﬂea hosfuhai 91:’98 SO‘I:::?I!&D‘; o ia:feé-tﬂ ’jn'Q pany.
&7 under current contracts.* Could na longer grow ks EPS at throughout 2000, allevialing a significantly investor concern. New 33 :;' ;nd on he ‘4; 5in ? rezem ncially benelit trom
the historical 20-25% rate and will miss eamnings eslimates financial management is highly 'operalionally locused versus 8 pending reimbursement cnanges.
i in 1998 and 1999. previous linancial management which was ‘deal’ oriented. Shares of i n
H HRC Irade at a significant discounl to other heallhcare senice s «
7722/97: *VWie rate the shares a Buy as R0-8: ‘F
the company is a growing force in health 1047/98: "Based on a more in-depth .1 32
care and because s integrated delivery discussion wih the management of ez 33
system s deally sutted for the growing 13 HRC, we are revising our 1998 and 1999
managed care markel.... We are EPS eslimales.... The reduction in *u, I
maintaining our earnings estimates of revenues comes from the write-down of f 5
$0.93 per share for 1997 and $1.15 for the company's heme health division 27
E 1998..° (3%). pricing pressures (4%), and 26
anticipaled volume reductions due to the L 37
2/30'97: Acquiras ASC Netwark Col termination of some manaqed care
Salomen Smith Bamey }-ie.llth)u'irxP cenlracts (2%).... The 1998 EPS W ‘ H 38
deal advisar reductions primarily reflect the impact of | 10/17/00: “The BBA-relief bil working is way through the 2 H 34 \I“
hurricane Georges (roughly $0.03 in 24 Houss and Senale contains several provisions thal we 28 30 H
= — " 3QY8) and the beginnings of pricing believe wil be very favorable lo HEALTHSOUTH." H
. :B:"géféﬁs“gsr;‘l:’i““n'@% ‘;’;’: ax: pressure from managed care in 4Q98.... H
107 ¢ CQuIsition. Sa H ¥ .
Smih Barney HealthSouth daal adviser g:f:;;ﬁm?;:‘:i?;j;:f;;ﬁ;enl 10/31/00: *The company noted that t has experienced H 36
: = " g price increases on about 35% of the conlracls thal it has H H 15
we believe that these new estimates 25 ronogotiatod and tha rast have largely resulled i steady 25 i i
11/3/97: *HAC's growah prospects incorporale the risks. Additionally, we 17 pricing.... Days sales outstanding (DSOs) decreased a ) llE i
abound, its lundamentals are rock-solid, conlinue to believa that tha company i day and ahallin 3000 ... At 78 days, we baliave HRC's H 31 i
and A5 valualion is atiractve.... (Glven funclameritally srong, yath posive 15 DS0s compare favorably with many of the i i
the experience of HRC management operating cash flows Irom operations publicly-traded hospital companies ... The company has 24 t
team and their sterfing track record of ?a':ﬁ ﬂ;;‘;’;ﬁlﬂﬁ:}‘:gg& fﬁ:;;ﬁ';gg;m noted that by the end of 2001, & expects to have reduced
2352.1925{?,112“55;’,’;;'71“&:';;3}2" EPS Geiralis, vid bellov hat thera are DSOs lo 58.G2 days.... Given our growing conlidence in l 1212/01: *(PPS} for inpatient rehabiltation facillies ... is
95 growih, N few. £ any, EPS risks in 1999, with tt the company's stabilzation and eamings praspects, we expected to add approximately $0.07 to HRG's 2002
deserve a premium valuation. We o & AR, BT 6 e, RO, Wi believe the shares are significantly undervalued.” 34 ‘BITDA el
strongly recommend purchase of the potential for upside.... (Tlhis EPS.... We are rising our 2002 EBITDA eslimate lo
shares.” t lgam has its ¥ 51{35[)! mlih;r; “:I‘IUD;? s ,:;%Sgrsn‘nllnn) and our EPS
excellenca by delivering 48 consecutive estimale lo 31. rom 30.93).
quarters af :1yeethg urgmeeding 4/99. *Sinca these EPS and EBITDA "4 1/22/02: *HRC d that the U.S. DOV has joined
12/10/97: "HealthSouth's success at i : ingly, we levels seem easdy achievable, we ara 35 i22/02: R ‘a';"‘wm& atthe U.S. as lﬂr? ‘al
reducing cosls and generaling strong believa thal thi sama team will q’uickly 17  surprised at how low the valuation of the 22 9 fam l?;}#ﬂ £ mmﬁeﬁm cumwr;ys. oulpall{e_;\l PIEKE
clinical outcomes i in part due o its adjust lothe changing environment and shares is. Even assuming little or no thirapty il ) :nul.a:edm i "’9“"'"1";"5"';r i
internal compliance programs. once agan delver strong results.” growth in 2000 (which we do not beliave 21 Fikgintig (aciors for ik B0k ar. (H)RC? P "’".aU'BF?r .
HealthSouth has long had in place an s the case), the company appears revenue derived from Medicare T"“'; & cutpaent F'1 is
extensive intemal conliol system to 4. 10/14/98: Reveals $300 million significantly undervalued.” ?"r"t.l "lm h"“a"g’;;‘;"s and 712!)7 ""Df:hcmc‘:l?' ':'a;"fh(m
mondor legal, accounting, and accounls ,; 4} shortfall. $100 milion from the A 24 gpak-en Le 5 are in meﬁwz li:"’ec 5’3‘;2( E)EITBDA
payable functions. HealthSouth's intemal W oot of the BBA and 5200 milion inck b cheap,racng at only s our 2
auatt departmen, walch bs dedlcated to rrull)ﬁa declina in sama-store volume 18 19 ! samute.
sliminaling any accounting or operalional g d 20 P It
e irregularities, augments the more 10/27/98: "HRC's resulls reflect continuad rebust volume growth 3-120?. Vﬁubmg EOOZIEPS est :'{OHSC!.‘de“ $1.10 and
comimion walecat sk progmms 15  overall.... Thus, excluding the effects of the hurricane. 3098 ik establishing 2000 et of 51,30 taclesiavery
HealthSouth has, as executed annually EPS would have been 030 per share essentially i Ine with signiicant discount to other heallhcare sefvice companies ....
by Ernst and Young and Strategic estimates prior to recent adjusiments. All things considered, this 9/10/99: "We are downgrading shares of HRC from TH 1o 3H in the wake of the co's Managemenl indicaled thal all things are going very smoolhly
Management System. Inc.... Gven was a good quarter for HealthSouth.... Accordingly, we maintain 18 anncuncement that it will no longer pursus a spinolf of ts inpalient business & that ts under the new Medicare PPS for inpatiant rehabiltation
HaalthSouth's low cosl siucturs, the our 1M {Buy, Moderate Risk) raling on the shares.” profit margins are expacted to eroda significantly in tha near tarm, amang other hospitals.... Management staled Ihat it is comfortable with
company belisves lhat its profd margins. ! . Bsues * Our downgrade comes despite the co's still low valuation andtis a raflection current Street consensus astimates lor 2002 eamings,
on rehabililative care services would be 7/15:99: “The company's decision lo spin off s inpatient operations of our beliel thal the slock vl not perdorm well fer the loreseeable lutire given the
higher under a prospective payment 16  potentially creates signiicant shareholder value over the next signdicant uncertainties the company taces and the considerable loss of conlidence
BySe; Iwebya months, Wae balieve the ‘remainco’ will represent an the Street's likely to have in management and management guidance. *Our revised
125/98: "HAC hat altractive non-Medicare, growth-oriented slory wih a consarvative EPS est. for 1999 is 50.88 and for 2000 is S0.80 ...."
g.l Ia. ec s mel cL); excetzc:'ed . capital structure ... [MlJanagemenl's decision lo pursue a
IealEMIOrA3 SofEacUW e Qua e separaticn of the divisions is a strong indicalion that much of the
‘ managed care pricing problems thal lead lo dovmward revisions in
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B8/02: "Prcing and volume gains were solid
across all busness lines.... Company reactvaled
share repurchase program and can purchase up
to an additional 22 milion shares under February
2004. We are slightly raising our 2002 EPS
aslimale lo $1,13 .. and we have slightly raised
our 2003 EPS estimale to $1.31.°

