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THE FINANCIAL COLLAPSE OF
HEALTHSOUTH

THURSDAY, OCTOBER 16, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
2123, Rayburn House Office Building, James C. Greenwood (chair-
man) presiding.

Members present: Representatives Greenwood, Bilirakis,
Stearns, Burr, Bass, Walden, Ferguson, Rogers, Tauzin (ex officio),
and DeGette.

Staff present: Casey Hemard, majority counsel; Kelli Andrews,
majority counsel; Ann Washington, majority counsel; Yong Choe,
legislative clerk; Edith Holleman, minority counsel; and Voncille
Hines, research assistant.

Mr. GREENWOOD. The hearing of the Committee on Energy and
Commerce Subcommittee on Oversight and Investigations will
come to order, and the Chair recognizes himself for the purpose of
making an opening statement.

This morning we hold the first day of our hearing to examine al-
legations of accounting fraud and poor corporate governance poli-
cies at HealthSouth, the largest provider of outpatient rehabilita-
tion services in the United States. This committee has a well recog-
nized history of bringing important matters of corporate govern-
ance and accounting fraud to the forefront of public awareness in
a timely and thorough fashion.

In the last Congress, this Committee took the lead in examining
the corporate governance practices and accounting fraud allega-
tions associated with the financial collapse of several companies, all
of which were in industries that fell within with the Energy and
Commerce Committee’s broad jurisdictional ground. For example,
the Enron investigation focused on corporate governance practices
and accounting matters associated with the energy industry. Ques-
tionable accounting practices at telecommunication companies were
brought to light during our hearings last year on Qwest and Global
Crossing.

We now turn to another area that falls within this committee’s
jurisdiction, the health care industry. The HealthSouth hearings
will provide this committee the opportunity to examine various cor-
porate governance and accounting issues as they apply to and as
they may impact the health care industry specifically.
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The importance of having congressional hearings on matters ef-
fecting the investing public cannot be over emphasized. Due in
large to the work of this committee, last year Congress passed and
President Bush signed into law historic corporate reform legisla-
tion, legislation that addressed many corporate governance and ac-
counting matters that were first brought to the public’s attention
by our hearings.

While investigations by other branches of the government can
last months, even years, timely congressional hearings can result
in changes that benefit the public sooner rather than later.

With respect to the HealthSouth investigation, on March 19 of
this year the first of 15 former HealthSouth officers plead guilty to
a variety of Federal charges including conspiracy to commit wire
fraud, securities fraud, falsifying books and records, falsification of
financial information filed with the SEC, bank fraud and con-
spiracy to make false statements to auditors. Incredibly, all five of
the company’s chief financial officer spanning a period of over 15
years have plead guilty to a variety of these Federal offense. Guilty
pleas also have been obtained from several controllers and treas-
urers of the company.

The essence of the fraud was similar to those we have witnessed
in the past. It involved the use of inappropriate accounting prac-
tices to hide expenses and inflate revenues. All in an attempt to
meet Wall Street’s earnings expectations.

What is unique in this case is how the company’s senior officers
crafted an elaborate ruse to come clean with Wall Street about true
projected earnings once it became obvious that they would need to
do so by blaming a Medicare billing policy clarification on group
therapy reimbursement, known as Transmittal 1753, for an imme-
diate and ongoing $175 million annual hit to its books.

The reality, as we will hear today, is that this policy clarification
would have little immediate impact and questionable long term im-
pact on HealthSouth’s finances. The last man standing after this
wave of admissions and guilty pleas is the founder and former
chairman and CEO of the company Richard Scrushy. Notably,
every CFO as well as other senior officer of HealthSouth have stat-
ed under oath that Mr. Scrushy directed them to falsify
HealthSouth’s public financial statements.

Mr. Scrushy appears before this committee today voluntarily, but
has advised us that he will not testify and plans to assert his Fifth
Amendment right not to incriminate himself. This committee, as al-
ways, respects this assertion. However, I am deeply troubled by
this decision given that just 4 days before this hearing Mr. Scrushy
granted a no holes barred interview to “60 Minutes” without his at-
torney present. To agreed to answer the questions put to him by
a reporter, but now refuses to answer questions put to him by the
representatives of the investing public who lost so much money in
the almost total dissemination of HealthSouth’s stock last year.

This begs the question why is Mr. Scrushy unwilling to answer
here today under oath some of the same exact same questions
asked of him by a reporter? I also wanted to know why it is that
in the 3 months leading up to the company’s announcement of the
purported $175 million impact of Transmittal 1753, an announce-
ment that sent HealthSouth’s stock plummeting and the company
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to the brink of bankruptcy, Mr. Scrushy disposed of 75 percent of
his HealthSouth stock worth nearly $100 million? This fact is even
more suspicious given that Mr. Scrushy had not engaged in any
stock sales for the 5 preceding years.

Although we likely will not hear answers from Mr. Scrushy today
to these and other questions, we will hear from other witnesses
about the intimidating nature of the corporate environment and its
domineering chairman and how he made employees feel that if
they ever told him something he did not want to hear or pointed
out any internal problems, they would lose their jobs.

We will hear how Mr. Scrushy installed hidden cameras to keep
watch over his empire and had himself accompanied by an armed
bodyguard even while in his own company’s corporate office.

Several employees will tell us that one reason they did not use
the fraud hotline set up by HealthSouth and touted by Mr. Scrushy
as a way to report fraud allegations within the company, was that
they feared that the hotline was, in fact, monitored by
HealthSouth’s security and their identity could be uncovered.

We also will hear testimony from a witness who reported her
suspicion about fraud occurring at the company by senior manage-
ment 3 years before the HealthSouth case broke. However, as the
committee has learned, the corporate compliance officer who took
charge of the investigation directed that the case be closed and no
pa({)erwork substantiating any investigation that he did exists
today.

All of these matters raise distributing questions about the cor-
porate culture established by Mr. Scrushy and the extent to which
the company under Mr. Scrushy’s leadership allowed its internal
controls and compliance efforts to be weak or nonexistent. They
also raise serious questions about the adequacy of efforts by
HealthSouth’s Board, it’s outside auditors and other extensible
independent actors to properly oversee this company and protect
the interests of investors, a subject for our next day of hearing into
this matter.

Following our hearing into the Enron scandal, this Congress
passed historic legislation to reform some of these corporate
abuses. To some degree we are already seeing the benefit of that
legislation in this case as the personal certifications of company
books now required by senior officers reported led one or more of
HealthSouth’s CFOs to think twice and go to the Justice Depart-
ment instead. However, I cannot help but be amazed that even in
the post Enron environment HealthSouth’s corporate chiefs, board
members and outside experts would either participate in or fail to
properly undercover and stop such blatant accounting scams. How
could this have occurred? Certainly Mr. Scrushy had it at least par-
tially right when he said on “60 Minutes” the other night that
there are incredible financial and other incentives for corporate
chiefs to cook the book because of promotions, raises, bonuses,
stock options and just plain old greed. If that is true, then we must
question whether any legislation will ever be sufficient to deter
such behavior.

Perhaps it comes down to the ethical and cultural climate fos-
tered by those at the top of these companies, which is why it is so
appropriate to start this hearing with Mr. Scrushy himself.
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I want to thank all of the witnesses for attending.

I now recognize the lady from Colorado, Ms. DeGette, for an
opening statement.

Ms. DEGETTE. Thank you, Mr. Chairman, for holding this very
important hearing on the fraud that nearly brought down the $4
billion HealthSouth Corporation.

This committee has developed an enviable record in exposing and
investigating fraud as some of the largest companies in this coun-
try, including Enron and WorldCom. In response to the scandals at
Enron and WorldCom, Congress passed the Sarbanes Oxley Act
which you referred to, which took a critical step in increasing ac-
countability and cracking down on corporate malfeasance through-
out corporate America. However, the revolutions of the culture of
deceit that pervaded HealthSouth and the countless measures
members of the management team took in order to create and to
protect their own fortunes reminds us that corporate reform is,
nevertheless, an issue that requires our immediate attention.

Simply, the deception that permeated HealthSouth from the
management team to the board of directors to the internal and ex-
ternal auditing teams is an absolute outrage. It is yet another so-
bering instance of the triumph of creed and arrogance over a com-
pany’s fiduciary duty to its shareholders. Accordingly, it’s incum-
bent upon us as a legislative body to send an unequivocal message
that such crookedness should not and will not be tolerated.

Unlike other cases that we’ve investigated in this subcommittee,
like Enron and WorldCom, the case of HealthSouth has some
unique characteristics. It’s often difficult to prove that a company’s
chairman and chief executive officer had personal knowledge of a
fraud. In this case however, as the chairman mentioned, 5 chief fi-
nancial officers covering the period of HealthSouth’s creation in
1984 to March 2003 have plead guilty, and all of them have said
that Richard Scrushy, the company’s chief executive officer directed
them to make changes in the company’s financial books when the
company couldn’t meet Wall Street’s expectations; changes that al-
legedly amounted to nearly $3 billion.

Meanwhile, Mr. Scrushy claims he’s innocent but refuses to tell
this committee what he knows and what he doesn’t know, prefer-
ring I guess to go on national TV to say so. He claims that these
officers committed fraud, or at least he said on Sunday the officers
committed fraud to benefit themselves. But, of course, he neglected
to mention the biggest beneficiary of the fraud and other question-
able practices of HealthSouth was Mr. Scrushy himself.

Our investigation has revealed a company with a breathtaking
lack of internal controls and one of the most negligent boards that
we've observed. The company was under the total control of Mr.
Scrushy with no countervailing corporate governance system in
place. By all accounts Mr. Scrushy ran HealthSouth by intimida-
tion and manipulation. He refused to listen to top staff who told
him what he didn’t want to hear and punished them by taking
away responsibilities or playing staff members against each other.

One of the board members has said that no employee could stand
up against Mr. Scrushy without expecting pay back. As a result,
the compliance officer who could have stopped this fraud in 1999
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failed to investigate credible allegations backed up by documentary
evidence which were actually admitted by the controller.

The chief financial officer instructed him to placate the complain-
ant and the traditional internal controls were also missing. The in-
ternal auditors who reported directly to Mr. Scrushy by his orders
could not look at the corporate books. Ernst & Young, the external
auditor, which should have picked up on some of these weaknesses
never once found a single concern with the company’s accounting
practices or internal controls. I understand theyre coming in a few
weeks, and I'm looking forward to hearing them.

The HealthSouth board, stacked with personal friends of Mr.
Scrushy, was awash in conflicts of interests that benefits them fi-
nancially and functioned as a rubber stamp for Mr. Scrushy.

For example, the board agreed to reprice stock options after they
were granted to benefit Mr. Scrushy and the officers.

The audit committee never met with the internal or external
auditor except to get perfunctory annual reports. The current inter-
nal auditor did not meet with the audit committee for the first 18
months of his tenure. The audit committee only met once in 2001.

These weaknesses allows Mr. Scrushy and others to use cor-
porate funds to their own advantage. Mr. Scrushy had 7 corporate
planes. He wanted to be a music entrepreneur, so he spent a mil-
lion dollars of HealthSouth’s money on Third Phase, a girl band
that he hoped would be the next Destiny’s Child.

The board approved a grant of 250,000 stock options to Tony
Mottola, then head of Sony Records, which subsequently signed
Third Phase to a record contract. But the board can’t even remem-
ber why they did it. And it goes on and on.

HealthSouth’s so called code of ethics requires that all potential
conflicts of interests be approved. According to the minutes pro-
vided to us, none of the conflicts were approved by the board. Some
of them, the board was not even aware of.

In every sense of the word HealthSouth failed the investing pub-
lic in its employees. And, frankly, they are the ones who have paid
the highest price; the shareholders and the employees.

Mr. Chairman, thanks again for holding this hearing. I hope we
cannot only find out the corporate abuses with HealthSouth, but
also delve more into what we can do with accounting and auditing
firms, and the role of boards. Because I think those are two areas
ripe for legislation.

Mr. GREENWOOD. The Chair thanks the gentlelady and recog-
nizes for purposes of an opening statement, the Chairman of the
full Committee, the gentleman from Louisiana, Mr. Tauzin.

Chairman TAUZIN. Thank you, Chairman Greenwood.

And let me first begin by saying how much the whole Committee
appreciates the hard work you and ranking Democrat Ms. DeGette
and the staff on both sides of the aisles have done on behalf of the
committee with respect to these corporate governance and account-
ing fraud cases.

This morning we begin our examination of the financial collapse
of HealthSouth. At its peak this company, reporting its operations
in 50 States and worldwide, was producing about $4 billion a year
in revenues. Today we know that figure was grossly inflated. And
we know these numbers were made up by cooking the HealthSouth
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books over a multiple year period. In fact, currently the companies
forensic accountants indicate approximately $3 billion in fraudulent
accounting entries. That puts this fraud in the class of the
WorldCom fraud we looked at earlier.

Today we know, as the Chairman pointed out, the 15 former em-
ployees of the company, most of them senior management people,
fhavedplead guilty to a range of criminal charges arising out of this
raud.

We also know that, like some other cases we examined, the com-
mittee has learned that there was shredding of documents respon-
sive to the SEC inquiry in this case, and to the Fulbright review
attempt in 2002 to examine one of the aspects of the case.

And we know that shredding occurred in a restricted area, a re-
stricted access area in which the chairman, Mr. Scrushy and 4
other executive officers were located. We obviously don’t know yet
who did the shredding, but we know where it occurred in this re-
stricted area and we know the shredding was, obviously, of docu-
ments responsive to these investigations and examinations.

So we have to ask once again how did such a vast conspiracy,
how could that have occurred in a Fortune 500 company which is
publicly trade and in which millions of Americans, many pension
holders, invest?

When people in this country make decisions about where to in-
vest their hard dollars, when pension funds and others place their
sacred trust dollars into these businesses, everyone should be able
to rely upon established safeguards to ensure that the numbers
they are looking at are real. Those safeguards include internal con-
trols, financial disclosures, corporate compliance programs, board
independence and external auditing. All to ensure that investors
can trust the numbers they are looking at. In the case of
HealthSouth and some of the other cases we have examined, these
safeguards resoundingly failed and Congress and the American
public have a right to know why.

It will be interesting, Mr. Chairman, to examine as we learn all
the fact in this case how the new statute that was passed by Con-
gress would have changed, if it would have changed the results in
this case if this fraud would have been discovered early, if this
fraud could have been prevented. And from this examination we
may learn whether the act we passed can and will work as well as
we hope it will.

This examination is also relevant because we are in the middle
of a Medicare conference. We are examining a health care com-
pany, a health care company that made claims against CMS, the
agency that expends funds for Medicare and Medicaid, a system
that is hard pressed to satisfy the needs of Americans in terms of
maintaining and taking care of health problems in this country,
particularly for our seniors. And so this examination has relevance
on a number of different levels.

As a pointed out, we call the chairman of the board, Mr. Scrushy.
Our job is not to prosecute people here. Our job is to learn what
went wrong. To learn from it, and to establish policy to prevent it
in the future. But we are not going to learn a lot from Mr. Scrushy
today, other than what we have learned on “60 Minutes” while he
was willing to talk to “60 Minutes” reporters without the benefit
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of an attorney, my understanding he will take the Fifth this morn-
ing. And while we certainly respect the rights afford to him under
the Constitution to refuse to incriminate himself, we really ques-
tion why he felt it was appropriate to discuss this story to a tele-
vision journalist when he is unwilling to do so before Congress
today.

We look forward to hearing the testimony of current and former
employees of the company who, in fact, raised concerns about irreg-
ularities that they observed during the period of the fraud, only to
be punished or berated for bringing it to the attention of officers
of the company. Have we heard that before in some of these inves-
tigations?

Let me also thank you all for coming to testify today. If manage-
ment had listened to your concerns when you brought them up sev-
eral years ago, maybe HealthSouth would not have been forced to
the brink of bankruptcy. An important company that delivers im-
portant health care services to Americans would not have been put
in such an awful position.

We will hear from former members of the management team and
employees who were integrally involved in the company’s internal
control and compliance activities. Perhaps they can shed some light
on why these processes failed so dramatically and whether or not
the new Sarbanes Oxley Bill will help cure those problems.

This committee has been examining these HealthSouth issues for
6 months. And, again, I want to thank you all for the extraordinary
hard work you have done, Mr. Chairman and Ms. DeGette, and the
members of your staff. But as you know, we have been looking at
these kind of problems in various sectors of the economy that fall
under this Committee’s jurisdiction. Enron in the energy sector,
WorldCom, Global Crossing, Qwest in the telecom sector. ImClone
and now HealthSouth in the health care sector. In each of these
cases we have pursued these investigations because of the trans-
parency, the accuracy, the credibility of financial statements are
simply essential to the smooth functioning of competitive markets.
And they’re absolutely critical to instill the requisite confidence in
the investing public necessary to support our capital system.
Thankfully, perhaps as a result of the hearings we have held, per-
haps as a result of the Sarbanes Oxley Bill, perhaps as a result of
the extraordinary changes that are occurring in board rooms across
America, Americans are beginning to feel some confidence again in
the marketplace.

Today we take one more step in ensuring the problems that oc-
curred at HealthSouth and the damage done to the investing pub-
lic, to the workers who tried to build a great company only to find
that their leadership in the company let them down; we take one
more step in establishing and reestablishing confidence of Ameri-
cans and investors in this marketplace.

We have got a lot of ground to cover, so Mr. Chairman, I will
yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes for the purposes of an opening statement the vice chairman
of the subcommittee, the gentleman from Oregon, Mr. Walden.
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Mr. WALDEN. Thank you very much, Mr. Chairman. And thank
you for convening this hearing, the first in a series that examines
the collapse of HealthSouth.

A year and a half ago Congress passed laws in the wake of the
frauds and tumultuous bankruptcies of Enron and Global Crossing
to protect workers and investors in publicly traded corporations by
improving the accuracy of corporate financial disclosures and in-
creasing supervision of accountants that audit public companies. As
a result, the Securities and Exchange Commission has set stand-
ards to ensure that corporate financial disclosures are complete,
transparent and provide an accurate picture of a company’s finan-
cial health. I question if HealthSouth heeded any of the methodolo-
gies that Congress established to check and balance the financial
underpinnings of publicly trade corporations.

I am troubled by charges included in the complaint filed in the
U.S. District Court of the Northern Alabama by the SEC that
claims that between 1999 and 2002 when HealthSouth’s earnings
fell short of Wall Street’s earnings estimates, Mr. Scrushy, CEO of
HealthSouth, directed accounting personnel to “fix it” by artificially
inflating the company’s earnings to match Wall Street’s expecta-
tions. This type of alleged fraud is exactly what Congress is at-
tempting to root out when we passed the landmark Sarbanes Oxley
Corporate Accountability Act. Was anyone accountable at
HealthSouth under Mr. Scrushy’s leadership?

As long as corporate executives feel they are above the law and
not accountable to each and every shareholder, Congress will hold
them accountable for their actions or inactions. Reforming account-
ing oversight and enhancing corporate disclosure are critical to in-
creasing and maintaining investor confidence in our Nation’s cor-
porations. Without this confidence, private investment will plum-
met and our economy will suffer.

The “60 Minutes” piece that aired on Sunday night told a story
of a night that had a vision and worked tirelessly to make his vi-
sion a reality. He built a health care empire that provided rehabili-
tative care to patients coast to coast and employed tens of thou-
sands. That company, HealthSouth, would still be a struggling
small business scraping capital together if it were not for the con-
fidence that investors and shareholders afford Richard Scrushy in
the mid 1980’s when HealthSouth began to be publicly traded.

Each time an Enron, WorldCom, Global Crossing or HealthSouth
scandal surfaces investor confidence is severely eroded. Without in-
vestor confidence, the free enterprise system falters. This sets of a
domino effect throughout our economy.

It is extraordinary to me that this company paid more to Ernst
& Young to check its trash cans and toilets than it paid to audit
its books and its revenues and expenditures. It is absolutely out-
rages.

One of my colleagues mentioned that there was a breathtaking
lacking of internal control. And, indeed, from a normal sense of
business practice that is true. But it begins to look like there was
an extraordinary system of internal control right at the top that
prevented internal auditors from accessing the books and records
they needed to access. There is a total failure here in how this com-
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pany was reviewed, audited and the information that flowed out to
investors.

I spent 5 years on a community bank board and served on an
audit committee. I am outraged at the practices that I read about
that took place here. It’s unexcusable, it’s unacceptable, it will not
be tolerated.

Mr. Chairman, I yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes for an opening statement the gentleman from North Carolina,
Mr. Burr.

Mr. BURR. Thank you, Mr. Chairman.

Mr. Chairman, this has become too much of a commonplace thing
for this Committee that we have a piece of corporate America in
front of the Oversight Committee. Because of the fact that they let
down the trust of their investors, their employees, that there poten-
tially was fraud. I would remind everybody, we are not a court. We
have a very important role to play, and it is why I think this hear-
ing is going on.

We have a policy mission as it relates to Medicare and Medicaid
that a lot of times people do not believe that our eyes are on the
right thing. To understand it in total it means that you have to
look at everything that has an effect on it. Fraud within that sys-
tem has a huge effect. It is very appropriate for this Committee to
look at this issue, and to look at it in whatever detail helps us to
understand what happened, why it happened. Because our chal-
lenge is to make sure that we design a system that does not allow
it to happen, whether it is this company or another company, or
another entity in the future.

Clearly there is a legal process that those that need to go
through will go through. But I hope that those that are here today
understand that this committee through this subcommittee are fo-
cused on the changes, if any, that we need to make to make sure
that in the future this cannot happen. Not that it does not. We un-
derstand that individual creed maybe does drive people to do
things that they know are wrong. It does not mean that we have
to create a system or allow one to stay in place that makes it easy
for them to make that decision.

So I do appreciate the Chairman’s willingness to do this, and I
know this will not be the last time that we are forced to have a
hearing in Oversight that does this, but I do thank the Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes for an opening statement the gentleman from New Jersey,
Mr. Ferguson.

Mr. FERGUSON. Thank you, Mr. Chairman. Thank you for hold-
ing this important hearing on the massive and comprehensive
fraud perpetrated by executives at HealthSouth.

First of all, we have to remember and think of the people at the
FBI and the SEC, and the Department of Justice. They should be
commended for their diligence in pursuing this matter and helping
uncover the deceptive and illegal scheme that is simply business as
usual for the executive team at HealthSouth.

Listen to the words that the FBI and the U.S. Attorney have
used to describe the criminal HealthSouth’s activities. “Securities
fraud, tax fraud, bank fraud, accounting fraud, wire fraud, criminal
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conspiracy.” Clearly the authorities must continue their hard work
until justice is served for all those who are guilty of deceptive and
unlawful business practices.

Mr. Chairman, as you have noted, 15 people have already plead
guilty in this case. These are 15 seemingly everyday people who
have been branded as felons and will spend time in jail, possibly,
for their criminal actions. At HealthSouth it was the culture from
top to bottom to carry out this fraudulent scheme with the execu-
tive team.

As a U.S. Attorney said in a recent press release, “HealthSouth
does not represent a mere accounting fraud, but rather a business
scheme to fraudulent boost HealthSouth’s reported earnings.” The
U.S. Attorney continued “HealthSouth executives concealed the
scheme to fraudulently inflate earnings from the investing public,
the auditors and government regulators and willfully and know-
ingly made false and misleading statements to auditors and omit-
ted material facts in order to mislead their accountants”—even
misleading their accountants—“in connection with an audit of
HealthSouth’s financial statement.”

I am interested to hear how such a massive and comprehensive
fraud could have been orchestrated. Unfortunately, we will not be
hearing, seemingly, from the captain of the ship at HealthSouth.
Many have suggested that Mr. Scrushy, founder and former CEO
of the company, initiated and masterminded this fraud. We may
not get any answers from Mr. Scrushy today, but we will learn a
great deal about the fraud at HealthSouth.

But if there is one thing that I hope that we will learn from this
hearing, and all America will learn from this hearing, is that those
who run America’s companies will continue to get the message;
that if you are committing fraud, you will be caught and there will
be a dear price to pay.

Thank you, Mr. Chairman. I look forward to hearing from our
witnesses, and I yield back.

Mr. GREENWOOD. The Chair thanks gentleman and recognizes for
his opening statement the gentleman from Florida, Mr. Stearns.

Mr. STEARNS. Good morning. And thank you, Mr. Chairman, for
holding this subcommittee hearing.

Now here we go again. We have been through this with other
companies, and obviously it’s disheartening to see that this com-
mittee has to continue to investigate corporate malfeasance and
whether this financial fraud is committed by accounting firms, like
Arther Anderson, or energy companies or conglomerates, it is all
disappointing again this morning to be here.

There is a branch of HealthSouth chain in my hometown of
Ocala, Florida. My constituents have used it for years and families
in Ocala and throughout central Florida depend upon the jobs
there.

HealthSouth had its executives come into my office here in
Washington to lobby me and my staff. One of the concerns they
had were they want a more lucrative classification dealing with
Medicare reimbursement for therapy, the 75 percent rule so called.
And they wanted to make themselves more available for this. And
one of their arguments was they needed it for their bottom line.
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It is not wrong to lobby me, obviously. But myself and my staff
trust that when they come in and to make their arguments in their
presentation about their finances for their firm that they are accu-
rate. Issues like the senior Transmittal 1753, which deals with it.
And then to see to Mr. Scrushy’s mysterious stock option sale, you
know, 3 days prior to that memo casts doubt on that trust.

Mr. Chairman, the Department of Defense put up the 52 most
wanted people in Iraq. My colleagues, there are now two websites
that have come up with the most wanted executives. One of them
is called Shareholders Most Wanted The Original Greedy Executive
Card Deck. And they show a royal flush here including Ken Lay
and others.

Mr. Scrushy, I would think that you will be added to this Share-
holders Most Wanted list, The Original Greedy Executive so we can
see here a royal flush. You will probably replace even some of the
people on this list.

There is another, Stacked Deck, Corporate America’s Least
Wanted, the original scandal list. It’s a parody. It’s a good card set.
It includes companies as well as individuals.

So, Mr. Chairman, we can see that the public is starting to per-
ceive, and that is why we are here.

Let me follow up a little bit on what my colleague from North
Carolina, Mr. Burr, indicated.

I was asked, well, why is this Committee investing? Why do you
not just send all this information to the Justice Department or the
FTC, or the SEC, why are you spending your time here?

Well, we write the laws, and we write the laws on Medicare re-
imbursement and security trading, and therefore we need to be in-
formed when these events do not proceed according to the law that
we passed. And that is why we are here today. We have a fiduciary
responsibility to taxpayers to understand it so we can write the
laws better.

So once again the committee will again examine the issues of fal-
sified accounting records, inflated share prices, the role of executive
compensation and the protection of corporate and courageous whis-
tleblowers. Besides jeopardizing patients and employees, shady ex-
ecutives’ practices lead to damaging effects that ripple through this
economy. Do not give the shareholders the confidence they need to
invest.

My colleagues, Mr. Chairman, integrity is the elixir that attracts
capital, bottom line. It leads to lifesaving treatment. While deceit
is a poison that erodes investor confidence and hurts employees
and possible patients.

So I look forward to the testimony, Mr. Chairman, this morning.
And I, again, compliment you on this hearing.

Mr. GREENWOOD. The Chair thanks the gentleman.

If there are no additional opening statements, at this time the
Chair will call forward our first witness, Mr. Richard Scrushy,
former Chairman and CEO of HealthSouth.

Mr. Scrushy, please come forward and be seated at the table.

Good morning, sir.

Given that you have indicated through your counsel that you will
not answer the subcommittee’s questions today, I want to show you
and the subcommittee members some excerpts from your appear-
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ance on “60 Minutes” last Sunday night, an interview that your
own lawyers have said in a letter to this subcommittee should
“serve any immediate public need for information from you.”

So will the staff please start the video.

Mr. WALLACE. You are supposed to be a crook. The SEC in effect
says you are. Your former financial officers, chief financial officers
say you are, that Richard Scrushy inflated earnings and betrayed
his stockholders, betrayed his employees.

Mr. ScruUsHY. There is no evidence of any of that. And mainly
what the people have said is not true.

Mr. WALLACE. He told us his top financial officers committed the
fraud without his knowledge.

Mr. ScrUSHY. You have to rely, you have to trust people. You
have to believe—you have to delegate. I mean, you hire you them,
you pay them good salaries, you expect them to do the right thing.
And I signed off on the information based on what was provided
to me and what I was told.

Mr. WALLACE. You say you did not keep track of the accounting?

Mr. ScrusHY. CEO’s do not do that. CFOs do that.

Mr. WALLACE. Who is that?

Mr. ScruUsHY. Chief financial officer means he is the chief finan-
cial officer.

Mr. WALLACE. Here is how the SEC describes what it calls the
scheme, your scheme. Each quarter HealthSouth senior officers
would present Scrushy with the company’s actual earnings and he
would compare them to Wall Street expectations. If the actual re-
sults fell short of expectations, Scrushy would tell his management
to “fix it” by recording false earnings to make up for the shortfall.

Mr. ScrusHY. That is not true.

Mr. WALLACE. Scrushy’s world first began to become apart last
March when one of his chief financial officers went to Federal pros-
ecutors and confessed that HealthSouth at Scrushy’s expressed di-
rection had been overstating its profits hugely for years. So far, 15
former HealthSouth employees have plead guilty.

Michael Martin, Chief Financial Officer. Let me read from the
court transcript when he plead guilty. The judge asked Michael
Martin “Did you Mr. Scrushy discuss in fact the numbers contained
in the filings were false?” “Yes, sir.”

“Did Mr. Scrushy direct you to do something with the number?”
“Yes, sir. He told me to inflate the numbers. To fix the numbers
so that they met Wall Street’s expectations.”

Mr. SCRUSHY. So is Mike Martin just a dummy? Just some guy
says go do something to commit a fraud or a crime that would put
you in jail, and Mike Martin just does it? You don’t believe that,
Mike.

I would never have done that. He is not telling the truth.

Mr. WALLACE. Tad McVay, CFO until early this year, 2003, plead
guilty told the judge Richard Scrushy was aware that the financial
statement contained numbers that were incorrect.

Mr. ScrusHY. This is—again, it is not true.

I have an—I have

Mr. WALLACE. All these guys are liars and you are a knight in
shining armor?
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Mr. ScrUsHY. Mike, there are 50,000 people; there are 5—you
know, 5 people that have made these claims out of 50,000. Let me
make a comment.

Mr. WALLACE. But you are in charge. Come on, you are——

Mr. ScrRUSHY. It does not mean—it does not mean I am a—no,
I did not—I did not—no. This—you are not right.

Mr. WALLACE. McVay told the judge you tried to justify it by say-
ing “all companies play games with accounting.”

Mr. SCRUSHY. I never said that to him, and he knows that.

Mr. WALLACE. Why would these chief financial officers, what you
are saying is they committed the fraud? For what reason?

Mr. ScrusHY. I did not—I certainly did not commit the fraud.
Pheople know me. They know I would not instruct somebody to do
that.

Mr. WALLACE. What would be the motive of your CFOs to com-
mit a fraud?

Mr. ScrusHY. I really do not want to get into it with you. But
every one of them has a motive.

Mr. WALLACE. But then he did tell us what he believes motivated
his CFOs to falsely inflate earnings.

Mr. ScruUsHY. Promotions, bonuses, stock, stock options, an op-
portunity to make a lot of money. There is incentives in it. Tremen-
dous incentives: Power, greed. There is a lot of reasons for what
they did. There is no motive for me to destroy a great company that
I built, a company that I loved, my fourth child. There is no reason
for me to do that.

Mr. JoNES. He benefited more than anybody from this fraud.
There is no question about it, 100 times fold.

Mr. WALLACE. Doug Jones, a former U.S. Attorney in Bir-
mingham has filed a class action suit against Scrushy on behalf of
stockholders who lost billions while Scrushy made hundreds of mil-
lions dollars from the fraud. How?

Mr. JONES. In his stock options, his salaries and his bonuses.
And he has for years cultivated an image that this is my company.
I am the one that brought this company up. I had my finger on the
pulse. I know everything that is going on in this company. I know
the numbers. I know all that, I know all that he told me, but I am
not an accountant. He does not have to be an accountant to direct
this fraud. Other people may be the ones sitting up there late at
night crunching the numbers and cooking the books. But that does
not mean when he says fix it, if that is true that he’s not as much
responsible for engineering that train wreck as anybody else.

Mr. WALLACE. When the public sees a report in The Wall Street
Journal and HealthSouth says hey, things look very, very good for
the next quarter or the next year or whatever, and then people
would be buying the stock and conceivably driving up the price of
the stock, right?

Mr. ScrUsHY. That is right.

Mr. WALLACE. It’s suggested that that was the motive for you to
inflate these figures because you were living high, you wanted to
that stock to be high and that is, apparently, what people are say-
ing is the motive for you to phony up the figures.

Mr. ScrusHY. Well, I didn’t phony—first of all, I did not phony
up the figures.
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Second of all, you got to look at my—my buying and selling,
okay?

Mr. WALLACE. Yes.

Mr. SCRUSHY. I did not sell the stock at a high.

Mr. WALLACE. The stock is now $3.

Mr. SCRUSHY. Yes.

Mr. WALLACE. You sold $99 million worth of that stock between
$10 and $14.

Mr. ScrusHY. When you build something from nothing, you
should have the right at some point to have some liquidity. That
is what every young MBA in America is working toward.

So what I did was, you know, the American dream.

Mr. WALLACE. But you get out?

Mr. ScrusHY. I did not—no, I didn’t—I just got some of it out.
I did not—I just——

Mr. WALLACE. You got a lot of it out, $99 million worth.

Mr. SCRUSHY. Yes. But I am saying

Mr. WALLACE. $99 million worth between $10 and $14, and all
of these other poor people, what are they doing?

Mr. SCRUSHY. Right. Right.

Mr. WALLACE. They are sitting there waiting because they do not
know what you know.

Mr. ScrusHY. Mike? Mike? Mike, I had stock options that were
going to go away, $99 million worth going away. It was going away.
It was done.

Mr. WALLACE. Right.

Mr. ScruUsHY. I was going to lose it. What would you have done?
What would anybody have done?

Mr. WALLACE. What he did was sell high, and to help keep it
high he regularly gave bullish profit predictions to Wall Street ana-
lysts and interviewers.

Here is what he said on CNBC last year when the stock was sell-
ing at $15.

Mr. ScrusHY. Well, I think the companies should be offering $20
a share right now. Certainly we should be higher than we are now,
but I would expect to see the company in the $20’s, and that is
where we are headed, we believed.

Mr. WALLACE. But just 12 days later Scrushy sold more than 5
million shares of his stock. Now HealthSouth board is barred him
from even entering any offices of the company he built and
HealthSouth now admits that none of his past profit numbers can
be trusted. The company is struggling to stay out of bankruptcy
and Scrushy is struggling to stay out of prison.

You would expect, I would imagine, the U.S. Attorney here in
Birmingham within what? Weeks to bring criminal charges against
you?

Mr. ScrusHY. I do not expect that at all. I think an objective re-
view of the evidence will show that Richard Scrushy was not in-
volved in any of these alleged crimes. And they will see that I was
not part of that scheme.

Mr. WALLACE. Scrushy still lives an over-the-top millionaire’s
life, though now that his fate will probably be decided by a jury in
Birmingham, he wants to downplay his wealth. He would not let
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us videotape his 4 mansions, nor his antique car collection, nor his
wine cellar.

I have seldom been in this position before, to talk to a man of
great accomplishments who maybe or maybe not went wrong and
who sits here and says the SEC is wrong, the prosecutors are
wrong, the chief financial officers are wrong, the world is against
me. They are all wrong and I am right. I am an honorable man and
they are just damn wrong.

Mr. ScrusHY. Why do we not take the testimony of people who
are not felons, who are admitted liars and see what they have to
say. Let us get their testimony. They will not say the same thing.

Mr. WALLACE. You are not going to jail?

Mr. ScrusHY. No. No, I am not going to jail. I am an innocent
man. I am not going to jail.

Mr. GREENWOOD. Mr. Scrushy, here is your opportunity to say
under oath what you said on “60 Minutes”. Here is your oppor-
tunity to answer questions and tell this Committee of Congress
what we need to know about HealthSouth under oath.

As you know, when we conduct an investigative hearing this
Committee has the practice of taking testimony under oath. Do you
have any objection to doing so?

You have to put your microphone on, Mr. Scrushy. There is a lit-
tle button there.

Mr. ScrUsHY. Is that one?

Mr. GREENWOOD. It is on.

Mr. ScrusHY. Mr. Chairman, I would like to state my position
if it is——

Mr. GREENWOOD. Well, first, then in that case do you object to
giving your testimony under oath? We take testimony under oath
here.

Mr. ScrusHY. Mr. Chairman, I am—I am going to state my—I
mean I am going to invoke the Fifth, but I would like to state my
position on that.

Mr. GREENWOOD. In that case, would you stand and raise your
right hand? You have to be sworn in before you say you state your
position. You can say anything you want for as long as you want
this morning, and we would love it if you would, but the first thing
you need to do is stand and raise your right hand so I can place
you under oath.

In case your lawyers are not making this clear for you, I will.

If you wish to take the Fifth, assert your Fifth Amendment
rights, you may do so. But the first thing you do, even before you
assert those rights——

Mr. ScRUSHY. Yes, sir.

Mr. GREENWOOD. [continuing] is you need to be sworn in.

Mr. ScrRUSHY. I understand.

Mr. GREENWOOD. Do you have any objections to——

Mr. ScrRUsHY. No, sir.

Mr. GREENWOOD. Okay. Then would you please stand and raise
your right hand?

[Witness sworn. ]

Mr. GREENWOOD. Okay. You are now under oath. And under the
rules of the House you are also advised that you have the right to
be advised by counsel as to your constitutional rights. Could you
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please state for the record the names of the counsel who are here
today to advise you with respect to such matters?

Mr. ScrusHY. Donald Watkins and Jonathan Wills.

Mr. GREENWOOD. Okay. The Chair now recognizes you for the
purpose of making an opening statement, if you so desire. Do you
desire to make an opening statement, sir?

Mr. SCRUSHY. Yes, sir, I do.

Mr. GREENWOOD. You may proceed.

TESTIMONY OF RICHARD SCRUSHY, FORMER CHAIRMAN AND
CEO HEALTHSOUTH

Mr. ScrusHY. Thank you, Mr. Chairman.

Mr. Chairman and members of the subcommittee, thank you for
the opportunity to appear here today.

Since the committee first wrote me, I asked my counsel to try to
arrange for a fair hearing where I could tell the truth about the
charges which have been made concerning me and HealthSouth.
“60 Minutes” gave me such an opportunity in the media. I had
hoped that the committee today at this hearing would ask my ac-
cusers to make their charges against me under oath, then I could
answer them under oath. But the committee has not called any of
my accusers to testify today.

The committee wants me to answer charges without facing my
accusers. I do not believe this is fair. I am, therefore, by advice of
my counsel forced to take the Fifth Amendment today until I can
get a venue where I can face my accusers.

I hope the committee will let me come back someday under more
appropriate circumstances to testify fully about the HealthSouth
success story. By then, it will know more of the true facts. It will
also know that there is not, and has never been any financial col-
lapse of HealthSouth.

The only collapse has been the temporary one in the
HealthSouth stock price caused by the manner in which this mat-
ter was investigated last March and the excess media publicity
generated.

Thank you, Mr. Chairman.

Mr. GREENWOOD. Thank you, Mr. Scrushy.

The Chair would note, Mr. Scrushy, that during your “60 Min-
utes”, which I watched with my mother and father in their home
Sunday evening, your accusers were not there. You faced a series
of questions from a reporter and you openly—apparently openly
asked those questions. So the only difference that we can see be-
tween then and now is that you are now under oath.

So I am going to ask you one of the questions that Mr. Wallace
asked you about former HealthSouth CFO Mike Martin’s guilty
plea transcript in which Martin says that he discussed with you
the fact that the numbers contained in the HealthSouth filing were
false and that you told him to inflate the numbers, to fix the num-
bers so that they met Wall Street’s expectations. Your response
Sunday night was “I would never have done that. He is not telling
the truth.” Mr. Scrushy, why do you not tell us the truth?

Mr. ScrusHY. Under the advice of counsel, Mr. Chairman, I in-
voke the Fifth Amendment.
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Mr. GREENWOOD. Did you discuss with Mr. Martin the fact that
the numbers contained in HealthSouth’s filings were false and did
you direct Martin to inflate the numbers or fix them to meet Wall
Street’s expectations?

Mr. ScrUSHY. I invoke the Fifth, Mr. Chairman.

Mr. GREENWOOD. Well I am a little confused, Mr. Scrushy. If
what you told the American public Sunday night was in fact the
truth, why don’t you simply repeat those denials here today under
oath?

Mr. SCRUSHY. Mr. Chairman, I have stated my position and my
reason for invoking the Fifth.

Mr. GREENWOOD. Let us try another one. Mike Wallace asked
you about former CFO McVay’s plea transcript in which he said
that you were aware that the financial statement contained num-
bers that were incorrect. Your response on Sunday night was “It
is not true.” That sounds definitive, emphatic. So let me ask you
the same question here today under oath, Mr. Scrushy. Were you
aware that the financial statement contained numbers that were
incorrect?

Mr. SCRUSHY. As previously stated, Mr. Chairman, I invoke the
Fifth.

Mr. GREENWOOD. Mr. McVay told the judge you tried to justify
it by saying “all companies play games with accounting.” When
Mike Wallace asked you about this on Sunday night you said “I
never said that to him, and he knows that.”

Mr. Scrushy, did you tell Mr. McVay that “all companies play
games with accounting”?

Mr. ScrRUSHY. Again, Mr. Chairman, I invoke the Fifth Amend-
ment.

Mr. GREENWOOD. Well, since you do not seem to want to answer
Mike Wallace’s questions here today under oath, let me ask a few
of my own.

You told “60 Minutes” that your CFOs who have plead guilty had
plenty of incentive to falsify the numbers because of bonuses and
stock options, yet is it not true, Mr. Scrushy, that you were one of
the only employees at HealthSouth, if not the only employee, to
have an employment agreement with large financial bonuses di-
rectly tied to monthly and annual revenue targets? And if you
would like to, you could turn to Tab 22 in the binder in front of
you if you would like to refer to that agreement.

Mr. ScrUSHY. On advice of counsel, Mr. Chairman, I invoke my
Fifth Amendment rights.

Mr. GREENWOOD. All right. Well, let us try one last question.
Mike Wallace asked you about your sale of $99 million worth of
HealthSouth stock just before the bad news hit and the bottom
dropped out. Comparing your position to those of average investors
who got taken to the cleaners, he said to you “But you got out.”
Your response was “I did not get—no, I did not get—I just got some
of it out.” Mr. Wallace replied “You got a lot of it out.” To which
you replied “No.”

Mr. Scrushy, the committee found a copy of an analysis by
HealthSouth’s own attorneys showing that you sold off 75 percent
of your HealthSouth stock at that time. Was it not just a bit dis-
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ingenuous when you told Mike Wallace that you just got some of
it out?

Mr. ScrUSHY. On advice of counsel, Mr. Chairman, I invoke the
Fifth Amendment rights.

Mr. GREENWOOD. The Chair yields to Mr. Stearns for the purpose
of questioning.

Mr. STEARNS. Thank you, Mr. Chairman.

You have gone, based upon Mike Wallace’s interview, you went
and indicated to Mr. Scrushy you want an answer to two or three
of those questions that Mike Wallace posed.

I have a question for you, Mr. Scrushy. Did everything that you
said in that “60 Minute” interview with Mike Wallace represent the
whole truth and nothing but the truth?

Mr. ScrRUsHY. Sir, as I said earlier, on advice of counsel I am
going to have to take the Fifth Amendment.

Mr. STEARNS. Okay. The last thing you said in that interview,
you said I am an innocent man. I am asking you today are you an
innocent man? Can you say yes without taking the Fifth?

The question is very simple. Are you an innocent man, yes or no?

Mr. ScrusHY. Mr. Chair—I mean, sir, based on as I said earlier
in my statement and advice of counsel, I stand on my statement.

Mr. STEARNS. I respect that. But I am just saying that you made
a statement you’re an innocent man. You have an opportunity just
to answer that question. You do not need to take the Fifth just to
say by gosh I am an innocent man. You are saying it to yourself,
your family and everybody. You are standing by what you said in
your opening statement. So it seems like you could say yes, I am
an innocent man.

Mr. ScrRUSHY. As you know, sir, I—I would love to answer all of
these questions

Mr. STEARNS. It is just——

Mr. ScrusHY. And I look forward to the day that I get that
chance. But on advice of counsel during this session I will take the
Fifth Amendment on every question. I will stand on my statement.

Mr. STEARNS. Mr. Chairman, thank you.

Mr. GREENWOOD. The Chair yields to the gentlelady from Colo-
rado, Ms. DeGette.

Ms. DEGETTE. Thank you, Mr. Chairman.

Mr. Scrushy, with all due respect, it seems to me that you want
it both ways. You want to be able to go in front of a national TV
audience and give your story without having to answer questions
under oath. Then you want to come into today and make a state-
ment, a self-serving statement in my view, and then when we ask
you questions you want to take the Fifth Amendment when we ask
you questions under oath.

And, Mr. Chairman, it seems to me that Mr. Scrushy may well
have waived his right to take the Fifth in front of this Committee
by coming in under oath and making an opening statement that
deals with the substance of the investigation before answering
questions. And so I would respectfully request the committee to
refer this issue to the House General Counsel for a legal opinion
as to whether he has indeed waived his Fifth Amendment right.
And if he has, Mr. Chairman, I would ask that the committee re-
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serve the right to recall Mr. Scrushy to answer this committee’s
questions under oath.

Mr. GREENWOOD. The Chair will take the gentlelady’s request
under consideration.

Mr. Scrushy, let me be clear, are you refusing, as it seems that
you are, to answer all of the questions on the right against self-in-
crimination to you under the Fifth Amendment of the U.S. Con-
stitution?

Mr. ScrRUsHY. Yes, I am.

Mr. GREENWOOD. Okay. Given that there are no further—and is
it your intention to assert such right in response to all further
questions from the subcommittee today?

Mr. SCRUSHY. Yes, sir.

Mr. GREENWOOD. Okay. Given that, if there are no further ques-
tions from the members, I will dismiss you at this time subject to
the right of the subcommittee to recall if necessary.

Mr. Scrushy, when the day comes that you're prepared to come
to this Committee and testify under oath, have your lawyers call
our lawyers. We would love nothing more than to give you that op-
portunity. But, for the moment, sir, you are excused.

Mr. SCRUSHY. Yes, sir. We will be happy to do that. Thank you.

Mr. GREENWOOD. At this time the Chair will call forward our sec-
ond witness, Ms. Susan Jones-Smith, former Senior Vice President
of Finance and Reimbursement of HealthSouth.

Ms. Jones-Smith, please come forward and be seated at the table.
Good morning.

TESTIMONY OF SUSAN JONES-SMITH, FORMER VICE PRESI-
DENT OF FINANCE AND REIMBURSEMENT OF
HEALTHSOUTH

Ms. JONES-SMITH. Hello.

Mr. GREENWOOD. As you know, when conducting an investigative
hearing, this Committee has the practice of taking testimony under
oath. Do you have any objection to doing so?

Ms. JONES-SMITH. No.

Mr. GREENWOOD. Okay. In that case, would you stand and raise
your right hand.

[Witness sworn.]

Mr. GREENWOOD. You can be seated.

Under the rules of the House and this Committee you have the
right to be advised by counsel as to your constitutional rights. Can
you please state for the record the name of the counsel is here
today to advise you with respect to such matters?

Ms. JONES-SMITH. David McKnight.

Mr. GREENWOOD. That is the gentleman to your right?

Ms. JONES-SMITH. Yes.

Mr. GREENWOOD. Thank you.

The Chair recognizes the witness for purposes of making an
opening statement, if you so desire. Do you desire to make an open-
ing statement this morning?

Ms. JONES-SMITH. I have no opening statement.

Mr. GREENWOOD. Okay. In that case, the Chair now recognizes
himself for 10 minutes for purposes of questioning the witness, and
I yield 5 minutes to Mr. Walden from Oregon.
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Mr. WALDEN. Thank you, Mr. Chairman.

Ms. Jones-Smith, the SEC has alleged that every quarter for a
period of at least 5 years senior officers at HealthSouth would meet
to discuss how to “fill the gap” between HealthSouth’s actual reve-
nues and Wall Street’s expected earnings of the company. My ques-
tion is did you participate in or have knowledge about these meet-
ings in which HealthSouth officers determined how they were going
to falsify HealthSouth’s earnings?

Ms. JONES-SMITH. Upon advice of counsel, I respectfully decline
to answer based on my Fifth Amendment privilege.

Mr. WALDEN. Ms. Jones-Smith, let me be clear. Are you refusing
to answer the question on the right against self-incrimination af-
forded to you under the Fifth Amendment of the U.S. Constitution?

Ms. JoNES-SMITH. Upon advice of counsel, I respectfully decline
to answer based upon my Fifth Amendment rights.

Mr. WALDEN. And is it your intention to assert such right in re-
sponse to all further questions from the subcommittee today?

Ms. JONES-SMITH. Yes, sir.

Mr. WALDEN. Given that, Mr. Chairman, I would recommend
that this subcommittee dismiss this witness at this time.

Mr. GREENWOOD. If there are no further questions from the
members, I will dismiss you at this time subject to the right of the
subcommittee to recall you if necessary. And we thank you for
being with us this morning.

You are excused.

The Chair calls forward our next panel of witnesses. And they
are, Ms. Diana Henze, Assistant Controller, HealthSouth Corpora-
tion; Ms. Teresa Sanders, former Group Vice President and Chief
Auditing Officer of HealthSouth Corporation; Mr. Steve Schlatter,
former HealthSouth Physical Therapist; Mr. Michael Vines, former
HealthSouth employee in Corporate Fixed Assets Department; Mr.
Martin Cohen, Senior Managing Director, FTI Consulting; Ms.
Kelly Cullison, former Vice President of Compliance HealthSouth
Corporation; Mr. Greg Smith, Chief Auditing Officer of
HealthSouth Corporation.

Good morning, ladies and gentlemen, and we thank you very
much for volunteering to come and testify at our hearing this
morning.

As you heard me say to the previous witnesses, it is the practice
of this subcommittee to take testimony under oath. And so I need
to ask you if any of you object to giving your testimony under oath?
Okay.

And I also should advise you that pursuant to the rules of the
House and this Committee you are entitled to be represented by
counsel. Do any of you wish to be represented by counsel this
morning?

Yes, sir, Mr. Cohen? You need to bring the microphone up to you
and make sure that it is on. Push the button. There you go.

Mr. COHEN. Represented by Phillip Evans.

Mr. GREENWOOD. Okay. And he’s the gentleman directly behind
you?

Mr. COHEN. Yes, sir.

Mr. GREENWOOD. Anyone else chose to be represented by coun-
sel? Ms. Cullison?
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Ms. CULLISON. Yes. John Robbins is seated behind me.

Mr. GREENWOOD. Yes. Thank you.

Mr. Smith?

Mr. SMITH. Mr. Michael Dyer.

Mr. GREENWOOD. Okay. Very well.

Ms. Henze? You have got to push the button.

Ms. HENZE. Mr. John Robbins sitting behind me.

Mr. GREENWOOD. Very well. Thank you.

Ms. Sanders?

Ms. SANDERS. Mr. John Robbins sitting behind me.

Mr. GREENWOOD. Okay. And where is Mr. John Robbins. Oh. You
have a busy day today.

All right. In that case, I am going to ask you if you would please
rise and raise your right hand.

[Witnesses sworn.]

Mr. GREENWOOD. Okay. So saying you are all under oath.

And the Chair would now recognize Ms. Henze first for your
opening statement. And so if you will pull the microphone over so
you can speak directly into it.

Mr. GREENWOOD. Good morning, ma’am.

Ms. HENZE. Good morning.

Mr. GREENWOOD. Thank you for being with us. And you are free
to make your statement.

TESTIMONY OF DIANA HENZE, ASSISTANT CONTROLLER,
HEALTHSOUTH CORPORATION; TERESA SANDERS, FORMER
GROUP VICE PRESIDENT AND CHIEF AUDITING OFFICER,
HEALTHSOUTH CORPORATION; STEVE SCHLATTER, FORMER
HEALTHSOUTH PHYSICAL THERAPIST; MICHAEL VINES,
FORMER HEALTHSOUTH EMPLOYEE IN CORPORATE FIXED
ASSETS DEPARTMENT; MARTIN COHEN, SENIOR MANAGING
DIRECTOR, FTI CONSULTING; KELLY CULLISON, FORMER
VICE PRESIDENT OF COMPLIANCE HEALTHSOUTH COR-
PORATION; AND GREG SMITH, CHIEF AUDITING OFFICER,
HEALTHSOUTH CORPORATION

Ms. HENZE. My name is Diana Henze, and I live in Birmingham,
Alabama.

I am 39 years old, married with two children. I graduated from
the University of Montevallo in 1985 with a B.S. degree in account-
ing.

After a few accounting positions, I began working for a Bir-
mingham-based healthcare company, ReLife, in 1994. In December
of that year, ReLife was acquired by HealthSouth, and I began
working in HealthSouth’s accounting department. In 1995 and
1996, I helped install a standardized accounting software package
for the accounting department. In 1997, I was promoted to Assist-
ant Vice President of Finance, and in 1998, I was promoted to Vice
President of Finance.

My responsibilities were somewhat ad hoc, but included running
the accounting computer system, preparing quarterly consolida-
tions and assisting in the SEC filings.

Sometime in 1998, after re-running several consolidation proc-
esses for one quarter end, I noticed that earnings and earnings per
share jumped up. The amount and timing of those changes seemed
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odd to me so I approached my supervisor, Ken Livesay, who was
the Assistant Controller. Ken told me that the increase in earnings
was the result of the reversal of some over-reserves and over-accru-
als. At the time, Ken’s explanation appeared to be reasonable and
I did not pursue the matter further. I did notice a jump in earnings
the next quarter, but I did not question Ken about it.

In January 1999, I went on maternity leave to have my second
son, Douglas, and did not work on the year-end consolidation or the
10-K preparation for 1998. Shortly after returning to work in
March, I assisted in preparing the first quarter consolidation and
10Q preparation for 1999. During that process, I noticed the num-
bers changing again, and I approached Ken Livesay a second time.
I told him, “You can’t tell me that we have enough reserves to re-
verse that would justify this type of swing in the numbers.” When
he told me that I was right, I informed him that I did not under-
ztand what was going on, but would have no part in any wrong-

oing.

Ken apparently went to Bill Owens, the Controller, with my sus-
picions because Bill called me in an attempt to justify what they
were doing. Bill said that HealthSouth had to make its numbers
or innocent people would lose their jobs and the company would
suffer. I told Bill that I believed that whatever was going on to be
fraudulent, and I would not participate in it and wanted no part
of it. T also asked him to stop whatever it was they were doing and
told him that I was going to keep an eye on it.

The numbers continued to change in the second and third quar-
ter of 1999. After the third quarter, I went to Ken and said
“enough is enough,” because the numbers still appeared to be mov-
ing with irregularities. I told him I was to going to report these
suspicions to our Compliance Department because I suspected that
fraud was being committed within the accounting department. Ken
said to do what I needed to do.

In October or November 1999, I went to our Corporate Compli-
ance Department and made an official complaint to Kelly Cullison,
who was Vice President of Corporate Compliance. I gave her infor-
mation on my suspicions and where I thought some of the “entries”
were being made. I also gave her information on how to write spe-
cific types of queries against the transactional tables within our
system, which helped her look at the fluctuations that were being
made and of which I was suspicious. I did not have access to the
supporting documentation of the suspect journal entries, and there-
fore, could not give her that information. As it turns out, Kelly did
not have access to the information necessary to investigate my
complaint of suspected fraud.

Ken Livesay called me to ask if I had gone to the Corporate Com-
pliance Department with my complaint because he had been called
to Mike Martin’s, who was the Chief Financial Officer office about
it. I confirmed that I had gone to the Compliance department and
filed a complaint. In a follow-up discussion with Kelly Cullison, I
told her that I stood by my complaint and would not withdraw it.
I do not mean to imply in any way that Kelly tried to get me to
withdraw my complaint because she did not do that.

Shortly after I filed the complaint, Ken Livesay was moved to the
position of Chief Information Officer, and two others were pro-
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moted to his previous position of Assistant Controller. I felt that I
had been overlooked for this position and I confronted Bill Owens
about this. I was told by Bill that he could not put me in that posi-
tion, because I would not do what “they wanted me to do.” Within
a few days, possibly weeks, I requested a transfer from the ac-
counting department and was transferred immediately to our Infor-
mation Technology Group. Soon after joining ITG, I began working
on an Internet project and ultimately moved to that department
under the supervision of Scott Stone in January 2001. Under
HealthSouth’s new leadership, in May 2003, I was promoted to As-
sistant Controller of the Corporate Division. I enjoy my work now,
and believe HealthSouth is a good company which can be a profit-
able business if run properly.
[The prepared statement of Diana Henze follows:]

PREPARED STATEMENT OF DIANA HENZE, ASSISTANT CONTROLLER, HEALTHSOUTH
CORPORATION

My name is Diana Henze, and I live in Birmingham, Alabama. I am 39 years old,
married with two children. I graduated from the University of Montevallo in 1985
with a B.S. degree in accounting. After a few accounting positions, I began working
for a Birmingham-based healthcare company, ReLife, in 1994. In December of that
year, ReLife was acquired by HealthSouth, and I began working in HealthSouth’s
accounting department. In 1995 and 1996, I helped install a standardized account-
ing software package for the accounting department. In 1997, I was promoted to As-
sistant Vice President of Finance, and in 1998, I was promoted to Vice President
of Finance. My responsibilities were somewhat ad hoc, but included running the ac-
counting computer system, preparing quarterly consolidations and assisting in the
SEC filings.

Sometime in 1998, after re-running several consolidation processes for one quarter
end, I noticed that earnings and earnings per share jumped up. The amount and
timing of those changes seemed odd to me so I approached my supervisor, Ken
Livesay, who was the Assistant Controller. Ken told me that the increase in earn-
ings was the result of the reversal of some over-reserves and over-accruals. At the
time, Ken’s explanation appeared to be reasonable and I did not pursue the matter
fl]lorther. I did notice a jump in earnings the next quarter, but I did not question Ken
about it.

In January of 1999, I went on maternity leave to have my second son, Douglas,
and did not work on the year-end consolidation or the 10-K preparation for 1998.
Shortly after returning to work in March, I assisted in preparing the first quarter
consolidation and 10Q preparation for 1999. During that process, I noticed the num-
bers changing again, and I approached Ken Livesay a second time. I told him, “You
can’t tell me that we have enough reserves to reverse that would justify this type
of swing in the numbers.” When he told me that I was right, I informed him that
fldid not understand what was going on, but would have no part in any wrong-

oing.

Ken apparently went to Bill Owens, the Controller, with my suspicions because
Bill called me in an attempt to justify what they were doing. Bill said that
HealthSouth had to make its numbers or innocent people would lose their jobs and
the company would suffer. I told Bill that I believed that whatever was going on
to be fraudulent, and I would not participate in it and wanted no part of it. I also
asked him to stop whatever it was they were doing and told him that I was going
to keep an eye on it.

The numbers continued to change in the second and third quarter of 1999. After
the third quarter, I went to Ken and said “enough is enough,” because the numbers
still appeared to be moving with irregularities. I told him I was to going to report
these suspicions to our Compliance Department because I suspected that fraud was
bei(rilg committed within the accounting department. Ken said to do what I needed
to do.

In October or November of 1999, I went to our Corporate Compliance Department
and made an official complaint to Kelly Cullison, who was Vice President of Cor-
porate Compliance. I gave her information on my suspicions and where I thought
some of the “entries” were being made. I also gave her information on how to write
specific types of queries against the transactional tables within our system, which
helped her look at the fluctuations that were being made and of which I was sus-
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picious. I did not have access to the supporting documentation of the suspect journal
entries, and therefore, could not give her that information. As it turns out, Kelly
did not have access to the information necessary to investigate my complaint of sus-
pected fraud.

Ken Livesay called me to ask if I had gone to the Compliance Department with
my complaint because he had been called to Mike Martin’s (Chief Financial Officer)
office about it. I confirmed that I had gone to the Compliance department and filed
a complaint. In a follow-up discussion with Kelly Cullison, I told her that I stood
by my complaint and would not withdraw it. I do not mean to imply in any way
that Kelly tried to get me to withdraw my complaint because she did not do that.

Shortly after I filed the complaint, Ken Livesay was moved to the position of Chief
Information Officer (CIO), and two others were promoted to his previous position
of Assistant controller. I felt that I had been overlooked for this position and I con-
fronted Bill Owens about this. I was told by Bill that he could not put me in that
position, because I would not do what “they wanted me to do.”

Within a few days or weeks I requested a transfer from the accounting depart-
ment and was transferred immediately to our ITG (Information Technology Group)
Department. Soon after joining ITG, I began working on an internet project and ul-
timately moved to that department under the supervision of Scott Stone in January
2001. Under HealthSouth’s new leadership, in May of 2003, I was promoted to As-
sistant Controller of the Corporate Division. I enjoy my work now, and believe
HealthSouth is a good company which can be a profitable business if run properly.

Mr. GREENWOOD. Thank you, Ms. Henze, and that is a point that
is important for us to understand, that there is new management
at the company and, frankly, wish the new management well in re-
establishing the company.

Ms. Sanders, you are recognized for your opening statement.
Good morning.

Ms. SANDERS. Good morning.

TESTIMONY OF TERESA SANDERS

Ms. SANDERS. My name is Teresa Sanders, and I currently live
in Birmingham, Alabama. I am 39 years old and I am married.

In 1986, I graduated from the University of Alabama with a de-
gree in accounting and also received my master’s degree in ac-
counting in 1988.

I began working with Ernst & Young in August 1988 as a staff
auditor, and I was laid off in February 1990. In March 1990, I was
hired by HealthSouth as the Internal Auditor. During my employ-
ment I received three promotions, and when I left my title was
Group Vice President and Chief Auditing Officer. My immediate
supervisor was Richard Scrushy, and I reported directly to him for
over 9 years. I left HealthSouth in November 1999.

I was hired by HealthSouth to audit our field operations. When
I started at HealthSouth, the company had 35 facilities, and by the
time I left that number had grown to approximately 2000. I had
complete access to the financial books of the field operations in
order to do my audits. However, I did not have access to the cor-
porate financial books. I did not need access to the corporate books
to perform field audits. Ernst & Young performed the audit on the
corporate books and any reports to the SEC.

As part of my duties as the Chief Auditing Officer, I had to make
reports to the audit committee of the Board of Directors. All meet-
ings that I had with the audit committee were before the full Board
except for one time in the years between 1997 and 1998, when I
met separately with that audit committee. However, that meeting
was attended by Tony Tanner, who is an Executive Vice President
and Corporate Compliance Officer.
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In 1996, Richard Scrushy approached me about establishing a 50
point checklist which became known as the “Pristine Audit.” After
Mr. Scrushy asked me to develop the checklist, I sent him a memo
expressing my opinion about the checklist. I have attached a copy
of that memo. Mr. Scrushy did not appreciate my opinion on the
matter and again instructed me to develop the checklist for his ap-
proval. Mr Scrushy informed me the Pristine Audit was to be han-
dled by Ernst & Young.

I developed the 50 point checklist which Mr. Scrushy approved.
I am attaching a copy of that checklist as well. As you can see, the
Pristine Checklist has nothing to do with the auditing of the finan-
cial books of a field facility. The Pristine Audit was nothing more
than a cosmetic, white glove, walk through of a facility. It was in
the nature of quality control and had nothing to do with the finan-
cial viability of a particular facility.

By the time I left HealthSouth, I was having problems with Mike
Martin, who was then CEFO. He turned off my computer access to
the general ledgers of the field operations. I needed access to those
ledgers to do my audits. I had to manually retrieve hard copies of
those ledgers, if needed, which was very time consuming.

I also did not like the way that HealthSouth handled an internal
sexual harassment investigation. It was my opinion that the of-
fending employee should have been terminated.

Although I heard rumors that “they were playing with the
books,” T had no knowledge that anyone at HealthSouth was com-
mitting fraud.

I ultimately left HealthSouth because I received a better job offer
with Eastern Health Systems in the compliance department as the
Compliance Officer. I was tired of traveling and my new job did not
require any travel.

[The prepared statement of Teresa Sanders follows:]

PREPARED STATEMENT OF TERESA SANDERS, FORMER GROUP VICE PRESIDENT AND
CHIEF AUDITING OFFICER, HEALTHSOUTH CORPORATION

My name is Teresa Sanders, and I currently live in Birmingham, Alabama. I am
39 years old. In 1986, I graduated from the University of Alabama with a degree
in accounting. I received my masters degree in accounting in 1988.

I began working with Ernst & Young in August of 1988 as a staff auditor, and
I was laid off in February of 1990. In March of that year (1990), I was hired by
HealthSouth as the Internal Auditor. During my employment I received three pro-
motions, and when I left my title became Group Vice President and Chief Auditing
Officer. My immediate supervisor was Richard Scrushy, and I reported directly to
him for over nine years. I left HealthSouth in November of 1999.

I was hired by HealthSouth to audit our field operations. When I started at
HealthSouth, the company had thirty-five (35) field facilities, and by the time I left
the number had grown to approximately two thousand (2000). I had complete access
to the financial books of the field operations in order to do my audits. However, I
did not have access to the corporate financial books. I did not need access to the
corporate books to perform field audits. Ernst & Young performed the audit on the
corporate books and any reports to the SEC.

As part of my duties as the Chief Auditing Officer, I had to make reports to the
audit committee of the Board of Directors. All the meetings that I had with the
audit committee were before the full Board except one time in either 1997 or 1998,
when I met separately with the audit committee. However, that meeting was at-
tended by Tony Tanner.

In 1996, Richard Scrushy approached me about establishing a fifty (50) point
checklist which became known as the “Pristine Audit.” After Mr. Scrushy asked me
to develop the checklist, I sent him a memo expressing my opinion about the check-
list. I have attached a copy of my memo. Mr. Scrushy did not appreciate my opinion
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on the matter and again instructed me to develop the checklist for his approval. Mr
Scrushy informed me the Pristine Audit was to be handled by Ernst & Young.

I developed the fifty (50) point checklist which Mr. Scrushy approved. I am attach-
ing a copy of the checklist. As you can see, the Pristine Checklist has nothing to
do with auditing the financial books of a field facility. The Pristine Audit was noth-
ing more than a cosmetic, white glove, walk through of a facility. It was in the na-
ture of quality control and had nothing to do with the financial viability of a par-
ticular facility.

By the time I left HealthSouth, I was having problems with Mike Martin. He
turned off my computer access to the general ledgers of the field operations. I need-
ed access to those ledgers to do my audits. I had to manually retrieve hard copies
of those ledgers, if needed, which was very time consuming. I also did not like the
way that HealthSouth handled an internal sexual harassment investigation. It was
my opinion that the offending employee should have been terminated. Although I
heard rumors that “they were playing with the books,” I had no knowledge that any-
one at HealthSouth was committing fraud. I ultimately left HealthSouth because I
received a better job offer with Eastern Health Services Systems in the compliance
department as the Compliance Officer. I was tired of traveling and my new job did
not require any travel.

Mr. GREENWOOD. Thank you, Ms. Sanders. Thank you for being
here.
Mr. Schlatter, your opening statement, please?

TESTIMONY OF STEVE SCHLATTER

Mr. SCHLATTER. My name is Steve Schlatter. I am a physical
therapist from Muncie, Indiana. I come before this Committee to
present concerns that arose during my employment as an Adminis-
{:)rator of a HealthSouth outpatient clinic from July 1995 to Decem-

er 2001.

In April 2001, I became aware of an HCFA Transmittal 1828
which discussed the use of the CPT code 97150 group therapy. The
Transmittal states that this code must be used when a therapist
performs “procedures with two or more individuals concurrently or
during the same time period.” My concerns about this were twofold
as this was a common practice within the HealthSouth system and
the fact that HealthSouth’s HCAP system (an automated docu-
mentation system) did not make this billing code available for the
clinicians to use. Out of concerns for my professional staff and my-
self, I felt a corporate explanation regarding this issue would as-
sure us that we were in compliance with all regulations and we
were in fact treating ethically and within the accepted standards
of our profession.

My initial effort was a simple request from HealthSouth for a
written policy. My quest for this information proved to be long,
frustrating, and unsuccessful. I did discuss this issue with the
American Physical Therapy Association Department of Government
Affairs and received the same interpretation of the Transmittal. I
also discussed this issue with a colleague who had hired an inde-
pendent firm to perform a Medicare compliance audit on his pri-
vate physical therapy practice. He claimed his auditors were ada-
mant that group therapy charges must be used when treating more
than one patient at a time. I communicated this information to
HealthSouth management and saved all communication to use as
proof that I was attempting to comply with regulations in the event
of an unexpected Medicare audit.

After nearly 2 months, I was told by several colleagues that
HealthSouth personnel in the Columbus, Ohio business office were
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irritated with my persistence in this matter. At that time I simply
made appropriate internal adjustments within my own clinic to
make sure that we were not treating patients concurrently, which
I felt to be the most ethical and professionally accepted standard
of practice.

In August 2002, I read that HealthSouth was claiming to miss
earnings expectations by $175 million due to unexpected changes
in Medicare reimbursements from group therapy. At that time I
felt compelled to share my information with the appropriate au-
thorities, thus bringing me before your Committee today.

I would like to thank you for the opportunity to appear before
this subcommittee, and I am willing to answer any questions.

[The prepared statement of Steve Schlatter follows:]

PREPARED STATEMENT OF STEVE SCHLATTER

Mr. Chairman and Members of the Subcommittee: My name is Steve Schlatter.
I am a physical therapist from Muncie, Indiana. I come before this Committee to
present concerns that arose during my employment as an Administrator of a
Healthsouth outpatient clinic from July 1995 to December 2001. In April of 2001,
I became aware of an HCFA transmittal 1828 which discussed the use of CPT code
97150 group therapy. The transmittal states that this code must be used when a
therapist performs “procedures with two or more individuals concurrently or during
the same time period.” My concerns about this were twofold as this was a common
practice within the Healthsouth system and the fact that Healthsouth’s HCAP sys-
tem (an automated documentation system) did not make this billing code available
for clinicians to use. Out of concerns for my professional staff and myself, I felt a
corporate explanation regarding this issue would assure us that we were in compli-
ance with all regulations and we were in fact treating ethically and within the ac-
cepted standards of our profession.

