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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2010

OR

| TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 001-10315

HealthSouth Corporation

(Exact name of Registrant as specified in its Chagr)

Delaware 63-0860407
(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification No.)

3660 Grandview Parkway, Suite 20(
Birmingham, Alabama 35243
(Address of Principal Executive Offices; (Zip Code)

(205) 967-7116
(Registrant’s telephone number)

Indicate by check mark whether the registrant @b filed all reports required to be filed by SectiB or 15(d) of the Securities Exchange Act 0f4193
during the preceding 12 months (or for such shqréeiod that the registrant was required to filehsteports), and (2) has been subject to suchyfilin
requirements for the past 90 days. & No O

Indicate by check mark whether the registrant isnitted electronically and posted on its corpox@tb site, if any, every Interactive Data File
required to be submitted and posted pursuant te R of Regulation S-T during the preceding 12 tmoxor for such shorter period that the registveas
required to submit and post such files). Y& No O

Indicate by check mark whether the registrantle&zge accelerated filer, an accelerated filer, a-axelerated filer, or a smaller reporting comp&88e
the definitions of “large accelerated filer,” “ateated filer,” and “smaller reporting company”Rule 12b-2 of the Exchange Act.

Large accelerated filerX] Accelerated filer(d Non-Accelerated filer(] Smaller reporting compani
Indicate by check mark whether the registrantsbell company (as defined in Exchange Act Rule 2R¢es 0 No

The registrant had 93,445,934 shares of commotk statstanding, net of treasury shares, as of Oct2®e2010.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS

This quarterly report contains historical infornoati as well as forward-looking statements that imw&nown and unknown risks and relate to
future events, our business strategy, our futunanitial performance, or our projected businesdteedn some cases, you can identify forward-logkin
statements by terminology such as “may,” “will,’htauld,” “expects,” “plans,” “anticipates,” “beliege “estimates,” “predicts,” “targets,” “potentialpr
“continue” or the negative of these terms or ott@mparable terminology. Such forward-looking staata are necessarily estimates or forecasts based u
current information and involve a number of risksl aincertainties, many of which are beyond ourrcbnf\ctual events or results may differ materidtigm
the results anticipated in these forward-lookirggeshents as a result of a variety of factors. Amwérd-looking statement is based on informatioment as
of the date of this report and speaks only asefitite on which such statement is made. Whileiitjgssible to identify all such factors, factdnattcould
cause actual results to differ materially from thestimated by us include, but are not limitedhe,following:

each of the factors discussed in Item Résk Factors, of our Annual Report on Form I0for the year ended December 31, 2009, as w
uncertainties and factors discussed elsewhereisnFbrm 10Q, in our other filings from time to time with tHénited States Securities ¢
Exchange Commission, or in materials incorporatedein by reference

changes in the regulations of the healthcare imgasteither or both of the federal and state k&

changes or delays in, or suspension of, reimbunsefoe our services by governmental or private payincluding our ability to obtain a
retain favorable arrangements with tl-party payors

our ability to attract and retain nurses, therapiand other healthcare professionals in a higbippetitive environment with often sev
staffing shortages and the impact on our labor es@e from potential union activity and staffing thges;

competitive pressures in the healthcare industdycam response to those pressu
our ability to successfully complete and integiatquisitions, investments, and joint ventures aiest with our growth strategy; a

general conditions in the economy and capital ntar

The cautionary statements referred to in this sealso should be considered in connection withsamgsequent written or oral forward-looking
statements that may be issued by us or persomgaxtiour behalf. We undertake no duty to updagsdtiorward-looking statements, even though our
situation may change in the future. Furthermorecamnot guarantee future results, events, levedgtbfity, performance, or achievements.
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Item 1. Financial Statemen{t/naudited)

HealthSouth Corporation and Subsidiaries
Condensed Consolidated Statements of Operations

Net operating revenut
Operating expense
Salaries and benefi
Other operating expens
General and administrative expen
Supplies
Depreciation and amortizatic
Occupancy cosl
Provision for doubtful accoun
Loss on disposal of asst
Government, class action, and related settlen
Professional fees—accounting, tax, and legal
Total operating expens:
Loss (gain) on early extinguishment of d

PART I. FINANCIAL INFORMATION

Interest expense and amortization of debt discoamdsfee:

Other income
Loss on interest rate swa
Equity in net income of nonconsolidated affilia
Income from continuing operations beft
income tax benef
Provision for income tax benefit
Income from continuing operatiol
Loss from discontinued operations, net of tax
Net income
Less: Net income attributable to noncontrollingeessts
Net income attributable to HealthSouth
Less: Convertible perpetual preferred stock divitien
Net income attributable to HealthSouth
common shareholders

Weighted average common shares outstandin
Basic

Diluted

Basic and diluted earnings per common share
Income from continuing operations attributa
to HealthSouth common sharehold
Loss from discontinued operations, net of -

attributable to HealthSouth common shareholders

Net income attributable to HealthSot
common shareholders

Amounts attributable to HealthSouth common sharehalers:

Income from continuing operatiol
Loss from discontinued operations, net of
Net income attributable to HealthSouth

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 2010 2009
(In Millions, Except Per Share Data)

$ 490.7 $ 470..  $ 1,478.¢ $ 1,424.¢
246.2 234.( 729.¢ 705.1
71.2 66.7 214.7 200.¢
24.¢ 26.C 77.€ 76.4
27.¢ 27.€ 84.¢ 83.€
19.5 17.€ 56.2 52.¢
12.1 11.€ 35.1 35.¢
-2 7.8 17.1 25.2
0.1 0.7 0.5 3.C
0.8 8.5 0.8 41.5
5.2 3.E 13.€ 5.C
412.1 404.¢ 1,231.( 1,228.¢
- - 0.4 (3.1
30.¢ 29.t 91.4 95.C
(0.7 (0.€) 2.9 (1.4
9.C 7.8 13.C 16.7
(2.2 (3.0) (7.5) (2.8
41.¢ 32.2 153.1 91.€
(0.7) (1.7) (0.4) (0.8
42 33.¢ 153.t 92.4
(0.€) (9.1 (3.6 (10.E
41.¢ 24.¢ 149.¢ 81.C
(10.1) (8.0) (30.0) (25.7)
31.t 16.€ 119.¢ 56.2
(6.5 (6.5) (19.5) (19.5
$ 255 % 102 $ 100.: $ 36.7
92.¢ 87.€ 92.7 87.€
108.: 102.2 108.: 101.¢
$ 0.2t $ 02z $ 11z $ 0.54
(0.01) (0.10) (0.04) (0.12)
$ 027 $ 01z $ 1.0€ $ 0.42
$ 324 % 25¢ % 123¢ % 67.2
(0.€) (9.1 (3.6) (11.0)
$ 31 $ 168 $ 119.¢ $ 56.2

The accompanying notes to condensed consolidataddial
statements are an integral part of these condestatinents.
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HealthSouth Corporation and Subsidiaries
Condensed Consolidated Balance Sheets
(Unaudited)

Assets
Current assets:
Cash and cash equivalel
Restricted cas
Accounts receivable, net of allowance for doubéfttounts of $29.8 in 201
$33.1 in 200¢
Other current assets
Total current asse
Property and equipment, r
Goodwill
Intangible assets, n
Investments in and advances to nonconsolidatelchsft
Other long-term assets
Total assets

Liabilities and Shareholders’ Deficit

Current liabilities:

Current portion of lon-term debt

Accounts payabl

Accrued expenses and other current liabilities

Total current liabilities

Long-term debt, net of current portic
Other long-term liabilities

Commitments and contingenci
Convertible perpetual preferred stock, $.10 paneral 500,000 shares authoriz
400,000 issued; liquidation preference of $1,000spare
Shareholders deficit:
HealthSouth shareholders' defic
Common stock, $.01 par value; 200,000,000 shartt®ared;
issued: 97,624,393 in 2010; 97,238,725 in 2
Capital in excess of par val
Accumulated defici
Accumulated other comprehensive incc
Treasury stock, at cost (4,174,460 shares in 26tB®057,04
shares in 2009)
Total HealthSouth sharehold’ deficit
Noncontrolling interests
Total shareholders' defic
Total liabilities and shareholders deficit

The accompanying notes to condensed consolidataddial
statements are an integral part of these condésadadce sheets.

September 30
2010

December 31

2009

(In Millions, Except Share Data)

$ 1905 $ 80.¢
33.7 67.€

215.: 219.7

74.¢ 57.€

514.c 426.C

683.7 664.¢

428. 416.2

45.; 37.4

31€ 29.:

93.2 107.¢€

$ 1,796¢ $ 1,681
$ 162 $ 21F
49.: 50.2

324.F 319.F

390.( 391.:

1,639.. 1,641.(

162.7 159.F

2,191.¢ 2,191

387.c 387.2

1. 1.0

2,874.¢ 2,879.¢
(3,597.9) (3,717.9

1.2 -

(141.7) (137.5)

(862.2) (974.0)

80.1 76.4

(782.5) (897.6)

$ 1,796¢ $ 1,681
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HealthSouth Corporation and Subsidiaries
Condensed Consolidated Statements of Comprehensiveeome

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 2010 2009
(In Millions)
COMPREHENSIVE INCOME
Net income $ 41¢ $ 246 % 149.¢ $ 81.C
Other comprehensive income, net of 1
Net change in unrealized gain on avail-for-sale securities
Unrealized net holding gain arising during the pé 0.7 2.C 1.2 2.1
Reclassifications to net incor - - .39 1.6
Net change in unrealized (loss) gain on forw-starting interest rate swag
Unrealized net holding (loss) gain arising durihg perioc - (1.€) 4.7) 04
Reclassifications to net income 4.€ - 4.€ -
Other comprehensive income (loss) before incomes| 5.2 0.4 (0.2) 4.1
Provision for income tax benefit related to othemprehensiv
income (loss) items - - 1.4 -
Other comprehensive income, net of tax .3 0.4 .3 4.1
Comprehensive income 47.2 25.2 151.2 86.C
Comprehensive income attributable to noncontroliimigrests (10.7) (8.0) (30.7) (25.7)
Comprehensive income attributable to HealthSout! $ 371 % 17z $ 1211 $ 60.3

The accompanying notes to condensed consolidataddial
statements are an integral part of these condestatzinents.
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HealthSouth Corporation and Subsidiaries
Condensed Consolidated Statements of Shareholdei3&ficit

(Unaudited)
Nine Months Ended September 30, 201
(In Millions)
HealthSouth Common Shareholder:
Number of Accumulated
Common Capital in Other
Shares Common Excess of Accumulated Comprehensive Treasury Noncontrolling Comprehensive
Outstanding Stock Par Value Deficit Income Stock Interests Total Income
Balance at beginning o
period 93t $ 1.C$ 28794 3% (3,7179)% -$ (1379 % 76.4 $ (897.9)
Comprehensive
income:
Net income - - - 119.¢ - - 30.1 149.¢ $ 149.¢
Other
comprehensive income,
net of tax - - - - 1.3 - - 1.3 1.2
Comprehensive
income $ 151.7
Forfeiture of restricte:
stock (0.3 - 2.7 - - (2.7) - -
Receipt of treasury
stock (0.2) - - - - (1.5 - (2.5
Dividends declared o
convertible
perpetual preferred
stock - - (19.5) - - - - (19.5)
Stocl-basec
compensatiol - - 11.2 - - - - 11.2
Distributions declare - - - - - - (25.7) (25.7)
Other 0.3 - 0.3 - - - (0.7) (0.4
Balance at end of perioc 934 $ 1C$ 28746 3% (3597.0% 12$ (1419 % 80.1 $ (782.9)
Nine Months Ended September 30, 20C
(In Millions)
HealthSouth Common Shareholder:
Number of Accumulated
Common Capital in Other
Shares Common Excess of Accumulated Comprehensive Treasury Noncontrolling Comprehensive
Outstanding Stock Par Value Deficit (Loss) Income  Stock Interests Total Income
Balance at beginning o
period 88.C $ 1C$ 2956t 3% (3812.9)% 32% (B11.H$ 82.2 $ (1,087.)
Comprehensive
income:
Net income - - - 56.2 - - 25.7 81¢ $ 81.¢
Other
comprehensive income
net of tax - - - - 4.1 - - 4.1 4.1
Comprehensiv
income $ 86.C
Common stock
issued under Securitit
Litigation
Settlemen 5.C - (58.7) - - 175.c - 116.¢
Dividends declared
on convertible
perpetual preferre
stock - - (29.5) - - - - (29.5
Stocl-basec
compensatiol - - 9.¢ - - - - 9.6
Distributions
declarec - - - - - - (26.0) (26.0)
Other 0.3 - 0.2 - - (0.€) (1.7 (1.7
Balance at end of perioc 93.2 $ 1.C$ 2888.:$% (3,756.0% 08 $ (137.0% 80.£ $  (921.9

The accompanying notes to condensed consolidataddial
statements are an integral part of these condestatzinents.
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HealthSouth Corporation and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(Unaudited)

Nine Months Ended Septembe

Cash flows from operating activities:
Net income
Loss from discontinued operations
Adjustments to reconcile net income to net cashigeal by
operating activitie—
Provision for doubtful accoun
Provision for government, class action, and relatttiement:
UBS Settlement proceeds, grt
Depreciation and amortizatic
Loss on interest rate swa
Equity in net income of nonconsolidated affilia
Amortization of debt issue costs, debt discourntd, faes
Distributions from nonconsolidated affiliat
Stock-based compensatic
Deferred tax provisio
Other
(Increase) decrease in as—
Accounts receivabl
Other asset
Income tax refund receivat
(Decrease) increase in liabilit—
Accounts payabl
Accrued fees and expenses for derivative plaintif®rneys ir
UBS Settlemen
Other liabilities
Government, class action, and related settlen
Net cash used in operating activities of discorgthaperations
Total adjustment

Net cash provided by operating activities

(Continued)

30,
2010 2009

(In Millions)
$ 149.¢ 81.C
3.€ 10.5
17.1 25.2
0.8 41.:2
- 100.C
56.2 52.€
13.C 16.7
(7.5 (2.9
5.1 4.8
4.7 6.5
11.2 9.¢
24 24
0.6) 0.7
(12.6) (5.2
(2.2 1.3
3.C 47.2
0.9 5.C
- (26.2
32.€ 10.2
0.9 (11.0
(5.5) (9.4
116.( 269.7
269.t 362.1
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HealthSouth Corporation and Subsidiaries
Condensed Consolidated Statements of Cash Flows (@mued)

(Unaudited)
Nine Months Ended Septembe
30,
2010 2009
(In Millions)
Cash flows from investing activities:

Capital expenditure (50.2) (54.2)
Acquisition of businesses, net of cash acqu (34.)) -
Proceeds from sale of restricted investm 10.4 1.¢
Purchase of restricted investme (25.5) (2.3
Net change in restricted ca 28.1 (32.0
Net settlements on interest rate sw (33.9) (30.9)
Net investment in interest rate sw - (6.4)
Other 0.1 (1.0)
Net cash provided by (used in) investing activibésliscontinuec

operations 8.5 (0.3
Net cash used in investing activitie (96.4) (124.9)

Cash flows from financing activities:
Principal payments on debt, including -payments (8.2) (62.9)

Borrowings on revolving credit facilit 10.C
Payments on revolving credit facili - (50.0
Principal payments under capital lease obligat (10.9) (9.9
Dividends paid on convertible perpetual preferriedis (29.5) (29.5)
Distributions paid to noncontrolling interests

consolidated affiliate (26.9) (22.¢)
Other 1.1 1.1
Net cash provided by financing activities of distioned operations - 1.4
Net cash used in financing activitie: (63.6) (152.6)
Increase in cash and cash equivalen 109.t 85.1
Cash and cash equivalents at beginning of peric 80.¢ 32.1
Cash and cash equivalents of facilities held for &a

at beginning of period 0.1 0.1
Less: Cash and cash equivalents of facilities hefdr

sale at end of perioc - (0.2)
Cash and cash equivalents at end of peric $ 1905 $ 117.1

Supplemental schedule of noncash financing activés:
Securities Litigation Settleme $ - 8 299.:

The accompanying notes to condensed consolidataddial
statements are an integral part of these condestgtznents.
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HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement
1. Basis of Presentation

HealthSouth Corporation, incorporated in Delawar2984, including its subsidiaries, is the largeswider of inpatient rehabilitative healthcare
services in the United States. We operate inpatehgbilitation hospitals and long-term acute ¢erspitals and provide treatment on both an inpagiad
outpatient basis. References herein to “HealthSbtite “Company,” “we,” “our,” or “us” refer to HdthSouth Corporation and its subsidiaries unless
otherwise stated or indicated by context.

The accompanying unaudited condensed consolidetadcdial statements of HealthSouth Corporation@midsidiaries should be read in
conjunction with the consolidated financial statatseand accompanying notes filed with the Uniteateé®t Securities and Exchange Commission in
HealthSouth’s Annual Report on Form 10-K filed abFuary 23, 2010 (the “2009 Form 10-K”). The unéemticondensed consolidated financial statements
have been prepared in accordance with the rulesesndations of the SEC applicable to interim ficiahinformation. Certain information and note
disclosures included in financial statements pregan accordance with generally accepted accouptimgiples in the United States of America haverbe
omitted in these interim statements, as alloweduznh SEC rules and regulations. The condensed lideitsnl balance sheet as of December 31, 2009 has
been derived from audited financial statementsjtlides not include all disclosures required byAPAHowever, we believe the disclosures are adedoat
make the information presented not misleading.

The unaudited results of operations for the intgreriods shown in these financial statements araexessarily indicative of operating results for
the entire year. In our opinion, the accompanyimgdensed consolidated financial statements recegtliadjustments of a normal recurring nature
considered necessary to fairly state the finampmaltion, results of operations, and cash flowsefeh interim period presented.

Stock-Based Compensation—

In February 2010, we granted 0.9 million of reséitstock awards to members of our managementaedmour board of directors. Approximately
0.1 million of the awards granted are restrictegtlsunits that vest upon grant. The remaining aware shares of restricted stock that containvacgeand
either a performance or market condition. For thegards, the number of shares that will ultimatsyissued to employees may vary based on the
Company'’s performance during the applicable peréoroe measurement period. Additionally, we grant@dlllion stock options to members of our
management team. The fair value of these awardsginwhs were determined using the policies desdrib the 2009 Form 10-K.

Out-of-Period Adjustments—

During the preparation of our condensed consoliifitencial statements for the quarterly periodezhdune 30, 2009, we identified an error in our
consolidated financial statements as of and foy#sr ended December 31, 2008 and prior period®andondensed consolidated financial statement$ as
and for the quarterly period ended March 31, 20@6.corrected this error in our financial statemdaytadjustingequity in net (income) loss of
nonconsolidated affiliateswhich resulted in an understatement of bothlscome from continuing operations before income(keenefit) expensand our
Net incomeof approximately $4.5 million for the nine monthwded September 30, 2009. This error related priyn@rian approximate $9.6 million
overstatement of our investment in a joint venthwspital we account for using the equity methodazfounting due to the understatement of prior perio
income tax provisions of this joint venture hosétad the adjustment of certain liabilities dughtis joint venture hospital. We also adjusfextrued
expenses and other current liabilitibg approximately $4.7 million due to changes in amte due to us for expenses paid on behalf ofdhis venture
hospital. We do not believe these adjustments atenmal to the condensed consolidated financiaéstants as of December 31, 2009 and for the nirehs
ended September 30, 2009 or to any prior yearsaaated financial statements. As a result, weeheot restated any prior period amounts.

Recent Accounting Pronouncemer—

Since the filing of the 2009 Form 10-K, we do netiéve any recently issued, but not yet effectaegounting standards will have a material effect
on our consolidated financial position, result®pérations, or cash flows.
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HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

2. Business Combinations:

On September 30, 2010, we finalized our acquisibibh00% of the operations of a 30-bed inpatiehtbdlitation unit in Ft. Smith, Arkansas (“Ft.
Smith”) for total consideration of $9.6 million. &hacquisition was funded with $1.2 million of aadle cash at closing, with the remainder being pa&t
six years. The operations of this unit will be sated to, and consolidated with, HealthSouth Réitetimn Hospital of Ft. Smith.

On September 20, 2010, we acquired 100% of thésaaed operations of Sugar Land Rehabilitation tak¢'Sugar Land”), a 50-bed inpatient
rehabilitation hospital located in southwest HonsfBexas for a purchase price of $23.6 million. &hquisition was funded with available cash. Assult ol
this transactionGoodwillincreased by $5.2 million.

As previously reported, on June 1, 2010, we acduif@©% of the assets and operations of Desert GaRgbabilitation Hospital (“Desert
Canyon”), a 50-bed inpatient rehabilitation hodgiiaated in southwest Las Vegas, Nevada for al@ase price of $10.0 million. The acquisition wasded
with available cash. As a result of this transagt®oodwillincreased by $7.3 million.

These acquisitions were made to enhance our positid ability to provide inpatient rehabilitativergices to patients in the respective areas. All of
the goodwill resulting from these transactionsaduttible for federal income tax purposes. The wdlbdeflects our expectations of the synergistémbfits
of being able to leverage operational efficieneiith favorable growth opportunities based on pesitiemographic trends in these markets.

We accounted for these acquisitions under the pgremethod of accounting and reported the resiigarations of the acquired hospitals from
their respective dates of acquisition. Assets aeguand liabilities assumed were recorded at #&timated fair values as of the acquisition dakbs.fair
values of identifiable intangible assets are prislary and were based on valuations using the incappeoach based on management’s estimates of future
operating results and cash flows discounted usingighted-average cost of capital that reflectsketgparticipant assumptions. The excess of purcpase
over the acquired assets and assumed liabilitiss@@rded as goodwill.

The preliminary allocation of each purchase pries Wwased upon the fair values of assets acquicktiadnilities assumed. The following table
summarizes the allocation of the aggregate purghidse as of the acquisition dates for the abovetimeed acquisitions (in millions):

Current asset $ 0.1
Property and equipment, r 17.€
Identifiable intangible asset
Noncompete agreements (useful lives range from diétims to 6 years 11.4
Tradenames (useful lives are 10 ye: 1.2
Licenses (useful lives are 20 yee 0.4
Goodwill 12.5
Total assets acquire 43.2
Total current liabilities assumed 0.9
Total allocation of purchase price consideration $ 42.5
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HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

The Company'’s reportedet operating revenuesidNet incomdor the three and nine months ended September03®, idclude operating results
for Sugar Land from September 20, 2010 throughe®epéer 30, 2010 and Desert Canyon from June 1, 20@0gh September 30, 2010. Ft. Smith was
acquired on September 30, 2010. The following tableamarizes the aggregate results of operatiotteeaibove mentioned transactions from their resmect
dates of acquisition included in our consolidateslits of operations and the results of operatbrise combined entity had the date of the acqaistbeen
January 1, 2009 (in millions):

Net Income
Attributable
Net Operating to
Revenues HealthSouth
Acquired entities only: Actual from acquisition dab
September 30, 20: $ 4C $ 0.5
Combined entity: Supplemental pro forma from 1/01C-
9/30/201( 1,497.: 123t
Combined entity: Supplemental pro forma from 1/0D&-
9/30/200¢ 1,449.( 59.¢
3. Investments in and Advances to Nonconsolidated Afiates:

Investments in and advances to nonconsolidatelibt#t as of September 30, 2010 represents our invesimégtpartially owned subsidiaries, of
which 11 are general or limited partnerships, kditiability companies, or joint ventures in whidlealthSouth or one of our subsidiaries is a germral
limited partner, managing member, member, or ventas applicable. We do not control these aféiSabut have the ability to exercise significafiuience
over the operating and financial policies of cer@i these affiliates. Our ownership percentagahese affiliates range from approximately 1% tée5We
account for these investments using the cost anilyemethods of accounting.