W26/02: UBS Warbwg, Dautsche Bank, B of A
and Salemnon Smith Barmey sell 3994 millon
7.625% notos.

B/27/02: "First, the company has announced thata
Medicare rembursemant change ... will adversely
affect annualized EBITDA by as much as $175 millicn
- an enormous amounl by our calculations given that
the company has repealedly over the years indicated
that this business has very litle Medicare business ...
[T]he company staled thal it is disconlinuing earmings
guidance for 2002 and 2003.... Itis Ikely that there
will be quite a bit of speculation thal much of tha
developments announced loday will serve to 'hide
poor parformance ... [W]e ara absclutely shocked
al the magnituda of tha cutpatient rehab Medicare
reimbursement announcement and s impact on
prolitability as well as the company’s decision to
cease eamings guidance.”
8/27/02: *Our exdremely conservative analysis indicates.
Ihal shares of the companies post spin could add up to
around 510, assigning very conservative EBITDA
valualion mulliples 1o the wo dislincl businesses. We
are therefora lowering our price target 1o $10, and
lowering our EPS estimates 1o $1.00 in 2002 and $1.00
in 2003. We are downgrading shares of HAC 1o 3H from
1M largely due lo the significant uncertainties
surmounding ongoing eamings as well as a high lavel of
negalive investor sentiment that we believe will persist for
qute some tine.”