My initial effort was a simple request from Healthsouth for a written policy. My
quest for this information proved to be long, frustrating, and unsuccessful. I did dis-
cuss this issue with the American Physical Therapy Association Department of Gov-
ernment Affairs and received the same interpretation of the transmittal. I also dis-
cussed this issue with a colleague who had hired an independent firm to perform
a Medicare compliance audit on his private physical therapy practice. He claimed
his auditors were adamant that group therapy charges must be used when treating
more than one patient at a time. I communicated this information to Healthsouth
management and saved all communication to use as proof that I was attempting to
comply with regulations in the event of an unexpected Medicare audit.

After nearly two months, I was told by several colleagues that Healthsouth per-
sonnel in the Columbus, Ohio business office were irritated with my persistence in
this matter. At that time I simply made appropriate internal adjustments within
my own clinic to make sure that we were not treating patients concurrently, which
I felt to be the most ethical and professionally accepted standard of practice.

In August of 2002, I read that Healthsouth was claiming to miss earnings expec-
tations by 175 million dollars due to unexpected changes in Medicare reimburse-
ments from group therapy. At that time I felt compelled to share my information
with the appropriate authorities, thus bringing me before your Committee today.

I would like to thank you for the opportunity to appear before this Subcommittee.
I am willing to answer any questions regarding my statement and testimony.

Mr. GREENWOOD. We thank you, Mr. Schlatter. Thank you so
much.

Mr. Vines, an opening statement, please?

Mr. VINES. Good morning.

Mr. GREENWOOD. Good morning, sir.

TESTIMONY OF MICHAEL VINES

Mr. VINES. My name is Michael Vines. I live in Birmingham,
Alabama. I was employed at HealthSouth from April 1997 to May
2002 working in the Fixed Asset Management Department, and
would answer any questions about that time.
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Thank you.

Mr. GREENWOOD. Okay. And we will have plenty of them. Thank
you for being with us.

Mr. Cohen, do you have an opening statement?

TESTIMONY OF MARTIN COHEN

Mr. CoHEN. Yes. Mr. Chairman and members of the sub-
committee, good morning. My name is Martin Cohen. I am cur-
rently a Senior Managing Director with FTI Consulting focusing on
financial restructuring of troubled companies.

I have been invited to testify this morning about an analysis that
FTI conducted in the fall of 2002 for HealthSouth.

In mid-September 2002, FTI was hired by the law firm of Ful-
bright & Jaworski to conduct an analysis of the impact of Medicare
Transmittal 1753 on the revenues of HealthSouth. It is my under-
standing that Fulbright had been engaged by the Board of Direc-
tors of HealthSouth to examine a number of issues, and Fulbright
hired FTI to examine the impact of Transmittal 1753 on
HealthSouth’s outpatient rehabilitation revenues and assess the
reasonableness of the HealthSouth’s assertion that the reduction in
revenue could, on an annual basis, approximate $175 million.

While typically FTI considers itself bound by attorney/client
privilege and attorney work product doctrine when it undertakes
investigations at the direction of counsel, it is my understanding
that current counsel for HealthSouth has waived any such claim of
privilege as to the investigation conducted by FTI, thus allowing
me to testify before you today.

After being retained by Fulbright, I led a team of FTI employees
in analyzing the potential impact of Transmittal 1753 on
HealthSouth’s outpatient rehabilitation revenues. FTI collected de-
tailed coding and billing information from HealthSouth’s billing
files for a limited number of health care facilities for a 2-week pe-
riod during the months of May and June, 2002.

FTI then created a billing model based upon various assumptions
as to how Medicare outpatient rehabilitation coding guidelines
should be applied in the field. FTI further assessed the potential
impact of Transmittal 1753 on commercial and worker’s compensa-
tion insurance revenues.

Applying the data provided by HealthSouth to the billing model
developed by FTI, we next applied those conclusions to
HealthSouth’s outpatient rehabilitation patient population for the
first 6 months of 2002. Using this methodology, we came up with
a series of estimates of the potential impact of Transmittal 1753 on
HealthSouth’s revenues.

FTI presented a draft report to Fulbright on November 5, 2002,
which preliminarily indicated that the potential annualized impact
of Transmittal 1753 on HealthSouth’s outpatient rehabilitation rev-
enues from Medicare, commercial and worker’s compensation could
range from a low of $101 million to a high of $227 million. The
range of impact was largely dependent on the fact that it was un-
clear how the commercial and workers compensation insurers
would respond to the Medicare changes, either through a change
in billing practice or subsequent reduction in rates. However, dur-
ing the course of drafting the report FTI staff listened to the
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HealthSouth third quarter investor call held on November 5, 2002,
and noted significant discrepancies between management’s rep-
resentations as to the impact of Transmittal 1753 on third quarter
financial results and FTT’s preliminary findings.

Concerned that the HealthSouth management’s representations
during the third quarter investor call, if correct, could indicate a
problem with FTI’s draft analysis, FTI immediately notified Ful-
bright & Jaworski of the discrepancies.

Further, on November 6, 2002, I wrote to Bill Owens,
HealthSouth’s President and Chief Executive Officer, and re-
quested that HealthSouth provide FTI with certain specific finan-
cial information, which could be used to check the discrepancies be-
tween FTI’s draft findings and the statements made during the
earnings announcement. Neither Mr. Owens, nor anyone else from
HealthSouth, ever responded to my November 6, 2002 request for
further information, and FTI never finalized its report.

I will be happy to answer any questions the members of the sub-
committee may have regarding the draft report.

[The prepared statement of Martin Cohen follows:]

PREPARED STATEMENT OF MARTIN L. COHEN, FTI CONSULTING, INC.

Mr. Chairman and members of the Subcommittee, good morning. My name is
Martin Cohen. I am currently a Senior Managing Director with FTI Consulting, Inc.
(“FTI”), focusing on financial restructuring of troubled companies. I have been in-
vited to testify this morning about an analysis that FTI conducted in the Fall of
2002 for HealthSouth Corporation (“HealthSouth”).

In mid-September, 2002, FTI was hired by the law firm of Fulbright & Jaworski
(“Fulbright”) to conduct an analysis of the impact of Medicare Transmittal 1753
(“Transmittal 1753”) on the revenues of HealthSouth. It is my understanding that
Fulbright had been engaged by the Board of Directors of HealthSouth to examine
a number of issues, and Fulbright hired FTI to examine the impact of Transmittal
1753 on the HealthSouth’s outpatient rehabilitation revenues and assess the reason-
ableness of the HealthSouth’s assertion that the reduction in revenue could, on an
annual basis, approximate $175 million. While typically FTI considers itself bound
by the attorney-client privilege and attorney work product doctrine when it under-
takes investigations at the direction of counsel, it is my understanding that current
counsel for HealthSouth has waived any such claim of privilege as to the investiga-
tion conducted by FTI, thus allowing me to testify before you today.

After being retained by Fulbright, I led a team of FTI employees in analyzing the
potential impact of Transmittal 1753 on HealthSouth’s outpatient rehabilitation rev-
enues. FTI collected detailed coding and billing information from HealthSouth’s bill-
ing files for a limited number of health care facilities for a two-week period during
the months of May and June, 2002. FTI then created a billing model based upon
various assumptions as to how Medicare outpatient rehabilitation coding guidelines
should be applied in the field. FTI further assessed the potential impact of Trans-
mittal 1753 on commercial and worker’s compensation insurance revenues. Applying
the data provided by HealthSouth to the billing model developed by FTI, we next
applied those conclusions to HealthSouth’s outpatient rehabilitation patient popu-
lation for the first six months of 2002. Using this methodology, we came up with
a series of estimates of the potential impact of Transmittal 1753 on HealthSouth’s
revenues.

FTI presented a draft report to Fulbright on November 5, 2002, which prelimi-
narily indicated that the potential annualized impact of Transmittal 1753 on
HealthSouth’s outpatient rehabilitation revenues from Medicare, commercial and
workers compensation could range from a low of $101 million to a high of $227 mil-
lion. The range of impact was largely dependent on the fact that it was unclear how
the commercial and workers compensation insurers would respond to the Medicare
changes, either through a change in billing practices or subsequent reduction in
rates. However, during the course of drafting the report FTI staff listened to the
HealthSouth third quarter investor call held on November 5, 2002, and noted sig-
nificant discrepancies between management’s representations as to the impact of
Transmittal 1753 on third quarter financial results and FTI’s preliminary findings.
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Concerned that the HealthSouth management’s representations during the third
quarter investor call, if correct, could indicate a problem with FTTs draft analysis,
FTI immediately notified Fulbright & Jaworski of the discrepancies. Further, on No-
vember 6, 2002, I wrote to Bill Owens, HealthSouth’s President and Chief Executive
Officer, and requested that HealthSouth provide FTI with certain specific financial
information, which could be used to check the discrepancies between FTI’s draft
findings and the statements made during the earnings announcement. Neither Mr.
Owens, nor anyone else from HealthSouth, ever responded to my November 6, 2002
request for further information, and FTI never finalized its report.

I will be happy to answer any questions the members of the Subcommittee may
have as to the draft analysis performed by FTI.

Mr. GREENWOOD. Thank you very much, Mr. Cohen.
Ms. Cullison, do you have an opening statement.
Ms. CULLISON. Yes.

Mr. GREENWOOD. Good morning.

TESTIMONY OF KELLY CULLISON

Ms. CULLISON. Good morning.

My name is Kelly Cullison, and I live in Birmingham, Alabama.
I am 32 years old. I graduated from the University of Alabama at
Birmingham with a degree in accounting in December 1992.

In August 1994, I was hired by HealthSouth to work in the In-
ternal Audit Department. I held the title of Staff Auditor, Senior
Auditor and Assistant Vice President of Internal Audit. In June
1997, 1 was transferred to the compliance department and was
given the title of Compliance Director.

The Compliance Department provided an internal mechanism for
the employees to report problems. We ran a day-to-day hotline and
most of the complaints that we received involved personnel prob-
lems. Those complaints were routed to the Human Resource De-
partment.

My immediate supervisor was Tony Tanner who was Executive
Vice President of Administration. Mr. Tanner retired in December
1999, and he was replaced by Brad Hale who was my immediate
supervisor until I resigned in January 2001.

Around November 1999, Diana Henze came to me with a com-
plaint about some accounting transactions. This was a face-to-face
meeting with Diana, and she gave specific information about jour-
nal entries being posted on a quarterly basis. She gave me specific
queries to run on the computer system to find the journal entries.
In short, Diana’s complaint had to do with possible fraud being
committed. I ran the queries and found large dollar amounts being
entered. However, I did not have access to the supporting docu-
ments to determine whether or not the journal entries were legiti-
mate. Therefore, I did not have the means or authority to properly
investigate Diana’s complaint.

I took Diana’s complaint to my supervisor Tony Tanner. He ex-
pressed concern and said that he would look into the matter. I be-
lieve that I had a follow-up conversation with Diana about her
complaint, but I do not recall the specifics of what was said. How-
ever, Diana was clear that she stood by her complaint and would
not withdraw it. Mr. Tanner told me that Diana’s complaint had
been resolved and that the case was closed. I had no reason to
doubt him because I could not investigate her complaint on my
own. Because of the way HealthSouth was structured a complaint
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such as Diana’s had to go up the chain of command to be properly
investigated.

I left HealthSouth in January 2001 to begin working for myself.
I started my own business doing internal audits for healthcare
companies on an independent contract basis.

At HealthSouth, the Compliance Department was defined too
broadly. It dealt not only with State and Federal laws and regula-
tions but also with internal policy as well. The department was
bogged down with complaints concerning internal policy and per-
sonnel decisions, and it simply became a clearinghouse of com-
plaints. As I stated earlier, most complaints were sent to Human
Resources. We did not have the authority or resources to inves-
tigate complaints such as the one brought by Diana. What we
should learn from this is that the compliance departments should
have the appropriate resources and authority, such as complete ac-
cess to corporate books to investigate complaints involving fraud in
financial accounting.

Moreover, compliance departments should consider the merits of
focusing solely on State and Federal laws and regulations rather
than broadly addressing regulatory and personnel issues.

Thank you.

[The prepared statement of Kelly Cullison follows:]

PREPARED STATEMENT OF KELLY CULLISON, COMPLIANCE DIRECTOR, HEALTHSOUTH
CORPORATION

My name is Kelly Cullison, and I live in Birmingham, Alabama. I am thirty-two
years old. I graduated from the University of Alabama at Birmingham with a degree
in accounting in December of 1992.

In August of 1994, I was hired by HealthSouth to work in the Internal Audit De-
partment. I held the title of Staff Auditor, Senior Auditor and Assistant Vice Presi-
dent of Internal Audit. In June of 1997, I was transferred to the compliance depart-
ment and was given the title of Compliance Director.

The Compliance Department provided an internal mechanism for the employees
to report problems. We ran a day-to-day hotline and most of the complaints that
we received involved personnel problems. Those complaints were routed to the
Human Resource Department.

My immediate supervisor was Tony Tanner who was Executive Vice President of
Administration. Mr. Tanner retired in December of 1999, and he was replaced by
Brad Hale who was my immediate supervisor until I resigned in January of 2001.

Around November of 1999, Diana Henze came to me with a complaint about some
accounting transactions. This was a face-to-face meeting with Diana, and she gave
specific information about journal entries being posted on a quarterly basis. She
gave me specific queries to run on the computer system to find the journal entries.
In short, Diana’s complaint had to do with possible fraud being committed. I ran
the queries and found large dollar amounts being entered. However, I did not have
access to the supporting documents to determine whether or not the journal entries
were legitimate. Therefore, I did not have the means or authority to properly inves-
tigate Diana’s complaint.

I took Diana’s complaint to my supervisor Tony Tanner. He expressed concern and
said that he would look into the matter. I believe that I had a follow-up conversa-
tion with Diana about her complaint, but I do not recall the specifics of what was
said. However, Diana was clear that she stood by her complaint and would not with-
draw it. Mr. Tanner told me that Diana’s complaint had been resolved and that the
case was closed. I had no reason to doubt him because I could not investigate her
complaint on my own. Because of the way HealthSouth was structured a complaint
such as Diana’s had to go up the chain of command to be properly investigated. In
retrospect, it appears that the “foxes were guarding the chickens.”

I left HealthSouth in January of 2001 to begin working for myself. I started my
own business doing internal audits for healthcare companies on an independent con-
tract basis.

At HealthSouth, the Compliance Department was defined too broadly. It dealt not
only with State and federal laws and regulations but also with internal policy as
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well. The department was bogged down with complaints concerning internal policy
and personnel decisions, and it simply became a clearinghouse of complaints. As I
stated earlier, most complaints were sent to Human Resources. We did not have the
authority or resources to investigate complaints such as one brought by Diana.
What we should learn from this is that compliance departments should have the ap-
propriate resources and authority, i.e. complete access to corporate books to inves-
tigate complaints involving fraud in financial accounting. Moreover, compliance de-
partments should consider the merits of focusing solely on State and federal laws
and regulations rather than broadly addressing regulatory and personnel issues.

Mr. GREENWOOD. Thank you, Ms. Cullison.
Mr. Smith, for your opening statement.

TESTIMONY OF GREG SMITH

Mr. SMITH. I do not wish to make a statement at this time, but
I will answer your questions.

Mr. GREENWOOD. Very well. Thank you very much.

The Chair recognizes himself for 10 minutes for purposes of in-
quiry, and we will begin with you, Ms. Henze.

Ms. Henze, you told us in your opening statement that in 1998
you began to notice earnings and earnings per share, as you said,
jump up over a period of a few days during the quarter end consoli-
dation process. Could you explain to us what you were asked to do
that caused you to notice the changes in the numbers?

Ms. HENZE. Yes. One of my sole responsibilities or one of my re-
sponsibilities was to run the consolidation process, which is to pull
the numbers together after general accounting was through.

So when general accounting came to me and said they were
through, I pulled—you know, I ran a consolidation process, which
is a totally audited process on the computer, handed it up to my
supervisor, which was Ken Livesay.

Shortly there afterwards, they asked me to rerun it. Open up the
periods—well, actually, I'm sorry. They asked me to open up the
accounting periods so that more entries could be entered into the
system.

Mr. GREENWOOD. And was that in itself unusual?

Ms. HENZE. Not in and of itself. I mean, usually you can run a
consolidation and then be asked to rerun.

Mr. GREENWOOD. Okay.

Ms. HENZE. But this was probably like the third, maybe the
fourth time. I mean, it was continuing to do that. And at this time
of the quarter end it was very unusual that your amounts should
jump dramatically or drastically.

So it was just in this process that after a few times of running
the consolidation that the numbers—that the numbers jumped.

Mr. GREENWOOD. Okay. You told our staff that you also wit-
nessed accounting meetings occurring behind closed doors. Could
you tell us who you recall in those meetings and what appeared to
be happened or what happened after those meetings?

Ms. HENZE. Yes. Usually during the quarter end prior to earn-
ings releases during—after I had run the consolidations, one, twice,
there would be a meeting in a conference room right outside of Mr.
Owens’ office. And——

Mr. GREENWOOD. And just identify who Mr. Owens is.

Ms. HENZE. I'm sorry. Mr. Owens was the Controller at that
time.
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Mr. GREENWOOD. Okay.

Ms. HENZE. Shortly after this meeting after they would adjourn,
I would get a phone call to open up the accounting periods that
they needed to make some additional entries, which in my previous
answer I would go through that whole process again.

Mr. GREENWOOD. Right. Okay. And was Mr. Livesay there?

Ms. HENZE. Yes.

Mr. GREENWOOD. And Weston Smith?

Ms. HENZE. I believe I recall seeing Mr. Smith.

Mr. GREENWOOD. Susan Jones?

Ms. HENZE. Yes.

Mr. GREENWOOD. Sharon Faulkner?

Ms. HENZE. Yes.

Mr. GREENWOOD. Emery Harris?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Kay Morgan?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Okay. These are pretty senior level officers
that are meeting, and then soon after you are told to reopen the
consolidation process and, lo and behold, the numbers are chang-
ing. Is that what you are testifying to?

Ms. HENZE. That is—that is correct.

Mr. GREENWOOD. Okay. You mentioned that in 1999 you were
called into Bill Owens’ office after you complained to your boss
about your suspensions of fraud. Did Mr. Owens or Mr. Livesay,
your boss, ever deny that the fraud was being committed?

Ms. HENZE. They neither denied nor acknowledged.

Mr. GREENWOOD. They didn’t admit it, they didn’t deny it, they
just sort of nodded their heads, is that what they did? Okay.

You told our staff in an interview that when you were called into
Bill Owens’ office in 1999 after you told your boss Ken Livesay’s
your suspicions about fraud, that Mr. Owens said “If we do not
meet our earnings, people start losing jobs.” Is that what the Con-
troller of HealthSouth told you?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Were you shocked?

Ms. HENZE. Pretty much.

Mr. GREENWOOD. Did you take that as an admission that they
were doing something funny with the numbers?

Ms. HENZE. He did not deny it, so it was kind of I really did not
know whether to really believe that they were or that
somebody——

Mr. GREENWOOD. How did you feel emotionally about that?

Ms. HENZE. I was pretty upset.

Mr. GREENWOOD. You also Committee staff that you spoke to
Mike Martin, who was then the CFO of HealthSouth about your
concerns. Could you tell us what you told Mr. Martin and what his
response was?

Ms. HENZE. I went to Mike Martin, it was mainly about being
passed over for a promotion. And

Mr. GREENWOOD. Did you believe that you were being passed
over because you had brought these concerns?

Ms. HENZE. I did not know what to believe at first.

Mr. GREENWOOD. Okay.
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Ms. HENZE. But I was told that I did not get the promotion be-
cause I did not—would not participate. But in our conversation I
brought up the—what had been occurring within the accounting
department. Mike seemed very upset, but restated some similar to
Bill’s conversation that——

Mr. GREENWOOD. Was he yelling?

Ms. HENZE. He was yelling, not necessarily at me. More of just
that he was approached with an uncomfortable situation.

Mr. GREENWOOD. Did he say the company will go down, we have
to do it?

Ms. HENZE. I believe he—he said something that we have to do
this. I am not sure if he actually said the company will go down.

Mr. GREENWOOD. Okay. And then Mr. Scrushy walked into Mr.
Martin’s office?

Ms. HENZE. Yes, right near the end of our conversation.

Mr. GREENwWOOD. Okay. Did Ken Livesay ever relay to you that
he had been told by upper management to “passive you”.

Ms. HENZE. Mr. Livesay had called me into his office shortly
after I had gone to the Corporate Compliance. And had asked me
if I actually did go in and file a complaint. He apparently—he had
told me that he got called to Bill—I mean, to Mike Martin’s office
and that eventually they wanted Compliance to come back to the
person who had filed the complaint and instruct them to go back
to Mr. Livesay so that he could smooth things over.

Mr. GREENWOOD. When you spoke with Kelly Cullison about your
suspensions of accounting fraud, did you also mention to her who
you believed might be involved?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Did you mention Ken Livesay, Mike Martin,
Bill Owens?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Okay. The people that you believed were com-
mitting accounting fraud as far back as 1998, have these people
plead guilty to similar charges?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Okay. What did you believe would happen
when you made your formal complaint with HealthSouth Compli-
ance Department?

Ms. HENZE. I believed that it—that it would go up to senior—the
most senior level and that appropriate action would take place, and
that the—if it was fraud, which is what I suspected, that it would
be addressed and taken care of.

Mr. GREENWOOD. And do you in fact think now looking back that
it was taken seriously and it was investigated?

Ms. HENZE. I think when I made—I believe when I made my
complaint to the—to Kelly in Corporate Compliance that it was
taken seriously. I do not think that it was taken seriously or han-
dled appropriately beyond that.

Mr. GREENWOOD. What made you decide to go to log a formal
complaint with the Compliance Department?

Ms. HENZE. What made me?

Mr. GREENWOOD. When did you decide it was time to file a for-
mal complaint?
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Ms. HENZE. When it became apparent that it was going to con-
tinue even after my first address to Mr. Owens and Mr. Livesay.

Mr. GREENWOOD. It is a pretty bold thing to do. Were you not
worried about losing your job?

Ms. HENZE. I was not really worried about losing my job.

Mr. GREENWOOD. Because you did not think you would lose it or
because you could survive without it?

Ms. HENZE. Well, I could not really—it would have been tough
to survive without it. You know, technically they could not fired me
for going to Compliance, even though I know that they could have
made it very hard for me.

Mr. GREENWOOD. Yes. Or pass——

Ms. HENZE. But it was not right. So——

Mr. GREENWOOD. Well, good for you.

Ms. HENZE. Thank you.

Mr. GREENWOOD. Let me quickly try to ask a question or two of
Ms. Sanders.

Now you told us you worked for HealthSouth from 1993 to 2000
and you were the Chief Internal Auditor for the company through-
out many of those years. To whom did you report to in that capac-
ity?

Ms. SANDERS. Actually, I worked for the company 1990 to 1999.

Mr. GREENWOOD. Okay.

Ms. SANDERS. And I reported to Richard Scrushy, the CEO. And
when I started, he was also the President of the company as well.

Mr. GREENWOOD. Okay. Did the internal audit department have
any direct reporting relationship with the audit committee of the
board of directors?

Ms. SANDERS. In the charter, I believe there was a statement
that they would have a reporting—maybe not a direct reporting re-
lationship, but a reporting relationship to the audit committee.

Mr. GREENWOOD. That is the way it was supposed to work?

Ms. SANDERS. That was the way it was supposed to work. But
in reality I did not have separate meetings with the audit com-
mittee except for that one that was in 1990—somewhere
between

Mr. GREENWOOD. And why was that? You know at the time that
the charter said that there was supposed to be this reporting rela-
tionship?

Ms. SANDERS. Correct.

Mr. GREENWOOD. You did not take it upon yourself to make that
happen or you tried and were not given the opportunity, or what?

Ms. SANDERS. It was really—I mean, it was a very difficult thing
to try to push that with Mr. Scrushy. He was—he did not like sur-
prises. He wanted to be in those meetings. So those why those
meetings were usually held always with the

Mr. GREENWOOD. So did you ever ask Mr. Scrushy if it would be
okay if you reported directly to the

Ms. SANDERS. I do not recall ever asking him for that specifically,
no.
Mr. GREENWOOD. In the 10 years that you were Chief Internal
Auditor for HealthSouth how many times did you meet with the
audit committee?
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Ms. SANDERS. One time, and that—I mean, as far as like one
time separately. Whenever we had audit committee meetings, they
were always the full board. They—that meeting was the one that
was attended by Tony Tanner, who was the Executive Vice Presi-
dent and Compliance Officer.

Mr. GREENWOOD. Were you scared that Mr. Scrushy would find
out that you made—I'm sorry.

Let me go back to you, Ms. Henze. And one final question for you
because my time has expired. Were you scared that Mr. Scrushy
would find out that you made the allegations?

Ms. SANDERS. That I made——

Mr. GREENWOOD. No. This is Ms. Henze, I'm sorry. I'm sorry.

Ms. HENZE. I'm sorry, what was your question?

Mr. GREENWOOD. I asked you earlier if you were worried about
losing your job. Were you particularly worried that Mr. Scrushy
would find out about this?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Okay. Why were you worried that he would
find out about this?

Ms. HENZE. I was worried about retaliation.

Mr. GREENWOOD. What made you worried about retaliation? Was
there reason?

Ms. HENZE. Just the atmosphere and rumors that circulate with-
in the corporation.

Mr. GREENWOOD. Such as?

Ms. HENZE. That he did not like bad news. That, you know, just
bad things happened. And, you know, one of the examples is defi-
nitely you would lose your job, but is it more than just intimida-
tion? I did not know, you know, financially, personally there would
be a retaliation toward me.

Mr. GREENWOOD. Okay. Thank you.

My time has expired. The gentlelady from Colorado.

Ms. DEGETTE. Thank you, Mr. Chairman.

Ms. Henze, were you worried as well as your job about your hus-
band’s job?

Ms. HENZE. Yes, ma’am.

Ms. DEGETTE. And why was that?

Ms. HENZE. My husband works for the University of Alabama in
Birmingham, and Mr. Scrushy has a lot of contact there with the
University.

Ms. DEGETTE. And were you worried that he would have the in-
fluence to effect your husband’s job if he was upset with you?

Ms. HENZE. Yes, ma’am. Yes, ma’am.

Ms. DEGETTE. Why is it that you thought that Mr. Scrushy
would go that far in retaliation? What gave you that level of fear?

Ms. HENZE. I cannot really give you a specific. It was more of
just the general atmosphere within the corporate office that you
are not to do anything to cross Mr. Scrushy.

Ms. DEGETTE. Did you get the sense with your position that Mr.
Scrushy kept an eye on the books and knew what was going on in
terms of the financial affairs of the company?

Ms. HENZE. Did I think that he knew what was going on or

Ms. DEGETTE. Yes.

Ms. HENZE. Yes, ma’am.
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Ms. DEGETTE. Why?

Ms. HENZE. Well, in the Monday morning meetings that we
would have, he talked about just the numbers of the books and
that he made comments “I know what’s going on, I am keeping an
eye on everybody’s performance.” I mean, you know, mainly talking
about the operational, facility operations. So he—he—he stressed it
within our Monday morning meetings.

Ms. DEGETTE. Now, you were here in the hearing room when we
played the snippets from the “60 Minutes” interview with Mr.
Scrushy, were you not?

Ms. HENZE. Yes, ma’am.

Ms. DEGETTE. I thought I saw you. And I do not know if you
heard Mike Wallace say you don’t keep track of the accounting. Mr.
Scrushy said “CEOs do not do that. CFOs do that.” Do you remem-
ber seeing that?

Ms. HENZE. Yes, ma’am.

Ms. DEGETTE. In your experience in your position do you think
tha“g that is true that Mr. Scrushy didn’t keep track of the account-
ing?

Ms. HENZE. I—I believe that kept an eye on the performance of
the company, maybe not down to the total details of the accounting.
But he kept an eye on what our earnings were, what our perform-
ance was.

Ms. DEGETTE. And I think that is the job of the CEO, do you?

Ms. HENZE. Yes, ma’am.

Ms. DEGETTE. Ms. Sanders, I wanted to ask you because you re-
ported directly to Mr. Scrushy what you thought about that state-
ment. Was it your sense that Mr. Scrushy kept track of the ac-
counting, at least on a general basis?

Ms. SANDERS. On a general basis, yes. He—during those Monday
morning meetings that Ms. Henze’s referring to, yes, he would
make those—those comments.

Ms. DEGETTE. Talk if you can a little bit your perception of those
Monday morning meetings?

Ms. SANDERS. They were usually very large, especially toward
the end when I was there because there several hundred—or sev-
eral hundred people within the room. You were basically to report
on the top five things that you did the previous week and the top
five things that you were going to be reporting on this on the up-
coming week.

Usually he followed up with ending comments and would talk
about, you know, he usually had a stack that he would throw up
on the table and say that I have got all the numbers for the—for
every one of the facilities and I am watching, and I know what is
going on in this facilities.

Ms. DEGETTE. So, as the internal auditor you—was that your
title, internal auditor?

Ms. SANDERS. That was my title when I started with the com-
pany in 1990, yes.

Ms. DEGETTE. Okay. And, I'm sorry, when you left it was Group
Vice President and Chief Auditing Officer.

Ms. SANDERS. Yes.

Ms. DEGETTE. So it was your job in the Monday morning meet-
ings or the Monday meetings to talk about the auditing, right?
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Ms. SANDERS. It basically the facilities that we were visiting and
that we had been at last—at the previous week and then the facili-
ties that we were visiting for the coming week. We did not nec-
essarily report on the results of those audits.

Ms. DEGETTE. Now, you did not actually have access to the cor-
porate books when you were doing field audits, did you?

Ms. SANDERS. No, I did not.

Ms. DEGETTE. Did you ever have access to the corporate books?

Ms. SANDERS. No, I did not.

Ms. DEGETTE. How is it as the Group Vice President and Chief
Auditing Officer you would be able to achieve field audits if you
could not compare it back to the corporate books?

Ms. SANDERS. That was not part of our audits. We were to audit
the information that was coming in from the individual facilities,
and to just make sure it had been posted correctly to the general
ledgers. But it was not our responsibility to make sure that it got
pulled into the corporate books or into the consolidation.

Ms. DEGETTE. And whose job was that?

Ms. SANDERS. That would have been left to Ernst & Young to
audit that.

Ms. DEGETTE. The outside auditors?

Ms. SANDERS. The outside—the outside auditors, yes.

Ms. DEGETTE. And you said in your testimony that you had some
concerns, I think it was in 1996, and so you wrote a memo to Mr.
Scrushy about the facility auditing. That is Tab 40 in the notebook
in front of you there.

Ms. SANDERS. Is this the Pristine, referring to the memo about
the Pristine Audit?

Ms. DEGETTE. Right.

Ms. SANDERS. Yes, ma’am.

Ms. DEGETTE. Why did you write that memo to Mr. Scrushy?

Ms. SANDERS. I do not have a copy of it, but I believe I remember
it.

Ms. DEGETTE. It is the one that you said was attached to your
testimony.

Ms. SANDERS. Thank you.

Ms. DEGETTE. It says to Richard M. Scrushy from——

Ms. SANDERS. Yes. Uh-huh.

I wrote it for two reasons. No. 1 was I felt it—not that it was
a waste of money. I agreed with the idea that we needed to do
these types of audits, but I did not necessarily agree that we need-
ed to have a CPA firm performing those audits.

Ms. DEGETTE. So the word “audit” is being thrown around kind
of loosely here.

Ms. SANDERS. Right.

Ms. DEGETTE. Because, I mean, with you you are an accountant,
right?

Ms. SANDERS. Correct. Yes.

Ms. DEGETTE. So when you do an audit, you are talking about
reconciling the books, correct?

Ms. SANDERS. Right. Financially.

Ms. DEGETTE. But that’s not financial information. But that is
not the kind of audit that Mr. Scrushy was talking about, was it?
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Ms. 1SANDERS. No. This was more of a quality standards, quality
control.

Ms. DEGETTE. And, in fact, the 50 point—the Pristine factor
audit form?

Ms. SANDERS. Yes.

Ms. DEGETTE. That’s attached to Tab 41, and that was also at-
tached to your testimony.

Ms. SANDERS. Right.

Ms. DEGETTE. That was what you were talking about, that was
the kind of audit that Mr. Scrushy wanted of the facilities, correct?

Ms. SANDERS. Correct, yes.

Ms. DEGETTE. And the kinds of audit is things like: Overall ap-
pezilr%nces, organized and neat; music is at an acceptable level, etc,
right?

Ms. SANDERS. Correct.

Ms. DEGETTE. Now none of those are financial things?

Ms. SANDERS. No, ma’am.

Ms. DEGETTE. Now, after you sent this memo to Mr. Scrushy, did
you take that concern to anybody else that they were asking you
to do a facilities type audit but not a financial audit? What did you
do about that?

Ms. SANDERS. I—I had cc’d this memo to Jim Bennett, Gerald
Brown, Aaron Beam and Bill Owens. I did not necessarily hear any
responses back from them about this, but that would have been—
this would have been an internal memo and I would not have gone
outside of the company with my concerns about it.

Ms. DEGETTE. But did anybody ever get back to you and tell
you—Ilet me ask you this

Ms. SANDERS. Which it did, yes.

Ms. DEGETTE. Did you ever do any financial audits of the outside
facilities, of the facilities?

Ms. SANDERS. Yes. That was what we were responsible for, was
doing the financial audits of the field locations, the information
that they were sending in to the corporate office.

Ms. DEGETTE. Did you ever visit the field locations?

Ms. SANDERS. Yes.

Ms. DEGETTE. How many of the field locations?

Ms. SANDERS. When I started, I probably did about 20 of the 35.
And then when we left, we usually budgeted for about 100 facilities
to be audited in a year.

Ms. DEGETTE. Now, I think you said that while you were there—
did you want to correct and answer, ma’am?

Ms. SANDERS. I'm sorry. I'm sorry. No, ma’am.

Ms. DEGETTE. After consulting with counsel?

Ms. SANDERS. Okay. It was—yes. It was my responsible to do the
financial audits on the field locations.

Ms. DEGETTE. Right.

Ms. SANDERS. Yes. Okay.

Ms. DEGETTE. Now, you said there were 35 facilities and one
auditor when you started.

Ms. SANDERS. Right.

Ms. DEGETTE. And then when you left there were 1800 facilities,
correct?

Ms. SANDERS. Correct.
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Ms. DEGETTE. So were there 50 auditors then when you left?

Ms. SANDERS. No. There were approximately 10 auditors.

Ms. DEGETTE. Ten auditors for 1800 facilities?

Ms. SANDERS. Correct.

Ms. DEGETTE. So were you able to then do the same kind of level
of auditing at the end as you were at the beginning?

Ms. SANDERS. No.

Ms. DEGETTE. Obviously.

Ms. SANDERS. No.

Ms. DEGETTE. Did Ernst & Young ever tell you that your inter-
nal audit operation was weak?

Ms. SANDERS. No, they did not make that direct statement to me,
no.
Ms. DEGETTE. Did Ernst & Young ever recommend that you
have access to the corporate books so that you could compare the
audits?

Ms. SANDERS. No, ma’am. They did not make that direct state-
ment.

Ms. DEGETTE. And did Ernst & Young ever recommend that you
get additional staff to complete these audits?

Ms. SANDERS. We talked about adding staff and they tried to
make—they made those recommendations, to my knowledge, to
management. They would make that recommendation, and I am
not sure if it was in the management letter or not, but those would
make those recommendations to management.

Ms. DEGETTE. And did you ever discuss that with Mr. Scrushy,
your immediate supervisor?

Ms. SANDERS. I did talk to him one time about adding more staff.
We did end up adding one or two more people at that point in time.
That was probably the 1996 to 1998 timeframe is what I am think-
ing.

Ms. DEGETTE. And was that sufficient, was that one additional
staff member sufficient to complete these audits?

Ms. SANDERS. No. No it was nowhere near. No.

Ms. DEGETTE. Now, security at HealthSouth was always very
tight. Were there hidden cameras in the hallways?

Ms. SANDERS. Yes.

Ms. DEGETTE. And where were they, do you know?

Ms. SANDERS. I know of one in particular. It was outside of Bill
Owens’ and Weston Smith’s office.

Ms. DEGETTE. Do you know what those hidden cameras were
for?

Ms. SANDERS. To keep an eye on who was going in and out of
the offices, is all I know.

Ms. DEGETTE. When did you discover that?

Ms. SANDERS. During an investigation that I conducted. A con-
tract employee had falsified and had gotten—falsified documents
and had gotten a check written. And during that investigation
working with the security department they showed me tapes from
those cameras and I realized that there wasn’t a camera that you
could see up there. And they said, well, there is some that are hid-
den. And they showed me where.

Ms. DEGETTE. How did that make you feel then?

Ms. SANDERS. Oh, a little nervous.
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Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The time of the gentlelady has expired. The
Chair recognizes the gentleman from Oregon, Mr. Walden for 10
minutes.

Mr. WALDEN. Thank you, Mr. Chairman.

Ms. Henze, you have testified about the reopening of the books
and the adjustments that occurred I think going into the end of
each quarter, is that correct?

Ms. HENZE. Yes, sir.

Mr. WALDEN. Did the numbers ever get adjusted negatively?

Ms. HENZE. Not that I recall. No, sir.

Mr. WALDEN. So to the best of your recollection the numbers
were always enhanced, which would make it seem like the com-
pany was doing better than perhaps it was?

Ms. HENZE. Yes, sir. They were always enhanced to meet the
earnings per share that was estimated on the street.

Mr. WALDEN. I want to hear that again. They were always en-
hanced to meet the earnings per share estimate——

Ms. HENZE. The earnings per share.

Mr. WALDEN. [continuing] that was on the street?

Ms. HENZE. Yes.

Mr. WALDEN. And that is part of why you filed your objection?

Ms. HENZE. Yes, sir.

Mr. WALDEN. Okay. Ms. Sanders, were minutes ever kept of the
Monday morning meetings?

Ms. SANDERS. I am not aware of any minutes that were kept. I
do know that they kept copies of our reports that we submitted for
those meetings.

Mr. WALDEN. Do you know based on what you know about the
security system, were they tapped?

Ms. SANDERS. Not to my knowledge. I do not know. There were
cameras in the conference center, then it would have been taped.
But I am not sure if there are cameras in that conference center.
I do not remember.

Mr. WALDEN. It would be most interesting to find out.

The memo, Ms. Sanders, that you sent to Mr. Scrushy, could you
describe for us to the best of your recollection his specific reaction
to that memo? Did he ever talk to you about that?

Ms. SANDERS. Oh, yes. Yes, sir, he did. He was very upset with
me. I felt like I was disagreeing with what he was wanting to do
and the program that he was wanting to do. And I was told to
get—I needed to pull the wagon and get with the program and go
out and make it happen. And that is basically what I did.

Mr. WALDEN. Is that all he said to you?

Ms. SANDERS. He was very vocal in how he said it, specific lan-
guage that he used I do not recall. But I just know that he was
very forceful in telling me that I needed to put this memo aside,
he wanted this done and we were going to go forward with this.

Mr. WALDEN. Did he say that you were lucky to have a job?

Ms. SANDERS. Yes, he did. He did tell me that. He said I needed
to remember that I was lucky to have a job. That I had been laid
off from Ernst & Young and that I had not—and I did not have
a job when I had started to work with HealthSouth, yes.

Mr. WALDEN. Did he ever call you an idiot?
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Ms. SANDERS. He did not use that specific terminology, no. But
he—he certainly made me feel that way once I walked out of there.

Mr. WALDEN. All right. Who chaired the board’s audit com-
mittee?

Ms. SANDERS. During the time that I was there it had been Dr.
Philip Watkins.

Mr. WALDEN. And did you ever meet just individually with Dr.
Watkins?

Ms. SANDERS. No, sir. No.

Mr. WALDEN. Did he ever ask to meet with you individually?

Ms. SANDERS. No, sir, he did not.

Mr. WALDEN. Did he ever schedule board meetings, audit com-
mittee meetings to meet with you?

Ms. SANDERS. No, sir, he did not.

Mr. WALDEN. Was there ever a discussion about why the internal
auditor reported to senior management and not to the audit com-
mittee independently?

Ms. SANDERS. Not with me there was not.

Mr. WALDEN. Did you ever raise that as an issue that maybe
that’s not the way it should work?

Ms. SANDERS. Not with him, no.

Mr. WALDEN. Who did you raise it with?

Ms. SANDERS. The only person that I would have raised that with
would have been when we were writing the charter when I first
started, and that would have been with Tony Tanner and with Mr.
Scrushy at that time.

Mr. WALDEN. So Mr. Tanner and Mr. Scrushy? And you raised
it with them, and what again did the charter say?

Ms. SANDERS. The charter, when it—one it had been revised said
that I reported directly to the CEO and in his absence the CFO of
the company with I believe, it was either administrative or func-
tional responsibility to the audit committee of the board of direc-
tors.

Mr. WALDEN. So we get back to this issue of lack of internal con-
trol. Would you say based on your auditing experience that there
was extraordinary internal control in the sense that anything you
found went directly to the CEO/President or the CFO, I believe all
5 of whom have now admitted to fraud?

Ms. SANDERS. Yes.

Mr. WALDEN. Is that not a huge gap in internal controls?

Ms. SANDERS. Yes, but our responsibility was only to audit the
field locations. So that information would have gone to the oper-
ations personnel as well as in a general report to Mr. Scrushy and
then to whoever, like the president of the company which would
have been Jim Bennett at that point in time.

So, yes, there would be a gap.

Mr. WALDEN. Would you work for a company that set it up that
way again?

Ms. SANDERS. No, sir, I would not.

Mr. WALDEN. All right. Thank you.

Mr. Cohen, why did the alleged $175 million hit that
HealthSouth claimed it took in the third quarter of 2002 not make
sense to you?
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Mr. COHEN. Actually, they did not claim to have taken a $175
million in the third quarter. Their representation that they made,
if I remember correctly, was that revenues were decreased third
quarter over second quarter by $23 million related to Transmittal
1753.

The 175 was their estimate of an annualized effect including
both Medicare and non-Medicare.

The reason it did not make sense is as part of our analysis we
also sampled a period of time the last 2 weeks of September for the
purpose of seeing if indeed they were—the billing practice had
changed and just how far adrift they were from the guidelines that
we felt were appropriate.

When we did that at the time you did the analysis for that 2
week period, the most had they been following those billing prac-
tices throughout that quarter, the most that could have been ef-
fected by Transmittal 1753 we felt were somewhere in the $7, $7.5
million range.

Mr. WALDEN. $7 to $7.5 million range?

Mr. CoHEN. Right. That would be the most.

We also were aware that for the most part guidance had not
been given throughout the quarter as to changing billing. So our
view was that really the changes in billing were only taking place
starting to take effect the last part of September. So our initial
feeling was that perhaps $2 to $4 million may have been effected
during that quarter. Not 23.

Mr. WALDEN. So did you proceed to find out what accounted for
the other amount of money?

Mr. COHEN. As soon as we saw that, we had just—we heard this
as we were drafting the report. And as soon as we saw it, we let
Fulbright and Jawarksi know that we had some concerns about it,
and that we needed to resolve those before we could ever make the
report final. And then on November 6 I sent a note to Bill Owens
detailing all the representations that were being made and asked
for additional information, and never did get a response. Contacted
him

Mr. WALDEN. So——

Mr. COHEN. Tried to contact him about three times and never did
get a response.

Mr. WALDEN. Never did get a response?

Mr. COHEN. No.

Mr. WALDEN. So is it your opinion then, was it then and is now
that 1753 would not have had an incredible impact on the com-
pany?

Mr. COHEN. My opinion is that I feel very comfortable very with
the analyses that we did. I cannot tell you, I mean, there may—
we did sampling. You could not go out to all the thousands of facili-
ties and do this.

Mr. WALDEN. Sure.

Mr. COHEN. So there is always a potential for error. But I felt
very comfortable with our analyses. And so based on that, I
would—there was virtually no impact on the commercial insurance
during that quarter and the most, as I said, the Medicare could
have possibly been 6, 6.5 and probably was closer to 2 or 3.
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Mr. WALDEN. Do you think then that Mr. Scrushy was using
Transmittal 1753 as a ruse to cover up other accounting
misstatements that had been made prior to that so you wrap it all
up and blame it on Transmittal 1753, wipe it out, point over here
when really the fraud is over there?

Mr. COHEN. Obviously, at the time we had no knowledge as to
the depths of the fraud that was taking place there. So we were
concerned that perhaps adjustments were being made to contrac-
tual allowances for prior periods that might account for the dif-
ference. In hindsight knowing what I know today, it certainly
would have been methodology of covering up some of those earn-
ings.

Mr. WALDEN. Mr. Vines, I read a little bit about your comments
on this issue. And I understand the allegation is something in the
order of more than a billion dollars was shifted from expenses over
into capital costs, right?

Mr. VINES. That is correct.

Mr. WALDEN. I guess the question that I cannot answer and
maybe you can, is why the auditors did not more closely question
that much capital asset showing up on the books? Now, I know
from what we have read there is this allegation of manipulation of
the data so that anything from up to $4,999, you know, that Ernst
& Young did not look at anything below $5,000. So those are what,
I guess, got picked up and pulled over and put into assets and am-
ortized over a longer period of time. Is that accurate?

Mr. VINES. That’s correct.

Mr. WALDEN. I am not an account. So help me out here.

But still there should be some paper trail behind that to identify
a billion plus showing up there. What broke down there? How was
that not identified?

Mr. VINES. I do not know, really. I mean it just moved from the
expense accounts to the capital accounts.

Mr. WALDEN. But would you not agree that—I mean somebody
in the accounting side of things, the auditing side of things should
have noticed a billion dollars showing up over there, or is it
just—

Mr. VINES. Well, if it is within a dollar range, the auditors do
not look at it. So if it is under $5,000, they are not going to pay
attention to it.

Mr. WALDEN. Right. But in accumulative when you get a get to
a billion showing up on the balance sheet, do that not change——

Mr. VINES. Because if they are looking individual, looking at in-
dividual costs instead of overall costs.

Mr. WALDEN. So there is nobody looking at that? It is amazing.

Did you ever have contact with the auditors?

Mr. VINES. Not directly. Any contact I had with the auditors was
through Kathy Edwards, my former supervisor.

Mr. WALDEN. And she has now plead guilty for the fraud?

Mr. VINES. Yes.

Mr. WALDEN. You raised some of these issues, the allegation is,
on Yahoo?

Mr. VINES. Yes.

Mr. WALDEN. Are you Junior?

Mr. VINES. Yes.
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Mr. WALDEN. And what were you trying to accomplish there you
could not accomplish inside the company?

Mr. VINES. Well, I started posting messages after 1 left
HealthSouth. I mean, I just wanted the truth out there of what
was going on at HealthSouth in the accounting department and
how expenses were being shifted and, you know, bogus assets
added to the books each quarter.

Mr. WALDEN. Let me ask you this, because part of what we are
trying to do is not just investigate what happened to HealthSouth,
but look at are there changes in accounting rules, laws, things we
do here in the Congress would catch these sorts of problems and
save shareholders extraordinary losses. Is there something we need
{:o c‘l?lange or was this just criminal behavior already in violation of
aw?

Mr. VINES. It is already in law. I mean, I am sorry it is hap-
pening. This is you need a tougher compliance department at the
corporations, you know, a monitoring and stronger auditor depart-
ment, you know, auditing every entry.

Mr. WALDEN. What did Kathy Edwards ask you to do with re-
spect to the capitalization?

Mr. VINES. She had ran some queries on some expense accounts
and she wanted me to move out certain expenses from $500 to
right under $5,000, move those out of the expense accounts to the
capital accounts.

Mr. WALDEN. And did you object to that?

Mr. VINES. Not really. The only thing I asked for, is I asked for
her signature on the entries after the entries were prepared.

Mr. WALDEN. And you did that for what purpose?

Mr. VINES. I was not comfortable with the entries.

Mr. WALDEN. So you knew this was not a right thing to do?

Mr. VINES. Yes.

Mr. WALDEN. But you did not—basically the signature gives you
CYA?

Mr. VINES. Yes.

Mr. WALDEN. That is what you were after. And you—why did
you not come forward like Ms. Henze came forward and file a com-
plaint within the internal workings? Is it fear, is it

Mr. VINES. Fear. I was afraid I would lose my job.

Mr. WALDEN. Thank you, Mr. Chairman. That is all the ques-
tions I have at this time.

Mr. GREENWOOD. The Chair thanks the gentleman, and recog-
nizes the gentleman from New Jersey, Mr. Ferguson for 10 min-
utes.

Mr. FERGUSON. Thank you, Mr. Chairman.

I just want to begin by thanking all the witnesses for being here
today. I really believe that you are acting in the best way that you
know how to try and account for this situation and to try and pre-
vent this kind of a tragedy from happening again.

I want to begin with Mr. Vines, if I might. Mr. Vines, you knew
people at HealthSouth were making accounting entries that you
were not comfortable with, is that correct?

Mr. VINES. Yes.

Mr. FERGUSON. While you were employed at HealthSouth did you
ever personally witness a falsification of a document that were
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being given to your auditors, to Ernst & Young? And if you did, tell
us about that.

Mr. VINES. Yes, I did. It was for the 2001 audit, I believe, at
HealthSouth. The auditor while they were questioning an asset ad-
dition, which was an AP summary on a general ledger, well Kathy
Edwards had scanned the accounts payable system to find a dollar
amount close to that amount that she needed. She then ordered me
to get that copy of the invoice for her. And then she scanned the
invoice into her computer system and made the changes she needed
on the invoice to give to the auditors.

Mr. FERGUSON. You had testified in court about a fake asset in
Kansas?

Mr. VINES. Yes.

Mr. FERGUSON. Being supported by alerted documentation for an
asset from Massachusetts. And as you were just saying and as I
understand it, people were using scanners and computers to create
false documents and using them to lie to the auditors?

Mr. VINES. That is correct.

Mr. FERGUSON. That is correct?

You seem to have discussed these uncomfortable entries with
some of your colleagues. In April you testified that you discussed
this with asset manager supervisors for the other two regions. Who
were those people in the east and in the west?

Mr. VINES. The west was Wendy Walker and the east was on
Amy Watts.

Mr. FERGUSON. And you had testified that between the three of
you that you covered all 1800 HealthSouth facilities and that Amy
Watts and Wendy Walker the same kind of thing was happening
in their offices that was happening in yours, is that right?

Mr. VINES. I believe so.

Mr. FERGUSON. And I have got your testimony from a Federal
court here, and I want to ask you some of the questions that were
posed to you then.

There was this fraud hotline within HealthSouth, the 1-800 hot-
line program with cards that had been passed out to all the em-
ployees to report anything that you were not comfortable with. Is
that right? You are familiar with that?

Mr. VINES. Yes, I am.

Mr. FERGUSON. Did you ever call that hotline to report these
frauds, these falsification of documents that were being given to
your auditors?

Mr. VINES. No, I did not.

Mr. FERGUSON. Okay. After you talked to Amy Watts and Wendy
Walker about what was going on, did either one of them indicate
that they were going to call the hotline or had called the hotline?

Mr. VINES. No, they did not. Not to me they did not.

Mr. FERGUSON. Did you have any conversations amongst your-
iﬂ,elvss suggesting that one another may be—someone call the hot-
ine?

Mr. VINES. No.

Mr. FERGUSON. Did you talk amongst the three of you about pos-
sibly informing your auditors about what was going on, about going
right to Ernst & Young to tell them some of these things that you
were uncomfortable with?
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Mr. VINES. No. No, we did not.

Mr. FERGUSON. Okay. Thank you.

Mr. VINES. Thank you.

Mr. FERGUSON. I want to move on to Ms. Henze.

Ms. Henze, you have testified in Federal court that you knew
that fraud was being perpetrated by some of your superiors at
HealthSouth, is that correct?

Ms. HENZE. I suspected fraud was being——

Mr. FERGUSON. You suspected so, okay.

And you had said, and you have made clear today that you did
not want to sit idly by while this was going on?

Ms. HENZE. Right.

Mr. FERGUSON. It was obviously making you uncomfortable and
you have talked about kind of a culture of fear and intimidation.

I do not have any question. And it is clear from your testimony
today that you were trying to do the right thing, and I do not ques-
tion that at all. But looking back, do you ever wish that you had
gone directly to the outside auditors to talk about what was going
on within the company? I mean, you had—your superiors who you
believed or you suspected that they were committing fraudulent
acts and you obviously were involved in this or a victim of, in many
ways, this culture of fear, this culture of possible retaliation not
only against you, but as you said against your husband. Did you
ever think or consider going to the outside auditors to talk to them
about what was going on?

Ms. HENZE. I just used internal purposes.

Mr. FERGUSON. Okay. Why? Any idea why? Was it because of
this fear or——

Ms. HENZE. Can you repeat the question?

Mr. FERGUSON. Sure. We talked about your suspicions of fraudu-
lent activities that were being done or perpetrated by your superi-
ors, by the executives. I mean, we have 15 people who have plead
guilty to various sundry things, so I think some of your fears have
been substantiated or your suspicions have been confirmed. But my
question was about going to outside auditors, your outside auditors
Ernst & Young. You know, there were documents that were being
fraudulently constructed and used to perpetrate this fraud and to
mislead your outside auditors Ernst & Young. And my question
was did you ever, because of your suspicions of what your super-
visors were doing, did you ever think to go to or consider going di-
rectly to the outside auditors to tell them about your suspicions or
your concerns?

Ms. HENZE. First of all, I did not know there was the documenta-
tion thing that was going on.

Mr. FERGUSON. Okay.

Ms. HENZE. No, I—I personally felt that it should—I should go
through the channels that were made available to me, which was
our corporate compliance.

Mr. FERGUSON. So you never considered telling someone outside
the company, the external auditors?

Ms. HENZE. Yes, I had thought about it. But I chose not to.

Mr. FERGUSON. And why is that?

Ms. HENZE. Because I felt that it needed to be handled internally
first and then let compliance, which was my avenue to take this
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kind of suspicion to and let them handle it with the appropriate au-
thorities at that time.

Mr. FERGUSON. Okay. Thank you very much.

I just have a couple of questions for Ms. Sanders.

You were at HealthSouth from 1990 to 1999, is that right?

Ms. SANDERS. Correct.

1(\1/11":7 FERGUSON. Okay. And you were the director of internal
audit?

Ms. SANDERS. I started out as the internal auditor. Was pro-
moted to assistant VP and then to Vice President, and then Group
Vice President.

Mr. FERGUSON. Depending on the company, the role of internal
auditor varies, is that right?

Ms. SANDERS. Correct.

Mr. FERGUSON. And according to your testimony in Federal court
your job description differed from what many would consider a typ-
ical internal auditor, is that correct?

Ms. SANDERS. If you—if you were hiring an internal auditor to
be for an entire corporation, then yes my job description differed.

Mr. FERGUSON. Your role it seems based on your testimony in
the past, your role as internal auditor tended to be more focused
on the field operations?

Ms. SANDERS. Correct.
| M11:? FERGUSON. And not on auditing the books at the corporate

evel?

Ms. SANDERS. Correct.

Mr. FERGUSON. Is that correct?

Ms. SANDERS. Yes.

Mr. FERGUSON. All right. And you suspected fraud?

Ms. SANDERS. I didn’t suspect fraud. I had heard rumors about
it, but I never had anyone bring me information saying this is
what’s happening, let me show you what’s going on.

Mr. FERGUSON. But you requested access to the books, the cor-
porate books, is that right?

Ms. SANDERS. To the corporate books, yes. It was not because I
suspected fraud, no.

Mr. FERGUSON. But your request was denied, is that correct?

Ms. SANDERS. Correct.

Mr. FERGUSON. How did that make you feel? Was that common?
Did you—was that the response you expected?

Ms. SANDERS. Not necessarily that I expected, but I was told that
I was hired to audit the field locations and that is what Richard
wanted me to do. So I didn’t

Mr. FERGUSON. Based on the rumors that you had heard and
then being denied an opportunity to review the corporate books, did
you have any suspicions yourself of fraudulent activities? Did you
think there was any merit to these rumors of possible fraudulent
activity?

Ms. SANDERS. Since I did not have any documentation to prove
that it was going on, it was strictly a rumor and I could not nec-
essarily go running up to the executive level with saying oh, I am
hearing all these rumors that are going on. I needed something
more substantial to be able to start an investigation and to be able
to pursue it.
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Mr. FERGUSON. But you did not have an opportunity to get any-
thing more substantial because your superiors were denying you
that information?

Ms. SANDERS. Correct.

Mr. FERGUSON. So did that give you any suspicion, a hunch, any-
thing at all?

Ms. SANDERS. It did not give me the warm fuzzy, if you want to
put it that way.

Mr. FERGUSON. Okay. Did you ever share that with your external
auditors?

Ms. SANDERS. With the external auditors, no, I did not share that
I did not have access to that. They did understand, though, that
I only audited the field locations just because they saw what our
audits, the list of audits that we did and then the list of audits that
we were either planning to do over the next year or that we had
completed. Because they reviewed our work at the year end.

Mr. FERGUSON. Okay. Thank you.

My time is up. I just want to thank the witnesses for being here.
I want to thank you. I know you are—I really believe that you were
operating on good faith and appreciate your cooperation here this
morning. Appreciate it.

Mr. GREENWOOD. The Chair thanks the gentleman, and Mr. Rog-
ers is recognized for 10 minutes.

Mr. ROGERS. Thank you, Mr. Chairman.

I appreciate the opportunity to be here, and I appreciate the wit-
nesses here today. As a former FBI agent, I can tell you your work
and honest testimony is incredibly important to get to the bottom
of this particular set of pretty bad circumstances. And we thank
you for having the courage to do that.

I have just a few questions, Mr. Chairman.

Mr. Cullison, you were the head of Corporate Compliance, as I
understand it. Is that correct?

Ms. CuLLISON. I was the Compliance Director. I reported to the
Corporate Compliance officer.

Mr. ROGERS. Right. And how would you define your job respon-
sibilities?

Ms. CULLISON. I ran the day-to-day operations of the compliance
department, which included running our employee hotline, coordi-
nating training for our employees, day-to-day types of things.

Mr. ROGERS. And explain the employee hotline to me, if you
would?

Ms. CULLISON. Certainly. The employee hotline was a mechanism
that we put into place for employees to report any wrongdoing, any
questions that they had, concerns that they had about violations of
our internal policies or State or Federal regulations or laws. And
the hotline, it was just that. And when a case came in, we either
routed it to the appropriate department and if it was not a matter
for us to investigate or we handled the investigation within our de-
partment.

Mr. ROGERS. So it could be an equal opportunity complaint, it
could be an audit?

Ms. CuLLisON. Right. It ran the gambit. Everything from per-
sonnel issues, which really amounted to about 75 to 80 percent of
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our calls, any kind of financial issues. Really anything that an em-
ployee had a question about.

Mr. ROGERS. So you would take that information, and how would
you handle it? What would you do with that information that came
off of that employee hotline?

Ms. CuLLisON. We would log it into a computer system. We kept
track of the date the call was received, if we knew any information
about the general location, the facility or the state, we would keep
track of that information. We lodged the details of the call and any
kind of resolution that was done as well.

Mr. ROGERS. Now you know a person named Diana Henze, cor-
rect?

Ms. CULLISON. Yes.

Mr. ROGERS. She also worked with HealthSouth as well?

Ms. CuLLISON. Correct.

Mr. RoOGERS. That is correct. Is it true that Ms. Henze reported
to you that there was fraud at the company in relation to inflated
earnings?

Ms. CULLISON. She reported that she had some suspicions about
accounting transactions that she had seen.

Mr. ROGERS. And how did you dispose of that information?

Ms. CULLISON. When she came and talked to me, she gave me
tips on what types of queries to run on our accounting system,
what types of journal entries to look for. So I ran those queries and
was able to confirm the types of journal entries that she had con-
cerns about did exist.

From that point forward I did not have the authority or the
means to investigate it any further. I did not have access to the
supporting documentation for those journal entries, so I took it to
my supervisor, Tony Tanner, and he told me that he was concerned
about it and that he would look into it.

Mr. ROGERS. Did you tell anyone else in the company about this
report?

Ms. CULLISON. Not that I recall.

Mr. ROGERS. Were you ever told not to talk to your external au-
diting company?

Ms. CULLISON. No.

Mr. RoGERS. Okay. Did you ever have any feeling that that
might be something you should do?

Ms. CuLLISON. No. I felt like I had taken it through the proper
channels by taking it to my supervisor.

Mr. ROGERS. Did you ever hear through your supervisor or did
you ever directly talk to Mr. Scrushy that this report had been
made and that he had acknowledged the receipt of it either by your
supervisor; ever have that conversation anytime in your employ-
ment?

Ms. CuLLisON. Did I have knowledge that Mr. Scrushy was
aware of it?

Mr. ROGERS. Yes.

Ms. CuLLISON. No.

Mr. ROGERS. What did you your supervisor tell you he had done
with that information?
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Ms. CULLISON. He did not give me details of his investigation. He
merely told me that he had looked into it and that the allegations
were unsubstantiated.

Mr. ROGERS. Did you believe that to be true at the time?

Ms. CULLISON. I had no reason not to believe that.

Mr. ROGERS. Did you ever go to the audit committee of the board
of directors?

Ms. CULLISON. No, I did not have reporting authority to them.

Mr. ROGERS. Did you ever directly have communication with
Ernst & Young about either the complaint or the inconsistencies
that you saw, or your report to your supervisor?

Ms. CuLLISON. No.

Mr. ROGERS. None of those things happened?

Ms. CuLLISON. No.

Mr. ROGERS. Now, did you at anytime subsequently to this have
a conversation with Ms. Henze as to what happened with that in-
formation?

Ms. CULLISON. We had a follow up conversation or two after her
initial report to me. I do not remember the details of that. She con-
tinued to make it clear that that she stood by her complaint.

Mr. ROGERS. Did you give her any advice that she may want to
seek someone else’s advice at that particular time, by any chance?

Ms. CULLISON. I do not recall giving her that type of advice.

Mr. ROGERS. Okay. Do you have any idea what kind of direction
you may have offered her at that time?

Ms. CULLISON. I do not recall. I am sorry.

Mr. ROGERS. Did you see after that time any increase in the
number of calls to the hotline about audit irregularities?

Ms. CULLISON. No.

Mr. ROGERS. Nothing?

Ms. CULLISON. No.

Mr. ROGERS. Again, I appreciate your honesty in being here. And
I have to tell you how important it is that you are here so that we
make sure this does not happen in the future.

And, Mr. Chairman, I am going to yield back the balance of my
time.

Mr. GREENWOOD. The Chair thanks the gentleman, and would
make two notes. Oh, we will go to Mr. Stearns next.

We anticipate votes within the next 15 minutes, but we also in-
tend to do a second round of this panel.

The gentleman from Florida, Mr. Stearns, is recognized for 10
minutes.

Mr. STEARNS. Thank you, Mr. Chairman.

In the time I have I thought I would talk to Mr. Schlatter. He,
from what we have heard in the witnesses and the panel this
morning, Mr. Chairman, seems like he was a person with a con-
science, an individual that was asking questions and sort of like in
our past hearings here we have had people which we call whistle-
blower, but he might not be a strict sense a whistleblower, but he
was an individual that had conscience and was asking some ques-
tions. And I understand you are a physical therapist who used to
work in HealthSouth facility?

Mr. SCHLATTER. Yes, sir.
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Mr. STEARNS. From July 1995 through December 2001. And, as
I understand it from your opening statement, you started ques-
tioning some of the billing practice for group therapy.

Now, under Medicare reimbursement, if you are reimbursed for
group therapy, that is less than for one-on-one, is that correct?

Mr. SCHLATTER. Way less, yes.

Mr. STEARNS. Way less.

And you attempt a corporate policy on this issue. And what was
the reaction to your corporate policy?

Mr. SCHLATTER. I never received one. My initial email was to a
gentleman who was involved with the HCAP system, and he re-
sponded that there was a policy. But over the next——

Mr. STEARNS. So you asked him? Can I see the——

Mr. SCHLATTER. Yes. Yes.

Mr. STEARNS. Okay.

Mr. SCHLATTER. Yes. However, over the next 2 months this policy
was never able to be produced.

Mr. STEARNS. And this policy was to include whether it is group
therapy for reimbursement versus one-on-one?

Mr. SCHLATTER. I understood that, yes, there was just no way for
us document in our HCAP system that we were doing group ther-
apy. And in essence, we were doing that. We just could not docu-
ment that we were doing that. We were continuing to bill as one-
on-one.

Mr. STEARNS. So you did a lot of group therapy?

Mr. SCHLATTER. Yes, sir.

Mr. STEARNS. And you were billing it, you were told to bill it as
one-on-one?

Mr. SCHLATTER. That is the only way we could.

Mr. STEARNS. Okay. And how long did this go on?

Mr. SCHLATTER. This—the Transmittal was actually dated 1996.
Our profession as a whole was unaware of this transmittal. I my-
self was made aware of it in April 2001 from a weekly publication
of the ELI Rehab Report. Upon receiving that report, I sought in-
formation in put from HealthSouth and I also called our American
Physical Therapy Association for their interpretation. And I spoke
with a personal friend, colleague, who had just recently gone
through an voluntary Medicare audit of his own private practice to
discuss these issues.

Mr. STEARNS. How many physical therapists like yourself do you
think approximately were working for HealthSouth doing the same
type of thing that you were doing; that is billing for individual
therapy when you were doing group therapy?

Mr. SCHLATTER. Hundreds.

Mr. STEARNS. Hundreds? And so this went from 1996 to the year
2001?

Mr. SCHLATTER. Correct.

Mr. STEARNS. So we compound what you were very disturbed
about by hundreds of employees, two or three hundred maybe,
maybe a thousand? Do you think we are talking about——

Mr. SCHLATTER. Oh, thousands, yes.

Mr. STEARNS. Thousands. So let us move from the word “hun-
dreds” to thousands of employees doing physical therapy and
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they’re doing it in group and they are billing it as one-on-one be-
cause there is no corporate policy, is that correct?

Mr. SCHLATTER. There was no way in our billing system to bill
for group therapy.

Mr. STEARNS. Okay. So there must be at some point, based upon
you emailing and asking for corporate policy and reading in the lit-
erature that it was wrong and knowing innately that this is wrong,
this must have troubled our conscience?

Mr. SCHLATTER. Very much. That is why I was persistent in try-
ing to get some resolution.

Mr. STEARNS. And did you ever get a resolution to your concern?

Mr. SCHLATTER. No, sir.

Mr. STEARNS. Okay. So in the roughly 6 years you were there
you never got any support from above saying look, we will give you
a corporate policy on this?

Mr. SCHLATTER. We—I did not actually start asking about the
policy until I was made aware of it in April 2001.

Mr. STEARNS. 20017

Mr. SCHLATTER. Yes.

Mr. STEARNS. Okay. Did you ever go to anybody else, for example
to the Corporate Compliance Department?

Mr. SCHLATTER. No, I did not.

Mr. STEARNS. Okay. Did you never know there was a Corporate
Compliance Department?

Mr. SCHLATTER. I was aware of it. I had a supervisor quite can-
didly tell me that I did not want to go there, they would make my
life miserable.

Mr. STEARNS. So you got threatened? You got intimidated?

Mr. SCHLATTER. Yes.

Mr. STEARNS. And were you intimidated or intimidated maybe is
a lighter word than threatened, intimidated over the whole period
or was this just sporadically or was this consistent, or how would
you say that pressure was put on you? Over what period of time
and how often? Monthly, weekly, yearly?

Mr. SCHLATTER. No, I would not say intimidated. I mean

Mr. STEARNS. Harassed? Harassed not the right word either.

Mr. SCHLATTER. Pressured.

Mr. STEARNS. Pressured. Pressured. Yes. Okay.

So with this letter pressure you thought well, who am I? I am
a physical therapist. I am working in the chain of command here
and the people at HealthSouth said there is no corporate policy, be-
cause they have not answered my question and there is thousands
of my colleagues billing improperly. Is there a check off box that
you had to actually say whether it was group therapy or indi-
vidual?

Mr. SCHLATTER. No. No.

Mr. STEARNS. Okay. So you just submit the hours and the costs
to HealthSouth and they would submit it to Medicare?

Mr. SCHLATTER. No. We did all of our documentation, our clinical
procedures on a laptop, okay. And the—the program—it was pro-
grammed, okay. And it was programmed to base our billing based
on what we entered in that we had done. What procedures we had
done. What exercises we had done. We therapy modalities we had
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done. And our billing statement was just generated from what we
had entered.

Mr. STEARNS. Okay. So this would be then given to? To whom
was it given?

Mr. SCHLATTER. It went via computer to Birmingham.

Mr. STEARNS. To Birmingham. And in Birmingham just run
through my mind, what do you think happened there? I mean, did
they just take your hours and then submit to to Medicare as indi-
vidual therapy?

Mr. SCHLATTER. Yes.

Mr. STEARNS. And how did you know they were doing that?

Mr. SCHLATTER. Well, I mean, I knew it was being billed one-on-
one because the group therapy was not—again, it was not on the
billing statement.

Mr. STEARNS. Oh. So you only had one box?

Mr. SCHLATTER. Again, that was all taken right off the software
of the computer.

Mr. STEARNS. Okay. I see.

Mr. SCHLATTER. I did not, per se, check group, one-on-one.

Mr. STEARNS. Did HealthSouth develop that software?

Mr. SCHLATTER. Yes.

Mr. STEARNS. Okay. And it was not done by an outside source?

Mr. SCHLATTER. No.

Mr. STEARNS. So that did HealthSouth say we had no culpability
because we did not develop that software? It was done in house?

Mr. SCHLATTER. Right.

Mr. STEARNS. And did they update this on a regular basis? Did
you get any revisions to that software?

Mr. SCHLATTER. I had just started working with the HCAP sys-
tem a couple of months prior to my realization that this was a
problem. We—I mean, I think—I think the HCAP was just rolled
out in my facility in February 2001.

Mr. STEARNS. I got you.

Now, you said in your opening statement that you tried to make
internal adjustments at your clinic when you could not get resolu-
tion to this corporate issue of group therapy.

Mr. SCHLATTER. Yes.

Mr. STEARNS. Maybe just give us briefly what sort of adjust-
ments you are talking about?