The following summarizes the combined results @rapions of our equity method affiliates (on a 1008sis, in millions):

Three Months Ended Nine Months Ended
September 30 September 30

2010 2009 2010 2009
Net operating revenus $ 194 $ 192 $ 59.7 % 54.¢
Operating expenst (12.9) (11.3) (38.7) (34.7)
Income from continuing operations, net of 5.2 6.5 17.1 16.€
Net income 5.2 6.5 17.1 16.€
4. Long-term Debt:

Refinancing Transaction—

In October 2010, we completed refinancing transastin which we issued $275.0 million of 7.25% ®emNotes due 2018, issued $250.0 million
of 7.75% Senior Notes due 2022, and replaced oordpbcredit agreement with a new amended and eelstaedit agreement, expiring in 2015, that proside
us with a $500 million revolving credit facilityncluding a $260 million letter of credit subfagilifWe used the net proceeds from the refinancemgstictions
along with $128.6 million of available cash andl®®.0 million draw on our new revolving credit fiitgi to repay in full and retire all amounts oatstling
under our former credit agreement.

As a result of the refinancing transactions, we reitord an approximate $12 millidiss on early extinguishment of debthe fourth quarter of
2010, and interest expense will increase in sulm#qeriods. Also as a result of the refinanciagsactions, we classified $6.3 million of curreratunities
related to the term loan facility &eng-term debt, net of current portiamour condensed consolidated balance sheet asppéi@ber 30, 2010. See also Note
5, Derivative Instrumentsfor a discussion of the termination of two, fordrstarting interest rate swaps in connection withrefinancing transactions.

9
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HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement
The table below summarizes the effect of the refiineg transactions on our long-term debt outstamdmof September 30, 2010 (in millions):

As of September 30, 201

Actual Adjustments As Adjusted
Advances under $400 million revolving credit fatyil $ - 8 - $ =
Advances under $500 million revolving credit fatyil - 100.( 100.(
Term loan facility 743.1 (743.)) -
Bonds payab—
10.75% Senior notes due 2C 495.¢ - 495.¢
7.25% Senior notes due 20 - 275.( 275.(
8.125% Senior notes due 2C 285.4 - 285.4
7.75% Senior notes due 20 - 250.( 250.(
Other bonds payab 1.8 - 1.8
Other notes payab 36.2 - 36.2
Capital lease obligations 93.2 - 93.2
1,655. (118.)) 1,637.:
Less: Current portion (16.2) 1.3 (14.€
Long-term debt, net of current portic $ 1,639.. $ (116.9 $ 1,522.:

The following table shows the effect of the refingay transactions on our scheduled principal payméduae on long-term debt for the next five
years and thereafter (in millions):

As of September 30, 201

Year Ending December 31 Actual As Adjusted

October 1 through December 31, 2( $ 57 $ 3.6
2011 22.2 14.€
2012 21.€ 14.c
2013 451.¢ 11.€
2014 10.¢ 8.C
2015 290.: 106.¢
Thereafter 852.F 1,377.*
Total $ 1,655.: $ 1,537.:

Public Offering of $525 Million of Senior No—

On October 7, 2010, we completed a public offenh525.0 million aggregate principal amount ofisenotes, which included $275.0 million of
7.25% Senior Notes due 2018 (the “2018 Notes”gatamd $250.0 million of 7.75% Senior Notes due22QRBe “2022 Notes”) at par (collectively, the “New
Senior Notes”).

The New Senior Notes were issued pursuant to aninde (the “Base Indenture”) dated as of Decerib2009 between us and The Bank of Nova
Scotia Trust Company of New York, as trustee (ffiiStee”), as supplemented by the second supplatiadenture relating to the 2018 Notes and thalthi
supplemental indenture relating to the 2022 Ndtes ‘{Supplemental Indentures” and, together withBlase Indenture, the “Indenture”), each dated l@cto
7, 2010, among us, the Subsidiary Guarantors (@sediein the Indenture), and the Trustee. Purstatite terms of the Indenture, the New Senior Nates
jointly and severally guaranteed on a senior, unggtbasis by all of our existing and future suiasids that guarantee borrowings under our crefigemen
and other capital markets debt (see NoteCldhdensed Consolidating Financial InformatiprThe New Senior Notes are senior, unsecured atimigs of
HealthSouth and will rank equally with our othenige indebtedness, senior to any of our subordéhatéebtedness, and effectively junior to our sedur
indebtedness to the extent of the value of thetmthl securing such indebtedness.

We used the net proceeds from the offering of the/ I[Senior Notes to repay amounts outstanding uthéeterm loan facility of our former credit
agreement.
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Upon the occurrence of a change in control (asddfin the applicable indenture), each holder eMNew Senior Notes may require us to
repurchase all or a portion of the notes in caghpice equal to 101% of the principal amounthef New Senior Notes to be repurchased, plus acemed
unpaid interest.

The New Senior Notes contain covenants and dedadltacceleration provisions, that, among othegthitimit our and certain of our subsidiaries’
ability to (1) incur additional debt, (2) make @éntrestricted payments, (3) consummate specifisdtasales, (4) incur liens, and (5) merge or dafeste
with another person.
2018 Notes

The 2018 Notes mature on October 1, 2018 and h&rest at a per annum rate of 7.25%. Due to fingnmosts, the effective interest rate on the
2018 Notes is 7.6%. Interest is payable semiampirakirrears on April 1 and October 1 of each ybaginning in April 2011.

We may redeem the notes, in whole or in part, gttiame on or after October 1, 2014, at the redeomppirices set forth below:

Redemptior
Period Price*
2014 103.625%
2015 101.813%
2016 and thereaftt 100.000%

* Expressed in percentage of principal amount

Prior to October 1, 2014, during any 12-month pkrige may redeem up to 10% of the aggregate paheimount of the 2018 Notes at a
redemption price equal to 103% of the principal antpplus accrued and unpaid interest, if anyhéredemption date. Prior to October 1, 2014, we ahso
redeem some or all of the 2018 Notes at a redemptice equal to 100% of the aggregate principadam plus accrued and unpaid interest, if anyhéo
redemption date plus our applicable premium (amddfin the Supplemental Indentures). At any timergo October 1, 2013, we may redeem up to 35% of
the aggregate principal amount of the 2018 Notesiamount not to exceed the amount of proceedeebr more equity offerings, at a price equal to
107.25% of the principal amount, plus accrued amghid interest, if any, to the redemption dateyjgied that at least 65% of the original aggregaitecgpal
amount of the 2018 Notes issued remains outstaradtegthe redemption.

2022 Notes

The 2022 Notes mature on September 15, 2022 amdritegest at a per annum rate of 7.75%. Due tanfiing costs, the effective interest rate on
the 2022 Notes is 8.0%. Interest is payable sernghnin arrears on March 15 and September 15 df gaar, beginning in March 2011.

We may redeem the notes, in whole or in part, gttiame on or after September 15, 2015, at the rediem prices set forth below:

Redemptior
Period Price*
2015 103.875%
2016 102.583%
2017 101.2929%
2018 and thereaftt 100.000%

* Expressed in percentage of principal amount

Prior to September 15, 2015, during any 12-montfodewe may redeem up to 10% of the aggregateipahamount of the 2022 Notes at a
redemption price equal to 103% of the principal ampplus accrued and
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unpaid interest, if any, to the redemption datéorRo September 15, 2015, we may also redeem sorak of the 2022 Notes at a redemption price etpua
100% of the aggregate principal amount, plus actama unpaid interest, if any, to the redemptioe géus our applicable premium (as defined in the
Supplemental Indentures). At any time prior to Sepder 15, 2013, we may redeem up to 35% of theeggtg principal amount of the 2022 Notes in an
amount not to exceed the amount of proceeds obon®re equity offerings, at a price equal to 18%7of the principal amount, plus accrued and unpaid
interest, if any, to the redemption date, provitteat at least 65% of the original aggregate priacgmount of the 2022 Notes issued remains outstgradter
the redemption.

Senior Secured Credit Agreement—

On October 26, 2010, we completed the refinancfrmuoformer credit agreement and entered intova as@ended and restated credit agreement
with Barclays Bank PLC (“Barclays”) and certain @tlinancial institutions. The new credit agreenmaatvides us with a $500 million senior secured
revolving credit facility, including a $260 millidietter of credit subfacility, that expires in 2028 closing, $100.0 million were drawn on the newolving
credit facility to repay in full and retire the raming amounts outstanding on the term loan faailitder our former credit agreement. In additict8.38
million were drawn on the letter of credit subfayil

Amounts drawn on the revolving credit facility undiee new credit agreement bear interest at gogt@nnum equal to the greatest of (1) Barclays’
prime rate, (2) the federal funds rate plus 0.5e43bLIBOR, in each case, plus an applicable nmatigat varies depending upon our leverage ratioavée
also subject to a commitment fee of 0.5% per ananorthe daily amount of the unutilized commitmemser the revolving credit facility.

Pursuant to a collateral and guarantee agreentent@bllateral and Guarantee Agreement”), dateof &ctober 26, 2010, among us, our
subsidiaries defined therein (collectively, the BSidiary Guarantors”) and Barclays Bank PLC anda@eiother financial institutions, our obligationsder
the new credit agreement are (1) secured by sutmtamll of our assets and the assets of the @idyy Guarantors and (2) guaranteed by the Sudosidi
Guarantors. In addition to the Collateral and Gogea Agreement, we and the Subsidiary Guarantdesezhinto mortgages with respect to certain of our
material real property that we own (excluding q@alperty subject to preexisting liens and/or magy&s) to secure our obligations under the new credit
agreement.

The new credit agreement provides that, subjetttdsatisfaction of certain conditions, we will bahe right to increase the amount of the
revolving credit facility prior to its maturity biycurring incremental term loans or by increasimg tevolving credit facility, or both, in an aggatg amount
not to exceed $300 million.

The new credit agreement contains affirmative aghtive covenants and default and acceleratiorigioms, including a minimum interest
coverage ratio and a maximum leverage ratio thatgé over time.

5. Derivative Instruments:
Interest Rate Swaps Not Designated as Hedging lastents—

In March 2006, we entered into an interest ratepstoaffectively convert the floating rate of a fiam of our former credit agreement to a fixed rate
in order to limit the variability of interest-rel payments caused by changes in LIBOR. Undeirttagest rate swap agreement, we pay a fixed fe&e266
on a notional principal of $984.0 million, whileetftounterparties to this agreement pay a floatitg bbased on 3-month LIBOR, which was 0.3% at
September 10, 2010, which was the most receneisiteate set date. The termination date of thigpsw#larch 10, 2011. The fair market value of gwsap
as of September 30, 2010 and December 31, 2009$24sl) million and ($54.8) million, respectivebnd is included if\ccrued expenses and other current
liabilities in our condensed consolidated balance sheets.

In June 2009, we entered into a receive-fixed sagmp mirror offset to $100.0 million of the $98#dlion interest rate swap discussed above in
order to reduce our effective fixed rate to totalbratio. Under this interest rate swap agreemespay a variable rate based on 3-month LIBOR|exthie
counterparty to this agreement pays a fixed rate2ffo on a notional principal of $100.0 million. tNettlements commenced in September 2009 and are
made quarterly on the same settlement scheduled984.0 million interest rate swap discussed @bblie termination date of this swap is March 10,12
Our initial net investment in this swap was
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$6.4 million. The fair market value of this swapdisSeptember 30, 2010 was $2.5 million and istidet inOther current assets our condensed
consolidated balance sheet. The fair market valtei®swap as of December 31, 2009 was $5.6 millif this amount, $4.7 million is included @ther
current assetsvith the remainder included @ther long-term asseta our condensed consolidated balance sheet.

These interest rate swaps are not designated ge$etherefore, changes in the fair value of tivgeeest rate swaps are included in current-period
earnings a&oss on interest rate swaps

During the three and nine months ended Septemh&03®, we made net cash settlement payments o $ilion and $33.7 million, respective
to our counterparties. During the three and ninatimoended September 30, 2009, we made net cdlgmsatt payments of $11.2 million and $30.3 million
respectively, to our counterparties. Net settlenpayinents or receipts on these swaps are includéiline iterrLoss on interest rate swapsour
condensed consolidated statements of operations.

Forward-Starting Interest Rate Swaps DesignatedGash Flow Hedges—

As of September 30, 2010, we had two forward-stgiititerest rate swaps which hedged forecastedhlarcash flows associated with our former
term loan facility.

The first was a $100 million forward-starting irest rate swap entered into in December 2008. Wthieswap agreement, we would have paid a
fixed rate of 2.6% while the counterparty would égaid a floating rate based om®nth LIBOR. Net settlements would have commencedume 10, 201
The termination date of this swap would have beeodinber 12, 2012. The fair market value of thispsasof September 30, 2010 and December 31, 2009
was ($3.4) million and $0.4 million, respectivedynd is included iMccrued expenses and other current liabiliteslOther long-term assetsgspectively, in
our condensed consolidated balance sheets.

The second was a $100 million forward-startingrie¢é rate swap entered into in March 2009. Undsrstvap agreement, we would have paid a
fixed rate of 2.9% while the counterparty would é3aid a floating rate based om®nth LIBOR. Net settlements would have commencedume 10, 201!
The termination date of this swap would have besgteSnber 12, 2012. The fair market value of thiapas of September 30, 2010 and December 31, 2009
was ($3.5) million and ($0.3) million, respectivefind is included i\ccrued expenses and other current liabilifie®ur condensed consolidated balance
sheets.

However, in association with the refinancing tratisms discussed in Note Upng-term Debt we gave a termination notice to the counterpatte
these two, forward-starting interest rate swapffSdptember 2010. Accordingly, during the third gerladaf 2010, we reclassified the existing cumulatoss
associated with these two swaps, or $4.6 milliommfAccumulated other comprehensive incdmearnings in the line item titlddbss on interest rate swaps
In addition, we recorded a $2.3 million charge a&ged with the expected settlement payment teathmterparties as part bbss on interest rate swaps
during the three and nine months ended Septemb@030. In October 2010, an unwind fee of $6.9ionlwas made to the counterparties under these
agreements to effect the termination.

Both forward-starting swaps were designated as ftassthedges and were accounted for under the ipslidescribed in Note Summary of
Significant Accounting Policieso the consolidated financial statements accoripgrthe 2009 Form 10-K.

See Note 9Derivative Instrumentsto the consolidated financial statements accoripgrthe 2009 Form 18- for additional information related
these interest rate swaps. See also Nokair,Value Measurements

6. Guarantees:

Primarily in conjunction with the sale of certaacilities, including the sale of our surgery cest@utpatient, and diagnostic divisions during 2007
HealthSouth assigned, or remained as a guaranjth@teases of certain properties and equipmetgt@ain purchasers and, as a condition of theJeas
agreed to act as a guarantor of the purchaserferpance on the lease. Should the purchaser fadyathe obligations due on these leases or cdstihe
lessor or vendor would have contractual recoursénagus.
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As of September 30, 2010, we were secondarilydi&dn 48 such guarantees. The remaining termsesktiguarantees ranged from one month t
months. If we were required to perform under aflrsguarantees, the maximum amount we would benedjto pay approximated $38.8 million.

We have not recorded a liability for these guarasitas we do not believe it is probable we willehtovperform under these agreements. If we are
required to perform under these guarantees, weal gmikntially have recourse against the purchaseetovery of any amounts paid. In addition, the
purchasers of our surgery centers, outpatientdéaghostic divisions have agreed to seek releasasthe lessors and vendors in favor of HealthSuwuitif
respect to the guarantee obligations associatddthdse divestitures. To the extent the purchaddtese divisions are unable to obtain releases fo
HealthSouth, the purchasers have agreed to indgie#lthSouth for damages incurred under the gteeasbligations, if any. These guarantees are not
secured by any assets under the agreements.

We have been notified by one lessor regarding aumér diagnostic division’s failure to perform und@me equipment lease. As a result, we
recorded a charge of $0.6 million as part of disicored operations during the second quarter of 20fDexcluded this guarantee from the above amounts

7. Fair Value Measurements:
Our financial assets and liabilities that are meagat fair value on a recurring basis are asvial@n millions):

Fair Value Measurements at Reporting Date Usini
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs Valuation

September 30, 201 Fair Value (Level 1) (Level 2) (Level 3) Technique®
Other current asset

Restricted marketable securit $ 184 $ - $ 184 % - M

June 2009 trading swz 2.E - 2.E - |
Other lon¢-term assets

Restricted marketable securit 19.4 - 19.4 - M
Accrued expenses and other curn

liabilities:

March 2006 trading swe (24.) - (24.7) - |

December 2008 forwa-starting swaj 3.9 - 3.9 - |

March 2009 forwar-starting sway 3.5 - 3.5 - |
December 31, 200!
Other current asset

Restricted marketable securit $ 27 % 1€ $ 0c $ - M

June 2009 trading swz 4.7 - 4.7 - |
Other lon¢-term assets

Restricted marketable securit 18.: - 18.: - M

December 2008 forwa-starting swaj 0.4 - 0.4 - |

June 2009 trading swz 0.c - 0.c - |
Accrued expenses and other cur

liabilities:
March 2006 trading swe (54.9) - (54.¢) - |
March 2009 forwar-starting sway 0.3 - 0.3 - |

@) The three valuation techniques are: market appr@dghcost approach (C), and income approact
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In addition to assets and liabilities recordedaétt falue on a recurring basis, we are also requaecord assets and liabilities at fair valueaon
nonrecurring basis. Generally, assets are recatifadr value on a nonrecurring basis as a reguthpairment charges or similar adjustments madéeo
carrying value of the applicable assets. Assetsured at fair value on a nonrecurring basis afelbsvs (in millions):

Fair Value Measurements at Reporting

Date Using Total Losses
Quoted Prices
in Active Significant
Net Carrying Markets for Other Significant Three Months Nine Months
Value as of Identical Observable Unobservable Ended Ended
December 31, Assets Inputs Inputs September 30  September 30
2009 (Level 1) (Level 2) (Level 3) 2009 2009
Investments in and advanc
to nonconsolidated affiliate $ 29 % - $ - $ 29 % 04 $ 0.4
Other lon¢-term assets
Assets held for sal 14.2 - 14.2 - 0.4 0.9

During the three and nine months ended Septemh&03®, we did not record any gains or lossesa@lti our nonfinancial assets and liabilities
that are recognized or disclosed at fair valudénfinancial statements on a nonrecurring baspaesof our continuing operations. During the fistarter of
2010, we recorded impairment charges of $0.6 miléis part of our results of discontinued operati@ihss charge related to a hospital that was clased
2008. We determined the fair value of the impaloed-lived assets at the hospital primarily basedhe assets’ estimated fair value using valuation
techniques that included third-party appraisals.

The above losses incurred in 2009 represented ota-down of certain assets to their estimatedvalue based on offers we received from third
parties to acquire the assets or other market tiondi The loss related tovestments in and advances to nonconsolidateibgghi is included inOther
incomein our condensed consolidated statements of opesafor the three and nine months ended Septen®h@089. The losses related to assets held for
sale are included iboss on disposal of assétsour condensed consolidated statements of opestor the three and nine months ended Septenth@089
In addition, during the three and nine months eréigagtember 30, 2009, we recorded impairment chafg®$.0 million as part of our results of disconigd
operations. This charge related to a hospitaldbatified to be reported as discontinued operatthngig 2009 and was sold in January 2010. We ohéted
the fair value of the impaired long-lived assetthathospital primarily based on an offer from iactiparty to purchase the assets.

The loss associated withvestments in and advances to nonconsolidateliaggs resulted from an other-than-temporary impairmerarof
investment accounted for using the cost methododanting. The investment was valued using itsiphbt net asset value discounted due to market
fluctuations, the illiquid nature of the investmesuhd proposed changes to the investment’s steidimre specifically, and because we elected adajion
option with regard to this investment, we discodritee net asset value of our holdings to accourariticipated sales of assets within this investragprice
lower that the currently stated net asset value.
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The carrying value equals fair value for our finahmstruments that are not included in the tdd@ow and are classified as current in our
condensed consolidated balance sheets. The caagingnts and estimated fair values for all of dheofinancial instruments are presented in thiefdhg
table (in millions):

As of September 30, 201 As of December 31, 200
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Interest rate swap agreemer
March 2006 trading swe $ (240 $ 241 $ 549 $ (54.)
December 2008 forwa-starting swaj 3.9 (3.9 0.4 0.4
March 2009 forwar-starting sway (3.9 (3.9 (0.2 (0.3
June 2009 trading swz 2.t 2.t 5.€ 5.€
Long-term debt
Term Loan Facility 743.1 739.¢ 751.% 714.%
10.75% Senior Notes due 20 495.¢ 549.¢ 494.¢ 542.k
8.125% Senior Notes due 20 285.¢ 301.¢ 285.2 284.7
Other bonds payab 1.8 1.8 1.8 1.8
Other notes payab 36.2 36.2 28.C 28.C
Financial commitment:
Letters of credi - 48.7 - 95.2
8. Income Taxes:

Our Provision for income tax beneéif $0.7 million for the three months ended Septan3e 2010 includes the following: (1) current ino® tax
benefit of $2.6 million primarily attributable toraduction in our accrual for alternative minimuax (“AMT”) and a reduction in unrecognized tax bitse
due to settlements with state taxing authoritiebthe lapse of the applicable statute of limitagifor certain claims offset by (2) current incorae €xpense
of $1.6 million primarily attributable to state mme tax expense of subsidiaries which have sepstattefiling requirements and federal income tdaes
subsidiaries not included in our federal consoéidahcome tax return and (3) deferred income tgerge of $0.3 million primarily attributable to reases
in basis differences of certain indefinite-livedets.

Our Provision for income tax beneéif $0.4 million for the nine months ended Septen88r2010 includes the following: (1) current inadtax
benefit of $8.9 million primarily attributable toraduction in unrecognized tax benefits due tdesatints with state taxing authorities and the lagishe
applicable statute of limitations for certain claiwffset by (2) current income tax expense of $illion primarily attributable to state income taxpense of
subsidiaries which have separate state filing requents and federal income taxes for subsidiaoesoluded in our federal consolidated incomerearn
and (3) deferred income tax expense of $2.4 miltiomarily attributable to adjustments for incoragés related to the reversal of previously estabtls
other comprehensive income items and increaseasis differences of certain indefinite-lived assets

We have significant federal and state net operatisg carryforwards (“NOLSs”) that expire in varioasounts at varying times through 2029. We
maintain a valuation allowance against our netrdedetax assets, including substantially all osth&lOLs. No valuation allowance has been provided o
deferred tax assets attributable to subsidiari¢snetuded within the federal consolidated group.