&27/02; "[W]e are net comferable maintaining a Buy
rating on the shares given lack of quidance from the
company.... Wa would also point out that for the belter
part of a decade HAC has repealedly noted thal its
‘outpatient businass did very litle Medicare business...
However, it would appear Ihal the company has a quite
significant amount of oulpalient Medicare business
emanaling from its inpatienl rehab hospials ... - a point
that was never made all hal clear by the company ovar
the years. By all accounts, a $175 million
revenue/EBITDA shortfall for this reimbursement issue Is
enormous. We would never have imagined that the
company would have had so much exposure to this
issue. The company nétes that in its $175 million
shortfall estimate (annualized), & is factoring in scme
impact from privata payers following sull wih Medicare....
What has many investors quite rled and what we believe
will add to the lack of confidence in the steck and
management for the foreseeable future is the timeline of
avents over the past few months.”

9/18/02: *[Mlany other companies
that could possbly be impacted
have adamantly stated that there
will be no impact on ther business
and CMS, the agency thal runs

41 Medicare, has stated repeatedly

that the reimbursement issue isa
‘clanfication of exsling policy nol a
‘change’ in policy.”
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Appendix 10

11/5/02: "We are lowering our 2002 and
2003 EPS eslimales 1o $0.75 and $0.40,
raspeciively. Wa are also reducing our
price largel 1o 34 from S7.*

11/5/02: "Revenues fell far short on what
company says are issues largely related
1o ... {Medicare reimbursemenl issue}
whie olher areas did faidy well.... DSOs
climbed to 87 days (from 79 justa
quarter ago) .... Given no visibiily on
numbers, stock is tough ta recommend
here and we viould stay on sidelines.”

12/16/02: "HAC expects 2003 EPS of
$0.55-50.57 vs our estimale of $0.40 and
consensus of $0.61...."

1/6/03: "In ona of Iha most parplexing
developments we have seen in quite some
time, HAC has announced thal Richard
Scrushy will reassume the CEO role at the
company and Bill Owens, president and
CEQ, wil go back o being CFO.... Justthe
‘whipsaw’ effect of this reshuffling is likely 1o
slun nwestors. With the company's
credbiity already sorely lacking, we just
don't see how HRC's management or board
can expect the Street lo respond favorably
or with any comlort to the management
musical chairs being played here.*

3/3/03; "Bottom Line: Disappointing results; EPS
well below our estimale and Street consensus
estimate; operating expensas cama in higher
than forecast; EBITDA margin [ell to all-lime low
for HRC 1o 18.8%...; the company reported a host
of restructuring and other charges in the quarter -
one charge which we believa will be particularly
unnerving to investors is $100 million AR
write-off (roughly 10 of net AR - a rathar
significant amount which we believe will raise
questions around past revenue); company
reaffirmed 1Q03 and 2003 EPS guidance but we
do not believe investors will have much
conlidence in these numbers.®

3/3/03; "HRC reported disappointing 4002
results with EPS well below our estinate and
consansus-lower revenua (slemming from
lower Medicare reimbursement in outpatient
rehab diision) and higher costs centribuled la
the shortfall.... EPS: The company reaffirmed
1Q03 EPS guidance of $0.13 and full year EPS
guidance of $0.55 ... The one charge which we
find particularly bothersome is the $100 million
AR write-off ... Management commented thal
in its standard audit process done at year end, @
found reserves lo be under by roughly $100
million and that based on more current
available info, the company had nol been
conservalive enough in evaluating is older
accounts. The company look a mammoth A/R
wrile-off just a tew years ago and we find t
disconcerting Ihat there hasn't been enough
oversight on lhis front since then.*

3/21/03: "We are suspending our
earnings estimates and price farget
as we have no basis upon which lo
forecasl earnings. Our view is that if
the stock opens for Irading tomomow
and is anything above zero, a
shareholder should sell.”

49

3/24/03: “[W]e have become
concermned about the polential for
accusations of Meficare cost repart
fraud al the company.... We also
note that the PPS system ... pul nto
place in early 2002 is based on
years ol hislorical costs of most all
rehab hospitalsinthe US.... As
such, if HRC's costs were
misreprasented, it calls inlo
question the appropriateness of
these rates thal ware putinto ellect
with the new syslem.”

50

3/28/03: "[W]e are discontinuing
51 coverage of HealthSouth.”

06/25/2003