Mr. SCHLATTER. I just simply altered the schedule books so that
we would never see two patients at one time. We would not double
book like we had done in the past. And, I mean, that pretty much
took care of it for my clinic. You know, I faced some ramifications
from decreased revenues, but——

Mr. STEARNS. Did you share your protocol that you developed at
your facility with other physical therapists?

Mr. SCHLATTER. Yes.

Mr. STEARNS. And what was the response of these other people?

Mr. SCHLATTER. Actually, I shared it with some of the manage-
ment people via conference call and I was told that I would face
the repercussions of decreased earnings.

Mr. STEARNS. So they reduce your salary?

Mr. ScHLATTER. No. No. That was not threatened.
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Mr. STEARNS. What was the threat when you say “decreased
earnings?” Is that universally or——

Mr. SCHLATTER. When I did not meet my budget. You know, the
budget was the thing, you know, that administrators had to be con-
cerned about.

Mr. STEARNS. But you talked about a group therapy reimburse-
ment versus individual.

Mr. SCHLATTER. My bottom would have been effected.

Mr. STEARNS. Bottom line. So what would that mean, what were
they saying to you if you did not meet your figures?

Mr. SCHLATTER. That I would just have to face the consequences.

Mr. STEARNS. And what were the consequences in your mind?
Were they going to fire you?

Mr. SCHLATTER. There were other circumstances involved, but
my facility was closed.

Mr. STEARNS. They would close your facility?

Mr. SCHLATTER. Yes, it was closed.

Mr. STEARNS. It was eventually closed?

Mr. SCHLATTER. Yes.

Mr. STEARNS. Okay.

Mr. ScHLATTER. And I should add, there were other cir-
cumstances involved.

Mr. STEARNS. You do not want to share those with us? Are they
too intimate? You do not have to, now. You have done a great job.

Mr. SCHLATTER. No, I will. The majority of my business was
based on workman’s compensation.

Mr. STEARNS. Okay.

Mr. SCHLATTER. We had two HealthSouth industrial medicine
clinics within my hometown. That was the majority of my referrals.
HealthSouth sold those facilities to U.S. Healthworks, who brought
their own therapists in and, thus, that took away my referral base
area.

Mr. STEARNS. Okay.

Mr. Chairman, I yield back the 1 second I have.

Mr. GREENWOOD. Sure you do not want to use that, Mr. Stearns?

Mr. STEARNS. No, thank you.

Mr. GREENWOOD. The Chair notes that, you know, we have just
begun a series of votes on the House floor. So that will consume
probably a half an hour by the time we get to them. So I am going
to recess until 1 o’clock so members will have an opportunity and
the witnesses and the audience, as well, have an opportunity to get
some lunch. And perhaps some of the staff members might inform
flhe witnesses where they can find lunch over the course of the

our.

So we will reconvene at 1 o’clock.

[Whereupon, at 11:58 a.m., the subcommittee recessed, to recon-
vene at 1:09 p.m., the same day.]

Mr. GREENWOOD. The committee will come to order.

We thank the patience of the witnesses. We hope that they found
a place to have a sandwich and are refreshed.

The Chair recognizes himself for 10 minutes for inquiry, and Mr.
Vines, I would like to begin with you.

Under questioning from Mr. Ferguson, he asked you a series a
questions about why you did not report what you were suspicious
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of to the company sooner. Do you believe that the hotline could
have been bugged and is that why you did not report what was
going wrong with the accounting?

Mr. VINES. I was afraid I would lose my job if I went to the Com-
pliance Department.

Mr. GREENWOOD. Okay. But I thought you may have told staff
that you were not sure that the hotline was monitored, that some-
how you would not have anonymity if you used the hotline? Is that
the case?

Mr. VINES. That is true. That is true.

Mr. GREENWOOD. Did you have any reason to believe that? Were
there rumors to that effect in the company?

Mr. VINES. Just rumors and just a feeling.

Mr. GREENWOOD. Okay. All right.

Let me to go to Ms. Cullison. Okay. I am sorry. I am not going
to Ms. Cullison. I am going to Ms. Sanders.

Okay. If you turn to Tab 67 in your notebook there, you will find
what’s popularly will be called the “Fleeced Shareholder Email.” Do
you recall being provided this document by Bill Horton or anyone
else at HealthSouth around November 19987 This was, apparently,
a memo or an email that was sent anonymously from someone who
had called himself or herself a fleeced shareholder. Went to a long
list of folks at Ernst & Young and at HCFA and at the SEC, and
it relayed concerns about the bookkeeping at HealthSouth. Have
you seen this in that timeframe?

Ms. SANDERS. I do not recall seeing this memo. I do recall having
a discussion with Bill Owens to generate a response to one of the
things in the memo.

Mr. GREENWOOD. And that was what timeframe? Back around
late 1998?

Ms. SANDERS. Yes.

Mr. GREENWOOD. So you were aware of this? Did he——

Ms. SANDERS. I do not recall him going into detail as to why I
needed to write the memo and the response.

Mr. GREENWOOD. Okay.

Ms. SANDERS. I do not remember seeing this.

Mr. GREENWOOD. Okay. Is it fair to say you probably would have
remembered a memo that said from a “fleeced shareholder”?

Ms. SANDERS. Yes. Yes. I believe I would.

Mr. GREENWOOD. Have you previously had a chance to review
the allegations contained in the memo?

Ms. SANDERS. Just a few moments ago I was glancing through
here, and then when I met with your staff, yes.

Mr. GREENWOOD. Okay. As chief internal auditor of the company
were these the kinds of allegations that you should have been
made aware of?

Ms. SANDERS. Anything to do with the field operations, yes, espe-
cially the comment made about how come the HealthSouth out-
patient clinics treat patients without recertification, both the rev-
enue and carry it after being denied payment. Yes, I should have
been made aware of that.

Mr. GREENWOOD. All right. So you would expect that if someone
in the company was aware that these allegations were being made,
the appropriate thing to do would have been to bring that to your
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attention so that you could have used your capacities and resources
to ascertain its veracity, is that fair to say?

Ms. SANDERS. Correct, yes.

Mr. GREENWOOD. Okay. Did Mr. Horton or Mr. Owens ever ad-
vise you that they were undertaking an internal investigation in
the allegations of accounting fraud at the company?

Ms. SANDERS. No, sir. They did not.

Mr. GREENWOOD. Okay. Would you turn to Tab 38 now, please?

Ms. SANDERS. Yes.

Mr. GREENWOOD. Okay. This is a memo that apparently you sent
to Bill Horton on December 9, 1998, having to do with outpatient
audits between 1996 and 1998. Is that right?

Ms. SANDERS. Correct.

Mr. GREENWOOD. Okay. Do you recall writing this memo?

Ms. SANDERS. Yes, I do.

Mr. GREENWOOD. Okay. And what was your understanding of the
request for this information?

Ms. SANDERS. That would have been, and in reading it, it says:
“Per your request below is the summary of the insurance
verification portion.” They were asking me are we doing—that
would deal with the recertification. Did we verify that there was
insurance on a patient before we treated them.

Mr. GREENWOOD. And what was the answer to that?

Ms. SANDERS. The answer was yes, we did go through that proc-
ess in our facility.

Mr. GREENWOOD. Okay. Let me turn to Mr. Smith, to whom I
think no questions have been addressed yet. I do not want you to
feel left out, Mr. Smith.

How long have you been with the internal audit department at
HealthSouth?

Mr. SMITH. Going on 9 years.

Mr. GREENWOOD. Okay. And how long have you been Vice Presi-
dent of Internal Audit?

Mr. SMITH. Since 1999.

Mr. GREENWOOD. Okay. And during the course of your tenure as
head of internal audit how often have you met with the audit com-
mittee of the board of directors?

Mr. SMITH. Say that again, please.

Mr. GREENWOOD. Okay. How long and during the course of your
tenure as head of internal audit, how often have you met with the
audit committee of the board of directors?

Mr. SmiTH. I have met with the audit committee twice on an in-
dividual basis, but I met with them at our board meetings as well.

Mr. GREENWOOD. Okay. So you mean when you attended the
board meetings?

Mr. SMITH. Yes.

Mr. GREENWOOD. Okay. So the other time other than at official
board meetings, the one time that you met with them, was that per
their request?

Mr. SMITH. Yes.

Mr. GREENWOOD. Okay. And so they only ever asked to meet
with you once in 9 years?

Mr. SMITH. Twice. Twice.

Mr. GREENWOOD. Twice in 9 years?
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Mr. SMITH. Yes.

Mr. GREENWOOD. Okay. To whom have you been reporting?

Mr. SMITH. I have been reporting—currently or at that time?

Mr. GREENWOOD. Over the course of the 9 years.

Mr. SMITH. I was reporting to Teresa Sanders when she was at
HealthSouth.

Mr. GREENWOOD. Okay.

Mr. SMITH. And then when she left, then I took over the depart-
ment, I reported to Richard Scrushy.

Mr. GREENWOOD. Okay. Did you ever question the fact that as
head of internal audit you never met with the audit committee
other than once or twice?

Mr. SMITH. No, I just—you know, in an off-the-wall conversation,
I think I had asked Teresa at one time did she ever meet with
them. And she said she was having the same type problems.

Mr. GREENWOOD. Yes. Have you held similar capacity in other
companies prior to——

Mr. SMITH. No.

Mr. GREENWOOD. Okay. So did you have a sense of what—you
must have thought that something was amiss if you—that they
were not asking to meet with you if you brought it to Ms. Sanders’
attention and said have you—because you just said have you had
the same problem?

Mr. SmiTH. Well, yes. I asked were we supposed to meet with the
audit committee on an individual basis. And I asked her had she
been meeting with them as well.

Mr. GREENWOOD. Okay. And in the course of your tenure there,
I do not know if you belonged to associations or you had opportuni-
ties to interact with other individuals in other companies in your
position. Did you, in fact, did you have occasions in the course of
those 9 years to talk to other people from other companies who did
the kind of work that you did or held the kind of positions that you
did?

Mr. SMITH. Yes. By attending seminars.

Mr. GREENWOOD. You went to seminars?

Mr. SMITH. Yes.

Mr. GREENWOOD. Did you ever at any of those seminars say to
your colleagues, you know, it is kind of weird at HealthSouth the
audit committee has only ever asked to meet with me once or
twice, is that the way it is at your company? Or did you have semi-
nars where they said you should expect to meet with your auditors
X number of times a year? I mean, was there a standard that you
were aware of that would have seem to have been the right kind
of communications with the board?

Mr. SMITH. No. It was never addressed in any of our seminars
and I did not have any contact with——

Mr. GREENWOOD. So what made you think that it was a problem?

Mr. SmiTH. Well, I just felt like that I probably should be meet-
ing with the audit committee as well.

Mr. GREENWOOD. Why did you feel that?

Mr. SmiTH. If I had anything to share with them, you know, the
audit committee should know that.

Mr. GREENWOOD. And did you have things that you would have
liked to have shared with them?
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Mr. SMITH. No. It would have just been my report.

Mr. GREENWOOD. Okay. But you thought that you should on a
routine basis share your reports with the auditing committee of the
board of directors?

Mr. SMITH. That’s correct.

Mr. GREENWOOD. Okay. Let me go back to Mr. Vines in the time
that I have.

If you would turn to Tab 46, please, in your notebook. Okay. And
could you identify that document for us?

Mr. VINES. That is an email that I sent to HealthSouth’s auditor.

Mr. GREENWOOD. Which was whom?

Mr. VINES. Ernst & Young.

Mr. GREENWOOD. And when did you send that?

Mr. VINES. In June or July 2002.

Mr. GREENWOOD. Okay. So you sent that to Ernst & Young in
2002. Were you with the company at that point?

Mr. VINES. No. I left in May 2002.

Mr. GREENWOOD. In when?

Mr. VINES. In May.

Mr. GREENWOOD. So this is about a month after you left?

Mr. VINES. Yes.

Mr. GREENWOOD. You decided to send an email to Ernst &
Young. And give us the gist of what that email says?

Mr. VINES. Basically that HealthSouth was moving expenses out
of the expense accounts to capital accounts.

Mr. GREENWOOD. Okay. And why did you do that?

Mr. VINES. Because the expenses that were being moved weren’t
legitimate expenses that should be capitalized.

Mr. GREENWOOD. Yes, but you were not with the company any-
more, so what do you care?

Mr. VINES. Just I thought the problem should be addressed. It
should have been reported to the auditor.

Mr. GREENWOOD. So I do not want to put words in your mouth,
but you had said earlier that you were afraid that if you blew the
whistle on this, that you might get fired. Now that you left the
company, you felt there was nothing to lose, so you let——

Mr. VINES. Correct.

Mr. GREENWOOD. Okay. And did Ernst & Young ever respond to
your memo?

Mr. VINES. Not to me, they did not, not.

Mr. GREENWOOD. And you gave them an email address so that
they could respond?

Mr. VINES. Yes.

Mr. GREENWOOD. But they did not? You never heard a word from
them again?

Mr. VINES. No.

Mr. GREENWOOD. Did you try to contact them anymore after
that?

Mr. VINES. No.

Mr. GREENWOOD. It just went into a black hole, and that was the
end of it? You never heard of them?

Mr. VINES. Yes.

Mr. GREENWOOD. Okay. My time has expired. The gentlelady
from Colorado is recognized for 10 minutes.
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Ms. DEGETTE. Thank you, Mr. Chairman.

Mr. Smith, you succeeded Ms. Sanders in your position, correct?

Mr. SmITH. Correct.

Ms. DEGETTE. Thank you.

And how many facilities does HealthSouth have now, right now?

Mr. SmITH. I do not have the exact figures, because they’ve closed
some. But I would say around, maybe, 1700 roughly.

Ms. DEGETTE. And so that would be around the same as when
Ms. Sanders left, maybe more?

Mr. SMITH. Yes, could be.

Ms. DEGETTE. Okay. How many auditors do you have right now?

Mr. SMITH. Currently I have including myself, there’s 5.

Ms. DEGETTE. So you have gone down from 10 when she was
there to now 5, correct?

Mr. SmITH. Correct.

Ms. DEGETTE. And in August 2002 that is when the budget cuts
came through, right?

Mr. SmITH. That is correct.

Ms. DEGETTE. Did you tell the audit committee of the board
about the fact that all of these 1700, or however many facilities,
that you were now being cut back to 5 auditors?

Mr. SMmITH. I did and——

Ms. DEGETTE. And what was the response?

Mr. SMITH. I mean, they listened to me. They did not really com-
ment on it. They just thanked me for sharing that with them, and
if I had any——

Ms. DEGETTE. When was that?

Mr. SmITH. That was in August 2002.

Ms. DEGETTE. So over a year ago, right?

Mr. SMITH. Yes.

Ms. DEGETTE. Have you gotten any more auditors since then?

Mr. SMITH. I have not. I am in the process of hiring more now.

Ms. DEGETTE. So you are going to be all the way up to 67

Mr. SMITH. Six, correct.

Ms. DEGETTE. Do you think that’s enough to really conduct full
audits of all these facilities?

Mr. SMITH. No, I do not.

Ms. DEGETTE. How many do you think you should have on staff?

Mr. SMITH. You know, I would have to study numbers and do
some planning to see. But, I mean, I am not—I could not answer
that right now.

Ms. DEGETTE. Okay. But certainly more than 6?

Mr. SMITH. Oh, yes.

Ms. DEGETTE. Probably a lot more than 10?

Mr. SMITH. Yes.

Ms. DEGETTE. Do you currently have access to the corporate
books?

Mr. SMITH. No, I do not.

Ms. DEGETTE. So you are in the same position that Ms. Sanders
was in, correct?

Mr. SMITH. That is correct.

Ms. DEGETTE. And who are you reporting to right now?

Mr. SMITH. I am reporting to Bob May.
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Ms. DEGETTE. Okay. And do you think you need to have all that
access knowing what you know now to all the corporate books to
be able to conduct internal audits?

Mr. SMITH. I think it would be helpful to have access to that in-
formation.

Ms. DEGETTE. So do I. So what do you intend to do about that?

Mr. SMITH. I would like to meet with the board and specifically
the audit committee to address that issue with them.

Ms. DEGETTE. Okay. Have you met with the board to talk about
these audit issues since all this has transpired?

Mr. SMITH. I have not.

Ms. DEGETTE. Have they requested to meet with you?

Mr. SMITH. They have not.

Ms. DEGETTE. Ms. Sanders, I wanted to ask you there was a pe-
riod in 1997 you said you did not have access to the corporate ledg-
ers, but you had access to the facility ledgers, correct?

Ms. SANDERS. Correct.

Ms. DEGETTE. But at some point in 1997 your access to those
ledgers was cutoff, too, was it not?

Ms. SANDERS. Correct. It was the computer access to it. I still
had access to the hard copies.

Ms. DEGETTE. And why was that?

Ms. SANDERS. I do not know why. I just know that when we went
in to access that information I was told by our ITG department
that Mike Martin, who was the CFO, had turned that access of.

Ms. DEGETTE. Did you talk to Mike Martin about that?

Ms. SANDERS. I attempted to talk to him, yes.

Ms. DEGETTE. And what happened?

Ms. SANDERS. He told me that I did not need that access to do
my job. We got into a short confrontation about that, and then I
1%ft, and left the meeting with we could go to Mr. Scrushy with
this.

Ms. DEGETTE. And why did you feel it was important for you to
get computer access versus just access to the hard copy?

Ms. SANDERS. Well, with close to 2,000 facilities it made it a lit-
tle bit easier to do planning if you could do it through computer
than having to go actually pull a hard copy.

Ms. DEGETTE. It is hard to do that to the hard copy, is it not?

Ms. SANDERS. Correct. Yes. There are times

Ms. DEGETTE. A job I once actually did it recently, and it is hard.

Did you ever get your computer access back?

Ms. SANDERS. Yes, I did.

Ms. DEGETTE. How long were you without that access?

Ms. SANDERS. I was probably without it for about 2 or 3 months.
I know that I finally went and talked to Tony Tanner about it and
he said that he would help me with talking to Mike about it. And
we did get that access turned on.

Ms. DEGETTE. And Mike never gave you or Tony an explanation
as to why that access was revoked?

Ms. SANDERS. I do not know if he gave it to Tony or not. I know
he did not give it to me.

Ms. DEGETTE. Did you ever tell Mr. Scrushy about that, about
the denial of the access?

Ms. SANDERS. No, I did not. No. No.
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Ms. DEGETTE. Mr. Cullison, I wanted to ask you some questions.
You set up the Compliance Department at HealthSouth, did you
not?

Ms. CULLISON. Yes.

Ms. DEGETTE. Had you ever done that before?

Ms. CULLISON. No.

Ms. DEGETTE. Okay. And who asked you to do that?

Ms. CuLLisON. I was approached by Teresa Sanders, who was my
supervisor in the internal audit department. And she told me that
they were looking at developing this program and asked if I would
be interested.

Ms. DEGETTE. Okay. And the company hired Strategic Manage-
ment Systems to assist you in developing compliance policy and
procedures, is that right?

Ms. CuLLIsON. Correct.

Ms. DEGETTE. And that company is headed by Richard
Kusserow, a former Inspector General of the Department of HHS,
as far as I know, is that right?

Ms. CULLISON. Correct.

Ms. DEGETTE. Now, if you will look at Tab 98 in the notebook
there. He sent a letter to you on December 3, 1997 and do you rec-
ognize that?

Ms. CULLISON. Yes.

Ms. DEGETTE. Did you receive that?

Ms. CULLISON. Yes.

Ms. DEGETTE. Now in that letter it says that there are occasions
that would arise when the legal counsel needed to direct the issue
resolution process and that HealthSouth needed a policy on when
to do that. Is that correct?

Ms. CuLLISON. Correct.

h}/{s‘.? DEGETTE. And Mr. Kusserow provided that kind of protocol,
right?

Ms. CULLISON. Yes.

Ms. DEGETTE. What it said is when there are allegations of
criminal law violations the legal counsel should be notified imme-
diately and that the legal counsel should conduct the investigation,
evaluate the facts and evidence and to determine whether a crimi-
nal violation may have occurred and determine how to handle the
issue. Is that right?

Ms. CULLISON. Correct.

Ms. DEGETTE. And do you know did the compliance office adopt
those protocols?

Ms. CULLISON. I remember that we went through the process of
reviewing the draft policies that SMS presented to us. I do not, on
the other hand, remember which ones wee adopted. I do not recall
which ones were adopted.

Ms. DEGETTE. Who was in charge of adopting the protocols?

Ms. CuLLisON. Ultimately it would have been the compliance of-
ficer, Tony Tanner.

Ms. DEGETTE. And is it your belief that the protocol between the
compliance office and legal counsel was adopted, that specific one?

Ms. CULLISON. I do not recall if that specific one was adopted or
not.

Ms. DEGETTE. Did you ever utilize those procedures?



63

Ms. CULLISON. The procedures that were adopted we had in our
office and we had access to
Ms. DEGETTE. But you do not remember which ones they were?
Ms. CULLISON. I do not recall which ones specifically were, yes.
Ms. DEGETTE. But did you ever refer anything to legal counsel?

Ms. CULLISON. I did on an informal basis, yes.

Ms. DEGETTE. Okay. And that would be, I suppose, contemplated
by the protocol on the compliance office?

Ms. CULLISON. Right.

Ms. DEGETTE. Now, Ms. Henze alleged fraud, which is a criminal
violation. Did you alert the legal counsel?

Ms. CuLLisoN. I did not alert them at that time.

Ms. DEGETTE. Okay. Did you suggest to Mr. Tanner that he call
in legal counsel about these allegations?

Ms. CULLISON. I do not recall doing that.

Ms. DEGETTE. Okay. And why not?

Ms. CULLISON. Probably at the time I felt that that would have
been a call better made by him.

Ms. DEGETTE. So you thought that he would do it?

Ms. CULLISON. Right.

Ms. DEGETTE. Now, Ms. Henze suggested that you do some com-
puter queries to see if what she said was accurate. Did you do
those queries?

Ms. CULLISON. Yes.

Ms. DEGETTE. And what did you find?

Ms. CULLISON. I found after running those queries, I found some
large dollar amount journal entries that were consistent with what
she had brought to me.

Ms. DEGETTE. And did you give those, the results of those que-
ries to Mr. Tanner?

Ms. CULLISON. Yes.

Ms. DEGETTE. What happened then?

Ms. CULLISON. At that point, that was when he informed me that
he was going to look into it.

Ms. DEGETTE. And did you ever follow up with him to see what
he had done?

Ms. CuLLISON. I did not get the details of his investigation. The
only response I received or the only response that I was given was
that the matter had been looked into.

Ms. DEGETTE. So you never knew anything more than that?

Ms. CULLISON. No.

Ms. DEGETTE. Was this the standard way that you operated?
Was this unusual?

Ms. CuLLISON. This was an unusual type of case. Generally he
would not have been involved in an investigation. But due to the
high level of management that was involved in the allegations, it
was not unusual that it would have gone to him.

Ms. DEGETTE. And also the credibility of Ms. Henze, which I
think you have said was impacted?

Ms. CuLLisoN. Exactly. Right.

Ms. DEGETTE. Now, so how many times do you think you took
situations like this to Mr. Tanner?

After consulting with counsel, your answer?
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Ms. CULLISON. Right. We only had the one allegation of fraud,
of a fraud nature from Diana, and that was the only one that went
to Mr. Tanner. The only one that we received.

Ms. DEGETTE. Were there any other issues that you thought
were big enough to take to Mr. Tanner?

Ms. CULLISON. For example, I remember a sexual harassment
situation that went to Mr. Tanner because of the high level of man-
agement that it involved as well.

Ms. DEGETTE. So it was very unusual?

Ms. CULLISON. Right.

Ms. DEGETTE. Yes. And the sexual harassment situation, Mr.
Tanner also found that the allegations were unsubstantiated, is
that not correct? That was his initial finding?

Ms. CULLISON. I think through the course of his investigation
that case was put to rest as well.

Ms. DEGETTE. Now, do you know if the board of directors was
ever made aware of this high level complaint against the senior of-
ficials of the company?

Ms. CULLISON. I do not know that they were made aware of it.

Ms. DEGETTE. And what happened to the records in this case?

Ms. CuLLIisON. We had a policy within the compliance depart-
ment that once a case had been closed, it would remain in our sys-
tem for 90 days and then it would be purged from our system. And
the only thing that would remain as a record of that case was gen-
eral information like the date of the call, whether—you know, what
type of call it was but not specific information.

Ms. DEGETTE. And so do you know if those records still exist
anymore?

Ms. CULLISON. Yes, they do.

Ms. DEGETTE. I do not have anymore questions, Mr. Chairman.

I just—I want to add my thanks to all the witnesses for coming
forward. But I also want to add I have been here for all of these
corporate responsibility hearings. And I think that if there is any
one thing that the testimony today and the testimony we have been
hearing for a couple of years should teach is is that when employ-
ees of a company see something wrong, they really need to find a
way to take it to places other than their immediate supervisors,
who are often the ones that are guilty of the wrongdoing.

And I was thinking about this over the lunch break. In so many
of these cases what we have had is a very charismatic powerful
leader of a company. Enron, Qwest, ImClone. And the employees,
even if they see wrongdoing are afraid to take it outside the normal
channels. So I think probably all of you have learned a good lesson,
and I know we certainly have. And I would hope that throughout
corporate America employees would be sitting there saying today,
you know, if I am seeing some wrongdoing, I have some kind of
duty to bring this up and not just to the people who are committing
the wrongdoing.

So, those are just my thoughts.

And, again, I want to thank everybody here. Because I know ev-
erybody here has tried to work the best that they could within the
system. And I do appreciate your testimony.

Mr. GREENWOOD. The Chair thanks the gentlelady.
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The gentleman from Oregon, Mr. Walden is recognized for 10
minutes.

Mr. WALDEN. Thank you, Mr. Chairman.

Ms. Sanders, I have a question for you and it relates to the au-
dits by Ernst & Young. Do you think it was appropriate to classify
the Pristine Audits as audit related services?

Ms. SANDERS. As audit related services?

Mr. WALDEN. Yes.

Ms. SANDERS. Like financial audit related services?

Mr. WALDEN. Right.

Ms. SANDERS. No, I do not.

Mr. WALDEN. And yet it was done that way, right?

Ms. SANDERS. To my knowledge, that is what I have heard.

Mr. WALDEN. Yes. It does not seem right to me. It is sort of a
white glove test to see whether the trash is—what all did they do?
Trash taken out, rooms clean?

Ms. SANDERS. Right. The reception is friendly.

Mr. WALDEN. I mean, that’s a function.

Ms. SANDERS. Right. Business license posted. I mean, it was very
generic. Things that someone could walk in the door and be able
to do and check yes or no on.
| Mé"‘.? WALDEN. Why would they have classified them as audit re-
ated?

Ms. SANDERS. I do not know. That was my——

Mr. WALDEN. Does anyone on the panel know that? The answer
to that?

Does anyone on the panel know if the board meetings were
taped, given the hidden cameras and microphones and the fact, I
understand Mr. Scrushy even had a tape recorder going in his pick-
up, I understand? His folks here were handing out copies of those
tapes gratuitously out here in the lobby earlier. Do you know if the
board—we do not have minutes from the board meetings. They
could not keep track of that, but they could, you know, wire his
pick-up. Do you know, were any of these board meetings taped?

Ms. SANDERS. No.

Mr. WALDEN. All right. Mr. Cohen, can you refer to Tab 27,
please sir, in the document binder? This was taken from the tran-
script of HealthSouth’s conference call to discuss third quarter re-
sults. You will see beginning on line 4 Mr. Scrushy states: “I would
like to begin by saying the third quarter was a challenging quarter
for the company. The introduction of Transmittal 1753 certainly
had an impact on the company.”

In your opinion was the estimated impact of Transmittal 1753
going to have an immediate revenue impact on the company, and
if not, why? And I know we have touched on this earlier, but I
would like to go back to it?

Mr. COHEN. Based on what we found while we were there, there
had not appeared to be any guidance given to the field as to how
to code. We did find one memo that had gone out telling everybody
to begin using group codes.

Mr. WALDEN. Right.

Mr. COHEN. However, when we talked to people in the field, peo-
ple fairly well admitted they disregarded that memo. Because they
thought it was inappropriate advice.
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On about September 13 CMS did hold an open forum where they
discussed more about the different scenarios and how the coding
could take place. And after that we would have expected to see
some impact. And, indeed, when we did look at the end of Sep-
tember, we saw some impact. But, as I said before

Mr. WALDEN. But as of that conference call?

Mr. CoHEN. We did not study earlier in the third quarter. Based
on our conversations we would not have expected to see a signifi-
cant amount of change in the way coding was done and certainly
through that period of time we found a dominus amount of impact
in how people coded commercial, and that was mainly out of the
hospital division.

Mr. WALDEN. And the commercial was the biggest part of the
book of business, was it not?

Mr. CoHEN. Yes, and that was—it was also the toughest part to
figure out what would happen long term as to how they would re-
spond to a change in Medicare.

Mr. WALDEN. Okay. How much was FTI paid to perform the
analysis of the impact of Transmittal 1753 on HealthSouth’s rev-
enue, and for that amount of money did HealthSouth board of di-
rectors receive a final product with the analysis FTI had per-
formed?

Mr. COHEN. We received, I believe, around $1.4 million.

Mr. WALDEN. All right.

Mr. COHEN. To prepare to the analysis.

Mr. WALDEN. Did the board ever see a final product?

Mr. COHEN. They never saw a final product. They never saw—
they were never given a report from us because we told the coun-
sel, we were working for counsel, a report went to Fulbright.

Mr. WALDEN. Right.

Mr. CoHEN. I do not know if they then subsequently shared the
draft that we gave Fulbright with the board.

Mr. WALDEN. Right.

Mr. COHEN. But we did indicate to Fulbright as well as we indi-
cated to the company that unless we resolve—until we were able
to resolve the discrepancies we saw, we were not going to take that
report to final.

Mr. WALDEN. And those discrepancies required additional infor-
mation which you sought?

Mr. COHEN. Yes.

Mr. WALDEN. And you sought that from Mr. Scrushy?

Mr. COHEN. No. We sought—I sent—we worked entirely through
Bill Owens while we were there in terms of coordinating data.

Mr. WALDEN. And who did he report to?

Mr. COHEN. Mr. Scrushy.

Mr. WALDEN. Thank you.

Mr. COHEN. And we sent a—I sent a note to him, an email on
November 6.

Mr. WALDEN. Right.

Mr. CoHEN. Listing out the discrepancies and then also request-
ing of him certain information and indicated the information that
we needed in order to complete that.

Mr. WALDEN. And Mr. Owens never got back to you?
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Mr. CoHEN. He never got back. Counsel was also notified of the
information that there was a discrepancy and we needed further
information.

Mr. WALDEN. Okay. And did the counsel ever pursue it that you
are aware of?

Mr. COHEN. There were two groups of counsel that we were deal-
ing with at the time. We were engaged by Fulbright & Jaworski.
I do not know what Fulbright & Jaworski did with that informa-
tion. I am not aware of what conversations they may have had.

M(I)‘ WALDEN. How much would it have cost you to finish the re-
port?

Mr. CoHEN. The second counsel that we talked to was Lanny
Davis with Patton Boggs. He had asked us for a memo detailing
remaining cost to finish the report.

Mr. WALDEN. Right.

Mr. COHEN. That he said he wanted to discuss with Mr. Scrushy.

The whole report including reporting to the board, etcetera, was
somewhere around $100,000 to just do the work that we needed to
confirm that number——

Mr. WALDEN. About 116, I think.

Mr. CoHEN. Right. Somewhere in that neighborhood. Just to do
the work that we need to confirm the numbers in the report was
probably somewhere in the 40,000 or 50,000 range.

Mr. WALDEN. So you could have completed your report for that
amount, is that correct?

Mr. COHEN. Yes.

M)r. WALDEN. And they had already spent a million dollars on
you?

Mr. COHEN. A million four.

Mr. WALDEN. A million four? And for another, no more than
40,000 confirm another 116 altogether including the 40 you could
have wrapped it up?

Mr. CoHEN. That is correct.

Mr. WALDEN. Do you think that asking for this additional infor-
mation it may have caused some—to suggest it might be not in
their benefit to have you finish that report?

Mr. COHEN. At the time, since it was an insider—insider trading
investigation, we figured they were going to want that report fin-
ished.

Mr. WALDEN. But who asked for the report to begin with through
the law firm?

Mr. CoHEN. Well, the law firm at the behest of—they were en-
gaged by the board.

Mr. WALDEN. By the board or Mr. Scrushy?

Mr. COHEN. I believe they were engaged by the board. I might
be incorrect, but I believe it is by the board.

Mr. WALDEN. Okay.

Mr. COHEN. And the law firm engaged us then to do one compo-
nent of their overall assessment, and that was to test the validity
of the $175 million assertion.

Mr. WALDEN. And so you go through all this process, the board—
let me understand this. The board asks the law firm to do this
study and you never end up finishing the study and the board
never sees it?
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Mr. COHEN. I do not know if the board ever saw the draft or not,
but I never did complete the study.

Mr. WALDEN. Who was Lanny Davis retained by?

Mr. CoHEN. I do not know. At some point we had conversations
with Lanny. Lanny had indicated that he retained by the company.
And I am telling you what I recollect, and that is I had heard he
was retained as a crises manager. Do not ask me what that is.

Mr. WALDEN. So they thought they might have a crises on their
hands. What a concept.

Mr. Smith, I want to go to you because you’re still there, right?

Mr. SMITH. Yes.

Mr. WALDEN. The auditing officer. And the auditing committee
at the board doesn’t talk to you?

Mr. SmiTH. I talk directly—I talk weekly with Mr. May, CEO of
the company. But I have not talked with the audit committee.

Mr. WALDEN. That’s phenomenal.

Mr. SMmITH. They get reports from me on audits, but I have not
had a one-on-one——

Mr. WALDEN. They do not call you in, you do not sit down, you
do not make your report to them independent——

Mr. SMITH. No.

Mr. WALDEN. [continuing] of the CEO?

Mr. SMITH. I have not met them, no.

Mr. WALDEN. They did not do that the last time either, right,
under Mr. Scrushy? Did they meet independently with their own
auditors?

Ms. SANDERS. No, sir, they did not.

Mr. WALDEN. What kind of board is this? This is outrageous.

Ms. Sanders, going back to the amount of money charged by
Ernst & Young, Tab 44, are you surprised the amount charged for
the Pristine Audit was so much higher than the amount charged
for the annual audit?

Ms. SANDERS. After seeing this document, yes sir, I am. I've not
seen——

Mr. WALDEN. I'll let you get to Tab 44. You'll see in the year
2000 the annual audit cost $939,400 plus the quarterly reviews of
87, so a million 27,000 let us say in 2000; a million 165,000 in 2001
for the audit. And then for the Pristine Audits it is a million and
a quarter for 2000 and a million 330,000. So they basically were
spending more to check the trash cans than to check the books?

Ms. SANDERS. That—that would appear so, yes, sir. I was not
there, though, during these years.

Mr. WALDEN. You were not there during these years?

Ms. SANDERS. I had—mno, sir. I had left in 1999.

Mr. WALDEN. On, that is right. I'm sorry. So you do not know
who prepared these figures?

Ms. SANDERS. No, sir. I do not.

Mr. WALDEN. All right. Let us see, let us go back to Mr. Cohen.

Would you please refer to Tab 35 in our binder? Attached to this
email is a document entitled “Fee Estimate for Remaining Tasks”.
On the line total remaining fees and expenses you have 116,756.
So that was the estimate we were just talking about.

Mr. CoHEN. That is correct.
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Mr. WALDEN. Okay. Was there some push back from
HealthSouth on the additional cost involved?

Mr. CoHEN. They had pushed back on the overall bill. On the ad-
ditional cost, we never got—we never got any response.

Mr. WALDEN. Did they pay the million dollar bill? The million
and a half?

Mr. COHEN. Yes, they did. Yes.

Mr. WALDEN. So they had already invested $1.4 million to find
out if there was some problem internally, but they did not want to
see the final result? Well, they did not want to pay you to finish
your work?

Mr. CoHEN. They certainly for whatever reason did not provide
us the information we needed to complete a final report.

Mr. WALDEN. Have you subsequent to that ever seen the infor-
mation?

Mr. COHEN. No.

Mr. WALDEN. Okay. All right. Did anyone at HealthSouth, either
employee or board member, request to see FTT’s analyses before it
was completed?

Mr. CoHEN. The only contact we had with the board was a very
early meeting where we met with, I believe it was Bob May just
virlanted to know what we were doing. Never had any contact after
that.

We anticipated we would be—when we completed it, we would be
making a presentation to the board. But since we never completed
the report that never happened.

As a normal course we had planned on going down to
Birmingham——

Mr. WALDEN. Right.

Mr. COHEN. [continuing] to meet with Bill Owens and the re-
maining senior staff that we had worked with to go through the re-
port with them and make sure there were not any glaring
mistakes

Mr. WALDEN. Sure.

Mr. COHEN. [continuing] or things that we had missed. That
never occurred because they did not respond to us to the November
16——

Mr. WALDEN. For the additional information?

Mr. COHEN. [continuing] for the additional information.

Mr. WALDEN. And that is pretty standard procedure, is it not?
You do other audits for other companies?

Mr. COHEN. Sure.

Mr. WALDEN. Is that correct? And is it not normal that an audit
committee you meet with them?

Mr. CoHEN. You talking about the audit committee now?

Mr. WALDEN. Yes. I mean, I know there are several

Mr. COHEN. Not related to this.

Mr. WALDEN. No, no, no. But just in general in the kinds of au-
dits you do?

Mr. COHEN. Well, I am not an auditor, but I am certainly aware
of that, yes. Typically, we would be meeting with the audit com-
mittee.

Mr. WALDEN. Would that not be a standard corporate practice?

Mr. CoHEN. Oh, yes.
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Mr. WALDEN. In a well run company?

Mr. CoHEN. Certainly.

Mr. WALDEN. The audit committee would have some independ-
ence from its management and you would report to that audit com-
mittee sometimes with management not there?

Mr. COHEN. Absolutely.

Mr. WALDEN. Especially if you saw a problem?

Mr. CoHEN. It certainly has evolved over the years. I mean, if
you went back 10 years, what you are hearing today was probably
fairly normal course. But it has evolved over time to where it is
pretty much an independent practice where whoever is in charge
gf inctlernal audit will report directly to the audit committee of the

oard.

Mr. WALDEN. Ms. Sanders, is that not what you do now? Report
independently?

Ms. SANDERS. I report—or reported when I worked with Eastern
Health System, yes. I reported directly to the CEO and also di-
rectly to the audit committee.

Mr. WALDEN. And you could meet with either separately and not
fear for your job?

Ms. SANDERS. Correct. I met on a quarterly basis alone with the
audit committee, yes.

Mr. WALDEN. But at HealthSouth you did not have that oppor-
tunity?

Ms. SANDERS. No, sir, I did not.

Mr. WALDEN. And at the other health company, I am sorry,
Eastern——

Ms. SANDERS. Eastern Health System.

Mr. WALDEN. Eastern Health. Did you have access to the cor-
porate books as well as anything else you wanted to look at?

Ms. SANDERS. Yes, sir, I did.

Mr. WALDEN. But at HealthSouth you did not?

Ms. SANDERS. I did not, no.

Mr. WALDEN. So, I mean, maybe I am—well, it just strikes me
that there were firewalls put up to make sure that the people doing
the audits could never see everything they needed to see to get a
clear picture of whether or not these books were being manipu-
lated. Is that an accurate picture from those of you were there who
are not there now?

Ms. SANDERS. We were hired to audit the field, and that is what
we audited. And, so that is—I mean

Mr. WALDEN. Okay. I understand. Thank you very much.

Mr. GREENWOOD. The time of the gentleman has expired.

The gentleman from Michigan, Mr. Rogers is recognized for 10
minutes for inquiry.

Mr. ROGERS. Thank you, Mr. Chairman.

Ms. Sanders, I am just trying to understand this a little better.
Just for my own edification. When you were hired in 1990 were you
hired for internal audit functions or operational audit functions?

Ms. SANDERS. I was hired as the internal auditor, but it was very
well defined by Mr. Scrushy that I was hired to audit the field and
it was the financial audit of the field, the financial information that
they would be submitting to the corporate office to post to their
general ledgers which would generate the financial statement.
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Mr. ROGERS. So you were more in the facilities? You were not for
the corporate finances, if you will?

Ms. SANDERS. Correct. Yes.

Mr. RoGERS. Okay. And it is my understanding there is no law
or was not a law at the time that set any parameters for what an
internal auditors could or should or would do according to the spe-
cifics of the law, is that correct?

Ms. SANDERS. Correct.

Mr. ROGERS. Okay. So they could define by law any type of sys-
tem that they wanted to do, including one where you were excluded
from the finances of the corporation and only did operational audit-
ing, is that correct?

Ms. SANDERS. Correct, yes.

Mr. ROGERS. You testified earlier that rumors were circulating as
to fraud that raised some concern for you. Now you did not see any-
thing within your audit purview in the facilities that indicated to
you that there would be fraud, is that correct?

Ms. SANDERS. That is correct.

Mr. ROGERS. But you heard a rumor that there may be some
fraudulent activity?

Ms. SANDERS. I heard that they—they heard the rumor that they
were playing with the numbers.

Mr. ROGERS. Can I ask, how did you hear that rumor? I mean,
how would you come about that kind of information?

Ms. SANDERS. I heard it once from a controller at one of the hos-
pital. She did not elaborate on how they were playing with the
numbers or exactly what she was talking about. It was a just com-
ment that was made.

And then I also heard it from a senior person at the corporate
office.

Mr. ROGERS. And I am at a point in your testimony here from
the asset freeze hearing. And the question was posed “So you have
got rumors circulating of some notions about fraud going on. You
are the in-house auditor of the company and you did nothing about
it?” End of question.

Answer: “You could look at it that way, yes sir.” So what you
were saying then is that you did not feel that there was anywhere
that you could go to talk about that information, is that correct?

Ms. SANDERS. I did not really have any documented information
to take to be able to investigate and see if the rumors were valid.

Mr. ROGERS. So you had no direct knowledge?

Ms. SANDERS. Correct.

Mr. ROGERS. Okay. And you also said that you heard even appar-
ently these Pristine Audits, but you had no direct knowledge of the
operation of Pristine Audits, did you?

Ms. SANDERS. No. I had—I had the direct knowledge of the Pris-
tine Audits. I did not have direct knowledge of where they were
classifying the expenses on the financial statements. That was not
part of my function. It was always intended to be a quality stand-
ards program; that was what the original proposal was.

Mr. ROGERS. Now, was the scope of your responsibility known
both to the senior officers and those below you in the different
functions of the compliance department and other places? They
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knew that your function was separate from the financial auditors,
or did they?

Ms. SANDERS. I do not know that they really knew that there
was a separation between the two of us. I do know that they knew
that I was responsible for doing the field audits, yes.

Mr. ROGERS. At anytime did you talk to the external auditors
about your concerns about these rumors that you were hearing?

Ms. SANDERS. No, I did not. And the main reason that I did not
is there was not anything to substantiate that the rumor was even
valid, and I would not have felt comfortable going either up the
chain to senior level management to the external auditors without
something to back up the rumors. I have heard these rumors, I
have got documentation to prove it exists.

Mr. ROGERS. To some degree you were a victim as well by the
numbers that you were getting in your operational audits as well?

Ms. SANDERS. Correct. Yes.

Mr. ROGERS. Okay. So, and I would assume you are a consum-
mate professional and you take your job very seriously. Obviously,
you have had the courage to testify today. It can happen in these
companies, can it not? If there is that much fraud and that much
conspiracy, that widespread and throughout a corporation culture,
these internal audit operations can be fooled as well, cannot they?

Ms. SANDERS. Yes, they can. They teach us that in our initial au-
diting courses and any of our certified fraud training, and any of
that. If there is collusion in a company, there is not anything that
you can do to detect that.

Mr. ROGERS. This is just more of a gee wiz question for me. The
SEC has just come out to require listed companies to have an inter-
nal audit function. And prior to that the language is “an effective
internal control.” Big difference there, do you not think, in your
role as a professional?

Ms. SANDERS. Yes.

Mr. ROGERS. And do you think it would help in the future for
these companies, make it a little bit more difficult for professionals
like you if you can be fooled to have an internal audit function as
opposed to an open ended effective internal control? Do you think
that would be effective?

Ms. SANDERS. Yes, it would.

Mr. ROGERS. I mean, that is something that we will be looking
at as a result of these hearings.

And I hope you all understand, I am just understanding it myself
to make sure that any action that we take here, make sure that
we go after the bad guys, the folks who are causing these problems.

And I just, again for the record, there is no time that you went
to either internal operations or external operations to say hey there
is a—we have a fraud problem here? And mainly because you did
not know, accordingly to your testimony?

Ms. SANDERS. I did not know. No, sir. The only—only comments
that I made were to Mr. Scrushy during my exit conference that
there were—I was having issues with Mike Martin, that he had
turned off my access. We had gotten that turned back on. And he
asked me why I felt like Mike had done that. And we got into a
discussion about Mike and the CFO. So
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Mr. ROGERS. Okay. In your history as an auditor in other places,
was it unusual that you would do this operational audit only or is
that something that a company that might

Ms. SANDERS. It is not unusual.

Mr. ROGERS. Not unusual?

Ms. SANDERS. No.

Mr. ROGERS. I am going to open it up to the panel. I am still try-
ing to understand the culture of fear that we have heard from
many of the employees, or at least from testimony that we have
gleaned from the past. And I am wondering if anybody can tell me
other than something that we have talked about earlier today, that
might help me understand completely this culture of fear that
would even when you got to the point where you really understood
that this—you were participating, quite frankly, in a fraudulent act
that maybe this is not my place or my time to relay that informa-
tion to either a superior or an external operation either through
the hotline compliance, Ernst & Young or others. And I am going
to open end that question to anybody.

Ms. DEGETTE. Will the gentleman yield?

Mr. ROGERS. Yes.

Ms. DEGETTE. I would assume you are not trying to get any of
the panel members to admit to participating in a fraudulent act?

Mr. ROGERS. No, absolutely not.

Ms. DEGETTE. That makes me be nervous when you say that.

Mr. ROGERS. No. I mean, other than some of these folks were, ob-
viously, participating in acts and why they are cooperating wit-
nesses at this point because they had firsthand knowledge of those
activities. And, obviously, something in them said, hey, I am going
to do my best. But what was that culture? I am more the culture
of fear than your activity. I am not really interested in you telling
me what you did other than what was that fear factor that said I
am not going to take the extra step to go? That was—I am just cu-
rious. I want to understand the culture of fear in this company that
got to us to where we are today. It existed.

Nobody wants to step up to that one?

Thank you, Mr. Chairman. I have no further questions.

Mr. GREENWOOD. The Chair thanks the gentleman.

Before I excuse this panel, just two more questions.

Ms. Henze, you are the assistant controller of HealthSouth today.
Do you see a difference between the company, the way the com-
pany was run when Mr. Scrushy was there versus the way it is op-
erating now under new management?

Ms. HENZE. Yes, sir.

Mr. GREENWOOD. Could you describe that difference?

Ms. HENZE. Just the general atmosphere is a lot more relaxed.
It seems to be a lot more open door. Mr. Bob May is the acting
CEO and, you know, I have—there is many occasion. I have seen
him in the cafeteria, walked up to him, gone to his office just said
“hey, something that never occurred.”

I mean, the little things. Like there was a private entrance that
only Mr. Scrushy could come into the company campus. As soon the
new leadership came, they opened it up to everybody so all employ-
ees could use any entrance that was available.
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They allowed us now to go out on the back deck. Just a nice little
deck where you can stand by the waterfall. We were not really—
we were—I do not know if hinder is the right word, but discour-
aged from going out there and standing. We are allowed to go out
there now.

There is picnic tables.

I mean, it is just a lot nicer atmosphere and

Mr. GREENWOOD. And how about the financial?

Ms. HENZE. Oh, I am sorry.

Mr. GREENWOOD. That is quite all right. That is all very inter-
esting. But how about the financial position of the company? Do
you feel confident that it is going to be able to survive this?

Ms. HENZE. Yes, I do.

Mr. GREENWOOD. Okay.

You all have long been involved with this company, and you all,
I think, were here when Mr. Scrushy was here. My guess is you
have all seen the “60 Minutes” tape in which Mr. Scrushy says that
he is perfectly innocent, he did not know about any of these she-
nanigans, did not know that the books were being falsified. He had
the terrible bad luck to hire 5 corrupt CFOs in a row and 10 other
company executives who hide all of this behind his innocent back.

Do any one of you based on Mr. Scrushy’s management style as
you have known it, does anyone of you believe him? Okay.

Thank you for coming. And thank you for your time and for you
openness, and for your willingness to try to do the right thing.

You are excused.

Okay. We now call forward our third and final panel of witnesses
consisting of: Mr. William Horton, Former Executive Vice President
and Corporate Counsel of HealthSouth Corporation; Mr. Brandon
Hale, Former Executive Vice President of Administration, Cor-
porate Security and Compliance Officer from HealthSouth Corpora-
tion; Mr. James Goodreau, Former Chief of Security, HealthSouth
Corporation, and; Mr. Anthony Tanner, Founder and Former Cor-
porate Secretary and Compliance Officer at HealthSouth Corpora-
tion.

Gentleman, we welcome you.

Okay. Again, we welcome you. I think you have observed from
the other panels that it is the practice of this subcommittee to take
testimony under oath. Do any of you object to giving your testi-
mony under oath this afternoon? Okay.

Seeing no such objection, I need to let you know that pursuant
to the rules of this Committee and the House, you are entitled to
be represented by counsel. Do any of you wish to be represented
by counsel today?

Mr. Horton? You need to pull your microphone over and turn the
button on. Try now. There you go.

Mr. HORTON. Thank you, Mr. Chairman.

My counsel William Baker and Tamara Smith are behind me.

Mr. GREENWOOD. Okay. Would you gentlemen raise your hands.
Thank you.

Mr. Hale?

Mr. HALE. Mr. Chairman, my attorney is David Burn and Paige
Jackson are behind me.

Mr. GREENWOOD. Okay. Welcome.
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Mr. Goodreau?

Mr. GOODREAU. Mr. Chairman, my attorney Fred Sinclair is be-
hind me, sir.

Mr. GREENWOOD. Very well, sir.

Mr. Tanner?

Mr. TANNER. Mr. Chairman, my attorney Jack Sharman is be-
hind me.

Mr. GREENWOOD. Okay. Mr. Tanner, I need to ask you, do you
have any difficulty rising to

Mr. TANNER. It would be easier——

Mr. GREENWOOD. All right. I am going to ask Mr. Horton, Mr.
Hale, Mr. Goodreau to stand and Mr. Tanner to just raise your
right hand as they do.

[Witnesses sworn. ]

Mr. GREENWOOD. Okay. You are under oath.

And, Mr. Horton, do you have an opening statement?

TESTIMONY OF WILLIAM HORTON, FORMER EXECUTIVE VICE
PRESIDENT AND CORPORATE COUNSEL, HEALTHSOUTH
CORPORATION; BRANDON HALE, FORMER EXECUTIVE VICE
PRESIDENT OF ADMINISTRATION, CORPORATE SECURITY
AND COMPLIANCE OFFICER, HEALTHSOUTH CORPORATION;
JAMES GOODREAU, FORMER CHIEF OF SECURITY,
HEALTHSOUTH CORPORATION; AND ANTHONY TANNER,
FOUNDER AND FORMER CORPORATE SECRETARY AND COM-
PLIANCE OFFICER, HEALTHSOUTH CORPORATION

Mr. HORTON. Mr. Chairman, I am Bill Horton from Birmingham,
Alabama. I was formerly Executive Vice President and Corporate
Counsel of HealthSouth. Pleased to be here today and try to an-
swer any questions the subcommittee may have.

Mr. GREENWOOD. Mr. Hale, do you have an opening statement?

TESTIMONY OF BRANDON HALE

Mr. HALE. Mr. Chairman, I do not have an opening statement
prepared. I am the former Executive Vice President of Administra-
tion, and I am here to answer questions today.

Mr. GREENWOOD. Yes, sir.

Mr. Goodreau?

TESTIMONY OF JIM GOODREAU

Mr. GOODREAU. Mr. Chairman, I am Jim Goodreau, and I was
the former Chief of Security for HealthSouth. And I am here to an-
swer any questions you have to ask.

Mr. GREENWOOD. Okay.

And Mr. Tanner?

TESTIMONY OF ANTHONY TANNER

Mr. TANNER. Mr. Chairman, I am a founder and a retired Execu-
tive Vice President of the company, and I have no formal state-
ment.

Mr. GREENWOOD. Okay. The Chair recognizes himself for 10 min-
utes for inquiry. And let me start with Mr. Hale.

Mr. Hale, as Corporate Secretary were you responsible for keep-
ing the minutes at board meetings?
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Mr. HALE. That is right.

Mr. GREENWOOD. Okay. And once a board meeting was over,
what was your process for organizing the minutes?

Mr. HALE. The minutes would be prepared. I would take my
notes for the minutes, handwrite a draft of those minutes. Send
those to Mr. Horton’s office. Those would be typed and prepared by
his assistant. Would come back to me. I would review and send
back to Mr. Horton for his review. And then they would be sent—
signed by me and sent to Mr. Scrushy for his approval and distrib-
uted to the board.

Mr. GREENWOOD. Before I asked this next question, one of the
panel members asked if the board meetings were videotaped or
audiotaped. To your knowledge, were they, Mr. Hale?

Mr. HALE. To my knowledge, no.

Mr. GREENWOOD. Okay. Mr. Tanner, do you know if the board
meetings were video or audiotaped?

Mr. TANNER. Not to my knowledge, sir.

Mr. GREENWOOD. Okay. Anyone else have any knowledge with
regard to that? Okay.

Back to you, Mr. Hale. Was Mr. Scrushy given the opportunity
to review the minutes before they were provided to board mem-
bers?

Mr. HALE. He was given the opportunity to review the minutes,
yes.

Mr. GREENWOOD. Before they were given to the board members?

Mr. HALE. Before they were given

Mr. GREENWOOD. And why was that?

Mr. HALE. For his signature before they went to the board.

Mr. GREENWOOD. Did Mr. Scrushy ever make alternations to the
minutes before you provided them to board members?

I do not think your button is on.

Mr. HALE. It was very rare that he would make any changes or
suggestions to the minutes. I remember a couple of occasions, but
that is all.

Mr. GREENWOOD. Do you remember the substance of those
changes?

Just leave it on.

Mr. HALE. Okay. Sorry. That is a lot easier. Thank you.

Mr. GREENWOOD. Yes.

Mr. HALE. It was in the August—I think the August 30 meeting
of 2000 he added a little clarity with regard to the Transmittal
1753 statement or the addressing the timeframe of that. I think
the comments, I would need to refer to it to be certain, but added
in there comments that he was advised by Mr. Owens of Trans-
mittal 1753 on August 6 and referenced the potential impact ini-
tially estimated at $15 to $20 million. It is not exact words, but
something to that effect.

Mr. GREENWOOD. Did you find it inappropriate that Mr. Scrushy
could edit the minutes at will?

Mr. HALE. He could not edit at will. I mean, that was something
that was stated in the meeting, and I agreed to it. I mean, if it was
not done in the meeting, I would not agree to adding it. No, sir.
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Mr. GREENWOOD. Okay. So it is your testimony that Mr. Scrushy
never added anything to the minutes that, in fact, did not reflect
what happened at the board meeting?

Mr. HALE. Not the minutes that I prepared, no.

Mr. GREENWOOD. Nor did he delete anything from minutes that
in fact did occur, words that were spoken?

Mr. HALE. Not to my knowledge.

Mr. GREENWOOD. Okay. Were you present at the executive ses-
sions?

Mr. HALE. I was—occasionally I would be asked to stay in the
executive session. Normally I would not be.

Mr. GREENWOOD. Okay. And were there separate minutes for the
executive sessions?

Mr. HALE. Any—any notations in the minutes from executive
sessions would have been given to me from Mr. Scrushy to add to
the minutes.

Mr. GREENWOOD. And how would you know if they were, in fact,
accurate?

Mr. HALE. Well, they would be distributed to the board.

Mr. GREENWOOD. But is it not true that frequently there were
minutes that the board never saw and never reviewed? Never ap-
proved?

Mr. HALE. The minutes were distributed to the board.

Mr. GREENWOOD. In every instance?

Mr. HALE. The ones I did were distributed, yes.

Mr. GREENWOOD. Okay.

Mr. HALE. Now there were some toward the final period that I
was taking minutes that were in various stages of drafts and pro-
duction. And those certainly might be in question.

Mr. GREENWOOD. Okay. Would you turn to Tabs 9 and 10 in the
binder on the table? And turn to pages 2, which carries over to
page 3 on Tab 9.

Did you prepare these minutes?

Mr. HALE. Yes, sir. I did.

Mr. GREENWOOD. Okay. I would like to read a few lines that
begin at the bottom of page 2 and carry over to page 3. “Mr. Owens
stated that he had believed the Transmittal—” I believe that refers
to the CMF transmittal about the 1753—“might apply to the cor-
poration’s outpatient services and freestanding outpatient centers.
He informed Mr. Scrushy on August 6 that it might apply to such
services in freestanding outpatient centers and the impact could be
$15 to $20 million.” Behind these typed minutes are your hand-
written minutes, and that is in Tab 10. Do you see those?

Mr. HALE. Yes, sir.

Mr. GREENWOOD. Okay. And I note that there are two versions
of the handwritten notes. It looks like an earlier version and then
a more formalized version. Looking at both versions of your hand-
written notes of the meeting on which you base these minutes, I
presume there was no mention of this $15 to $20 million figure?
Is that correct?

Mr. HALE. Sir, I remember that figure being mentioned in the
minui(:ies. It is not in my notes. But it was a figure that was dis-
cussed.

Mr. GREENWOOD. Okay. So it is not in your draft notes?
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Mr. HALE. Correct.

Mr. GREENWOOD. Not in the draft minutes?

Mr. HALE. That’s correct.

Mr. GREENWOOD. But then it appears in the final minutes?

Mr. HALE. That’s correct.

M;‘ GREENWOOD. And that was as a result of Mr. Scrushy’s addi-
tion?

Mr. HALE. That is correct.

Mr. GREENWOOD. Okay. Did Mr. Scrushy ask you to put the fig-
ure into the minutes?

Mr. HALE. Yes. The figure was in his addition to the minutes.

Mr. GREENWOOD. Okay. So he said to—he reviewed your draft
minutes and then he asked you to add this language about the $15
to $20 million impact?

Mr. HALE. That is correct.

Mr. GREENWOOD. And you said I would do that, and you went
back and altered the minutes? Is that correct.

Mr. HALE. The minutes were still in the stage of being put to-
gether, and I made that adjustment because that—I did recall that
being statement in the meeting. Yes.

Mr. GREENWOOD. Because what?

Mr. HALE. I did recall that being stated——

Mr. GREENWOOD. You did not?

Mr. HALE. You did recall that being stated.

Mr. GREENWOOD. Oh, you did recall? So you have an independent
recollection of Mr. Owens stating during this meeting that he told
%V[r.?Scrushy on August 6 that the impact could be $15 to $20 mil-
ion?

Mr. HALE. That is correct.

Mr. GREENWOOD. Okay. Would you turn to Tab X. I am sorry. Go
back to Tab 10. Okay.

Tab 10 you will find the August 8 board meeting minutes.

%/Ir. HALE. Tab 10 shows August 26 in my book. It is a different
tab.

Mr. GREENWOOD. All right. So stay on Tab 10 and go to pages
entitled “HHEC293-0469”.

Mr. HALE. Okay.

Mr. GREENWOOD. And do you see about three quarters of the way
down your notes “Get with WTO and RMS to see what needs to be
added to board minutes.”

Mr. HALE. Yes.

M)r. GREENWOOD. Okay. Could you tell us what that means to
you?

Mr. HALE. That was after I left, and you see above that you see
that all including me left the board. So that was to go with them
to find out if anything needed to be added to the minutes.

Mr. GREENWOOD. So it was your decision to do that or was it Mr.
Scrushy’s decision to do that?

Mr. HALE. I asked if there was anything else in executive session
that needed to be incorporated into the minutes.

Mr. GREENWOOD. Okay. Go to Tab 52, please.

Mr. HALE. Could I add one other thing? If you will see my note
below that where it states continue—discussion continued and then
motion approved with no votes against the motion. That is what I
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was advised that actually what occurred after they went into exec-
utive session.

Mr. GREENWOOD. And you were advised that by whom?

Mr. HALE. By Mr. Scrushy.

Mr. GREENWOOD. Mr. Scrushy told you that that was what hap-
pened at the executive meeting and so you should put that in the
minutes?

Mr. HALE. That should be included in the minutes. Yes, that is
correct.

Mr. GREENWOOD. Okay. Is that in your view consistent the way
a secretary should conduct himself to just take the word of the
CEO that something happened at a meeting that you did not at-
tend and drop it into the notes?

Mr. HALE. If it is noted in executive session that I was not in,
I thought that was appropriate. Yes, sir.

Mr. GREENWOOD. Okay. Did you ever have any question in your
mind as to whether you should just assume that anything that Mr.
Scrushy told you happened in the executive meeting actually hap-
pened in the executive meeting?

Mr. HALE. I did not question it at that time.

Mr. GREENWOOD. You did not question that?

Mr. HALE. I certainly would not have.

Mr. GREENWOOD. All right. Let us go to Tab 52. And do you see
that memorandum?

Mr. HALE. Yes, I do.

Mr. GREENWOOD. Okay. Why do you not tell us what this memo
indicates?

Mr. HALE. This is a memo——

Mr. GREENWOOD. This is a memo that you sent, right?

Mr. HALE. Yes. This is a memo, dated March 3, 2003 to Joe Gor-
don. It says “Enclosed please find board minutes for January 31,
2003, February 6, 2003, February 7, 2003, February 21, 2003.
Please review and we will discuss and finalize at the board meeting
in Orlando.

Mr. GREENWOOD. Okay. So what you did is you sent him the
board minutes for 5 separate meetings and you asked him to re-
view them and then have discussion with you and finalize at the
board meeting in Orlando, is that right?

Mr. HALE. That is correct.

Mr. GREENWOOD. Now, is that common practice for you to send
the minutes off to—describe what Mr. Gordon’s role was?

Mr. HALE. Mr. Gordon was a director. This memo went to all the
directors. This is just a copy of the one that went to Mr. Gordon.

Mr. GREENWOOD. Okay. And why did you feel that it was appro-
priate to ask Mr. Gordon specifically to review those minutes and
decide whether they need to be altered or not?

Mr. HALE. Sir, these minutes went to all directors. This same
memo went to each director. This is just a copy of the memo that
went to Mr. Gordon.

Mr. GREENWOOD. So what was the normal procedure by which
the board would approve minutes?

Mr. HALE. The normal procedure for approval when I was sec-
retary would be the minutes would be distributed to the board
members and they would sign their—the statement, the waiver on
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the back, and that was acknowledgement that they received. Never
was it practice during—from December 1999 while I was the sec-
retary to approve the minutes prior to the start of the next board
meeting. That was not a practice.

Mr. GREENWOOD. So most meetings have an early on in their
agenda approved the minutes from the last meeting. That was not
the standard practice at HealthSouth?

Mr. HALE. That was not the standard practice. No, sir.

Mr. GREENWOOD. Okay. We have been informed by board mem-
bers from HealthSouth that there are still outstanding minutes
from board meetings that have still never been approved. Is that
s0?

Mr. HALE. The—in March 2003 I ceased to take minutes for
board meetings. The attorneys from Skadden Arps took over that
responsibility. There were some minutes in stages of drafts and re-
view with Mr. Horton that were never finalized.

Mr. GREENWOOD. But I am talking about minutes that were
taken at board meetings when you were still in your role as sec-
retary and we are told by board members that there were minutes
from meetings that they have never approved that you took?

Mr. HALE. Yes, sir that is what I said. There were minutes that
were in stages of either my draft form or review of Mr. Horton that
were not finalized prior to that time and still have not been ad-
dressed.

Mr. GREENWOOD. And what is the normal turn around time for
you? There is a board meeting, you take the minutes, you draft—
you do a draft of the minutes. How long does it take to get that
through the process and approved?

Mr. HALE. That process should not take that long, but that proc-
ess was taken away from my hands in March 2003.

Mr. GREENWOOD. But were there periods of time when before
that, before the date to which you just referred, that minutes went
5 months without being approved?

Mr. HALE. That sounds long. We were not quick in getting them
back, I will admit that. But I do not know of any that would be
missing.

Mr. GREENWOOD. Did you ever hear from the board members
complaining that they were unhappy with the fact that minutes
had not been provided to them for approval?

Mr. HALE. Not until after August 2002.

Mr. GREENWOOD. Okay. My time has expired. The gentlelady
from Colorado is recognized for 10 minutes.

Ms. DEGETTE. Well, Mr. Hale, before August 2002 how long was
it taking you to get the minutes out to the board members?

Mr. HALE. I do not recall exactly.

Ms. DEGETTE. At sometimes it was up to almost a year, was it
not?

Mr. HALE. I do not think so, no.

Ms. DEGETTE. And when you got the draft minutes out to the
board members, like the example here in Tab 52, did you ever get
comments back from executive committee members about things
that were in the minutes that you were not there and——

Mr. HALE. I do not recall any comments.
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Ms. DEGETTE. So you never had anyone say no that was not
right or something else happened, right?

Mr. HALE. Not in the time period prior to that. And the examples
that I remember after August 2003 there was one comment from
Mr. May on clarification of some events in a meeting that were ad-
dressed.

Ms. DEGETTE. When was that?

Mr. HALE. That was in probably October 2002.

Ms. DEGETTE. And what was Mr. May talking about?

Mr. HALE. I do not recall specifically. I know there some confu-
sion in—there was a meeting on October 22 with Fulbright & Ja-
worski that I was not in that some Fulbright attorneys were taking
the minutes for that meeting. I do not think those have ever been
completed or seen. I was not in that meeting. It was strictly execu-
tive session. And there was some confusion over what was pre-
sented at the meeting prior to that by Fulbright in that meeting.

Ms. DEGETTE. And the subject of that was the auditing, the fi-
nancial reporting?

Mr. HALE. The Fulbright report and investigation.

Ms. DEGETTE. The report. Okay. Thank you.

Mr. Horton, I wanted to ask you some questions. If you can take
a look at Tab 98. That’s the compliance policies and procedures
that I was talking to Ms. Cullison about in the last panel. And I
wanted to ask you if you have ever seen these compliance policies
before?

Mr. HORTON. I do not recall seeing them before, ma’am.

Ms. DEGETTE. Now, were you familiar with the protocols of the
Compliance Department for investigating allegations of fraud?

Mr. HORTON. I am not sure—I am not sure what you mean by
the protocols.

Ms. DEGETTE. Well, did they have a protocol if there was an alle-
gation of fraud.

Mr. HORTON. They had, I think, procedures that they followed.
I am not sure if by protocols you mean a written set of protocols.

Ms. DEGETTE. Okay. Well, what were their procedures?

Mr. HORTON. My understanding was, I think essentially as Ms.
Cullison said on the previous panel, if they got a call in on the hot-
line or any other sort of inquiry, they would sort of assess the na-
ture of the problem whether it was in fact a compliance problem
or human resources problem, or something else. Route it down the
appropriate path.

Ms. DEGETTE. Okay. Now, as legal counsel was it your under-
standing that you should be contacted immediately if there were al-
legations of criminal activity?

Mr. HORTON. I would have expected that we would have been. 1
do not know that there was a formal policy to that effect. But the
Compliance Department would not infrequently contact someone in
my department, you know, if in view of the Compliance Depart-
ment they had an issue come in that

Ms. DEGETTE. Let me ask you, was your department—was the
legal counsel’s office ever contacted by the Compliance Department
to notify you of an allegation of criminal activity?

Mr. HorTON. I do not recall any allegations of criminal activity.

Ms. DEGETTE. So, but you were never notified of that.
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Now, fraud is potential criminal conduct, is it not?

Mr. HOrTON. Certainly certain kinds of fraud. Yes, ma’am.

Ms. DEGETTE. Yes. In fact, you know, as it turns out 15 people
have plead guilty to criminal fraud in this resulting from this com-
pany, right?

Mr. HORTON. There are 15 people who have plead guilty. Yes,
ma’am.

Ms. DEGETTE. And that was to a crime, right?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. Okay. Now, in 1999 as we heard on the last panel,
Ms. Henze made a compliant to the Compliance Department that
there was fraud going on at the highest levels of HealthSouth. She
said, and she had some credible evidence to back it up as we heard,
that the financial chiefs at HealthSouth were making improper en-
tries to the books at the end of each quarter to increase earnings.
This is a pretty serious allegation of criminal activity at a publicly
held company, is it not?

Mr. HORTON. Yes, ma’am. It is.

Ms. DEGETTE. And Ms. Cullison testified that she gave the com-
plaint to Mr. Tanner, the Compliance Officer, to investigate. Mr.
Tanner has no experience in criminal investigations and under
HealthSouth’s protocol I would assume that he would be required
to bring that type of allegation to you. Would you assume that as
well?

Mr. HORTON. I am not aware of the protocol that she describes
some of.

Ms. DEGETTE. Well, would you think that Mr.—that if an em-
ployee came in and said there are serious fraud going on here and
I have the evidence to back it up, would you suspect someone
might have called you?

Mr. HORTON. That would certainly be a reasonable thing to do.
Yes, ma’am.

Ms. DEGETTE. I would think so. Did he bring it to you? Did he
call you and tell you about it?

Mr. HORTON. No, ma’am. Not that I recall.

Ms. DEGETTE. Until Ms. Henze testified in the SEC asset hear-
ing earlier this year, had you ever heard of this allegation?

Mr. HORTON. No, ma’am. I had not.

Ms. DEGETTE. Did you hear about these rumors that some of the
witnesses on the second panel talked about that someone was cook-
ing the books at HealthSouth? Did anyone ever bring that to your
attention?

Mr. HORTON. I do not recall any particular rumors that were
brought to my attention. No, ma’am.

Ms. DEGETTE. Okay. What would you have done if you heard
about those rumors as the legal counsel for the company?

Mr. HoRTON. Certainly if—you know, if they were rumors that
appeared to have any substance or, you know, provided any infor-
mation that would enable them to—enable someone to pursue
them, you know, I would have wanted to find out what was behind
them.