On a quarterly basis, we assess the likelihoo@alfzation of our deferred tax assets consideriingvailable evidence, both positive and negative.
Our most recent operating performance, the schddaieersal of temporary differences, our forecasaxable income in future periods, and the avdlitgb
of prudent tax planning strategies are importansiterations in our assessment. While we recognizeecent earnings history is an example of paesiti
evidence to be considered in our assessmentsdirtté, management continues to believe it is niikedy-than-not we will not realize a portion of ou
deferred tax assets due to our consideration @iositive and negative evidence available. Adjusitisiéo the valuation allowance may be made in &itur
periods if there is a change in managengeassessment of the amount of deferred incomestetsathat is realizable. As of September 30, 20d0valuatior
allowance approximated $876 million.
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Our utilization of NOLs could be subject to thedmtal Revenue Code Section 382 (“Section 382")téitian and may be limited in the event of
certain cumulative changes in ownership interelsssgmificant shareholders over a three-year peiriceikcess of 50%. Section 382 imposes an annual
limitation on the use of these losses to an amegqual to the value of a company at the time ofwanesship change multiplied by the long-term taxrege
rate. At this time, we do not believe the Secti8a Bmitation will restrict our ability to use ayOLs before they expire. However, no such assusaoae be
provided.

Our Provision for income tax beneéf $1.7 million for the three months ended Septan3Ge 2009 includes the following: (1) current ino® tax
benefit of $3.9 million primarily attributable toate income tax refunds received, or expected t@beived, offset by (2) current income tax expesfsgl.7
million attributable to state income tax expenseudisidiaries which have separate state filingirequents and federal income taxes for subsidiarigs
included in our federal consolidated income taumeand (3) deferred income tax expense of $0.Bomiattributable to increases in basis differenzles
certain indefinite-lived assets.

Our Provision for income tax beneéif $0.8 million for the nine months ended Septen88r2009 includes the following: (1) current inadtax
benefit of $9.1 million primarily attributable téate income tax refunds received, or expected t@beived, offset by (2) current income tax expesfsgs.9
million attributable to state income tax expenseudisidiaries which have separate state filingirequents and federal income taxes for subsidiarigs
included in our federal consolidated income taunmeand (3) deferred income tax expense of $2.Homiattributable to increases in basis differenzles
certain indefinite-lived assets and a decreaseiireferred tax asset related to the AMT Refund@hbe Credit.

Total remaining gross unrecognized tax benefitev0.9 million as of December 31, 2009, all ofathivould affect our effective tax rate if
recognized. Total accrued interest expense retatadrecognized tax benefits as of December 319 28 $1.9 million. Gross unrecognized tax benefits
decreased during the three and nine months engedriger 30, 2010 due primarily to settlements witite taxing authorities and the lapse of the egble
statute of limitations for certain claims. Totafra&ining gross unrecognized tax benefits were $illfbn as of September 30, 2010, all of which wbul
affect our effective tax rate if recognized. Taatrued interest expense related to unrecognizduktzefits as of September 30, 2010 was $1.1 millio

Our continuing practice is to recognize interest/anpenalties related to income tax matters iomne tax expense. For the three months and nine
months ended September 30, 2010, we recorded $0idnrand $2.3 million, respectively, of net in&st income as part of our income tax provision.tRer
three months and nine months ended September 39, @@ recorded $0.4 million and $1.9 million, resfively, of net interest income as part of ouoime
tax provision. Total accrued interest income wa8 $dillion and $0.3 million as of September 30, @@hd December 31, 2009, respectively.

HealthSouth and its subsidiaries’ federal and stetteme tax returns are periodically examined hyous regulatory taxing authorities. In
connection with such examinations, we have setédddral income tax examinations with the IRS fotaat years through 2006. In the first quarter 01@,
the IRS initiated an audit of the 2008 tax yearcbgnbining it with an ongoing audit of the 2007 yepar. This combined audit is on-going.

For the tax years that remain open under the adpécstatutes of limitations, amounts related t@cognized tax benefits have been considered by
management in its estimate of our potential natvery of prior years’ income taxes. However, as tithe, we cannot estimate a range of the reaspnabl
possible change that may occur.

We continue to actively pursue the maximizatiomwoif remaining state income tax refund claims. Tioe@ss of resolving these tax matters witk
applicable taxing authorities will continue in 200though management believes its estimates asghjents related to these claims are reasonable,
depending on the ultimate resolution of these takens, actual amounts recovered could differ frmamagement’s estimates, and such differences teuld
material.
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9. Earnings per Common Share:

The calculation of earnings per common share isdbas the weighted-average number of our commoresluautstanding during the applicable
period. The calculation for diluted earnings pemawon share recognizes the effect of all dilutiveeptial common shares that were outstanding duhiag
respective periods, unless their impact would hlgutive. The following table sets forth the contption of basic and diluted earnings per commaneskin
millions, except per share amounts):

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 2010 2009
Numerator:
Income from continuing operatiol $ 425 $ 33¢ % 153t $ 92.4
Less: Net income attributable to noncontroll
interests included in continuing operatic (10.3) (8.0 (30.7) (25.2)
Less: Convertible perpetual preferred st
dividends (6.5) (6.5) (19.5) (19.5)
Income from continuing operations attributa
to HealthSouth common sharehold 25.¢ 19.4 103.¢ a47.7
Loss from discontinued operations, net of -
attributable to HealthSouth common shareholders (0.€) (9.7) (3.€) (11.0
Net income attributable to HealthSor
common shareholders $ 25 % 108 8 100.: $ 36.7
Denominator:
Basic weighted average common shares outstanding 92.¢ 87.€ 92.7 87.€
Diluted weighted average common shares outstanding 108.: 102.2 108.: 101.€
Basic and diluted earnings per common share
Income from continuing operations attributable
HealthSouth common sharehold $ 02¢t $ 02z $ 112 $ 0.54
Loss from discontinued operations, net of -
attributable to HealthSouth common shareholders (0.07) (0.10) (0.04) (0.12)
Net income attributable to HealthSor
common shareholders $ 027 $ 0.1z $ 1.06 $ 0.42

Diluted earnings per share report the potentiaitidih that could occur if securities or other cants to issue common stock were exercised or
converted into common stock. These potential sHachsde dilutive stock options, restricted stoekaads, restricted stock units, and convertible ptrgl
preferred stock. For the three months ended Segte@th 2010 and 2009, the number of potential shapproximated 15.5 million and 14.6 million,
respectively. For the nine months ended Septemhe2®L.0 and 2009, the number of potential sharpsapnated 15.6 million and 14.0 million,
respectively. For the three and nine months enépteghber 30, 2010 and 2009, approximately 13.1anibf the potential shares related to Qanvertible
perpetual preferred stocFor the three and nine months ended Septembef20,dhd 2009, adding back the dividends forGbavertible perpetual
preferred stoclto ourincome from continuing operations attributable tedtthSouth common shareholdeeises a per share increase when calculating
diluted earnings per common share resulting inrdididutive per share amount. Therefore, basic dihded earnings per common share are the sanslfor
periods presented.

Options to purchase 2.0 million shares and 2.4ignilshares of common stock were outstanding agpfegnber 30, 2010 and 2009, respectively,
but were not included in the computation of diluteeighted-average shares because to do so wouidid®san antidilutive.

See Note 11Convertible Perpetual Preferred Stocand Note 20Earnings per Common Shay¢o the consolidated financial statements
accompanying the 2009 Form 10-K for additional infation related to common stock, common stock wasraand convertible perpetual preferred stock.
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10. Contingencies:

We operate in a highly regulated and litigious stoyt As a result, various lawsuits, claims, arghleand regulatory proceedings have been and can
be expected to be instituted or asserted again3thasresolution of any such lawsuits, claims,egal and regulatory proceedings could materialty an
adversely affect our financial position, resultopérations, and cash flows in a given period.

Derivative Litigatior—

All lawsuits purporting to be derivative complaifiited in the Circuit Court of Jefferson County,adlama since 2002 have been consolidated and
stayed in favor of the first-filed action captioritacker v. Scrushand filed August 28, 2002. Derivative lawsuits ther jurisdictions have been stayed. The
Tuckercomplaint named as defendants a number of our fooffieers and directorS uckeralso asserted claims on our behalf against Ernébéng LLP,
our former auditor, and various UBS entities wharferly served as our investment bankers, as welgasst MedCenterDirect.com, Capstone Capital
Corporation, now known as HR Acquisition | CormdaG.G. Enterprises. When originally filed, thenpairy allegations in th€uckercase involved self-
dealing by Mr. Scrushy and other insiders throughgactions with various entities allegedly coméby Mr. Scrushy. The complaint was amended four
times to add additional defendants and includendaf accounting fraud, improper Medicare billinggtices, and additional self-dealing transactions.

On January 13, 2009, the Circuit Court of JefferSominty, Alabama approved the agreement amongeslidrivative plaintiffs, and UBS
Securities to settle the claims against and by 8B&urities in thd uckerlitigation. On May 8, 2009, the Circuit Court offfbgson County, Alabama
approved the agreement among us, the derivatiwetifis, and Capstone to settle the claims agaliagistone in th&uckerlitigation. On June 18, 2009, the
court found Mr. Scrushy liable for, and awarded$%#s9 billion in damages as a result of breachd&lo€iary duty and fraud he perpetrated from 1896
2003. On July 24, 2009, Mr. Scrushy filed a noti€appeal of the trial court’s decision. No assgemcan be given as to whether or when any amauiihts
be received from Mr. Scrushy, nor can we providg assurances as to the collectability of any anmwanted from Mr. Scrushy. Therefore, no amounts
related to this award are included in our condereedolidated financial statements. Theckerderivative litigation and the related settlementdate are
more fully described in Note 28ettlementdp the consolidated financial statements accompgntyie 2009 Form 10-K.

The settlements with UBS Securities and Capstoneoticelease our claims against any other defesdarbeTuckerlitigation, or against our
former independent auditor, Ernst & Young, whichhaén pending in arbitration. THeuckerderivative claims against Ernst & Young and othefleddants
listed above remain pending and have moved thréagdiscovery on an expedited schedule that wasdamated with the federal securities claims by our
former stockholders and bondholders against Musor, Ernst & Young, and UBS. We are no longerraypa the federal securities claims action deslib
in Note 22 Settlements“Securities Litigation Settlement,” to the coridated financial statements accompanying the 2@R.0-K by our former
stockholders and bondholders against Mr. Scrusinst® Young, and UBS and are not a party to orefierary of any settlements between the plaintifsl
the remaining defendants.

Litigation By and Against Richard M. Scrust—

On December 9, 2005, Mr. Scrushy filed a compliairthe Circuit Court of Jefferson County, AlabaroaptionedScrushy v. HealthSoutfThe
complaint alleged that, as a result of Mr. Scrushgimoval from the position of chief executive odfi in March 2003, we owed him “in excess of $70
million” pursuant to an employment agreement datedf September 17, 2002. On December 28, 2006pumeterclaimed against Mr. Scrushy, asserting
claims for breaches of fiduciary duty and fraudiag out of Mr. Scrushy’s tenure with us, and segkiompensatory damages, punitive damages, and
disgorgement of wrongfully obtained benefits. Wenadsserted that any employment agreements witlsddushy should be void and unenforceable. On July
7, 2009, we filed a motion for summary judgmentatirclaims by Mr. Scrushy based upon Theckercourt’s June 18, 2009 ruling that Mr. Scrushy’s
employment agreements are void and rescinded. \(ferstand that the court does not intend to rulthmmotion at the present time.
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On June 18, 2009, the Circuit Court of Jeffersonr@@p, Alabama ruled on our derivative claims agaMs Scrushy presented during a non-jury
trial held May 11 to May 26, 2009. The court held Bcrushy responsible for fraud and breach ofciighy duties and awarded us $2.9 billion in dama@a
July 24, 2009, Mr. Scrushy filed a notice of appafahe trial court’s decision, and the partiesé¢naubmitted their briefs to the Supreme Court ab&ima,
which has not indicated the timing of a hearin@rif/, or decision. At this time, we cannot prediben and to what extent this judgment can be deitedNVe
will pursue collection aggressively and to thedatlextent permitted by law. We, in coordinatiothvderivative plaintiffs’ counsel, are attemptimgléocate,
in order to collect the judgment, Mr. Scrushy’sreat assets and other assets we believe were ientyapisposed. Part of this effort is a fraudulzansfer
complaint filed on July 2, 2009 against Mr. Scrusimg a number of related entities by derivativéngifés for the benefit of HealthSouth in the CircQourt
of Jefferson County, Alabama, captioneatker v. Scrushy

In that same case, on August 26, 2009, Mr. Scrgshuife, Leslie Scrushy, filed a counterclaim agathe plaintiffs and HealthSouth seeking a
declaration that certain personal property beldadeer or her children and not to Mr. Scrushy. lte&dbuth filed an answer in this case on Septermder 2
2009, denying Mrs. Scrushy’s entitlement to theefedhe seeks. In August 2010, Mrs. Scrushy, taafiffs, and HealthSouth reached a pro tantoesattht
agreement which resolved the plaintiffs’ frauduleansfer claims against Mrs. Scrushy and Mrs. Stris counterclaim against HealthSouth. Under the
settlement agreement, Mrs. Scrushy is required ngmther things, to transfer certain property &imlffs, including liquid assets in excess of $®lion.
The settlement agreement also requires certaielglbgld companies of Mr. and Mrs. Scrushy to cgraugbstantially all of their assets to the plafstifn
addition, under the settlement, HealthSouth i®veld of its contractual obligation to continue paypremiums on certain split dollar life insurapoticies
on the life of Mr. Scrushy. The split dollar lifesurance policies are owned by trusts establisgi@drbScrushy for the benefit of his children. Wesorded a
$0.8 million charge as part Government, class action, and related settlemeuitiig the third quarter of 2010 for this obligatid®ursuant to the settlement,
the split dollar policies will be terminated aneithnet cash surrender proceeds in the amountpybapnately $2.0 million will be divided among
HealthSouth, Mrs. Scrushy, and the Scrushy childreasts. The settlement does not release Mr.shgrrom his obligation under the $2.9 billion jundgnt
discussed above.

While these proceedings continue, some of Mr. $grssassets have been seized and sold at auctisognt to the state law procedure for
collection of a judgment. Other assets will likegvtse sold from time to time. We do not anticipata any material amount of his assets, or the pas&on
their sale, will be distributed to us or any otparty until the final disposition of Mr. Scrushydppeal of the verdict. We are obligated to pay 36%ny
recovery from Mr. Scrushy along with reasonableafypocket expenses to the attorneys for the deévivahareholder plaintiffs. Under the Consolidated
Securities Action settlement, we must also payféderal plaintiffs 25% of any net recovery from Ncrushy. After payment of these obligations arnot
amounts related to professional fees and expewsesxpect our recovery to be between 40% and 4580 ypamounts collected.

In March 2009, Mr. Scrushy filed an arbitration derd claiming we are obligated under a separaterindization agreement to indemnify him for
certain costs associated with litigation and tossmbe to him his attorneys’ fees and costs. On May@09, the arbitrator ruled we should depositader
funds for attorneys’ fees in escrow until afteubing in theTuckerlitigation. As a result of th&uckercourt’s June 18, 2009 ruling that Mr. Scrushy
committed fraud and breached his fiduciary duties,arbitrator allowed us to withdraw all fundsrfréhe escrow. Any future obligation to pay suclsfee
would be tied to the success of his appeal of tine 18, 2009 ruling.

Litigation By and Against Former Independent Audit—

In March 2003, claims on behalf of HealthSouth wean@ught in theTuckerderivative litigation against Ernst & Young, allagithat from 1996
through 2002, when Ernst & Young served as ourpeddent auditor, Ernst & Young acted recklessly\itld gross negligence in performing its dutiesd an
specifically that Ernst & Young failed to perforemiews and audits of our financial statements itk professional care as required by law and by its
contractual agreements with us. The claims furgtiege Ernst & Young either knew of or, in the exse of due care, should have discovered and
investigated the fraudulent and improper accourpirggtices being directed by certain officers amgleyees, and should have reported them to ouidbafar
directors and the audit committee. The claims seekpensatory and punitive damages, disgorgemdaesfreceived from us by
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Ernst & Young, and attorneys’ fees and costs. Onchla8, 2005, Ernst & Young filed a lawsuit capgdiErnst & Young LLP v. HealthSouth Coip.the
Circuit Court of Jefferson County, Alabama. The pteint alleges we provided Ernst & Young with fraleht management representation letters, financial
statements, invoices, bank reconciliations, andnaluentries in an effort to conceal accountingiftaErnst & Young claims that as a result of ouoas,

Ernst & Young'’s reputation has been injured artthi and will incur damages, expenses, and legal @& April 1, 2005, we answered Ernst & Young's
claims and asserted counterclaims related or ickrith those asserted in thiackeraction. Upon Ernst & Young’'s motion, the Alabamatstcourt referred
Ernst & Young's claims and our counterclaims toitaation pursuant to a clause in the engagememtemgents between HealthSouth and Ernst & Young. On
July 12, 2006, we and the derivative plaintiffedilan arbitration demand on behalf of HealthSog#irest Ernst & Young. On August 7, 2006, Ernst &u¥ig
filed an answering statement and counterclaimératiitration reasserting the claims made in statet. In August 2006, we and the derivative piéfst
agreed to jointly prosecute the claims against t&ngoung in arbitration.

We are vigorously pursuing our claims against E€n¥oung and defending the claims against us. Tineg-person arbitration panel that will
adjudicate the claims and counterclaims in arbitralhas been selected under rules of the Amerigaitration Association (the “AAA”). The arbitration
process has begun. However, pursuant to an ordke &AA panel, all aspects of the arbitration emefidential. Accordingly, we will not discuss the
arbitration until there is a resolution. Based loa $tage of litigation and review of the curremt$eand circumstances, it is not possible to esértee amount
of loss, if any, or range of possible loss thathigsult from an adverse judgment or a settleroktitis case.

Certain Regulatory Actions—

The False Claims Act, 18 U.S.C. § 287, allows fe\watizens, called “relators,” to institute cipitoceedings alleging violations of the False Claims
Act. Thesequi tamcases are generally sealed by the court at thedfrfiing. The only parties privy to the informati contained in the complaint are the
relator, the federal government, and the presidmgt. It is possible thajui tamlawsuits have been filed against us and that weisagvare of such filings «
have been ordered by the presiding court not fwudsor disclose the filing of such lawsuits. Weyrna subject to liability under one or more undiseldqui
tamcases brought pursuant to the False Claims Act.

General Medicine Action—

On August 16, 2004, General Medicine, P.C. filddvesuit against us caption&kneral Medicine, P.C. v. HealthSouth Capeking the recovery
of allegedly fraudulent transfers involving ass&tsiorizon/CMS Healthcare Corporation, a formersdiary of HealthSouth. The lawsuit was filed i th
Circuit Court of Shelby County, Alabama, but wamnsferred to the Circuit Court of Jefferson CouAtigbama on February 28, 2005 (the “Alabama
Action”).

The underlying claim against Horizon/CMS originafiesn a services contract entered into in 1995 betwGeneral Medicine and Horizon/CMS
whereby General Medicine agreed to provide mediitattor services to skilled nursing facilities aanby Horizon/CMS for a term of three years.
Horizon/CMS terminated the agreement six monther dtfivas executed, and General Medicine theraieiti a lawsuit in the United States District Cdart
the Eastern District of Michigan in 1996 (the “Mighn Action”). General Medicine’s complaint in théchigan Action alleged that Horizon/CMS breached
the services contract by wrongfully terminating €eh Medicine. We acquired Horizon/CMS in 1997 anldl it to Meadowbrook Healthcare, Inc. in 2001
pursuant to a stock purchase agreement. In 200dd&#ebrook consented to the entry of a final judgnieithe Michigan Action in the amount of $376
million (the “Consent Judgment”) in favor of Genldvéedicine against Horizon/CMS for the alleged wghiri termination of the contract with General
Medicine. We were not a party to the Michigan Actar the settlement negotiated by Meadowbrook. Sgtdement agreement, which was the basis for the
Consent Judgment, provided that Meadowbrook woaldgnly $0.3 million to General Medicine to settie Michigan Action. The settlement agreement
further provided that General Medicine would seekeicover the remaining balance of the Consentrdedgsolely from us.

The complaint filed by General Medicine againsiruthe Alabama Action alleged that while Horizon/SGMas our wholly owned subsidiary and
General Medicine was an existing creditor of HomZeMS,
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we caused Horizon/CMS to transfer its assets fonigss than a reasonably equivalent value dheralternative, with the actual intent to defravelditors o
Horizon/CMS, including General Medicine, in violati of the Alabama Uniform Fraudulent Transfer A&éneral Medicine’s complaint requested relief
including recovery of the unpaid amount of the Gorisludgment, the avoidance of the subject tramsfesissets, attachment of the assets transfernes t
appointment of a receiver over the transferred @igs, and a monetary judgment for the value operties transferred. On September 2, 2008, General
Medicine filed an amended complaint which alledeat tve should be held liable for the Consent Jusdgmeder two new theories: fraud and alter ego.
Specifically, General Medicine alleged in its amesidomplaint that we, while Horizon’s parent fro897 to 2001, failed to observe corporate formalitie
its operation and ownership of Horizon, misuseddtstrol of Horizon, stripped assets from Horizangd engaged in other conduct which amounted taualfr
on Horizon’s creditors, including General Medicine.

In the Alabama Action, we filed an answer to Gehktadicine’s complaint, as amended, denying liapilo General Medicine. We have also
asserted counterclaims against General Medicin&dad, injurious falsehood, tortious interferemdgth business relations, conspiracy, unjust enriehin
and other causes of action. In our counterclainesalleged the Consent Judgment is the productatifrcollusion and bad faith by General Mediciné an
Meadowbrook and, further, that these parties waikygf a conspiracy to manufacture a lawsuit agaHealthSouth in favor of General Medicine. The
Alabama Action has now entered the discovery sbajés stayed subject to the outcome of the penatiagions in the Michigan Action discussed below. We
intend to vigorously defend ourselves against Garidedicine’s claim and to vigorously prosecute counterclaims against General Medicine.

In the Michigan Action, we filed a motion on Octold&, 2008 asking the court to set aside the Carkgigment on grounds that it was the product
of fraud on the court and collusion by the parti@s.May 21, 2009, the court granted our motioretoeside the Consent Judgment on grounds thastitivea
product of fraud on the court. In its order settaside the Consent Judgment, the court directe@i@eMedicine and Horizon/CMS to confer with eathen
and the cours case manager to determine what further procegdireggappropriate in the Michigan Action. On Jung2D09, Horizon/CMS filed a motion 1
clarification requesting the court rule that Hori#6MS has fully complied with its obligations undke settlement agreement and is therefore nofrestjto
participate in any further proceedings. On JulyZdQ9, General Medicine filed a motion to competigan/CMS to enter into a new consent judgment in
favor of General Medicine. On February 25, 2018,dburt granted Horizon/CMS’s motion, denied Gelngiedicine’s motion, and ruled that no further
proceedings were necessary in the litigation. OncM®&, 2010, General Medicine filed an appeal efdburt’s decision to the Sixth Circuit Court of ggals.
On March 25, 2010, we moved to intervene in Gendeadicine’s appeal, and on March 26, 2010, we mdwettismiss a portion of General Medicine’s
appeal as untimely. On July 9, 2010, the Courtgbéals granted our motion to intervene but denigchmtion to dismiss “at this time” on grounds tbat
argument is “inextricably intertwined” with the nitsrof General Medicine’s appeal. Accordingly, veasserted this argument in our principal briefifidth
the Court of Appeals on September 22, 2010.

Based on the stage of litigation and review ofdherent facts and circumstances, it is not posskstimate the amount of loss or range of pos
loss that might result from an adverse judgmersetitement of this case.