Ms. DEGETTE. What would have happened if someone would
have brought Ms. Henze’s complaint to you?
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Mr. HORTON. Specifically, I had not thought out a plan of action.
But certainly that would be something we would want to follow up
on and try to get to the bottom of.

Ms. DEGETTE. Because it is a serious allegation, right?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. Now if you will take a look at Tab 67. This is the
Fleeced Shareholder fax that we were talking about in the last
panel. That did come to your attention, as I recall?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. Is that correct? And you were asked to look into
it, right?

Mr. HorToN. That is correct.

Ms. DEGETTE. And you had internal audit Mr. Owens write
memos which provided plausible rebuttals, as you described them
to our staff, to these allegations. Is that right?

Mr. HORTON. Yes, ma’am. I asked Mr. Owens to look into it and
receive the memos that I think the staff is saying, and I believe
you are saying, from Mr. Owens and from Ms. Sanders that tended
to rebut the allegations.

Ms. DEGETTE. Did you ever bring this to the attention of the
board or the audit committee?

Mr. HORTON. No, ma’am.

Ms. DEGETTE. Why not?

Mr. HoOrRTON. The information that Mr. Owens and Ms. Sanders
provided appeared to me to be credible and to be responsive to the
concerns of—you know, I was not aware of any reason to take it
further than it was taken at the time.

Ms. DEGETTE. What about Mr. Scrushy? Was he aware of it? Did
you tell him about it?

Mr. HORTON. I believe—I am going back in my memory. I believe
he was aware of this communication and—that—and Mr. Owens
and Ms. Sanders were to be looking at the data. But I did not make
a specific report to him.

Ms. DEGETTE. How do you know that he knew about it then?

Mr. HORTON. I am going—and I apologize, because my memory
may not be exact on this. But I have—I have some recollection of
his having been involved at least some of the original discussion
when this came to our attention.

Ms. DEGETTE. About the——

Mr. HORTON. When the original memo came up.

Ms. DEGETTE. About the allegations that are made in this email?

Mr. HORTON. Yes, ma’am. Again, that—that is the best of my
recollection now. I could not guarantee that he was involved, but
I think he was.

Ms. DEGETTE. Do you know if Ernst & Young was ever provided
a copy of the memos, the plausible rebuttals?

Mr. HORTON. I am not sure.

Ms. DEGETTE. Now, do you go to the board meetings as legal
counsel?

Mr. HORTON. Only when I have been invited to.

Ms. DEGETTE. How often are you invited?

Mr. HORTON. There is really no particular pattern to it. It would
depend on, you know, what was under discussion and whether Mr.



84

Scrushy, who is chairman and CEO of the board up until March,
you know, wanted me there for some reason.

Ms. DEGETTE. And would that be for some specific report or
something of that nature?

Mr. HORTON. Occasionally during—I mean during the period I
would say 1994 through 1998 or 1999 when the company was in
a heavy acquisition mode, I would normally be at the board meet-
ings where acquisitions were being approved. Occasionally there
would be some other topic that Mr. Scrushy would want me to re-
port on, whether it was a piece of litigation or something. It just
really depended on the circumstances.

Ms. DEGETTE. So there was no requirement, as with many cor-
porate boards, that legal counsel be present at—that corporate
legal counsel be present at the board meetings, right?

Mr. HorToN. That is correct.

Ms. DEGETTE. And is that true to this day, do you know?

Mr. HORTON. I am not sure that there is any policy requirement
as a practical matter in the meetings of the board and the special
committee of the board of directors that have occurred since the
end of March, there have invariably, as far as I know

Ms. DEGETTE. They have had lawyers there all the time lately.

Mr. HORTON. There are a lot of lawyers.

Ms. DEGETTE. Lots of lawyers. Yes. I noticed that.

Thanks.

Mr. WALDEN [presiding]. Thank you. Mr. Horton, I just want to
go back to explain about the Fleeced Shareholder fax so that I un-
derstand it. Ernst & Young received this, right?

Mr. HORTON. Yes, sir. That is my understanding.

Mr. WALDEN. And it raises a whole list of issues from somebody
who obviously had inside information about the company, or at
least it would appear they did. And they came to you, Ernst &
Young came to you and said what should we do about this. And is
it acgurate to say then you said we will take care of it, we will look
at it?

Mr. HORTON. I am not sure. I do not believe Ernst & Young origi-
nally came to me. I think they originally came to Bill Owens and
Mike Martin, who called me in and we—you know, we did under-
take to look into it.

Mr. WALDEN. All right. And what was your response back to
Ernst & Young?

Mr. HorTON. That we would look into it.

Mr. WALDEN. So that was it?

Mr. HORTON. Subsequently we got the information that we have
discussed from Mr. Owens and Ms. Sanders, and

Mr. WALDEN. But are they not the auditors, Ernst & Young,
would you not share that information back to them so they can do
their job?

Mr. HORTON. I believe that it was shared with them ultimately.
I mean, in any event, there was no—as far as I know, no subse-
quent follow up after that information had been gathered from
Ernst & Young. I never—never heard anything from them or never
had any follow up——

Mr. WALDEN. Can I clarify. Did you or the others involved, do
you know whether or not that they provided the information, the
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answers to these questions from the Fleece Shareholder to Ernst
& Young?

Mr. HORTON. It is my impression at this point that the informa-
tion was discussed with Ernst & Young. At this point I just don’t
recall the details of how that

Mr. WALDEN. You do not remember when or how much, or any
of that?

Mr. HORTON. No, sir. I apologize. I just do not.

Mr. WALDEN. All right.

Mr. Goodreau, in the summer of 2002 did Bill Owens, the CFO
of the company, tell you that there were “big problems with the
numbers, not Enron big, but significant”?

Mr. GOODREAU. Sir, it was not in that terminology. What he said
was that—and I believe if you will look at my testimony, it says
that he told me that there was some accounting problems at the
office. And then he said it is not an Enron, but the number is sig-
nificant.

Mr. WALDEN. Okay. Similar to what I have recounted here, but
there are big problems with the numbers, not Enron big but signifi-
cant? Is that not what I heard you sort of say?

Mr. GOODREAU. Sir, what I just said is exactly what I remember
him saying.

Mr. WALDEN. All right. When you heard his comments by the
CFO about the numbers of the company, a company you owned
stock in and were an employee of, did you use the compliance hot-
line to report what Bill Owens had told you?

Mr. GOODREAU. No, sir, because I had no reason or any docu-
mentation to prove that what he was saying was criminal.

Mr. WALDEN. So even though he told you there are numbers and
problems and raises the word “Enron”, and he is the CFO, that did
not cause concern enough to do anything about it?

Mr. GOODREAU. For all I knew, sir, he was talking about prob-
lems in accounting in a certain division. I had no idea that he was
talking about anything other than that.

Mr. WALDEN. But you did have a hotline card like other employ-
ees had?

Mr. GOODREAU. Yes, sir. I had a hotline card.

Mr. WALDEN. Okay. But you did not use it? You did not think
that what he said was enough to trigger that?

Mr. GOODREAU. No, sir.

Mr. WALDEN. Okay. Did you witness Mr. Scrushy use a computer
at his Merrian offices located on the premises of his home in Bir-
mingham prior to March 2003?

Mr. GOODREAU. I do not remember him ever using a computer
there.

Mr. WALDEN. Did you not tell our staff, our investigators, that
he had a laptop computer there?

Mr. GOODREAU. He had a laptop computer there, but I do not re-
call him every using it. I remember it sitting on the counter, but
I never saw him use it.

Mr. WALDEN. Okay. Did you ever investigate or hire an outside
firm to investigate any HealthSouth board members?

Mr. GOODREAU. No, sir. I did not.
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Mr. WALDEN. Did Mr. Scrushy ever ask you to investigate or hire
a third party to investigate board members?

Mr. GOODREAU. I did not hire any outside person to investigate
a board member.

Ms. DEGETTE. Did you ever investigate a board member?

Mr. GooDREAU. I did.

Mr. WALDEN. Okay. That was part of my question. Who was it?
Can you tell us about it?

Mr. GOODREAU. Mr. May.

Mr. WALDEN. And what was the issue and who asked you to in-
vestigate?

Mr. GOODREAU. I do not remember exactly that I was asked to
investigate Mr. May. I looked into Mr. May because I thought that
he had been dishonest.

Mr. WALDEN. In what respect?

Mr. GOODREAU. Mr. May had been involved in the bankruptcy of
a couple of companies, and I did not remember ever hearing that
from Mr. Scrushy.

Mr. WALDEN. Were these

Mr. GOODREAU. I asked him about it, and he did not know about
it.

Mr. WALDEN. Mr. Scrushy did not know about it?

Mr. GOODREAU. No, sir.

Mr. WALDEN. And were these companies with some relationship
with HealthSouth?

Mr. GOODREAU. I do not think they had any relationship with
HealthSouth.

Mr. WALDEN. Okay. Did you report to Mr. Scrushy about the in-
vestigation or what you found out?

Mr. GOODREAU. Yes, sir. I told him that—that—actually what I
did, was I asked him if he knew about that. And he said no, he
did not know about that. And then I think he confronted Mr. May
about it.

Mr. WALDEN. Could you turn to Tab 58? And can you tell us who
is Joel that Mr. Scrushy is referring to? I will let you get to that
tab, sir. Do you know is he referring to Joel Gordon, a long time
board member?

Mr. GOODREAU. Yes, sir. He is.

Mr. WALDEN. And why is he asking you to follow Mr. Gordon?
It says: “Subject: Re: Come to the first floor. Hang out with Mary
and follow Joel as he goes in and out. See what he is doing. RS.”
From Richard Scrushy. And you responded. “Okay. Jim Goodreau.”

Mr. GOODREAU. Yes, sir.

Mr. WALDEN. Do you know why he was asking you to follow Mr.
Gordon?

Mr. GOODREAU. I do not know why he was asking me to follow
him.

Mr. WALDEN. You never asked him that?

Mr. GOODREAU. No, sir. I never:

Mr. WALDEN. You just did whatever he told you to do and—what
did you find out after following Mr. Gordon?

Mr. GOODREAU. He was just coming out of the—I think they were
in a board meeting or something, and he—Mr. Gordon came out of
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the board meeting. But, I mean, he stayed on the 5th floor. He did
not go anywhere.

Mr. WALDEN. Is that—I mean, I—I have been on a couple of
boards. And I have never run into where the CEO has a security
person follow us in and out of the bathroom, or wherever they go
as board members. Is that pretty typical at HealthSouth?

Mr. GOODREAU. No, sir. That was the only time I believe I was
ever asked.

Mr. WALDEN. And you never inquired as to why?

Mr. GOODREAU. No, sir.

Mr. WALDEN. Did you report? Did Mr. Gordon know he was being
followed? Did he ask you about that?

Mr. GOODREAU. I have no idea if he knew or not. It was not like
I was following him around the—following him around the room.

Mr. WALDEN. All right. Did you ever hire an investigation com-
pany by Les Moore and investigate any board members?

Mr. GOODREAU. I hired an investigative company, yes. But as to
whether to investigate any board members, I have—I have no idea.

Mr. WALDEN. Did Mr. Scrushy authorize you to hire outside in-
vestigators?

Mr. GOODREAU. I did not ask Mr. Scrushy about hiring outside
investigators.

Mr. WALDEN. Who was paying the bills for the outside investiga-
tors?

Mr. GOODREAU. The company.

Mr. WALDEN. Okay. But Mr. Scrushy did not—you are telling me
under oath Mr. Scrushy never asked you to hire these investiga-
tors? You did them on your own?

Mr. GOODREAU. Yes, sir.

Mr. WALDEN. But sent the bill back, obviously, or it came out of
your department?

Mr. GOODREAU. Actually, Bill Owens signed off on the bills.

Mr. WALDEN. Bill Owens. And Bill Owens worked for Mr.
Scrushy, right?

Mr. GOODREAU. That is correct.

Mr. WALDEN. Okay. And what were they investigating, this com-
pany you hired, Les Moore?

Mr. GOODREAU. The company would investigate whatever it was
that needed to be investigated by the corporation

Mr. WALDEN. All right. But specifically in this case why did you
hire them?

Mr. GooDREAU. With the board?

Mr. WALDEN. Yes.

Mr. GOODREAU. Is that what you are asking me?

Mr. WALDEN. Yes.

Mr. GOODREAU. Again, I would have to look and see. Because 1
am not exactly clear on what specifically you are asking about.

Mr. WALDEN. Okay. Let us get specific. Les Moore. That is a se-
curity guard, right, that works for you?

Mr. GOODREAU. He has a company.

Mr. WALDEN. He has a company?

Mr. GOODREAU. Yes.

Mr. WALDEN. And you hired him and that company?




88

Mr. GOODREAU. I had hired that company prior to him becoming
an employee.

Mr. WALDEN. Okay. And why did you hire that company? What
was their mission? What did you ask them to look at?

Mr. GOODREAU. Whenever we had any type of investigative needs
within HealthSouth that required the wuse of outside
investigators

Mr. WALDEN. So, would that be to investigate people inside
HealthSouth?

Mr. GOODREAU. Not specifically. No, sir. It might be to
investigate

Mr. WALDEN. But you are not going to tell me specifically why
you hired these people and what you asked them to look at?

Mr. GOODREAU. Excuse me, sir?

Mr. WALDEN. Are you going to tell me specifically why you hired
this company and what you asked them to look at? I mean, that
is what I am asking is specifically why did you hire them and what
did you ask them to look at? What other kinds of needs were there
at HealthSouth, investigative needs?

Mr. GOODREAU. We had investigative needs for looking into
whatever. We have 50,000 employees, we see 100,000

Mr. WALDEN. So you were looking at different employees and
what they were doing?

Mr. GOODREAU. No, sir. I was not looking at different employees
and what they were doing.

Mr. WALDEN. Okay.

Mr. GOODREAU. There was an allegation that came up about a
situation where an employee had a problem with someone or had
a confrontation with someone, or someone came into a facility to—
made some threat, or if we received a letter from someone stating
a threat, that we were to investigate that to see what merit it
would hold.

Mr. WALDEN. So how many investigations did you undertake?

Mr. GOODREAU. I cannot recall exactly.

Mr. WALDEN. Can you give me a range? Ten, 100, 5,000?

Mr. GOODREAU. Over a 7 year period, 50 maybe. I do not know.

Mr. WALDEN. And did any of those involve board members?

Mr. GOODREAU. Only the one that I can recall with Mr. May.

Ms. DEGETTE. Will the gentleman yield?

Mr. WALDEN. Certainly.

Ms. DEGETTE. Did you keep records of those investigations, Mr.
Goodreau?

Mr. GOODREAU. Not specifically. If we had records of anything,
it would be retained until the investigation was over and then we
would get rid of it. We had no reason to keep it.

Ms. DEGETTE. So as far as you know, any of the investigations
as you described if someone came into a facility or if there was
some other issue, you would have no record of that if that was
closed at this point?

Mr. GOODREAU. There may be a record of that if it was on our—
we had a reporting system inside the corporate security that kept
with the majority of that. It may or may not be on that system.

Ms. DEGETTE. And what you are saying is not every investiga-
tion would have had a record?
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Mr. GOODREAU. No, ma’am.

Ms. DEGETTE. Thank you.

Thank you, Mr. Chair.

Mr. WALDEN. Did your investigators or yourself, were you armed
running around HealthSouth?

Mr. GOODREAU. There were only probably four guys that were
armed at—or allowed to carry a side arm. They were all trained.
And not everyone would be armed at the same time.

Mr. WALDEN. Okay. And were you one of those four?

Mr. GOODREAU. I was.

Mr. WALDEN. Okay. Did you carry a side arm at all times?

Mr. GOODREAU. I carried a side arm.

Mr. WALDEN. Yes.

I am curious about how extensive this video system was, because
it seemed some of our witnesses were sort of shocked and intimi-
dated to find out it existed. Was it throughout the 5th floor?

Mr. GOODREAU. The camera system?

Mr. WALDEN. Yes.

Mr. GOODREAU. No, sir. The camera system is mainly in the traf-
fic hallways and high traffic areas of the——

Mr. WALDEN. Is it in the conference room sort of places?

Mr. GOODREAU. In—no, sir. It is not in any conference room.

Mr. WALDEN. Okay.

Mr. GOODREAU. There may be some cameras in the back hallway
of the conference center, but there is not any in the conference
room.

Mr. WALDEN. In those—did this system record what transpired?
Would you keep tapes?

Mr. GOODREAU. It did not record audio. It only recorded video.
And we kept the tapes for a specific period of time. I cannot re-
member if it was 30 days or 60 days exactly. And then the tapes
would just be simply rotated back through.

Mr. WALDEN. And after the company came under various inves-
tigations, were those tapes then preserved as part of potential evi-
dence or were they required to be preserved?

Mr. GOODREAU. There was no directive to me to preserve any
tapes. However, there was no change in the normal way we oper-
ated. We continued to do what we normally do.

Mr. WALDEN. Okay.

At this point we are going to recess the committee for about 5
minutes. And then we will return. So if you could stay, we would
appreciate it.

And the committee is in recess.

[Brief recess.]

Mr. GREENWOOD. The meeting will come to order. And I thank
the witnesses for their patience.

And the Chair recognizes for 10 minutes the gentleman from
Florida, Mr. Stearns for inquiry.

Mr. STEARNS. Thank you, Mr. Chairman.

And I appreciate your patience here as we recessed and we re-
turn here.

Mr. Tanner, I guess you were involved with the founding of this
corporation?

Mr. TANNER. Yes, sir.
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Mr. STEARNS. And how big was the company when you started
it?

Mr. TANNER. We had one office with just 5 men when we started
the company in 1984.

Mr. STEARNS. Not too long ago. And now how many employees
does HealthSouth have?

Mr. TANNER. I do not know what they have now. I left the com-
pany in 1999.

Mr. STEARNS. Okay. Okay. And tell me again why you left the
company.

Mr. TANNER. I retired. My health was getting to the point where
I did not want to take a chance on where I would be in the future.
And I decided to let me retire now and see the world.

Mr. STEARNS. Were you involved with the Compliance Depart-
ment at HealthSouth?

Mr. TANNER. Yes, sir.

Mr. STEARNS. Okay. And what was your position in that depart-
ment?

Mr. TANNER. The board made me Corporate Compliance Officer.

Mr. STEARNS. And your responsibilities included what?

Mr. TANNER. I was the Corporate Compliance Officer. The Com-
pliance Department reported up to me to the board committee on
corporate compliance.

Mr. STEARNS. And why did HealthSouth start a Compliance De-
partment? Because they felt it was needed, right?

Mr. TANNER. It was started as a response to a presentation that
Mr. Kusserow and Ernst & Young made following the National
Medical Enterprise——

Mr. STEARNS. So Ms. Cullison claimed that she brought a very
serious charge, potential accounting fraud, to your attention as
head of the Compliance Department in 1999, and that is the year
you retired?

Mr. TANNER. Yes, sir.

Mr. STEARNS. Okay. She brought to your attention a serious
charge. She also claimed that you advised her that you would take
care of the investigation yourself. Do you recall that?

Mr. TANNER. No, sir, I do not. I have no recollection of that.

Mr. STEARNS. So you have no recollection of her bringing a very
serious charge, a potential accounting fraud to your attention, to
the Compliance Department in 1999?

Mr. TANNER. I do not remember a lot of 1999, sir. And that is
one reason why I also retired.

Mr. STEARNS. So you do not recall the information, so obviously
you do not know what she did with it?

Mr. TANNER. That is correct, sir.

Mr. STEARNS. Have you heard anything about what she claimed?

Mr. TANNER. Just in what she said here earlier and what was
said——

Mr. STEARNS. Was that a total surprise to you?

Mr. TANNER. No. It had been reported to me when I was subpoe-
naed at the SEC hearing.

Mr. STEARNS. Okay. And you heard about this information after
you retired, not before? Is that what your sworn testimony is, that
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you did not hear about this information while you were an em-
ployee of HealthSouth Corporation?

Mr. TANNER. I do not recollect——

Mr. STEARNS. “Recollect” is a sort of vague term. Do you or do
you not remember——

Mr. TANNER. I do not remember, sir, what she said she told me.

M?r. STEARNS. Do you remember her coming in and talking to
you?

Mr. TANNER. I do not remember that, sir. No.

Mr. STEARNS. Do you remember her ever showing up in your of-
fice or calling you on the phone? I mean, if I go back and look at
telephone records, will I find that she called you ever?

Mr. TANNER. I am sure since she reported to me, we spoke. I am
sure that we had conversations. I cannot say what the substance
of those conversations were. I do not remember things.

Mr. STEARNS. So you talked to her because she is one of your em-
ployees, but you never remember her talking specifically about this
serious charge potential accounting fraud? That is your

Mr. TANNER. No, sir. I do not remember.

Mr. STEARNS. Okay. Okay. But you talked to her regularly on the
phone and in person about other things?

Mr. TANNER. I am—I am sure we spoke. I am sure we have had
conversations. How many, what they were, I cannot tell you, sir,
because I do not remember.

Mr. STEARNS. Okay. Do you perform when people come to you
with complaints, do you perform actual investigations on these alle-
gations? Have you ever done that in your position as Compliance
Department head? Had you ever taken initiative to investigate any
actual allegations?

Mr. TANNER. The way the Compliance Department was estab-
lished, she would do the work. She would do the investigations and
using the resources that the Compliance Department had, either a
audit or

Mr. STEARNS. So she—Cullison did the research for you? And did
she ever tell you that she was investigating any serious charges of
potential problems? Forget accounting fraud. But had she done any
investigation into anything as your employee which would involve
an investigation of allegations?

Mr. TANNER. I received the statistics of activities that the compli-
ance report did that I passed on to the board.

Mr. STEARNS. Okay.

Mr. TANNER. I do not remember:

Mr. STEARNS. You never physically talked to her about any alle-
gations that she was investigating?

Mr. TANNER. I do not remember:

Mr. STEARNS. Just yes or no.

Mr. TANNER. No, sir. I do not.

Mr. STEARNS. Okay. Does the Compliance Department have a
contact in the legal department of HealthSouth?

Mr. TANNER. I think——

Mr. STEARNS. Just yes or no.

Mr. TANNER. I do not remember.

Mr. STEARNS. Well, this is procedural. This is a policy position.
You are in charge of something. This is not something that you re-
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member or not. This is actual procedure. Did you have a procedure
in the Compliance Department where you had contact with the
legal department. I think the obvious answer you must have. I
mean, if you are going to have a Compliance Department, you have
got to be able to—just like Congressmen, we have an ethics. So we
know we can go to the Ethnics Committee anytime we have a prob-
lem to find out whether we are doing something wrong. So I as-
sume that the Compliance Department would have some contact
with the legal department at HealthSouth. And you are saying you
do not recollect or you do not know. It seemed to me you had to.
That would be part of the police procedure. Am I wrong?

Mr. TANNER. I do not——

Mr. STEARNS. Because you understand, you got to operate in a
legal framework——

Mr. TANNER. Sir—

Mr. STEARNS. You have to have contact with legal.

Mr. TANNER. [continuing] The compliance program was estab-
lished in response to a presentation. I recall attorneys from legal
department present at that initial meeting.

Mr. STEARNS. So if I go back to the Compliance Department
today and ask them, the new head, do you have any contact with
the legal department, he will say yes? He or she will say yes, do
you not think? Just off——

Mr. TANNER. I do not know.

Mr. STEARNS. Okay.

Mr. TANNER. I am not there, sir.

Mr. STEARNS. Okay. Let me continue to ask

Mr. TANNER. I retired in 1999.

Mr. STEARNS. How would a Compliance Department employee
know that a complaint was serious enough to be forwarded to the
legal department or even outside authorities? Under your scenario,
you do not even have any contact with the legal department. So an-
swer me this: How you as head of the Compliance Department
would know if your complying with the legal department? Is that
not of the Compliance Department’s responsibility to comply with
legalities? I mean, you are telling me that you have no recollection
if you had any contact with the legal department, yet at the same
time do you not want to comply with the law or even outside au-
thorities? There is something not ticking here.

Mr. TANNER. Sir, if I could remember, I would be happy to tell
you. I do not remember.

Mr. STEARNS. You draw a blank?

Mr. TANNER. Yes, sir. That is one reason why I am no longer
working and I have no activity in terms of everyday work because
my cognitive functions have been impaired.

Mr. STEARNS. Okay. I respect that. I respect that. I understand.
Understand.

But you understand my question?

Mr. TANNER. Yes, sir. I understand your question.

Mr. STEARNS. Okay. And you understand, just take off your hat
and you and I just talking in the lobby out here, we would say, you
are head of the Compliance Department. You should have contact
with the legal department to know what you are doing is correct.
Does that not seem to make sense? We are not talking about back
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in 1999. We are just talking in general straight common sense that
if you are head of the Compliance Department, you want to be in
touch with the legal department to make sure you obey the law.
Does that not make sense? I am just trying to get you to commit
common sense here what we are talking about. Not asking you to
go back in your memory. Just to say—sir?

Mr. TANNER. Yes.

Mr. STEARNS. Okay. That is all I want. Okay.

You know, I am not making any judgments here. I am just talk-
ing. So, I mean, you are certainly entitled. And so I do not mean
to imply you are not entitled here. Because, God bless, you know,
everybody goes through his ups and down here.

So it is our understanding that the Compliance Department pol-
icy was to purge all closed complaint materials after 90 days. Is
this a policy that you understood when you were head of it?

Mr. TANNER. When I was interviewed by the counsel, they
showed me the—they made a reference to the purging. And I was
surprised, because I did not——

Mr. STEARNS. You do not remember that policy?

Mr. TANNER. I do not remember that and I was shocked that it
was—said that it was—they were shredded, and I did not have any
knowledge.

Mr. STEARNS. And you do not have any idea when—they actually
then showed you this policy, right, to purge it, in 90 days, they
showed you the policy, right? And you were surprised?

Mr. TANNER. They showed me a spreadsheet, I think it was.

Mr. STEARNS. Right. Yes.

Mr. TANNER. And it said it was a category purged. And it
was

Mr. STEARNS. Okay. Okay. Do you have any idea who wrote that
policy to purge in 90 days?

Mr. TANNER. No, sir.

Mr. STEARNS. Okay. Okay. Well, thank you for answering my
questions.

And, Mr. Chairman, I yield back my time.

Mr. WALDEN. Thank you.

The Chair recognizes the gentle woman from Colorado.

Ms. DEGETTE. I just have—thank you.

Mr. Tanner, if you can take a look at Tab 98. This is the now
infamous compliance policies that I have been talking about.

Mr. TANNER. Yes, ma’am.

Ms. DEGETTE. It was sent to Ms. Cullison, but there is a cc to
you. Do you remember receiving these compliance policies?

Mr. TANNER. I do not remember. I probably did because my name
is cc’d on it. Yes, ma’am.

Ms. DEGETTE. Do you recall whether these or any compliance
policies were adopted?

Mr. TANNER. I do not recall.

Ms. DEGETTE. Did the company have any compliance policies
when you were the Compliance Officer?

Mr. TANNER. We had the compliance program and the structure
laid out. There was a book, a training program and that type of
thing that laid out what was to be done.
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Ms. DEGETTE. So there was a procedure in place, you are just not
sure if it is this one?

Mr. TANNER. Yes, I can’t—I do not say it is this format or not.

Ms. DEGETTE. Would it be your recollection as the former Com-
pliance Officer of the company that when there were allegations of
violations of criminal law that legal counsel would be consulted?

Mr. TANNER. I would assume that it would happen, okay. I can-
not say it did or did not. But I would assume that would happen.

Ms. DEGETTE. That would be a logical inference to make?

Mr. TANNER. Yes, ma’am.

Ms. DEGETTE. And if that were the policy, you would not be sur-
prised, right?

Mr. TANNER. Yes, ma’am.

Ms. DEGETTE. Do you recall ever contacting legal counsel about
allegations of violations of criminal law yourself when you were
Compliance Officer?

Mr. TANNER. No, ma’am. I do not.

Ms. DEGETTE. Okay. Thank you.

I wanted to ask you, Mr. Goodreau, if you—yesterday the “The
Wall Street Journal” had an article, and it talked about Mr.
Scrushy having wired his truck and taping a woman without her
knowledge considering allegations of various sundry extra marital
affairs that were made while she was in the truck. And I was won-
deri‘r)lg if you had any knowledge of the truck and its taping sys-
tem?

Mr. GOODREAU. Other than he used a tape recorder.

Ms. DEGETTE. Did you have a knowledge of that at the time?

Mr. GOODREAU. I know that he used a tape recorder.

Ms. DEGETTE. In his truck?

Mr. GOODREAU. Yes, ma’am.

Ms. DEGETTE. How do you know that?

Mr. GOODREAU. Because he told me.

Ms. DEGETTE. At the time?

Mr. GOODREAU. That—of the taping.

Ms. DEGETTE. Now, of what taping?

Mr. GOoODREAU. Of this conversation that you are speaking of.

Ms. DEGETTE. Did he tell you he taped any other conversations
in the truck?

Mr. GOODREAU. No, ma’am.

Ms. DEGETTE. Did he tell you why he taped the conversation?

Mr. GOODREAU. No, ma’am.

Ms. DEGETTE. He just said I taped a conversation in the truck,
and that was it?

Mr. GOODREAU. No, ma’am. He said he taped the conversation
with Amy Krumpton.

Ms. DEGETTE. Did he say why he did that?

Mr. GOODREAU. No, ma’am.

Ms. DEGETTE. He just walked up to you and said I taped this
conversation? That was the end of your conversation with him?

Mr. GOODREAU. No, ma’am. That she had information that was
going to shed some light on his particular situation and the situa-
tion that involved Hope Lanius and Bill Massy.

Ms. DEGETTE. I am sorry. The situation that involved what?

Mr. GOODREAU. Hope Lanius and Bill Massy.
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Ms. DEGETTE. Thank you.

Did Mr. Scrushy often talk to you about taping conversations?

Mr. GOODREAU. No, ma’am.

Ms. DEGETTE. How many times did he?

Mr. GOODREAU. That’s the only—that’s the only conversation I
ever had with him about it.

Ms. DEGETTE. Did you ever wire or arrange to have wired any
of Mr. Scrushy’s homes, offices, vehicles or any other location he
might be?

Mr. GOODREAU. When you mean—when you say “wire”?

Ms. DEGETTE. Yes. Taping systems.

Mr. GOODREAU. Maybe a surveillance system at this house or
something of that nature, but not anything in any car or anything
like that.

Ms. DEGETTE. Now, the surveillance system at his home, when
was that installed?

Mr. GOODREAU. There has been a few modifications to that sur-
veillance system throughout the time I have been there.

Ms. DEGETTE. And when have you been there? I am sorry?

Mr. GOODREAU. In the last 7 years, ma’am.

Ms‘.) DEGETTE. And were you in charge of making those modifica-
tions?

Mr. GOODREAU. Usually. Yes, ma’am.

Ms. DEGETTE. And what were those modifications?

Mr. GOODREAU. Typically it might be an upgrade to a system or
an upgrade to a camera or something.

Ms. DEGETTE. Does he have cameras throughout his properties?

Mr. GOODREAU. No, ma’am. Just at his home in Birmingham.

Ms. DEGETTE. At his home in Birmingham.

Mr. GOODREAU. Yes, ma’am.

Ms. DEGETTE. So that is where you are saying you made modi-
fications, it was to the system to his home in Birmingham?

Mr. GOODREAU. Yes, ma’am.

Ms DEGETTE. Did that involve cameras throughout the prop-
erty?

Mr. GOODREAU. Sometimes it might, and sometimes it would not.
It just—

Ms. DEGETTE. Did it involve audiotaping?

Mr. GOODREAU. No audiotaping.

Ms. DEGETTE. Okay. Now, we heard about Mr. Watkins. Were
there any other times that Mr. Scrushy had you investigate mem-
bers of the board of HealthSouth?

Mr. GOODREAU. About Mr. Watkins?

Ms. DEGETTE. I'm sorry. It was Mr. May.

Mr. GOODREAU. Yes, ma’am.

Ms. DEGETTE. Were there any others?

Mr. GOODREAU. No, ma’am. Not that I remember.

Ms. DEGETTE. And you testified earlier this year in district court
that Bill Owens told you in the fall of 2002 about fraud that was
going on at HealthSouth. Did you tell Mr. Scrushy about this?

Mr. GOODREAU. No, ma’am.

Ms. DEGETTE. Why not?

Mr. GOODREAU. Well, first of all, Mr. Owens did not tell me
about fraud that was going on at HealthSouth.
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Ms. DEGETTE. What did he tell you?

Mr. GOODREAU. He told me that there were some accounting
problems at the office. But I did not know if he was talking about
a particular division or not. I was close to him, he was my friend.
And he was confiding in me.

Ms. DEGETTE. And so you did not tell Mr. Scrushy?

Mr. GOODREAU. I did not think there was a need to tell Mr.
Scrushy. I told Mr. Owens he needed to talk to Mr. Scrushy. I was
a security guy. I thought maybe that was something that ought to
be handled on that level of management. Certainly not from my
perspective.

Ms. DEGETTE. Did Mr. Owens tell you the extent of the account-
ing problems?

Mr. GOODREAU. No, ma’am. What he told me was just what I
said.

Ms. DEGETTE. That there were

Mr. GOODREAU. There were some accounting problems, that is all
he said.

Ms. DEGETTE. Okay. Did you know that the board wanted to fire
Mr. Owens in late 2002? Did Mr. Owens confide that in you?

Mr. GOODREAU. I do not know that Mr. Owens confided that in
me. I want to say I believe I heard Mr. Scrushy say that, but I am
not positive. I know that it was—I know that I have heard that,
but I just honestly cannot remember.

Ms. DEGETTE. Do you know that Mr. Scrushy actually persuaded
the board not to fire Mr. Owens?

Mr. GOODREAU. I have heard that, too. I do not

Ms. DEGETTE. Who did

Mr. GOODREAU. I cannot remember specific conversations. It
seems that I heard—I cannot remember exactly who I heard it
from. But I did hear that he went to bat for Bill to keep his job.

Ms. DEGETTE. But it is your testimony today that you never told
Mr. Scrushy about what Mr. Owens had told you about the ac-
counting problems?

Mr. GOODREAU. Yes, ma’am. That is absolutely correct.

Ms. DEGETTE. Okay.

Mr. WALDEN. Would the gentle woman yield?

Ms. DEGETTE. Sure. Be happy to yield.

Mr. WALDEN. Because I would like to follow up on that point. Be-
cause there is something here that just does not add up. Because
Mr. Owens tells you that there is a problem with the accounting.
I think you told me the words were something like we got some
problems in accounting, not as big as Enron, but something to that
effect. We could go back and get your exact words.

But you did not ask any questions of Mr. Owens after that? I am
amazed these people come and just spill their heart to you in little
bits and you do not ask the next question. Did you ask Mr. Owens
any questions about the accounting? Not one word, not one ques-
tion? If we brought him up here under oath

Mr. GOODREAU. I asked—I asked him did he—did Mr. Scrushy
know about it. And he said no. And I said you need to tell him,
Bill. This is exactly what I said.

Mr. WALDEN. Okay. And you never said anything to Mr.
Scrushy?
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Mr. GOODREAU. No, sir. I never did.

Mr. WALDEN. In a given day, how much time did you spend with
Mr. Scrushy?

Mr. GOODREAU. A great portion of the day.

Mr. WALDEN. And this is a man who will tell you he secretly tape
recorded somebody in his pick-up. And you are the security person
that investigates whatever is going on in the company. And you are
the security person who has been tasked to watch board members
coming in and out of a board meeting or a board member coming
and out of a board meeting, you are the security person who hires
third party security firms to look at different things. Security is on
your mind and yet you do not ever say anything to a guy you are
with virtually all the time every day that there is some sort of ac-
counting problems and did Owens ever tell you about it? You never
said anything to Mr. Scrushy about it?

Mr. GOODREAU. I never said anything to him, sir, no.

Mr. WALDEN. Did you say it to anybody in the company?

Mr. GOODREAU. I said it to Les Moore that works with me.

Mr. WALDEN. I'm sorry, to whom?

Mr. GOODREAU. I said to the gentleman that works with me.

Mr. WALDEN. Another security person?

Mr. GOODREAU. Yes, sir. And—and——

Mr. WALDEN. What did you tell him?

Mr. GOODREAU. Sir?

Mr. WALDEN. What did you tell him?

Mr. GOODREAU. The same thing I just told you. That—that I met
with Bill Owens last night and Bill said there was some accounting
problems at the office. And I told him to—I asked him did he talk
to Richard, and he—or did Richard know, and he said no. And I
said well you need to tell him.

Mr. WALDEN. What prompted your meeting with Mr. Owens?

Mr. GOODREAU. He called me to talk to me.

Mr. WALDEN. About what subjects?

Mr. GOODREAU. I do not know. Bill and I were friends. But he
called and wanted me to—to

Mr. WALDEN. Would you say this is the principal subject?

Mr. GOODREAU. Excuse me, sir?

Mr. WALDEN. Would you say that this revolution of accounting
problems at HealthSouth was the principal topic of your conversa-
tion? Was it a day or night or

Mr. GOODREAU. It was in the evening. Probably, I do not know,
7, 8. But I do not know that that——

Mr. WALDEN. Were you usually there that late at night?

Mr. GOODREAU. Where?

Mr. WALDEN. Wherever you had—where did this meeting take
place?

Mr. GOODREAU. It was a Mexican restaurant, On The Border, in
Birmingham.

Mr. WALDEN. Okay. So he called you to come to a Mexican res-
taurant?

Mr. GOODREAU. I do not remember exactly what he said, but it
was something to the effect of meet at On The Border. You know,
go and meet at On The Border.
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Mr. WALDEN. Okay. And so he calls, says meet me On The Bor-
der. You do not remember anything else you talked about, but you
did talk about——

Mr. GOODREAU. I am sure we probably talked about his—his
family situation and things like that that he and I would typically
talk about.

Mr. WALDEN. Okay. But in the course of that conversation he
said there were some accounting problems?

Mr. GOODREAU. Well, I could tell he had something on his mind,
but I did not know what it was.

Mr. WALDEN. Okay. Did you think there were any problems with
the approval process for board minutes?

Mr. Horton, let us go to you. I am sorry.

Ms. DEGETTE. Excuse me.

Mr. WALDEN. Oh, I am sorry.

Ms. DEGETTE. I yield back all the time I have left.

Mr. GREENWOOD. The gentlelady’s time has expired.

Mr. WALDEN. I would yield her some if——

Ms. DEGETTE. That is okay.

Mr. GREENWOOD. That is quite all right. Neither of you have
anything to yield at this point.

The Chair recognizes himself for 10 minutes.

Mr. WALDEN. Oh, okay.

Mr. GREENWOOD. And, Mr. Hale, I want to go back to a line of
questioning that I had with you earlier. And I want to put this
thing in its entire consequence. Okay.

The reason that this congressional committee is holding this
hearing is because in my district and every State in the union re-
tirees, among others, invested in HealthSouth because they were
led to believe that HealthSouth was a vibrant growing company, it
was meeting its Wall Street expectations. People all over the coun-
try put their hard earned earnings into this company to help pay
for—to put money away and let it grow for their children’s edu-
cation. Investors believed in this company.

What we know is that at some point, for a number of reasons,
the stock dropped and it dropped precipitously. We also know that
1(\)/111{' Scrushy sold 75 percent of his stock by, I think, July 31, 2002.

ay.

What we are interested in, what the SEC is interested in, what
the Justice Department is interested in is whether or not Mr.
Scrushy, among other things, sold his stock when he did because
he understood that there was going to be a major financial impact
to this company because in essence it had gotten the word from the
Medicare program, from CMS, that it was wildly overbilling Medi-
care and charging individual rates for group rates for group ther-
apy.

So it is important for us to understand when it was that Mr.
Scrushy, what did Mr. Scrushy know about that impact and when
he knew it.

The logical thing for us to do is to go to the board meetings to
find out when at those board meetings there was a discussion
about this so you can put that into a chronology. Okay.

Now, having put that in context, and I would like you to go again
back to Tab 9 and Tab 10 from your notebook. Now in Tab 9, which
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are the minutes from the August 26, 2002 board meeting—you with
me?

Mr. HALE. Yes, sir.

Mr. GREENWOOD. Okay. And you included in those—you are the
secretary, you are in charge of the minutes. And you wrote in those
minutes the sentence that says “He informed Mr. Scrushy on Au-
gust 6 that it might apply”—this is in reference to this new direc-
tive out of CMS about billing—*“that it might apply to such services
in freestanding outpatient centers and the impact could be $15 mil-
lion to $20 million. Mr. Scrushy stated that he had advised Mr.
McVay and subsequently Mr. Owens to go back to CMS for better
clarification.” All right?

Now, are those the words that in fact were not in your draft min-
utes that you added at Mr. Scrushy’s direction?

Mr. HALE. I believe so. Yes, sir.

Mr. GREENWOOD. Pardon me?

Mr. HALE. I believe so. Yes, sir.

Mr. GREENWOOD. Okay. So you took notes at the meeting.
They’re in Tab 10. None of those words are in your notes. But you
added them into the minutes after Mr. Scrushy told you to? Right?

Mr. HALE. Let me check with my notes and make sure that—
what that—if I could, sir, refer back to the notes on the August 8
meeting.

Mr. GREENWOOD. Sure. Yes.

Mr. HALE. Do you know which tab? Could you lead me to those,
please?

Mr. GREENWOOD. Oh, you want to know where they are? If you
look in Tab 10 and you look at the page—let’s see here. That’s a
board of director’s minutes in your handwriting, 8/26/02. And I
think the relevant language is on the page that is labeled 293-0467
having to do with timeline of CMS transmittal.

Mr. HALE. Yes. I am trying to find the notes on the August 8
meeting.

Mr. GREENWOOD. Oh. That is on Tab 9. It is on the third page
of that document at the very top. It says “He informed Mr.
Scrushy,” and this is—are you with me now?

Mr. HALE. I am with you on the August 26 minutes. Yes, sir. |
am looking for the notes

Mr. GREENWOOD. All right. Let’s start at page——

Mr. HALE. [continuing] of the August 8 meeting.

Mr. GREENWOOD. Okay. Go to Tab 8. Are you looking for the
words that I quoted in the official?

Mr. HALE. Yes. I wanted to reference my notes on the August 8
meeting.

Mr. GREENWOOD. Okay. That is Tab 8. Okay. And it says “discus-
sion of CMS transmittal”—this is on the fourth page of that docu-
ment at the very bottom.

Mr. HALE. Okay. The—I believe what referenced back to the Au-
gust 26, what was added by Mr. Scrushy was the sentence “He in-
formed Mr. Scrushy,” and this was Mr. Owens going, again,
through the timeline. And the timeline it stated “He informed Mr.
Scrushy on August 6 that it might apply to such services and free-
standing outpatient centers, and the impact could be $15 to $20
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million.” The—if you reference back the August 8 board minutes,
my notes, which is 388-0445.

Mr. GREENWOOD. Yes.

Mr. HALE. Actually I make a notation here that with the discus-
sion of the timeline of the transmittal letter, that the—they ad-
vised and the board concurred that management should meet again
with CMS to assess—to get additional clarification. So that was in
that part of it as far as the reference to go back, that is where that
came from.

Mr. GREENWOOD. Okay. Now, you did add that sentence, “He in-
formed Mr. Scrushy” all the way up to $15 to $20 million, you
added that line at Mr. Scrushy’s request, correct?

Mr. HALE. Yes, sir.

Mr. GREENWOOD. Okay.

Mr. HALE. He wanted additional clarification on the timeline.

Mr. GREENWOOD. Got it.

Mr. HALE. That was included in the timeline.

Mr. GREENWOOD. Okay. Now, you testified earlier that there
were at least two kinds of occurrences that would cause you to
amend minutes. One is someone, for instance Mr. Scrushy, would
say Mr. Hale you forgot that we said this. You forgot to incorporate
this in your minutes. And if you had what you called an inde-
pendent recollection of that being said, you said, oh yes—you would
say, oh, yes, I did—yes, I remember that but I did not put it in the
minutes so I will put it in now. Okay. That is one way you would
amend the minutes?

Mr. HALE. Yes, sir.

Mr. GREENWOOD. Okay. The other way you said you would
amend the minutes is if Mr. Scrushy told you that certain things
happened in executive sessions which you did not attend, correct?

Mr. HALE. Well, that would be an addition, not necessarily an
amendment to something that was in there.

Mr. GREENWOOD. Okay. So the question I have is which of those
occurrences caused that sentence to be added to the minutes? Is
that because Mr. Scrushy reminded you of that and you independ-
ently recollected all of that language, including that there was a
$15 to $20 million impact?

Mr. HALE. Yes, sir. I remember that being presented. Yes.

Mr. GREENWOOD. You remember it being discussed at that board
meeting?

Mr. HALE. The board meeting on August 6, not August 26. But
this is referencing back to the timeline of events.

Mr. GREENWOOD. Is it August 8 you mean?

Mr. HALE. August 8, yes.

Mr. GREENWOOD. Okay. Then why was it not put in the minutes
from the August 8 meeting? Why was it put in the minutes from
the August 26 meeting?

Mr. HALE. The—what is in the August 26 meeting is, it states
Mr. Scrushy asks Mr. Owens to review with the board the timeline
of events. So, Mr. Owens was going back through with the board
the timeline on when these—with 1753. So this was referencing
back the timeline of events.

Mr. GREENWOOD. All right. Well then go to Tab 7. And those are
the official minutes of the August 8 meeting.
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Mr. HALE. Okay.

Mr. GREENWOOD. All right. Where in those minutes was a reflec-
tion of this conversation?

Mr. HALE. It is not in there, sir.

Mr. GREENWOOD. Why not?

Mr. HALE. Well, everything is—I mean, I do not put every detail
in the minutes.

Mr. GREENWOOD. But on—you thought it was important to
amend the August 2 notes to say that on August 8 something oc-
curred, but you did not think it was important to amend the Au-
gust 8 notes minutes to actually reflect that? Is that right?

Mr. HALE. I was not requested to consider an amendment to the
August 8 notes.

Mr. GREENWOOD. No red lights went off in your mind that it
would seem funny that Mr. Scrushy thought it was critical to have
the August 26 minutes reflect this conversation?

Mr. HALE. He was requesting more detail than had been put in
the minutes. In looking—you know, in looking back at that date
when Mr. Owens said he communicated with Mr. Scrushy and the
amount that they were talking about was critical in that time pe-
riod. So I felt it was important.

Mr. GREENWOOD. So give us your independent recall now? What
do you remember, how do you remember that conversation occur-
ring? At the board meeting on August 8 what do you remember—
August 26, was there in fact that discussion and can you recall it
for us?

Mr. HALE. I recall Mr. Owens going through a very detailed
timeline of those events and the sequence of those events. And in-
cluding, you know, when he told Mr. Scrushy, what they initially
thought the range of impact would be. You know, the meetings
with CMS and, you know, when that changed after that meeting
when they were—it was indicated that it would apply to more of
the outpatient centers than they initially thought. That was—it
what was presented. That is what I recall. Yes, sir.

Mr. GREENWOOD. My time has expired.

We are going to wait a moment for Mr. Walden to return.

Before I give time to Mr. Walden, Mr. Horton, you were at that
August 16 board meeting, is that correct?

Mr. HORTON. Yes, sir, it is.

Mr. GREENWOOD. Do you recall the conversation, do you recall
the discussion in the same way that Mr. Hale recalls the discus-
sion?

Mr. HORTON. My recollection, I got a little confused there. But
my recollection is consistent with what’s in the minutes. Yes, sir.

Mr. GREENWOOD. The gentleman from Oregon for 10 minutes.

Mr. WALDEN. Mr. Horton, I want to go back to how the board
minutes were handled. Are you—do you think there were any prob-
lems with the approval process for the board minutes?

Mr. HORTON. The question that has come up in this process, I
know in several meetings with the staff, was the approval of the
minutes. And typically as I think—as I think one of—I apologize,
I can’t remember which of you alluded to before, it was not the
common practice to actually formally approve the minutes at each
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subsequent meeting from previous meetings. And, yes sir. I think
that is a weakness in the system, and that

Mr. WALDEN. Let me make sure I understand your role in this,
too. You are the corporate counsel?

Mr. HORTON. I was. Yes, sir.

Mr. WALDEN. You were. And you were during for how long?
What period of time gain?

Mr. HORTON. From July 1994 until September 2003.

Mr. WALDEN. And did you ever advise them to handle the min-
utes in a different manner?

Mr. HORTON. No, sir. I do not believe I did.

Mr. WALDEN. Yes. Were you aware of any of these investigation
of a board member?

Mr. HorTON. I do not know that I was particularly aware of an
investigation. I had heard at some point that Mr. Scrushy—I had
understood that Mr. Scrushy had asked someone to look into Mr.
May’s background and whether—sort of the employment history
that was on his résumé, if you will was—was accurate and com-
plete. And I later heard that it was. But I was not particularly
aware of details of that.

Mr. WALDEN. Yes. Now, I thought we heard from Mr. Goodreau
that there was something in Mr. May’s background that was not
know beforehand. Some bankruptcies or something?

Mr. GOODREAU. I believe Mr. May was involved in some compa-
nies with some bankruptcy troubles, and I did not know that about
it and I did not think Mr. Scrushy did. That was what I was say-
ing, that I made him aware of that.

Mr. WALDEN. You made Mr. Scrushy aware of that?

Mr. GOODREAU. Yes.

Mr. WALDEN. I still do not understand why you would not have
made Mr. Scrushy aware of the comment about an accounting
problem, Enron—not Enron like but all of that.

. MI“? Horton, were you ever made aware of any accounting prob-
ems?

Mr. HORTON. No, sir. I was not.

Mr. WALDEN. So nobody stepped up and told you. And the board
was never made aware. Is that accurate?

Mr. HORTON. As far as I know that is correct, sir.

Mr. WALDEN. Okay. Mr. Horton, if you could turn to Tab 87.
That is where you will find an email that you wrote to Mr. Hale
and Weston Smith on September 29, 2002, and you write, “I am
finding no record that I was ever given drafts of audit committee
minutes for 2001 after March 27 or 2002. Do either of you know
the status of audit committee minutes?” And the email is Tab 87.
It shows it is from you.

Mr. HorTON. That’s

Mr. WALDEN. I'm sorry. It is apparently Tab 86.

Mr. HOrRTON. Okay.

Mr. WALDEN. Okay.

Mr. HorTON. I have it now. Yes, sir. I'm sorry. What was the
question?

Mr. WALDEN. The question is—well then if you will turn to Tab—
is that probably 87 then? 87 there are two emails between you and
Weston Smith dated October 7, 2002. After you again request the
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audit minutes. Mr. Smith writes “Bill, copies of the minutes were
sent to George Strong last week. He had requested them in re-
sponse to Fulbright. We have 2002 minutes. None were prepared
in 2001.” So my first question is why did not you as corporate coun-
sel have copies of the audit committee minutes?

Mr. HORTON. Well—

Mr. WALDEN. Would you normally have had copies in prior
years?

Mr. HORTON. In the normal course the minute books were main-
tained, physically maintained in my department. So ordinarily they
would have come to us. Yes, sir.

Mr. WALDEN. Okay. Why did it take nearly a year and a half to
ask for the audit committee meeting minutes?

Mr. HOrTON. I do not think I had become aware that we did not
have the minutes until that point.

Mr. WALDEN. So who was responsible for maintaining the min-
utes for committee meetings? Somebody in your department?

Mr. HOrTON. No, sir. Normally the—the corporate secretary nor-
mally maintains the minutes. If it is a circumstance where there
were, you know, multiple committee meetings going on at more or
less the same time, then the corporate secretary, Mr. Tanner or
Mr. Hale as the case may be, might ask me or one of the other as-
sistant secretaries to take minutes for one committee meeting
while he covered another one.

Mr. WALDEN. Sure. Yes.

Mr. HORTON. And as far as a I know, in these particular audit
committee meetings for whatever reason, nobody was ever re-
quested to take minutes.

Mr. WALDEN. You know, I hope you understand. Again, having
spent 5 years on a relatively small bank board, we had somebody
taking minutes at every committee meeting. And they came up to
the board—we met every month, the board did. And the commit-
tees did not always meet every month. But the minutes came for-
ward. We had presentations to the board. We reviewed the min-
utes. We reviewed the minutes of the board meeting. We acted on
them. There was an agenda. If we went into executive session, it
was spelled out.

How in the devil does a Fortune 500 company not have a board
that meets, you know, once or twice a year and you do not keep
minutes? Can you explain that to me?

Mr. HORTON. To have a committee that meets once or twice a
year or

Mr. WALDEN. How often did the board meet?

Mr. HORTON. It would vary from year to year. In a typical year,
I would say 10 or 12 times.

Mr. WALDEN. Ten or 12 times a year the board met? I was under
the impression they only met like once or twice a year. How often
did the committee met? The audit committee? Quarterly? Monthly?

Mr. HORTON. The audit committee in recent years, as I under-
stood it, met quarterly. But I am not—going back further, I do not
think they did.

Mr. WALDEN. Did the proxy statements reflect that?
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Mr. HORTON. Yes, sir. The proxy statements reflected the total
number of meetings for each committee. Yes. For the preceding
year, and the total number of board meetings.

Mr. WALDEN. I am told the proxy statements for 2001 indicate
that the audit committee met one time.

Mr. HorRTON. That’s—that is what the proxy statement reflects.
I understand that the audit committee members have records of
other meetings which were not in the corporate minutes at the
time the proxy statement was prepared.

Mr. WALDEN. Whose job was it to keep track of the minutes of
the committee meetings? If the committees were meeting and no
minutes were taken or if members had minutes of committee meet-
Lngs ?and they were not provided, I mean who is running the ship

ere?

Mr. HORTON. I cannot answer that question, sir.

Mr. WALDEN. Were you ever asked to—if the minutes were kept
in your books in your office, was it your responsibility to ask where
they are? I mean, you did ask in this one email, and I commend
you for that. But——

Mr. HORTON. Sir, in circumstance as in this case where it came
to my attention that we were missing minutes, I would try to find
out about them. If—if it did not come to my attention, you know,
I would not necessarily ask.

Mr. WALDEN. So you had members of the board who met as com-
mittees to review various things and you are telling me that the
board met basically every month, 10 to 12 times a year, right?

Mr. HORTON. In a typical year. Yes.

Mr. WALDEN. Typical year. And are there agendas indicating
that the chairs of the various committees of the board discussed
what they had met and talked about as committees? Was that on
an agenda?

Mr. HORTON. In the ordinary course I did not see board agendas,
sir. So I really am not in a position to answer that question.

Mr. WALDEN. Did you sit in on the board meetings?

Mr. HORTON. Again, as I said earlier, I sat in if I was invited to
sit in. I did not sit in as a routine matter.

Mr. WALDEN. How many board meetings a year would you have
sat in on?

Mr. HORTON. Again, as I testified earlier, it would have depended
on the subject matter and whether Mr. Scrushy, who was the
chairman and CEO for all the time that I had been there until the
end of March, invited me.

Mr. WALDEN. Oh, if he invited you? Oh, I see. All right.

Did Mr. Scrushy tell you that the 175—okay. Let me go to a doc-
ument. Mr. Scrushy sent an email to Larry Doc Leemack at
sourcemed.net on August 27. And we will provide you with that.

In this email he says “Thanks. The genius in all this will be seen
later. We will take some heat only in the shortrun. Swad told me
he had talked to you and I appreciate you” that’s the type “support
and understanding. I will call you soon to go over everything. RS.”

Did Mr. Scrushy tell you the $175 million announcement was a
genius plan?

Mr. HORTON. No, sir.

Mr. WALDEN. Do you know what he’s referring to?
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Mr. HORTON. No, sir, I do not.

Mr. WALDEN. Do you know anything about whatever this plan is
he references? Did he ever talk to you about his strategy on the an-
nouncement of the $175 million?

Mr. HORTON. I discussed with him the substance of the press re-
lease in which that was announced. But I—I do not know of any
particular strategy. No, sir.

Mr. WALDEN. Do any of the rest of you? Are any of the rest of
you aware of what this might mean, the genius of all this will be
seen later?

I will ask you individually. Mr. Hale?

Mr. HALE. No.

Mr. WALDEN. Mr. Goodreau?

Mr. GOODREAU. No, sir.

Mr. WALDEN. Mr. Tanner?

Mr. TANNER. No, sir.

Mr. WALDEN. You all say no?

Who is Larry Doc Leemack?

Mr. HORTON. Dr. Leemack is a physician in Birmingham.

Mr. WALDEN. Was a he stockholder in the company?

Mr. HORTON. I believe he is a stockholder. Yes, sir.

Mr. WALDEN. Okay. All right.

I do not have any other questions. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes himself for 10 minute.

Mr. Horton, let me ask you a series of questions. When were you
first made aware of Transmittal 753?

Mr. HorToN. 17537 I was made aware of it on June 6 of last
year.

Mr. GREENWOOD. Okay. Was this the first time that you were
made aware of issues with regard how HealthSouth was billing
Medicare for group therapy?

Mr. HORTON. We had issues that had arisen in a case filed under
the False Claims Act in which the Department of Justice inter-
vened. It was actually four cases in which the Department of Jus-
tice intervened in December 2001, January 2002.

Mr. GREENWOOD. Okay. So you knew way back then that this
was at least a potentially serious liability for the company? That
other companies in a similar business, the same business as
HealthSouth, was being subjected to lawsuits over its billing prac-
tices? Is that correct?

Mr. HORTON. That other companies were being subjected to
law—I was aware of lawsuit directed against HealthSouth.

Mr. GREENWOOD. Against HealthSouth. Okay. So you knew there
was a suit out there?

Mr. HORTON. Yes, sir.

Mr. GREENWOOD. And when did you first know that?

Mr. HORTON. The original lawsuit, I guess before the government
intervened, we were made aware by the Department of Justice in
sometime in 2000, I believe.

Mr. GREENWOOD. Okay. And did you share that information with
Mr. Scrushy?

Mr. HORTON. Yes, sir.
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Mr. GREENWOOD. Okay. When you became aware of Transmittal
1753 what other officers of the company did you discuss this with?

Mr. HorTON. Discussed Transmittal 1753 with Bill Owens who
was then the President and CEO, with Weston Smith who was
then the CFO, with Susan Smith who was the Senior Vice Presi-
dent of Reimbursement, with Larry Taylor who was at the time the
President of our Ambulatory Services Division and at various times
with other lower level officers.

Mr. GREENWOOD. And never with Mr. Scrushy?

Mr. HORTON. I do not recall having any discussions with Mr.
Scrushy about it until sometime in August 2002.

Mr. GREENWOOD. How did you advise the company to address the
Medicare billing for group therapy while the company was sorting
through the issues?

Mr. HOrRTON. My advice was to take a conservative position and
assume, while there were questions about what Transmittal 1753
meant, that we needed to assume that it applied to our outpatient
operations and take what I would characterize as a conservative
position on the issue.

Mr. GREENWOOD. And did the company act on your advice?

Mr. HORTON. The company, ultimately the decision was to seek
clarification from the Centers for Medicare and Medicaid Services,
CMS. And it was my understanding that the operations personnel
were directed not to bill Medicare for outpatient therapy services
during a period beginning July 1, 2002 until that clarification had
been obtained.

Mr. GREENWOOD. Okay. I want you to turn to Tab 29, if you
would. You will find an email, dated July 7, 2002 with an attach-
ment which you forwarded to Bill Owens, Weston Smith and Susan
Jones-Smith. And attached to that is a memo from Tom Fox of
Reed Smith on the status of group therapy issues.

On page 7 of the memo

Mr. HORTON. Mr. Chairman, that is not Tab 29 in my book.

Mr. GREENWOOD. All right. I will clarify that for you then. 79.
I am sorry. Somebody’s sevens look like a two. Okay.

On page 7 of the memo in the first full paragraph, “HealthSouth
outside counsel advises “However if HealthSouth were to continue
to utilize the clinical standards followed in the past which essen-
tially limited billing under the group therapy code only when two
or more patients were treated at the same time with the same mo-
dality as opposed to billing for concurrent therapy, if the patients
were treated with different modalities, the risk of liability for
claims submitted by HealthSouth for services provided after July
1, 2002 is greatly increased and could implicate its rehab hos-
pitals.” You see that?

Mr. HORTON. Yes, sir.

Mr. GREENWOOD. All right. In your email you state that you
agree with this advice and that you want to get clarification to the
field right away. What was Mr. Owens’ response when you dis-
cussed this with him?

Mr. HORTON. I did not—I do not recall discussing this particular
email and memorandum with him. I have discussed the issue with
him on a number of occasions and his response was to schedule a
meeting with appropriate officials at CMS to attempt to get clarity
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on the issue. And a meeting was ultimately scheduled with Tom
Grissom, who was then the relative person at CMS.

Mr. GREENWOOD. Okay. Then I am going to ask you to turn now
to Tab 80 in the binder. And there you will find another email from
Tom Fox of Reed Smith, dated July 24, 2002.

Mr. HORTON. Yes, sir.

Mr. GREENWOOD. It reads: “This is what I would say to Bill
Owens and Richard if I had the opportunity, unless and until
Transmittal 1753 is withdraw, outside counsel is telling the com-
pany that it faces substantial risk of false claims liability by not
following that coding and billing policy for therapy effective July 1,
2002.” And my question to you is what did you do with this advice
from HealthSouth’s outside counsel? Who did you tell about it?

Mr. HORTON. Throughout this process I was conveying this ad-
vice to Mr. Owens, to Weston Smith, to Susan Smith through the
operations and reimbursement chains.

Mr. GREENWOOD. As the general counsel of this company, would
not you have wanted to make sure that the CEO himself under-
stood that there was significant and serious jeopardy, financial
jeopardy, perhaps worse if they did not change their billing prac-
tices?

Mr. HORTON. Sir, as I have discussed with the staff when we
originally addressed this, my belief was that unless I could get Mr.
Owens and the senior operations personnel to form a unified posi-
tion on this issue, that if I took it to Mr. Scrushy without that, that
Mr. Scrushy would disregard it.

Mr. GREENWOOD. Now, you knew he was engaged in a stock sale,
Mr. Scrushy, right? You were aware that he was—of his prepara-
tions and his ultimate sales of ultimately $99 million worth of
stock?

Mr. HORTON. Beginning in early to mid-July. Yes, sir.

Mr. GREENWOOD. All right. Okay. Now, you are a smart lawyer.
Did it occur to you that Mr. Scrushy’s knowledge or lack of knowl-
edge, relative knowledge of this change in billing practices might
have some legal implications with regard to the timing of the sale
of the stock?

Mr. HORTON. No, sir. At this point I had no basis to evaluate the
materiality of this information. So I did not really take that into
account.

Mr. GREENWOOD. Materiality as it regards what?

Mr. HORTON. Materiality as regards financial impact of-

Mr. GREENWOOD. Well, you know it was—you had been advised
by outside counsel that it was a serious issue that would have sig-
nificant impact on the company, were you not?

Mr. HORTON. I do not think outside counsel had provided us with
any information. And, indeed, I do not think they could have pro-
vided us with any information.

Mr. GREENWOOD. Okay. So in other words, they did not tell you
this magnitude of the impact on the company of changing? They
just suggested that change needed to be made?

Mr. HorTON. That is correct.

Mr. GREENWOOD. Okay. Was Mr. Scrushy aware in 2001 that the
Department of Justice was planning to intervene in a false claim
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suit that alleged HealthSouth was improperly billing individual
therapy when they should have been billing for group?

Mr. HorRTON. He was aware that we were in communication with
DOJ throughout 2001 about their possible intervention in the False
Claims Act litigation. And then when we received confirmation that
DOJ was going to intervene in late December 2001, he was aware
of that. Yes, sir.

Mr. GREENWOOD. Did Mr. Scrushy have an understanding about
what the government’s allegations were with respect to group ther-
apy charges?

Mr. HORTON. I discussed it with him, sir. I assumed he had an
understanding from that.

Mr. GREENWOOD. Did you engage in discussions with Mr.
Scrushy about the potential damages facing the company in a False
Claims suit?

Mr. HORTON. Not at that time. No, sir. We did not have any
basis on which to quantify damages.

Mr. GREENWOOD. Were you present in any meeting prior to
Transmittal 1753 where Mr. Scrushy discussed what HealthSouth’s
strategy should be with respect to the group therapy claims alleged
in the False Claims lawsuit?

Mr. HORTON. There was a meeting that occurred, I believe, in
March 2002 at which Mr. Scrushy was present where we discussed
strategies to get legislative clarification of the group therapy issue
from this House. Yes, sir.

Mr. GREENWOOD. Is it fair to say that Mr. Scrushy was well
aware prior to Transmittal 1753 of HealthSouth’s billing practices
concerning group versus individual therapy claims and the poten-
tial claims against the company asserted by various False Claims
suits?

Mr. HORTON. He was certainly aware of the False Claims Act liti-
gation and the nature of the claims therein. Yes, sir.

Mr. GREENWOOD. As general counsel did you feel that you had
the access to Mr. Scrushy that you needed, the ability to advise
him of what you know, to make recommendations to him? Because
it sounds like you needed to go—that between you as general coun-
sel and Mr. Scrushy as CEO, there were other officers that you had
to either convince them—you had to convince them before you
dared to take this information to Mr. Scrushy?

Mr. HORTON. In general, I do not think I would characterize it
as a problem of access, sir. But I would characterize it as a ques-
tion of what was going to be needed to get his attention, particu-
larly in the last couple of years. Mr. Scrushy was never—was never
an easy man to discuss things with that were bad news or that
would make him unhappy. And in particular it was my belief that
if—if I raised an issue that involved operational matters and did
not have a consensus among the operations people, that in all like-
lihood my advise would be—would be discounted or perhaps dis-
regarded.

Mr. GREENWOOD. Would you be uncomfortable having to operate
under that circumstances?

Mr. HORTON. Yes, sir. I did.
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Mr. GREENWOOD. Okay. Is it your recollection that Bill Owens
shared with Mr. Scrushy in February 2002 an estimate of the po-
tential impact of changing HealthSouth’s billing practices?

Mr. HORTON. In February 2002?

Mr. GREENWOOD. Yes.

Mr. HORTON. I do not believe I am aware of that, sir.

Mr. GREENWOOD. Okay. I have no further questions.

I would——

Ms. DEGETTE. I have a couple.

Mr. GREENWOOD. We will get to you in a second, Ms. DeGette.

I would move that we enter the documents into the record. And
without objection, that will be the case.

Ms. DeGette, do you have additional inquiry?

Ms. DEGETTE. Yes, I do. Thank you.

Mr. Horton, as I sit here and review all of your correspondence
in July 2002 regarding Transmittal 1753 and going back and forth,
and as I listen to your answers to the Chairman’s questions it oc-
curs me that there was quite a bit of concern on the part of the
legal department as to what people should be doing about the
group billing code for the physical therapy sessions. Would that be
a fair statement on my part?

Mr. HORTON. There was certainly a lot of concern. In general, I
was the only person in the legal department who was actively in-
volved in this issue.

Ms. DEGETTE. Okay. So you were concerned?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. And that is because HealthSouth was doing a lot
of physical therapy sessions and how that was billed would be im-
portant to the company, right?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. And as general counsel you wanted to make sure
that the company was billing correctly because of liability issues,
right? I think you said that?

Mr. HORTON. That is correct.

Ms. DEGETTE. Did you ever ask anybody from the financial man-
agement of the company about what the financial impact would be
of a changing code?

Mr. HORTON. I do not think I specifically asked that. I certainly
tried to get the financial—the CFO and the head of reimbursement
to focus on this issue.

Ms. DEGETTE. Did they ever tell you what the impact would be?

Mr. HORTON. I did not receive any information on the financial
impact until—until after August 15, I guess, of last year which

Ms. DEGETTE. Of 2002?

Mr. HorToON. Of 2002, which was the $175 million estimate.

Ms. DEGETTE. And even before the $175 million, in fairness, you
knew that it would be a large number, right?

Mr. HORTON. I really did not—did not have information to make
an estimate of the number. I mean, large

Ms. DEGETTE. Well, I mean in that case, if you look at Tab 79
where you are sending—it looks like an email to Bill Owens from
you with the memo from Tom Fox on the status of group therapy
issues, and you say “importance high”, right?

Mr. HORTON. Yes, ma’am.
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Ms. DEGETTE. And then there is the memo. And you say “In par-
ticular I point out that Reed Smith’s strong advice is the recent
group therapy transmittal should be read to apply to all non-PPE
PT or OT services. I agree with this position.” And you go on. So
you thought this was important enough to send it to Bill Owens
with high importance, right?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. And then there are some follow up emails. An
email from Tom Fox to you on July 24.

During that period of July 2002 you were really—you thought
this was important to get resolved, right?

Mr. HORTON. Yes, I did.

Ms. DEGETTE. And did you get it resolved?

Mr. HORTON. I thought I had ultimately in August.

Ms. DEGETTE. All right. Now, I have a memo I would like to
show you, and it is not in your notebook. If we can have this given
to—you have it?

Mr. HORTON. I believe so. Yes, ma’am.

Ms. DEGETTE. Okay. Because I believe you said earlier in re-
sponse to a question by the Chairman that you were not particu-
larly—or you had not heard any allegations of accounting problems.
Is that correct?

Mr. HorTON. That is correct.

Ms. DEGETTE. Now, I have shown you a memo. It is dated Sep-
tember 29, 1999. And it is from you to Michael D. Martin and Wil-
liam T. Owens, the CFO and controller at that time, right?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. Do you recognize this memo?

Mr. HorToON. I do.

Ms. DEGETTE. Okay. I find this curious, because you said you did
not know of any accounting problems. But in 1999 you are sending
this memo to Martin and Owens and it says “I thought you might
find interesting the enclosed press release put out by the SEC indi-
cating its recent filing of 30 enforcement actions against 68 individ-
uals and companies for allegedly engaging in various types of fi-
nancial reporting fraud.” And then it goes on to say “In any event,
I thought that you might be interested in seeing the sorts of prac-
tices that the SEC has been focusing its attention on.”

And then the attached memo from the SEC says: “Together”, and
it is talking about these enforcement actions, “these actions allege
a variable cookbook of recipes for fraudulent accounting and report-
ing, including” and then it lists a whole bunch of things including
as some of the things that we now know happened with
HealthSouth. Things like creation of fictitious invoices, back dating
of agreement, reporting of expenses as capital assets, over valu-
ations of inventory.

So I guess my question to you is if you had not heard of any alle-
gations of accounting abuses before then, why on earth did you
send the CFO and the controller this memo?

Mr. HorTON. I think, you know, if you look back at my cor-
respondence over the years that I was at HealthSouth, you will
find that not infrequently if the SEC announced something that it
regarded as a significant development, I would circulate it to peo-
ple that I thought would be interested in it.
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Ms. DEGETTE. Oh, okay. So this was just part of your routine
correspondence with the senior management of the company?

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. How many times would you say you sent memos
like this out?

Mr. HORTON. I could no give you an accurate number. If you go
back in—-certainly in the period 2001/2002 when the SEC was
doing a significant amount of pronouncing, if you will, on financial
reporting and management discussion and analyses and filings and
that sort of thing, I think you will find several things that I pro-
vided to people in connection with regulation——

Ms. DEGETTE. Well, what about in 19—I think you said you
started in 19947

Mr. HORTON. Yes, ma’am.

Ms. DEGETTE. What about the period 1994 to 2001?

Mr. HORTON. Again, I mean there is no magic to the number. But
you will go back and I think you will find—you will find these sorts
of things going back pretty much the whole period of time that I
was with the company. It is one of the things that I did.

Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The Chair thanks the gentlelady.

The chair thanks the witnesses for your willingness to come here
today and for your testimony. I know it has been a long day.

As far as I can tell, this the tragic case, another tragic case
where a company that had lots of potential filled with thousands
of honest, good employees had a leadership at the top that was cor-
rupt. And it is evidenced at least by the five CFOs that have al-
ready plead guilty, 10 other senior executives having plead guilty.
Mr. Scrushy still maintains his innocence. And we will be watchful
of how that turns out.

This will play itself out in the courts. And we wish the company
well. We think the company has new management that is going to
do its level best to bring this company into a new and brighter era,
in that the company will be vital and that the employees will con-
tinue to provide the services that they do out in those little clinics
to people who are in pain, which is what a company like this
should have been focused on.

I imagine some of the witnesses, including probably all of you,
will wind up giving your testimony in a court of law before this
over. I wish you well on that.

And I enter into the record a “Wall Street Journal” article from
yesterday, entitled “Scrushy Claims FBI Agent is Close to Witness”
and it talks about what we have talked about here with regard to
the taped conversations. But it also says this: “Earlier this month
Mr. Scrushy’s attorney, Richard Dean, Jr. a well respected U.S. at-
torney who works in the Atlantic office of Jones Day, became more
involved in Mr. Scrushy’s defense. Donald V. Watkins, a Bir-
mingham attorney who directs Mr. Scrushy’s defense says the legal
team has held focus groups to test how a jury might react to any
dirt they may have on the 15 former HealthSouth executives who
have agreed to plead guilty in connection with the case and others
who might testify against Mr. Scrushy. Mr. Watkins, the lead at-
torney for Mr. Scrushy, says such details are fair game for public
disclosure. “Human beings make mistakes in life. Some as a result
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of negligence, other as a result of lifestyles, intentional acts of de-
ception. It is our job to find out who these people really are” Mr.
Watkins said. This case has everything in it. It has mystery. It has
got sex. It has got death. And it is high stakes. It is a real life
drama being played out on a daily basis before a national audi-
ence.”

So those are the tactics to which Mr. Scrushy is prepared to go
in his defense. And I wish you well in dealing with those kinds of
tactics when this matter goes to court.

Thank you again.

And the subcommittee is adjourned.

[Whereupon, at 4:08 p.m., the subcommittee was adjourned.]

[Additional material submitted for the record follows:]
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Tab Document Description Date
Board of Directors Documents
1 Unanimous Written Consent in Lieu of Meeting of Board of Directors 21412002
2 |Corporate Compensation Committee Minutes 412912002
3 |Corporate Compensation Committee Minutes 712512002
4 |Corporate Compensation Committee Minutes 713112002
5 |Corporate Compensation Committee Minutes 9/2/2002
6 |Corporate Compliance Committee Minutes (includes handwritten notes) 3/15/2002
7 |Board of Directors Meeting Minutes 8/8/2002
8 |Board of Directors Handwritten Meeting Minutes 8/8/2002
9 [Board of Directors Meeting Minutes 8/26/2002
10 |Board of Directors Handwritten Meeting Minutes 8/26/2002
11 {Board of Directors Meeting Minutes 8/30/2002
12 {Board of Directors Meeting Minutes 9/17/2002
13 1Board of Directors Meeting Minutes 10/1/2002
Fulbright & Jaworski Memo tfo Bill Horton Re: Recollection of Proceedings of October
14 {22, 2002 Board of Directors Meeting 3/6/2003
Lanny Davis Letter to Richard Scrushy Re: Board of Directors Minutes of October 22,
15 12002 Executive Session Meeting 2/14/2003
Richard Scrushy Documents
16 [Richard Scrushy Stock Sales no date
17 |Fulbright & Jaworski Documents Relating to Stock Sales by Richard Scrushy no date
18  |Malcom McVay Plea before US District Court of Northern District of Alabama 5/1/2003
19 {Michael Martin Plea before US District Court of Northern District of Alabama 5/1/2003
20  jWiliam Owens Guilty Plea before US District Court of Nortern District of Alabama no date
21 |2001 HealthSouth Executive Compensation (Proxy Statement) 4/14/2000
22 {Employment Agreement 4/1/1898
23 {Owens E-mail to Scrushy with attachment of DOJ Powerpoint Slides 2/1/2002
24 |Richard Scrushy E-mail to Daut Re: Current Stock Action 10/14/03
25  |Hal Hirsch E-maif Re: Release of Fulbright Report on October 23, 2002 10/21/2002
26 1Jones Day Letter to Energy and Commerce with Richard Scrushy's REesponse 10/7/2003
27 |HeaithSouth Teleconference - Third Quarter 2002 Financial Resuits 11/5/2002
Steve Schiatter Documents
28 |Steve Schiatter E-mail Exchange with Jon Santini Re: HCAP-HCFA Group Therapy  |4/23-26/2001
29 |Steve Schiatter E-mail to Walt Jimenez Re: HCAP-HCFA Group Therapy 4/30/2001
30 iSteve Schiatter E-mail to Bill Schmidt Re: APTA Discussion 5/2/2001
31 [Steve Schiatter E-mail Exchange Re: Stonewalied on Group Therapy 5/10-17/01
Martin Cohen Documents
Martin Cohen Memo to Bill Owens Re: Fulbright & Jaworski Report- Open ttems and
32 iFollow-up Questions From Earnings Announcement 11/6/2002
Weston Smith's Projected Effect of Outpatient Reimbursement Changes on Net
33 |Revenue 8/26/2002
FTi Memo to Weston Smith Re: Difference in Company's Analysis on Revenue and
34 |FTI's Numbers 10/31/2002
35 |FTIE-mail to Lanny Davis Re: FTI's Fee Estimate for Remaining Tasks 11/12/2002
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36 |FTi Consuiting Memo to Fulbright & Jaworski Re; HealthSouth Draft Report 11/5/2002
Teresa Sanders Documents
Series of Ernst & Young Correspondence to Aaron Beam & Teresa Sanders Re: "The
37 [Program” 2/14/1996
38 |Teresa Sanders E-mail to Bill Horton Re: Outpatient Audits 1996-1998 12/9/1998
39 12001 and 2002 Proxy Statements: Excerpts RE: Audit Fee Disclosures 2001/2002
40 |Teresa Rubio Memo to Richard Scrushy Re: Ernst & Young Evaluation Program 114/1996
41 |HealthSouth Pristine Factor Surveys 3/29/1996
"Why the HealthSouth Pristine Audits should not be considered Internal Audit
42  |Services" no date
43 12001 and 2002 HealthSouth Audit Fees to Emnst & Young no date
44 12000 and 2001 HealthSouth Audit Fees no date
Michael Vines Documents
45  |Vines Posting in Investor Chat Room no date
46 Emnst & Young Review of Michael Vines' Allegation no date
47 [Rebecca Kay Morgan before US District Court of Northern District of Alabama 4/3/2003
‘Wail Street Journal Article Titled "Accountant Tried In Vain To Expose HealthSouth
48 (Fraud" 5/20/2003
Brandon Hale Documents
49 [Employee Bonuses for 2001 and 2002 no date
50 {Scrushy E-mail to Hale Re: Signing Board of Directors Minutes 12/19/2002
51 |Appointment Re: Make sure RMS signs Mottola Stock 4/18/2002
52 iJoel Gordon Fax Transmittal to Bradon Hale Re: Board Minutes 3/12/2003
53 |Bob May Memo to George Strong Re: 10 K Signature(s) 2003 3/12/2003
54 1Bob May Memo to Brad Hale & Bill Horton Re: Minutes 3/12/2002
55 {Bob May E-mail to Jason Hervey Re: Minutes 12/20/2002
James Goodreau Documents
56 |Jim Goodreau E-mail to File Re: Shredder Documents in Fifth Floor File Room 10/3/2002
57 |William Horton E-mail to Chuck Stark Re: Security Cameras in Elevators 12/6/2002
Jim Goodreau Email to Richard Scrushy Re: Come to 5th floor. Hang out with Mary
58 |and follow joel as he goes in and out. See what he is doing. Rs 12/12/2002
59 |Les Moore Memo to Jim Goodreau Re: Jean Davis Files 3/25/2003
60 |Jim Goodreau E-mail to Richard Scrushy Re: Document Shredding 10/4/2002
Fuibright & Jaworski Documents
61 [Fulbright & Jaworski Letter to Board of Directors: Updating Board on Their Work 10/1/2002
62  |Fulbright & Jaworski Letter to Board of Directors Re: Updating Board on Their Work 10/21/2002
63  |Fulbright & Jaworski Letter to Board of Directors Re: Destruction of Documents 10/29/2002
Fulbright & Jaworski Letter to Board of Directors Re: Disclosing they found nothing
that established Scrushy was aware of Transmittal 1753 at the time of his sale of
64 [HealthSouth common stock 10/29/2002
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Pristine Audits Documents

65 |HealthSouth Corporation Fees / WSJ Article Titled "What Ernst Did For HealthSouth?" | 6/11/2003
William Horton Documents
66 |Reed Smith Presentation to DOJ Re: Outpatient Physical Therapy Dec-01
67 IMemo from Fleeced Shareholder Re: HealthSouth / Emst & Young 11/12/1998
68 |Eli's Rehab Report 5/28/2001
69  |Willlam Horton Activity Report 6/17/2002
70 |Wililam Horton Email to Larry Taylor Re: Group Code 6/18/2002
71 {Reed Smith Email to Willlam Horton Re: Group Therapy 6/24/2002
72 |Zurek E-mail to Nantz Re: Group Code Roli Out 6/25/2002
73 |E-mail Re: Group Therapy / Rick Schmitt 6/26/2002
74 {William Horton E-mail to Susan Jones Re: Group Code 6/26/2002
75  [William Horton E-mail to Jones et al. Re: Transmittal 1753 6/28/2002
76 |William Horton Memo Re: Group Therapy 8/28/2002
77 {Zurek E-mail to Nantz Re: Group Code Update 6/28/2002
Jones E-mail to 1P Market Leaders Re: Meeting with CMS for Group Therapy
78 {Clarification 71212002
79 {William Horton E-mail to William Owens Re: Tom Fox/Scott Hasselman 71712002
Thomas Fox E-mail to William Horton Re: HealthSouth Congressional Strategy on
80 {Group Therapy 712412002
81  {William Horton E-mail to Compensation Committee Re: Info for Meeting 712412002
82 {William Horton E-mail to William Owens Re: Draft Chronology 8/27/2002
83  {William Horton E-mail to Scrushy Re: Questions for Mr. Scrushy 9/5/2002
84 William Herton E-mail to Lanny Davis Re: Thursday Conference Call 9/14/2002
85  Hicks E-mail to William Horton Re: MCD 9/20/2002
86  |William Horton E-mail to Brandon Hale & Weston Re: Audit Committee 9/26/2002
87 {Weston E-mall to William Horton Re: Audit Committee 10/7/2002
88 |William Horton E-mail to Scrushy Re: Board Meeting 12/11/2002
89  {William Horton E-mail to Scrushy Re: Board Meeting 3/5/2003
90 {William Horton E-mail to Esclavon Re: Drafts of Governance Documents 1/6/2003
Watkins E-mail to William Horton Re: Insider Trading Policy from Corporate
91 {Governance Commiittee 1/17/2003
92 {William Horton E-mail to Tadd McVay Re: Source Cail 2/13/2003
93 |Memo from Bill to Bill Re: Personal and Confidential no date
94  1Glen Banks Memo to David Barrack Re: Class Action and Derivative Complaints 9/23/2002
Susan Smith E-mail to OPS - 1P Market Leaders Re: CMS Meetings to Discuss Group
95  {Therapy Definitions 7122002
96 {Bill Horton E-mail Re: Transmittal on Group Therapy 6/6/2002
Kelly Cullison Documents
97 [Compliance Log 4/4/2000
Richard Kusserow Letter to Kelly Cullison Re: Compliance Policies and Procedures
for Roles and Responsibilities for the Compliance Officer, Empioyee Issue Resolution
98 {Process, and Protocois between the Compliance Office and Legal Counsel 12/3/1997
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Richard Kusserow Letter to Kelly Cullison Re: Policies and Procedures for the

99 |HealthSouth Coroporation Compliance Office 1112111997

100 1HealthSouth Compliance Program no date
Miscellaneous Documents

101 |[Teresa Rubio Memo To Ken Livesay and Jack Hawkins Re: Fixed Assets 11/14/1995

102 |Kelly Coleman Testimony from SEC Asset Hearings 4/24/2003
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UNANIMOUS WRITTEN CONSENT
IN LIEU OF MEETING OF THE
BOARD OF DIRECTORS OF Tab 1
HEALTHSOUTH Corporation

FEBRUARY 4, 2002

Pursuant to Section 141(f) of the General Corporation Law of the State of Delaware, the
undersigned, being all of the members of the Board of Directors of HEALTHSOUTH Corporation,
a Delaware corporation (the "Corporation”), do hereby (i) consent to and adopt the following
resolutions as of the date hereof, which resolutions shall have the same force and effect as if adopted
by an affirmative vote at 2 meeting of the Board of Directors duly called and held; (it) waive all
requirements of notice; and (iii) direct that this written consent be filed with the minutes of the

proceedings of the Corporation:

RESOLVED, that the following persons are hereby awarded options under
the Corporation’s 1993 Consultants® Stock Option Plan to purchase that number of
shares set forth following their names below, such options to have an exercise price
of $10.90 per share, being the fair market value of the Corporation’s Common Stock

on the date of grant:
Name Number of Shares
Thomas D. Mottola 250,000
Eric R. Hanson 20,000
Joel Katz 10,000
Swaid N. Swaid, M.D. 50,000

RESOLVED, that the options granted to Thomas D. Mottola are immediately
vested and exercisable as of the date of grant.

RESOLVED, that the options granted to all other persons indicated above
shall vest at the rate of 25% per year, commencing on February 4, 2003.

CON E|
TREATWIENT REQUESTED PW 0000103
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CONFIDENTIAL
TREATMENT REQUESTED

HEALTHSOUTH Corporation Tab 2
Meeting of the Corporate Compensation Committee
April 29, 2002

Minutes

A Meeting of the Compensation Committee of the Board of Directors of
HEALTHSOUTR Corporation (the “Corporation™) was held at the Corporation’s offices in
Birmingham, Alabama on April 19, 2002.

The following members were present: Larry D.Striplin, Jr., Phillip C. Watkins, M.D.,
and John S. Chamberlin. The following guests were also present: William T. Owens, President
and Chief Operating Officer of the Corporation and Brandon O. Hale, Senior Vice President,
Administration and Secretary of the Corporation. Messrs. Owens and Hale were present at the
Corporation’s offices and all others participated via a telephonic connection.

Mr. Striplin acted as Chairman and Mr. Hale acted as Secretary. The Meeting was
called to order by Mr. Striphin at 11:00 AM CDT.

Members of the Committee had been provided with Management’s recommendation
for bonuses 1o be awarded to the Corporation’s Executive Officers. {Copy attached to these
minutes) Mr. Striplin asked if Committee Members had reviewed the list and asked for
discussion. Mr. Chamberlin made a Motion to approve as submitted and Dr. Watkins seconded
the Motion. The Motion was approved unanimously by the Committee.

Mr. Owens advised the Committee that the Company had exhausted its efforts to find a
way to extend Mr. Scrushy's options which expire in May 2002. Mr. Owens stated that there
were no good choices to consider and Mr. Scrushy may have to sell shares in the market.

There being no further business to transact, the Meeting was adjourned.

Brandgh O. Hfle
Senior Vice President, Administration
and Secretary

o I

“Larry DY/ Striplin, Jr.p/
Chairman, Compensation Committee
of the Board of Directors

HHEC 18-01837
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T TS OISt uy

Name

DUpaTIme ™ Pravicus e
Number Title nt Peoft Pay Current Pay  increase %
Scrushy, Richard M.
Oweons Willam T.  421-92-9618 President &8 COOHSC & Dt 9000000C 500,000.00 800.000.00 300,000.00 60.00%
Taylor Lany D. 135.56-3483 President & COO 9410010C 450,000.00 490,000.00 40,000.00 B8.69%
Foster,Patrick 419.60-4702 President & COO 9430010C 450,000.00 490,000.00 40,000.00 8.89%
Carman,Thomas W 056-38-6771 EVP Corp Development 9100000C 360,000.00 390,00000  30,000.00 8.33%
Smith,Weston t. 416-64-8836 EVP CFO 9000000C  300,000.00 32500000 25,000.00 8.32%
McVay Malcolm E.  423-82-7827 EVP & Treasures 9020000C 260,0600.00 260000060 2000000 71.69%
Hale,Brandon O. 422.66-9495 SVP Administralion 9050000C 290,000.00 320,00000 30,000.00 10.34%
Jones Susan M. 420-08-1211 SVP Finance - Reimbutsement 9640000C 200,000.00 21500000 15,000.00 1.50%
Horfon Willlam W,  418-74.5437 EVP 8 Corporate Counsel 9200000C 300,000.00 33000000 30,000.00 10.00%
[m}
i
28
23
T
Z W
R .
T‘
A

=

IRE ATW

2001 Bonus

$6,500.000.00
$1.500,000.00
$500.000.00
$500.000 00
$75,000.00
$100.000.00
$100.000.00
$75.000.00
$60,000.00
$100.000.00

2002 Bonus

10,000.000 00
2.000.000.00
600,000.00
600.000.00
250,000.00
400,000.00
175,000.00
100.000.00
125.000.00
150,000.00

HHEC 18-01838
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~"  CONFIDENTIAL
TREATMENT REQUESTED

HEALTHSOUTH Corporation
Meeting of the Corporate Compensation Committee

July 25, 2002
Tab 3

Minutes

A Meeting of the Compensation Committee of the Board of Directors of
HEALTHSOUTH Corporation {the “Corporation”) was hetd at the Corporation’s offices in
Birmingham, Alabama on July 25, 2002.

The following members were present: Larry D. Striplin, Jr., Phillip C. Watkins, M.D,,
and John S. Chamberlin. The following guests were also present: Brandon O. Hale, Executive
Vice President, Administration and Secretary of the Corporation and William W. Horton,
Executive Vice President and Corporate Counsel of the Corporation. Messrs. Hale and Horton
were present in the Corporate office and all others participated via a telephonic connection.

Mr. Striplin acted as Chairman of the Meeting and Mr. Hale acted as Secretary.
Mr. Striplin called the meeting to order at 9:03 AM CDT.

The purpose of the Meeting was for the Compensation Committee of the Board of
Directors to consider Mr. Scrushy’s request to repay the principal amount of his loan under the
1999 Executive Equity Loan Plan by transferring to the Company HEALTHSOUTH shares
with a value equal to the principal amount. The accrued interest on the loan was paid in cash
by Mr. Scrushy in June 2002.

Mr. Horton advised the Compensation Committee that Mr. Scrushy’s request to repay
the principal amount of his loan with this transaction would require the Commitiee’s
ratification. Mr. Horton further advised the Committee that the transaction would accomplish
three significant things. It would satisfy Mr. Scrushy’s loan and eliminate the last significant
loan under the 1999 Plan to an executive officer, it would allow the Company to acquire over
two million shares as a part of the buyback effort without any additional cash outlay and it
would likely reduce the depressive effect that would result if Mr. Scrushy sold shares for cash
in a down market.

The Committee members agreed that the repayment of Mr. Scrushy’s loan would be a
positive event and that they should consider approval to repay the loan by transfer of stock
back to the Company in an amount equal to the principal amount. After discussion among the
Committee Members and Mr. Horton regarding the effective date of the transfer of shares back

HHEC 18-01841



121

— - CONFIDENTIAL
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to the Company and the method fo.liaet:!f‘x;rmﬁmg the share price for the transfer the Committee
decided not to act upon the request until Mr. Striplin had an opportunity to discuss these issues
with Mr. Scrushy. The Committee agreed to reconvene at a later date.

Brandon/0!
Executive Vice President, Administration
and Secretary

o b5

Larry D. StriplipgJr. g~
Chairman, Compensation Committee
of the Board of Directors

HHEC 18-01842
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T " CONFIDENTIAL
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HEALTHSOUTH Cerporation
Meeting of the Corporate Compensation Committee

July 31, 2002

Tab 4
Minutes

A Meeting of the Compensation Committee of the Board of Directors of
HEALTHSOUTH Corporation (the “Corporation™) was held at the Corporation’s offices in
Birmingham, Alabama on July 31, 2002.

The following members were present: Larry D. Striplin, Jr., Phillip C. Watkins, M.D..
and John S. Chamberlin. The following guests were also present: Brandon O. Hale, Executive
Vice President, Administration and Secretary of the Corporation and William W. Horton,
Executive Vice President and Corporate Counsel. Messrs. Hale and Horton were present in the
Corporate office and all others participated via a telephonic connection.

Mr. Striplin served as Chairman of the Meeting and Mr. Hale served as Secretary.
Mr. Striplin called the Meeting to order at 2:00 PM CDT.

The purpose of this Meeting was to further consider Mr. Scrushy’s request to
repay the principal amount of his loan under the 1999 Executive Loan Plan by
transferring to the Company HEALTHSOUTH shares with a value equal to the principal
amount.

After reviewing the discussion at the July 25 meeting and having further
discussion, Committee members agreed to approve the repurchase of shares from Mr.
Scrushy to repay the principal of his loan effective July 31, 2002 at a share price
established by using an average between the high and low trade price on Jyly 31, 2002.

/7

Brandon (. Ha
Executive Vice President, Administration
and Secretary

Chairman, Compensation Committee
of the Board of Directors

HHEC 18-01839
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HEALTHSOUTH Corporation

Meeting of the Corporate Compensation Committee

September 2, 2002

Tab §
Minutes

A Meeting of the Compensation Comumittee of the Board of Directors of
HEALTHSOUTH Corporation {the “Corporation™) was held at the Corporation’s offices
in Birmingham, Alabama on September 2, 2002.

The following members were present: Larry D. Striplin, Jr.,, Phillip C. Watkins,
M.D,, and John S. Chamberlin. The following guest was present: Brandon O. Hale,
Executive Vice President, Administration and Secretary of the Corporation.

Mr. Hale was advised by Mr. Striplin that he discussed via telephone the
following salary changes for Mr. Scrushy and Mr. Owens. Mr. Striplin stated that the
changes were approved unanimously by the Committee to be effective September 2,
2002.

Richard M. Scrushy, Chairman of the Board
Salary $1,200,000/year
Target Bonus $1,200,000/year

William T. Owens. Chief Executive Officer
Salary $1,200,000/vear
Target Bonus S 600,000/year

Brandoj] 0. Hde
Executive Vice President, Administration
and Secretary

, Compensation Committee
of the'Board of Directors

HHEC 18-01840
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HEALTHSOUTH Corporatien
Meeting of the Corporate Compliance Committee
March 15, 2002

Minutes

A Meeting of the Corporate Compliance Committee of the Board of Directors of
HEALTHSOUTH Corporation (the “*Corporation™) was held at the Disney Coronado
Springs Resort in Orlando, Florida on March 135, 2002.

The following members were present: Joel C. Gordon, Phillip C. Watkins, M.D.,
Charles W. Newhall, I1I and Brandon O. Hale, Senior Vice President and Corporate
Compliance Officer of the Corporation. The following guests were also present: Richard
M. Scrushy, Chairman of the Board and Chief Executive Officer of the Corporation,
William T. Owens, President and Chief Operating Officer and Director of the
Corporation, William W. Horton, Executive Vice President and Corporate Counsel of the
Corporation and Thomas C. Fox with the law firm of Reed, Smith, Shaw and McClay.
Mr. Fox participated in the Meeting via a telephonic connection.

Mr. Gordon acted as Chairman of the Meeting and Mr. Hale acted as Secretary.
The Meeting was called to order by Mr. Gordon at 8:23 AM EST.

DOJ CASE UPDATE

Mr. Gordon opened the Meeting and Mr. Horton introduced Mr. Fox with Reed,
Smith, Shaw and McClay to the group and asked him to give the Committee an update on
the Manning v. HEALTHSOUTH whistleblower case. Mr. Fox provided the Commitiee
with a summary of the facts and an overview of the procedural issues involved in the
case. Mr. Fox advised the Committee that after two and one half years of study and
research on the case he feels that there is no basis for the claim being made against
HEALTHSOUTR. Additionally, Mr. Fox felt that the Corporation’s position is very
strong and stated that the HEALTHSOUTH model on physical therapy is the business
model of the world on physical therapy., The Commitiee was given an opporiunity to
question Mr. Fox regarding all issues in the case.

COMPLIANCE REPORT

Mr. Hale presented to the Committee an update on Compliance Program
activities. He reviewed a summary of the Compliance Hotline, Compliance Department
initiatives for the first quarter 2002 and outlined the schedule for the 2002 HCAR
Program and provided results of the HCAR audits for 2001, Mr. Hale also updated the

HHEC 388-0691
Confidential Treatment
Requested by HealthSouth Corp-
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Committee on the audit requirements of the Corporate Integrity Agreement which are
being conducted by KPMG.

OTHER BUSINESS

Mr. Hale proposed one change to Policy #302 in the Corporate Compliance
Policy and Procedure manual changing the requirement for refresher training from a two
year required refresher training to an annual required refresher training (Copy Attached).
Mr. Hale also proposed the addition of Policy #203 Sanction Policy (Copy Attached).
Both the change to Policy #302 and the addition of Policy #203 of the Corporate
Compliance Policy and Procedure manual were unanimously approved by the
Committee.

There being no further business fo transact, the Meeting was adjouned at 8:58
AM EST.

Brandon O. Hale, Secretary

Joel C. Gordon, Chairman

Phillip C. Watkins, M.D.

Charles W. Newhall, 111

HHEC 388-0692

Confidentisl Treatment
Requested by HealttiSouth Corp.
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HEALTHSOUTH Corporation
Meeting of the Corporate Compliance Committee
March 15, 2002

Minutes

A Meeting of the Corporate Compliance Committee of the Board of Directors of
HEALTHSOUTH Corporation (the “Corporation”) was held at the Disney Coronado
Springs Resort in Orlando, Florida on March 15, 2002.

The following members were present: Joel C. Gordon, Phillip C. Watkins, M.D.,
Charles W, Newhall, 111 and Brandon O, Hale, Senior Vice President and Corporate
Compliance Officer of the Corporation. The following guests were also present: Richard
M. Scrushy, Chairman of the Board and Chief Executive Officer of the Corporation,
William T. Owens, President and Chief Operating Officer and Director of the
Corporation, William W. Horton, Executive Vice President and Corporate Counsel of the
Corporation and Thomas C. Fox with the law firm of Reed, Smith, Shaw and McClay.
Mr. Fox participated in the Meeting via a telephonic connection.

Mr. Gordon acted as Chairman of the Meeting and Mr. Hale acted as Secretary.
The Meeting was called to order by Mr. Gordon at 8:23 AM EST.
5 D03 cwe Lpkie
Mr. Gordon opened the Meeting and Mr. Horton introduced Mr. Fox with Reed,
Smith, Shaw and McClay to the group and asked him to give the Committee an update on
f\["‘}y the Manning v. HEAL ”§‘OUTH whistleblow#'tase. Mr. Fox provided the Commitiee
A)J with a summary of the and an overview of the procedural issues involved in the

case. Mr. Fox advised the Committee that after two and one half years of study and
Fi ¢ case he feels that there is no basis for the claim, being made againsl/n wned
HEALTHSOUTH ?Mr. Fox felt that the Comora(ion%ee-@gz%:&wﬁgpeﬁz»aﬁi_ ~7

S‘{“‘kj soneurred that the HEALTHSOUTH model on physical therapy is the business model of
the world on physical therapy. The Commitiee was given an opportunity 1o question Mr.
Fox regarding all issues in the case.

COMPLIANCE REPORT

Mr. Hale presented to the Committee an update on Compliance Program
activities. He ‘Wedivity summary of the Compliance Hotline, Compliance
Department initiatives for the first quarter 2002 and outlined the schedule for the 2002
HCAR Program and provided results of the HCAR audits for 2001. Mr. Hale also
updated the Committee on the audit requirements of the Corporate Integrity Agreement
which are being conducted by KPMG.

HHEC 388-0693

Confidentisl Treatment
Reguested by HexlithSouth Corp.
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OTHER BUSINESS d
P’“ o ad

Mr. Hale proposed one change to Policy #1302 in the‘Compliance Offce Policy
and Procedure# manual changing the requiremegit for refresher training from a two year
required refresher training to #equired annualfefresher training (Copy Attached). Mr.
Hale also proposed the addition of Policy #203 Sanction Policy (Copy Attached). Both
the change to Policy #302 and the addition of Policy #203 of the Corporate Compliance
Policy and Procedures manual were unanimously approved by the Committee.

There being no further business to transact, the Meeting was adjourned at 8:58
AM EST.

Brandon O. Hale, Secretary

Joel C. Gordon, Chairman

Phillip C. Watkins, M.D.

Charles W. Newhall, Ii}

HHEC 388-0694
Confidential Treatment
Requested by HealthSouth Corp.
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Tab 7

HEALTHSOUTH Corporation
MEETING OF THE BOARD OF DIRECTORS
AUGUST 8, 2002
MINUTES

A meeting of the Board of Directors of HEALTHSOUTH Corporation (the "Corporation™)
was held in the Board Room at the Corporation’s offices in Birmingham, Alabama pursuant to a
‘Waiver of Notice dated August 8, 2002, a copy of which is attached to these Minutes.

The following Directors were present, constituting a quorum: Richard M. Scrushy, Chairman
of the Board and Chief Executive Officer of the Corporation, William T. Owens, President and Chief
Operating Officer of the Corporation, John 8, Chamberlin, C. Sage Givens, Joel C. Gordon, Charles
W. Newhatl IT1, Larry D. Striplin, Jr., George H. Strong and Phillip C. Watkins, M.D. The following
guests were also present: Brandon O. Hale, Executive Vice President - Administration and
Secretary, Malcolm E. McVay, Executive Vice President and Treasurer of the Corporation, Weston
L. Smith, Executive Vice President and Chief Financial Officer of the Corporation, W. Greg Smith,
Vice President — Internal Audit of the Corporation, and William C. McGahan, Roderick O'Neill,
Scott Wollard and Hugh O’Hare of UBS Warburg LL.C. With the exception of Dr. Watkins,
everyone was physically present in the Corporation's Board Room. Dr. Watkins participated via a

telephonic connection whereby everyone could freely hear and speak to one another.

Richard M. Scrushy acted as Chairman of the Meeting and Brandon O. Hale acted as
Secretary.

The Meeting was called to order by Mr. Scrushy at 11:05 a.m. CD.T.
Internal Audit Report
Mr. Scrushy asked Mr. Greg Smith to give the Board an update on the Corporation’s internal

audit program. Mr. Smith reviewed with the Board the number and type of audits which had been
conducted year-to-date. Mr. Smith also discussed the results of the billing review required by the

CONFIDENTIAL
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Corporate Integrity Agreement, reviewed the Internal Audit Department’s involvement with the
HCAR program and responded to questions from the Board.

Compliance Report

Mr. Gordon and Mr. Hale preserited to the Board an update on the Corporate Compliance
Program. Mr. Hale presented statistics from the Compliance Hotline, reviewed the Corporation’s
compliance training activities and announced to the Board that KPMG had completed its audit of
year one under the Corporate Integrity Agreement and that HEALTHSOUTH had met all
requirements of the Corporate Integrity Agreement.

Mr. Gordon advised the Board that the Corporate Compliance Committee was reviewing the
gift policy provisions in the Standards of Business Conduct manual and would make a

recommendation on revised language at a subsequent meeting.
Treasury Review

Mr. McVay presented to the Board a review of Treasury activities. He highlighted the new
$1,250,000,000 bank facility and the refinancing of $207,000,000 in synthetic leases. He discussed
the Corporation’s strong liquidity position, indicating that the Corporation had no off-balance sheet
financing issues and no significant maturities until 2007. Mr. McVay stated that the Corporation’s
refinance plan goals had been met. He completed his review with an overview of investor relations
issues, including the top ten holders of HRC, current analyst coverage and target list for new

coverage.
Financial Review
Mr. Smith led the Board through areview of the Corporation’s financial performance for the

second quarter of 2002. He presented overall results from the income statements and highlighted
key financial indicators by operating division.

14
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Chairman’s Review

Mr. Scrushy began his presentation with a brief history of HEALTHSOUTH and its
competitors. He then led the Board through an evaluation of the surgery center business and
discussed a possible strategy for spinning out or splitting off the surgery division. At that time
Mr. Scrushy invited Mr. McGahan and his associates to join the meeting and to present to the Board
a detailed analysis of a strategic plan to spin or split the surgery division (Project Crimsen). In
addition to the analysis provided by UBS Warburg, Mr. Scrushy presented to the Board a proposed
management structure for the surgery company and identified individuals for all key executive
positions. Mr. Scrushy also stated his desire to move into the Chairman of the Board position of
both HEALTHSOUTH and the new surgery company, and recommended William T. Owens be
promoted to Chief Executive Officer of HEALTHSOUTH, such promotion to be effective at such
time as the Board approved a plan with respect to the surgery division. Mr. Scrushy also
recommended that Malcolm E. McVay be promoted to Chief Financial Officer in order to allow

Weston L. Smith to focus all of his attention on the proposed surgery center transaction.

Upon motion duly made by Mr. Striplin and seconded by Mr. Chambexlin, the following
resolution was unanimously adopted:

RESOLVED, that the following persons are hereby appointed to the offices
set forth following their names below, to serve until the next Annual Meeting of the
Board of Directors of this Corporation and until their successors are duly elected and
qualified, or until their earlier death, resignation or removal, such appointment to be
effective at such time as the Board of Directors give preliminary approval to a
strategic transaction invelving the Corporation’s surgery center division, or as
otherwise directed by the Board of Directors:

e Name Title
William T. Owens President and
Chief Executive Officer
Malcolm E. McVay Executive Vice President
and Chief Financial Officer

Mr. Scrushy then advised the Board that the Corporation had obtained a copy of a CMS
transmittal which appeared to change regulations for payment of group and concurrent therapy for
outpatient medicare reimbursement. Mr. Secrushy stated that the Corporation’s reimbursement

-3.
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department was initially advised by Blue Cross/Blue Shield of Alabama, the Corporation’s Medicare
intermediary, that the transmittal did not apply to HEALTHSOUTH’s outpatient therapy business.
Mr. Owens then joined the discussion and advised the Board that in seeking additional clarification
to the transmittal, HEALTHSOUTH reimbursement officials scheduled a meeting with CMS in
Washington in July, and after that meeting reimbursement officials left Washington with more
questions than answers and were still unclear of the intent and possible impact of the transmittal.

Mr. Scrushy advised the Board that the Corporation was still seeking answers and
clarification so as to assess the fmpact on revenue-and announce it if necessary. Mr. Scrushy
recommended, and the Board concurred, that management should again meet with CMS in
Washington as soon as possible to obtain further clarification and assess the impact on the
Corporation.

Mr. Scrushy then advised the Board that he had repaid his loan under the 1999 Executive
Loan Plan by transferring to the Company HEALTHSOUTH shares with a value equal to the

principal amount of the loan and paying interest owed in cash.

There being no further business to transact, the Meeting was adjourned.

g:)i/on O. Hale
Executive Xice Pfesident — Administration
and Secretary

w0 (D

“Richard M. Scrushy
Chairman of the Board
and Chief Executive Officer

HS-71306.1
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HEALTHSOUTH Corporation
WAIVER OF NOTICE

We, the undersigned, constituting all the members of the Board of Directors of
HEALTHSOUTH Corporation, a Delaware corporation, do hereby waive notice of the time, place
and purpose of the Meeting of the Board of Directors of HEALTHSOUTH Corporation to be held
on August 8, 2002, at 11:00 a.m. C.D.T., and we consent to the transaction of such business as may

properly become before said Meeting,

DATED the 8th day of August, 2002.

Richard M. Scrushy Phillip C. Watkins
C. Sage Givens Joel C. Gordon
Charles W. Newhall, III Larry D. Striplin, Jr.
John S. Chamberlin Willilam T. Owens

George H. Strong

HS-71306.1

CONFIDENTIAL
TREATMENT REQUESTED PW 0000144



139

Tab 8

wo/s/e  00F

HHEC 388-0441
Confidential Treatment
Requested by HealthSouth Corp.




Aus. SEC €S 3C6- Cow

i - B e e . LDS_ wro gl ‘L,L‘,

SR /A Y

A H 3
R ¥ § va T
7y

T . ’w/’ rrrrr (,J;,W &4{ /;/“/:,/,"
R S I

i HHEC 388-0442
fidential Treatmens
Requ "' ed by HeatthSouth Co, ‘orp.



141

_______.._......_‘__/L«J £k~7{’
m Sre k.

o Hp2s s bk Rl
- 47;,‘,..«.[ o ;-’*’7AA.~ ine_)»ﬁyl;l':—éuu e

G bk S
g B bl gk Aeer /w«/f’ 754 S

- IMM_ u.Ja “‘YL 4,,‘44_3{,;&,//4/&”
A‘-ﬂé‘#j -5('&_14. b".[h.. o A D
- Fo _aFF 6,[& 7 ﬁu / ’/DJ»J %
b ot /laéwés-ﬁa,qéljw’)

A S
J— 7 V. Ay
!

___,(:>,m;m,pav,,_.c,,l,‘-__,,;}%_fﬁffffff:
Z(t/ y o o
[ ..ovi Vit s f ;M“n! fq/ O e

R /JA Aabe
.44“_1 30.2/ 'ﬁ-/w’)

R __ o Ml e L
e = fu—fkj . “"“7 '/' Llokeaaye e
I bt 1“'5”‘ It >Ev A VD

o Semes / o

- e e e v e e . S e [P AU HHEC 388‘0443 -
Confidential Treatment
Requested by HealthSouth Corp.



142

Frreed i — _ltadr S

o . :CZITJAI
- — Mt Fevome
o € ety - fre ka— _ et
o mm;»,—_w_’ﬂ.»,mJ_/wféuw. e
2 Y N

e o v e e 0 P....,. A&rmw PR
o T e

e e “’”S"ﬂ A-ﬁm—«(. [
o o ﬂ»;z;lc Stans _

S :Z}F- ,,0«-31-‘4'_(9?..4 e .5—'2-* [ e /ﬂw)-f.'\—_,

B N
L Gl

o fas

[P Y O S XTR R SR
e L
o “ti_ﬁv__s/?ﬂ7 Sy e B

T - D;‘J_a.u;-; i ‘}_ m /ﬂ'w';{q VLTS'M o

: dodwer o __«6_‘!'“7/.,7.1901)/ (W._MA__.__-_.W
SRR 1 O Mg e

HHEC 388-0444
Confidential Trestment
Requested by HealihSouth Corp,



143

e e 7 e

P b dstmia_ T fo

i
/ A bl AL e e e

oot i
/ s ¥ 2 L St 2y fod 2 - ] -
,,,,,, [ Vonblere ) ol _OHMoe

/
/ f 3\‘1’""""’“"
/ L blak..?cg Lwl:" .ﬂ‘w!ulzr__(.oé—-[___,&»s, ﬁ.«l_..“____._“
I A/ W S Y . "2y W

)’13 ﬂﬁ_Cf LG

Y v&--/lyk,sﬁqtn-

e An N j

i iy j~-/fw;;~w .
""fl[f&?{
Videcro_ .

R ¥ V> Twa e /
. Mak Cotdlew,

T.JJ.‘::C,F" N

e 57{1::
SN

T HHEC 388-0445
Confidential Trestment
Requested by Hes! tthSouth Corp.



144

O ./ 073&‘&-‘" 07C &’tﬂ-‘rﬁ /Ol—\/

R LA P B R B

&"’i’ " m/%

smm e e o HHEC 388-0446
Coafidentis) Treatment
- Requested by HealthSouth Corp.



145
Br=K ,
)

Zaiaie

of N7
.

HHEC 388-0447

Confidentisl Treatment
Requested by HealthSowth Corp.



Four North

-

T
o

-z
~as

N

146

Sl o
ey - P wi

A%

.

T
|
Ll
<
B ¢

et

' Lm

g

CORPORATE OFFICES

4

FOURTH FLOOR PLAN NORTH

—¢

T

HHEC 388-0448
Confidential Treatment
Requested by HealtiSouth Corp.



147

Tab 9

HEALTHSOUTH Corporation
MEETING OF THE BOARD OF DIRECTORS
AUGUST 26, 2002
MINUTES

A meeting of the Board of Directors of HEALTHSOUTH Corporation (the "Corporation”)
was held in the Board Room at the Corporation’s offices in Birmingham, Alabama pursuant to a
Waiver of Notice dated August 26, 2002, a copy of which is attached to these Minutes.

The following Directors were present, constituting 2 quorum: Richard M. Scrushy, Chairman
»>fthe Board and Chief Executive Officer of the Corporation, Witliam T. Owens, President and Chief
Dperating Officer of the Corporation, Joel C. Gordon, Phillip C. Watkins, M.D., Larry D. Striplin,
Ir., George H. Strong, John S, Chamberiin and C. Sage Givens. The following guests were also
sresent: Brandon O. Hale, Executive Vice President — Administration and Secretary, Malcolm E.
McVay, Executive Vice President and Treasurer of the Corporation, Weston L. Smith, Executive
Vice President and Chief Financial Officer of the Corporation, William W. Horton, Executive Vice
President and Corporate Counsel of the Corporation, and Larry D. Taylor, President and Chief
Operating Officer — Ambulatory Services of the Corporation, William McGahan, Rod O’Neill, Hugh
J’Hare, Scott Wollard, John Wagner and Rick Leaman of UBS Warburg, LLC, and Samuel H.
McGarr and Tom Avent of KPMG. With the exception of Mr. Leaman, everyone was physically
sresent in the Corporation's Board Room. Mr. Leaman participated via a telephonic connection

whereby everyone could freely hear and speak to one another.

Richard M. Scrushy acted as Chairman of the Meeting and Brandon O. Hale acted as
Secretary.

The Meeting was called to order by Mr. Scrushy at 4:00 p.m. C.D.T.
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Project Crimson Strategic Alternatives Discussion
UBS Warburg Presentation

Mr. Scrushy asked Mr. McGahan and his associates to lead the Board through a strategic
alternative discussion on Project Crimson. UBS Warburg began with a review of a segment
vatuation and a discussion of ways to improve business focus by considering several alternatives,
including the sale of the diagnostic facilities combined with the split off of the surgery centers, the
sale of the surgery cénters, the spin-off or split-off of the surgery centers (with or without IPQ) and
the sale of the diagnostic facilities. UBS Warburg then presented to the Board a debt analysis and
discussed how the current debt profile impacted the alternatives being considered. In closing,
Mr. McGahan and the UBS Warburg team presented a sumnmary of the timeline of events to take

place and led a discussion of the key separation decisions that needed to be made by the Corporation.

KPMG Opinion

Mr. Scrushy requested Mr. McGarr and Mr. Avent give their opinion on whether there is 2
justifiable business reason for either the spin off or split-off of the surgery division, thus allowing
a tax-free transaction. Mr. Avent responded that he is very comfortable that there are several
justifiable business reasons for the spin-off or split-off transaction which would allow a tax-free

transaction to be effected.
CMS Transmittal 1753

Mr. Scrushy asked Mr. Owens to review with the Board the timeline of events resulting from
CMS Transmittal 1753. Mr. Owens stated that CMS Transmittal 1753 was posted to Part B carriers
only on May 17, 2002 and the Corporation received a copy of the Transmittal from a third party in
early June. The Corporation forwarded a copy to Blue Cross of Alabama (the Corporation’s fiscal
intermediary), who advised the Corporation that the Transmittal did not apply to HEALTHSOUTH.
The Corporation requested a formal letter from Blue Cross of Alabama. After not having received
one, a meeting was scheduled for July 18, 2002 with CMS and reimbursement representatives from
HEALTHSOUTH. That meeting generated more questions than answers. Mr. Owens stated that
he had believed the Transmittal might apply to the Corporation’s outpatient services in freestanding

_92.
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outpatient centers. He informed Mr. Scrushy on August 6 that it might apply to such services in
freestanding outpatient centers and the impact could be $15,000,000 - $20,000,000. Mr. Scrushy
stated that he had advised Mr. McVay and subsequently Mr. Owens to go back to CMS for better
clarification. The meeting on August 15 did not answer all questions regarding Transmittal 1753,
but answered enough questions to ailow the Corporation to prepare an analysis of the potential

impact.

Mr. Owens advised the Board that he was comfortable with the chronology of events and that
the Corporation had been working diligently since the August 15 meeting to assess the impact of the

Medicare changes.

M. Scrushy and Mr. Owens advised the Board that the estimated impact on revenue of CMS
Transmittal 1753 would be $175,000,000 per year, and that the Corporation would be putting out
a press release disclosing this on Tuesday, August 27.

SCA Update

Mr. Taylor thanked Messrs. Scrushy and Owens and the Board for their support and made
comments regarding SCA’s management team and updated the Board on current initiatives and

development activities.

All guests left the room at this time for the Board to continue discussions regarding Project
Crimson and CMS Transmmittal 1753. After discussions, the Board, upon motion duly made and
seconded, gave preliminary approval to management to proceed with development of a plan for a
separation transaction involving the surgery center division. There were no votes cast against the
motion. It was noted that the promotions and responsibility changes involving Mr. Owens,
Mr. Smith and Mr. McVay that were approved at the August 8 meeting would become effective as

of this meeting.
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There being no further business to transact, the Meeting was adjourned.

/ TBfakdon O. Hale

o Executive Vice President~ Administration
R ) and Secretary
D
) N
~ Relhifrd M. Scrushy

Chairman of the Board

HS-71307.4
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HEALTHSOUTH Corporation
WAIVER OF NOTICE

We, the undersigned, constituting ali the members of the Board of Directors of

HEALTHSOUTH Corporation, a Delaware corporation, do hereby waive notice of the time, place
and purpose of the Meeting of the Board of Directors of HEALTHSOUTH Corporation to be held
on August 26, 2002, at 4:00 p.m. C.D.T., and we consent to the transaction of such business as may

properly become before said Meeting.

DATED the 26th day of August, 2002.

Richard M. Scrushy Phillip C. Watkins

C. Sage Givens Joel C. Gordon

Charles W. Newhall, Il Larry D. Striplin, Jr.

John S. Chamberlin William T. Owens

George H. Strong
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HEALTHSOUTH Corporation
MEETING OF THE BOARD OF DIRECTORS
AUGUST 39, 2002
MINUTES Tab 11

A meeting of the Board of Directors of HEALTHSOUTH Corporation (the "Corporation™)
was held in the Board Room at the Corporation’s offices in Birmingham, Alabama pursuant to a
Waiver of Notice dated August 30, 2002, a copy of which is antached to these Minutes.

The following Directors were present, constituting aquorum: Richard M. Scrushy, Chairman
of the Board of the Corporation, William T. Owens. President and Chief Executive Officer of the
Corporation, John S. Chamberlin, Phillip C. Watkins, M.D., George H. Strong, Larry D. Striplin, Jr.
and Joel C. Gordon. The following guests were also present: Brandon O. Hale, Executive Vice
President — Administration and Secretary, Malcolm E. McVay, Executive Vice President and Chief
Financial Officer of the Corporation, Weston L. Smith, Executive Vice President of the Corporation,
William W. Horton, Executive Vice President and Corporate Counsel of the Corporation, Larry D.
Taylor, President and Chief Operating Officer - Ambulatory Services of the Corporation, and Eric
R. Hanson of U.S. Strategies. Joining Mr. Scrushy in the Board Room were Messrs. Owens,
Striplin, Smith, McVay, Hale, Taylor and Horton. The other members participated via a telephonic

‘connection whereby everyvone could freely hear and speak to one another.

Richard M. Scrushy acted as Chairman of the Meeting and Brandon O. Hale acted as
Secretary.

The Meeting was called to order by Mr. Scrushy at 10:00 am. C.S.T.
The purpose of the meeting was to provide the Board with an update of recent events.
Transmittal 1753

Mr. Scrushy advised the Board that he was working with various U.S. Senators and
Congressmen regarding the impact of CMS Transmittal 1753. Mr. Scrushy also advised the Board

BHEC 18-02295
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that he had spoken with Tom Scully at CMS and there was a possibility that Mr. Scully might issue
a press release indicating that CMS rules on group therapy were ambiguous. The Board was updated
by Mr. Scrushy on the four shareholder lawsuits that had been filed.

Mr. Scrushy reviewed with the Board the financial impact of the revised revenue after the

impact of CMS changes and reviewed financial projections after the spliv'spin.
SCA Update

Mr. Taylor updated the Board on the status of SCA’s organizational structure and other
activities with regard to the split/spin of the surgery division.

Investor Issues

Mr. Owens updated the Board on investor issues and made comments on the dedicated efforts
by the Company to make outpatient physical therapy work under the new CMS regulations. He also
stated that inpatient rehabilitation under PPS rules continues to do well and the divestiture process
of diagnostic facilities was beginning to heat up.

Sale of Aircraft

Mr. Scrushy advised the Board that the Company had sold one airplane and had two others
up for sale. '

There being no further business to transact, the Meeting was adjourned.

U/ Bfandon O. Hale
Execufive Vige President - Administration

@ Q and Secretary
L

a¥
! Richard M. Scrushy
Chairman of the Board

HS-71308.1
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HEALTHSOUTH Corporation
MEETING OF THE BOARD OF DIRECTORS
SEPTEMBER 17, 2002
MINUTES Tab 12

A meenng of the Board of Directors of HEALTHSOUTH Corporation (the "Corporation”)
was held in the Board Room at the Corporation’s offices in Birmingham, Alabama pursuant to a

Waiver of Notice dated September 17, 2002, a copy of which is attached to these Minutes.

The following Directors were present, constituting aquorum: Richard M. Scrushy, Chairman
of the Board of the Corporation, William T. Owens, President and Chief Executive Officer of the
Corporation, John S. Chamberlin, Phillip C. Watkins, M.D., C. Sage Givens, Charles W.
Newhall III, Larry D. Striplin, Jr. and Joel C. Gordon. The following guests were also present: Larry
D. Taylor, President and Chief Operating Officer — Surgery Center Operations of the Corporation,
Patrick A. Foster, President and Chief Operating Officer — Inpatient Services of the Corporation,
Brandon Q. Hale, Executive Vice President — Administration and Secretary of the Corporation,
Malcolm E. McVay, Executive Vice President and Chief Financial Officer of the Corporation,
William W. Horton, Executive Vice President and Corporate Counsel of the Corporation, Weston
L. Smith, Executive Vice President of the Corporation, Daniel J. Riviere, President — Ambulatory
Services of the Corporation, Jason Hervey, Senior Vice President — Media and Communications
of the Corporation, Susan Smith, Senior Vice President — Reimbursement of the Corporation, Jean
Davis, Vice President — Operations of the Corporation, Eric R. Hanson of U.S. Strategies, William
C. McGahan and Benjamin D. Lorello of UBS Warburg LLC, J. Michael Rediker and Thomas L.
Krebs of Haskell Slaughter Young & Rediker, Lanny J. Davis, Debra M. Laboschin and Raphael
Larson of Patton Boggs, LLP, Michael Deaver of The Edelman Group. and Thomas C. Fox and Scot
T. Hasselman of Reed Smith LLP. With the exception of Messrs. Hanson. Davis and Deaver, all
Directors and guests were physically present in the Board Room. Messrs. Hanson, Davis and Deaver
participated via a telephonic connection whereby everyone could freely hear and speak to one
another.

Richard M. Scrushy acted as Chairman of the Meeting and Brandon O. Hale acted as
Secretary.

HHEC 18-02297
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The Meeting was called to order by Mr. Scrushy at 2:35 pm. CD.T.
SCA Update

Mr. Taylor provided the Board with an update on surgery center separation activities. He
reviewed the new SCA logo, the Mission Statement and the orgamizational structure. He also

outlined several other key initiatives critical for success.
CMS Regulations Review

Mr. Owens introduced Ms. Smith and Ms. Davis and asked them to present a history of CMS
activity from 1998 to the present with regard to reimbursement for concurrent or group therapy
provided by physical therapists. Ms. Smith and Ms. Davis presented a detailed history using
correspondence from CMS and documentation from HEALTHSOUTH and HEALTHSOUTH's
reimbursement counsel regarding outpatient therapy reimbursement issues.

Mr. Owens also inroduced Matt Zurek, Regional Vice President — Operations, and Rob
Tillman, Vice President — Clinical Development, both physical therapists. Messrs. Zurek and
Tillman discussed with the Board how physical therapists within the industry treat patients with
regard to concurrent and group therapy. Both felt that HEALTHSOUTH s practices were consistent
with the industry and what is taught in the pﬁysical therapy schools.

At this point Mr. Lanny Davis of Patton Boggs joined the meeting via telephonic connection.
Mr. Davis and his firm were hired by the Corporation to consult on legal and media relations matters
facing the Corporation. Mr. Davis spent several minutes discussing strategy and the scope of his

firm'’s involvement.

Mr. Rediker and Mr. Krebs discussed with the Board the strategy for defending the
shareholder and derivative lawsuits. Mr. Rediker stated that the cases were winnable and the
Corporation should be aggressive with a proactive strategy which could produce newsworthy
developments.

1B+
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Corporate Compliance

Mr. Gordon advised the Board that he and Messrs. Watkins and Newhall had a telephone
conference on September 13, 2002 to discuss the need for an independent investigation of allegations
of insider trading and improper disclosure. Mr. Gordon recommended the firm of Wilmer, Cutler &
Pickering and Mr. Newhall recommended the firm of Fulbright & Jaworski, L.L.P. to conduct the
independent investigation on behalf of the Board.

Mr. Scrushy asked Mr. Rediker to comment on the independent investigation and to give the
Board recornmendations on other matters to consider. Mr. Rediker recommended the Board
establish a special litigation committee of the Board of Directors, comprised of independent directors
to investigate the derivative lawsuits. This commitiee would conduct their investigation concurrent
with the independent investigation conducted by an outside law firm. To establish a special
litigation committee, Mr. Rediker advised the Board that it would need 10 add an additional outside
director who met the test of independence.

Afier discussion, upon motion duly made by Mr. Chamberlin and seconded by Dr. Watkins,
the following resolution was unanimously adopted:

RESOLVED, that the number of Directors constituting the whole Board of
Directors shall be ten.

There after, upon motion duly made by Dr. Watkins and seconded by Mr. Chamberlin, the
following resolution was unanimously adopted:

RESOLVED, that Jon F. Hanson is hereby appointed to serve as a Director
of this Corporation until the next Annual Meeting of Stockholders of this
Corporation and unti} his successor is duly elected and qualified, or until his earlier
death, resignation or removal.

After discussion of the special litigation commitiee and the independent investigation,
Mr. Davis stated that he felt Fulbright & Jaworski would be the better choice to conduct the

independent investigation.

HHEC 18-02299
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Afler further discussion, upon moti;‘ﬁ v made by Dr. Watkins and seconded by

Ms. Givens, the following resolutions were unanimously adopted:

RESOLVED, that having considered the claims made by Wade Tucker,
purporting to be a sharcholder, against the Company, Richard M. Scrushy, an officer
and director of the Company, Gerald P. Scrushy, MedCemterDirect.com, Source
Medical Solutions, Inc., Capstone Capital Corporation, and G.G. Enterprises. Case
No. CV02-5212, Circuit Court of Jefferson County, Alabama, filed August 28, 2002
without prior demand on the Company's Board of Directors, in the form of 2
derivative action (the “Tucker Acton™), and taking into consideration the Company’s
plans to move to dismiss or stay the Tucker Action, and desiring to preserve to the
Company and the Board to pursue such motions to dismiss or stay while otherwise
delegating to ‘an appropriate committee the powers and discretions to conduct the
review of the Tucker Action and any related marters and issues as set forth below, the
Board of Directors hereby constitutes and appoints a Special Litigation Comminee
(the “Committee™), which will consist initially of existing director Larrv D. Striplin,
Jr. and new director Jon Hanson (and, subsequently, of such additional independent
directors, if any, as the Board of Directors may appoint from time to time), 10
investigate, review and analyze: (1) the facts, transactions, events and circumstances
surrounding the claims made in such Tucker Action and any other actions or
proceedings which may be filed which relate or are allege to relate to any event or
transaction which is a subject in or of the Tucker Action; and (2) to the extent the
Business Judgment Rule may be determined 1o be applicable thereto or to the extent
claims of a derivative nature may be asserted in respect thereto, any events or
transactions which are or may become the subject of any of the pending federal court
class actions which have been filed against the Company since August 27, 2002 in
the United States District Court for the Northern District of Alabama.

FURTHER RESOLVED, that such Committee shall consider and determine
whether or not prosecution or continuation of such claims and actions is in the best
interests of the Company and its sharcholders, and what action the Company should
take with respect thereto; .

FURTHER RESOLVED, that such Committee is hereby authorized and
directed to continue in existence until such time as the Committee shall recommend
its dissolution to the Board of Directors, and to engage such experts and advisers,
including independent legal counsel, as the Comminee shall deem necessary or
desirable in order to assist it in the discharge of its responsibilities;

FURTHER RESOLVED, that the Committee shall have and may exercise in
connection with its investigation and determination all the powers and authority of
the Board of Directors, which is hereby delegated to the Committee, and such other
powers as are accorded to such a committee under applicable law:

FURTHER RESOLVED, that nothing herein is intended to moot or waive the
Company's planned motions to dismiss or stay the Tucker Action for lack of standing

-4
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and/or failure to state a claim upon which relief may be granted and failure to comply
with the requirements of Rules 12(b)(6) and 23.1, Alabama Rules of Civil Procedure;
provided, however, that the Comminee shall have have full power and discretion to
recommend that any Company motion or pleading be changed, withdrawn, or
supplemented by additional or substituted pleadings or motions of the Comminee or
the Cornpany, or both, as shall be deemed appropnate;

FURTHER RESOLVED; that the determinations made by the Committee
shall be final, shall not be subject to review by the Board of Directors and shall in all
respects be binding upon the Company;,

FURTHER RESOLVED, that the officers, agents, and employees of the
Company, and cach of them, are hereby authorized and directed to assist the
Committee and to provide it with all information and documents that it shall request
with respect to the subject matter of the Tucker Action and any actions or
proceedings related 1o the subject matter of the Tucker Action, having due regard for
any applicable privileges.

After further discussion, upon motion duly made by Dr. Watkins and seconded by

Ms, Givens, the following resolutions were unanimously adopted:

RESOLVED, that this Corporation is authorized to engage the services of
Fulbright & Jaworski, LLP to conduct a review of such matters relating to pending
litigation and investigations regarding this Corporation as may be directed by the
Board of Directors and encompassed in one or more engagement letters executed
berween this Corporation and Fulbright & Jaworski, LLP.

RESOLVED, that any reports or other work product created by or at the

direction of Fulbright & Jaworski, LLP pursuant to the foregoing resolution shall be
made available to the Special Litigation Committee as it may request.

M. Striplin then affirmed that he has no financial relationship with Mr. Scrushy and was not
an investor in MedCenterDirect, Source Medical or Capstone Capital.

CEO Report
Mr. Owens updated the Board on operational and financial results to date for the current

quarter. He also discussed with the Board the Corporation's decision to suspend guidance at the

present time.

HHEC 18-02301
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UBS Warburg Comments on Surgery Center Transaction

Messrs. McGahan and Lorello reviewed in detail with the Board current issues surrounding

the spin or split of the surgery division.
Confidentiality Statement

Mr. Rediker stated to the Board and to agents of the Board participating in the meeting the

importance of confidentiality and the nature of insider information being shared and discussed.
Review of Investor Conference Call

Messrs. Scrushy and Davis reviewed with the Board the key components of the investor
conference call scheduled for September 19, 2002.

Other Matters

At the close of the Meeting, Hal Hirsch of Fulbright & Jaworski joined the meeting via
telephonic connection 1o accept the assignment to conduct the independent investigation and
confirmed that Fulbright & Jaworski had no prior involvement with the Corporation.

Mr. Gordon discussed with the Board his views on the role of the Compliance Committee
inregard to the investigation by Fulbright & Jaworski and his desire that the Compliance Committee

and the full Board be kept informed of all relevant information on a current basis.

There being no further business to transact, the Meeting was adjourned.

rﬁﬁféj 0. Hale
Executive/Yice Pleg(dent — Administration

and Secretary

Chaian of thé Board

HS-71515.1
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Tab 13

HEALTHSOUTH Corporation
MEETING OF THE 30ARD OF DIRECTORS
OCTOBER 1, 2002
MINUTES

A meeting of the Board of Directors of HEALTHSOUTH Corporation (the "Corporation")
was held in the Board Room at the Corporation’s offices in Birmingham, Alabama pursuant to a

Waiver of Notice dated October 1, 2002, a copy of which is attached to these Minutes.

The following Directors were present, constituting aquorum: Richard M. Scrushy, Chairman
of the Board of the Corporation, William T. Owens, President and Chief Executive Officer of the
Corporation, John S. Chamberlin, Phillip C. Watkins, M.D., George H. Strong, C. Sage Givens,
Charles W. Newhall I, Larry D. Striplin, Jr., Joel C. Gordon, Robert P. May and Jon F. Hanson.
The following guests were also present: Brandon O. Hale, Executive Vice President —
Administration and Secretary of the Corporation, Malcolm E. McVay, Executive Vice President and
Chief Financial Officer of the Corporation, William W. Horton, Executive Vice President and
Corporate Counsel of the Corporation, Jason Hervey, Senior Vice President — Media and
Communications of the Corporation, Eric R. Hanson of U.S. Strategies, Michael Rediker of Haskell
Slaughter Young & Rediker, Hal M. Hirsch of Fulbright & Jaworski, L.L.P., and Lanny J. Davis of
Patton Boggs, LLP.

Richard M. Scrushy acted as Chairman of the Meeting and Brandon O. Hale acted as
Secretary.

The Meeting was called to order by Mr. Scrushy at 12:25 p.m. C.D.T.
Surgery Divestiture Update
Mr. Owens advised the Board that management gave a high-level presentation to a group of

interested buyers in New York in a meeting arranged by the bankers. The Corporation is gauging

the level of interest and will provide additional information to serious buyers. Mr. Owens stated that

C
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the Corporation had not abandoned the split/spin strategy of the surgery division, but that it should

evaluate other options if any develop.
Lawsuit Update

Mr. Rediker provided the Board with an update on the various shareholder lawsuits. He
advised that the Corporation filed answers in 14 cases on September 30.

Fulbright & Jaworski Update

Mr. Hirsch presented to the Board a preliminary report of Fulbright & Jaworski’s review of
the Corporation’s disclosures and related events surrounding CMS Transmittal 1753. Mr. Hirsch
read a proposed letter to the Board, .a copy of which is incorporated into these minutes. Mr. Hirsch
then entertained questions from the Board.

Mr. Davis at that point added that he had agreed to undertake the assignment with
HEALTHSOUTH only with the understanding that he must have complete transparency. Mr. Davis
stated that he felt the Corporation had been completely open and transparent and at this point in time
Fulbright & Jaworski had found nothing te indicate that Mr. Scrushy knew anything about the impact
of CMS Transmittal 1753 at the time of his stock transactions in May and July 2002.

Appointment of Corporate Governance Committee

Mr. Scrushy proposed that the Board establish a Corporate Governance Comimittee to be
made up of three outside Directors plus a minimum of two reputable independent advisors who are
not members of the Board. The Directors serving on the Committee would make recommendations
for such independent advisors, to be submitted to the full Board for approval. After discussion, upon
motion duly made by Dr. Watkins and seconded by Mr. Striplin, the following resolutions were
unanimously adopted:

RESOLVED, that the following persons are hereby appointed to the
Corporate Governance Committee of the Board of Directors, each to serve until the
next Annual Meeting of the Board of Directors of this Corporation and until his

_2.
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successor is duly appointed and qualified, or until his earlier death, resignation or
removal:

Robert P. May
Jon F. Hanson
John S. Chamberlin

RESOLVED, that the foregoing members of the Corporate Governance
Committee shall consider and recommend to the Board of Directors of the
Corporation for approval at least two independent persons who are not Directors,
officers or employees of the Corporation to serve on the Corporate Governance
Committee as special advisors. i

Special Litigation Committee

Mr. Striplin advised the Board that he had resigned as Chairman of the Special Litigation
Committee and that Mr. May had been clected to replace him. Mr. May then reported to the Board
that the Special Litigation Committee had engaged Balch & Bingham LLP to serve as its counsel,
would meet with counsel, and would keep the Board informed through routine reports to the Board.

Compensation Committee

Mr. Striplin advised the Board that the Compensation Committee recommended the
following compensation for the Special Litigation Committee: $25,000 per year retainer, $2,500 for

in-person Committee meetings and $1,000 for telephone Committee meetings.

Upon motion duly made by Mr. Striplin and seconded by Mr. Newhall, the following
resolution was unanimously adopted:

RESOLVED, that compensation for the Special Litigation Committee of the
Board of Directors is hereby set at a retainer of $25,000 per year, plus a fee 0of $2,500
for in-person meetings of the Special Litigation Committee and $1,000 for telephonic
meetings of the Special Litigation Committee.

CONFIDENTIAL PW 0000164
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Investor Relations Update

Mr. McVay advised the Board that the Corporation was in the process of reviewing its
investor relations function with the objective of improving effectiveness, particularly with the major
100 investors. Mr. McVay stated that he would provide the board with more information at a
subsequent Board meeting.

There being no further business to transact, the Meeting was adjourned.

O. Hale
Executive ¥ice Prefident — Administration

and Secretary

Richard ™ y
Chairman of the Board

HS-71862.1
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Fulbright & Jaworski {.1.p.
A Registered Limited Liability Partnership
686 Fifth Avenue, 31st Floor
New York, New York 10103-3198
wwwy . fulbright.com

MEMORANDUM
Tab 14 ATTORNEY-CLIENT PRIVILEGED MATERIAL
ATTORNEY WORK PRODUCT DOCTRINE APPLIES
TO: William W. Horton

FROM: Hal M. Hirsch
Richard W, Beckler

DATE: March 6, 2003

RE: Recollection of Proceedings of October 22, 2002 Board of Directors Meeting of
HealthSouth Corporation

You have requested that we provide you with a memorandum containing our
recollections of the proceedings of the meeting of the Board of Directors of HealthSouth that was
held on October 22, 2002 (the “Meeting”). Mr. Hirsch attended the Meeting in person and Mr.
Beckler attended the Meeting by conference telephone.

We remind you that we were not requested to take minutes of the Meeting and, therefore,
did not undertake to prepare any minutes of the Meeting. Please also note that our recollection
of the Meeting’s proceedings may not accurately reflect the full content of the matters -discussed
at the Meeting and may omit some of the discussions held during the course of the Meeting.
This memo should not be considered to be the minutes of the Meeting and the recollection of the
proceedings provided in this memo is not intended to constitute advice as to the appropriate
content of the minutes of the Meeting.

Our recollection is that the board members who attended the Meeting were Jack
Chamberlin, Sage Givens, George Strong, Charles Newhall, John Hanson, Robert May, Larry
Striplin, Richard Scrushy, and Phillip Watkins. Lanny Davis, of Patton Boggs LLP, also was a
guest at the Meeting and was present by conference telephone. We cannot assure you, however,
that this is a full and accurate list of the persons who attended the Meeting,

Set forth below is a synopsis of our recollection of the proceedings of the Meeting:

At the beginning of the Meeting, Mr. Scrushy stated that the Fulbright & Jaworski
L.L.P. report would take up most of the Meeting.

Mr. Scrushy then reported that a national survey conducted by a corporate
governance firm which graded public companies gave HealthSouth a grade of 75%; it
452892911
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gave The Walt Disney Company a grade of 5%. According to this survey, HealthSouth’s
grade put HealthSouth in the top 90% of companies surveyed.

Mr. Scrushy reported that he met with Herb Denton in New York, and that they
had a good exchange. He stated to Mr. Denton that HealthSouth is cooperating with the
SEC. Mr. Denton would propose individuals to sit on HealthSouth’s Board of Directors
and/or the corporate governance committee. Mr. Denton told Mr. Scrushy that he wanted
to work with HealthSouth, although Mr. Scrushy mentioned to the Board that in the past
Mr. Denton had gone hostile with other companies.

Mr. Scrushy informed the Board that he had met with Stephens, an Arkansas
investment banking firm.

Mr. Scrushy reported that he had discussions with AIG, and at that point in time,
they had only exchanged documents. AIG has a product which would relieve a company
of potential litigation lability for a set price. Mr. Scrushy said that senior management
of AIG discussed with Mr. Scrushy the possibility of HealthSouth buying out its potential
litigation liability and AIG taking the risk of a judgment in the litigation. AIG indicated
that they would be willing to review HealthSouth’s litigation.

Mr. Hirsch then stated that Fulbright & Jaworski L.L.P. had prepared a report
based on the firm’s review of certain maters for the time period December 2001 through
September 2002. Mr. Hirsch read the report of Fulbright & Jaworski L.L.P. to the Board.
Following his reading of the report, in response to an inquiry, Mr. Hirsch stated that, as
requested, there are no restrictions on the Board with respect to the use of Fulbright &
Jaworski L.L.P.’s report, but he advised that because the report contains attorney-client
privileged and attorney work product material, releasing the report or a summary thereof
could result in a waiver of such privileges as to the matters contained in the report.