United HealthCare Services Litigation—

On March 19, 2009, United HealthCare Services,dnd. certain affiliates filed an initial arbitratidlemand with the AAA against us relating to
disputes over therapy service claims paid from 1®83ugh 2003. United alleges that during thatquevre submitted fraudulent claims, or claims
otherwise in breach of various provider agreeméatseimbursement of therapy services for patiémésred under plans provided or administered by
United. United initially requested an accountingl aeeks compensatory damages in excess of $10mijllunitive damages, interest, and attorneys’ fees

On April 14, 2009, we filed an action in Circuit @b in Jefferson County, Alabama, captiort¢eblthSouth Corp. v. United Healthcare Services,
Inc., seeking a declaratory judgment that we are roptired to arbitrate the claims alleged in Uniteat'kitration demand, seeking an order enjoining the
AAA arbitration, and reserving our claims againsiitdd for underpayment and breach of contract. ¥éered that the AAA lacks
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jurisdiction to arbitrate these claims because idendt agree to arbitration and because, among o#lasons, Unite's arbitration demand disregards the
conditions precedent to arbitration and other tecorgained in the provider agreements upon whicitednelies, seeks damages expressly excluded from
arbitration, and violates state insurance laws Wwpimhibit United from seeking to recoup claims smgears after they were submitted and paid. On V&y
2009, United filed a motion with the court to corhasbitration of the claims presented in their A&fbitration demand. The court granted United’s oroti
and dismissed our complaint on March 3, 2010. Thetauled that the arbitration agreements wer@haid that the parties should submit their dispute
under those agreements to the AAA arbitration pgsce

On May 1, 2009, we filed with the AAA arbitratiompel our answer requesting that the arbitratiostaged pending the outcome of our action
filed in Circuit Court in Jefferson County, chaligng, as a preliminary matter, the AAA’s jurisdanti to arbitrate the claims alleged by United, degythe
claims asserted by United, raising defenses aredtagg counterclaims including breaches of confriatach of implied covenant of good faith and fair
dealing. In connection with our counterclaim, we seeking restitution for, among other things, &blig wrongful recoupment and underpayment of paid
claims submitted and compensatory damages in ert&39 million, together with interest and the tsp$ees and expenses of arbitration.

On May 16, 2009, United filed with the AAA panel amended arbitration demand adding certain Selectiddl Corporation subsidiaries as
named respondents, which, with one exception, @eessors to HealthSouth entities that signed ongoce of the provider agreements at issue in diste
demand. Pursuant to the Stock Purchase Agreememtdie us and Select, we are obligated to defendnalesnnify Select and its affiliates named in
United’'s amended arbitration demand. See Noté\&8ets Held for Sale and Results of Discontinuegf@jons, and the “Other Matters” section of Note
23, Contingencies and Other Commitmentis the consolidated financial statements accoryipgrthe 2009 Form 10-K. On June 11, 2009, answerg
filed with the AAA panel on behalf of all HealthStwand Select respondents. These answers reitéhatetnials, defenses, jurisdictional objectiomd a
challenges, and counterclaims previously assentedii initial answer. The Select entities did negeat any counterclaims. On March 10, 2010, the AAA
panel directed United to file separate demands repect to each separate provider agreemenueat i©n April 7, 2010, United filed 18 separate adseh
demands, each alleging between $0.5 million an@ #llion in damages under various different pr@ridgreements for a combined total of $13.0 million
in damages alleged. United, however, dropped aillnd for punitive damages against us that wereiquely sought in the initial arbitration demands O
May 14, 2010, we filed our answers, objections, emghterclaims to United’s amended demands. Irorespto our filing, the AAA panel determined that
five of United’s amended demands were deficientheir face and could not be arbitrated by the Afeh@. Accordingly, there are now 13 separate
amended arbitration demands under various diffggemtider agreements seeking a combined total & B8llion in damages. On June 21, 2010, United
filed its answers generally denying our counterakaasserted in each of the amended arbitrationmidgsn&ach amended demand will be arbitrated
separately before an AAA panel in the jurisdictspecified in the related provider agreement. Wéamihtinue to contest AAA’s jurisdiction over alf o
United’s claims before arbitrating the merits ofitdd’s disputes.

We intend to vigorously defend ourselves in eacthefarbitration hearings and prosecute our codlaiers against United. Although we continue
to believe in the merit of our claims and countiros and the lack of merit in United’s, we haveorded an estimate of this potential liability as of
September 30, 2010 and December 31, 2009, addims i@lates primarily to our former outpatientidien. We consider this estimate to be adequate for
these liability risks. However, there can be naeamsce the ultimate liability, if any, will not eged our estimate.

Other Litigation—

We have been named as a defendant in a lawsuitMiberch 28, 2003 by several individual stockholdarthe Circuit Court of Jefferson County,
Alabama, captionellichols v. HealthSouth Corprhe plaintiffs alleged that we, some of our forrofficers, and our former auditor engaged in sesoh to
overstate and misrepresent our earnings and fialgpasition. The plaintiffs are seeking compensasord punitive damages. This case was consolideited
the Tuckercase for discovery and other pretrial purposesveasistayed in the Circuit Court on August 8, 20Db.October 12, 2010, the court granted the
plaintiffs’ motion to lift the stay and gave ther@ 8ays to amend their complaint, after which timeewill have the opportunity to respond to the anaehd
complaint.

23




Table of Content
HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

We intend to vigorously defend ourselves in thisecdased on the stage of litigation and reviethefcurrent facts and circumstances, it is notiptesso
estimate the amount of loss, if any, or range afjime loss that might result from an adverse juelginor a settlement of these cases.

We were named as a defendant in a lawsuit filecch&r 2009 by an individual in the Court of Comniiaas, Richland County, South Carolina,
captionedSulton v. HealthSouth Corp, et @he plaintiff alleged that certain treatment heereed at a HealthSouth facility complicated a pxisting
infectious injury. The plaintiff sought recoveryrfpain and suffering, medical expenses, punitivealges, and other damages. On July 30, 2010, thénjur
this case returned a verdict in favor of the plifidr $12.3 million in damages. On September @1@, we filed a notice of appeal of this verdicthwthe
South Carolina Court of Appeals. We intend to vigmly defend ourselves in this case. We believattending nurses acted both responsibly and
professionally, and we will continue to support aleflend them. Although we continue to believe miterit of our defenses and counterarguments, we ha
recorded a liability of $12.3 million iAccrued expenses and other liabilitiesour condensed consolidated balance sheet asppéi@ber 30, 2010 with a
corresponding receivable of $7.7 million@iher current asset®r the portion of the claim we expect to be codetterough our excess insurance coverages,
resulting in a net charge of $4.6 million@her operating expensesour condensed consolidated statements of opestor the nine months ended
September 30, 2010. The $4.6 million portion o$ tiaim would be a covered claim through our capiisurance subsidiary, HCS, Ltd. As a result ef th
verdict, we made a $6.0 million payment through HCS. to the Richland County Clerk as a depositrduthe on-going appeal process. The deposit is a
restricted asset included @ther current assetis our condensed consolidated balance sheet asppé@ber 30, 2010.

Other Matters—

It is our obligation as a participant in Medicarelather federal healthcare programs to routinehdact audits and reviews of the accuracy of our
billing systems and other regulatory compliancetenat As a result of these reviews, we have madkwél continue to make, disclosures to the Offide
Inspector General of the United States DepartmieHealth and Human Services relating to amountsugpect represent over-payments from these
programs, whether due to inaccurate billing or ntfige. Some of these disclosures have resulteat imay result in, HealthSouth refunding amounts to
Medicare or other federal healthcare programs Neee 22 Settlements“Medicare Program Settlement - The 2004 Civil D&&itlement” and “Medicare
Program Settlement - The December 2004 Corporsgrity Agreement” to the consolidated financiatements accompanying the 2009 Form 10-K.

We are undergoing an audit of unclaimed propertickvis being conducted by Kelmar Associates, LLCtwee states for the years 1996 through
2005. We do not have sufficient information frone tiuditors to date to estimate any obligation iy result from this audit.

We also face certain financial risks and challenmgésting to our 2007 divestiture transactions (dete 18 Assets Held for Sale and Results of
Discontinued Operationto the consolidated financial statements accompagryie 2009 Form 10-K) following their closing. Beenclude indemnification
obligations, which in the aggregate could have sena adverse effect on our financial positiorsulés of operations, and cash flows.

11. Condensed Consolidating Financial lafmation:

The accompanying condensed consolidating finaindiatmation has been prepared and presented pursu&&EC Regulation S-X, Rule 3-10,
“Financial Statements of Guarantors and Issue@Guairanteed Securities Registered or Being Registetach of the subsidiary guarantors is 100% owned
by HealthSouth, and all guarantees are full an@uditional and joint and several. HealthSouth’sstments in its consolidated subsidiaries, as agell
guarantor subsidiaries’ investments in non-guarasubsidiaries and non-guarantor subsidiaii@gstments in guarantor subsidiaries, are predamder th:
equity method of accounting.

As described in Note &ong-term Debt to the consolidated financial statements acconipgrthe 2009 Form 10-K, the terms of our credit
agreement restrict us from declaring or paying chgidends on our common stock unless: (1) we atémdefault under our credit agreement and (2) th
amount of the dividend, when added to the aggremataunt of certain other defined payments madenduhe same fiscal year, does not exceed certain
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maximum thresholds. However, as described in Nbi€bnvertible Perpetual Preferred Stocto the consolidated financial statements accoripgrthe
2009 Form 10-K, our preferred stock generally pidegifor the payment of cash dividends, subjecettam limitations.
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Net operating revenus
Operating expense
Salaries and benefi
Other operating expens
General and administrative expen
Supplies
Depreciation and amortizatic
Occupancy cosl
Provision for doubtful accoun
Loss on disposal of ass¢
Government, class action, and rela
settlement:
Professional fe—accounting
tax, and legal
Total operating expens:
Interest expense and amortizatior
debt discounts and fe
Other income
Loss on interest rate swa
Equity in net income of nonconsolidat
affiliates
Equity in net income of consolidat
affiliates
Management fee
(Loss) income from continuin
operations before income t
(benefit) expens
Provision for income tax (benef
expense
Income from continuint
operations
(Loss) income from discontinue
operations, net of tax
Net income
Less: Net income attributable
noncontrolling interests
Net income attributable
to HealthSouth

HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Statement of Operations

Three Months Ended September 30, 201

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)
$ 207 $ 3376 $ 142.¢ $ (10.2) $ 490.7
13.7 166.2 69.€ 3.9 246.2
6.C 47.4 214 (4.5 71.2
24.¢ - - - 24.¢
1.7 18.¢ 7.2 - 27.¢
2.6 12.5 3.6 - 19.5
1.C 9.1 4.€ (2.6 12.1
0.2 3.C 1.1 - 4.3
- - 0.1 - 0.1
0.8 - - - 0.8
5.2 - - - 5.2
57.3 257.( 108.( (10.2) 412.1
28.F 2.1 0.7 (0.5 30.¢
0.3 0.3 0.8 0.5 0.7
9.C - - - 9.C
(0.9 1.9 - - (2.3
(41.9) (10.0) 0.9 52.¢ -
(21.¢) 16.€ 5.C - -
(9.7 73.7 30.€ (52.¢) 41.¢
(42.1) 33.4 8.C - (0.7)
324 40.2 22.€ (52.¢) 425
(0.€) (0.2) 0.2 - (0.6
31.¢ 40.1 22.¢ (52.¢) 41.¢
- - (10.7) - (10.2)
$ 318 % 40.1 $ 127  $ (52,8 $ 31.t
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Net operating revenus
Operating expense
Salaries and benefi
Other operating expens
General and administrative expen
Supplies
Depreciation and amortizatic
Occupancy cosl
Provision for doubtful accoun
Loss on disposal of ass¢
Government, class action, a
related settlemen
Professional fe—accounting
tax, and legal
Total operating expens:
Interest expense and amortizatior
debt discounts and fe
Other income
Loss on interest rate swa
Equity in net income c
nonconsolidated affiliate
Equity in net income of consolidat
affiliates
Management fees
(Loss) income from continuin
operations before income t
(benefit) expens
Provision for income tax (benef
expense
Income from continuin
operations
Loss from discontinue
operations
Net income
Less: Net income attributable
noncontrolling interests
Net income attributable
to HealthSouth

HealthSouth Corporation and Subsidiaries

Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Statement of Operations

Three Months Ended September 30, 20C

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)

$ 181 $ 326.: $ 135.1 $ 9.0 $ 470.¢
12.5 158.¢ 66.5 3.1 234.(

3.8 45.¢ 20.7 3.7 66.7

26.C - - - 26.C

1.€ 18.7 7.2 - 27.€

2.2 11.7 3.¢ - 17.€

0.8 8.¢ 4.3 (2.9 11.€

0.8 5.3 1.7 - 7.8

- 0.7 - - 0.7

8.5 - - - 8.5

3.E - - - 3.5

59.t 249.k 104.¢ 9.0 404.¢

27.2 2.C 0.8 0.6 29.t
0.3 0.7 0.8 0.€ (0.6

7.6 - - - 7.9
0.9 2.3 - - (3.0

(38.7) (1.0 (0.8 40.5 -

(21.0) 16.2 4.8 - -

(15.7) 61.7 26.7 (40.5) 32.2
(39.9 30.: 7.4 - (1.7

23.7 314 19.5 (40.5) 33.¢
(6.9) (0.5) (1.7) - (9.7

16.¢ 30.€ 17.€ (40.5) 24.¢
- - (8.0) - (8.0

$ 16.8 $ 30 $ 9€ $ (405 $ 16.€
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Net operating revenus
Operating expense
Salaries and benefi
Other operating expens
General and administrative expen
Supplies
Depreciation and amortizatic
Occupancy cosl
Provision for doubtful accoun
Loss on disposal of ass¢
Governmental, class action, and rele
settlement:
Professional fe—accounting
tax, and legal
Total operating expens:
Loss on early extinguishme
of debt
Interest expense and amortizatior
debt discounts and fe
Other income
Loss on interest rate swa
Equity in net income of nonconsolidat
affiliates
Equity in net income of consolidat
affiliates
Management fees
Income from continuin
operations before income t
(benefit) expens
Provision for income tax (benef
expense
Income from continuing operatiol
Loss from discontinue
operations, net of tax
Net income
Less: Net income attributable
noncontrolling interests
Net income attributable
to HealthSouth

HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Statement of Operations

Nine Months Ended September 30, 201

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)
$ 61 $ 1,026.( $ 4215 $ (30.9 $ 1,478.¢
39.7 494.¢ 204.¢ 9.9 729.¢
16.2 142.¢ 68.¢ (13.9) 214.7
77.€ - - - 77.€
4.¢ 58.1 22.C - 84.¢
.3 36.7 11.2 - 56.2
2.6 26.4 13.5 (7.7 35.1
1.1 12.C 4.C - 17.1
- 0.5 - - 0.5
0.8 - - - 0.8
13.¢ - - - 13.€
165.¢ 771.2 324.t (30.9) 1,231.(
0.4 - - - 0.4
84.2 6.5 .3 @7 91.4
0.8 0.2 (3.5) 1.7 (2.8
13.C - - - 13.C
(1.6 (5.8 0.3 - (7.5
(134.0 (8.8 (2.6 145.¢ -
(65.€) 50.¢ 15.C - -
0.4 212.2 85.¢ (145.5 153.1
(121.6) 99.1 22.1 - (0.4)
122.( 113.2 63.€ (145.5 153.t
(2.2) (1.0) (0.E) 0.1 (3.6)
119.¢ 112.2 63.2 (145.9 149.¢
- - (30.1) - (30.9)
$ 119.¢ $ 1122 $ 332 $ (145.9) $ 119.¢
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Net operating revenus
Operating expense
Salaries and benefi
Other operating expens
General and administrative expen
Supplies
Depreciation and amortizatic
Occupancy cosl
Provision for doubtful accoun
Loss on disposal of ass¢
Government, class action, a
related settlemen
Professional fe—accounting
tax, and legal
Total operating expens:
Gain on early extinguishment of de
Interest expense and amortizatior
debt discounts and fe
Other income
Loss on interest rate swa
Equity in net income c
nonconsolidated affiliate
Equity in net income of consolidat
affiliates
Management fees
(Loss) income from continuin
operations before income t
(benefit) expens
Provision for income tax (benef
expense
Income from continuint
operations
Loss from discontinue
operations, net of tax
Net income
Less: Net income attributable
noncontrolling interests
Net income attributable
to HealthSouth

HealthSouth Corporation and Subsidiaries

Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Statement of Operations

Nine Months Ended September 30, 20C

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)
$ 56.L $ 992.7 $ 4027 $ 2749 $ 1,424.¢
37.t 478.¢ 198.( 9.9 705.1
12.% 136.7 62.4 (11.2) 200.¢
76.4 - - - 76.4
4.7 56.¢ 22.C - 83.€
6.4 34.7 11.7 - 52.¢
2.6 26.7 13.1 (6.¢ 35.¢
2.1 17.1 6.1 - 25.2
- 2.6 0.1 - 3.C
41.: - - - 41.5
5.C - - - 5.C
189.( 753.¢ 313.¢ (27.9) 1,228.¢
(3.3 - - - (3.9
88.2 6.1 2.E 1.8 95.C
(0.€) 0.2 (2.4) 1.8 (1.4
16.7 - - - 16.7
1.7 0.9 0.2 - (2.8
(126.0) (7.4) (2.€) 136.( -
(63.2) 49.1 14.1 - -
(42.9 192.1 77.€ (136.0) 91.€
(107.9 86.1 21.C - (0.8
65.5 106.( 56.¢ (136.0) 92.4
(9.3 (0.E) (0.7) - (10.5)
56.2 105.k 56.2 (136.0) 81.C
- (0.4) (25.9) - (25.7)
$ 56.z $ 105.1 $ 30 $ (136.00 $ 56.2
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Assets
Current Assets
Cash and cash equivalel
Restricted cas
Accounts receivable, n
Other current assets
Total current asse
Property and equipment, r
Goodwill
Intangible assets, n
Investments in and advances
nonconsolidated affiliate
Other lon¢-term asset
Intercompany receivable
Total assets

HealthSouth Corporation and Subsidiaries

Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Balance Sheet

As of September 30, 201

Liabilities and Shareholders’ (Deficit) Equity

Current liabilities:
Current portion of lon-term debt
Accounts payabl

Accrued expenses and other curl

liabilities
Total current liabilities

Long-term debt, net of current portic

Other lon¢term liabilities
Intercompany payable

Commitments and contingenci

Convertible perpetual preferred stock

Shareholders (deficit) equity

HealthSouth shareholders' (defic

equity
Noncontrolling interests
Total shareholders' (defici
equity
Total liabilities and
shareholder¢
(deficit) equity

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidatec
(In Millions)
$ 187.: $ 0E $ 27 $ - % 190.t
0.€ - 33.1 - 33.7
10.5 145.¢ 58.¢ - 215.2
37.€ 62.C 81.C (106.9) 74.€
236.2 208.¢ 176.5 (106.¢) 514.:
38.C 490.( 155.7 - 683.7
- 277.1 151.¢ - 428.¢
0.4 39.C 5.8 - 45.2
2.E 25.¢ & - 31.€
60.C 208.¢ 65.2 (240.9 93.2
1,039.’ - - (1,039.7) -
$ 1,376.6 $ 1,248. $ 558.: $ (1,386.9) $ 1,796.¢
$ 27 % 112 $ 22 % - $ 16.2
12.C 25.1 12.2 - 49.5
210.¢ 60.7 65.2 (12.0) 324.t
225.: 97.1 79.€ (12.09 390.(
1,547.¢ 86.1 27.2 (22.0) 1,639.:
78.7 11.2 80.¢ (8.1 162.7
- 239.¢ 1,089.( (1,328.9) -
1,851.¢ 434.2 1,276 (1,370.9 2,191.¢
387.< - - - 387.4
(862.9) 814.t (798.t (16.0) (862.9)
- - 80.1 - 80.1
(862.4) 814.t (718.¢ (16.0) (782.9)
$ 1,376.6 $ 1,248 $ 558.: $ (1,386.9) $ 1,796.¢
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Assets

Current assets:

Cash and cash equivalel

Restricted cas

Accounts receivable, n

Other current assets

Total current asse

Property and equipment, r
Goodwill
Intangible assets, n
Investments in and advances

nonconsolidated affiliate
Other lon¢-term asset
Intercompany receivable

Total assets

HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Balance Sheet

As of December 31, 200

Liabilities and Shareholders’ (Deficit) Equity

Current liabilities:
Current portion of lon-term debt
Accounts payabl

Accrued expenses and other curl

liabilities
Total current liabilities

Long-term debt, net of current portic

Other lon¢term liabilities
Intercompany payable

Commitments and contingenci

Convertible perpetual preferred stock

Shareholders' (deficit) equity

HealthSouth shareholders' (defic

equity
Noncontrolling interests

Total shareholders' (deficit) equity

Total liabilities and
shareholder¢ (deficit)
equity

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)
$ 762 $ 1€ $ 2¢ % - % 80.¢
2.2 - 65.5 - 67.¢
10.1 149.t 60.1 - 219.7
35.2 62.1 48.¢ (88.E 57.€
123.¢ 213.¢ 177.C (88.5) 426.(
40.1 479.¢ 144.¢ - 664.¢
- 264.¢ 151.¢ - 416.¢
0.4 29.4 7.€ - 37.4
3.C 224 3.6 - 29.:
65.4 209.( 79.5 (246.9) 107.¢
1,053.( - - (1,053.0) -
$ 1,285 $ 1,218« $ 565. $ (1,387.H) $ 1,681.f
$ 97 $ 10C $ 1€ $ - $ 21k
12.t 28.1 9.€ - 50.z
213.¢ 48.E 57.2 - 319.F
236.( 86.€ 68.€ - 391.2
1,552.¢ 86.1 27.C (25.0 1,641.(
83.4 11.5 69.5 4.7 159.t
- 372.( 1,448.( (1,820.0) -
1,872.1 556.( 1,613.; (1,849.7) 2,191.°
387.< - - - 387.4
(974.0) 662.¢ (1,124.9) 461.¢ (974.0)
- - 76.4 - 76.4
(974.0) 662.¢ (1,048.7) 461.¢ (897.6)
$ 1,285 $ 1,218« $ 565. $ (1,387.H) $ 1,681.f
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Net cash provided by operating
activities
Cash flows from investing activities:
Capital expenditure
Acquisition of businesses, net of cash
acquirec
Proceeds from sale of restrict
investment:
Purchase of restricted investme
Net change in restricted ca
Net settlements on interest rate sw
Other
Net cash provided by investit
activities of discontinued operations
Net cash (used in) provided b
investing activities
Cash flows from financing activities:
Principal payments on debt, includi
pre-payments
Principal payments under capital le:
obligations
Dividends paid on convertible perpeti
preferred stocl
Distributions paid to noncontrolling intere:
of consolidated affiliate
Other
Change in intercompany advances
Net cash provided by (used in
financing activities
Increase (decrease) in cash and ca
equivalents
Cash and cash equivalents ¢
beginning of period
Cash and cash equivalents of facilitie
held for sale at beginning of perioc
Less: Cash and cash equivalents |
facilities held for sale at end of perioc
Cash and cash equivalents at end «
period

HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement

Condensed Consolidating Statement of Cash Flows

Nine Months Ended September 30, 201

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)
$ 102.¢ $ 209.¢ $ 106.: $ (148.9) $ 269.5
(6.2) (25.7) (18.9) - (50.2)
- (34.1 - - (34.7)
- - 10.4 - 10.4
- - (25.5) - (25.5)
1.7 - 26.4 - 28.1
(33.7) - - - (33.7)
- 0.1 - - 0.1
- - 8.E - 8.5
(38.2) (59.7) 1.t - (96.4)
(11.2) - - 3.C (8.2
1.7 (7.5) (1.5) - (10.7)
(19.5) - - - (29.9
- - (26.9) - (26.9)
.3 - 0.8 - 1.1
79.1 (143.5) (81.0) 145.¢ -
47.C (151.0) (108.0) 148. (63.€)
111.1 1.3 0.3) - 109.t
76.2 1.8 2.¢ - 80.¢
- - 0.1 - 0.1
$ 187.: $ 0t $ 27 $ - 190.5
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HealthSouth Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statement
Condensed Consolidating Statement of Cash Flows

Nine Months Ended September 30, 20C

Non
HealthSouth Guarantor Guarantor Eliminating HealthSouth
Corporation Subsidiaries Subsidiaries Entries Consolidated
(In Millions)
Net cash provided by operating
activities $ 1811 $ 2156 $ 97.¢ $ (132.7) $ 362.1
Cash flows from investing activities:
Capital expenditure (7.2) (41.2) (5.9 - (54.2)
Proceeds from sale of restrict
investments - - 1.¢ - 1.9
Purchase of restricted investme - - (2.3 - (2.3
Net change in restricted ca 0.2 - (31.¢) - (32.0
Net settlements on interest rate sw (30.9) - - - (30.9)
Net investment in interest rate sw (6.9 - - - (6.4)
Other 0.9 0.¢ .5 - (1.0
Net cash provided by (used in) invest
activities of discontinued operations 0.1 - (0.4) - (0.3
Net cash used in investing
activities (44.9) (40.9) (39.§) - (124.9
Cash flows from financing activities:
Principal payments on debt, includi
pre-payments (65.7) (0.2 - 3.C (62.9)
Borrowings on revolving credit facilit 10.C - - - 10.C
Payments on revolving credit facili (50.0) - - - (50.0
Principal payments under capital le:
obligations (0.2 (7.2) (2.5) - (9.9
Dividends paid on convertible perpeti
preferred stocl (29.5) - - - (29.5)
Distributions paid to noncontrolling intere:
of consolidated affiliate - - (22.¢) - (22.§)
Other 0.7 - 1.2 - 1.1
Change in intercompany advant 78.¢ (167.7%) (40.9) 129.% -
Net cash (used in) provided by financi
activities of discontinued operations (0.4) - 1.8 - 1.4
Net cash used in financing
activities (47.0 (175.9) (63.2) 132.7 (152.6)
Increase (decrease) in cash and ca
equivalents 90.C 0.2 (5.7 - 85.1
Cash and cash equivalents ¢
beginning of period 23.1 0.8 8.2 - 32.1
Cash and cash equivalents of facilitie
held for sale at beginning of perioc - - 0.1 - 0.1
Less: Cash and cash equivalents
facilities held for sale at end of perioc - - (0.2) - (0.2)
Cash and cash equivalents at end «
period $ 1131 $ 1.C $ 3C $ - $ 117.1
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Iltem 2. Management'’s Discussi and Analysis of Financial Condition and Result®f Operations

The following Management'’s Discussion and Analysi§inancial Condition and Results of Operationd&A”") relates to HealthSouth
Corporation and its subsidiaries and should be ireadnjunction with our condensed consolidatedticial statements included under Part I, Item 1,
Financial Statements (Unaudite, of this report and our audited consolidated foialnstatements for the year ended December 389 260Management’s
Discussion and Analysis of Financial Condition @ekults of Operatiorwhich are included in our Annual Report on FormKLfbr the year ended
December 31, 2009 (the “2009 Form 10-K”). As usethis report, the terms “HealthSouth,” “we,” “dutus,” and the “Company” refer to HealthSouth
Corporation and its subsidiaries, unless othergtiated or indicated by context.

This MD&A is designed to provide the reader witfoimation that will assist in understanding our densed consolidated financial statements, the
changes in certain key items in those financidestents from period to period, and the primarydecthat accounted for those changes, as wellwas ho
certain accounting principles affect our condermmtsolidated financial statements.

Executive Overview
Our Business

We operate inpatient rehabilitation hospitals amdjtterm acute care hospitals (“LTCHs”) and provig@atment on both an inpatient and outpatient
basis. As of September 30, 2010, we operated Stiém rehabilitation hospitals (including 3 hosjstthat operate as joint ventures which we accfaunt
using the equity method of accounting), 6 freestemt TCHs, 35 outpatient rehabilitation satellitanics (operated by our hospitals, including oni@fo
venture satellite), and 25 licensed, hospital-bdsede health agencies. In addition to HealthSoo#phals, we manage four inpatient rehabilitatioftsu
through management contracts. While our nationfork of inpatient hospitals stretches across aestand Puerto Rico, our inpatient hospitals are
concentrated in the eastern half of the UnitedeStancluding Texas.

We are the nation’s largest provider of inpatieftabilitative healthcare services in terms of reesnnumber of hospitals, and patients treated and
discharged. Our inpatient rehabilitation hospitdfer specialized rehabilitative care across a veiday of diagnoses and deliver comprehensive -igtity,
costeffective patient care services. The majority dfgras we serve experience significant physicadldigies due to medical conditions, such as stsok@
fractures, head injuries, spinal cord injuries, aadrological disorders, that are generally nowerdionary in nature and which require rehabiltati
healthcare services in an inpatient setting. Camtef highly skilled physicians, nurses, and phglsicccupational, and speech therapists utilizdatest in
equipment and clinical protocols with the objectdfeeturning patients to home and work. Patien¢ és provided by nursing and therapy staff asotiée by
a physician order. Internal case managers mordtcin patient’s progress and provide documentatigpatént status, achievement of goals, discharge
planning, and functional outcomes. Our hospitatvjole a comprehensive interdisciplinary clinicapagach to treatment that leads to a higher leveboé
and superior outcomes.

Net patient revenue from our hospitals was 5.3%48& higher for the three and nine months end@te8wer 30, 2010 than the same periods of
2009 due to higher net patient revenue per disehang a 2.5% and 1.9% increase in patient discharggpectively. Operating earnings (as definedate
24, Quarterly Data (Unaudited)to the consolidated financial statements accoryipgrthe 2009 Form 10-K) were $70.8 million and $Z2million for the
three and nine months ended September 30, 20&ataésely, compared to $61.0 million and $173.6liomil for the three and nine months ended September
30, 2009, respectively. Operating earnings forttihee and nine months ended September 30, 20Q8#tla net charge of $8.5 million and $41.3 million
respectively, associated wiovernment, class action, and related settlemeotsnpared to $0.8 million of similar charges iclegeriod presented for 20:
as discussed belowet cash provided by operating activitiwas $269.5 million and $362.1 million for the nimenths ended September 30, 2010 and 2009,
respectivelyNet cash provided by operating activitfes the nine months ended September 30, 2010 irdl®d 1.9 million of state income tax refunds
associated with prior perioddet cash provided by operating activities the nine months ended September 30, 2009 irdi$d@3.8 million in net cash
proceeds related to the UBS Settlement and théptefe
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$59.5 million in federal and state income tax reffor prior periods. See the “Results of Operati@nd “Liquidity and Capital Resources” sectiofishis
item for additional information.

Our development activities during 2010 have coadisif the following:

« On September 30, 2010, we finalized the purchase 3ffbed inpatient rehabilitation unit at the Sparks iBlegl Medical Center in Ft. Smi
Arkansas. The assets and operations of this ulliba/relocated to, and consolidated with, HealtitBdrehabilitation Hospital of Ft. Smit

« On September 20, 2010, we finalized our previoasiyounced purchase of Sugar Land Rehabilitatiorpitidsa 50bed inpatient rehabilitatic
hospital located in southwest Houston, Te:

« Our new 25-bed, joint venture hospital in Brisiditginia began accepting patients in August 2010.

« In August 2010, we purchased land in the Cypresa af northwest Houston, Texas. We expect congtruttt begin in December on a new, 40-
bed inpatient rehabilitation hospital on this pnape

« OnJune 14, 2010, we began accepting patients atevuy built 40-bed hospital in Loudoun Countyydinia.

« On June 1, 2010, we finalized our purchase of @eSanyon Rehabilitation Hospital, a B@d inpatient rehabilitation hospital locatec
southwest Las Vegas, Neva

- Effective January 1, 2010, we acquired ab28 inpatient rehabilitation unit in Little Rockykansas through an existing joint venture in w
we participate

As discussed in the “Business Outlook” section Welour ability to continue to create shareholddugan the near term will be predicated on our
ability to: (1) deleverage our balance sheet; (@)gorganically; (3) provide high-quality, cost-eftive care; (4) pursue acquisitions on a disagalin
opportunistic basis; and (5) adapt to regulatodnges affecting our industry. We believe the denfandhpatient rehabilitative healthcare servicat w
increase as the U.S. population ages, and we ldley market factor aligns with our strengthsaimgl focus on, inpatient rehabilitative care. Unlkany of
our competitors that may offer inpatient rehaliiita as one of many secondary services, inpat@rdhilitation is our core business.

Key Challenge

Over the past few years, deleveraging and strengtyef our capital structure have been a primé&ategic focus. We believe continued growth in
our Adjusted Consolidated EBITDA and our stronghciiews from operations will allow us to continuereduce our leverage and invest in growth
opportunities. In addition, during October 2010, cl@sed transactions that are consistent with apital structure objectives. These transactionisideca
public offering of $275 million in aggregate pripai amount of 7.25% senior notes due 2018 and $2H0n in aggregate principal amount of 7.75% seni
notes due 2022, as well as replacing our existiadicagreement with a new credit agreement thatiraa in 2015 and provides us with a $500 million
revolving credit facility, including a $260 millidietter of credit subfacility. See the “Liquidityd Capital Resources” section of this Item for &ddal
information.

While we are pleased with our deleveraging effats, ability to execute our capital structure sggt and our performance thus far in 2010, the
following are some of the challenges we continutate:

» Volume Growth. Weakness in acute care volumes has createdieuttitiperating environment for all p-acute care providers, including
inpatient rehabilitation facilities (“IRFs”Historically, acute care hospitals have referregraximately 94% of our patients to our hospitals
acute care providers continue to report soft vokjritanay be more challenging to maintain our réesetume growth rates. As a result, we
adjusted our annual discharge volume growth assamfrom 4+% to a range of 2.5% to 3.5
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» Highly Regulated Industry We are required to comply with extensive and dempaws and regulations at the federal, state, lacel
government levels. These rules and regulations reffected, or could in the future affect, our besis activities by controlling t
reimbursement we receive for services provided,dating new documentation standards, requiring §oem or certification of our hospite
regulating our relationships with physicians anldeotreferral sources, regulating the use of oupgnties, and limiting our ability to enter n
markets or add new beds to existing hospitals. Emg@ontinuous compliance with these laws and leggns is an operating requirement fo
healthcare provider:

Over the last several years, changes in regulagjomsrning inpatient rehabilitation hospitals haveated challenges for inpatient rehabilitation
providers with many of these changes resultingniitations on, and in some cases reductions tmtreisement from Medicare, including
reductions to the annual “market basket update’, @nnual adjustment to Medicare payment rates).

On August 7, 2009, the Centers for Medicare andibééd Services (“CMS”) published in the federalistgr the fiscal year 2010 notice of final
rulemaking (the “2010 Rule”) for IRFs under the gpective payment system (“IRF-PPS”). The 2010 Ralgains Medicare pricing changes as
well as changes to coverage requirements, as Heddoelow. The pricing changes were effective fedMare discharges between October 1,
2009 and September 30, 2010 and included a 2.5%etmaasket update, which was the first market Hagh@ate we had received in 18 mon
However, as discussed below, on March 23, 201Gidret Obama signed the Patient Protection andrddfde Care Act (the “PPACA”) into
law. On March 30, 2010, President Obama signediavtche Health Care and Education AffordabilitycBReciliation Act of 2010, which
amended the PPACA (together, the “2010 Healthcafer® Laws”). These laws include a reduction inwmarket basket updates to
providers. Starting on April 1, 2010, the markeshet increase of 2.5% we received on October 19 286 reduced to 2.25%. Similar
reductions to our annual market basket updatescireduled to occur each year through 2019, alththegamount of each year’s decrease will
vary over time and will include to-be-determineddghuctivity adjustments, as discussed below.

The coverage requirements under the 2010 Rule applischarges occurring on or after January 10201 include requirements for
preadmission screening, post-admission evaluatandsjndividual treatment planning that all delirgethe role of physicians in ordering and
overseeing patient care. Although these changes maiwesulted in material modifications to ounidal or business models, they have resulted
in significantly increased procedural and documorierequirements for all IRFs. In addition, duahie complexity of the changes within the
2010 Rule, CMS continues to clarify these reviseeecage requirements. We have undertaken effosduoate our employees and affiliated
physicians on compliance with these new requiresyemtd we will continue to train our employeesh&se requirements are further clarified.

In addition, on July 22, 2010, CMS published in tbaeral register its IRF-PPS final rule for fisgahr 2011 (the “2011 Rule”). The 2011 Rule
will be effective for Medicare discharges betweeastdber 1, 2010 and September 30, 2011. The pridiagges in this rule include a 2.5%
market basket update that will be reduced to 2.2B%er the requirements of the 2010 Healthcare Ref@ws discussed above, as well as
other pricing changes that impact our hospitahkbgpital base rate for Medicare reimbursement. daseour analysis which includes the aci
of our patients over the last twelve months andiparates other adjustments of the 2011 Rule, weuaethe 2011 Rule will increase our
Medicare-relatedNet operating revenuder our IRFs by approximately 2.1% annually.

Our outpatient services are primarily reimbursedanrMedicare’s physician fee schedule. On July2030, CMS published in the federal
register its proposed rule for the Medicare Phgsidtee Schedule for calendar year 2011 that wqddte pricing for outpatient therapy
services. Under the proposed rule, CMS has proptosieapblement a 50% rate reduction to the praaiqeense component for reimbursemel
therapy expenses for additional procedures whetipteutherapy services are provided to the samiemtadn the same day. While we would
look to mitigate the impact of this proposal to earnings, we currently estimate this proposal waigicrease olMet operating revenudsy
approximately $4 million annually, beginning in 201n addition, there are several other potenti@ing changes, both positive and negative,
proposed in this rule, including an approximate

36




Table of Content

27% reduction in payments made under the MedichysiBlan Fee Schedule. If Congress does not agttaside implementation of these
reductions to the physician fee schedule, as theg Hone in the past, we currently estimate thaiming pricing changes would have a
negative impact of an additional approximate $6iomlto ourNet operating revenuemnually, beginning in 2011. As an update to thevab
on November 2, 2010, CMS released its notice @l finlemaking for the Medicare Physician Fee Scleeftwr calendar year 2011. We are in
the process of analyzing the final rule comparetth¢éoestimates provided above for the proposedputidished earlier this year.

There have also been several recent CMS initiafvassed on all of the nation’s IRFs, including HleS8outh’s IRFs, as a result of the
Department of Health and Human Services’ Officéngpector General’s (the “OIG”) annual work pla@se of these initiatives includes a
nationwide review of IRFs’ transmissions of patiaasessment instruments (“PAIs”) for calendar y2a66 and 2007. To administer the
prospective payment system, CMS requires IRFsetctrenically transmit a patient assessment instniifiee each IRF patient to CMS'’s
National Assessment Collection Database (the “Crst@l). The date the PAI was transmitted to the lisa is included on the submission sent
to the fiscal intermediary for payment. If an IR&rtsmits the PAI more than 27 calendar days franbtmneficiary’s discharge date, the IRF’s
payment rate for the applicable case-mix group lshbe reduced by 25%. Therefore, the objectivénef®@IG’s review was, and still is, to
determine whether IRFs received reduced case-noiipgpayments for claims with PAls that were trartadilate.

The initial nationwide audit of all IRFs covereden\l0,000 claims totaling $166 million. From thopof national claims, 200 claims were
reviewed with 113 claims being noted with late sraissions of PAls for an estimated $20.2 milliomirrpayments. We have reviewed our
internal processes for transmitting PAIs and dolbmtieve this audit of PAIs will significantly impaour operations, as our operating procec
are designed to ensure PAls are transmitted witt@rappropriate timeframe.

In addition, the OIG recently issued an audit reparall of the nation’s IRFs regarding impropeshded claims associated with coding rules
governing transfer cases. Pursuant to Medicararsfer regulation, Medicare pays the full prospeciayment to an IRF that discharges a
beneficiary to home, while it pays a lesser amobased on a per diem rate and the number of daysatheficiary spent in the IRF, for a
transfer case. The audit identified overpaymentsatasferring IRFs that did not comply with Medieartransfer regulation. Based on the agdit’
sample results, the OIG estimates the nation’s \R&re overpaid approximately $34 million during fber-year period ended September 30,
2007. As part of its requests of all of the natiolRFs, the OIG requested a limited number of demtsfrom us in order to validate our proper
use of this transfer code during calendar year 206& OIG'’s review of the documents requested fasndid not result in any findings.

We have invested, and will continue to invest, tattgal time, effort, and expense in implementingginal controls and procedures designed to
ensure regulatory compliance, and we are commiittedntinued adherence to these guidelines. Mareifigally, because Medicare comprises
a significant portion of ouNet operating revenuest is important for us to remain compliant witretlaws and regulations governing the
Medicare program and related matters includingkinkback and anti-fraud requirements. If we wenahle to remain compliant with these
regulations, our financial position, results of @i®ns, and cash flows could be materially, adslgrsnpacted.

See also Item Business “Sources of Revenue” and “Regulation,” to the 26@rm 10-K.

Healthcare ReformMany issues within the 2010 Healthcare Reform ¢ aauld have an impact on our business, includibgreducing annu
market basket updates to providers, (2) the passibmbining, or “bundling,” of acute care hospaal postacute Medicare reimbursemen
some point in the future, and (3) creating an lrethelent Payment Advisory Boal

Most notably for HealthSouth, these laws includeauction in annual market basket updates to haspbtarting on April 1, 2010, the market
basket update of 2.5% we received on October 19 2&6 reduced to 2.25%. Similar reductions to omual market basket update will occur
each year through 2019, although the amount of yeafis decrease will vary over time. In additibeginning on October 1, 2011, the 2010
Healthcare Reform Laws require an additional tairmined productivity adjustment to the markeskied update on an annual basis.
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The 2010 Healthcare Reform Laws also direct theatepent of Health and Human Services to examindetsbility of bundling, including
conducting a voluntary bundling pilot program tettand evaluate alternative payment methodologites possibility of implementing bundling
on a nation-wide basis is difficult to predict histtime and will be affected by the outcomes efvharious pilot projects conducted. In addition,
if bundling were to be implemented, it would reguiumerous modifications to, or repeal of, varifagkeral and state laws, regulations, and
policies. These pilot projects are scheduled tarbeg later than January 2013 and are limited opsdo ten medical conditions. We will see
participate in these pilot projects.

Another provision of these laws establishes anpeddent Payment Advisory Board that is charged prigisenting proposals to Congress to
reduce Medicare expenditures upon the occurrenbedfcare expenditures exceeding a certain levelvéVer, due to the market basket
reductions through 2019 that are also part of thesse (as discussed above), certain healthcaredamy including HealthSouth, will not be
subject to payment reduction proposals developetiibypoard and presented to Congress through 20he we may not be subject to
payment reduction proposals by this board for @ogesf time, based on the scope of this board'edtive to reduce Medicare expenditures and
the significance of Medicare as a payor to us,rafleeisions made by this board may impact our testdiloperations either positively or
negatively.

In addition to these factors, the 2010 Healthcafin Laws also contain provisions that will regumnodifications to employer-sponsored
healthcare insurance plans, including HealthSolathgpy For example, the 2010 Healthcare Reform Lragsire employer-sponsored healthcare
plans to offer coverage to an employee’s dependghiren until such dependents attain the age ofrR&ddition, these laws eliminate an
employer’s ability to include a lifetime maximumngdit per participant within its plans. We continoeevaluate the impact these changes will
have on our healthcare plans and related costs.

Given the complexity and the number of changebésé laws, as well as the implementation timetvlenany of them, we cannot predict the
ultimate impact of these laws. However, we belithesabove points are the issues with the greatéshpal impact on us. We will continue to
evaluate and review these laws, and, based omamnk tecord, we believe we can adapt to these a&myl changes.

« Staffing. Our operations are dependent on the effortsitiabjland experience of our medical personneh siscphysical therapists, occupatic
therapists, speech pathologists, nurses, and badthcare professionals. In some markets, the dacvailability of medical personnel is
operating issue facing all healthcare providerthoaigh the weak economy has mitigated this issusotoe degree. We have refined
comprehensive compensation and benefits packagentain competitive in this challenging staffing @omment while also being consist
with our goal of being a high-quality, cosffective provider of inpatient rehabilitative sees. As a result of our efforts, we are experieg
improved retention rates and reduced turnover fwrotinical staff. Going forward, recruiting andaming qualified personnel for our hospi
will remain a high priority for us

We continue to monitor efforts in Congress thatidaeuake it more difficult for employees to avoidreject labor organization. At this time, il
not clear whether, when, or in what form, suchdkgion might be enacted into law, nor are we &bleredict the impact, if any, this legislation
would have on our business, if enacted.

Business Outloo

As the nation’s largest provider of inpatient relitive healthcare services, we believe we défdrate ourselves from our competitors based on
our broad base of clinical expertise, the qualftgur clinical outcomes, the application and legeraf rehabilitative technology, and the standaatitin of
best practices all of which result in high-qualitpst-effective care for the patients we serve. dhiiity to continue to create shareholder valuthnear
term will be predicated on our ability to: (1) dedeage our balance sheet; (2) grow organicallyp(8yide high-quality, cost-effective care; (4) pue
acquisitions on a disciplined, opportunistic baaigl (5) adapt to regulatory changes affectingrodustry.
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Our deleveraging efforts are currently focused mwing Adjusted Consolidated EBITDA through orgagiowth and disciplined expansion. Our
organic growth will result from increasing our metrishare of inpatient discharges, actively managimenses, and pursuing capacity expansions itirexis
hospitals to meet growing demand in certain marketaddition to organic growth, we will continue lbok for appropriate markets for de-novo sites,
acquisitions, and joint ventures. We believe grointbur Adjusted Consolidated EBITDA and our straagh flows from operations will allow us to cori
to reduce our leverage. Further, we believe we baeguate sources of liquidity due to @arsh and cash equivalentsash flows from operations, and the
availability of our revolving credit facility. Inddition, and as discussed in the “Liquidity and i&dpgResources” section of this Item, we do notfaearterm
refinancing risk.

As discussed above, weak acute care volumes cothfzahéstoric trends have created a difficult ofiagaenvironment for all post-acute care
providers, including our IRFs. Until these volumenids in our acute care hospital referral sourbasge, it may be challenging for us to continugrtaw our
volumes at historic rates. Although we believe aeing discharge growth of 4+% may be challenging believe our strategic differentiation will allayg to
increase discharges at an annual rate of 2.5%%,3hereby continuing our track record of gaininarket share.