Joel Gordon’s letter to Richard Scrushy was also discussed and Mr. Davis read a
proposed response to Mr. Gordon. The Board felt that it was best not to respond in
writing 1o Mr. Gordon'’s lerter, though no decision was made.

Thereafter, a discussion ensued concerning additional data the Board sought
concerning the Fulbright & Jaworski L.L.P. report. Mr. Scrushy suggested that, until this
follow-up is completed, a press release should not be issued relating to the report of
Fulbright & Jaworski L.L.P.

Mr. May inquired as to the contents of a possible press release on the matters
contained in the Fulbright & Jaworski L.L.P. report. Mr. Davis discussed options for a
press release.

Mr. May suggested that the chronology section of the report should not be
released at that time because the Company’s investigation was on-going and because
there was a reference in the report to document destruction by Company personnel. Mr.
Scrushy requested that Robert May, John Hanson and Fulbright & Jaworski L.L.P.
investigate the document destruction matter further and report back to the Board in the
next two weeks on the matter. Mr. Scrushy stated that it is important to understand what

452892011
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was destroyed and that he wanted clarification on the issue. He indicated that employees
had been told not to destroy any documents. It was also discussed that it was possible
that the document destruction was purely routine, because of HealthSouth's obligations
under federal law to destroy patient information. Mr. Scrushy stated that he ordered the
removal of all shredders from HealthSouth’s corporate offices, and that such shredders
were removed upon his request.

Mr. Scrushy requested that Fulbright & Jaworski L.L.P. also investigate further as
to whether Transmittal 1753 or the group therapy policy addressed therein was discussed
at the July 8, 2002 Monday Moming Meeting.

Mr. Hirsch stated that an accounting firm had been engaged to review the
financial impact of Transmittal 1753.

The Board agreed, without adopting a resolution, that the Fulbright & Jaworski
L.L.P. report would not be released to the press or sent to the SEC at that time, but that
this should be done sooner rather than later.

The Board was reminded that the eamings release call was scheduled for
November 5, and that every effort should be made to get the answers and report them
prior to that date.

The Board then discussed the scheduling of its next meeting and decided it should
be held on Tuesday, October 29, 2002.

HMH
RWB
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February 14, 2003

YVIA FED EXPRE

Mr. Richard M. Scrushy
Chairman of the Board
HealthSouth Corporation
One HealthSouth Parkway
Birmingham, AL 35243

Dear Richard:

Enclosed is a copy of minutes that Adam Goldberg took of the October 22, 2002
executive session of the Board of Directors. I wanted to ensure that you had a copy of the
enclosed for two reasons: (1) it reflects the seric and appropn with which you
and the Board of Directors have approached the applicable issues; and (2) in case it 15
responsive to any document requests in the civil litigation or government inquiries. 1 am
sending it to you rather than Bill Horton because the minutes are of an executive session in
which Bill did not parucipate.

Please call me if you have any questions.
Best regards,
(Forny Do
Lanny J. Davis

Enclosure

Doc. 683777

HHEC 247-1855
Confidential Treatment
Requested by HealthSouth Corp.
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HEALTHSOUTH CORPORATION
Mibutes of Executive Session Board Meeting: October 22, 2002

This Board meeting was held in executive session — no officers of the company attended
the meeting. The meeting was held by conference call, with certain Board members present at
HealthSouth headquarters in Binningham. The following Board members atiended the meeting
and were present at the Birmingham headquarters: Richard Scrushy (Chairman); Robert May;
Larry Striplin, r.; and Phil Watkins. The following Board members participated in the meeting
by telephone: Jon Hanson; C. Sage Givens; Jack Chamberlain; Joe] Gordon; and George Strong.
C. Sage Givens missed portions of the meeting. Also participating in the meeting were the
following outside counsel: Lanny Davis (Patton Boggs); Dick Beckler (Fulbright & Jaworski);
Hal Hirsch (Fulbright & Jaworski); and Adam Goldberg (Patton Boggs).

The Chairman called the meeting to order and described certain corporate matters. The
Chairman informed the Board about the Chaimman’s meeting with Bert Denton and described it
as positive. The Chairman also informed the Board about his meeting with AIG about the
possibility of AIG assuming the liability risk from outstanding litigation for a set fee. The
Chairman explained to the Board that he will be continuing discussions with A1G on that matter.

The Chairman then asked Lanny Davis, outside counsel, to provide additional
information on the Denton and AIG meetings. Mr. Davis provided additional details on the
ing and on sub t conversations that Mr. Davis had with Mr. Denton. Mr. Davis also
provided additional information on the Chairman’s meeting with AIG.

The Chairman then asked Hal Hirsch, outside counsel, to present findings of Fulbright &
Jaworski to the Board related to the timing of the Chairman’s stock transactions in May and July.
Mr. Hirsch described his law firm’s inquired, cautioned the Board about privilege issues related
to dissemination of Fulbright’s findings, and read a Fulbright & Jaworski report to the Board. A
copy of the report read fo the Board is attached to these minutes.

Following Mr. Hirsch’s reading of the report, the Chairman then asked the Board if it had
questions for outside counsel. Mr. Strong asked a question about a potential news release and
Mr. Davis responded. The Chairman then asked Mr. Hirsch why no one got a copy of the repont
prior to the meeting and Mr. Hirsch explained that he wanted to avoid any appearance that his
law firm’s findings were influenced.

The Chairman then proposed that Robert May and Jon Hanson review the report and
back-up materials collected by Fulbright & Jaworski, take comments from Board members, and
report to the Board at a meeting to be held on October 29, 2002 on matters such as whether
disciplinary action should be taken.

The Chairman also stated that the document destruction issues raised in the report must
be pursued quickly. Mr. Hirsch explained that it is important for the Board 1o note that the
company destroys certain documents in the normal course and practice to prevent competitors
from getting information. Mr. Hirsh cautioned the Board that no one should jump to rash

HHEC 247-1856
Confidentiat Treatment
Requested by HealthSouth Corp.
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conclusions. The Board then discussed related issues and Mr. Hirsch stated that Fulbright &
Jaworski would supplement the report with respect to the document destruction issue. Mr. Hirsh
reported to the Board that on the day that Mr. Hirsch informed the Chairman about document
destruction, the Chairman ordered that the company'’s security office disconnect all shredders
and lock them up in a room monitored by security.

Mr. Stripland then asked certain questions regarding the company’s estimates of the
financial impact of the May 2002 CMS rule change and the Chairman responded. The Chairman
explained that FT1 and Fulbright & Jaworski were examining the accuracy of the company's
$175 million EBITDA estimate and that the Board should receive a report on such matters in the
next week or two.

Robert May then informed the Board about certain matters relating to the Corporate
Govemance Committee chaired by Mr. May. Mr. May explained that he was working out
matters with Barbara Franklin, Jack Kemp, and Connie Mack regarding their potential service as
advisers to the Corporate Governance Committee, Mr. May aiso explained that the Committee
was holding discussions with search firms to identify potential independent Board members.

Mr. May then asked Hal Hirsch a series of questions regarding Fulbright and Jaworski's
findings as to when the Chairman, the Board, and bers of the Comp ion Committee
were informed about certain matters. Mr. Hirsch responded.

The Chairman then ended the meeting.

HHEC 247-1857
Confidential Treatment
Requested by HealthSouth Corp.
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Tab 16

Highlights | Breaking News | insider ideas | Insider Reports by Symbol

SCRUSHY RICHARD M HEALTHSOUTH CORP (HLSH)
AVG RETURN # OF DECISIONS
IMO. BMO. 3MO. 6 MO.

BUY 28.79% 27.10% 12

SELL 216% 3.34

Ya 28

12 The stock was higher after 6 months
for 8 out of the 12 buys.

28 The stock was lower after 6 months
for 10 out of the 28 sells.

Note: Number of decisions may exceed filings since a "decision” spans a seven day pericd.

TRANS TRANS
TYPE DATE(S})
CSFB Direct

08/11/02-08/11/02
05/14/02-08/14/02
05/14/02-08/14/02
02/28/00-02/28/00
12/20/99-12/20/99
09/10199-09/10/98
04/08/99-04/08/99
10/01/98-10/08/98
11/06/97-11/06/97
11/06/97-11/06/97
11/01/96-11/12/96
11/01/96-11/07/36
10/31/96-10/31/96
10/31/96-10/31/96
10/31/86-10/31/98
08/31/93-08/31/93
11/30/92-11/30/92
11/30/82-11/30/92
08/20/91-08/20/91
08/20/91-08/20/81
03/19/80-03/20/80
01/03/80-01/03/90
12/26/86-12/26/89
06/19/89-06/19/83
03/31/89-03/31/89
11/06/87-04/07/88

NEBNDDBAXNKDDDNDNXAXODDRE T D XX

* = Amended Transactions

SHARES

o PRICE MKT TOTAL
owN RANGE(S) VALUE(S) HOLDINGS
D $3.78-$3.78 $4.10M 3.76M
2] $3.78-$3.78 $19.95M 5.18M
D $14.05-314.05 $74.02M 5.18M
o] $4.94-54.94 $48.375 9,000
o $4.94-84.94 $49,375 517M
D $5.73-85.73 $25.00M 5.16M
o $9.06-$9.16 $318,126 700,134
DA $7.88-810.25 §534,830 665,134
D $27.00-827.00 $108,000 604,134
o] $2.89-83.78 $7.81M 804,134
D $37.38-538.84 $15.26M 302,067
[} $5.04.85.78 $2.20M 302,067
5] $5.04-85.04 $504,000 302,067
D $37.78-537.78 $3.78M 302,067
$37.78-$37.78 $3.78M 302,067
$13.25-§13.25 $132,500 57,551
$24.00-524.00 $10.00M 47,551

D $0.00-$7.30 $3.04M o

& $7.42-$7.42 $1.79M o
§36.25-536.25 $8.73M 31,700
$17.88-$18.25 $635,050 275,000
$18.48-518.18 $54,540 310,000
$17.00-317.00 $34,000 310,000
$14,00-$14.00 $490,000 315,000
$11.25-511.25 $281,250 350,000
$11.63-512.63 $415,750 375,000

Thomson Financial Solutions is a Thomson Financial Company

“Saled stock opﬁawg e July
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Tab 17

Documents Relating to Stock Sales By
Richard Scrushy

Fulbright & Jaworski L.L.P.
Attorney Work Product

CONFIDENTIAL TREATMENT REQUESTED
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Documents Relating to Stock Sales By Richard Scrushy

May 2002 Option Transactions

A,)/ Copies of the Company’s 1991 and 1992 Stock Option Plan pursuant to which
options were granted to Mr, Scrushy.

Attached hereto.

6; Stock option agreements relating to the options Mr. Scrushy exercised in May
2002:

(a)  Option Agreement #1 — Dated Feb. 26, 1993, covering
3,900,000 shares at $4.1875 per share and expiring May
14, 2002.

The original agreement is attached hereto. As explained below, this
agreement was superceded by a “Re-Price” Agreement, a copy of which
we have not yet been provided. 1,624,640 shares were exercised and sold
on 11/6/97. 2,275,360 shares were exercised and sold on 5/14/02.

(b)  Option Agreement #2 - Dated Feb. 26, 1993, covering
3,000,000 shares at $4.1875 per share and expiring June
16, 2002.

The original agreement is attached hereto. As explained below, this
agreement is superceded by the “Re-Price” Agreement referred to in (c),
below

(c) “Re-Price” Option Agreement, dated April 20, 1993,
covering the 3,000,000 shares referred to in (b), above,
at $3.7825 per share and expiring June 16, 2002.

This was exercised in full and Mr. Scrushy immediately sold on May 14,
2002. A copy of the agreement is attached hereto.

NOTE: The Company confirmed that agreements referenced in (a) and (b)
above were superceded by the “Re-Price” Agreements; however, these new
agreements were dated the same date and did not reference the original stock
option agreements. We were told that the original option agreements in (a)
and (b) are no longer in force. The Form 4 for Mr. Scrushy indicates an
exercise at $3.7825. If there was merely a re-price -- the option agreement
setting forth the price change for option agreement (a) as the Form 4 provides
that the exercise thereof was at $3.7825 as well. We have not seen a new
Form 4 or 5 representing the new option grant at the lower prices.

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf ot its client FJ 000583
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a / All minutes/consents/other correspondence of the board of directors AND the
Compensation Committee of the Board relating to the approval of the exercise
and sale of the 5,275,360 shares on May 14, 2002 by Richard Scrushy,
including all attachments to the minutes and consents used by the
board/compensation comnuittee to make their decision to approve.

We have not yet received any minutes/consents or other correspondence
relating to the approval of the exercise/sale.

D / All emails/memos/documents to or from HealthSouth personnel describing the
proposed exercise/sale by Mr. Scrushy of the 5,275,360 shares.

‘We do not have documents responsive to this item.

,g / All correspondence from HealthSouth to the Company’s transfer agent

regarding the exercise/sale of the 5,275,360 shares, and a copy of all opinions

of counsel to the transfer agent regarding the issuance of share certificates
without a legend upon such exercise and sale.

‘We have a letter to Mellon Investor Services, dated May 15, 2002, which
is attached hereto.

P % A copy of the Form S-8 registration statement filed by HealthSouth with the
SEC regarding the sale of shares exercised and sold pursuant to the Scrushy
Option Agreements.

‘We have not received the appropriate §-8. We have received many S-8s,
but the S-8 relating to the 1991 Stock Option Plan was not provided.
Also, this S-8 was not on the EDGAR database because it most likely was
pot filed with the SEC electronically.

July 2002 Stock Surrender to HealthSouth to Satisfy Loan
@\ / 1999 Equity Loan Plan
A draft copy of the plan is attached hereto.
l,\ / The Proxy Statement re]ati.ng to the 1999 Ax.muai Meeting of the Stockholders of
HealthSouth, and the Certificate of Tabulation of the Inspector of Elections for

the 1999 Annual Meeting indicating approval of the plan by the Stockholders.

A copy of the prexy statement was provided and is attached hereto. We have
not been provided with the certificate of tabulation evidencing the approval

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behatf of its client FJ 000584
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by the stockholders of the plan. In addition, a copy of the 2002 proxy
statement is attached hereto.

f 7/ Loan agreement between HealthSouth and Richard Scrushy pursuant to which
Mr. Scrushy borrowed the principal amount of $25,218,114.87, plus interest and
all documents entered in connection with this loan, including, but not limited to, a
pledge agreement, security agreement and the related UCC-1.

The Promissory Note was provided and is attached hereto. Please note: The
note provides_that payment may ouly be made in “legal currency of the
United States.” This indicates that surrender of stock in lieu of cash would
require approval of the board and a written waiver by HealthSouth. This
has not been provided. We have also received a copy of the Security
Agreement covering the shares. A copy is attached.

’\)/ }4({ All minutes/consents of the board of directors AND the Compensation Committee
of the Board relating to the approval of the surrender of the 2,506,770 shares on
July 31, 2002 by Richard Scrushy, including all attachments to the minutes and
consents used by the board/compensation committee to make their decision to
approve.

We have not received any minutes or consents approving the surrender. The
“Chronology” provided that the board and comp committee approved this
transaction, but we have not yet been provided evidence.

\Z_ }A All emails/memos/documents to or from HealthSouth personnel describing the
proposed surrender by Mr. Scrushy of the 2,506,770 shares.

Other than July 24, 2002 email from Horton to Comp Committee for
approval of surrender, we have not received any

ils/ correspond , except for an email, dated August 1, 2002,
from Horton to Scrushy regarding imputed interest. The July 24 email
recommends approval, but does not refer to any 1753 issues or potential
lower earnings.

\/ }/f A copy of the canceled certificate representing the 2,506,770 shares surrendered
to HealthSouth and a copy of the certificate held by Mr. Scrushy representing the
remaining 1,855,527 shares (purchased pursuant to the Loan) that Mr. Scrushy did
not surrender,

‘We have a copy of a stat t from Sal Smith Barney evidencing the
sale and transfer of HealthSouth shares. We do not have any stock
certificates,

f\/\ 1/(.A copy of all documents relating to the repayment of the $25,218,114.87 loan,
including acknowledgment of payment of interest and release of the remaining

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of its client FJ 000585
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1,855,527 shares from all liens provided in the Security Agreement and Pledge
Agreement,

Attached is: (a) a memo to McVay, etc. asking them to provide for the
transfer of 2,506,770 shares to the Company’s treasury account, (b) a letter
from Horton to Salomon Smith Barney asking them to transfer 2,506,770
shares to the HealthSouth treasury account, providing that the surrender of
such shares was approved by HealthSeuth and instructing SSB to release all
liens and transfer restrictions with respect to the remaining 1,855,527 shares
held by Mr. Scrushy, and (¢) a letter dated 8/24/01 to SSB providing that
HealthSouth WOULD have not objection to a SALE of stock and use of those
proceeds to pay back the loan ~ This letter does not provide that surrender of
the stock itself is approved.

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of its client FJ 000586
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to do so, vyes.
THE COURT: All right.

Q.
ich

Now, Mr. McVay, if you will tell me what you did

resulted in your being charged with these crimes.

¥ A. Your Honor, I signed a financial statement for the
ird

0. quarter of 2002 in November last year after someone had
old me

1 that in prior periods, prior to that third quarter,
here had

.22 Dbeen irregularities <in the numbers. And I knew that
and signed

23 the document anyway.

24 Q. who told you to sign the document?

25 A. I -~ I signed it myself.

0014

1 Q. No one told you? You signed the document knowing
that it

2 contained false entries?

3 A. Yes, Your Honor.

4 Q. All right. But someone told you that that had been
done in

5 the past?
6 A. Yes, Your Honor.

7 Q. WwWho told you that?



188

f .. o do so, yes.
PG THE COURT: &all right.

§ 17 Q. Now, Mr. McVay, if you will tell me what you did
¢ which

18 resulted in your being charged with these crimes.

19 A. Your Honor, I signed a financial statement for the
third

20 quarter of 2002 in November last year after someone had
told me

21 that in prior periods, prior to that third gquarter,
there had

22 been irregularities in the numbers. And I knew that
and signed

23 the document anyway.

24 Q. wWho told you to sign the document?

25v A. I -- I signed it myself.

0014

1 Q. No one told you? You signed the document knowing
that it

2 contained false entries?

3 A. Yes, Your Honor.

4 Q. All right. But someone told you that that had been
done in

S the past?
6 A. Yes, Your Honor.

7 Q. wWho told you that?
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8 A. A representative -- a person from the Accounting
Department

9 at HealthSouth named Emery Harris.

10 Q. Emery Harris told you that. Did Richard Scrushy
tell you to

11 sign a false document?

12 A. Your Honor, I'm -- just hesitating -- he -- he ani
I did

13 have discussions prior to my signing that document.
was

14 aware that I was signing the document with knowledge
that prior

15 numbers were incorrect.
16 Q. All right. Tell me about that.

17 You say you and Mr. Scrushy had discussions. What
did you

18 say to him and he say to you?

19 A. The discussions centered around the fact that the
cash on

20 the balance sheet -- that the balance sheet showed was
higher

21 than what in actuality was the amount of cash.
22 Q. All right. And you told him that?

23 A. Yes, sir, on -- we had those discussions on -- on
numerous

24 occasions.

25 Q. But, yes, you told him that the -- that the figures
did not
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v
y

reflect the true amount of cash on hand?

A. With the ~- the conversation was such, Your Honor,
thait -~ I

mean, he -- he was already aware of that situation.
4 Q. How do you know he was already aware of it?

" A. Based on the -- the nature of the conversation

6 0. Well, tell me what he said, and then maybe I can
Hetoa

7 Dbetter understanding of it.

8 A. His comment was something -~ paraphrase, he said
that he had

9 bought numerous companies and all companies had
accounting --

10 play games with the accounting.

11 And that was prior to my leaving his office with
the

12 expectation that I would be signing that document.

13 Q. All right. So what he said was that he had bought
previous

14 companies and that all companies play games with the
accounting?

15 A. That's correct.

16 Q. So did he tell you that HealthSouth had done so in

the past?
17 A. Just prior to =-- to that comment when I left the
office -~
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18 Q. Yes, sir.

18 A. -- I -- we discussed the fact that the cash oi
balance

20 sheet was -- was greater than what it actually was;
-— I .

21 don’'t remember whether I bought up the subject or &
brought up

22 the subject, but we had the conversation.

23 And that was followed by his ~- his consolation
me that,

24 you know, in essence -~ the way I took it anyway, “Youl
Honor --

25 was that it was okay to sign the document, because he
knew from

0016

1 experience that that was commonplace, that companies
that he had

2 Dbought had irregularities in numbers.

3 Q. All right. ©Now, how great was the disparity
between the

4 fact and the fiction, in terms of numbers?

5 A. At that time, Your Honor, I -- I wouldn't know the
-- I did

& not know the answer to that question.

7 I did know from my prior experience at the company
that the

8 cash shown on the balance sheet, you know, seemed
lJarger than

9 what actually felt like we had to operate the company.
But I
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10 didn't know an exact discrepancy amount at that time.
11 Q. 8o you didn't know what the true figures were?
12 A. Not precisely, Your Honor. I knew that it was --

13 Q. Did you have a general feeling of what the true
figures

14 were?
15 A. Yes, sir. 1 mean, we -- we were showing on the
balance

16 sheet at that time approximately $400 million in cash,
and it

17 was a struggle at quarter end to -- to pay down debt;
which

18  indicated to me, you know, that the disparity should be
in the

19 several hundred million dollar range.

20 Q. All right. So, the disparity may have been as high
as $200

21 million?

22 A. I -- I would -- at that time, I would think that
was within

23 the realm of possibility.

24 Q. And is that a high figure or a low figure?

25 A. For a company like HealthSouth?

0017

1 Q. No. In estimating the disparity, is $200 million a
high

2 figure or a low figure?
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3 A. I would say that at that time, given my fewij
that we had

4 wvery little cash to operate, I did understand thg
certain cash

5 you cannot use to operate, it's in deposit or on
or --

6. you know, for some reason you can't use.

7 But my feeling would be that it would be -- that
would be

8 low, that it would be probably 2 -- you know, sof
greater

9 than 200, but less than 400.

10 Q. All right. And whose job -~ as between you and Ky
Scrushy,

11 who would be in a better position to know what the
actual cash

12 on hand was?

13 A. You know, that's -~ that's difficult, because I
assumed the

14 title of CFO on August 27th, 2002; and that discussion
would

15 have been -- and I was informed of the discrepancy from
prior

16 periods, I believe, to the best of my knowledge, in
17 mid-September.

18 and then this -~

19 Q. uWho gave you that information?

20 A. Mr. Harris.



i1 Q. All right.

A. And so I had not been on the job very long to --
ot 's the

reason, I guess, I didn't have a good feeling for what
hal .

.+ level of disparity was.
Q. All right. Do you have any reason to believe that
18
| Mr. Scrushy knew the range of the disparity, the
sriousness of

ig?

3 A. I do, Your Honor. Based again on the nature -- I
rtnow for a

4 fact he did from subsequent conversations that I had
with him

5 after I signed the document.
6 0. And what were those conversations?

7 A. There -- there were conversations where the amount
of the

8 disparity in the cash was discussed openly with Mr.
Scrushy

9 present; and discussions centered around ways that that
10 discrepancy could be corrected, with Mr. Scrushy fully
11 understanding the level of the discrepancy.

12 Now, again, that occurred after -- after the
conversation

13 that I alluded to earlier in his office.
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quarter financial results that I signed were correct,
they :

were correct -- they were real -- the income statement
the

third quarter.

But by signing the 10-Q, it had as accompanying
nancial

information the old income statement numbers that I
ew were

12 wrong, and it had a balance sheet that was wrong.

a3 S0, I understood -- I mean, to the best of my

&nowledge to
:14 you -- I mean, to answer that question -- I was fixated
on my

15  third quarter results as CFO. The one gquarter I signed
off on

16 was -- what I was told later, the only quarter that was
clean in

17 the history of the company. I don't know whether
that's true or

18 not, but that was what I sort of hung my hat on at that
time.

198 But, Your Honor, I did know that there was
accompanying

20 information from prior periods that had been told to me
was

21 incorrect. I didn't have the ability or time at that
point to

22 determine for myself exactly what anything was. But I
had been

3
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14 Q. When did that occur?

i5 A. One -- the one example I'm alluding to occurred on
~~ on or

16 around January 2nd, 2003, the date that I was -- I
removed from

17 the CFO title that I had been given on August 27th.

18 Q. All right. B2And who was present for that
conversation?

19 A. Mr. Scrushy and Mr. Owens.

20 Q. BAll right. Did at all material times you know what
you were

21 doing?
22 A. The material -- I would -- by interpretation of the
material

23 time is when I signed that document -~
24 Q. Yes, sir.
25 A. ~- and yes, sir, I understood that prior numbers
had been
0019
1 messed with, and I signed the document.

2 Q. BSo you knew that you were committing a crime when
you signed

3 the document?
4 A. Yes, Your Honor.
5 Q. And you willfully did so?

6 A. Your Honor, I was fixated at that point that the
third
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7 quarter financial results that I signed were correct,
and they

8 were correct -- they were real -~ the income statement
on the

9§ third quarter.

10 But by signing the 10-Q, it had as accompanying
financial

11 information the old income statement numbers that I
knew were

12 wrong, and it had a balance sheet that was wrong.

13 So, I understood -- I mean, to the best of my
knowledge to

14 you ~-- I mean, to answer that question -- I was fixated
on my

15 third quarter results as CFO. The one quarter I signed
off on

16 was -- what I was tcld later, the only guarter that was
clean in

17 the history of the company. I don't know whether
that's true or

18 not, but that was what I sort of hung my hat on at that
time.

19 But, Your Homor, I did know that there was
accompanying

20 information from prior periods that had been told to me
was

21 incorrect. I didn't have the ability or time at that
point to

22 determine for myself exactly what anything was. But I
had been
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23 told that, and I signed the document.

24 Q. Well, was your signing of this document the ext
of your :

25 participation in this conspiracy?
0020
1 A. Yes, Your Honor.

2 Q. All right. But you willfully signed the document
knowing

3 that it was not true?
4 A. Yes, Your Honor.

5 Q. &A1l right. And this happened here in the Northem
District

6 of Alabama?
7 A. Yes, Your Honor. Birmingham.
8 Q. All right.

9 THE COURT: Anything else that the government
would

10 show as a factual basis?

11 MR, MARTIN: Judge, I would just add in
support of the

12 wire fraud part of the conspiracy that the document hi‘
signed

13 was wired to Washington, D.C. -~
14 THE COURT: All right.
15 MR. MARTIN: -- and filed with the SEC.

16 ©. Do you disagree with that, Mr. McVay?
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4

7 follow?

8 A. I am.

9 THE COURT: Mr. Hulkower, are you satisfied
that your

10 client has a sufficient understanding of the guidelinql
to make

11 his plea a knowing plea?

12 MR. HULKOWER: I am, Your Honor. Mr. Martin
and I have

13 discussed this extensively, and he's exhibited a good i
command of

14 the guidelines based on those discussions, and he
understands

15 the proceedings today.
16 THE COURT: All right.

17 . Q. Now, Mr. Martin, tell me what you did which
resulted in your

18 being charged with these crimes.

19 A. Your Honor, I was CFO at HealthSouth from late 1997
to early

20 2000. During that time, at the direction of the
HealthSouth

21 CEO, I signed the company's 10-X and 10-0s filed with
the SEC -~

. 22 Q. Now, you are reading to me a statement?
23 A. Yes, sir.

24 Q. Do you have a copy of it so that I can read along
with you?
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MR. HULKOWER: May I approach, Your Honor?

THE COQURT: Yes.

{Approaching bench and handing document to the
ure.}

) THE COURT: Thank you.

4 A. As I said, Your Honor, I was CFO at HealthSouth
from 1997 to

% early 2000. During that time, at the direction of the
t  HealthSouth CEO --

7 Q. That's Richard Scrushy?

8 A, Yes, sir.

% Q. All right.

10 A. ~- I signed the company's 10-Ks and 10-Qs filed
with the SEC

11 knowing that a number -- that the numbers contained in
the

12 £ilings were false. These numbers were fabricated in
order to

13 give the appearance that HealthSouth (sic) meeting
expectations

14 regarding earnings.

15 I ultimately became unwilling to engage in any such
further

16 activity as required by the CEO and resigned as CFO in
February

17 2000. I deeply regret my conduct in this matter, sir.
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18 Q. All right. Mr. Martin, did you at Mr. -- did you
and

19 Mr. Scrushy discuss the fact that the numbers contained
in the

20 filings were false?
21 A. Yes, sir.

22 Q. Beginning at what point?

23 A. The first time was in 1993.
24 Q. All right. BAnd what happened in 199372
25 A. We were going to list earnings, and we had to maki
an :
0012

1 acquisition to ~- to make up the difference in
earnings.

2 Q. and what happened?

3 A. We made an acquisition and were able to make the
earnings

4 up.

5 Q. All right. Did he direct you to do something --
did

6 Mr. Scrushy direct you to do something with the
numbers?

7 A. Yes, sir.

8 Q. what did he direect you to do?

9 A. To inflate the numbers.
10 Q. He told you specifically to inflate the numbers?

11 A. Yes, to fix the numbers so that they met the
Street's
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12 expectations.

13 Q. So that was basically his -- his statement to you,
£ix the

14 numbers so that they meet the expectations?
15 A. Yes, sir.

16 Q. All right. And at that time, you know that he knew
that the

17 numbers to which he had asked -- numbers about which he
had

18 asked you to fix, he knew that those numbers
represented the

19 true condition?
20 A, I'm sorry --
21 Q. Let me rephrase it.

22 Mr. Scrushy knew that the numbers that you
initially

23 presented to him in 1993 presented a true condition of
the

24 company's finances?
25 A. Yes, sir.
0013
1 Q. All right. And then when he looked at those
numbers, he
2 then told you to fix them?

3 A. He not only told me, told a number of senior
executives.

4 Q. In your presence?



204

5 A. Yes, sir.

6 Q. All right. And this was in 19937

7 A. No, sir. Later -- I became CFO in 1997 --
8 Q. All right.

9 A. -~ and that is when, you know, I saw the real
numbers -- I

10 was treasurer before that -- but that's when I saw. the
real

11 numbers. And I'd have monthly meetings with him and
other

12 senior executives relating to the shortfall in the
numbers.

13 Q. All right. And what did he say beginning in 1997
when you

14 became the CFO?
15 A. He said, "you guys figure it out.*

16 Q. All right. Did he tell you again as explicitly as
he had

17 done in 1993 to fix the numbers?
18 A. Yes, Your Honor, he did.

18 Q. when did he tell you, after you became CFO, to £ix
the

20 numbers?
21 A. Virtually every month.
22 Q. Every month?

23 A. Yes, sir. We weren't making the numbers.
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0. All right. All right. And you say that sometimes
gave

you those directions in the presence of other persons?
A. Yes, sir.

Q. And who were they?

A. William T. Owens, the controller at that time.

¢4 Q. All right. BAnycne else?

5; A. In particular, Bill Owens and I would meet with

i;chard

& every month to go over those numbers. And if we
weren't making :

7 the numbers, you know, he'd say, "go figure it out.*
g Q. Pardon me?
9 A. He would say, "go figure it out."

10 Q. Did he say that before you presented the numbers to
him or

11 afterward?
12 A. After.

13 Q. I see. All right. 2And then after he would tell
you to "go

14 figure it out,® then you and Mr. Owens would meet with
sther --

15 meet with personnel in the financial departments,
auditing.

16 whatever, and have them inflate the numbers?

17 A. Yes, sir.
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18 Q. All right.

19 MR. HULKOWER: Your Honor?
20 THE COURT: Yes, sir.
21 MR. HULKOWER: If I may, so the record is

clear, from

22. time to time there were others present. Some of the
others are

23 not mentioned in court documents at this point and have
not

24 entered pleas.

25 THE COURT: All right. who were the others?
0015 B
1 MR. HULKOWER: Out of an abundance of caution,

I have

2 asked Mr. Martin, since their names haven’'t been made
public,

3. not to volunteer them.

4 THE COURT: Yes, sir. But I'm now directing
him to

5 answer.

[ MR. HULKOWER: Okay.

7 THE WITNESS: Weston Smith, Leif Murphy -~
8 Q. And who was Weston Smith? ‘

9 A. He was head of Reimbursement.
10 Q. All right.

11 A. Leif Murphy was the Assistant Treasurer.

12 Q. &all right.
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And I'm sorry, in terms of the guestion, I'm -~

i4 0. Yes. What other persons were present at the time

Mr. Scrushy directed you to fix the numbers?
A. Bill Owens and Leif Murphy.

Q. All right. And Mr. Weston?

A. I believe Weston was at some point.

Q. All right. Aanyone else?

A. No, sir.

21 Q. All right. 2and would these directions have been
given at
22 some point since 19997

23 A. Well, I left at the end of -- the very beginning of
2000.

24 Q. All right. So the directions were given from the
time that

25 you became the Chief Financial Officer until the time
that you

0016

1 resigned?

2 A. I can only speak for the time I was there, Your
Honor .

3 Q. Yes, sir, that's what I'm asking you about.
4 A. Up until I resigned.

5 Q. Yes. All right. And the numbers that you
eventually

6 provided were false numbers?
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7 A. Yes, sir.

8 ¢. And you knew it, Mr. Owens knew it, Mr. Weston
it, and

9 Mr. Scrushy knew it?
10 A. VYes, sir.

11 Q. All right. Bo you knew that you were committing
not just a

12 crime, but several crimes, over a period of time?
13 A. Yes, sir.

14 Q. And you willfully did it?

15 A. Yes, sir.

16 Q. All right. Now, there is a factual basis -- let me
ask yo

17 this -- give me your best judgment as to the number of
times

18 that Mr. Scrushy directed you to fix the numbers.

19 A. It was virtually every month while I was CFO. So
that would

20 have been, what, 24 months or so.
21 Q. All right.

22 THE COURT: Well, that's a sufficient factual
basis for

23 me.

24 Does the government have anything else that it
wishes to add

25 as a factual basis?



209

IN THE UNITED STATES DISTRICT COURT

FOR THE NORTHERN DISTRICT OF ALABAMA

SOUTHERN DIVISION
D STATES OF AMERICA )
) Tab 20
)
LIAM T. OWENS, )
)

RULE 11{f) FACTUAL BASIS FOR GUILTY PLEA
COMES NOW the United States of America through its undersigned counsel, for the-

’ pose of satisfying the requirements of Federal Rule of Criminal Procedure 11(f), submits the

fllowing Factual Basis in support of the guilty plea of WILLIAM T. OWENS:

1. Defendant WILLIAM T. OWENS was employed at HealthSouth Corp
tHealthSouth”) since 1986 in various capacities, including Chief Financial Officer from

ruary 2000 to August 2001, President and Chief Operating Officer from August 2001 to
ngust 2002, President and Chief Executive Officer from August 2002 to January 2003 and

! cutive Vice President and Chief Financial Officer from January 2003 until the present.

‘ fendant OWENS is licensed as a certified public accountant.

2. HealthSouth was formed around 1984. Since in or about 1986, when it made its
itial Public Offering (IPO), HealthSouth has been an issuer of a class of securities registered
der Section 12 of the Securities Exchange Act of 1934, required to file reports under said Act.
L ealthSouth’s common stock was listed on the New York Stock Exchange. HealthSouth claims
’ be the nation’s largest provider of outpatient surgery, diagnostic imaging and rehabilitative

Uhealth care services with approximately 1,800 locations in all 30 states, Puerto Rico, the United
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Kingdom, Australia, and Canada. Millions of its shares have been traded since it made it

offering.

3. Beginning at least in or about 1996, defendant OWENS and HealthSouthf

current Chief Executive Officer (the "CEQ"), other HealthSouth senior executives and of]

soed HoalthSouth?
g that f s

ial results were failing to produce sufficient earnings s
share to meet or exceed Wall Street "earning

pectations” or "analyst exp ions." -The
difference between HealthSouth's true and correct earnings per share and the Wall Street

exp ions was referred to i i)

y at HealthSouth as the "gap” or the "hole.” The CEQ

defendant OWENS, and others recognized that the earnings shortfall created a substantial
that unless HealthSouth's earnings per share were artificially improved, HealthSouth’s

would fail to meet analyst expectations and the market price of HealthSouth's securities

therefore dectine. The value of stock options owned by, and bonuses paid to certain Healll

senior officials, including the CEO, depended, in part, on HealthSouth

ing earnings’
projections.

4. The CEO, defendant OWENS, and others agreed to engage in an illegal schom

to inflate artificially HealthSouth’s publicly reported earnings and earnings per share and to.
falsify reports of HealthSouth’s financial condition. Defendant OWENS presented the CEO:
with financial information, which would ordinarily be reflected in monthly and quarterly re;
that were to be made available to the public through the SEC filings. When those reports sho
that the company did not or would not meet market (“Wall Street”) expectations, the CEO

demanded that the reports be changed to meet or exceed those expectations.
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- 5. The CEO and defendant OWENS issued instructions as to the desired earnings
e number and HealthSouth’s accounting staff met to discuss ways to inflate artificially

These

South s earnings in order to meet the Wall Street

Ung:

known as “family” meetings and the attendees were known as the “family.” At the

1 '

fings the “family” d how bers of the ing staff would falsify’

NihSouth''s books to fill the “gap” or “hole” and meet the desired earnings.
6. Defendant OWENS and others made and caused to be made false and fraudulent
es in HealthSouth’s books and records for the purpose of inflating artificially HealthSouth's

gs and earnings per share. Methods used for artificially inflating HealthSouth’s

i earnings per share included falsifying the "contractual adjustment" account and decreasing

After ipulating the " ! adj " and other fo

3 P 3 T

ficially inflate revenue on the Income $ corresponding fraudul dj were
e to increase assets and decrease in liabilities on HealthSouth’s Balance Sheet. Thus, false

j nd fraudulent entries were made to accounts in HealthSouth’s books and records including, but:

t limited to, the: (1) Property, Plant and Equipment (“PP&E”) account; (2) cash account; (3}

ventury account; and (4) intangible asset (goodwill) accounts. Each of these accounts were

ported in HealthSouth’s Balance Sheets. As defendant OWENS and his co~conspirators well
knew, there was no justification in fact, or under GAAP, for these entries.

7. Defendant OWENS became aware that HealthSouth’s ing p 1

1

designed the fictitious accounting entries to avoid their detection. For ple, if the ing

b waff decided to increase inventories, it would increase inventory accounts at various HealthSouth

j' facilities by different false amounts because they knew that if amounts were increased uniformly,
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suspicions of the auditors might be raised. In addition, since the HealthSouth accounting mﬂ
knew that auditors questioned additions to the PP&E account that exceeded a certain thre:

the bogus additions to PP&E at a particular facility were kept below the threshold.

8. Defendant OWENS and others made and caused to be made false and fraudu

journal entries in HealthSouth ‘s books and records knowing and intending (1) that such journsd

entries would ulti 1y be refl d in HealthSouth's & ey

s and public filings

with the SEC; (2) that HealthSouth

i £ Y
st

and public filings would falsely
overstate HealthSouth's revenue, earnings and earnings per share; and (3) that the investing
public would rely upon such overstated eamings.

9, Defendant OWENS, the CEO and others caused HealthSouth to file publicly with.

the SEC annual reports and quarterly reports that materially misstated, among other things,

HealthSouth'’s net income, revenue, carnings per share, assets, and liabilities from at least 1999,

until the present. As a result of the scheme, HealthSouth's and eamings were inflated

hundreds of millions of dollars on publicly filed reports. For example, the Balance Sheet

included in HealthSouth’s 10-Q for the second quarter of 2002 overstated gross PP&E by
approximately $1 billion, or approximately 33% of the total PP&E reported. The amount of

on the same 10-Q was overstated by more than $300 million and HealthSouth s total gross assel
were overstated by more than $1.5 billion.

10.  In or about August 2002, in order to cover up and conceal the materially false an

misleading financial information which HealthSouth had provided to the SEC and the public in
the past, the CEO, defendant OWENS, and the Chief Financial Officer (the “CFO”) at that ti

met and discussed the need for the CFO to sign and file with the SEC a statement which would
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ify that HealthSouth’s financial fairly p d, in all material respects,
ial condition and results of HealthSouth.

The CEO, defendant OWENS, and the CFO also agreed that the CFO would sign
. 10 be filed with the SEC a statement certifying that HealthSouth’s 10-Q for the second
of 2002 fairly presented, in all material respects, the financial condition and results of
puth, when in truth and fact, they knew that the 10-Q contained materially false and

ing information.

12, On or about August 14, 2002, defendant OWENS wilfully caused to be

tted by wire from Birmingham, Alabama to the SEC, in Washington, D.C., the 1350
ment certifying that HealthSouth’s 10-Q for the second quarter of 2002 fairly presented, in
‘!crial respects, the financial condition and results, when in truth and fact, he knew that the
Q contained materially false and misleading information. This document was signed by the
0 and the CFO who also knew that the periodic report attached to the 1350 statement,

s ithSouth’s second quarter 10-Q, contained materially faise information.

13, Defendant OWENS wilfully and knowingly caused to be signed and transmitted
}wire from Birmingham, Alabama to Washington, D.C. for delivery to the SEC other reports

[ HealthSouth's financial results and financial condition which he knew to contain materially

,’ se information or which omitted material information. These included the above- refe d
| ‘O‘Q for the second quarter of 2002 and HealthSourh's10-Q for the third quarter of 2001 which

Bvas filed on or about November 13, 2001,
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14, This document does not set forth the complete and full extent of defendant

OWENS?’ knowledge about criminal activity at HealthSouth, but is intended only to provide

a factual basis for his plea of guilty to an Information filed against him by the government.

ALICE H. MARTIN JOSHUA R. HOCHBERG
United States Attorney Chief, Fraud Section
Northern District of Alabama Criminal Division
United States Department of Justice
by:
GEORGE A. MARTIN RICHARD C. SMITH
Assistant United States Attorney. Deputy Chief, Fraud Section
Northern District of Alabama Criminal Division

United States Department of Justice

MIKE RASMUSSEN RICHARD N. WIEDIS
Assistant United States Attorney Senior Trial Attorney, Fraud Section :
Northemn District of Alabama Criminal Division

United States Department of Justice
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SEC EDGAR Submission QUUIUUS 15U-0U-UUUSZE Page 1l ot Y2

EXECUTIVE COMPENSATION -- GENERAL Tab 21

The following table sets forth compensation paid or awarded to our Chief
Executive Officer and each of our other four most highly compensated executive
officers (the "Named Executive Officers") for all services rendered to

HEALTHSOUTH and our subsidiaries in 1997, 1998 and 1999.

SUMMARY COMPENSATION TABLE 50(33 &‘3_‘ l"\dM/LQ»

St waley
[
<TABLE>
<CAPTION>
ANNUAL COMPENSATION L
BONUS/ANNUAL STOCK
INCENTIVE OPTIO
NAME AND CURRENT POSITION YEAR SALARY AWARD AWARD
<8> <C> <C> <C> <C>
Richard M. Scrushy 1997 $ 3,398,399 $ 10,000,000 1,300,00
Chairman of the Board 1998 2,777,829 - 1,500,00
and Chief Executive Officer(2) 1999 1,634,031 -= 1,050,400
James P. Bennett 1997 639,161 1,500,000 700,000
President and Chief 1998 670,000 - 300,000
Operating Officer 1999 589,058 - 275,000
Michael D. Martin 1997 359,672 2,000,000 450,000
Executive Vice President -- 1998 415,826 -— 260,000
Investments 1999 362,810 - 200,000
P. Daryl Brown 1997 370,673 450,000 250,000
President -- Ambulatory 1998 386,212 - 75,000
Services -~ East 1999 336,820 - 125,000
Robert E. Thomson 1997 305,376 500,000 250,000
President ~ Inpatient Operations 1398 327,928 - 150,000
1999 402,987 - 125,000
</TABLE>
{1) Includes car allowances of $3500 per month for Mr. Scrushy and $350 per month
for the other ©Named Executive Officers in 1997, use of a company-owned
automobile by Mr. Scrushy in 1898, and car allowances of $500 per month for
Mr. Scrushy and $450 per month for the other Named Executive Officers
through September 1998. All such car allowances were discontinued in October
1998. Also includes ({a) matching contributions under HEALTHSOUTH's
Retirement Investment Plan for 1997, 1998 and 1999, respectively, of: $791
$1,450 and $745 to Mr. Scrushy:; $1,425, $1,499 and $1,500 to Mr. Bennett;
$1,324, 81,395 and $1,212 to Mr. Martin; §1,319, $1,415 and $1,212 to Mr.
Brown; and $1,001, $£1,070 and $736 to Mr. Thomson; (b} awards under
HEALTHSCQUTH's Employee Stock Benefit Plan for 19%7, 1998 and 1999
respectively, of $2,889%9, $2,882 and $1,292 to Mr. Scrushy; $2,889, $2,882
and $1,292 to Mr. Bennett; $2,889, $2,882 and $1,292 te Mr. Martin; $2,88%
32,882 and $1,292 to Mr. Brown; and 52,B89%, $2,882 and $1,292 to Mr.
Thomson; and (¢} split~dollar life insurance premiums paid in 1997, 1998 and
1999 of $11,750, $45,187 and $52,108 with respect to Mr. Scrushy; 81,644,
$1,661, and $1,558 with respect to Mr. Bennett; $1,287, $1,338 and $1,271
http://www sec.gov/Archives/edgar/data/785161/0001005150-00-000528-index.himl 5/15/2003
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Page 10 of 85
<85> <C> <C> <C> <C>
Richard M. Scrushy 1999 $1,634,031 —— 1,050,000
Chairman of the Board 2000 3,654,849 - 800,000
and Chief Executive Officer(2) 2001 3,961,169 $6,500,000 1,200,000
William T. Owens 1999 $ 272,944 - 55,000
President 2000 386,510 - 75,000
and Chief Operating Officer 2001 502,115 $1,500,000 400,000
Larry D. Taylor 1999 $ 183,298 ~— 113,166
President ~ Ambulatory Services 2000 278,796 $ 75,000 30,000

2001 452,076 500, 000 150,000
Patrick A. Foster 1999 $ 275,977 - 125,000
President ~- Inpatient 2000 356,043 —— 60,000
Operations 2001 337,922 $ 500,000 150,000
Robert E. Thomson 1999 $ 402,987 — 125,000
Formerly President -~ Inpatient 2000 396,162 - 60,000
Operations 2001 85,556 $ 500,000 10¢, 000
Thomas W. Carman 1999 $ 295,167 -— 65,000
Executive Vice President -~ 2000 326,300 $ 50,000 20,000
Corporate Development 2001 ~\J5,000 80,000

</TABLE>

{1} For the year ending December 31,

2001,

this category includes {a} matching

http://www.sec.gov/Archives/edgar/data/785161/00010051500200053 1/nps.txt

contributions under the BEALTHSOUTH Retirement Investment Plan of $1,020 for
Mr. Scrushy, $0 for Mr. Owens, $1,393 for Mr. Taylor, $1,400 for Mr. Foster,
$719 for Mr. Thomson and $1,059 for Mr. Carman; (b) awards under our
Employee Stock Benefit Plan of $3,263 for Mr. Scrushy, $3,263 for Mr. Owens,
$3,263 for Mr. Taylor, $3,263 for Mr. Foster, $3,263 for Mr. Thomson and
$3,263 for Mr. Carman; and {c) split-dollar life insurance premiums paid of
$54,039 with respect to Mr. Scrushy, $1,492 with respect to Mr. Owens,
51,492 with respect to Mr. Taylor, $1,492 with respect to Mr. Foster, $1,492
with respect to Mr. Thomson and $1,492 with respect to Mr. Carman. See
"Executive Compensation and Other Information ~- Retirement Investment Plan"
and "Executive Compensation and Other Information -~ Employee Stock Benefit
Plan”.

Salary amounts for Mr. Scrushy include monthly incentive compensation
amounts payable upon achievement of certain budget targets. Effective
November 1, 1998, Mr. Scrushy voluntarily suspended receipt of his base
salary and monthly incentive compensation through March 31, 1999, and
veluntarily took reduced compensation through January 2, 2000. See
"Executive Compensation and Other Information -~ Compensation Committee
Report on Executive Compensation ~- Chief Executive Officer Compensation®.

The value of restricted stock awards in 1999 reflects the closing price of
BEALTHSOUTH common stock at the date of the award. The value of these awards
measured at December 31, 2001 was $1,482,000 for the award to Mr. Scrushy
{100,000 shares) and $1,111,500 for the awards to each of Messrs. Owens,
Carman and Foster ({753,000 shares each). The award to Mr. Thomson lapsed in
2001. The awards vest five years from the date of grant, except as otherwise
provided in our 1998 Restricted Stock Plan. See "Executive Compensation and
Other Information - 1398 Restricted Stock Plan”.
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The loans made to Mr. Bennett and Mr. Martin were repaid in full in 2000.
The loans made to Mr. McVay, Mr. Foster, Mr. Horton and Mr. Thomson were repaid
in 2001. In addition, loans made to six persons who were not executive officers
had been repaid in full by December 31, 2001.

COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION
General

The establishment and review of HEALTHSOUTH's compensation plans have been
delegated to the Compensation Committee of HEALTHSOUTH's Board of Directors, all
of whom are outside Directors. John S. Chamberlin, Phillip C. Watkins, M.D. and
Larry D. Striplin, Jr., who serves as Chairman, are the current members of the
Committee. The Committee is charged by the Board of Directors with establishing
a compensation plan which will enable HEALTHSOUTH to compete effectively for the
services of qualified officers and key employees, to give those employees
appropriate incentive to pursue the maximization of long-~term stockholder value,
and to recognize those employees' success in achieving both gualitative and
quantitative goals for the benefit of HEALTHSOUTH. The Committee makes
recommendations to the full Board of Directors as to appropriate levels of
compensation for specific individuals, as well as compensation and benefit
programs for the company as a whole.

The following sections discuss the Committee's general philosophy and
policies concerning compensation for executive officers of HEALTHSOUTH, as well
as providing information concerning the specific implementation of such
policies.

Compensation Philosophy and Policies for Executive Officers

As its first principle, the Committee believes that HEALTHSQOUTH executives
should be rewarded based upon their success in meeting the company's operational
goals, improving its earnings, maintaining its leadership role in the healthcare
services field, and generating value for its stockholders, and the Committee
strives to establish levels of compensation that take such factors into account
and provide appropriate recognition for past achievement and incentive for
future success. The Committee recognizes that the demand for executives with
expertise and experience in the healthcare services field is intense. In order
to attract and retain qualified persons, the Committee believes that HEALTHSOUTH
must offer current compensation at levels consistent with those of other
publicly traded healthcare companies. In addition, the Committee believes that
it is in the best interests of HEALTHSOUTH's stockholders to offer its
executives meaningful equity participation in HEALTHSQUTH, in order that those
executives' interests will be aligned with those of the company's stockholders.
The Committee feels that the historic mix of cash compensation and equity
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EMPLOYMENT AGREEMENT Tab 22

EMPLOYMENT AGREEMENT, dated as of April 1, 1998 (this " Agreement™), between
HEALTHSOUTH Corporation, a Delaware corporation (the "Company"), and RICHARD M.
SCRUSHY, a resident of Birmingham, Alabama (the "Exccutive™).

WITNESSETH:

WHEREAS, the Company provides comprehensive rehabilitative, clinical, diagnostic and
surgical healthcare services;

WHEREAS, the Executive is a founder of the Company and serves as Chief Executive
Officer of the Company and as Chairman of its Board of Directors; and

WHEREAS, the Company wishes to assure itself of the continued services of the Executive
so that it will have the continued benefit of his ability, experience and services, and the Executive
is willing to enter into an agreement to that end, upon the terms and conditions hereinafter set
forth.

NOW, THEREFORE, in consideration of good and valuable consideration the receipt and
sufficiency of which are hereby acknowledged, the parties hereby covenant and agree as follows:

1. Employment

The Company hereby agrees to continue to employ the Executive, and the
Executive hereby agrees to remain in the employ of the Company, on and subject to the terms and
conditions of this Agreement.

2. Term

(@)  The period of this Agreement (the "Agreement Term™) shall commence as
of the date hereof (the "Effective Date") and shali expire on the fifth anniversary of the Effective
Date. The Agreement Term shall be automatically extended for an additional year on each
anniversary of the Effective Date, unless written notice of non-extension is provided by either
party to the other party at least 90 days prior to such anniversary.

(b)  The period of the Executive's employment under this Agreement (the
"Employment Period") shall commence as of the Effective Date and shall expire at the end of the
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Agreement Term, unless sooner terminated in accordance with the terms and conditions of this

Agreement.
3. Position, Duties and Responsibilities

(a) The Executive shall serve as, and with the title, office and authority of, the
Chief Executive Officer of the Company and the Chairman of the Board of Directors of the
Company (the "Board") and shall report directly to the Board. The Company shall use its best
efforts to cause the Executive to be nominated and elected (or renominated and reelected, as the
case may be) during the Employment Period as a director of the Company.

(b)  The Executive shall have effective supervision and control over, and
responsibility for, the strategic direction and general and active day-to-day leadership and
management of the business and affairs of the Company and the direct and indirect subsidiaries
of the Company, subject only to the authority of the Board, and shall have all of the powers,
authority, duties and responsibilities usvally incident to the positions and offices of Chief
Executive Officer and Chairman of the Board of the Company.

(c)  The Executive agrees to devote substantially all of his business time, efforts
and skills to the performance of his duties and responsibilities under this Agreement; provided,
however, that nothing in this Agreement shall preclude the Executive from devoting reasonable
periods required for (i) participating in professional, educational, philanthropic, public interest,
charitable, social or community activities, (i) serving as a director or member of an advisory
committee of any corporation or other entity that the Executive is serving on as of the Effective
Date or any other corporation or entity that is not in direct competition with the Company or (iii)
managing his personal investments, provided that such activities do not materially interfere with
the Executive's regular performance of his duties and responsibilities hereunder.

(@)  Theforegoing provisions of this Section 3 shall be subject to the Executive's
right to elect to serve the Company solely as the Chairman of the Board, as provided in Section
22 hereof.

4. Place of Performance

The Executive shall perform his duties at the principal offices of the Company
located at One HeaithSouth Parkway, Birmingham, Alabama, but from time to time the Executive
may be required to travel to other locations in the proper conduct of his responsibilities under this
Agreement.

5. Compensation and Benefits
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In consideration of the services rendered by the Executive during the Employment
Period, the Company shall pay or provide to the Executive the amounts and benefits set forth
below.

(a)  Salary. The Company shall pay the Executive an annual base salary (the
"Base Salary") of at least $1,200,000. The Executive's Base Salary shall be paid in arrears in
substantially equal installments at monthly or more frequent intervals, in accordance with the
normal payroll practices of the Company. The Executive's Base Salary shall be reviewed at least
annually by the Compensation Committee of the Board (the "Compensation Committee™) for
consideration of appropriate merit increases and, once established, the Base Salary shall not be
decreased during the Employment Period, except as otherwise contemplated by Section 22 hereof.

(b)  Annual Target Bonus. The Company shall provide the Executive with the
opportunity to eam an annual target bonus (the “Annual Target Bonus") equal to at least
$2,400.000. The amount of the Annual Target Bopus will be reviewed at least annually by the
Compensation Committee for consideration of appropriate merit increases and, once established
at a specified amount, the Annual Target Bonus shall not be decreased during the Employment
Period, except as otherwise contemplated by Section 22 bereof. The Annual Target Bonus will
be payable in the event that the Company's operations meet the annual performance standard set
forth in the Company's business plan, as approved by the Compensation Committee in each year
of the Employment Period (the "Business Plan"). In the event that the Company's operations meet
the monthly performance standard set forth in the Business Plan, an amount equal to one-twelfth
(1/12) of the Annual Target Bonus (a "Monthly Target Bonus”) shall be payable within five days
following the date the Company’s internal monthly financial statements have been completed. In
the event that any Monthly Target Bonus shall not be paid during the course of such calendar year
because the relevant monthly performance standard was not met, such Monthly Target Bonus shall
again become available for payment if the Company attains its annual performance standard for
such calendar year. In the event that the annual performance standards are not met, Executive
shall nevertheless be entitled to retain all amounts theretofore received in respect of any Monthly
Target Bonuses paid during the course of such calendar year. For the remainder of the 1998
calendar year following the Effective Date, the Executive will be paid $200,000 within five days
following the date the Company's internal monthly financial statements have been completed for
each caleadar month ending following the Effective Date in which the relevant monthly
performance standard is met and, in the event the Company attains its annual performance
standard for 1998, the Executive shall be paid $200,000 of any month, dating back to January,
1998, in which the Executive was not paid the Monthly Target Bonus due to the relevant monthly
performance standard not having been met.

© Other Incentive Plans. The Executive shall participate in all other bonus
or incentive plans or arrangements in which other senior executives of the Company are eligible
to participate from time to time, including, without limitation, any management bonus pool
arrangement. The Executive's incentive compensation opportunities under such plans and
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arrangements shall be determined from time to time by the Compensation Committee upon
consultation with the Executive.

(d)  Equity Incentives. The Executive shall be given consideration, at least
annually, by the Compensation Committee for the grant of options to purchase shares of the
common stock of the Company. In addition, the Executive shall be entitled to receive awards
under any stock option, stock purchase or equity-based incemtive compensation plan or
arrangement adopted by the Company from time to time for which senior executives of the
Company are eligible to participate. The Executive's awards under such plans and arrangements
shall be determined from time to time by the Compensation Committee upon consultation with the
Executive.

(] Employee Benefits. The Executive shall be entitled to participate in all
employee benefit plans, programs, practices or arrangements of the Company in which other
senior executives of the Company are eligible to participate from time to time, including, without
limitation, any qualified or non-qualified pension, profit sharing and savings plans, any death
benefit and disability benefit plans, and any medical, dental, health and welfare plans. Without
limiting the geoerality of the foregoing, the Company shall provide the Executive with the
following: :

@) provision of long-term disability insurance coverage paying benefits
equal to at least 100% of the Executive’s Base Salary and Annual Target Bonus for
the duration of any penmanent and total disability of the Executive, either through
an individual disability insurance policy or otherwise;

(ii) continued provision of split-dollar life insurance coverage and
payment of premiums pursuant to that certain Split-Dollar Agreement between the
Executive and the Company, dated February 1, 1992, as amended; and

(iii)  provision of the pension benefits provided under a non-qualified
retirement plan for the Executive, a summary of the terms of which is attached
hereto as Exhibit A.

43} Fringe Benefits and Perquisites. The Executive shall be entitled to
continuation of all fringe benefits and perquisites provided to the Executive on the Effective Date,

and to all fringe benefits and perquisites which are generally made available to senior executives
of the Company from time to time. Without limiting the geoerality of the foregoing, the
Company shall provide the Executive with the following:

@ provision of executive offices and secretarial staff;
(i)  six weeks paid vacation during each calendar year;
497911.03/7132 1

HRC - 003464

Confidential Treatment
Requested By
Fulbright & Jaworski L.LP.



222

(i)  provision of an automobile of the Executive's choice (which may be
traded in for a new automobile each year), plus payment of all related automobile
expenses, including gas, maintenance expenses and automobile insurance;

(iv)  payment of injtiation fees and annual dues for two country clubs of
the Executive's choice, and payment of dues for any professional societies and
associations of which the Executive is a member in furtherance of his duties
hereunder;

(v)  inordertoensure the accessibility and security of the Executive, use
of the Company's aircraft and related facilities for both business and personal
travel and provision of appropriate personal residence security services, a 24-hour

~ bodyguard service, a security-trained driver/bodyguard and any other measures
prescribed from time to time by the Company's corporate security advisor and
approved by the Board; and

(vi) reimbursement of all reasonable travel and other business expenses
and disbursements incurred by the Executive in the performance of his duties under
this Agreement, upon proper accounting in accordance with the Company's normal
practices and procedures for reimbursement of business expenses.

6. Termination of Employment

The Employment Period will be terminated upon the happening of any of the
following events:

(a)  Resignation for Good Reason. The Executive may voluntarily terminate his
employment hereunder for Good Reason. For purposes of this Agreement, "Good Reason” shall
mean:

6] the assignment to the Executive of any duties inconsistent with the
Executive's position (including status, offices, titles or reporting relationships),
authority, duties or responsibilities as contemplated by Section 3 hereof, or any
action by the Company that results in a diminution in such position, autbority,
duties or responsibilities, but excluding for these purposes any isolated and
insubstantial action not taken in bad faith and which is remedied by the Company
promptly after receipt of notice thereof given by the Executive;

(ii)  any material change in the Executive's reporting responsibilities;

(iii)  any material failure by the Company to honor its obligations uader '
this Agreement;
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(iv)  a notice of non-extension of the Agreement Term provided by the
Company to the Executive as set froth in Section 2 hereof;,

(v)  the relocation of the Company's principal executive offices to a
location more than 40 miles from its current location in Birmingham, Alabama, or
the location of the Executive's own office to other than the Company's principal
executive offices;

(vi) any failure by the Company to obtain an assumption of this
Agreement by a successor corporation as required under Section 14(a) hereof;

(vii) the failure of the Company to renominate the Executive to the Board
or the failure of the Company's stockholders to reelect the Executive to the Board;
or

(viil) any purported termination by the Company of the Executive's
employment otherwise than as expressly permitted by this Agreement.

However, in no event shall the Executive be considered to have terminated his employment for
"Good Reason” unless and until the Company receives written notice from the Executive
identifying in reasonable detail the acts or omissions constituting "Good Reason” and the provision
of this Agreement relied upon, and such acts or omissions are not cured by the Company to the
reasonable satisfaction of the Exccutive within 30 days of the Company's receipt of such notice.

(b)  Resignation other than for Good Reason. The Executive may voluntarily

terminate his employment hereunder for any reason other than Good Reason.

{¢)  Termination for Cause. The Company may terminate the Executive's
employment hereunder for Cause. For purposes of this Agreement, the Executive shall be
congidered to be terminated for "Cause” only if (i) the Executive is found, by a non-appealable
order of a court or competent jurisdiction, to be guilty of a felony under the laws of the United
States or any state thereof or (ii) the Executive is found, by a non-appealable order of a court of
competent jurisdiction, to have committed a fraud, which has a material adverse effect on the
Company. However, in no event shail the Executive's employment be considered to have been
terminated for "Cause” unless and until the Executive receives a copy of a resolution duly adopted
by the affirmative vote of a majority of the Board at a meeting called and held for such purpose
(after reasonable written notice is provided to the Executive setting forth in reasonable detail the
facts and circumstances claimed to provide a basis of termination for Cause and the Executive is
given an opportunity, together with counsel, to be heard before the Board) finding that the
Executive is guilty of acts or omissions constituting Cause.
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(d) Termination other than for Cause. The Board shall have the right to
terminate the Executive's employment hereunder for any reason at any time, including for any
reason that does not constitute Cause, subject to the consequences of such termination as set forth
in this Agreement.

(¢)  Disability. The Executive's employment hereunder shall terminate upon his
Disability. For purposes of this Agreement, "Disability” shall mean the inability of the Executive
to perform his duties to the Company on account of physical or mental iliness for a period of six
consecutive full months, or for a period of eight full months during any 12-month period. The
Executive's employment shall terminate in such a case on the last day of the applicable period;
provided, however, in no event shall the Executive be terminated by reason of Disability unless
(i) the Executive is eligible for the long-term disability benefits set forth in Section 5(e)(i) bercof
and (ii) the Executive receives written notice from the Company, at least 30 days in advance of
such termination, stating its intention to terminate the Executive for reason of Disability and
setting forth in reasonable detail the facts and circumstances claimed to provide a basis for such
termination.

()  Death. The Executive's employment hereunder shall terminate upon his
death.

7. Compensation Upon Termination of Employment

In the event the Executive’s employment by the Company is terminated during the
Agreement Term, the Executive shall be entitled to the severance benefits set forth below:

(@ Resignation for Good Reason. In the event the Executive voluntarily
terminates his employment hereunder for Good Reason, the Company shall pay the Executive and
provide him with the following:

) Accrued Rights. The Company shall pay the Executive a lump-sum
amount equal to the sum of (A) his earned but unpaid Base Salary through the date
of termination, (B) any earned but unpaid Annual Target Boous for any completed
calendar year, (C) any eamed but unpaid Monthly Target Bonus for any completed
month in the calendar year of the Executive's termination and (D) any
unreimbursed business expenses or other amounts due to the Executive from the
Company as of the date of termination. In addition, the Company shall provide to
the Executive all payments, rights and benefits due as of the date of termination
under the terms of the Company's employee and fringe benefit plans, practices,
programs and arrangements referred to in Sections 5(e) and 5(f) hereof (including,
but not limited to, any retirement benefits set forth on Exhibit A to which
Executive is entitled) (together with the lump-sum payment, the "Accrued
Rights").
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(ii)  Severance Payment. The Company shall pay the Executive a lump-
sum 1mount equal to the sum of the Executive's then-current Base Salary and
Annual Target Bonus at the time of the Executive's termination, for each year
remaining in the Agreement Term (with pro-rated amounts of such Base Salary and
Annual Target Bonus, on a daily basis, for any partial calendar years during such
remaining Agreement Termn), with such lump-sum payment discounted to present
value using an interest rate equal to 100% of the monthly compounded applicable
federal rate (the "Applicable Rate"), as in effect under Section 1274(d) of the
Internal Revenue Code of 1986, as amended (the "Code”), for the month in which
payment is required to be made. For purposes of determining the portion of the
severance payment based on the Annual Target Bonus to be payable hereunder, the
relevant performance standards for the Company shall be deemed to have been
achieved.

(iii) Continued Benefits. The Company shall pay or provide the
Executive with all employee and fringe benefits referred to in Sections 5(¢) and
5(f) hereof for the balance of the Agreement Term; provided, however, that if and
to the extent the Company determines that any such benefits cannot be paid or
provided under the plans in question due to Code or other restrictions, the
Company shall provide payments, coverages or benefits, which are at least as
favorable to the Executive on an after-tax basis, through other means reasonably
satisfactory to the Executive.

(iv)  Equity Rights. Al stock options and other equity-based rights held
by the Executive at the date of termination shall become immediately and fully
vested and exercisable, and the Exccutive shall retain the right to exercise all
outstanding stock options for the duration of their original full term (without regard
to termination of employment) in accordance with the Founder Retirement Benefit
Program attached hereto as Exhibit B (the "Founders' Program*). The Company
shall forthwith take all necessary steps to amend any relevant stock option plans of
the Company and stock option agreements to the extent necessary to allow for the
foregoing vesting and term of exercise.

(b)  Resignation other than for Good Reason. In the event the Executive
voluntarily terminates his employment hereunder other than for Good Reason, the Company shall

pay the Executive and provide him with the following:

[6)) Accrued Rights. The Company shall pay and provide to the
Execuotive any Accrued Rights.

(i)  Severance Payment. The Company shall pay the Executive a Jump-
sum amount equal to two times the sum of the Executive's then-current Base Salary
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and Annual Target Bonus at the time of the Executive's termination, with such
lump-sum payment discounted to present value using the Applicable Rate for the
month in which payment is required to be made. For purposes of determining the
portion of the severance payment based on the Annual Target Bonus to be payable
hereunder, the relevant performance standards for the Company shall be deemed
to have been achieved.

(¢©)  Termination for Cause. Inthe event the Executive's employment bereunder
is terminated by the Company for Cause, the Company shall pay and provide to the Executive any
Accrued Rights.

(d)  Termination other than for Cause, Disability or Death. In the event the
Executive’s employment hereunder is terminated by the Company for any reason other than for
Cause, Disability or death, the Company shall pay the Executive and provide him with all
severance benefits set forth in Section 7(a) hereof.

(¢)  Disability. Inthe event the Executive's employment hereunder is terminated
by reason of the Executive's Disability, the Company shall pay the Executive and provide him
with the following:

) Accrued Rights. The Company shall pay and provide to the
Executive any Accrued Rights, including all disability insurance coverage.

(i)  Severance Payment. The Company shall provide the Executive with
continued payment of the Executive's Base Salary and Annual Target Bonus, as in
effect on the date of termination, for a period of three years following the
Executive's termination, payable at the times and in the manner such Base Salary
and Annual Target Boaus would have been paid if the Executive had continued in
the empioyment of the Company and as if all relevant performance standards had
been achieved during such periods.

()  Death

In the event the Executive's employment hereunder is terminated by reason
of the Executive's death, the Company shall pay the Executive's representatives or estate the
following:

(D Accrued Rights. The Company shall pay and provide to the
Executive's representatives or estate any Accrued Rights, including all life
insurance coverage.
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(ii)  Severance Payment. The Company shall pay the Executive’s
representatives or estate a lump-sum amount equal to the sum of the Executive's
then-current Base Salary and Annual Target Bonus at the time of the Executive's
death, with such lump-sum payment discounted to present value using the
Applicable Rate for the month in which payment is required to be made. For
putposes of determining the portion of the severance payment based on the Anpual
Target Bonus to be payable hereunder, the relevant performance standards for the
Company shall be deemed to have been achieved.

8. Founders' Benefits

Upon the Executive's termination of employment hereunder for any reason, and
in addition to any severance benefits payable to him under Section 7 hereof, the Company shall
treat such termination as a "retirement” for purposes of the Founder's Program, and shall provide
the Executive with the benefits outlined in the Founders' Program in recognition of his status as
a founder of the Company.

9. Change in Control

(a) Supplemental termination Rights. In the event of Executive's termination
other than for Cause, Disability or death or in the event a voluntary termination of employment
by the Executive pursuant to [either Section 6(a) or] Section 6(b) hereof, in either case occurring
within two years following a Change in Control, the Company shall pay to the Executive, in
addition to the severance benefits payable under Section 7(b) hereof, an additional lump-sum
amount equal to the Executive's then-current Base Salary and Annual Target Bonus at the time of
the Executive's termination, with such lump-sum payment discounted to present value using the
Applicable Rate for the month in which payment is required to be made.

Definition. For purposes of this Agreement, a "Change in Control” shall
be deemed to have occurred by reason of:

0] the acquisition (other than from the Company) by any person, entity
or "group" (within the meaning of Sections 13(d)(3) or 14(d)(2) of the Securities
Exchange Act of 1934, but excluding, for this purpose, the Company or its
subsidiaries, or any employee benefit plan of the Company or its subsidiaries which
acquires beneficial ownership of voting securities of the Company) of beneficial
ownership (within the meaning of Rule 13d-3 promulgated under the Securities
Exchange Act of 1934) of 25% or more of either the then-outstanding shares of the
common stock of the Company or the combined voting power of the Company's
then-outstanding voting securities entitled to vote generally in the election of
directors; or
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(ii) individuals who, as of the date hereof, constitute the Board (as of
such date, the "Incumbent Board") ceas~ for any reason to constitute at least a
majority of the Board; provided, however, that any person becoming a director
subsequent to such date whose election, or nomination for election, was approved
by a vote of at least a majority of the directors then constituting the Incumbent
Board (other than an election or nomination of an individual whose initial
assumption of office is in connection with an actual or threatened election contest
relating to the election of directors of the Company) shall be, for purposes of this
Section 9(b)(ii), considered as though such person were a member of the
Incumbent Board; or

(iii)  approval by the stockholders of the Company of a reorganization,
merger, consolidation or share exchange, in each case with respect to which
persons who were the stockbolders of the Company immediately prior to such
reorganization, merger, consolidation or share exchange do not, immediately
thereafter, own more than 75% of the combiped voting power eatitled to vote
generally in the election of directors of the reorganized, merged, consolidated or
other surviving entity’s then-outstanding voting securities, or a liquidation or
dissolution of the Company or the sale of all or substantially all of the assets of the
Company.

10.  Parachute Tax Indemnity

(@)  Ifit shall be determined that any amount paid, distributed or treated as paid
or distributed by the Company to or for the Executive's benefit (whether paid or payable or
distributed or distributable pursuant to the terms of this Agreement or otherwise, but determined
without regard to any additional payments required under this Section 10) (a “Payment”™) would
be subject to the excise tax imposed by Section 4999 of the Code or any interest or penalties are
incurred by the Executive with respect to such excise tax (such excise tax, together with any such
interest and penalties, being hereinafter collectively referred to as the "Excise Tax"), then the
Executive shall be entitied to receive an additional payment (a "Gross-Up Payment™) in an amonnt
such that after payment by the Executive of all federal, state and local taxes (including any interest
or penalties imposed with respect to such taxes), including without limitation, any income taxes
(and any interest and penalties imposed with respect thereto) and Excise Tax imposed upon the
Gross-Up Payment, the Executive retains an ammount of the Gross-Up Payment equal to the Excise
Tax imposed upon the Payments.

) All determinations required to be made under this Section 10, including
whether and when a Gross-Up Payment is required and the amount of such Gross-Up Payment
and the assumptions to be utilized in arriving at such determination, shall be made by a nationally
recognized accounting firm as may be designated by the Executive (the " Accounting Firm™) which
shall provide detailed supporting calculations both to the Company and the Executive within 15
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business days of the receipt of notice from the Executive that there has been a Payment, or such
earlier time as is requested by the Company. In the event that the Accounting Firm is serving as
accountant or auditor for the individual, entity or group effecting the Change in Controi, the
Executive shall appoint another nationally recognized accounting firm to make the determinations
required hereunder (which accounting firm shall then be referred to as the Accounting Firm
hereunder). All fees and expenses of the Accounting Firm shall be borne by the Company. Any
Gross-Up Payment, as determined pursuant to this Section 10, shall be paid by the Company to
the Executive within five days of the receipt of the Accounting Firm's determination. Any
determination by the Accounting Firm shall be binding upon the Company and the Executive. As
2 result of the uncertainty in the application of Section 4999 of the Code at the time of the initial
determination by the Accounting Firm hereunder, it is possible that Gross-Up Payments which
will not have been made by the Company should have been made ("Underpayment™), consistent
with the calculations required to be made hereunder. In the event that the Company exbausts its
remedies pursuant to this Section 10 and the Executive thereafter is required to make a payment
of any Excise Tax, the Accounting Firm shall determine the amount of the Underpayment that bas

occurred and any such Underpayment shall be promptly paid by the Company to or for the
Executive's benefit.

(¢)  The Executive shall notify the Company in writing of any claim by the
Internal Revenue Service that, if successful, would require the payment by the Company of the
Gross-Up Payment. Such notification shall be given as soon as practicable but no later than ten
business days after the Executive is informed in writing of such claim and shall apprise the
Company of the nature of such claim and the date on which such claim is requested to be paid.
‘The Executive shall not pay such claim prior to the expiration of the 30-day period following the
date on which it gives such notice to the Company (or such shorter period ending on the date that
any payment of taxes with respect to such claim is due). If the Company notifies the Executive
in writing prior to the expiration of such period that it desires-to contest such claim, the Executive
shall: )

@ give the Company any information reasonably requested by the
Company relating to such claim;

(ii) take such action in connection with contesting such claim as the
Company shall reasonably request in writing from time to time, including, without
limitation, accepting legal representation with respect to such claim by an attorney
reasonably selected by the Company;

(i) cooperate with the Company in good faith in order to effectively
coatest such claim; and

(iv) - permit the Company to participate in any proceeding relating to such
claim;
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provided, however, that the Company shall bear and pay directly all costs and expenses (including
additional interest and penalties) incurred in connection with such contest and shall indemnify and
hold the Executive harmiess, on an after-tax basis, from any Excise Tax or income tax (including
interest and penalties with respect thereto) imposed as a result of such representation and payment
of costs and expense. Without limitation on the foregoing provisions of this Section 10, the
Company shall control all proceedings taken in connection with such contest and, at jts sole
option, may pursue or forego any and all administrative appeals, proceedings, bearings and
conferences with the taxing authority in respect of such claim and may at its sole option, either
direct the Executive to pay the tax claimed and sue for a refund or contest the claim in any
permissible manner, and the Executive agrees to prosecute such contest to a determination before
any administrative tribunal, in a court of initial jurisdiction and in one or more appellate courts
as the Company shall determine; provided, however, that if the Company directs the Executive
to pay such claim and sue for a refund, the Company shall advance the amouat of such payment
to the Executive, on an interest-free basis, and shall indemnify and bold the Executive harmless,
on an after-tax basis, from any Excise Tax or income tax (including interest or penalties with
respect thereto) imposed with respect to such advance or with respect to any imputed income with
respect to such advance; and further provided that any extension of the statute of limitations
relating to payment of taxes for the Executive's taxable year with respect to which such contested
amount is claimed to be due is limited solely to such contested amount. Furthermore, the
Company's control of the contest shall be limited to issues with respect to which a Gross-Up
Payment would be payable hereunder and the Executive shall be entitled to settle or contest, as
the case may be, any other issue raised by the Internal Revenue Service or any other taxing
authority.

()  If, after the Executive's receipt of an amount advanced by the Company
pursuant to this Section 10, the Executive becomes entitled to receive any refund with respect to
such claim, the Executive shall (subject to the Company’s complying with the requirements of this
Section 10) promptly pay to the Company-the amount of such refund (together with any interest
paid or credited thereon after taxes applicable thereto). If, after the Executive's receipt of an
amount advanced by the Company pursuant to this Section 10, a determination is made that the
Executive shall pot be entitled to any refund with respect to such claim and the Company does not
notify the Executive in writing of its intent to contest such denial of refund prior to the expiration
of 30 days after such determination, then such advance shall be forgiven and shall not be required
to be repaid and the amount of such advance shall offset, to the extent thereof, the amount of
Gross~Up Payment required to be paid.

11.  No Mitigation or Offset

The Executive shall not be required to seck other employment or to reduce any
severance benefit payable to him under Section 7, 8 or 9 hereof, and no such severance beoefit
shall be reduced on account of any compensation received by the Executive from other
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employment. The Company’s obligation to pay severance benefits under this Agreement shall not
be reduced by any amount owed by the Executive to the Company.

12.  Tax Withholding; Method of Payment

All compensation payable pursuant to this Agreement, shall be subject to reduction
by all applicable withholding, social security and other federal, state and local taxes and
deductions. Any lump-sum payments provided for in Sections 7 or 9 hereof shall be made in a
cash payment, net of any required tax withholding, no later than the fifth business day following
the Executive's date of termination. Any payment required to be made to the Executive under this
Agreement that is ot made in a timely manner shall bear interest at the Applicable rate until the
date of payment.

13.  Restrictive Covenants

(a) Confidential Information. During the Employment Period and at all times
thereafter, the Executive agrees that he will not divulge to anyone (other than the Company or any
persons employed or designated by the Company) any knowledge or information of a confidential
nature relating to the business of the Company or any of its subsidiaries or affiliates, including,
without limitation, all types of trade secrets (unless readily ascertainable from public or published
information or trade sources) and confidential commercial information, and the Executive further
agrees not to disclose, publish or make use of any such knowledge or information without the
consent of the Company.

(b)  Noncompetition. During the Employment Period and in the event of a
resignation by the Executive for any reason other than Good Reason, for the 24 month period
following the termination of his employment, the Executive shall not, without the prior written
consent of the Company, engage in the comprehensive rehabilitative and related healthcare
services business on behalf of any person, firm or corporation within any geographical area in
which the Company transacts such business, and the Executive shall not acquire any financial
interest (except for an equity interest in publicly-held companies that do not exceed 5% of any
outstanding class of equity of that company), in any business that engages in the comprehensive
rehabilitative and related healthcare services business within any geographical area in which the
Company transacts such business.  Notwithstanding the foregoing, upon the occurrence of a
Change in Control (whether before or after the termination of the Employment Period), the
restrictions of this Section 13(b) shall cease to apply to the Executive for any period following his
termination of employment hereunder.

(©)  Enforcement. The Company shall be entitled to seck a restraining order or
injunction in any court of competent jurisdiction to prevent any continuation of any violation of
the provisions of this Section 13. .
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14.  Successors

{a)  This Agreement shall be binding upon and shall inure to the benefit of the
Company, its successors and assigns and any person, firm, corporation or other entity which
succeeds to all or substantially all of the business, assets or property of the Company. The
Company will require any successor (whether direct or indirect, by purchase, merger,
consolidation, or otherwise) to all or substantially all of the business, assets or property of the
Company, to expressly assume and agree to perform this Agreement in the same manner and to
the same extent that the Company would be required to perform it if no such succession had taken
place. As used in this Agreement, the "Company” shall mean the Company as hereinbefore
defined and any successor to its business, assets or property as aforesaid which executes and
delivers an agreement provided for in this Section 14 or which otherwise becomes bound by all
the terms and provisions of this Agreement by operation of law.

®) This Agreement and all rights of the Executive hereunder shall inure to the
benefit of and be enforceable by the Executive's personal or legal representatives, executors,
administrators, successors, heirs, distributees, devisees and legatees. If the Executive shonld die
while any amounts are due and payable to him hereunder, all such amounts, unless otherwise
provided herein, shall be paid to the Executive’s designated beneficiary or, if there be no such
designated beneficiary, to the legal representatives of the Executive's estate.

15.  No Assignment

Except as to withholding of any tax under the laws of the United States or any other
country, state or locality, neither this Agreement nor any right or interest hereunder nor any
amount payable at any time hereunder shall be subject in any manner to alienation, sale, transfer,
assignment, pledge, attachment, or other legal process, or encumbrance of any kind by the
Executive or the beneficiaries of the Executive or by his legal representatives without the
Company's prior written consent, nor shall there be any right of set-off or counterclaim in respect
of any debts or liabilities of the Executive, his beneficiaries or legal representatives; provided,
however, that nothing in this Section shall preclude the Executive from designating a beneficiary
1o receive any benefit payable on his death, or the legal representatives of the Executive from
assigning any rights herennder to the person or persons entitled thereto under his will or, in case
of intestacy, to the person or persons eatitled thereto under the laws of intestacy applicable to his
estate.

16.  Entire Agreement

This Agrecment contains the entire understanding of the parties with respect to the
subject matter hereof and, except as specifically provided herein, cancels and supersedes any and
all other agreements between the parties with respect to the subject matter hereof, including,
without limitation, that certain employment agreement dated July 23, 1986, as amended. Any
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amendment or modification of this Agreement shall not be binding unless in writing and signed
by the Company and the Executive.

17.  Severability

In the event that any provision of this Agreement is determined to be invalid or
unenforceable, the remaining terms and conditions of this Agreement shall be unaffected and shall
remain in full force and effect, and any such determination of invalidity or unenforceability shall
not affect the validity or enforceability of any other provision of this Agreement.

18.  Netices

All notices which may be necessary or proper for either the Company or the
Executive to give to the other shall be in writing and shall be delivered by hand or sent by
registered or certified mail, return receipt requested, or by air courjer, to the Executive at:

Mr. Richard M. Scrushy
2406 Longleaf Street
Birmingham, Alabama 35243

and shall be sent in the manner described above to the Secretary of the Company at the Company's
principal executives offices at One HealthSouth Parkway, Birmingham, Alabama 35243, with a
copy to the Legal Services Departinent at the same address or delivered by band to the Secretary
and to the Legal Services Department of the Company, and shall be deemed given when sent,
provided that any notice required under Section 6 hereof or notice given pursuant to Section 2
hereof shall be deemed given only when received. Any party may by like notice to the other party
change the address at which he or they are to receive notices bereunder.

19. Geverning Law

) This Agreement shall be governed by and enforceable in accordance with the laws
of the State of Alabama, without giving effect to the principles of conflict of laws thereof.

20.  Legal Fees and Expenses

To induce the Executive to execute this Agreement and to provide the Executive
with reasonable assurance that the purposes of this Agreemeant will not be frustrated by the cost
of its enforcement should the Company fail to perform its obligations under this Agreement or
should the Company or any subsidiary, affiliate or stockholder of the Company contest the validity
or enforceability of this Agreement, the Company shall pay and be solely responsible for any
attorneys' fees and expenses and courts costs incurred by the Executive as a result of a claim that
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the Company has breached or otherwise failed to perform this Agreement or any provision hereof
to be performer! by the Company or as a result of the Company or any subsidiary, affiliate or
stockholder of the Company contesting the validity or enforceability of this Agreement or any
provision hereof to be performed by the Company, in each case regardless of which party, if any,
prevails in the contest.

21. Conversion to Chairman-Only Status

The Executive may elect at any time during the Employment Period to resign his
position as Chief Executive Officer and serve the Company solely as the Chairman of the Board
("Chairman-Only Status") for the remainder of the Employment Period (as automatically extended
in accordance with Section 2(a) hercof) under the terms and conditions hereof. An election by
the Executive to maintain Chairman-Only Status shall not constitute a violation of the Executive's
obligations under Section 3 hereof, nmor shall it constitute a termination of the Executive's
employment for any purpose under Section 6 hercof. As used in this Agreement, the term
*employment” and similar terms shall be deemed to include service to the Company while
maintaining Chainnan-Only Status.
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IN WITNESS WHEREOQF, the Company and the Executive have executed this Agreement
as of the date first above written.

By

" Michael D, Martin
Executive Vice President
and Chief Financial Officer
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HEALTHSOUTH CORPORATION

EXECUTIVE RETIREMENT PLAN
FOR RICHARD M. SCRUSHY

Summary of Terms'

Retirement Benefits: 1In consideration of Executive's role as Founder, his service
to the HEALTHSOUTH since its formation and in lieu of
the benefits and compensation offered through full-time
employment as Chairman, Executive shall be entitled to the
benefits described below upon his retirement from the active
employment with HEALTHSOUTH and continuing until his
death (as more specifically set forth below). In addition, in
recognition of the Executive's founder status,
HEALTHSOUTH shall provide the Executive with suitable
office and secretarial support within the Corporate
headquarters for a period of up to 10 years following his

retirement.

Benefit Formula: Annual retirement benefit equal to 60% of Base
Compensation (defined below) at Normal Retirement Age

Base Compensation: Average Base Salary and Annual Target Bonus of Executive
in effect as of the date of termination pursuant to the terms
of the Employment Agreement

Vesting: Fully vested at all times, such that all benefits provided for

in this Exhibit A are payable upon Executive's termination
for any reason during the period from and after the date
Executive qualifies for Early Retirement. There can be no
breach of this retirement plan by the Executive except for
violation of Section 13(b) of the Employment Agreement.
This consideration is fully earved by the Executive and
HEALTHSOUTH has no right under any circumstances to
discontinue any payments or other benefits under this plan.

! All defined terms sball have the meanings given to them in the Employment Agreement to which this Exhibit
A is 2 part, and all determinations shall be made in accordance with the terms and provisions hereof.
ATMTLBIITA
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Normal Retirement Age: Age 60
Early Retirement: The retirement benefits provided for in this Exhibit A are

fully vested and accrued in the event of termination for any
reason prior to age 60, but earliest benefit commencement
date is January 23, 2000, the date on which Executive will
have completed sixteen consecutive years of service with
HEALTHSOUTH (with actuarial reduction)

Change in Control: In the event of a Change in Control (as defined in Section 9
of the Agreement) or in the event HEALTHSOUTH
completes a transaction in which it sells or otherwise ceases
to own a business unit, subsidiary, or division representing
30% of its consolidated revenues for the most recently
completed fiscal year, Executive shall thereafter be entitled
to full retirement benefits hereunder (i.e. 60% of Base

- Compensation) upon his termination for any reason,
regardless of age or length of service, which benefits shall
be in addition to any other benefits 1o which Executive is
entitled upon such occurrence. While such a Change in
Control gives the Executive the option to retire early
regardiess of age or length of service, the Executive may, at
his sole discretion, choose to continue working for a period
of time before exercising such option.

Payment: Unless Executive chooses one of the altemative forms of
payment listed below, payment of his retirement benefits
will be in accordance with the normal payroll practices. If
HEALTHSOUTH fails to provide payment in accordance
with the selected schedule and remains delinquent for a
period of 10 business days following receipt of written
notice from the Executive (made in accordance with the
provisions of Section 18 of the Employment Agreement),
HEALTHSOUTH shall pay a penalty equal to three times
the amount owed.

Forms of Payment: Executive's choice of alternative forms:

. Single Life Annuity

. Single Life Annuity with 10 year guarantee
. Joint and Survivor Annuity (50% or 100%)
-

Lump Sum
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. Payment of present value of retirement
benefits in 5 equal annual installments

Death Benefit: For death prior to benefit commencement date and for death
following benefit commencement date, Executive's estate
will receive the annual retirement benefits payable hereunder
(as if Executive had not died) for a period of 5 years

Actuarial Assumptions: Pre-age 60 commencement and alteroative forms of payment
adjusted on an actuarial equivalent basis:

. interest rate - 30 year Treasury rate
. mortality assumption - 1983 GAM Table

Unfunded Status: Plan is an unfunded, unsecured obligation of
HEALTHSOUTH, but HEALTHSOUTH wmay elect to fund
on a tax-neutral basis to Executive
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EXHIBIT B

FOUNDER RETIREMENT BENEFTIS PROGRAM

In recognition of the significant contributions of the management founders of
HEALTHSOUTH Corporation, upon their retirement from the Corporation, the Corporation shall
provide the following benefits to each of them for the remainder of their natural life or until their
written election to cease receiving them:

. Health Benefits. The Corporation will extend its regular Employee Health Benefit
Program, as it may exist from time to time, to cover the retired founder, and his spouse,
for the remainder of their natural lives, with the founder continuing to bear the cost of
dependent coverage. When the individuals become eligible for the Medicare program, or
any other such government-fuuded health benefit, the HEALTHSOUTH benefit program
will become the individual's secondary coverage.

. Insurance. The Corporation will allow the retired founder to continue to participate in any
of the Company's voluntary insurance programs, as they may exist from time to time, until

age 72.
. Split-Dollar Policy. The Corporation will continue to pay the premiums on the retired

founder's existing split-dollar life insurance policies {or any policies issued in substitution
therefor) until such founder reaches age 65 or until the policies are fully paid, whichever
comes first.

. Stock Options. The Corporation will waive the normal option termination period for the
retired founder, so that all vested option graots will continue for the term of the original
grant period.

. Travel. The Corporation will allow the retired founder to utilize the Corporation's travel
department to make personal travel arrangements. In addition, the retired founder will
also be able to use the Corporation's aircraft, at no cost, if the aircraft is already scheduled
for the trip and there are seats available. Otherwise, the retired founder will be allowed
to use the Corporation's aircraft at the standard use rate, including direct and indirect
expenses.
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10-07-03 04:58pm  From-SASMEF LLP 2023717886 T-041  P.001 F~366
Page 10f 1
From: Qwens, Bill
To: Serushy, Richard Tab 23
Subject: EW:
Date:x 02/01/2002 12:46:10 pM EST

---—-Original Message-—--

From: Jones, Susan

Sent: Friday, February 01, 2002 8:27 AM

To:  Owens, Bill; Horten, Bill; Taylos, Larry: Smith, Weston
Subject:

This is the latest version of the DOJ powerpoint slides for our discussions
today.
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Hemard, Casey

From: b daut [b_daut@hotmail.com}

‘ent: Tuesday, October 14, 2003 5:02 PM
.H Hemard, Casey

Subject: Fwd: Re: Current Stock Action

Tab 24

>From: "Scrushy, Richard” <rscrushy@healthsouth.com>
>To: "'b_daut@hotmail.com'" <b_daut@hotmail.com>
>Subject: Re: Current Stock Action

>Date: Fri, 8 Nov 2002 16:31:24 -0600

>

>We did well today with the pressure healthcare had. Tenant traded 93m
>shares. Hrc will do well over time. We will recover. I have a large
>position

>and I will do everything I can and is possible to build wealth for all
>shareholders. Don't forget the goverment cut was not our fault but we will
>do everything we can to reduce the impact. Hold on would be my advice and
>accumulate if possible. I believe we have a great company and time will
>prove just that. Thanks rs

>Sent from my BlackBerry Wireless Handheld (www,BlackBerry.net)
>Confidentiality Notice: This e-mail communication and any attachments may
>contain confidential and privileged information for the use of the
>designated recipients named above. If you are not the intended recipient,
>you are hereby notified that you have received this communication in error
>and that any review, disclosure, dissemination, distribution or copying of
>it or its contents is prohibited. If you have received this communication

in error, please notify me immediately by replying to this message and
>deleting it from your computer. Thank you.

Send instant messages to anyone on your contact list with MSN Messenger
6.0. Try it now FREE! http://msnmessenger-download.com
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From: mhﬂ&awhhnrsch@ﬁxlbnght com> Tab 25

Sent: siday

To: LDavis@PattonBoggs.com, AGoldberg@PattonBoggs.com, ehanson@usstrategies.com, Hervey,
Jason, rpmay@aol.com, bobmay9788@msn.com, jlpoweli@webershandwick.com,
state@webershandwick.com, bschwartz@webershandwxck com, michael deaver@edelman.com,
hollis.rafkin-sax@edelman.com,

Subject: Re: Urgent--Privieged Attorney Client and Work Product

Thadocuiment will be'presentad o the Board sn Tuesday moming
~hmh

Hal M. Hirsch, Partuer

Fulbright & Jaworski, LLP

666 Fifth Avenue

New York, New York 10103

(212) 318-3105 (dir.)

(201) 788-9800 (cell}

(212 318-3400 (fax)

hhirsch@fulbright.com
This email ge and any attach s are for the sole use of the
intended

recipient(s) and contain confidential-and/or privileged information. Any
unauthorized review, use, disclosure or distribution is prohibited. If

you

are not the intended recipient, please contact the sender by reply email
and

destroy all copies of the original and any attact

: yQDavxs@PattonBoggs com>

To: ‘hhxrsch@fulbnght com' <hhirsch@fulbright.com>; Goldberg, Adam
<AGoldberg@PattonBoggs.com™; ‘ehanson@usstrategies.com’
<ehanson@usstrategies.com™; ‘jason hervey@healthsouth.com’
<jason.hervey@healthsouth.com>; 'rpmay@aol.com’ <rpmay@aol.com>;
'bobmay9788@msn.com’ <bobmay9788@msn.com>; 'jlpowell@webershandwick.com’
<jlpowell@webershandwick.com>; 'state@webershandwick.com’
<state@webershandwick.com>; 'hschwartz@webershandwick.com'
<hschwartz@webershandwick com>; 'michael. deaver@edelman.com'
<michael deaver@edelman.com>; hollis rafkin-sax@edelman.com’
<hollis.rafkin-sax@edelman.com™; 'rscrushy@healthsouth.com’

<rscmsh @healthsouth.com>

Talked to RS for one hour late tonite and conferred with Bob May too. RS

iat T Req; by HealthSouth Corp. HHEC 500-00134



272

now
leans in favor of public release of complete Fulbright Report on Wed am
after presentation to Board on Tues. Bob May agrees.

Thisdsof coursesubject-ta everyone on this:enail fist hearing the®
readindull by Hal:some time onMondayssand: péihiaps reading along itk

Hil
ifthecan:emailusipenultimate:draft; as he has indicated 1o dne-s

In my opinion, after discussion with most of you Sun nite, just
releasing

the first section on methodology and just last paragraph clearing RS
will

fack context and credibility. I also believe once everyone hears the
full .
factual chronology in the Fulbright Report, all will conclude that it
needs

10 be available to shareholders and the public, and that it provides a
critical basis for accountabiity and remediation by the
Board--something

shareholders are demanding and the press is waiting for. Not releasing
it

also will look like a pullback on our prior commitment to
transparency--with

fittle credible explanation.

Adam--please set up-confeall with:all on the-above emaitlist so-thaty
Hal.

can read:the.report:to:allfirst thing in‘ath. I will be out of town and
returning to DC at 2 pm EST. I propose a second conf call at 4 pm EST
to

reach final judgments on strategy.

This e-mail message contains confidential, privileged information
intended

solely for the addressee. Please do not read, copy, or disseminate it
unless you are the addressee. If you have received it in error, please

call

us (collect) at (202) 457-6000 and ask to speak with the message sender.
Also, we would appreciate your forwarding the message back to us and
deleting it from your system. Thank you.

To learn more about our firm, please visit our website at
http://www pattonboggs.com.

ial T Requested by H Corp.

HHEC 500-00135
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JONES, DAY
e @o02/014
- JONES DAY
51 LOUISIANA AVENUE, N.W.
WASHINGTON, 0.C. 20001 -2113
TELEPHONE: 202-879-3988 » FACSIMILE: 202-626-1700 WRITER'S DIRECT NUMSER:
202-879-3888
Jjerose@jonesday.com
Tab 26
October 7, 2003
VIA FACSIMILE

The Honorable Jim Greenwood

Chairman, Oversight and Investigations Subcommittee
U.S. House of Representatives

Commitiee on Energy and Commerce

2125 Rayburmn Home Office Building

Washington, D.C. 20515

Dear Mr. Chairman:

1 am in receipt of your recent letter requesting that my client, Richard M. Scrushy, appear
and testify before the Subcommittee on Oversight & Investigations next week. Mr. Scrushy will
appear voluntarily at the hearing on Thursday, October 16, 2003 at 9:30 am. as you have
requested, and therefore will not require a subpoena.

For all of the reasons that I explained in my September 24, 2003 letter to you, however,
‘which I am attaching for your reference, he will not answer any questions and will instead assert
his Constitutional rights under the Fifth Amendment not to testify. Nor will Mr. Scrushy be
submitting a written statement in advance of the hearing as you invited him to do.

‘We are disappointed that the Committee has not seen fit to comply with our request that
Mr. Scrusby's testimony be postponed until the lusion of the criminal investigation so that
he would be able to testify fully and answer the Committee's questions, The timing of this
hearing, coming as it does at a very sensitive stage of the ongoing criminal investigation, leaves
him no choice but to exercise his Constitutional rights under the Fifth Amendment.

We will ses you at the hearing next Thursday.

Sincerely yours,

dp R fod

Jonathan C. Rose
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JONES DAY
51 LOUISIANA AVENUE, N.W.
WASHINGTON, D.C. 20001-2113

TELEPHONE; 202-879-3938 » FACSIMILE: 202-626-1700 WRITER'S RIRECT NUMSER)

. 202-879-3888
Jjerose@jonesday.com
September 24, 2003
The Honorable Jim Greenwood

Chairman, Oversight and Investigations SubCommittee
U.S. House of Representatives

Committee on Energy and Commerce

2125 Raybumn Home Office Building

‘Washingron, D.C. 20515

Dear Mr. Chairman:

The purpose of this letter is to request on behalf of Mr. Scrushy that his appearance
before the Committee schednled for Wednesday, October 8 be postponed until the conclusion of .
the criminal fraud investigation of HealthSouth by the U.S. Attorney for the Northern District of
Alabama. As stated below, if the requested postponement is not granted, Mr. Scrushy will
voluntarily appear at the date and time stipulated and will not require a subpoena.

The requested postponement would not unduly inconvenience the Committee which, as-
far as we are aware, has no legislation currently pending before it nor any specific deadline for
the completion of its HealthSouth investigation. However, the conclusion of the U.S, Attomney’s
criminal investigation would free Mr. Scrushy to testify fully to the Committee about the entire
history of and current events at HealthSouth, It would also avoid intrusion by the Committes
into the middle of the U.S. Attomey's invi ivep at a very delicate stage.

Mr. Scrushy has nothing to hide from this Committee or the public. Indeed he
cooperated as fuily with the Committee's investigation as he reasonably can, given the pending
criminal investigation. He has given the Committee full acoess to all his relevant documents,
and is prepared, prior to the completion of the criminal investigation, to give either sworn
tesumony to the Committes, subject to use immuniry, or to be interviewed by the Committes or
its staff. The Comumittee's publicity agent, Mr. Ken Joh has i 1y ch rized the
foregoing as a search for some sort of "sweetheart deal”. It assuredly is not that. Rather, itisa
sincere effort by Mr. Scrushy to provide the Committee with all relevant information, if
information is what it truly seeks.

&

However, we have been advised that the Committee is unwilling to accept Mr. Scrushy's
testimony either on a use immunity basis or, to make appropriate arrangements to interview him
informally "because the Justice Department would object.” We do not know if this is truly the
Justice Department's position, but it underlines the central problem we face as Mr. Scrushy’s
counsel. Mr. Scrushy would very much like to tell his story and the sconer the befter. However,
all of us have seen the staff of this Committee woxk on past hearings in conjunction with the

(’!{

PSR - PANCARS o £ EVRT AR -« RIRLUMBUS - DALLAS » FW\.IT\*WMG » HOUSTON * (RVINE « LONDON + ws‘m.s MADRID « mm

(P — @o03/014
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JONES DAY
The Honorable W.J. "Billy” Tauzin
September 24, 2003

Page 2

Department of Justice to create "perjury raps" and other snares for grand jury targets involving
alle:'gedly inconsistent sworn sta;}e);nents on wholly collateral matters. We do not hel_xeve thatisa
legitimate function of a congressiopal investigation. Noris testimonyiunder these circumstances
a risk that competent counsel can recommend to s client currently su_bject' to L ongoing cnmmal
investigation. For these reasons Mr. Scrushy will be forced to exercise bis 5 amendment rights
if his appearance is not postponed as we have requested.

‘We are of course aware that this sort of prudent legal advice aimed at avoiding petjury
traps often leaves many false allegations in the national media unpanswered and thereafter often
repeated. For that reason we concurred with Mr. Scrushy's decision to give Mike Wallace an
exclusive intexview on 60-Minutes without lawyers present and with no questions barred. That
interview will air this Sunday, Septernber 28. Given the Commitiec’s determination not to
interview Mer. Scrushy on a similar basis, we trust that interview will serve any immediate public
need for information from bim. .

This leaves the question of the propriety of the Committee's demand that Mr. Scrushy
appear before it simply so that he can be compelied to assert his constitutional rights on national
television and be subjected to whatever punitive rhetoric members may choose. This issue is not
new. Indeed, it dates back to the so-called rod-baiting or MoCarthy era of the late 1940's and
50's. After that short period of abusc, morc enlightened Congressiona! rules until very recently
prohibited the public browbeating and humiliation of C i i on national television
after they notified 2 Committos of their intention to assert the Fifth amendment. The partisan
fervor generated by the Clinton fundraising scandals stimulated the abandonment of these

- protections and a retum to prior, more primitive practices. ’

Recent articles in national publications have suggested that this Committee’s hearings on
corporate scandals are primarily geared toward atiracting the broadest pessible publicity. Last
summer, /.8 A. Today published & penetrating analysis (copy attached) headlined “Rep. Tauzin
Tums Business Scandals Into Must-Ses TV.” The article laid out the now familiar strategy of
the Committes’s publicity staff: “dribble out damaging documents, orchestrate hearings down to
camera angles, and put the panel’s 57 numbers to work pmnmeling even silent witncssés.”

While prior cheirman John Dingell has statcd, “There’s nothing like a good public
hanging,” many thoughtful critics disagree. They state in the article the Committee’s current
focus on “media attention and public humiliztion has helped twrn the process into a circus.”
Other parts of U.5.4. Today’s piece deplore C ittee press confs “from which no one
will recover” and further speculate about the multiple motives of member exposure, fundraising,
and evep retaliation underlying some of these hearings.

It is not necegsary to agree with any of these speculations to deplore the process on which
the C ittee soome ly emharked. As the Washington Post editorialized (copy attached)
when the corporate scandal hearings first began, “Congress should not be forcing any witness to




276

10/97/03  17:16 FAX JONES, DAY

e — oos/014

JONES DAY
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testify solely in order to have television cameras filming their refusals. The wholg ideg of
Congressional hearings is that they elicit information that can then be used for legisiation.. ..
There is no legitimate purpose in creating a spectacle .. ™

However, a8 much as we may deplore it, we recognize that it is well within the power of
this Committee to insist upon a spectacle if it wishes to do so. We therefore give ourassurance
to the Committec that Mx. Scrushy will appear here on the date and time set by the Comumittee if
it wishes him to be here and that it will not be 'y, as its spok Ken Johnson -

colarfully expressed it, to “wallpaper his house with subpoenas™.!

We would simply point out that many investors and employees of HealthSouth have
already suffered from the massive publicity given to government claims which have greatly
exaggerated the size of the frauds at HealthSouth. In additiop to rumors of bankruptey and -
widespread layoffs, these allegations drove HealthSouth's stock price from $3.91 to 10 cents and -
off the New York Stock Exchange thereby damaging countless investors. The truth has only just
now caught up and the stock has fully recovered. Co

Indeed, the Committee’s continued references to the so-called financial collapse at
HealthSouth on its website and in press releases appear aimed at stimulating press hysteria about
the company, rather than 2 factual analysis of its true situation, A company with a projected
operating margin of 16.%, with projected EBITA of $650 million on consolidated net revenues
of $4:1 billion is an exceedingly healthy company - hardly one on the verge of financial collapse.
One can only hope that the Comumittee, in its proposed hearings. will attempt to avoid further
damage to the Cumpany through additional unwarranted negative publicity.

‘We are confident that Mr. Scrushy’s conduct with respect to HealthSouth will be )
vindicated. Further, any unjustified humiliation he might temporarily experience at the bands of
the Committee will be insjgnificant compared to the losses many shareholders and employees
beyond himself have suffered. However, we submit that the Committee through what USA
Today has characterized as its impatient search “for media exposuze . . . with little concern for
the objective facts or faimess” will further undermine public confidence in the integrity and
justice of the political process in general and the Congress in particular.. This is a prospeot
which none of us can regard with any enthusiasm. '

' Birmingham News, Tune 26, 2003, p. 1-D. (copy attached).
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Thank you very much for your consideration of our postponement request.

Sincerely yours,

JZ‘L <. ZQL.
Jonathan C. Rose

@ooe/014
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Rep. Tauzin turns business scandals into must-see TV ; Aggressive tactics

have plenty of fans, critics:[FINAL Edition]
Jayne O'Donnell. USA TODAY. Mcpean, Va.: Jul 26, 2002. pg. B.01

Abstract {Arficle Summary)
" . i ' i i bund
Despite the naysayers, there's little question [Billy' Tauzin] has resuscitated a _p?ne! that was largely morl I
. aﬂerp Republica);'ls {:ok over the House in 1894, {'s too early to compare Tauzin's tenure wnh [John Dingelf]'s 13-,
year reign, but many belleve it will be hard for Tauzin to stack up. .

With a Bell unit providing local phone service snd a non-Bell fong-distance business, Qwest was confilcted over
Tauzin's telecom bill, which would require it to build costly high-speed Internet fines everywhere it operates,
including sparsely populsted areas. Tauzin's bill, co-sponsored by Dipgel!. passegi the House handily on Feb.
27, But many members from areas where Qwest operates voted sgainst i, angering some of the committee .
staff, according to peopie familiar with the situation. Qwest received an officlal istter within two weeks notifying it
of an Energy and Commerce probe.

GRAPHIC, B/W, Source: Center for Responsive Politics (CHART); Ready for his close-up: Fox News' Grigory
Khananayev, standing, gets Rep. Billy Tauzin ready for an interview last week in the Cannon‘Hpusa Office
Building. Tauzin is a master of using the media to get his message out. On the go: Billy Tauzin walks with
commiftee spokesmen [Ken Johnson] between appointments in the House office buildings on Capitol Hill.

Full Text (2047 words)
Capyright USA Today Information Network Jul 26, 2002
WASHINGTON - Comporate executives sit et a table - some defensive, some contrite, sorme mute, all

uncomfortable ~ staring up at fist-pounding, paper-rattling members of the House Energy and Commerce
Committes.

As corporete scandals have unfolded, 8 number of House and Senate committess have held hearings with
simiiar scenarios. But no one has turned humdrum legislative process into made-for-TV melodrama like Energy
and Commerce Chairman W.J. "Billy" Tauzin, :

His strategy: Dernand and then dribble cut damaging d s, hearings down fo camera angles
and put the panel’s 57 members to work pummeling even silent witnesses. it's encugh to strike fear in the hearts
of businesses sverywhere. . o

To those who believe public embar isa to white- collar crime, the committee is doing
yeoman's work. As John Dingell of Michigan, the committee's ranking Democrat and former chairman, itkes to
say, "There's nothing fike a good public hanging.”

But critics say the committee's emphasis on media attention and public humiliation has helped turn the process
Into & circus with littie follow-through once the cameras go away. . .

Tauzin, a Louisiana Republican who was once a Democrat, says his efforts have chenged the way CEOs and

. comporate directors view their responsibilities. Committee spokesman Ken Johnson — nicknamed "Congressman
Johnson” for his prominence in the media - says the pansl deserves cansiderable credit for the ouster of at
least six CEOs, the guiity verdict against accounting giant Arthur Andersen and the attention to possible illegal
trading on inside information at biotech company imClone. .

While Congress goes on its August recess, there will be littis rest for committee investigators, who will comb
through documents from companies they are investigating. Then, in , Tauzin and investigations
Subcommittes Chairman James Greenwood, R-Pa., may ratchet up their probes with a hearing a week.
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i he nearly two years he has
59-year-old lawyer and amateur actor, Tauzin has been a fixture in the media for ¢ /WO )
':een-yrﬁnning the corporate inquisitions - dating back to the Firestone tira/Ford Explorer hearings in fall 2000.

) ien i iti i i lenting
With what friends and colleaguss describe as a razor-sharp mind and biting wif, th.e colforful Cajun is uniel

with hearing witnesses and egver—ready with sound bites for reportsrs. But he dismisses talk that he'smore of a
showman than & legislator. He says his skin is as thick as that on the faux alligator head on his-office coffee

table. .

“"The thing | dislike most about this mWn is that everyone finds & reason {o get in your way when you're doing
your job,” Tauzin says, "We have an cbligation here.”

Whife some in business recognize Energy and Commerce's approach as good public refations that they happen
to be on the wrong side of, others say the committee's quest for ink and aiftime has a dangerous downside.

In vne much-criticized move, Tauzin announcad at his third Ford/ Firestone hearing that seven of about 60 tires
Ford was using to replece Firestone tires might be more dangerous than the ones that were being taken off. The
fist of repl; tires was rel d with no indication which ones were suspect.

The National Highway Traffic Safety Admini p anir igation info one tire but closed it withaut a

. recall, Ford volunterily took a tire off the replacement list - a move Johnson says shows the commitiee did the
right thing. Ford wouldn't commaent, but people familiar with its position say the company was livid that the
commiltee risked scaring people away from cocperating with the recall.

Cutting through the politics

-Buz his supporters say Tauzin is the right kind of chairman for taday.

A"He's a pre-eminent legislator and never, ever makes & move without being fully informed," says Hersche!
Abbott, a longtime friend who is BeliSouth's vice president of governmental sffairs. "He is a lerger-than-iife
personglity and uses humor better than anyone [ know to make his point.*

With Enran, "It hasn't always been clear what was going on and who was invoived, but they cut through the

paiftics and the saphisticated finance to get to the heart of what all this means to average Americans,” Sen.

Peter Fitzgerald, R-Hil, says of Energy and Commerce. Tauzin "has really done a stellar job of orgenizing his.
- committee’s investigations, calling the right witnesses ta testify and asking the right questions.®

Greenwood says Justice Department and Securities and Exchange Commission probes of corporate
wrongdoing take too long and ere too secretive for most pecple. By opening portions of their Investigations, the
ittes provides a valuable service, he says. "My view is that we need to send 8 big, big messags to

Corparate America that Congrsss is watching.” . '

Same investors agree. "Our justice system is based on the theory of innocent untit proven guitty. | don't think
applies to congressional hearings, especially when all signs ciearly point to malfeasance among the corporate
executives,” says Mike Gibson; a sales director for Hiton Hotels. "These executives should be held accountable
for misusing their positions.*

Tauzin honed his hearings skills before he was committee chairman, when he led the Firestone/Ford
subcommittee hearings, which resulted in some great television. Photos of crashed Explorers were positioned in
the hearing room so that they were in every shot as former Ford Motor CEQ Jacques Nasser testified. When
former Bridg e/Fi CEOM hi Ono testified, his face was often captured through a teftered tire
positioned in frant of him.

Tauzin also points out that the committee produced tire-safety legisiation at breakneck speed. The sweeping law
requires, smong othar things, that and ti report defects di lin the USA and other
gountries and lewsuits or claims that show a safety problem —~ or fisk going to jail.
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i ising their right hands
But Energy and Commerce members have long believed photos of alieged b_ad guys raising
before Crgxgress can be as effective deterrents as new laws. "Results come in many different fom:s aqd
fashions,” Tauzin says. *| don't believe govemment ought to be solving every problemn-in America. o

Defense tawyers critical of tactics

it i i testify before the
Many defense lawyers are sharply critical of the practice of dragging executives who refuse to
panely. Some sa;vge practice merely helps mernbers impress the folks back home with s!aten_\ents and
questions to silent witnesses. o

‘ ) Fifth Amendment
*l don't betieve they should require the presence of witnesses who they know will assert their Fifth Amendr
rights in order to humnifiste them in a public setting," says Washington lawye.r,‘Roberl Bennf& who represénts
Enron. "This does not advance the factual inquiry or the legislative or ght gosls and the
congressiona! process.” ’ .

Some folks back home agree thet it amounts to non-productive grandstanding. ™ think tis a waste of ime and
my money to have them go to D.C. and stage this for the cameras,” says South Dakote- based air hzaﬂﬁc
controller Bob Huggins, ™if the politicians want to campaign . . . pay the money and advertise onTV!

Rusty Hardin, who defended Arthur Andersen i its criminal trial, says pretrial publicity by Energy and '
Commerce helped poison the well of potentia! jurors. . .

"1 think that committee's use of documents is outrageously unfair. , . . They did it with Andersen, and they're
doing i with WorldCom,” he says. "l don't know the facts {on WerldCom), but they don't either. They have a 3
buneh of documents, which they get by subpoena. And without investigating, they're giving press conferences
from which no one will recover.* . ’

Says Tauzin: "If | lost the case, I'd be looking for an excuse, too.”
Despite the n ,‘ yers, there's little question Tauzin has resuscitated a panel that was largsly morbund-after

Republicans took over the House in 1994, t's to0 early to compare Tauzin's tenure with Dingell's 13-year reign,
but many believe it will be hard for Tauzin to stack up. :

Under Dingell, the panel helped send 13 Food and Drug Administration and industry officlals o jall, heiped bring
down junk bond king Michael Milken and lad the charge against Defense Department procurement scandals.

It's alse too soon to know what Tauzin's role, if any, will be in the prasecution of officlals from Enron to
WordCom. In an early sign of victory, Johnson cites the committee's discovery and release of an e-mail by
Andersen attomey Nancy Temple to Arthur Andersen Enron auditor David Duncan suggesting he doctora’
statement eriticizing Enron's accounting. The e-mail wes cited by jurors as the tuming point in their decision fo
convict Andersen. N

Itis clear that Energy end Commerce's authority and visibility have made it one of the most highly sought-after
committee assignments. Tauzin says at least 80% of the last incoming freshman class asked to be named to the
panel. He says it's because of the panel's reputation and scintiliating work, but the money can't hurt either.

Energy and C: more corporate and individual contributions than any other House
commitise members during the 2000 election cycle and so far this election periad, according to the Center for
Responsive Politics.

Qwest could be next target

Energy and C hes taken advantage of ~ some say stretched the bounds of - ths broadest committee '

lurisdiction in Congress. "We can literally investigate most anything that happens in the country,” Tauzin says.

The next to feel that investigative zeal may be Qwest Communications. In February, the commitiee's
investigations subcommittee was starting to look into tel panies’ i ing practices just
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as 3 House vote an Tauzin's prized bill to further deregulate locai phone service was jooming. Just days before
the vote on the bill, Qwest, the one regional Bell company that wasn't actively lobbymg‘for the bill, was o
d with a letter, ped "draft,” asking for extensive documents on its accounting.’A formal investigation.

Pr 3
might not have to be opened, Qwest wes told.

With a Bell unit providing local phane service and a non-Bell long-distance business, Qwest was conflicted over
Tauzin's telecom bill, which would require it to build costly high-speed Internet lines everywhere it operates,
including sparsely populated areas. Tauzin's bill, co-sponsored by Dingell, passed the House handily on Feb.
27, But many members from aress where Qwest operates vote against #, engering some of the committge
staff, according to people familiar with the situation. Qwest received an official letter within two weeks notifying it
of an Energy and Commercs probe.

People familiar with the discussions say thers were no overt threats. Johnson says the company's lack of
lobbying on the bili was not connected to the probe. He says the committee asked infarmally for documents and
then opened an investigation after the SEC did so In early March,

"Did we twist some arms during the Tauzin-Dingell debate? Sure. But thers was never any implied or expressed
. quid pmmquos as far as Qwest was concemed.” says Johnson. "If's just a coincidence.” Qwest would not
comment,

Now, Qwest joins WorldCom, Global Crossing and ImClone on the list of companies that may be the subject of
" hearings when Congress returns in Sef . ‘

With their dual roles 5 legish and i { Energy end C y wield considerabie clout.
Sorme say it goes too far, but Johnson says Tauzin wouldn't allow the committee of its staff to abuse its power.

" Adds staff directar David Marventano: *We could have investigated everyone who came out against us on
Tauzin-Dingel, but we didnt” s v .

TEXT OF BIO BOX BEGINS HERE
" About W.J. Billy’ Tauzin

Career: Member of the U.8. Hause of Rep ives 1980- p ; chai . Energy and Commerce
Committee since January 2001; member, Resources Commitiee; lawyer; former state legistator

Age: 59

“Familly: Married; five childran from first marriage

Hobbies: Hunting, ﬁsﬁing. comedy theater

Last book read: A Confederacy of Dunces by John Kennedy Tools
Favoritt_a book: The Brothers Karamazov by Fyodor Dostoyeilsky

Bnok.;» he's viritten: The National Retail Sales Tax, a propesal to abolish federal i
a Cajun cookbook preposal to aboti eral income tex, and Cook and Tel,

Book he's writing: A novel Involving a one-legged stripper

Contﬁbuﬁnq: Greg Farrell
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PHOTO, B/W, H, Darr Beiser, USA TODAY; Caption: Ready for his close-up: Fox News' Grigory Khananayev,
standing, gets Rep. Billy Tauzin ready for an interview last week in the Cannon House Office Building. Tauzin is
a master of using the media to get his message out. On the go: Billy Teuzin walks with eommrttee spokesmnan
Ken Johnson be!ween appointments in the House office buildings on Capiw! Hill.
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MNEWS STYLE SPUﬂYé i CLASSIFIEDS HMARKETYPLACT
In Defense of Kenneth Lay

Febmary 12, 2002; Page A24

FORMER ENRON chairnan Kenmeth Lay is due to testify today before g Senate
pavel. He has aiready announced that he will assert bis Fifth Amendment right to
remain silent, so you might wonder what the point of going through the entire exercise
will be. How naive. It will serve three very critical purposes: Getting sepators on TV,
getting senators on TV and getting senators on TV. Ob, yes. It will also bumiliate a

itness who lest forget, innocent until proven guilty. Mr. Lay isn't a
sympathetic figure; nor are the Enron executives who were dragged up to Capitol Hill
by a House subcommittee to take the Fifth last week. But the attractiveness of the -
witnesses is not the issue. Congress should not be forcing any witnesses to testify solely
in order to have television cameras filming their refusals. The whole idea of
congressional hearings is that they elicit information that cap then be used for
legislating. When members know that a witness is not going to provide information,
there is no legitiate purpose in creating a spectacle. The idea is for the members to
appear to be holding the witnesses' feet to the fire, and to impute guilt to them through
their refusal to answer questiops. That may be fim for the members, but it tarmishes an
mpuﬁant constitutional protection. There are, afier all, Jegitimate reasons why an
innocent — or largely innocent - person might decline to testify under the current
circumstances.

Admittedly, this sort of grandstanding has 2 long history. But not a1l congressional
investigative committees have stooped to it. Sep. Sam Ervin, who chaired the Senate’s
Watergate investigation, refrained. That's the way to go now, too, An investigation with
a lot of ground to cover shonldn't waste time putting on a show —~ even to shame Mr.

Retum to Search Resulis

s g (ONpost < NEWS STYLE SPORTS CLASSIFIEDS MARKETFLACE
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PANEL DEMANDS SCRUSHY RECORDS EX-CEQ ACCUSED OF STALLING PROBE

June 26, 2003
Section: Business
Page: 1-0
*MARY ORNDORFF News Washington correspondent

WASHINGTDN Congressional investigators on Wednesday accused Richard Scrushy
of dodging thefr request for décuments and threatened to force the former
HealthSouth chief to provide the records.

"We got & song and dance from Mr. Scrushy’s attomey today but not the documants we

wanted,” said Ken Johnson, a spokesman for the House Energy and Commerce Committee. "Mr.

Scrusl\y must tum over everything we heed to conduct our investigation, or we will wallpaper
. his house with subpoenas.” -

But Su-ushys attorney argued there was an agreement with the committee staff to provide
only an index of the records they've asked for, and not the full 30 boxes, Jonathan Rose said
the index was being delivered to Capitol Hitl ‘Wednesday night.

“He s in no way evadmg the committee’s document request, and anybody that says he is flatly
inaccurate abuut it," said Rose, a Washington-based lawyer for Scrushy.

Serushy was ‘asked two weeks ago to pruvide alt of his recurds related to HealthSouth, its
business partners and his private companies. The deadt , and said
the index was inadequate, . .

The committee, chaired by Rep. W.J. “Billy” Tauzin, R-La., s known forits highly publicized
interrogations of wealthy corporate chieftains whose comp have crumbled under
accounting fraud. The committee plans a hearing on HealthSouth for later this summer.

Cdngressmna( investigators have expressed a special interest in whether Scrushy orchestrated
the fraud that so far has snagged 11 criminal convictions of former executives, including those
of every chief financial officer in the companys history.

The Securities and Exchange Commission and federal prosecutors allege HealthSouth inflated
eamings and assets by $2.5 billion since 1997. Scrushy has not been charged with a crime,

There is also a dispute over the reason Scrushy gave for not tumning over copies of the records.
Johnson sald the Scrushy lawyers provided a “sad story” that it would be a financial burden.

“Frankly, 1 am flabbergasted that Mr, Scrushy, who has hired an army of lawyers and who has
made several hundreds of miltions of dollars in selling HealthSouth stack over the years, would
represent to this committee that he does not want to incur costs associated with copy ing
dotuments that are responsive to our requests, That is unacceptable,” said Rep. James
Greenwood, R-Pa., and chairman of the investigations subcommittee.

But Rose countered that the committee is asking for documents that were either provided to
Scrushy by the SEC during an earlier court hearing or already turned aver ta the committee by
HealthSouth's farmer accountant, Emst & Young

“We offered to have them come down here and inspect them and tell us which they would tike
copied,” Rose said. "Once they decide what they want, as long as it's a reasonable number of
documents, we'll be happy to copy them.”
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Finally, the two sides differ on what “personal” information Scrushy is required to provide. The
committee’s definition of records includes e-mails, appointment baoks and diaries, and
investigators specifically asked for anything related to Scrushy's other companies, such as
Marin inc. But Rose said it would provide information only related to HeatthSouth Corp.

“Unfortunatety this appears to be a public relations exercise by the committee,” Rose said. i
was trying to deal with it as a serious legislative inquiry.”

All cantent © 2003- THE Birmingham News (AL} and may not be republished
without permission.

Alf arehives ore hosted by NewsBank Media Services,
@ division of NewsBank, inc.
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TELECONFERENCE OF HEALTHSOUTH CORPORATION

3D QUARTER FINANCIAL RESBULTS

Neovember 5, 2002
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1 MR. BCRUSHY: Thank you very much :
2 and I'd like te thank evexyone for dialing

3 in today the HealthSouth third guarter

4 conference call. I'd like to begin by

5 gtating that third guarter was a challenging

[ . guarter for the ceoumpany. The introduction

7 of Transmittal 1753 certainly had an impact

8 on the company. We had the negative press,

g a lot of bad press on the company, which
10 created some problems Lor us in terms of
i1 referrals, and so we took a2 hit in that
12 particular area.
13 The revenue increased by about 3
14 percent. That's excluding divestitures
15 versus third quarter of last year. The

16 impact, really where we were hurt the most,

17 was in the outpatient area. We had a 14

18 percent reduction in volume resulting in

19 about a 17 percent reduction in revenue
20 decline. This, of course, was due to lower

21 reimbursement, the Transmittal 1733 jimpact,
22 which that shows up in the pricing. Bill
BETA REPORTING
(202} £38-2400 1-800-~522-2382 (703) 684-2382
HHEC 581-0003

Canfidestial Treatment
Requested by HeahtSouth Corp.
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1 Owens will talk about that in a moment, '
2 which is about an 11 percent reduction in

3 pricing. So you had a 14 percent reduction
4 in volume driving a 17 percent reduction in
g revenue in that particular area. But

& there's a lot of good news we're going to

7 talk about as well in other divisions, and

8 we'll walk you through that in a mwmoment and
9 go through all the statistics.

10 As we had a lower revenue number
11 we had an increase in our A.R. days. But if
12 we¢ were ahle to keep those revenues flat we
13 would have shown only a very slight

14 increase. We had about an $18.5 million

15 increase in A.R., s0 our reduction, if we

16 hadn't have had -- without the reduction in
17 revenue we would have had about an 80.5 days
18 in A.R. But with the reduction it actually
13 drove it up to B86.5.
20 Now there were a lot of positives
21 in this challenging guarter. Outside of the
22 outpatient rehab all of the business lines

BETA REPORTING
(202) 638~-2400 1-800-522-2382 (703) 6€8B4-2382

HHEC 581-0004
Confientiat Treatment
Requested by HealthSouth Corp,
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1 had higher revenues versus third guarter of ’
2 last year. Inpatient revenue was actually

3 up 12 percent versus third quarter of last

4 year. Same-store volume growth and

5 inpatient diagnostic and surgery, we had

[ double-digit growth in inpatient revenues.

7 Now pricing increased over third

8 guarter of last year in the inpatient and in

g the surgery area. I think something very

10 important here is that the company had a net
11 debt reduction of $111 million in the
12 quarter even after buying back $31 million

13 of our stock. Obviously we were in the

14 market buying stock back as our pricing went

15 down . So we would have pushed $§140-plus
16 million in debt reduction had we mot spent
17 the %31 million on our stock. So very

18 strong in that respect and so there are sowe
19 very good positives here that I think we

20 need to take a look at.

23 Now I want to ask Bill Owens, our
22 CEO, to walk through the financial

BETA REPORTING
(202} €38-2400 1-800-522~2382 (703) 684-2382
HHUEC 581-0005

Confidentisl Treatment
Reqatsted by HeslthSouth Corp.
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have a iothgeing on but { need some kind of information Thanks. | can be
reached at B/946-4846 pin 1439345. :

Cc;
Subject: FW: HCAP-HCRA GROUP THERAPY?

| knew yoyfRave a lot going on right now but | feel this needs to
be addpdssed from a compliance standpoint. Jon has not
respdnded and when ! mentioned it to Vicki she responded that
© would worry about it when someone from Corporate told he
1o worry about it.. Not the type response that | was hoping for.
Appreciate your thoughts and suggestions.

-----QOriginal Message---
From: Schiatter, Steve
Sent: Monday, April 23, 2001 7:17 AM
To: Santini, Jon T
Ce: Schmidt, Bilt ’

Subject:  HCAP-HCFA GROUP THERAPY?

. 1 read something in the Eli rehab report that
concerns me re: HCFA cade 97150 which states
the 87150 code must be used when a therapist
performs procedures with two or more
individuatls concurrently or during the same time
period. This code obviously pays much fess and
1 do not see how that can be documented on
HCAP? As youknow treating two or more
patients at the same time is probably the rule
more than the exception. Vicki Sherman is
coming here today and | will pose this guestion
1o her. | would appreciale your input. One of
my therapists has presented this concern to me
as well thus 1 must respond scon. THANKS,

HRCA 000516
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From: Santini, Jon

Sent: Wednesday, April 25, 2001 1:49 PM

To: Jimenez, Walt

Ce: Sherman, Vicki; Schiatter, Steve; Schmigt, Bill

Subject:  RE: HCAP-HCFA GROUP THERAPY?

There is a corporate policy reparding this topic. | forwarded this 1o David McMulian (HCAP

Support Services Manager). He Is going lo try and get a copy of it and getitto me.. As scon as |
ge! it t will forward it on. 1 will also forward 1o everyone David's email response. | hope this helps.
1 believe the issue is all in interpretation.

Jon Santini, Jr., ATC

HCAP impiementation & Support

Office: §14-771.5546
Pager; 886-861-7765

E-mail: jor santini@healthsouth.com

~-Original Messages---

From: Jimenez, Walt

Sent: Wednesday, April 25, 2001 2:34 PM

To: - Santini, Jon

Ce: Sherman, Vicki; Schiatter, Steve; Schmidt, Bil)

Subject: . FW: HCAP-HCFA GROUP THERAPY?

Please address this with Vicki or myself no fater than today, ¥m sure you have a lot going
on but | need some kind of information Thanks. 1 can be reached at B00/9456-4646 pin

1439345, .
—--Qriginal Message--
From: Schiatter, Steve
Sent: Wednesday, April 25, 2001 10:20 AM
To: Jimenez, Walt
Ce: Schmidt, Bilt

Subject: FW: HCAP-HCFA GROUP THERAPY?

{ have been advised that 8ill is not in his office today. | really would like some
Corporate input re: this matter. Thanks.

-—-Qriginal Message—--

From: Schiatter, Steve .
Sent. Tuesday, April 24, 2001 4:53 PM
To: Schmidt, Bilt .

Subject: FW: HCAP-HCFA GROUP THERAPY?

1 knew you have a fol going on right now bul | fee! this needs to be
addressed from a compliance standpoirt. Jon has not responded and
when | mentioned it 10 Vicki she responded that she would worry about it
when someone from Corporate toid her to worry about it. Not the type
response that | was hoping for, Appreciate your thoughts and
suggestions.

~-—Qriginal Message-----
From: Schiatter, Steve
Sent: Monday, April 23, 2001 7:17 AM
HRCA 000517
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Schiatter, Steve

From: Santini, Jon

Sent: Wednesday, April 25, 2001 1:49 PM

To: Jimenez, Walt

Ce: Sherman, Vicki; Schiatier, Steve; Schmidt, Bill

Subject: FW: HCAP-HCFA GROUP THERAPY?

Jon Santini, Jr., ATC
HCAP imptementation & Support
Office: 614-771-6545
Pager: 888-961-7765

E-mail: jon santinidhealthsouth.com

—Qriginal Messa:

From:  McMuilan, David

Sent: Menday, April 23, 2001 §:15 PM

To: - Santini, Jon

Subject: RE: HCAP-HCFA GROUP THERAPY?

Jon,

Currently HCAP does not support Group PT/IOT. Healthsouth has
addressed this issue and has a policy regarding the interpretation
described below. In both the paper and HCAP world you could consider
75-80% of HS patients treated in group if you interpreted the description
befow the way the writer of the email appears too.

Let me know if this helps. We are looking to add this into Pen 32, but
G Ther as signifi impacts financi lini

Sincerely,
David

~----Qriginal Message----
From: Santini, Jon

Sent: Monday, April 23, 2001 4:56 PM
To: McMullan, David
Subject: FW: HCAP-HCFA GROUP THERAPY?

How is this handled? | can't remember if we have discussed it | seems very
familiar, but I can't rernember what the explanation is.

Thanks

Jon

JON A, SANTING, JR., ATC
MCAP implernentabion § Support
"Office: §14.771-5545
Pager. B88-961-T765
-~-Onginal Message-— HRC,A 000518
From: Scniatter, Steve
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Schiatter, Steve

From: Schiatter, Steve

Sent: Thursday, April 26, 2001 10:57 AM
To: Sherman, Vicki

Ce: Schmidt, Bill; Jimenez, Walt

Subject:  RE: HCAP-HCFA GROUP THERAPY?

Thanks! As ! mentioned to Jon | know some peaple in indiana who are abiding by this regulation
until APTA or someone can help us, | centainty understand the huge financial implications, but

- am not wilfing to jeopardize my license. | will feel a little more comiortable with the HS policy in
hand 1o present 1o an auditor if needed. f an auditor does not agree with Healthsouth’s
“interpretation” who do they go afler Healthsouth or the individual clinic or clinician?

~-~{riginal Message-——

From: Sherman, Vicki

Sent: Thursday, Aprit 26, 2001 10:18 AM

To: Schiatter, Steve

Ce: Santini, Jon; Jimenez, Walt; Schmidt, Bill

Subject:  RE: HCAP-HCFA GROUP THERAPY?

Apparently ihere was 2 misunderstanding about what | said regarding this topic. The
actual response that | made was that | knew corporate was looking into this issue but that
{to my knowiledge) it had not been resolved. | advised that we not change anything untit
we received direction from corporate. Thisis an exin r v 2t hae 2 hu
financial impact on the facility. | was unaware that there was a policy aiready in place.
Jon, if you can obtain 3 copy of the policy, please forward it to me ASAP.

-——riginal Message-—

From: Santini, Jon )

Sent: Wednesday, Aprit 28, 2001 2:48 PM

To: Jimenez, Walt

Ce: Sherman, Vicki; Schiatter, Steve; Schmidt, Bil)

Subject: RE: HCAP-HCFA GROUP THERAPY?

There is a corporate policy regarding this topic. | forwarded this to David
McMulian (HCAP Support Services Manager). He is going to try and get a copy
of it and get it to me. As soon as t get it | will forward it on. | will also forward to
everyone David's email response. | hope this helps. [ believe the issue is all in
interpretation.

Jon Santini, Jr., ATC
HCAP impiementation & Support
Office: 614-771-5545
Pager: B88-961-7765
E-mait: jon santini@®healthsouth.com

-—-Qriginal Message--—-

From: Jimenez, Walt

Sent: Wednesday, April 25, 2001 2:34 PM

To: - Santini, Jon

Ce: Sherman, Vicki, Schiatter, Steve: Schmidt, Bill

Subject:  FW: HCAP-HCFA GROUP THERAPY?

HRCA 000519
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Schiatter, Steve
From: Schiatter, Steve

Sent: Manday, April 30, 2001 7:27 AM Tab 29
To: Jimenez, Walt
Ce: Schmidt, Bil

Subject:  HCAP-HCFA GROUP THERAPY

As you know from last weeks e-mails | have expressed a concern re: this issue. |am still
concerned as no one seems to be able to provide a copy of the HS policy that David Mc Muilan
talks about. -1 base my concerns not only on the Eli Rehab Report articie dated 4-13-01, but { aiso
have talked to another Indiana P.T. who had an independent compliance audit done for his
practice. Vicki Sherman states that this is an extremely gray area, but the auditor that visited my

friend agreed with what is reporied in the Eli report. ! am nol 10 irying to create trouble and
riainly do understand the financial ramifications of this, but one must alsg consider the financial

ceriainty
issues of a Medicare biling iraud claim,_In Oniando we repéatedly hear “do the right thing” and
isten 1o the compliance atiorneys presentations. | will f ch more. comfortabie when

someone is able to aciually procuce this policy. Your response 1o this issue will be appreciated.

HRCA 000521
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AUG. 12. 2003 3:28PM e.207 P12
maf?emﬁmﬁ R T A A g, Doy
From: Bchigtter, Steve
Sent: Wednesday, May 02, 2001 7:11 AM

Ta: Schrnidt, Bill
Subject: APTA discussion

| am sending this just fo have it documented in my CYAfile. | called Elizabeth O'Brien from the
Dept. of Government Affairs with the Amarican Physical Therapy.Aseatialion to discuss HCFA
fransmittel 1828, specifically the group therapy. She advised me that the Group Therapy section
of the original transmittal has been removed dus to “language"? | then asked for clarification and
sha relterated fhat the group therepy code should be used whenever tras! p
palents af the seme ] 5 Stefed this has been a HCFA guideline dating back to 19987 #
anyone else would Ilke to speek to Ms, O'Brien she can be reached at 800-988 2782 ext.8547

Tab 30
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AUG. 12. 2003 3:36PM NO.209 P 5/16

L o g e

Tab 31 R

SefigReye
From: Schiattar, Steve
Sent: Tuesday, May 18, 2001 2:13 PM
To: Bantini, Jon

Subject; RE: Stonewalled on group therapy

Hey Jon. Who is Mike McCracken? Could you call me re; this situation 765-747-89987 This
really bothers me that no one can or will respond to this.

-----Orlginal Message--—-

| From: Santin), Jon

Sent: Monday, May 14, 2001 8:45 AM
To: McCracken, Mike

Ce: Schiatter, Steve

Subject: FW: Stonewalled on group therapy
Hi Mike,

Wa seen to miss each other on the phone, | am forwarding this to you so you have an
understanding of what my question is about the Group Therapy issue and what the
current HEALTHSOQUTH Policy is sbout it. | hupe you can help resolve the problems and
put everyone's minds at ease. Pleass let me know as soon as you can what the HS
interpretation is and what our policy is regarding it. Thanks.

Jon Bantini

HCAP Implementation & Support
Office 814-771-5646

Pager 888-881-7765

==Original Megsage-—
rom;

Schialler, Steve
Sant: Thurstiay, May 10, 2001 3:08 PM
Tot Santini, Jon
Subject: FW: Stonawailed on group therapy

Just wanted to let you know that | have continued to pursue this and will do so until
we get resolution, FYI. Steve

---Qriginal Message---—

From: Schiatter, Steve

Sent: Thureday. May 10, 2001 7:22 AM
To: Schmidt, Bili

Ce: Stahl, Floyd; Jimenez, Walt
Subject:  Stonewalled on group therapy

As most of you know | have been repeatedly expressing my concems re:
group therapy billing dating back to 4-23-01. | know and realize that this is a
very controversial jssue and is open to many different Interpretations. What
concerns me is that many people and organizations (HCFA & APTA) state
that when treating two or more people at the same time you must bill as
group therapy | have the HCFA transmittal, a tape recorded message from
Elizabeth O 'Brien from the APTA Dept. of Governmental Affairs, and & copy
of the HCFA Federal Register ail backing up this interpretation. | have been
advised that HS has a policy on this, but ail efforts on my part fo cbtain a
copy of this have been unsuccessful. As you should know there is no way
for ug to bill for group therapy in the HCAP system even if we wanted to. The
fact that we are being asked to continue billing with this system, knowing that
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From: McCracken, Mike

Sent: Thursday, May 17, 2001 4:43 PM

To: Santini, Jon

Ce: Schiatter, Steve; McMullan, David
Subject: RE: Stonewe'led on group therapy

From what | understand, HCAP does not allow the therapist to bill group therapy. information
received recently from APTA indicates that group therapy should be bilted for 2 or more
individuals receiving therapy. We hope that co-treatment (different services rendered on 2
patients at the same time while being supervised by one therapist) and dove-tailing will be
considered as allowable for individual therapy by Medicare. This is being worked on at a high
level in Healthsouth, but it sounds like you know as much as | do right now. Please call me if you
have any guestions. Thanks.

Mike
----- Qriginat Message-----
[ From: Santini, Jon
Sent: Monday, May 14, 2001 9:45 AM
To: McCracken, Mike
Cc: Schiatter, Steve

Subject:  FW: Stonewalled on group therapy
Hi Mike,

We seen to miss each other on the phone. | am forwarding this to you so you have an
understanding of what my question is about the Group Therapy issue and what the
current HEALTHSOUTH Poticy is about it. | hope you can help resolve the problems and
put everyone's minds at ease. Please let me know as soon as you can what the HS
interpretation is and what our policy is regarding it. Thanks.

Jon Santini

HCAP Implementation & Support
Office 614-771-5545

Pager 888-961-7765

~—Qriginal Message-—

From: Schiatter, Steve .

Sent: Thursday, May 10, 2001 3:05 PM
To: Santini, Jon

Subject: FW: Stonewalled on group therapy

Just wanted to et you know that | have continued to pursue this and wilt do so until
we get resolution. FYi. Steve

~——Qriginal Message--—

From: Schiatter, Steve

Sent: Thursday, May 10, 2001 7:22 AM
To: Schmidt, Bilt

Cc: Stahl, Fioyd,; Jimenez, Walt

Subject:  Stonewalled on group therapy

As most of you know | have been repeatedly expressing my concerns re:
group therapy billing dating back to 4-23-01. | know and realize that thisis a
very controversial issue and is open to many different interpretations. What
concerns me is that many people and organizations (HCFA & APTA) state
that when treating two or more peaple at the same time you must bilt as
group therapy | have the HCFA transmittal, a tape recorded message from

McMullan/SEC
00711
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Elizabeth O ‘Brien from the APTA Dept. of Governmental Affairs, and a copy
of the HCFA Federal Register ali backing up this interpretation. | have been
advised that HS has a policy on this, but all efforts on my part to obtain a
copy of this have been unsuccessful. As you should know there is no way
for us to bilt for group therapy in the HCAP system even if we wanted to. The
fact that we are being asked to continue billing with this system, knowing that
sorme people may interpret this as billing fraud causes me significant
concern. Once again | must ask for some support, statement or policy from
HS to back up the clinicians who have no choice but to bill for “one on one”
therapy even when in reality this is not the case. Might | suggest that we all
re-read page 6 under the heading “Billing and Coding” from the HS
Standards of Business Conduct “Pulling the Wagon” manual. Your prompt
response to this matter will be appreciated as this has already gone
unresolved for far too long of a time period.