Healthcare providers are under increasing pregswentrol costs. We take this challenge serioasly pride ourselves in our ability to provide
high-quality, cost-effective care. We will continteefocus on ensuring we provide high-quality came finding efficiencies in our cost structure attbthe
corporate and operational levels in an effort tnaim competitive. With this in mind, we are makiggtain investments in our core business in 20h@& O
investment is the piloting of an electronic clidig#ormation system in our new hospital in Loudddaunty, Virginia. This is an initial two-year ptlo
program with the goal of gaining a better undewditag of the value proposition of a potential comparnde implementation. In addition, we will continoar
company-wide initiative of developing best pracsi¢er different components of our operational dtiees by making an investment in our case management
function. Our case managers are critical to ourveef system, as they coordinate the care plancantmunication among the patient, the patient’s fgmi
treatment team, and payors. In addition to thegesitments, as we bring both acquired and de-nospitats online, our expenses may outpace reveriues a
these hospitals for a short period.

Our largest costs are o8alaries and benefitsand they represent our investment in our mostaldé resource: our employees. We will continue to
monitor the labor market and will make approprad@istments to remain competitive in this challaggenvironment while remaining committed to ourlgoa
of being a high-quality, cost-effective provideripatient rehabilitative services.

As discussed previously, healthcare has long béeghdy regulated industry, and the inpatient reélitation sector is no exception. Successful
healthcare providers are those who provide highitguaare and have the capabilities to adapt tagea in the regulatory environment. We believe axch
the necessary capabilities — scale, infrastrucamd,management — to adapt and succeed in a higgnjated industry, and we have a proven trackrdeeb
being able to do so. We are confident, based oitrack record, we will be able to adapt to whatesfeanges may impact our industry, including those
discussed above related to healthcare reform.

Although we believe HealthSouth’s business outlisghositive, we continue to monitor the economid eggulatory climates and focus on
initiatives designed to control costs. We anticpat will be able to continue to generate strorghdws that will be directed toward debt reductand
opportunistic, disciplined expansion of our inpatibusiness, which we believe will bring long-tesustainable growth and returns to our stockholders
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Results of Operations

During the three and nine months ended Septemh&03® and 2009, we derived consoliddid operating revenudsom the following payor
sources:

Three Months Ended Nine Months Ended
September 30 September 30

2010 2009 2010 2009
Medicare 69.9Y 67.8Y% 70.1% 67.6%
Medicaid 1.8% 2.1% 1.8% 2.2%
Worker¢ compensatiol 1.6% 1.7% 1.6% 1.6%
Managed care and other discount pl 21.7% 23.4% 21.8% 23.2%
Other thirc-party payors 2.4% 2.4% 2.3% 2.8%
Patients 1.4% 1.3% 1.2% 1.2%
Other income 1.2% 1.3% 1.2% 1.4%
Total 100.0% 100.0% 100.0% 100.0%

Our payor mix is weighted heavily towards Medica@er hospitals receive Medicare reimbursements iRie-PPS. Under IRIRPS, our hospita
receive fixed payment amounts per discharge basegmain rehabilitation impairment categories leisthed by the United States Department of Health a
Human Services. Under IRF-PPS, our hospitals reteimifference, if any, between the fixed paynfemin Medicare and their operating costs. Thus, our
hospitals benefit from being high-quality, low-cpsbviders. For additional information regarding ditare reimbursement, please see the “Sources of
Revenues” section of Iltem Business of the 2009 Form 10-K.

Under IRF-PPS, hospitals are reimbursed on a “gehdrge” basis. Thus, the number of patient digg®is a key metric utilized by management
to monitor and evaluate our performance. The nurabeutpatient visits is also tracked in order teasure the volume of outpatient activity each pkrio

40




Table of Content

For the three and nine months ended Septembe030,&hd 2009, our consolidated results of operatioere as follows:

Net operating revenut
Operating expense
Salaries and benefi
Other operating expens
General and administrative expen
Supplies
Depreciation and amortizatic
Occupancy cosl
Provision for doubtful accoun
Loss on disposal of asst
Government, class action, a
related settlemen
Professional fe—accounting
tax, and legal
Total operating expens:
Loss (gain) on early extinguishment of d
Interest expense and amortization of ¢
discounts and fee
Other income
Loss on interest rate swa
Equity in net income of nonconsolidat
affiliates
Income from continuing operatiol
before income tax bene
Provision for income tax benefit
Income from continuint
operations
Loss from discontinue
operations, net of tax
Net income
Less: Netincome attributable
noncontrolling interests
Net income attributable
to HealthSouth

Three Months Ended Percentage Nine Months Ended Percentage
September 30, Change September 30, Change
2010 2009 2010 vs. 200! 2010 2009 2010 vs. 200!
(In Millions, Except Percentage Change Data

490.7 $ 470.< 4.3% $ 1,478.¢ $ 1,424.¢ 3.8%
246. 234.( 5.2% 729.¢ 705.1 3.5%
71.z2 66.7 6.7% 214.5 200.¢ 7.C%
24.¢ 26.C (4.2%) 77.€ 76.4 2.C%
27.¢ 27.€ 0.7% 84.¢ 83.€ 1.€%
19.2 17.¢ 8.4% 56.2 52.¢ 6.€%
12.1 11.¢ 2.5% 35.1 35.¢ (2.C%)
4.2 7.€ (44.<%) 17.1 25.2 (32.4%)
0.1 0.7 (85.7%) 0.5 3.C (83.2%)
0.6 8.E (90.€%) 0.8 41.5 (98.1%)
5.2 3.5 48.6% 13.€ 5.C 176.(%
412.1 404.¢ 1.% 1,231.( 1,228.¢ 0.2%
- - N/A 0.4 (3.1 (112.9%)
30.¢ 29.t 4.0% 91.4 95.C (3.8%)
0.9 0.6 16.7% 2.9 (1.4) 100.(%
9.C 7.S 13.9% 13.C 16.7 (22.2%)
(2.9 (3.0 (23.2%) (7.5) (2.8) 167.%
41.¢ 32.2 29.8% 153.1 91.€ 67.1%
(0.7) (1.79) (58.£%) (0.4) (0.€) (50.C%)
42t 33.¢ 25.4% 153.t 92.4 66.1%
(0.6) (9.9 (93.4%) (3.6 (10.5) (65.7%)
41.¢ 24.¢ 69.(% 149.¢ 81.¢ 83.(%
(10.1) (8.0 26.2% (30.7) (25.7) 17.1%
318 $ 16.¢ 89.2% $ 119.¢ $ 56.2 113.2%
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Operating Expenses as a % of Net Operating Revenues

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Salaries and benefi 50.2% 49.7% 49.4% 49.5%
Other operating expens 14.5% 14.2% 14.5% 14.1%
General and administrative expen 5.1% 5.5% 5.3% 5.4%
Supplies 5.7% 5.9% 5.7% 5.9%
Depreciation and amortizatic 3.9% 3.8% 3.8% 3.7%
Occupancy cosl 2.5% 2.5% 2.4% 2.5%
Provision for doubtful accoun 0.9% 1.7% 1.2% 1.8%
Loss on disposal of asst 0.0% 0.1% 0.0% 0.2%
Government, class action, and rele
settlement: 0.2% 1.8% 0.1% 2.9%
Professional fe——accounting, tax, an
legal 1.1% 0.7% 0.9% 0.4%
Total 84.0Y 86.0Y 83.3% 86.2Y

Additional information regarding our operating ritstior the three and nine months ended Septenthe2®.0 and 2009 is as follows:

Three Months Ended Nine Months Ended Septembe
September 30, 30,
2010 2009 2010 2009
(In Millions)
Net patient reveni—inpatient $ 451.¢  $ 4292 $ 1,359.¢ $ 1,297.7
Net patient reveni—outpatient ant
other revenues 38.¢ 41.2 118.¢ 127.2
Net operating revenues $ 490.7 $ 4704  $ 1,478.¢ $ 1,424.¢
(Actual Amounts)
Discharge: 28,82¢ 28,12t 85,84 84,20:¢
Outpatient visits 258,04 281,91: 779,11! 857,47t
Average length of sta 14.1 day 14.3 day 14.3 day 14.4 day
Occupancy ¥ 65.€% 67.(% 66.€% 68.2%
# of licensed bed 6,74~ 6,507 6,74~ 6,507
Full-time equivalents' 15,72 15,52¢ 15,57¢ 15,52¢

*  Excludes 401 and 400 full-time equivalentstfoe three months ended September 30, 2010 arty &&pectively, and 397 and 394 full-time
equivalents for the nine months ended Septembe2@@ and 2009, respectively, who are consideretdopaorporate overhead with their
salaries and benefits included@eneral and administrative expense®ur condensed consolidated statements of opagatiull-time
equivalents included in the above table represeaitHSouth employees who participate in or suppp@rbperations of our hospitals and
exclude an estimate of f-time equivalents related to contract lak

Our occupancy percentage has decreased in 2010 thue addition of newly licensed beds, includifigb#&ds that came dime in June 2010 and "
beds that came on-line during the third quarte2Gif0, as discussed above.

In the discussion that follows, we use “same stomefiparisons to explain the changes in certairopadnce metrics and line items within our
financial statements. We calculate same store cosgpe based on hospitals open throughout botFutheurrent periods and prior periods presentdtese
comparisons include the financial results of madcetsolidation transactions in existing marketst a&sdifficult to determine, with precision, tlecremental
impact of these transactions on our results ofaifmers.
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Net Operating Revenu

Our consolidatedlet operating revenuadnsist primarily of revenues derived from patieste servicedNet operating revenuesso include other
revenues generated from management and administfatts and other non-patient care services. Tétbse revenues approximated 1.2% and 1.3% of
consolidated\et operating revenuder the three months ended September 30, 2010 @@ 2espectively, and 1.2% and 1.4% of consoldiblet operating
revenuedor the nine months ended September 30, 2010 ad@, 28spectively.

Net patient revenue from our hospitals was 5.3%éridor the three months ended September 30, 2@t0the three months ended September 30,
2009. This increase was attributable to higheipaé&ent revenue per discharge and a 2.5% incregsatient discharges. Net patient revenue per digeh
increased quarter over quarter primarily due topttiging changes that are part of the 2010 Rulejssissed above. Same store discharges were Oght h
quarter over quarter.

Net patient revenue from our hospitals was 4.8%éridor the nine months ended September 30, 2Gk0ttte nine months ended September 30,
2009 due to the same reasons discussed abovefqu#nter-over-quarter increase. Patient dischangesased 1.9% during the nine months ended
September 30, 2010 compared to the same periodo®. Zame store discharges were 0.7% higher peviedperiod for the nine months.

Decreased outpatient volumes in both periods regyltimarily from the closure of outpatient sateltlinics in prior periods. For the nine-month
period ended September 30, 2010, outpatient \asitellations caused by the severe winter storreernime of our northeast and mid-Atlantic marketsin t
first quarter of 2010 also contributed to the dasesl volume. Challenges in securing therapy staifircertain markets and continued competition from
physicians offering physical therapy services witthieir own offices also contributed to the declias of September 30, 2010, we operated 35 outgatie
satellite clinics, while as of September 30, 2008 0perated 44 outpatient satellite clinics.

As discussed above, the market basket increas&%f IRFs received on October 1, 2009 was reduc@t@b effective April 1, 2010. As also
discussed above, IRFs received a market basketaiptla.5% under the 2011 Rule effective Octob&01,0. However, this market basket update was
reduced to 2.25% under the requirements of the PlEHlthcare Reform Laws.

Salaries and Benefits

Salaries and benefitepresent the most significant cost to us and semtean investment in our most important assetemployeesSalaries and
benefitanclude all amounts paid to full- and part-time éoyees who directly participate in or support tipe@tions of our hospitals, including all related
costs of benefits provided to employees. It alstuitles amounts paid for contract labor.

We actively manage the productive portion of 8afaries and benefitgilizing certain metrics, including employees pecupied bed, or “EPOB.”
This metric is determined by dividing the numbefuwl-time equivalents, including an estimate oli-ime equivalents from the utilization of conttdabor,
by the number of occupied beds during each pefibd.number of occupied beds is determined by myiltig the number of licensed beds by our occupancy
percentage. Our EPOB decreased from 3.58 and 8ri®ydhe three and nine months ended Septemb&089, respectively, to 3.57 and 3.49 during the
three and nine months ended September 30, 20&ataésely. This represents an improvement of 0.3%b @& 9% for the quarter and year-to-date periods,
respectively.

Salaries and benefiiacreased in both 2010 periods presented as & st approximate 2.3% merit increase provideenployees on October
1, 2009, an increase in the number of full-timeieajents as a result of our development activitissdiscussed above, and a change in the mixesfded
versus non-licensed employees. The process ofafdiathg our labor practices across all of our litaég which we began last year with the roll-otiaonew
labor management system, and the implementatitimeafiew coverage requirements that became effetdiwveary 1, 2010 have decreased the use of non-
licensed employees, which increased our averagepeosull-time equivalent.
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Salaries and benefiss a percent dfiet operating revenuaontinued to be positively impacted by continueg@riovement in labor productivity, a
reduction in self-insured workers’ compensatiorntgaisie to revised actuarial estimates in the seqoader of 2010, and the Medicare pricing charlyat
became effective on October 1, 2009. These positipacts are being offset by the decline in ougrdtrevenues, as discussed ab®adaries and benefits
a percent oNet operating revenudar the third quarter of 2010 increased over thraesgeriod of 2009 due primarily to an increasénsnumber of fultime
equivalents at new or newly acquired hospitals wkee ramping up operations during the period.

As it is routine to provide merit increases to employees on October 1 of each year, which norntaligcides with our annual Medicare pricing
adjustment, we provided an approximate 2% meriease to our employees effective October 1, 2010.

Other Operating Expenses

Other operating expenséwlude costs associated with managing and maintour hospitals. These expenses include suctsitentontract
services, utilities, insurance, professional feesl repairs and maintenance.

Other operating expensé@wxreased quarter over quarter due primarily togased self-insurance costs associated with piofedsand general
liability claims and investments we are making im oore business in 2010, including the investneour case management function, as discussed above
Other operating expensésr the nine months ended September 30, 2010 isedeaver the comparable period of 2009 due prignaribn increase in self-
insurance costs. As a result of the jury verdistdssed in Note 1@ontingencies “Other Litigation,” to the condensed consolidafiedincial statements
included in Part I, ltem Financial Statements (Unauditeddf this report, we recorded a $4.6 million chat@®ther operating expensesiring the second
quarter of 2010. In addition, we update our acalastimates surrounding our self-insurance resarvdune and December of each year. In the second
quarter of 2010, we recorded a $2.9 million incesiaasself-insurance costs associated with professiand general liability risks due to revised adai
estimates that primarily resulted from an incraasexpected losses on a subset of claims in ownteddaims history. The investments in our cordrmss, as
discussed above, also impacted the year-to-datpaisons.

General and Administrative Expenses

General and administrative expengesnarily include administrative expenses suchnéerimation technology services, corporate accogntin
human resources, internal audit and controls, egal Iservices that are managed from our corpoesgidduarters in Birmingham, Alabama. These expenses
also include all stock-based compensation expenses.

General and administrative expensesa percent dfiet operating revenuatecreased in each period presented primarily asutrof effective
expense management and our increasing revenue base.

Supplies

Supplieexpense includes all costs associated with suppdied while providing patient care. These costsidfecpharmaceuticals, food, needles,
bandages, and other similar items.

The decrease iBuppliesexpense as a percentMét operating revenués both the quarter and year-to-date periods wastdwur supply chain
efforts and our continual focus on monitoring antiveely managing pharmaceutical costs, as welllsrecreasing revenue base.

Depreciation and Amortizatio

Depreciation and amortizatioimcreased in both the quarter and year-to-dat@geiprimarily as a result of increased capital egjgares in 2009.
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Occupancy Costs

Occupancy costisiclude amounts paid for rent associated with l@desespitals and outpatient rehabilitation satetlipics, including common area
maintenance and similar charges. These costs tlichange significantly in the periods presented.

Provision for Doubtful Accoun

As disclosed previously, we have experienced dew@tertain diagnosis codes by Medicare contradiased on medical necessity. We appeal
most of these denials and have experienced a sstmwess rate for claims that have completed theadp process. While our success rate is a positive
reflection of the medical necessity of the appliegimtients, the appeal process can take in exées® year, and we cannot provide assurancethg to
ongoing and future success of our appeals. As suelmake provisions against these receivablesdordance with our accounting policy that necesgaril
considers the age of the receivables under appgaira of ouiProvision for doubtful accounts

Medicare contractors ceased these denials in ttee fart of 2009, which has resulted in a decr@aserProvision for doubtful accounts a
percent ofNet operating revenués both the quarter and year-to-date periods, akave collected payments for our successfully dppedaims while not
adding additional denied claims to our outstandawgivables balance. In addition, we have enhatiheegdrocesses around the recovery and capture of
Medicare-related bad debts. Subsequent recovegageorded via thBrovision for doubtful accounts

Certain Medicare contractors reinstituted deni&lseotain diagnosis codes during the second quaft2010. We may experience volatility in our
Provision for doubtful accounas a percent dfiet operating revenuess claims are denied and the related receivabiegaing the appeals process.

Loss on Disposal of Asse

TheLoss on disposal of assétseach period presented primarily resulted fromiots equipment disposals throughout each periodtte three
and nine months ended September 30, 2009, itathadied losses associated with our write-down dbaeassets held for sale to their estimatedviaine
based on offers we received from third partiescquire the assets, as well as the write-off ofaierassets as we updated, or “refreshed,” somarof o
hospitals. For additional information, see Not&&ir Value Measurementgo the condensed consolidated financial statesriantuded in Part I, Item 1,
Financial Statements (Unaudite, of this report.

Government, Class Action, and Related Settlements

Government, class action, and related settlemfemtghe three and nine months ended September03®, icluded a charge of $0.8 million
associated with a settlement discussed in Not€aftingencies “Litigation By and Against Richard M. Scrushyd the condensed consolidated financial
statements included in Part I, ItemFlnancial Statements (Unauditeddf this report.

Government, class action, and related settlemfemtghe three and nine months ended September089, iAcluded a $8.2 million and $41.9 milli
respectively, increase in the liability associatgtth our securities litigation (as discussed in &22,Settlementsto the consolidated financial statements
accompanying the 2009 Form 10-K) based on the \a&floeir common stock and the associated commork stacrants underlying this settlement. These
shares of common stock and associated common witknts were issued on September 30, 26@2ernment, class action, and related settlemfentthe
three and nine months ended September 30, 200¢halsded a net charge of $0.3 million associatétl wertain settlements and other matters discuissed
Note 22 Settlementsand Note 23Contingencies and Other Commitments the consolidated financial statements accowipgrthe 2009 Form 10-K.
Similar items resulted in a net gain of $0.6 milliduring the nine months ended September 30, 2009.
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Professional Fee—Accounting, Tax, and Legal

Professional fees — accounting, tax, and ldgathe three and nine months ended September0d®, zlated primarily to legal and consulting fees
for continued litigation and support matters aggsirom prior reporting and restatement issues.

As discussed in Note 28ontingencies and Other Commitmentts the 2009 Form 10-K, in June 2009, a courtd et Richard M. Scrushy, our
former chairman and chief executive officer, comedtfraud and breached his fiduciary duties duhisgime with HealthSouth. Based on this judgmerst,
have no obligation to indemnify him for any litigat costs. Therefore, we reversed the remaindanaiccrual for his legal fees during the secondtguaf
2009, which resulted in a reductionRnofessional fees — accounting, tax, and lexfé$6.5 million during the nine months ended Sejiten80, 2009.
Excluding the reversal of these feBspfessional fees — accounting, tax, and lédgakhe three and nine months ended September08®, i&lated primarily t
legal and consulting fees for continued litigataomd support matters arising from prior reporting egstatement issues and income tax return anduzsmn
and consulting fees for various tax projects relabeour pursuit of our remaining income tax refutaims.

Interest Expense and Amortization of Debt Discoants Fees

Approximately $2.0 million of the increaselimerest expense and amortization of debt discoamtsfeegjuarter over quarter was due to higher
average interest rates during the third quart@040 compared to the same quarter of 2009. Ouagearte during the third quarter of 2010 was 7 @htle
our average rate during the third quarter of 2088 .6%. The increase in interest expense thdtedftom higher average interest rates was phyriidiset
by lower average borrowings quarter over quarter.

Interest expense and amortization of debt discoamtsfeeslecreased during the nine months ended Septemp20B0 compared to the same
period of 2009 due primarily to lower average bairgs during 2010. The decrease that resulted fosmer average borrowings was slightly offset byhtat
average interest rates in 2010. Our average intexgsduring the first nine months of 2010 wa96 &@mpared to an average rate of 6.8% for the semed
of 2009.

As discussed in Note Berivative Instrumentsto the condensed consolidated financial statesriantuded in Part |, Item Einancial Statements
(Unaudited),of this report, we have effectively converted $88hillion of variable rate interest to a fixed rata interest rate swaps that are not designai
hedges. Because these swaps are not designatedgeshthe line iterimterest expense and amortization of debt discoamtsfeedenefits from historically
low floating interest rates. However, lower flogtimterest rates generate increased payments dntetgst rate swaps and increase amounts incindbe
line itemLoss on interest rate swaps

See Note 4l ong-term Debt to the condensed consolidated financial statesriantuded in Part I, Item Einancial Statements (Unauditeddf this
report and the “Liquidity and Capital Resource<ttem of this Item for a discussion of the refinamgctransactions we completed in October 2010. & @f
these transactions, we repaid Tranche A and TraBasfeour term loan facility, which accrued interasrates of 2.5% and 4.0% per annum, respectiasly
of September 30, 2010 primarily using the net pedserom $275 million of senior notes that accnterest at 7.25% per annum and $250 million ofareni
notes that accrue interest at 7.75% per annumhigier interest rate on the new senior notes velad the term loans will cause interest expensed®ase
in subsequent periods.

Other Income

Other incomes primarily comprised of interest income and gaind losses on sales of investme@ihier incoméor the nine months ended
September 30, 2009 included $0.8 million of impa&nincharges associated with our marketable eqedyrities (see Note &ash and Marketable
Securities to the consolidated financial statements accoryipgrthe 2009 Form 10-K).
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Loss on Interest Rate Swe

Our Loss on interest rate swapseach period represents amounts recorded reiatibe fair value adjustments and quarterly settiet:irecorded
for our interest rate swaps that are not desigreddtedges. The net (gain) or loss recorded in padhd presented represents the change in theetrark
expectations for interest rates over the remaiteng of the swap agreements. To the extent thectaqé. IBOR rates increase, we will record net gains
When expected LIBOR rates decrease, we will repetdosses. In additiohoss on interest rate swapkso includes any ineffectiveness associated with o
two, forward-starting interest rate swaps thatda®ignated as hedges.

In association with the refinancing transactiorscdssed in Note 4,0ng-term Debt to the condensed consolidated financial statesriantuded in
Part I, Item 1Financial Statements (Unauditeddf this report and the “Liquidity and Capital Rasces” section of this Item, in September 2010gaee a
termination notice to the counterparties to our ferwvard-starting interest rate swaps. Accordinglyring the third quarter of 2010, we reclassitieel
cumulative loss associated with these two swap$4dr million, fromAccumulated other comprehensive incdmearnings in the line item titlddbss on
interest rate swapdn addition, we recorded a $2.3 million charge aiged with the expected settlement payment tethumterparties as part bbss on
interest rate swapguring the three and nine months ended Septemb@030. In October 2010, an unwind fee of $6.9iorllwas made to the
counterparties under these agreements to effetetinination. See Note Berivative Instrumentsto the condensed consolidated financial statesnent
included in Part |, Item Financial Statements (Unauditeddf this report for additional information.

During the three months ended September 30, 204 2@®0O, we made net cash settlement payments of $iiion and $11.2 million,
respectively, to our counterparties. During theemimonths ended September 30, 2010 and 2009, wemaadash settlement payments of $33.7 million and
$30.3 million, respectively, to our counterpartiEer additional information regarding these interage swaps, see NoteBerivative Instrumentsto the
condensed consolidated financial statements indli@®art |, Item 1Financial Statements (Unauditeddf this report.

Equity in Net Income of Nonconsolidated Affilie

As disclosed in Note Basis of Presentationof the notes to the condensed consolidated finbsatements included in Part |, ItemFInancial
Statements (Unauditedpf this reportEquity in net income of nonconsolidated affilisfi@sthe nine months ended September 30, 2009 iadlaeh out-of-
period adjustment associated with a facility weoad for using the equity method of accounting.sTdmjustment created a charge of approximately $4.5
million for the nine months ended September 309200

Income from Continuing Operations Before Income Banefit

The increase ilncome from continuing operations before incomeb@mefit(“pre-tax income”) during both the quarter and yeadate periods
primarily resulted from increasédet operating revenuediVhile we effectively managed hospital-relatedragiag expenses at our existing portfolio of
hospitals, hospital-related operating expensesagetprevenues at our new and newly acquired hisgitaing both 2010 periods presented resultingtia
flow through from these hospitals to pre-tax incoimeaddition, pre-tax income for the three andenimonths ended September 30, 2009 included netsloss
of $8.5 million and $41.3 million, respectively sasiated withGovernment, class action, and related settlemgewsnpared to $0.8 million recorded for
Government, class action, and related settlemfenteach of the 2010 periods presented.

See also Note 1Condensed Consolidating Financial Informatioto the condensed consolidated financial statesrianluded in Part I, Iltem 1,
Financial Statements (Unaudite, of this report for condensed consolidating firahimformation prepared and presented pursuaB86 Regulation S-X,
Rule 3-10, “Financial Statements of Guarantorslasders of Guaranteed Securities Registered olgBeagistered.”

Provision for Income Tax Bene

Our Provision for income tax benett $0.7 million for the three months ended Septem3e 2010 included the following: (1) current imee tax
benefit of $2.6 million primarily attributable toraduction in our
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accrual for alternative minimum tax (“AMT”) and eduction in unrecognized tax benefits due to sattles with state taxing authorities and the lagsbeo
applicable statute of limitations for certain claioffset by (2) current income tax expense of $iilson primarily attributable to state income texpense of
subsidiaries which have separate state filing requents and federal income taxes for subsidianégoluded in our federal consolidated incomertarn
and (3) deferred income tax expense of $0.3 miliomarily attributable to increases in basis d#feces of certain indefinite-lived assets.

Our Provision for income tax beneéf $0.4 million for the nine months ended Septen885r2010 included the following: (1) current incmax
benefit of $8.9 million primarily attributable toraduction in unrecognized tax benefits due tdesatints with state taxing authorities and the lagishe
applicable statute of limitations for certain claiwffset by (2) current income tax expense of $illion primarily attributable to state income taxpense of
subsidiaries which have separate state filing requeénts and federal income taxes for subsidiagesoluded in our federal consolidated incomeretarn
and (3) deferred income tax expense of $2.4 miltiomarily attributable to adjustments for incoragés related to the reversal of previously estabtls
other comprehensive income items and increaseasis differences of certain indefinite-lived assets

Our Provision for income tax benebt $1.7 million for the three months ended Septen3e 2009 included the following: (1) net curr@mome
tax benefit of $3.9 million primarily attributabte state income tax refunds received, or expeatéxt received, offset by (2) current income taxemse of
$1.7 million attributable to state income tax exgenf subsidiaries which have separate state figqgirements and federal income taxes for subdiaot
included in our federal consolidated income taunetand (3) deferred income tax expense of $0.Bomittributable to increases in basis differenales
certain indefinite-lived assets.

Our Provision for income tax benett $0.8 million for the nine months ended Septen@@r2009 included the following: (1) current inc@ax
benefit of $9.1 million primarily attributable téate income tax refunds received, or expected t@beived, offset by (2) current income tax expesfsgs.9
million attributable to state income tax expenssudfsidiaries which have separate state filingirequents and federal income taxes for subsidiarigs
included in our federal consolidated income taxnetand (3) deferred income tax expense of $2.Homittributable to increases in basis differenales
certain indefinite-lived assets and a decreaseiimeferred tax asset related to the AMT Refund@hbe Credit.

Net Income Attributable to Noncontrolling Intere

Net income attributable to noncontrolling interestpresents the share of net income or loss alld¢catsmembers or partners in our consolidated
affiliates. Fluctuations in these amounts are prilydriven by the financial performance of the dpgble hospital population each period. These antsu
increased in both periods of 2010 over the samieg®of 2009 due primarily to bed additions at parship hospitals and one hospital that was whmdlped
prior to becoming a partnership in the fourth geladf 2009.
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Results of Discontinued Operations

The operating results of discontinued operatiopsaarfollows (in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

HealthSouth Corporation:
Net operating revenut $ 01 $ 24 % 1¢C $ 7.5
Costs and expens 0.t 3.1 2.3 10.7
Impairments - 4.C 0.€ 4.C

Loss from discontinued operatio (0.9 4.7) 1.9 (7.2)
Loss on disposal of assets of discontinued opers - - (0.9) (0.9
Income tax benefit - - 0.2 0.1

Loss from discontinued operations, net of tax $ 0.9 $ 4.7 $ (2.6) $ (7.5)
Other:
Net operating revenut $ 04 $ 22 % 1C $ 7.2
Costs and expens 0.€ 7.3 1.7 10.¢
Impairments - - - -

Loss from discontinued operatio (0.2 (5.7 (0.7) (3.7)
Gain (loss) on disposal of assets of discontinymtations - 0.7 (0.2 0.8
Income tax expense - - - (0.2)

Loss from discontinued operations, net of $ 0.2 $ 449 $ 1.0 $ (3.0)
Total:
Net operating revenut $ 0E $ 4€ $ 2C % 147
Costs and expens 1.1 10.4 4.C 21.€
Impairments - 4.C 0.€ 4.C

Loss from discontinued operatio (0.6) (9.9 (2.€) (20.9
Gain (loss) on disposal of assets of discontinymtations - 0.7 1.2) 04
Income tax benefit - - 0.2 -

Loss from discontinued operations, net of tax $ 0.6) $ 9.7 $ (3.6 $ (10.5)

HealthSouth CorporationOur results of discontinued operations primairilgluded the operations of the Dallas Medical Ce(®sed in October
2008) and our hospital in Baton Rouge, Louisiaméd(i January 2010). During the first quarter 610, we recorded an impairment charge of $0.6 onilli
related to the Dallas Medical Center. We determthedair value of the impaired long-lived assetth closed facility primarily based on the asset
estimated fair value using valuation techniques itiduded third-party appraisals. In addition, idgrthe three and nine months ended Septembel080, 2
we recorded an impairment charge of $4.0 millidatesl to our hospital in Baton Rouge, Louisiana. dermined the fair value of the impaired longdtv
assets at the hospital based on an offer fronra plairty to purchase the assets.

Other. Results of discontinued operations in “otherhmarily included the results of operations of ounfer surgery centers, outpatient, and
diagnostic divisions. See Note 1&sets Held for Sale and Results of Discontinuegt&@jons, to the consolidated financial statements accoripgrthe
2009 Form 10-K for additional information.

Liquidity and Capital Resources
Our primary sources of liquidity are cash on haah flows from operations, and borrowings underrevolving credit facility.
Liquidity as of September 30, 20— Pre-Refinancing Transactions
As of September 30, 2010, we had $190.5 millio@ash and cash equivalent¥his amount excludes $33.7 millionRestricted cashnd $37.8

million of restricted marketable securities ($181dlion included inOther current assetand $19.4 million included i@ther long-term assets our
condensed consolidated balance sheet includedsingibort). Our restricted assets pertain primadalgbligations associated with our captive
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insurance company, as well as obligations we hademagreements with external partn€ash and cash equivalentgreased during the first nine months
of 2010 primarily due to strong operational casiwl as a result of increasBet operating revenuesas discussed above, and effective expense maeaty
We also negotiated with certain of our externatnens to release restrictions placed on the jaéntwre’s cash which allowed us to manage and dahigo
use of the joint venture’s cash (see Not€&sh and Marketable Securitiet the financial statements accompanying the Z@#tn 10-K). In addition, as of
September 30, 2010, we had all $400 million avéslab us under our revolving credit facility.

Our credit agreement governs the vast majorityusfsenior secured borrowings and contains findwoleenants that include a leverage ratio and
an interest coverage ratio. As of September 30020%& were in compliance with the covenants underceedit agreement.

Liquidity as of September 30, 20— Post-Refinancing Transactions

The objectives of our capital structure strategytarensure we maintain adequate liquidity anchtwace the flexibility of our capital structure.
Maintaining adequate liquidity includes supportthg execution of our operating and strategic piarsallowing us to weather temporary disruptiontha
capital and credit markets and general businessoemvent. Enhancing the flexibility of our capittucture includes reducing our refinancing riskihin
any single 24-month interval, allowing for debt pagments with excess cash flow, and looseningimirgting certain restrictive terms associated veitin
historic credit agreement.

Consistent with these objectives, during Octobdi02@ve completed a public offering of $275 millimnaggregate principal amount of 7.25% se
notes due 2018 and $250 million in aggregate gral@mount of 7.75% senior notes due 2022. Themeeeds from the notes offering along with $128.6
million of cash on hand were used to repay amoomtstanding under our term loan facility that wast pf our then —existing credit agreement. In tiolaj
in October 2010, we replaced our existing credieament with a new credit agreement that matur@91% and provides us with a $500 million revolving
credit facility, including a $260 million letter afedit subfacility. At closing, we drew $100 nlti on the new revolving credit facility and usedalbng with
available cash, to repay all remaining amountstanting under the former term loan facility. Thédaing table shows our outstanding debt as of Sape
30, 2010 before and after the refinancing transast{in millions):

As of September 30, 201

Actual Adjustments As Adjusted
Advances under $400 million revolving credit fatyil $ - 9% - 8 -
Advances under $500 million revolving credit fagil - 100.( 100.C
Term loan facility 743.1 (743.)) -
Bonds payab—
10.75% Senior notes due 2C 495.¢ - 495.¢
7.25% Senior notes due 20 - 275.( 275.(
8.125% Senior notes due 2C 285.¢ - 285.2
7.75% Senior notes due 20 - 250.( 250.(
Other bonds payab 1.8 - 1.8
Other notes payab 36.2 - 36.2
Capital lease obligations 93.2 - 93.2
1,655.! (118.7) 1,537.:
Less: Current portion (16.2) 1.2 (14.9)
Long-term debt, net of current portion $ 1,639.. $ (116.9 $ 1,522.:

In addition, we terminated our two, forward-stagtinterest rate swaps which hedged forecastedblarizash flows associated with the former term
loan facility. In October 2010, an unwind fee of$illion was made to the counterparties undesetegreements to effect the termination.

If these transactions had been completed as o&Bdéyer 30, 2010, we would have had approximately3dfilion of Cash and cash equivalents
after using $128.6 million to repay a portion o term loan facility, $6.9 million to unwind our éwforward-starting interest rate swaps, and amestd
$8.7 million in costs and fees associated withQiceober 2010 refinancing transactions. In additiea,would have had $351.3 million available to nder
our revolving credit facility, along with the reistied assets discussed above. Availability undemew
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revolving credit facility includes the impact of&Z million of letters of credit outstanding asS#ptember 30, 2010.

After the refinancing transactions, we have schelpkincipal payments of $3.9 million and $14.8lianil in the fourth quarter of 2010 and 2011,
respectively. We do not face near-term refinancisig as our new revolving credit facility does eapire until 2015, and the majority of our bonds aot
due until 2016 and beyond.

We monitor the financial strength of our deposésricreditors, insurance carriers, and other copautées using publicly available information, as
well as qualitative inputs. Based on our curremtdwing capacity and compliance with the financialenants under our credit agreement, we do niveel
there is significant risk in our ability to makediiibnal draws under our revolving credit facilityneeded. However, no such assurances can belptbv

See Item 1ARisk Factors and Note 1Summary of Significant Accounting Policigs the consolidated financial statements accoryipgrthe
2009 Form 10-K for a discussion of risks and uraieties facing us.

Sources and Uses of Cash

As noted above, our primary sources of liquidity eash on hand, cash flows from operations, angWwargs under our revolving credit facility.
The following table shows the cash flows providgdbused in operating, investing, and financingvtees for the nine months ended September 30020
and 2009 (in millions):

Nine Months Ended Septembe

30,
2010 2009
Net cash provided by operating activit $ 269t $ 362.1
Net cash used in investing activiti (96.4) (124.9
Net cash used in financing activiti (63.6) (152.6)
Increase in cash and cash equival: $ 1095 $ 85.1

Operating activities Net cash provided by operating activitfes the nine months ended September 30, 2010 ied$d 1.9 million of state incon
tax refunds associated with prior periogt cash provided by operating activitfes the nine months ended September 30, 2009 indl$d3.8 million in
net cash proceeds related to the UBS Settlementhaneceipt of $59.5 million of federal and sta®ome tax refunds associated with prior periode S
Note 19,Income Taxesand Note 22Settlementsto the consolidated financial statements accoryipgrthe 2009 Form 10-K for additional information.
Excluding these amountlet cash provided by operating activitiesreased period over period due to the increabietroperating revenuesd disciplined
expense management, as discussed above. In adtligotiming of payroll and payments associateth wélf-insured risks impacted the period-over-pkrio
variance.

Investing activities Net cash used in investing activitiscreased period over period due to a reductioesitnicted cash , as discussed above, and
the receipt of proceeds from the sale of our habkpitBaton Rouge, Louisiana in January 2010, otfgethe use of $34.1 million related to business
acquisitions, as discussed above.

Financing activities Net cash used in financing activitidscreased period over period due to a reductioetmebt payments. Net debt payments
were $18.9 million during the nine months endedt&aper 30, 2010 and resulted from scheduled p@hggyments on long-term debt. Net debt payments
were $112.8 million during the nine months endept&aber 30, 2009.

Adjusted Consolidated EBITLC

Management believes Adjusted Consolidated EBITDAe&f®ed in our credit agreement is a measure pébility to service our debt and our
ability to make capital expenditures.

We use Adjusted Consolidated EBITDA on a consodiddtasis as a liquidity measure. We believe thanftial measure on a consolidated basis is
important in analyzing our liquidity because ithe key component of certain material covenantsadoed within our credit agreement, which is disagsin
more detail in Note 8,ong-term Debt to the consolidated financial statements accoryipgrthe 2009 Form 10-K and Noteldyng-term Debt
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to the condensed consolidated financial statemealisded in Part I, Item Financial Statements (Unauditeddf this report. These covenants are material
terms of the credit agreement. Non-compliance Wiéise financial covenants under our credit agreemeur interest coverage ratio and our leverage+ati
could result in our lenders requiring us to immégliarepay all amounts borrowed. If we anticipadggotential covenant violation, we would seek fdhaem
our lenders, which would have some cost to us,sael relief might not be on terms favorable to ¢hiosour existing credit agreement. In additiorwé
cannot satisfy these financial covenants, we wbelgrohibited under our credit agreement from eimggig certain activities, such as incurring aduigl
indebtedness, making certain payments, and acquand disposing of assets. Consequently, Adjustet@idated EBITDA is critical to our assessment of
our liquidity.

In general terms, the definition of Adjusted Coidatled EBITDA, per our credit agreement, allowsaiadd back to or subtract from consolidated
Net incomeunusual non-cash or naeeurring items. These items include, but may molirbited to, (1) amounts associated with goverrimaass action, ar
related settlements, (2) amounts related to disweetl operations and closed locations, (3) chargesspect of professional fees for reconstructind
restatement of financial statements, including fesd to outside professional firms for mattersitedl to internal controls and legal fees for cargih
litigation and support matters discussed in NoteS22tlementsand Note 23Contingencies and Other Commitments the consolidated financial stateme
accompanying the 2009 Form 10-K and Noted@ntingencies to the condensed consolidated financial statesrientuded in Part [, Item Einancial
Statements (Unauditedpf this report, (4) stock-based compensation eg@ge(5) net investment and other income (includitgrest income), and (6) fees
associated with our divestiture activities. We ragile Adjusted Consolidated EBITDA fdet incomeand toNet cash provided by operating activities

In accordance with the credit agreement, the Comizaallowed to add certain other items to the wialtion of Adjusted Consolidated EBITDA,
and there may also be certain other deductionsreefjurhis includes the interest income associaftiétlincome tax recoveries, as discussed in Nofe 19
Income Taxe, to the consolidated financial statements includetie 2009 Form 10-K. In addition, we are allovtecdd non-recurring cash gains, such as
the cash proceeds from the UBS Settlement (see 2p&ettlementsto the consolidated financial statements includetie 2009 Form 10-K) to the
calculation of Adjusted Consolidated EBITDA. As $keadjustments may not be indicative of the Comigasmgoing performance, they have been excluded
from Adjusted Consolidated EBITDA presented herein.

The definitions of our interest coverage ratiogiage ratio, and Adjusted Consolidated EBITDA in mew amended and restated credit agreement
are the same as those in our former credit agretei@ea also Note 4,0ng-term Debt to the condensed consolidated financial statesriantuded in Part |,
Item 1,Financial Statements (Unauditeddf this report.

However, Adjusted Consolidated EBITDA is not a meaf financial performance under generally acagptccounting principles in the United
States of America, and the items excluded from stdid Consolidated EBITDA are significant componémtsnderstanding and assessing financial
performance. Therefore, Adjusted Consolidated EBYEDould not be considered a substituteNet incomeor cash flows from operating, investing, or
financing activities. Because Adjusted Consolidd&E&iTDA is not a measurement determined in accardavith GAAP and is thus susceptible to varying
calculations, Adjusted Consolidated EBITDA, as prged, may not be comparable to other similadgditneasures of other companies. Revenues and
expenses are measured in accordance with thegm#oid procedures described in Not8ummary of Significant Accounting Policigs the consolidated
financial statements accompanying the 2009 ForrK.10-
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Our Adjusted Consolidated EBITDA for the three nitméand nine months ended September 30, 2010 a®dv2f0as follows (in millions):

Reconciliation of Net Income to Adjusted Consolidatd EBITDA

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 2010 2009
Net income $ 41¢ $ 246 $ 149¢ $ 81.¢
Loss from discontinued operations, ne
tax, attributable to HealthSou 0.€ 9.1 3.€ 11.C
Provision for income tax bene (0.7) @.7) (0.9 (0.9
Loss on interest rate swa 9.C 7. 13.C 16.7
Interest expense and amortization of debt discc
and fees 30.¢ 29.t 91.4 95.C
Loss (gain) on early extinguishment of d - - 0.4 (3.2
Professional fe—accounting, tax, and leg 5.2 B2 13.€ 5.C
Government, class action, and related settlen 0. 8.5 0. 41.z
Net noncash loss on disposal of as 0.1 0.7 0.t 3.C
Depreciation and amortizatic 19.: 17.¢ 56.2 52.¢
Stocl-based compensation expel 34 34 11.2 9.6
Net income attributable to noncontrolling intere (10.3) (8.0 (30.3) (25.9)
Other 0.2 0.4 0.2 1.3
Adjusted Consolidated EBITDA $ 1005 $ 95.¢ $ 310.6 $ 288.:

Reconciliation of Adjusted Consolidated EBITDA to Net Cash Provided by Operating Activities

Nine Months Ended Septembe

30,
2010 2009
Adjusted Consolidated EBITDA $ 310.¢ $ 288.c
Provision for doubtful accoun 17.1 25.2
Professional fe——accounting, tax, and leg (13.9) (5.0
Interest expense and amortization of debt discoamdsfee: (91.9) (95.0
UBS Settlement proceeds, grt - 100.C
Equity in net income of nonconsolidated affilia (7.5) (2.9)
Net income attributable to noncontrolling interest
continuing operation 30.1 25.2
Amortization of debt discounts and fe 5.1 4.8
Distributions from nonconsolidated affiliat 4.7 6.5
Current portion of income tax bene 2.8 3.2
Change in assets and liabiliti 19.¢ 32t
Change in government, class action, and relateie sents (0.9 (11.0
Other operating cash used in discontinued opers (5.5) (9.9)
Other (1.7) (0.5)
Net cash provided by operating activities $ 269.5 $ 362.1

The increase in Adjusted Consolidated EBITDA was dtmarily to the increase Met operating revenuesfset by hospital-related operating
expenses associated with our new or newly acghiosgitals and increased noncontrolling interespense, as discussed above.

Funding Commitment

After the refinancing transactions discussed abaeehave scheduled principal payments of $3.9 anilaind $14.8 million in the fourth quarter of
2010 and 2011, respectively, related to long-teeint dbligations. For additional information, see@éd,Long-term Debt to the condensed consolidated
financial statements included in Part I, Itenfihancial Statements (Unauditeddf this report and Note 8ong-term Debt to the consolidated financial
statements accompanying the 2009 Form 10-K.
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Our capital expenditures include costs associatddour hospital refresh program, capacity expamsiole-novo projects, IT initiatives, and
building and equipment upgrades and purchasesn@tiie nine months ended September 30, 2010, we oaguital expenditures of $50.2 million. During
2010, we expect to spend approximately $80 milfmrcapital expenditures. Approximately $40 milliohthis budgeted amount is considered discretionar
Actual amounts spent will be dependent upon outicoed strong cash flows from operations, the tgroh development projects, and any development
opportunities that may present themselves. In maidio these amounts, we have spent $34.1 millioind the nine months ended September 30, 2010 to
acquire three inpatient rehabilitation businesses.

For a discussion of risk factors related to ouritesss and our industry, see Iltem Risk Factors of the 2009 Form 10-K and NoteSummary of
Significant Accounting Policiesto the consolidated financial statements accoripgrthe 2009 Form 10-K.

Off-Balance Sheet Arrangements

Other than the guarantees discussed below andtem@JGuarantees to the condensed consolidated financial statesriantuded in Part I, Item 1,
Financial Statements (Unaudite, of this report, there have been no material chang the off-balance sheet arrangements desdribdasm 7,
Managemer's Discussion and Analysis of Financial ConditiamdaResults of Operation®f the 2009 Form 10-K.

We are secondarily liable for certain lease obiayet primarily associated with sold facilities, liding the sale of our surgery centers, outpatient,
and diagnostic divisions during 2007. As of Septen@®, 2010, we were secondarily liable for 48 sygarantees. The remaining terms of these guaantee
range from one month t0o105 months. If we were meglio perform under all such guarantees, the maximmount we would be required to pay
approximated $38.8 million.

We have not recorded a liability for these guarasitas we do not believe it is probable we willdhtovperform under these agreements. If we are
required to perform under these guarantees, weal gmikntially have recourse against the purchaseetovery of any amounts paid. In addition, the
purchasers of our surgery centers, outpatientdéaghostic divisions have agreed to seek releasasthe lessors and vendors in favor of HealthSuwuitif
respect to the guarantee obligations associatddthdse divestitures. To the extent the purchaddtese divisions are unable to obtain releases fo
HealthSouth, the purchasers have agreed to indgde#ilthSouth for damages incurred under the gtreeawbligations, if any. For additional information
regarding these guarantees, see No@uarantees to the condensed consolidated financial statesriantuded in Part I, ltem Einancial Statements
(Unaudited), of this report.

We have been notified by one lessor regarding aumér diagnostic division’s failure to perform und@me equipment lease. As a result, we
recorded a charge of $0.6 million as part of disoed operations during the second quarter of 20fDexcluded this guarantee from the above amounts
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Contractual Obligations

Our consolidated contractual obligations as of &mpier 30, 2010 are as follows (in millions):

October 1
through
December 31, 2015 and
Total 2010 2011- 2012 2013-2014 Thereafter
Long-term debt obligations
Long-term debt, excluding revolvin
credit facility and capital leas
obligations@(®) $ 1,343.¢ $ 02 $ 43 3 28 % 1,336.¢
Revolving credit facility@ 100.( - - - 100.(
Interest on lon-term debt@c) 978.¢ 30.€ 248.% 247.5 452.(
Capital lease obligatior(@ 144.¢ 5.3 36.€ 25.t 77.2
Operating lease obligatiol©® 256.5 10.¢ 73.2 51.t 120.¢
Purchase obligatior(®(@) 14.€ 2.2 9.7 2.7 -
Other lon¢term liabilities® 3.€ 0.1 0.5 0.4 2.6
Total $ 2,842.( $ 496 $ 3727 $ 330.6 $ 2,089.!

@

(b)

©

(d)

(e)

@

Amounts have been adjusted to reflect the impatefOctober 2010 refinancing transactions disauss&lote 4 Long-term Debt, to the condense
consolidated financial statements included in Rarém 1,Financial Statements (Unaudite, of this report

Included in long-term debt are amounts owed orbomds payable and other notes payable. Theseviioge are further explained in Noteldngterm
Debt, to the condensed consolidated financial statesriantuded in Part I, Iltem Ejinancial Statements (Unauditeddf this report and Note 8ong-
term Debtto the consolidated financial statements accompgnyur 2009 Form -K.

Interest on our fixed rate debt is presented usiagtated interest rate. Interest expense onaviable rate debt is estimated using the ratéfateas of
September 30, 2010. Interest related to capitakledligations is excluded from this line. Amouetslude amortization of debt discounts, amortizatio
of loan fees, or fees for lines of credit that wbhe included in interest expense in our consaitiatatements of operations. Amounts also exchele t
impact of our interest rate swa|

Amounts include interest portion of future minimgapital lease payment

We lease many of our hospitals as well as othgpqrty and equipment under operating leases indhmal course of business. Some of our hospital
leases require percentage rentals on patient reseahove specified minimums and contain escalatarses. The minimum lease payments do not
include contingent rental expense. Some lease mgr@s provide us with the option to renew the leagasurchase the leased property. Our future
operating lease obligations would change if we @sed these renewal options and if we enteredadtlitional operating lease agreements. For more
information, see Note Broperty and Equipmenitnp the consolidated financial statements accompanyur 2009 Form 10-K. In addition, as of
September 30, 2010, these amounts exclude $1.pmilf operating lease obligations associated faitfilities that are reported in discontinued
operations

Future operating lease obligations and purchasgailiins are not recognized in our condensed cataet balance shet

Purchase obligations include agreements to pueoh@sds or services that are enforceable and yelgialdling on HealthSouth and that specify all
significant terms, including: fixed or minimum qugies to be purchased; fixed, minimum, or varigbiiee provisions; and the approximate timing of
the transaction. Purchase obligations exclude aggats that are cancelable without penalty. Ourhmse obligations primarily relate to software
licensing and support, medical supplies, certairipggent, and telecommunicatiot
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() Because their future cash outflows are uncerthafollowing noncurrent liabilities are excludedrh the table above: medical malpractice and watker
compensation risks, deferred income taxes, anéstimated liability for unsettled litigation. Forome information, see Note 18¢lf-Insured Risks,
Note 19,Income Taxesand Note 23Contingencies and Other Commitmemasthe consolidated financial statements accompgnyur 2009 Form 10-
K. Also, at September 30, 2010, we had $44.9 milébtotal gross unrecognized tax benefits. In @oltj we had an accrual for related interest income
of $1.1 million as of September 30, 2010. We carito actively pursue the maximization of our remraj state income tax refund claims. The process
of resolving these tax matters with the applicahleng authorities will continue in 2010. At thisie, we cannot estimate a range of the reasonably
possible change that may occ

Critical Accounting Policies

Our significant accounting policies are discusseNate 1,Summary of Significant Accounting Policigs the consolidated financial statements
accompanying the 2009 Form 10-K. Of those signifiGecounting policies, those that we consideretthie most critical to aid in fully understandingla
evaluating our reported financial results, as tteguire management’s most difficult, subjectivecomplex judgments, resulting from the need to make
estimates about the effect of matters that arerémtily uncertain, are disclosed in ItemVlanagement’s Discussion and Analysis of Financahdition and
Results of Operatior, “Critical Accounting Policies,” to the 2009 Forh@-K.

Since the filing of the 2009 Form 10-K, there haeen no material changes to our critical accourgmigies.
Recent Accounting Pronouncements

For information regarding recent accounting prorm@aments, see Note Basis of Presentationto the condensed consolidated financial statesnent
included under Part I, Item Ejnancial Statements (Unauditeddf this report.

Item 3. Quantitative and Quahtive Disclosures about Market Risk

Our primary exposure to market risk is to changesterest rates on our lorigrm debt. We use sensitivity analysis models tduate the impact
interest rate changes on these items.

Changes in interest rates have different impactheriixed and variable rate portions of our deftfplio. A change in interest rates impacts the
fair value of our fixed rate debt but has no impatinterest expense or cash flows. Interest faa@ges on variable rate debt impact our intergstrese and
cash flows, but do not impact the net fair valu¢hef underlying debt instruments. Our fixed andalde rate debt (excluding capital lease obligatiand
other notes payable) as of September 30, 201®isrsn the following table (in millions):

As of September 30, 201

Carrying % of Estimated % of

Amount Total Fair Value Total
Fixed rate dek $ 782.¢ 51.2% $ 852.¢ 53.5%
Variable rate debt 743.1 48.7% 739.¢ 46.5%
Total long-term debt $ 1,525.° 100.(% $ 1,592.7 100.(%
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As a result of the October 2010 refinancing tratisas discussed in Note Bong-term Debt to the condensed consolidated financial statesnent
included in Part |, Item Financial Statements (Unaudited this report, we converted a significant portafrour variable rate debt to fixed rate debt, as
shown in the following table (in millions):

As of September 30, 201- As Adjusted

Carrying % of Estimated % of

Amount Total Fair Value Total
Fixed rate dek $ 1,307.¢ 92.% $ 1,377.¢ 93.2%
Variable rate debt 100.( 7.1% 100.( 6.8%
Total long-term debt $ 1,407.¢ 100.(% $ 1,477.¢ 100.(%

As part of the October 2010 refinancing transastiove repaid Tranche A and Tranche B of our teram facility, which accrued interest at rates of
2.5% and 4.0%, respectively, per annum as of SdmeB0, 2010, primarily using the net proceeds f&##5 million of senior notes that accrue inteadst
7.25% per annum and $250 million of senior notes #tcrue interest at 7.75% per annum. Therefoterest expense will increase in subsequent periods
However, the impact of future interest rate charggesur interest expense and related cash flowbéas mitigated due to the significant portion of o
portfolio that now accrues interest at a fixed r&ather, future changes in interest rates willehaw increased effect on the net fair value ofppadominantt
fixed interest rate debt portfolio.

As discussed in Note Berivative Instrumentsto the condensed consolidated financial statesriantuded in Part |, Item Einancial Statements
(Unaudited), in March 2006, we entered into an interest ratgpsto effectively convert the floating rate of@rton of our credit agreement to a fixed rate in
order to limit the variability of interest-relat@aiyments caused by changes in LIBOR. Under thésést rate swap agreement, we pay a fixed rate266 bn
a notional principal of $984.0 million, while theunterparties to this interest rate swap agreepeant floating rate based on 3-month LIBOR. The
termination date of this swap is March 10, 2011aks® discussed in that note, in June 2009, weehtato a receive-fixed swap as a mirror offse$160.0
million of the $984.0 million interest rate swapclissed above in order to reduce our effectivelfiate to total debt ratio. The termination datéhes swap
is March 10, 2011.

Our variable-rate interest expense increases oedses as interest rates change. However, thettietreent payments or receipts on the interest
rate swaps described above offset a majority cfétahanges. Because these swaps are not desigadtedges, net settlements are included in thétdine
Loss on interest rate swain the condensed consolidated statements of opesaéind are not included in interest expense.

Based on the size of our variable rate debt agpfesnber 30, 2010, as adjusted for the refinartcamsactions discussed above and inclusive of the
impact of the net conversion of $884.0 million afiable rate interest to a fixed rate via interat# swaps, as discussed above, a 1% increaseliasnrates
would result in an incremental positive cash fldvapproximately $1.5 million over the next 12 masitBecause our variable rate debt and interessvedps
are indexed to LIBOR, which was below 1% as of 8ejytiter 30, 2010, our downate scenario assumes a 0% interest rate for tliel@amonths, which wou
result in an incremental negative cash flow of agjmnately $0.5 million. A decrease in interest satesults in negative cash flow due to our hedgimgjtion,
the current low LIBOR rate, and the assumption thBOR will not fall below 0%.

A 1% increase in interest rates would result impproximate $54.6 million decrease in the estimagtdair value of our fixed rate debt, and a 1%
decrease in interest rates would result in an aqumate $48.3 million increase in its estimatedfaetvalue.

As of September 30, 2010, we had two forward-stgritterest rate swaps which hedged forecastedhlarcash flows associated with our former
term loan facility. However, in association witlettefinancing transactions discussed above, we géwenination notice to the counterparties toaHesm,
forward-starting interest rate swaps in Septembé&f2See Note Derivative Instrumentsto the condensed consolidated financial statesriantuded in
Part I, Item 1Financial Statements (Unauditeddf this report.
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Foreign operations, and the related market riskscated with foreign currencies, are currentlyd have been, insignificant to our financial
position, results of operations, and cash flows.

Item 4. Controls and Procedas
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this repamtevaluation was carried out by our managemecityding our chief executive officer and chief
financial officer, of the effectiveness of our dasure controls and procedures as defined in Riasl5(e) and 15d-15(e) of the Securities Exch@mjef
1934, as amended. Based on our evaluation, ourexeeutive officer and chief financial officer adaded that our disclosure controls and procedwere
effective as of the end of the period covered Iy tport.

Changes in Internal Control Over Financial Reporting

There have been no changes in our Internal Cooweal Financial Reporting during the quarter endept&mber 30, 2010 that have a material e
on our Internal Control over Financial Reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

Information relating to certain legal proceedingsvhich we are involved is included in Note TO@ntingencies to the condensed consolidated
financial statements contained in Part |, lterfribancial Statements (Unauditeddf this report and is incorporated herein bynefiee and should be read in
conjunction with the related disclosure previouglgorted in our Quarterly Reports on Form 10-Qttierquarters ended June 30, 2010 and March 31, 2010
and our Annual Report on Form 10-K for the yeareghBecember 31, 2009 (the “2009 Form
10-K").
Item 1A . Risk Factors

There have been no material changes from the aisthorfs disclosed in Part I, Item 1Risk Factors of the 2009 Form 10-K. Certain information in
those risk factors has been updated by the dismussithe “Executive Overview — Key Challenges”tgmt of Part |, Item 2Management’s Discussion and
Analysis of Financial Condition and Results of CGytiems, of this report, which section is incorporatedrbference herein.
Item 2. Unregistered Sales Bfuity Securities and Use of Proceeds

The following table summarizes our repurchasegyaftg securities during the three months endedeepér 30, 2010:

Total Number Maximum
of Shares (or Number of
Units) Shares (or
Purchased as Units) That
part of May Be Yet
Total Number Publicly Purchased
of Shares (or  Average Price Announced Under the
Units) Paid per Share Plans or Plans or
Period Purchased® (or Unit) Programs Programs
July 1 througt
July 31, 201( 98 $ 17.91 - -
August 1 througt
August 31,201( 57€ 18.3¢ - -
September 1 throug - -
September 30, 201 - - - -
Total 674 18.32 - -
@ Shares in this column were tendered by employepaysent of tax liability incident to the vestinfpreviously awarded shares of restric
stock.
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Item 6 .

3.2

3.3

3.4

311

31.2

32.1

32.2

101

Exhibits
The exhibits required by Regulation S-K are setfar the following list and are filed by attachmémn this report unless otherwise noted.

Description

Restated Certificate of Incorporation of He&tiuth Corporation, as filed in the Office of thec&tary of State of the State of Delaware on Mby 2
1998 (incorporated by reference to HealthS's Annual Report on Form -K filed with the SEC on June 27, 200

Certificate of Amendment to the Restated @eate of Incorporation of HealthSouth Corporatias,filed in the Office of the Secretary of State o

the State of Delaware on October 25, 2006 (inceatear by reference to Exhibit 3.1 to HealthSouthisrént Report on Form 8-K filed on
October 31, 2006

Amended and Restated Bylaws of HealthSoutlp@ation, effective as of October 30, 2009, (incogbed by reference to Exhibit 3.3 to
HealthSout’s Quarterly Report on Form -Q filed on November 4, 200¢

Certificate of Designations of 6.50% Serie€dnvertible Perpetual Preferred Stock, as filedhwhe Secretary of State of the State of Delaware o
March 7, 2006 (incorporated by reference to Exi8hitto HealthSou’s Current Report on Forn-K filed on March 9, 2006

Certification of Chief Executive Officer require¢ Rule 13-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1934, aptetl pursuant t
Section 302 of the Sarbar-Oxley Act of 2002

Certification of Chief Financial Officer réged by Rule 13a-14(a) or Rule 15d-14(a) of theusiies Exchange Act of 1934, as adopted pursuant t
Section 302 of the Sarbar-Oxley Act of 2002

Certification of Chief Executive Officer pursuant18 U.S.C. 1350, as adopted pursuant to Secti6roBthe Sarban-Oxley Act of 2002
Certification of Chief Financial Officer pursuanti8 U.S.C. 1350, as adopted pursuant to Secti6roPthe Sarban-Oxley Act of 2002

Sections of the HealthSouth Corporation Quigrieeport on Form 10-Q for the quarter ended Sep&r0, 2010, formatted in XBRL (eXtensible
Business Reporting Language), submitted in theatg files:

.01.INS XBRL Instance Documer

.01.SCH XBRL Taxonomy Extension Schema Docum

.01.CAL XBRL Taxonomy Extension Calculation Linkbase Docuitr
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurh
01.LAB XBRL Taxonomy Extension Label Linkbase Docum

.01.PRE XBRL Taxonomy Extension Presentation Linkbase Doeni
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SIGNATURE

Pursuant to the requirements of the Securities &xgb Act of 1934, the Registrant has duly causistRéport to be signed on its behalf by the
undersigned, thereunto duly authorized.

HEALTHSOUTH Corporation

By: /s/ DoucLASE. CoLTHARP
Douglas E. Coltharp
Executive Vice President and Chief Financia
Officer

Date: November 3, 201
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3.2

3.3

3.4

311

31.2

321

32.2

101

EXHIBIT INDEX

Description

Restated Certificate of Incorporation of He&ttiuth Corporation, as filed in the Office of thecftary of State of the State of Delaware on MBy 2
1998 (incorporated by reference to HealthS’'s Annual Report on Form -K filed with the SEC on June 27, 200

Certificate of Amendment to the Restated @eatie of Incorporation of HealthSouth Corporatias,filed in the Office of the Secretary of State o

the State of Delaware on October 25, 2006 (incateor by reference to Exhibit 3.1 to HealthSouthlsrént Report on Form 8-K filed on
October 31, 2006

Amended and Restated Bylaws of HealthSoutip@ation, effective as of October 30, 2009, (incogted by reference to Exhibit 3.3 to
HealthSout’s Quarterly Report on Form -Q filed on November 4, 200¢

Certificate of Designations of 6.50% Serie€@nvertible Perpetual Preferred Stock, as filedhwhe Secretary of State of the State of Delaware o
March 7, 2006 (incorporated by reference to ExI8Litto HealthSou’s Current Report on Forn-K filed on March 9, 2006’

Certification of Chief Executive Officer require¢ Rule 13-14(a) or Rule 1£-14(a) of the Securities Exchange Act of 1934, agptetl pursuant t
Section 302 of the Sarbar-Oxley Act of 2002

Certification of Chief Financial Officer rdged by Rule 13a-14(a) or Rule 15d-14(a) of theusiies Exchange Act of 1934, as adopted pursuant t
Section 302 of the Sarbar-Oxley Act of 2002

Certification of Chief Executive Officer pursuant18 U.S.C. 1350, as adopted pursuant to Secti6roBthe Sarban-Oxley Act of 2002
Certification of Chief Financial Officer pursuant18 U.S.C. 1350, as adopted pursuant to Secti6roBthe Sarban-Oxley Act of 2002

Sections of the HealthSouth Corporation Quigrieeport on Form 10-Q for the quarter ended Seper0, 2010, formatted in XBRL (eXtensible
Business Reporting Language), submitted in thewalg files:

.01.INS XBRL Instance Documer

.01.SCH XBRL Taxonomy Extension Schema Docum

.01.CAL XBRL Taxonomy Extension Calculation Linkbase Docuitr
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurh
01.LAB XBRL Taxonomy Extension Label Linkbase Docum

.01.PRE XBRL Taxonomy Extension Presentation Linkbase Doeut



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Jay Grinney, certify that:

1. I have reviewed this quarterly report on Forn-Q of HealthSouth Corporatio

2. Based on my knowledge, this report does not cordai untrue statement of a material fact or omittete a material fact necessary to maki

statements made, in light of the circumstancesuwtieh such statements were made, not misleaditigrespect to the period covered by this reg

. Based on my knowledge, the financial statementoéimer financial information included in this repdairly present in all material respects theafigia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskentthis report

. The registrans other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstrand procedures (as definec
Exchange Act Rules 13a-15(e) and 15d-15(e)) armdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 1858if)) for
the registrant and hav

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduries ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing preparec

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebilegliaof financial reporting and the preparatioh fmmancial statements for external purpose
accordance with generally accepted accounting iples;

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntibis report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesligh evaluation; ar

(d) Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the registrastmost recent fisc
quarter (the registrargt’fourth fiscal quarter in the case of an annuabm® that has materially affected, or is reasopdikely to materially affect, tt
registran’s internal control over financial reporting; e

. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financial reporting, to t
registran’s auditors and the audit committee of the regit's board of directors (or persons performing theéwvedent functions)

(a) All significant deficiencies and material weaknessethe design or operation of internal controgiofinancial reporting which are reasonably lil
to adversely affect the registr’s ability to record, process, summarize and refprahcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéatn the registrand’ internal control o
financial reporting

Date: November 3, 201

By: /s/ Jay G RINNEY

Jay Grinney
President and Chief Executive Offic




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Douglas E. Coltharp, certify that:

1. I have reviewed this quarterly report on Forn-Q of HealthSouth Corporatio

2. Based on my knowledge, this report does not cordai untrue statement of a material fact or omittete a material fact necessary to maki

statements made, in light of the circumstancesuwtieh such statements were made, not misleaditigrespect to the period covered by this reg

. Based on my knowledge, the financial statementoéimer financial information included in this repdairly present in all material respects theafigia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskentthis report

. The registrans other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstrand procedures (as definec
Exchange Act Rules 13a-15(e) and 15d-15(e)) armdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 1858if)) for
the registrant and hav

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduries ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing preparec

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebilegliaof financial reporting and the preparatioh fmmancial statements for external purpose
accordance with generally accepted accounting iples;

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntibis report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesligh evaluation; ar

(d) Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the registrastmost recent fisc
quarter (the registrargt’fourth fiscal quarter in the case of an annuabm® that has materially affected, or is reasopdikely to materially affect, tt
registran’s internal control over financial reporting; e

. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financial reporting, to t
registran’s auditors and the audit committee of the regit's board of directors (or persons performing theéwvedent functions)

(a) All significant deficiencies and material weaknessethe design or operation of internal controgiofinancial reporting which are reasonably lil
to adversely affect the registr’s ability to record, process, summarize and refprahcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéatn the registrand’ internal control o
financial reporting

Date: November 3, 201

By: /s/ DoucLASE. CoLTHARP
Douglas E. Colthar
Executive Vice President al

Chief Financial Office




Exhibit 32.1

CERTIFICATE OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Health®oCorporation on Form 1Q-for the period ended September 30, 2010, as Wit the Securities ai
Exchange Commission on the date hereof (the “R8pdrtlay Grinney, President and Chief Executive @ffiof HealthSouth Corporation, certify, purst
to 18 U.S.C. Section 1350, as adopted pursuargt¢tdd 906 of the Sarbanes-Oxley Act of 2002, tbahe best of my knowledge and belief:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2. The information contained in the Report fairly mets, in all material respects, the financial ctodi and results of operations of HealthSq
Corporation

Date: November 3, 201
By: /s/ Jay G RINNEY

Jay Grinney
President and Chief Executive Offic

A signed original of this written statement hasrbpeovided to HealthSouth Corporation and will b&aimed by HealthSouth Corporation and furnishetthd
Securities and Exchange Commission or its stafhupgquest. This written statement shall not, ekt®fhe extent required by the 2002 Act, be deefited
by HealthSouth Corporation for purposes of Secti®rof the Securities Exchange Act of 1934, as ameéifthe “Exchange Act”and will not be deemed
be incorporated by reference into any filing untier Securities Act of 1933, as amended, or the &xgh Act, except to the extent that HealthS
Corporation specifically incorporates it by refezen



Exhibit 32.2

CERTIFICATE OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Health®oCorporation on Form 1Q-for the period ended September 30, 2010, as Wit the Securities ai
Exchange Commission on the date hereof (the “R8@pdrtDouglas E. Coltharp, Executive Vice President &hief Financial Officer of HealthSot
Corporation, certify, pursuant to 18 U.S.C. Secti@%0, as adopted pursuant to Section 906 of thkaBSasOxley Act of 2002, that to the best of
knowledge and belief:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

2. The information contained in the Report fairly mets, in all material respects, the financial ctiodi and results of operations of HealthS:
Corporation

Date: November 3, 201
By: /s/ DoucLAsSE. COLTHARP
Douglas E. Colthar
Executive Vice President al
Chief Financial Officel

A signed original of this written statement hasrbpeovided to HealthSouth Corporation and will b&ained by HealthSouth Corporation and furnishetthd
Securities and Exchange Commission or its stafiupgquest. This written statement shall not, ekt®fhe extent required by the 2002 Act, be deefited
by HealthSouth Corporation for purposes of SectiBrof the Securities Exchange Act of 1934, as amerfthe “Exchange Act”yand will not be deemed
be incorporated by reference into any filing unttes Securities Act of 1933, as amended, or the &xgh Act, except to the extent that HealthS
Corporation specifically incorporates it by referen