McMullaw/'SEC
00712



299

Apr=28-33  10:14a8  From-SASWF L9 wanress T-78¢

e——
@ T '

° 80a/007 -3t

FTI Consuiting
Manin L. Cohen
120! Eys Sweer
NW Suite 400
Tab 32 - Washington, DC 20005
[ Telephone (202) 512 5230
| Facsimile (202) 312 9108
TO: Willizm Owens
President and Chief Executive Officer
HealthSouth Corp.
FROM: Martin L. Cohen, FTI Consulting
DATE: November §, 2002
RE: Fulbright & Jaworski Report - Open Items and Follow-up Questions From
Earnings Announcement
Dear Mr, Owens:

In order w finalize our repor to Fulbright and Jaworski, we have prepared the following
informetion request list. The list combines information outstanding from our fieldwork as well as
new requests based on metrics that the Company released in Tuescday's exrnings announcement.
With respect to the latter, we need to better understand how the metrics released in the earnings
announcerments reconcile to the information in our report.

The following are key economic and statistical metrics that were referenced in your third quarter
call
i 3Q2002 to 3Q2002 17% decline in outpatient rehabilitation revenue.
ii.  3Q2001 to 3Q2002 14% decline in outpatient rehabilitation volume.
i, 3Q2001 t 3Q2002 2.2 M t0 2.058 M decline in outpatient rehabilitation visits.
iv.  3Q2001 to 3Q2002 8.3% decline in owtpatient rehabilitation visits.
v.  3Q2001 to 3Q2002 3.8% decline in “sarne store” outpatient rehabilitation visits,
vi.  §98/visit 1o S89/visit decline in net revenues per visit.
vii,  $23M impact due to Transmittal 1753,
viii.  2Q2002 to 3Q2002 $34M-volume impact,
ix.  2Q2002 1o 3Q2002 11K decline in referrals.
x,  2Q2002 to 3Q2002 visits per discharge decline of one per discharge.
xi. $10M impact on inpatient division due to Transmital 1753,

To facilitate the reconciliation of the above metrics with our report we would like the following
information:

1. Clarification regarding which of these metrics refers to: (i) freestanding clinics, (if)
hospital cutpatient and (iii) hospital satellite faciliti

Priviieged and Confidential
Subject 10 ARomey Client snd Anomey Work Product Privileges

Confidential Treatment
Requested by
HealthSouth Corp, HHEC 44-11 19
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Aore28-03 10:0638  From-SASWF LLP .
= T 1 2023717898 T-T5 P 05007 seDig
Wiilismm Oweas
November 6, 2002 Page 2

2. Supponing documentation and the OPPOTURILY 10 mest with the staff who prepared the
above mentioned merics;

1. ldentification of any non-recurring or ote-time contractusl adjustments andsor chauges 1o
reserves far doubtful accounts during 3Q20027

4. Revenue reconciliation's (at the detail trial balaace level) for outpatient renabilitation
including: (i) fresstanding clinics, (ii) hospital outpatient and (iii) hospita! satellite
facilities) for 3 Qu 2002 end 3% Qu 2001. As past of this analysis we would like 1o see
the breakout, by major payor category, of the following:

2. Cross charges
b. Congactual adjustuments and other contra-revenue sdjustments
¢. Netreveaue

5. Underlying data for the referral and visit volume comments included in the press release
and the earnings conference call. In order to befer understand this, we would propese the
following:

8. A year-over-year analysis of the following key metics for the period 7/1/01 ~
10731/01 compared to 7/1/02 - 10/31/02:
i. Changes in visits per discharge
ii. Same store visit volume
i, Trend in admissions

1 addition, the HealthSouth IT group has created an Oracle database for the period January 2002
<hrough June 2002. We suggest that this datsbase be updated with patient billing data for the
period July I, 2002 thru Ociober 31, 2002 end July 1, 2001 thru October 31, 2001 1o facilitate the
sbove-mentioned analyses. The database should include all existing data structures, existing data
fields and include two new dam fields {1): Admission date, and (2) Discharge date,

Please call me &t (240) 460-3452 1o discuss owr request.

CC:  Hal Hirsch, Esq,, Fulbright & Jaworski LLP
Tromas Dowdell, Esq., Fulbright & Jaworski LL?
Dominic DiNapoli, FT1 Consulting
Debbie Smith, FII Consulting

Privileged and Contidential
Subject to Anormney Client and Attorney Work Product Priviieges

Confidentia! Treatment
Requested by
HealthSouth Corp. HHEC 44.1 120



301

lepared by Heulth 5ot Cagaox Glasloa ) Semerasy. Steil 161
s
$175MM Breakdown {g;%‘ﬁ X Tab 33
1/P Medicare i? 31% G /1$54.6 MM @
I/P Non-Medicar 29% @hosy1$51.4 MM

61% $106.0 MM in I/P

0O/P Medicare 11% %hiz $18.7 MM
O/P Non-Medicare 25% @1 $43.2 MM
35% $61.9 MM in O/P

Higher Labor 4% @ $7.2 MM

TOTAL 100% $175.0 MM

Lk
Medicare 42% $73.2 ( ém:w + @1in)
Non-Medicare 54% $94.6° [ ?{3} Lshyn +"@ﬁ73.an)
Labor 4% $7.2
TOTAL 100% $175.0 $108 MM After Tax
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Projected Effect of Qutpatient Reimbursement Changes on Net Revenue
Freestanding Qutpatient

. Proforma 1
YTD Avg. Net Annualized
6130102 Billable Totat Revenue Net Net
Visits Units Units Per Unit Revenue Revenue
Current Priging and Volumes @ .
MIC One to One 5% {3’49.059 d) 3.40 1,186,801 § 18.00 21,362,417 42,724,834
M/C Concurrent ‘ 187,965 3.40 639,047 § 18.00 11,502,340 23,005,680
Non M/IC @ 3.758.083 4.40 16.540.009 § 23.00 380,420,212 _760.840,423
@ 4,296,107 18,365,857 413285468 826,570,937
Projected Pricing and Volumes
M/C One to One 65% 349,089 340 1,186,801 § 18.00 21,362,417 42,724,834
M/C Concurrent 35% 187,956 1.00 187,855 § 18.00 3.383,188 6,766,376
Non M/C 3,759,083 4.18 15,600,236 § . 23.00 358,805427 717,610,854
767,102,064
Fr ding O: i o] in Medi Net 16,239,303
Fr ing Qutpati Dy in N i Net u 43,228,570
Freestanding Qutpatient- Decrease in Total Net Revenue 59,468,873
' 7o
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Draft — Privileged and Confidential - Subject to Attorney Client and Attorney Work
Product Privileges -
Date: QOctober 31, 2002 Tab 34
To:  Weston Smith, HealthSouth
From: James Horgan, FT1 Consulting
CC:  Martin Cohen, FTI Consulting
Re:  Unreconciled Difference in Freestanding Clinic Visits Between Company’s

Analysis of “Projected Effect of Outpatient Reimbursement Changes on Net
Revenue” and Company Reports.

Please let me know if you can provide me with assistance in reconciling the following:

Visits
Company's $176Million Impact Analysis {(See attached) 4,288,107 100%
 fyge A
IT Repori (See attached) Fiom Y 6;4 7{ 3,485,135
Variance 810,972  19%

Please feel free to call me on my cell phone (908) 337 2968 or send any information to
james.horgan@fticonsulting.com or to my office at 1177 Avenue of the Americas, 3"
Floor, New York, NY 10036.

Thank you for your assistance.

HHEC 236-0091
Confidential Treatmeat
Regquested by HealthSouth Corp.

Vize !
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Projected Effect of Qutpatient Reimbursement Changes on Net Revenue

Freestanding Outpatient
Proforma 1
YTD Avg, Net Annualized
6130102 Billabie Total Revenue Net Net
Visits Units Units Per Unit Revenue. Revenue
Current Pricing and Volumes
M/C One to One 6% 349,059 340 1,186,801 § 18.00 21,362.417 42,724,834
M/C Concurent 187,955 3.40 639,047 § 18.00 11,502.840 23,005,680
Non M/IC aj Y 0 . 3.759.083 4.40 16.540.009 § 23.00 380,420,212 760,840,423
Fivm Z Ise 3 > < 4.2?96,10;) 18,365,857 413285466 826,570.937
iy 7opage 1.
Projected Pricing and Volumes
M/C One to One 5% 349,059 3.40 1,186,801 § 18.00 21,362,417 42,724,834
M/C Concurent 3% 187,955 1.00 187,955 § 18.00 3,383,188 6,766,376
Non MIC 3,759,093 4.15 15,800236 $§ 23.00 358,805,427 _T17,610.854
767,102,064
F ding Outpatient- D in Net R 16,239,303
I; ing Of i D in N i Net 43,229,570
¥ O i D in Total Net Revenue 59,468,873
HHEC 236-0092
Confidential Treatment
Requesied by HeslthSouth Corp.

Fose 2/
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HHEC 236-0093
Confidentia} Treatment
Requested by HealthSouth Corp.
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Page 1 of 1

Tab 35
Goldberg, Adam

From: deborah.smith@fticonsuuiﬁg.com

Sent:  Tuesday, November 12, 2002 3:01 PM

To: LDavis@pattonboggs.com

Ce: Goldberg, Adam; Dominic.dinapoli@fticonsuiting.com; Sjoquist, Mary
Subject: Re: Fw: HealthSouth

Lanny, Adam and Mary,
As requested, attached please find our estimated fees to complete.

Regards,

Debbie Smith

Deborah M. Smith

Senior Managing Director

FTi Consulting, inc.

1177 Avenue of the Americas
New York, New York 10036
646-471-2313
deborah.smith@fticonsulting.com

PB 02379

9/15/2003
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ﬁr'rl

Fee Estimate for Remaining Tasks

Estimated
Fees and
Tagk. Expenses
Unbilled actuat time from November 6, 2002 through November 12, 2002, $ 2475
Presentation of the FT} report by Dom DiNapoli, Debbie Smith and Martin Cohen 1o tha Board of Directors. 18,000
Review of the FT report by Debbie Smith and Martin Cohen with management and minor edits to the repoct to
i s and feedback. i 19,000
Comparison of the Company's actual third-quarter outpatient therapy results with last year and with FTi's findings: 42,000
Reconcitiation of outpatient therapy net revenue, including changes in contractual aliowances and other reserves;
Comparison of 3Q2002 coding / biting pattems with 3Q2001;
Comparison of 3Q2002 coding / billing patierns with FTI's re-coded sample data;
302002 monthly coding / biling analysis.
Analysis of the Company’s reported cutpatient therapy referral and visit volume trands: 13,000
Analyze change in referral (admission) voiume betwsen 3Q2002 and 3Q2001;
Analyze change in visits per discharge between 3Q2002 and 3Q2001;
Analyze change visits per therapist FTE between 3Q2002 and 3G2001.
Total Remaining Fees and Expenses $ 116,756

‘ PB 02380
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(—}L ) “, 1177 Avenue of the Americas, 3rd Fioor
M JH ' b | ewrom e 10036
646-471-1950 Telephone
646-471-2803 Facsimite

. = /}Hﬁﬁ_ 1, %) N

oNsuLme formerly FTi Policano & Manzo
and PricewaterhouseCoopers
- Business Recovery Services
To: Tom Dowdell, Fulbright & Jaworksi LL.P
From: Debbie Smith, FTI Consulting, Inc.
Date: November 5,2002
Re: HealthSouth Draft Report

Enclosed please find the preliminary draft Report to Fulbright-& Jaworski L.L.P. as
Counsel to HealthSouth Corporation, which was emailed to you last night.

PRIVILEGED AND CONFIDENTIAL
ATTORNEY WORK PRODUCT

Tab 36

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of its client FJ 000001
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Executive Summary
Background

DRAFT-FOR DISCUSSION PURPOSES ONLY

() HEALTHSOUTH,

Timeline of Significant Events

1 v 1, 1999 - Medicare impl
Outpatient Prospective vuv._.ani System for
outpatient rehabilitation changing from a
cost-based reimbursement system.

1999

r 13, 2002 — Open Forum held by the

ma_.:
a_._aa_‘mo_. Medicare and Medicaid Services
CMs™ Sﬁocmm group therapy issue

 May 17, 2002 — Medicare Carriers
Transmittal 1753

AMW”UAE@/! =Ewn disclosure by

ealth§ 9 of estishated financial impact of

-A_._;

October
> 2002

October 2002 ~ APTA publishes patient care

scenarios for use of individual and group
\ therapy codes.

-

/ ber 2002 — Therapists begin

P

ESG_.QEm and adopting August 2002
‘HealthSouth Medicare billing guidance, as well as

CMS g

Pt

given on September 13, 2002

Open Forum.

The Statement of Limitations of this Report and its Access/Distibution is an
integral part of FIT's analysis, and should be read in conjunction therewith:

6 Privileged and Confidential

F T
Subject 1o Astorney Client and Attorney Client Work Product Privileges m

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of itsglient

FJ 000008
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DRAFF-FOR DISCUSSION PURPOSES ONLY

FJ 000010

Executive Summa
~..v~ N . 3 (1) HEALTHSOUTH,
Backeround — Medicare’s Recent Guidance Result in Decreased Revenue
Example of Change from Prior Concurrent Billing Approach to Medicare's Recent Guidance
Seenario A: One Therapist Treating Two Patients Concurrently
Assumes That Individual Therapy is Delivered in a Concurrent Manner and Sufficient Direct One-on-One Time to Support Billing Individual
Codes. . .
Charge Codoes (1 07110
10:00AM - 10:15AM - ; ~cnue>_$..\ \ R45AM Medicare Total
10:15AM 10:30AM 10:45AM 11:00AM Payment/Unit  Payment
PRIOR APPROACH: “
Patient A $7110 97110 oo~ | < 9710
Usits Charged 1 i N RN 4 $26 $104
Patient B 97110 97110 7110, SuT0 5208
Units Charged 1 i w/_ /V % 1 4 526 $104 W
NEW GUIDANCE: vul \
Patient A 57110 [ T
Units Charged 1 N 2 $26 $52
Patient B AN V i 97110 HTm::
Units Charged 1 1 2 $26 $52

Y

> Decrease in total Medicare payments from $208 to $104 results in a 50% decrease in the Company’s reimbursement for these two
patient visits :

NTREQUESTED

» However, the following schedule depicting use of the Group code reveals a greater impact...

, ll_I_
ﬁsmsaﬁz:s_Eea%susisﬁiﬁies&ég_.:s g Friviiegedand Confidential ﬂ.a_
integral part of FI1's analysis, and should be read in conjunction therewith. Subject 1o Attorney Client and Aitorney Cllent Work Product Privileges

CONFIDENTIAL TREATME
ByDechertLLPon

behalfof itslient
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DRAFT-FOR DISCUSSION PURPOSES ONLY

Executive Summary g
Q N . . () HEALTHSOUTH, =
Background — Medicare’s Recent Guidance Result in Decreased Revenue g
) £
Example of Change from Prior Concurrent Billing Approach to Medicare's Recent Guidance
Scenario B: One Therapist Treating Two Patients Concurrently \\/ N
Assumes The Two Patients in Scenario A Were Treated As Part of a Group Therapy \m.mn&EN\SS Two Other Patients.
Charge Codds (For Group Pherapy - Y7150)
10:00AM - 10:15AM - Total Medicare Total
10:15AM 10:30AM Billed Units Payment/Unit  Payment
PRIOR APPROACH: (Group Codes Were Not Used)
Patient A T2 0 Rt T SRS 4 [ B
Units Charged 1 1 4 $26 $104
Patient B 97110 Ly HT $208
Units Charged 1 ! s 4 $26 $104
NEW GUIDANCE: \ -
Patient A =9 ]
Units Charged 1 o 1 318 318
Patient B ST30 | NN 536
Units Charged 1 ~ 1 318 $18

VUoﬁnﬁﬁioﬁio&oﬁnuwgo:mm. ﬁ/ﬁwa S&EGmeoe\oamonmmmamnﬁaOongw.m3me§0§¢:§2930§0
patient visits

> Use of group versus individual timed codes - grey area...

The Statement of Limiiations of this Report and lis Acces/Distibution is an Privileged and Confidential FTo
integral part of FT1's analysis, and should be read in confunction therewith. 9 Subject 1o Attorney Client and Attorney Client Work Product Privileges

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behelf of tsclient
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DRAFEFOR DISCUSSION PURPOSES ONLY
Executive Summary

=
=
&) HeaLTHsouTH, RS
. - o <
Review of Company’s Impact Analysis =
mc_\,ﬁ:} T /ﬂ ’)C /A/u
[ _::1_::_ Asiysis .
Hospital (Inpatient and Sanlite) s TSIAMI S 550742 § 1595478 :ww% mmwmwwm.ﬂ%%%%%ﬁwﬁ%mﬂ%ﬁ%
As a Pe Ti < 29% 1% - 61%
@ Perceniege of Tted b 3% ﬂ\ 68%) vs. (34%) for Freestanding Clinics.
Freestanding (Outpatient) 18,655,866 43,229,570 61, wmm 4, a/ 1
ndirect Impact is greater for Non-Medicare
As a Percentage of Total Impact ‘ .Zm\q: 25% wu& ayors than directly on Medicare,
> Additig labor costs included for new therapists
Labor to provide one-on-one treatments.
As a Percentage of Total Impact
Four Major Assumption Drivers:
1) Use group therapy ooanw when Medicare ﬁ ents &lnw 2 ¢o pﬁn/ situation.
zﬂ 2) Percentage of patients treated oonocnna:w us
M 3) Degree to which Non-Medicare Pagors AOo «/ﬁ_m_ omé pensation, etc.) adopt Medicare rules.
4) Net revenue per unit for groupand individual mv for Medicare and non-Medicare.
=1 1
Findings: \ ) ] MJ
» Most of the major ptions were esti ade from t's knowledge of the business and hence not fully supported WM &
with detailed data. .M. 5
3 Preparation of the analysis over three b days limited I *s ability to enhance their assumptions. _:MLW
]
» Nevertheless, given the three day timeframe and information available, the framework for estimating the impact was reasonable m hnu
S
=3
— =3
The Statement of Limitations of this Report and its Accesy/Distibution Is an 1o Privileged and Conidential F T m M
integral part of FI1's analysis, and should be read in conjunction therewlith. Subject to Attorney Client and Attorney Cllent Work Product Privileges & %
=1=]
2[E

LY
4
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Executive Summary

DRAFT-FOR DISCUSSION PURPOSES ONLY

Impact Estimate Summary — All Outpatient Rehabilitation

(1) HEALTHSOUTH,

Scenario
High Mid Low
» Medicare - assumes that 100% | > Medicars - assumes that 100%
» Medicare - asswoes that 100% | of all visite aze imp. 3 of all visits are impacted.
of all visits are imparted, > Commercial - afsume: 5% 1 > Commercial - assumes that 50%
> Commerciel - asmumes that oo~ pehadulesfanbursed fee-schedule-reimb contrects
100% fee-scheduls-reimbursed are impagtéd, are impacted.
contracts are imparted. > WA-EB thas > Other - assumey that
> Other - assumes that 80% onnan.ywﬂ -»nwsw\w.w/ f fee- approximately 30% of fie-
schedule-reimbursed Workers Sche: eimbursed Workers schedule-reimbursed Workers
G millions} Comp programs are affecizd. Comyl progragns are affeciad, Comp programs are affected.
Upside Case .

> Potential recognition by Medicare of
recently issued APTA guidance which implics
more aggressive coding.

> Potential increase in Medicare rater.

)

Base Case

i lidelines:
> Cap of four units per hour for attended
theeapy. o

> Allow use of *59 Modifier." ]

QL

~.

$112

Downside Case

» Elirsinate vae of "59 Modifier”. .

> Eliminate simultancous therapist billing q_./
4 dalities with tmed &

untimed procedures or attended modalites.

$22%

$177

$127

» These estimates are based on a series of assumptions that are not the actual practices
utilized in the field. The actual results from operations may differ.

Kotw: Use of the *53 Modiflur” wlan o
Gilling o growp thatepy cade (wing CPT
medifier coded 39} and & timed ane-cmare

The Statement of Limitations of this Report and its Access/Distibution ls an
integral part of FTI's analysis, and should be read in conjunction therewith, 17

Priviteged and Confidential

Subject to Attorney Client and Attorney Client Work Product Privileges

mqq.

CONFIDENTIAL TREATMENT REQUESTED

By Dechert LLP on behalf ofits client

FJ 0600019
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DRAFF-FOR DISCUSSION PURPOSES ONLY

Executive Summary

Other Findings and Recommendations

(1) HEALTHSOUTH,

Potential Mitigation Strategies

» Company is analyzing / pursuing a number of different strategies to mitigate the impact of Transmittal 1753. Some mitigation

v If Management has not alread
services in light of the significantchan;

14

It’s recommended that the OovaaMn ic] d ¢
Medicare interpretation outcomes. To exal

analytical models be constructed and tested, Onfe the appropriate mitigation strategy(ies) has been identified, high-impact target
locations should be quickly identified for 1 onta ¢ &y(ies) ghvimp g

strategies include:

/
+ Recruit additional licensed therapists - this is the direct response to _M.wa\uw ft therapy issue. As long as there is a positive

margin in providing an incremental unit of therapy, it makes economiC sense to'add therapists in order to fully prevent a
decrease in billed units of therapy. o

Alter patient scheduling patterns - to the extent excess therapist capaCity exists, effo minimize scheduled overlap between
a Medicare patient and other patients could mitigate the loss of ovéral \Wn% ther.

oym. However, de-leveraging of
therapist schedules in the face of capacity constraints has the updesiréble gffect of r eroding patient access. Facilities are

also renewing efforts to minimize cancellations and ows. “Altering patient scheduling patterns by payor may also have
favorable mitigation effects. A .
..
& '

afterns - extended clinical hotiys and ing therapist overlap to patient overlap may have
favorable mitigation effects. However, cre .<ﬂﬁvﬂm inj wvaoam na; imited by the availability of licensed therapists.
I

Change in contracting strategy - while-the responseyto commercjal paybrs and ged care organizations is not yet fully
known, the Company is taking steps<o a_m.%_mmwn agesibetwen its non-Medicare contracts and Medicare’s reimbursement
methodology, rules and requirements. Jhis tar be »oooﬂw jshe w_«mmogmmsm on converting from fee screen reimbursement to
flat-rate per visit, case rate or capitation\Other Mﬁa&; i edicare should also be carefully reviewed for

0
reimbursement and operational implicatio T~

one “” mwo/OoB shoujd actively pursue dialogue with CMS concerning repricing of therapy
M in dlaims,co patterns brought about by Transmittal 1753,
roughly assess all available mitigation strategies under the various aiternative

:MMV 9m5@390w9043o=mEEmwmouunﬁmmmnm,sa»...REQSSBBQ&E&
ty implementation.

v" It is important to note that certain of the operational mitigation options available to the Company involve disparate approaches for

ZM&nE.o and non-Medicare patients. The Company should carefully evaluate all potential effects of these policies - both positive
and negative.

FJ 000020

The Statement of Limitations of this Report and its Acoess/Distibution is an

) 18 Privileged and Confidential F T
integral part of FT1's analysis, and should be read in conjunction therewith.

Subfect to Attorney Client and Attorney Client Work Product Privileges

CONFIDENTIAL TREATMENT REQUESTED

By Dechert LLP on behalf ofitg client
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DRAFT-FOR DISCUSSION PURPOSES ONLY

Hxaaﬁz.a m:EEuQ . | () HEALTHSOUTH,
Other Findings and Recommendations

> The following potential compliance issues arose throughout the process: .

s Use of Inappropriately Licensed Therapist to Bill Physical Therapy Trea gAm/\/ﬂnnwmﬁn Coast Rehabilitation Hospital

~ During the course of our sampling of patient billing data at flic Treasure Coast Rehabilitation Hospital, HealthSouth
regional staff discovered the hospital had been billing Medi _mMAwm ell as other payors) for outpatient physical therapy
services provided by an individual who was not a licenses %W jod rapist, The therapist in question is :.on:maa asa
massage therapist; however, it is our understanding th En\ icare nop&nénw_ therapy license in order to bill for
/\ .
S

Physical Therapy Services. -
Tragsmittal 1753 — Rocky Ridge facility located in

//
~ During a review of Medicare billing procedure: /§ ¢ site-admi /r tor of the Rocky Ridge therapy center, we
determined the center’s therapists, intefiding to bijl EMV Eanwwvr/rﬁwom to Medicare patients, had incorrectly entered the
group therapy identifier in the n”MnNM recordg/billing mwmsmay/\v%w result, Medicare patients were billed individual
therapy codes consistent with prior @a illing,practices and in direct conflict with Transmittal 1753 and the
Company’s current stated policy~hrodghout 25&;@%853_, 2002.
™,
- As it was the intentio
improper training i

Birmingham, Alabama :

.

» Billing of Individual Therapy Codes to Medicare bﬁoﬂ&.ﬂﬁi

T the m/a/Bmw to fallow.the v,uoSwm@,m policy, it appears that this issue was created due to
e :ﬁn&o ility’s thedical records/billing system for the delivery of group therapy.
o

* Incorrect Mapping of Lymphede wﬁ—. ent to code 97150 — Fort Worth Hospital

- During the sample data recading'pfocess for the Ft. Worth, Texas hospital, it was noted that two separate therapy services
in the facility’s charge mastebwere mapped to CPT code 97150 (group therapy). In addition to group therapy, manual
massage therapy for Lymphede; as also mapped to CPT code 97150, rather than code 97124. Notably, multiple units
of service were being charged for Lymphedema treatment under CPT code 97150 (an untimed code limited to one unit of
service per visit),

The Statement of Limitations of thiz Report and lis Access/Distibution is an 19 Privileged and Confidential F T
Integral part of FI1's analysis, and should be read in confunction therewith. Subject to Auorney Cllent and Attarney Client Work Product Privileges

FJ 000021

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP an behalf of its client
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>

»

v DRAFT-FOR DISCUSSION PURPOSES ONLY
Executive Summary l
HEALTHSOUTH,
Other Findings and Recommendations W

~ In this specific instance, overall reimbursement to the Company is less than if such services were properly billed under
CPT code 97124. However, the general compliance risks involved in mapping issues of this nature are

.

The Company may systematically receive excessive reimbursement mq/vﬁ.mﬁﬁm units of services rendered, and
.

The Company may systematically receive reimbursement for ser¢ices net performed.

a follow-up initiative be launched to ensure that all internal cherge tpdés ate mapped to the appropriate CPT code.

Certain hospitals are billing more than one unit of group Eogvﬁgmwmmﬁ
dat; 0!

~ During our review of the September 2002 Z&Z@nm for the Hospital Outp4tient and Satellites, its was noted that
o

v’ Ttisour §%~m§5§ﬂ9& the Company recently completed a Nevnwm ive bharge master review. We recommend that
s

certain facilities were billing CPT code 97150 p,_therapy) using more than one unit of service per visit. Frank
Dicesare (Controller — Inpatient Division) was d S/wEE_d ith selected facilities as to the reason for such billing
anomalies. Mr. Dicesare discovered that at least R%@%E@é& intentignally billing multiple units of group therapy in
order to prevent the facility’s internally-reported prod mmwv_mm mwwam mﬁw\%.a. billed units per FTE) from declining due to
ed\o at the GareMedic Medicare claims software utilized by the

incldde untimed CPT codes with units of service greater

all, clatips whid
than one (1) are flagged for editi e Wn&»_ laim(‘submission to Medicare. Although the CareMedic software
will detect this group code billing 1 ) tonoty that the CareMedic edits can be overridden by local billing
<

m ﬂ
wnaogu_..ﬁmouo.ﬁionr \grm%/ﬁwanmmwzw %8 JMJM Lm525«ommwuw_ZamZQEEswmwﬁwm=chawﬁamu
Emgoamirnaug_ _‘EV.NNQ wacmmnﬂa:/w w @mw«» aoﬁng&mnmomiﬁn.
- s

/ ﬁ // .

September recoding indicates that the Comp:
guidelines based on our best judgement

use of the group code. Mr. Dicesare

co!

Company currently includes an edi .rﬁ-. “.w
prio @,
ue, 1 1

y i3 coding Medicare patients in a more aggressive pattern than our altemative coding
¢l consensus in the industry.

There has been no detailed formal guidance from C;
inconsistent methodology of coding in the fiel

orate to address the complex changes related to Transmittal 1753 resulting in

v Develop a Company interpretation of and practice guidelines related to Transmittal 1753 and provide guidance to the field.

v wuoﬁmov the best practices model to maximize return on operations by incorporating different settings, payor mix, and therapist
everage.

—
The Stafement of Limitations of this Report and tts Accesy/Distibution s an g0 Priviteged and Conydential F T
integral part of F11's analysis, and should be read in conjunciion therewith, Subfect to Attorney Client and Attorney Cliens Work Product Privileges

CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of its client

FJ 000022
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DRAFT-FOR DISCUSSION PURPOSES ORLY

» No formal testing of coding procedures have been done to date, gﬂ&op @?&: is

» We understand that the Company is consi

Humn.:_wa m:EE»Q . ) () HEALTHSOUTH,

Other Findings and Recommendations .

» There are no formal policies and procedures in place to roll out coding policy changes to the field and provide education of the new
policies and procedures. :

» The responsibility and authority to interpret and implement such a policy change su€h'ag Transmittal 1753 does not fall to one responsible
party or division o ascertain implementation and compliance.

v Impl t procedures to di inate Corporate positions on changesifo the mnmﬂ d designate someone with the responsibility and
guthority to implement and oversee the process to include both % ,oﬂwna raining.

ntly adding a sample testing of
Transmittal 1753 to its audit scope. The Corporate Integri reement also requires an internal billing review of Inpatient Rehab
Facilities billings and coding systems this year. /

/// >

~
v" Implement controls to test the compliance with guidel amy
d toub!

s, N
~  Consider adding a compliance testing Section relat ling mmwwvo&sm to the HealthSouth Clinical Audit Review
(“HCAR”) program with the freegtdnding clinics.
- Consider the extension of the Health r%wim n-Services {'HIS”) department service of education, training, research, help
desks, and compliance auditing to the Inpatient and tient Rehab areas. ’

- um._..o Om_._..uonmﬁ Inte; ﬁyw@u ,mmW&u for May 2002 through May 2003 requires the test of coding for the
ospitals. :

: ntering into more risk contracts such as capitation mmamaoaﬁ which generally provide
for the Company to receive a fixed reimburserent rate méos as per member per month) in exchange for providing treatment to a payor's
members, regardless of their utilization of services.

er systems and model the affect to assess the risks associated with these contracts to

¥" The Company should consider developing ma.ou%
project profitability on this type of business model and to manage and track member utilization under the contract.

—
The Statement of Limitations of this Report and its Accesy/Distibution is an 9y Privileged and Confidential FTa
Integral pari of FIT's analysis, and should be read in conjunction: therewith. Subject to Attorney Cllent and Atcorney Client Work Product Privileges

CONFIDENTIAL TREATMENT
Bv Dechert LLP on behalf

FJ 000023
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Executive Summary

DRAFT-FOR DISCUSSION PURPOSES ONLY

Other Findings and Recommendations ;

» Based on very limited sample data for two months of past coding ch

discharges, it appears that ...
* Hospital Outpatient and Satellite
* Freestanding

1

freestanding commercial and other payor

[ being impl d to Medi patients,

Q 1

ges, August,and Sep 2002 visits for September

"

> Management has indicated concemn that clinicians will Eﬂﬂ nVE,&s of nyﬂ.BQdE and other payors as a result of coding
s .

4 ~, .
> Based on an analysis of a 4 sample of two ﬁ%\» in mojac n/mymw. il o/aw\s\on appear that there has been a negative impact in

W
din,
codi

» However, some changes in non-Medjcare, ¢
revenue: N

* Hospital - $1.875 BEE:% jze /
¢  Hospital satellites - $1.643 million lize

e

were foun /w#&,n Gspitals and hospital satellites resulting in reductions in net

The Statement of Limitations of this Report and lts Access/Disibution is an
Integral part of FI1's analysis, and should be read in confunciion therewith.

. g3 Frivieged aid Confdental LU
. Subject to Attorney Client and Attorney Client Work Product Privileges

CONFIDENTIAL TREATMENT REQUESTED

FJ 000024

By Dechert LLP on behalfofits client



321

Impact Estimate Summary — By Payor and Setting

DRAFT-FOR DISCUSSION PURPOSES ONLY
Impact Analysis of Medicare Coding Guidance

() HEALTHSOUTH,

» Freestanding clinics comprise the largest percentage of the impact.
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The .w-&«;ﬁ:. "Limitations of this Report and its Access/Distibution Is an
integral part of FII's analysis, and should be read in conjunction therewith.
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Other Findings & Recommendations

Potential Mitigation Strategies

() HEALTHSOUTH,

» Company is analyzing / pursuing a ber of different gies to mitigate the impact of Transmittal 1753, Some mitigation
strategies include:

Recryit additional lic an therapists - this is the direct response to the oouocnawﬁ therapy issue. As long as there i is a positive
margin in providing an incremental unit of therapy, it makes economic mowm\o to Ma therapists in order to fully prevent a
decrease in billed units of therapy. '

.

FJ 000092

>~8_.msn2mawu5m:anaSBQoxannnxnnmmaan%_ﬂnw *ms nm.mo:m 8B_EB_Nomnr&a&oéa%cagon:
a Medicare patient and other patients could mitigate the loss of mB_M itfed therapy units. However, de-leveraging of
therapist schedules in the face of capacity constraints has Eo mnm_ able effect W%ﬁﬂ, eroding patient access. Facilities are
also renewing efforts to minimize cancellations and no-sho anmﬁmcai moﬁ&: ww patterns by payor may also have
favorable mitigation effects.

*  Alter therapist schedulin,

favorable mitigation effects, However, creative sc aa&Ew aﬂ:o

atterns - extended clinical h :o:ﬂ Exyﬁﬁn herapist 9&1% to %w:o-z overlap may have
pﬂﬁn::& by the availability of licensed therapists.

hange in contracting strategy - while the response # ooBSﬂ..n_ m«: ﬂ d care org; ions is not yet fully
known, the Ooawmbw 18 taking steps to elj cM s beween its W.\ edicare contracts and Medicare’s refimbursement
methodology, rules and requirements. Phis can .cn cCol v:m_un%acmim on converting from fee screen reimbursement to
flat-rate per visit, case rate or capitatién. Qtfiercontrac Aca o Médicare should also be carefully reviewed for
reimbursement and operational impl3 @

v It Management has not already don¢’so, njﬁo Emn Em mpany actively pursue dialogue with CMS concerning repricing
of therapy services in light of the‘Significant ¢ m pa vB:m.E about by Transmittal 1753. Historically, CPT -
rates were set based on the preious ox_mgm reimbursement patterns which ailowed for Me: icare patients to

o:.o:o treatments. CMS might consider adjusting the fee schedule for

StsH
be treated concurrently and bille u» the s Ea
this new billing paradigm. Mv
¥ We also recc d that the Comp and thoroughly assess all available mitigation strategies under the various alternative

Medicare interpretation outcomes. ,H,o Ems  fhe the impact of the various mitigation strategies, we further recommend that
analytical models be constructed and teste: y(Quon the appropriate mitigation mnﬁomﬁamv has been identified, high-impact target
locations should be quickly identified for priority implementation.

v’ It is important to note that certain of the operational mitigation options available to the Company involve disparate %%wownrnm for
Zméoﬁo and non-Medicare patients, The Company should carefuily evaluate all potential effects of these policies - both positive
and negative.

GONFIDENTIAL TREATMENT REQUESTED
R Narhart 1 B an hohalf ad de aliant

3.«@&«5«!ESE:EEe\i.awng-naﬁnxnﬂnb\ﬁtigagtha . oo .w:::«w»laiﬁa%%a§~ ﬂ.—.
integral part of FIT's analysis, and. -soi& be read in conjunction therewith. Subject to Attorney Client and Attornsy Client Work Product Privileges
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Other .m.::_Emm and aneEBgaag:m . : : E
Compliance :

FJ 000093

» The following potential compliance issues arose throughout the process:
+  Use of Inappropriately Licensed Therapist to Bill Physical Therapy Treatments — Treasure Coast Rehabilitation Hospital

— During the course of our sampling of patient billing data at the Tréasure Coast Rehabilitation m.o%m:_r mowgmo:pr
regional staff discovered the Hospital had been billing Medicare (a$ well 4§ other payors) for outpatient physical therapy
services provided by an individual who was not a licensed ;Wm_nﬂ Th

EmrHro?ﬁ,mvmmluocommo:wmmogm&»mw
massage therapist; however, it is our understanding that M m/ﬁ.“\nn uirea physical therapy license in order to bill for
Physical Therapy Services. \ p/

.E:imom?&&ucﬂ993303383&52.« Eooammmﬁx 2:»@% .8& wwmﬂ.\ owwﬁamammc::ioc&&ms
Birmingham, Alabama
.

— During a review of Medi billing proced wil xEm mmﬂo,m/aBSMWmS.. of the Rocky Ridge therapy center, we
determined the center’s therapists, intending to, bilkgroup-therapy charges to Medicare patients, had incorrectly entered the
group therapy identifier in the medical recor .Eym mﬁsﬁ/ﬁm result, Medicare patients were billed individual
therapy codes consistent with prior Awmym«%m:— g practices an M\WEMRQ conflict with Transmittal 1753 and the

Company’s current stated policy throughout the manth of vaxvﬁs&an 2002,
<

~  As it was the intention of the thérapis! m@:@?ﬁoﬁoa any’s policy, it appears that this issue was created due to
improper training in the nseofthe facility’s medical reégofds/billing system for the delivery of group therapy.

T Sod& 97150 — Fort Worth Hospital

ENT REQUESTED

» Incorrect Mapping of Ly, vrnnﬁw, eatiment,to

- During the sample datarecoding process foithé Ft. Worth, Texas hospital, it was noted that two separate therapy service:

. inthe facility’s charge magter Werelmapped to CPT code 97150 (group therapy). In addition fo group therapy, manual
massage therapy for Lymphedemy was glso mapped to CPT code 97150, rather than code 97124. Notably, multiple unif
of service were being charged-for Lymiphedema treatment under CPT code 97150 (an untimed code limited to one unit o
service per visit),

ghtw
3v Dechert LLP an hahalf nf e ol

ONFIDENTIAL TR

The Statement of Limitations of this Report and its Access/Distibution Is an oy Frivieged and Confidentiol L
integral pari of FT1's analysis, and should be read in conjunction therewith. Subject to Attorney Client and Attorney Client Work Product Privileges
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DRAFT-FOR DISCUSSION PURPOSES ONLY,
Other Findings and Recommendations

. : HEALTHSOUTH,
Compliance , i

— 1In this specific i overall reimbur

t to the Company is less than if such services were properly billed under
CPT code 97124. However, the general compliance risks involved in mapping issues of this nature are

* The Company may sy ically receive ive reimt

ement forqverstated units of services rendered, and

i, . .

s The Company may systematically receive reimbursement for s
pany recently cc

v' It is our understanding that the Ce D
a follow-up initiative be launched to ensure that all internal Mw
th sagn visit
)} us

dac "
ernal c|
Certain hospitals are billing more than one unit of group therapy on
— During our review of the September 2002 MedNet ﬁmum data for the Hospital Outpétient and Satellites, its was noted that
certain facilities were billing CPT code 97150 (roup, theraj ng more than one unit of service per visit Frank
Dicesare (Controller — Inpatient Division) was agked to 5@5?9 selected facilities as to the reason for such billing
anomalies. Mr. Dicesare discovered that at least'qne facility-was intentignally billing multiple units of group therapy in
order to prevent the facility’s internally-reported prodi m@%ﬁ m/”,mm.r%mmm .. hilled units per FTE) from declining due to
use of the group code. Mr. Dicesare has configmed\to at the GareMedic Medicare claims software utilized by the
Company currently includes an edigwhereby all claims which inghide untimed CPT codes with units of service greater
than one (1) are flagged for editing pricr’to the actual ‘¢lainysubmission to Medicare. Although the CareMedic software
will detect this group code billing 1 hid

ue, i Ampértant to,nott, that the CareMedic edits can be overridden by local billingfg &
personnel. Also 506229\«\_% of@nommmﬁ y probletgtic, is that the orij
nstances where a bill has bée

FJ 000094

ge master review. We recommend that
d to the appropriate CPT code.

e
% cssarily S ls hat ?mm:a MedNet billing data is not updated i F_m
n subsequent usi i ,
st nc/ y efffed ysing the CareMedic software mm
£35
. =
> September recoding indicates that the pagy 13, coding Médicare patients in a more aggressive pattern than our alternative coding 14 &
guidelines based on our best _a&mnansm/o curfept/'consensus in the industry. = 3
[
> There has been no detailed formal guidance from Cofporate to address the complex changes related to Transmittal 1753 resulting in m c
inconsistent methodology of coding in the fiel = M
¥' Develop a Company interpretation of and practice guidelines related to Transmittal 1753 and provide guidance to the field. m m
v Develop the best practices model to maximize return on operations by incorporating different settings, payor mix, and therapist W o
leverage. =¥
The Statement of Limltations of this Report and its Access/Disidbution is an

gy Priviieged and Conpidential F T
integral part of FIT's analysis, and should be read in confunction therewith. Subject to Atiorney Client and Attorney Client Work Product Privileges
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DRAFF-FOR BISCUSSION PURPOSES ONLY,
Other Findings and Recommendations .

, : , HEALTHSOUTH,
Compliance i

» There are no formal policies and procedures in place to roll out coding policy changes to the field and provide education of the new
policies and procedures.

» The responsibility and authority to interpret and implement such a policy change such as Transmittal 1753 does not fall to one
responsible party or division to ascertain implementation and compliance. \/

FJ 000095

~ .
v Implement procedures to disseminate Corporate positions on changes tothe mm_/ and designate someone with the
responsibility and authority to implement and oversee the process to jriclude both*education and training.

N
» No formal testing of coding procedures have been done to :Vﬁ%ﬁ%a& al Audit is presently adding a sample testing of
Transmittal 1753 to its audit scope. The Corporate Inte; Agre Em‘,: o0 requires an internal billing review of Inpatient Rehab
Facilities billings and coding systems this year. ////
N\

v Implement controls to test the compliance with | @M_/d
T

. ™ b
‘ . e
— Consider adding a compliance tefting Waﬁ n rglated'to E:/»Am/m:a coding to the HealthSouth Clinical Audit Review
(“HCAR") program with the freestanding €li \

n
ini¢s~.
haS

. . SRR “
~ Consider the nﬁovmmavg.ﬁﬁ mnw‘.f ormi mma.wme. s (“HIS™) department service of education, training, research,
. y
1¢O!

help desks, and com :EMSA@. iny amwwv.g» and Outpatient Rebab areas,
~ The Corporate Integrity~Agre @ ti

:
)

testing for May 2002 through May 2003 requires the test of coding for
the Hospitals.

ENTIAL TREATMENT REQUESTED
cB?/nglzgjchert LLP onbehalfofits client

p—
The Statement of Limitations of this Report and lts Access/Distibution is an 93 Privileged and Confidential F
Integral part of FI1's analysts, and should be read In conjunction therewith, Subject 1o Attorney Client and Attorney Client Work Froduct Privileges
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.—.-:.'_”ERNST& YOUNG 11P & AmSoutvHarbert Plaza « Phone: 205 231 2000

Suie 1500
¥908 Sivth Avenue Nonh
Birmipgnam, Alabama 15203

February 14, 1996 Tab 37

HEALTHSOUTH Corporation
Two Perimeter Park South
Birmingham, Alabama 35243

Atiention: Aaron Beam

Dear Mr. Beam:

i,

[N ]

This will confinm our engagement to complete a Quality Sxanégards Review Program (the
Program) for HEALTHSOUTH Corporation (the Company) for the year ended December
31, 1996. .

Should conditions not now anticipated preclude us from pleting our as

contemplated by the following paragraphs, we will advise you and the audit commitice
promptly and take such action as we deem appropriate,

Details of Quality Sundnrdstrogrnm

3.

The Quality Standards Program is intended ro provide a minimum 85% national coverage
of all HEALTHSOUTH facilitics during 1995, This is to be accomplished by Ernst &
Young LLP (E&Y) staff performing unannounced site visits during an agreed upon twenty-
week period, generally between April and September.

The proceditres to be performed by E&Y staff will be determined by HEALTHSOUTH
thirough the creation of a Quality Standards Program checkiist, which E&Y will compilete
for each facility visited.

The Program will be completed over a twenty-week period which will be broken down into

five 4-week “Designated Reporting Periods” (DRPs). Approximately one month prior 0

the beginning of each DRP, HEALTHSOUTH will provide E&Y with a listing of the

facilities to be visited during the DRP. Once E&Y receives the listing of facilities to be

visited, E&Y, Birmingham will di with the other participating E&Y offices to
hedule all of the d site visits for that DRP,

Within two weeks of the end of cach DRP, E&Y Birmingham office will forward the
completed checklists to HEALTHSOUTH corporate office.

HHEC 483-0001
Confidential Treatment
Requested by HealthSouth Corp.
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The anticipated starting date for the Program is mid April. 1996,

Prior to the commencement of the Program, there will be a one-day training seminar at the
corporate office of HEALTHSOUTH. E&Y staff members participating in this Program
will artend the waining seminar, The training seminar will be led by HEALTHSOUTH and
E&Y personnel. )

Fees and Billing

9.

‘We estimate that our fee for our services will be approximately $500.000, plus put-of-
pocket expenses. We will make every effort to minimize travel expenses by utilizing locat
E&Y offices and by scheduling the visits in an effective and cfficient manner, where
appropriate. In subsequent years, we will provide you with a similar estimate of our fees
aud expenses prior 10 the commencement of ths Program. We will submit our inveices at
the beginning of each DRP, and payment of them will be expecied upon receipt.

E&Y will absorb the cost of the professional hours associated with the one-day training
program in Birmingham, while the trave] expenses will be paid by the Company,

Our estimated fees and schedule of performance are based upon, among other things, the
representations Company personnel have made to us and are dependent upon the

. Company's personnel providing the assistance ocotlined in this lenter. Should our

Other

assumptions with respect to these matters be incorrect or should the degree of cooperation:
or other matters beyond our reasonable control require additional commiunents by us
beyond those upon which our estimated fees are based, we may adjust our fees and
planned completion dates, All such adj) will be di 4 with you in advance.

In the event we are requested or authorized by the Company or are required by gov
regulation, subpoena, or other legal process to produce our documents or our personnel as
witnasses with respect to our engagements for the Company, the Company will, so long as
we are ot a party to the proceeding in which the information is sought, reimburse us for
our professional time and exp as well 85 the fees and expenses of our counsel.
incurred in responding 1o such requests.

Matiers

Any controversy or claim arising out of or relating to the services coversd by this letter ot
hereafter provided by us to the Company (including any such matter involving any parent,

bsidiary, affiliate, in or agent of the Company or of Emst & Young
LLP) shall be submitted first 10 voluntary mediation, and if mediation is n t ful
then o binding arbitration, in accordance with the disp lution procedures set forth in

the anachmzn; to this lenier, Judgment on any arbitration award may be entered in any court
having proper jurisdiction.

HHEC 483-0002
Confidential Treatment
Requested by HealthSouth Corp.
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14, If any portion of this lenter is held to be void. invalid, or otherwise unenforceable. in whote
or part, the remaining pordons of this letter shall remain in effect.

Pulzsua.m 10 our agreement as reflected in this letter, we will complete the Quality Standards
Program for the Company for each of its subsequent fiscal years until either the Company or we
terminate this agreement,

If these arrangements are acceptable, please sign this lenter and retum it to us.

We very much appreciate the oppormunity to serve as HEALTHSOUTH Corporation and would be
pleased to furnish any additional information you may request concerning our responsibilities arn
functions. We tust that our association will be 4 long and mutually. beneficial onc. -

Very uuly yours,

érmtf MLLP

s =)
By: )
Chief Fipancipl Officer

,%
Mﬂ 7

HHEC 483-0003
Confidential Treatment
Requested by HealtnSouth Corp-
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Displ;te Resolution Procedures

“The following procedures shall be used to resolve any controversy or claim (“dispute™) as provided
in our engagement letter of February 14, 1996, I any of these provisions are determined 1o be
invalid or fi ble, the ining provisions shall remain in effect and binding on the parnies
1o the fullest extent permined by law,

Mediation

A dispute shall be submitred to mediation by written notice to the other party or parties. In the
mediation process, the pandes will wy to resolve their differences voluntarily with the aid of an
impanial medistor, whe will anempt to facilitaie pegotiations, The mediator will be selected by
agreement of the parties. If the parties cannot agree on a mediator, 3 mediator shall be designated
by the Asmerican Arbitration Association ("AAA™) or JAMS/Endispute at the request of a party,
Any mediator 50 designaicd must be sicepiable 1 all pasties.

The mediation will be conducted as specified by the mediator and agreed upon by the parties. The
parties agree to discuss their differences in good faith and to pt, with the assi of the
mediator, 1o reach an amicable resojution of the dispute.

The mediation will be treated as a settlement discussion and therefore will be confidential. The
mediator may not testify for either party in any later proceeding relating to the dispute. No
recording or transcript shall be made of the mediation procesdings.

Each party will bear its own costs in the mediation. The fees and expenses of the mediator will be
shared equally by the parties.

Arbitration

If a dispute has not beca resolved within 30 days after the written notice beginning the mediation
process (or a longer period, if the parties agree to extend the mediation), the mediation shall
terminate and the dispute will be sentled by arbitration. The arbitration will be conducted in
accordance with the procedures in this document and the Arbitration Rules for Professional
A ing and Rel Services Disp of the AAA as in effect on the daie of the engagement
letter (*AAA Rules™). In the event of a conflict, the provisions of this document will control.

The arbitration will be conducted before a panel of three arbitrators. regardiess of the size of the
dispute, © be selected as provided in the AAA Rules. Any issue concerning the extent to which
any dispute is subject to arbitration, or concerning the applicabiliry, interp ion, or enf bility
of these p d including any ion that all or parnt of these procedures are invalid or
unenforceable, shall be govemned by the Federal Arbitration Act and resolved by the arbitrators.
No potential arbitrator may serve on the panef unicss he or she has agreed in writing to abide and
be bound by these procedures.

HHEC 483-0004
Confidential Treatment
Regquested by HealthSouth Corp.
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The arbitrators may not award non-monewary or equitable relisf of any sort. They shall have no
power to award punitive damages or any other damages not measured by the prevailing party's
actual damages, and the parties expressly waive their right to obtain such damages in arbitration or
in any other forum. In no event, even if any other portion of these provisions is held to be invalid
or unenforceable, shall the arbitrators have power to make an award or impose a remady that could
not be made or imposed by a court deciding the matter in the same jurisdiction.

No discovery will be permitted in connection with the arbitradon unless it is expressly authorized
by the arbitration pancl upon a showing of substantial need by the parry sesking discovery.

All aspects of the arbitration shall be teated as confidential. Neither the parties nor the asbitrators
may disclose the existence, content or results of the arbitration, except as necessary to comply with
legal or regulatory requitements. Before making any such disclosure, 2 party shall give wrinen
notice to all other parties and shall afford such partics a reasonabie opportunity to protect their
Ierests.

The result of the arbitration will be binding on the parties, and judgment on the arbitrators’ award
may be entered in any court having jurisdiction. :

HHEC 483-0005
Confidential Treatment
Requested by HealthSouth Corp.
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ZIf ERNST & YOUNG LLP w AmSouth/Huber Plaza » Phones 205 2512000
L Suie 1900
19‘02 Sixth Avenue Nonh
Birmingham, Alabama 35203

Merch 25, 1997

HEALTHSOUTH Corporation
One HealthSouth Parkway
Birmingham, Alabama 35243

Attention: Aaron Beam
Dear Mr. Beam:

Per your request, we are pleased to submit this letter to confirm the scope and fee
arrangements for our services related to the 1997 HEALTHSOUTH Pristine Audits.

The details of the Pristine Audits for 1997 will be consistent with those outlined in the
section “Details of Quality Standards Program™ per the original engagement letter dated
February 14, 1996 (see attached) with the following exceptions:

1. All completed checklist will be electronically submitted to the Company within
two business days of completion of the audit.

2. The anticipated starting date for the 1997 Pristine Audits is May 1, 1997.

3. The Pristine audits are intended to provide 100% coverage of all
HEALTHSOUTH facilities during 1997, In addition, reaudits will be performed
at 25% of the Company’s facilities (compared to 10% in 1996). The scope as
outlined in this paragraph resulis in an approximate 60% increase in the total
number of Pristine Audits to be performed in 1957 as compared to 1996,

We estimate our fees for these services will be $750,000 plus expenses. If the scope of
the reaudits is increased from 25% to 50%, and thereby doubling the number of 1997
Pristine Audits over 1996, the estimated fees would increase by $150,000 for a total fee
of $900,000, plus expenses. We will submit our invoices at the beginning of each
reporting period, and payment of them will be due upon receipt. Emst & Young will

Eenst & Young Ue s 3 member of Emst & Young Imernationa!, Ltd,
HHEC 483-0006
Confidential Treatment
 Requested by HeatthSouth Corp-
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3lf FRNST&YOUNG LLP

Mr. Aaron Beam Page2
March 25, 1997

absorb the cost of professional howrs associated with the one-day training program in
Birmingham on April 23, 1997, while the travel expenses will be paid by the Company.
If additional work should be required because of circumstances not known to us at this
time, or that arise during the engagement, we will discuss the circunstances with you at
that time before extending the scope of this project. -

If these amrang) ts ave acceptable, please sign this letter and return it to us.

We very much appreciate the opportumity 1o serve HEALTHSOUTH Corporation and
would be pleased to furnish any additional information you may request concerning our
responsibility and functions,

Very traly yours,

Richard L. Dandurand D
Partner

HEALTHSQUTH Corporation

Aaron Beam

Chief Financial Officer
22/

Da

HHEC 483-0007
Confidential Treatment
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March 25, 1998

Mrs. Teresa Sanders

Group Vice President, Internel Audit
HEALTHSOUTH Corporation

One HealthSouth Parkway
Birmingham, Alabama 35243

Dear Mrs. Sanders:

Per your request, we are pleased to submit this letter to confirm the scope and fee
arrangements for our services related to the 1998 HEALTHSOUTH Pristine Audits.

The details of the Pristine Audits for 1998 will be consistent with those outlined in the
section “Details of Quality Standards Program™ per the original engagement letter dated
February 14, 1996 (see attached) with the following exceptions?

1. The anticipated starting date for the 1998 Pristine Audits is May 1, 1998,

2. The 1998 Pristine Audit checklist will be expanded to include procedures
wur net &t Fack covering  corporate liance issues. We have ecstimated that these
snly passing o Chectdivpracedures Will §0d one hour [gach of the individual site visits,

o Copp compliance
vour wilk be #yne 3 The Pristine audits are intended to provide 100% coverage of all
ﬂhugé trastag f HEALTHSOUTH fuciliies during 1998, In addition, resudits will be
owasTennas performed at 25% of the Company’s facilities. I

e

4. The scope as outlined in this paragraph results in an approximatg
increase in the tota) number of Pristine Audits to be performed in 1998 as
compared to 1997. Total sites visited in 1997 was 1,269 compared to a
planned 1,988 this year

We estimate vur fees for these services will be $1,250,000 plus expenses. If the scope of
the reaudits is increased from 25% to 50%, the estimated fees would increase by
$260,000 for a total fee of $1,510,000, plus expenses. We will submit our invoices at the

HHEC 483-0008
Confidential Treatment
Requested by HealthSouth Corp.
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FAX NO. 2059696668

M. Teresa Sanders Page 2
March 25, 1997

e e i e —

beginning of each feporting period, and payment of them will be due upon receipt, Bigt~—
& Young will absorb the cost of professional hours associated with the two-day traininy
program in Birmingham on April 20th and 21st, while the travel expenses will be paid-Fy
the Company. !f additional work should be required beeause of circumstanees1iot known

-10 us.at_this time, or that arise during the engagement-we will discuss the circumstances

with you at that time before extending the scope of this project.
If these arrangements are acceptable, please sign this letter and return it to us.

We very much appreciate the opportunity to serve HEALTHSOUTH Corporation and
would be pleased to furnish any additional information you may request concerning our
responsibility and functions.

Very truly yours,

Richard L. Dandurand

Pariner
HEALTHSOUTH Corporation
By:
Title:
Date

HAEC 483-0009
Confidential Treatrnent
~— Requested by FealthSouth Comp.
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Suite 1300
* 1907 Sixth Avenue North
Birmingham, Alabama 35203

April 1, 1999

Mrs. Teresa Sanders

Group Vice President, Internal Audit
HEALTHSOUTH Corporation

One HealthSouth Parkway
Birmingham, Alabama 35243

Dear Mrs. Sanders:

Per your request, we are pleased to submit this letter 1o confirm the scope and fee
arrangements for our services related to the 1999 HEALTHSOUTH Pristine Audits.

The details of the Pristine Audits for 1999 will be consistent with those outlined in the
section “Details of Quality Standards Program” per the original engagement letter dated
February 14, 1996 (see attached) with the following exceptions:

1. The anticipated starting date for the 1999 Pristine Audits is May 1, 1999.

2. At your request, the Corporate Compliance checklist and Employee Surveys
will not be performed as part of the Pristine Audit project for 1999,

3. The Pristine Audits are expected to cover a total of 1,866 HEALTHSOQUTH
facilities during 1999, including reaudits. In past years, reaudits have
approximated 25% of the Company’s facilities. As in prior years, the scope of
reaudits for 1999 will be determined solely by HEALTHSOUTH.

At your direction, we have estimated the number of sites to be visited based on a fixed
total cost of $1,250,000, including both professional fees and expenses, which constitutes
a $250,000 reduction in total Pristine Audit costs from 1998. However, by working with
you to enhance the efficiency of the Pristine Audit process, the scope and approach as
outlined herein results in coverage of approximately the same number of sites in 1999 s
compared to 1998 (1,908 sites were visited in 1998, including reaudits).

Based on the fixed total cost of $1,250,000 and incorporating the estimated cost savings
from the assumptions outlined above and in the attached Roles and Respounsibilities, this
scope results in an estimated total cost of $670 per site in 1999 as compared to an actual

Ernst &Young e Is a member of Emst & Young International, Lid,

HHEC 483-0010
Confidential Treatment
Requested by HealthSouth Corp.
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Vogrine Pudit

total cost of $786 per site in of

professional fees and expens — Lﬂj—\&/\
Eng ouatmxrd’

‘We will submit our invoices
be due upon receipt. If a n
circumnstances, we will obtah

L 11
ZU ERNST & YOUNG LLP

If these arrangements are ace’

We very much appreciate the opportunity to serve HEALTHSOUTH Corporation and
would be pleased to fumnish any additional information you may request concerning our
responsibility and functions.

Very truly yours,

é,vmzt ¥ MLL‘P

Date

[WEr Y

Q{'W\) pi Ch:a(‘?fuc\(ﬁnj Ofg ey
Shalaq

HHEC 483-0011
Confidential Teeaimen:
Requested by HealthSouth Cormp.
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1}'2:2223717357 PAGE S/10

FROM: Teresa S Tab 38
DATE: . Degember 9, 1998
SUBYECT: szm.xm

. : Whamammmvuﬁmmdmmm
_puﬁumd knmmdlm Thave also attached 2 list of the facilities sudited for your

‘Wy,msmmmsoowmmmmlﬁs ‘We anticipate 8

December' 24,1998 completion date.
Total fasilizics autited 18
9% of acoomswithout §

thout insuratce
verification theet in fnancial file? 2.6%

Total patient accoums rested 228
% of acconsds withoit insurance
vaiﬁmin‘ushaaﬁnﬁnm’ulﬁh’ 3.1%
1998 Audits
Tonal facilities audited 61
Totol:patiant acoous tested 756
% of accouuts without insurance
verification sheet in financial file * Results to be determined by 12/24/98

. Letmeknowifyou have any questions.

‘mmmmhﬁ&mmm&m%wmmmﬁd This only
indicates the sheet was 0os Sled in the fingncial rocond. xfwwwm::dmumnw
besctics wereverified and the patient was cerdfiad for treanmens.

BeB-d  B00/PD0°d  B98-L 1992522200 PiOJ $18) B2ISWD) § ADIBU] OSNORABOIS  MAD§:Z| g0~ ||-deg
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P 85-83 18133 PROM: SASM&F 1D:2023717367 PAGE  Bs3@
o P Y it L

MEMO DATED: December 9, 1958
SUBIECT. -Cuspeiern Audils 1996 - 1998
PAGE: 2 .

IPIMMEMOSN 2998 Bikorondov

BEs-4  B00/500°4  EGE-L 9Y2-922-202 piod 83 82ieuuo) ¥ ABisu3 eMNoH-MOlj  wdggiZi  g0~||-d8§
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?5:’2:19:%3 FROM: SASUAF

10:2823717387 PACE 2,1
Medica) Cemer Diviss
Bad Debt Bxpenme a5 2. %
Censractasl-Adjustments ofNon-Mudicare wnd
_asa%ofOms Non-Mosicaid Revonus
1996 gL 1998 1998 1907 1998
Birminghesn TR WS A93Th IO IR S
Tidmoond 4100% @M% MO0 1614% 1330 1631%
Doctws @sm%  6N0% O TAM% G 4%
Larkin 36.14% 500%
Pl 2863% 29,18% 358% $62% 427% 532%

8684  800/300°d  ESE-L 1yT-922-207 Pi0g BIUJ e3isuue) § ARIGUJ OINONWOSJ  WGEIZ{  £0-|{-d8§
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Bsuas-83 16: 3 FROM«SASMAF

ID:28237173E7 BACE as19
Inpatient Divisinn
Ead Dete Expanse a5 2 %
Contraciusl Adfustments of Noa-Mcdicare and
2% of Groes Revenue Noa-Medioaid Reverme
1 [ 1998 1
Florence ST RE SR 190% Tow — 128%
Mianiifitegicos] AO54%  4S08%  S330%  28B% LM 4DM%
Afvuengiis 3p13% 3348% J979%  SSMe D% 4S3%
Colmbia QA%  3931% 450% L@ . SAI% 18N
Sclouis : 1687% 1131% 1940% 1.59% 160% 99
Hpmibile Ooo% SI%  A60%  000% BN 3SI%
Oktshows Ciy L0716 4158%  4600%  T9S% 156K 4K
Large ;ssw  ST0S% 4257 285 220%  248%
FatWord VA% 0%  349%  316% 360N LIS%
Kingsport 40M%  40STH AZSI%  279% 0% 178K
Vandesbilt 352m  $174% MI2M% 04SN 179% - 036%
Consord AL19% S5STH  JLOI%  235% 4988 25%
. Clariotos. : $330% 5% AL4E% 2248  493%  LEDW
Dothag 08 2601%  JEMYM  19M  6ASK 14SK
Memphils 62%  BSI%  S0&%  l24%  221%  RA%%
Mismi J081% 2006% 4191% L% L% 240%
Ses Pines ) a80% 4707%  HM% 3% 3 230%
Sunriss S102%  4074%  4SS6%  28M 4% 324% ’
Toms River Q1%  43.04% 4SS2% 296K LI 123%.
Mechanicsburs - ook IET%  TIE%  B% A LW
Mechanisburg Sobesute S106% 40.70% 48N LE% T4 1A%
Lako Rrie a0% MWk 395%  306%  ASTs 1%
Austi 3540%  J2AS%  330%  243%  3A2% 0%
Narth Hongton 1% L% 3525%  1O0%  2mI% S8
Midland/Odesse 006% S4Z1% 6% S05% 6% 231%
Texarkena - WOI% A% 4aW%  205%  B2EK  S20%
ki 2930%  2441%  25.75%  155%  SOB% 0.66%
Montgomery £65%  INEM  ASTO% IR A% 245%
Fors Smith o9T%  ALE  A4SE% BRI  1622% 2.50%
“Tellahasses 2698% TA6%  A3AE% 468 233% AWK
‘Treasure Cosst 3404  3250% ALE%  225% 6% 626%
Ssrasota 2636% 2641%  34A1%  LT% 1A% 230%
Ninapy Valiey woa%  IRIE%  201%  0U%  2M%  0Iz%
York STSE%  18.S9%  99.1S%  250% 28K SIT%
Greatey Pizstrgh d73% WM  ISEE%  063%  241%  ZIt%
Aloona 1822%  36A8%  4DSD% 146K 583% 1A
Brie 37.84% 3276
San Antogie 26090  2465% 3538% 1% 23 0.96%
Reading 3654% 148%
Lakeshoce 0% M635%  J68A% 202  166%  1.SS%
Nashville ’ 7.84% 137%
Ransas City 2001%  108A%  3208%  004%  S:U% 4T
Novth Alabizs 4680% 4528%  4323% 240 4% 224%
Central Goorgia 2608% 346%% d0B%  1I2%  36% 1T
Chananouge A5A43%  #6TS%  49.44% 239% £28% 222%
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Inpatient Division
Bad Debt Exponst aa & %
Contracmal Adjustments of Now-Medicars sud
2.4 %% of Geoss Revenne Non-Modicsid Revenoe
—Te T TOi W6 1807 1o

F6A6%  GAET%  33.7Ph 7ﬁ% ZAWL . 18.95%

28.00% 33.63% 3825%  040% 321% Z2A8%

270% N2% 3B 194% 484% 0.78%

2508%  2a89% J610% 0% -129% 2.01%

14.30% 0%

9% IBNI% W% 139% 2650% AT

M413% - 33 40M0% 513% 921%  -AA8%

2326% 2662%  1S8H 526% 330 515%

33.09% 3731%  4090% 0.65% 039% 3.38%
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3701% 3166%  3427% 3.56% ROI% 1.13%
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381% M 4139% 1050% 9.3%% 10.37%

280%  2635% A12ITH 2.713% 328% A%
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2557T%  2524%  ITTH 0.80% 2.10% 3.44%

35.00% 13.40%

2846%  1909%  27.74% S5.08% $.04% 2.62%
28.35%  40.17% 267% 291%
4486% M6% 343% 3.19%

S52.56% 0.00%
2.50%  43.76% 1238% 2.12%
32.08% 3145% 435% 3ATR
3833%  38.59% S49% 84N
AT68% A1ST% 3.35% 5.58%
5031%  44.50% 000% 396%
46.08%  3S.ZT% 9A0% L%
3923% 3086 104% 99T%
50.61%  45.19% 1544%  1228%
49  I928% 03P £.82%
4022% V0% 3.54% 8.01%
s3.42% 37.69% 9.74% 10.04%
3471%  3610% 0.86% 330%
3742%  3419% 1.15% 1.50%
3463% 4B31% 2.36% 358%
59.26%  34.08% 5.70% 9.94%
3545%  42.08% A04% 1091%
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SCHEDULE 14A INFORMATION

Proxy Statement Pursuant to Section 14(a) of the
Securities Exchange Act of 1934

Filed by the Registrant [X]
Filed by a Party other than the Registrant [ ] Tab 39

Check the appropriate box:

{1 Preliminary Proxy Statement

[} CONFIDENTIAL, FOR USE OF THE COMMISSION ONLY (AS PERMITTED BY RULE
14A-6(E)(2))

[X] Definitive Proxy Statement

[ 1 Definitive Additional Materials

{1 Seliciting Material Pursuant to Rule 14a-11(c) or Rule 14a-12

HEALTHSOUTH CORPORATION

(Name of Registrant as Specified In Its Charter)

HEALTHSOUTH CORPORATION

{Name of Person(s) Filing Proxy Statement)
Payment of Filing Fee (Check the appropriate box):

[X] No fee required.
[ 1 Fee computed on table below per Exchange Act Rules 14a-6(i)14) and 0-11.

{1) Title of each class of securities to which transaction applies: N/A

{3) Per unit price or other underlying value of transaction computed
pursuant to Exchange Act Rule 0-11:

N/A
(4) Proposed maximum aggregate value of transaction:
N/A
(5) Total fee paid: N/A
{1 Fee paid previously with preliminary materials. [ 71 Check box

if any part of the fee is offset as provided by Exchange Act Rule

0-11(a)(2) and identify the filing for which the offsetting fee was paid previously. Identify the previous filing by registration
statement number, or the Form or Schedule and the date of its filing.

{1) Amount previously paid:
N/A

{2} Form, Schedule or Registration Statement No.:



(3) Filing Party:
N/A

{4} Date Filed:
N/A

HEALTHSOUTH CORPORATION
ONE HEALTHSOUTH PARKWAY
BIRMINGHAM, ALABAMA 35243

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

Our 2002 annual meeting of stockholders will be held at One Healtt h Parkway, Birmingt Alabama on Thursday, May
16, 2002, beginning at 2:00 p.m., Central Daylight Time. The meeting is being held for the following purposes:

(1) To elect nine Directors to serve until our next annual meeting of stockholders and unti] their successors shall have been duly
elected and qualified; and

(2) To act on any other matter that may properly come before the annual meeting or any adjournment(s) or postponement(s) of
the annual meeting.

All stockholders of record who own shares of HEALTHSOUTH common stock at the close of business on March 28, 2002 are
entitled to receive notice of and to vote at the annual meeting.

WHETHER OR NOT YOU INTEND TO ATTEND THE
ANNUAL MEETING, PLEASE COMPLETE, DATE, SIGN AND PROMPTLY RETURN THE ACCOMPANYING FORM
OF PROXY, USING THE ENCLOSED PREPAID ENVELOPE. IF YOU ATTEND THE ANNUAL MEETING IN PERSON,
YOU MAY REVOKE YOUR PROXY AND VOTE IN PERSON. ATTENDANCE AT THE MEETING DOES NOT OF
ITSELF REVOKE YOUR PROXY.

BRANDON O. HALE
Secretary

April 12, 2002

HEALTHSOUTH CORPORATION

PROXY STATEMENT

INTRODUCTION

This proxy statement and the accompanying form of proxy are being sent to our stockholders in connection with our solicitation
of proxies for use at the 2002 annual meeting of our stockholders or at any adjournment(s) or postponement(s) of the annuat
meeting. The annual meeting will be held on May 16, 2002, beginning at 2:00 p.m., Central Daylight Time, at our principal
executive offices, located at One HealthSouth Parkway, Birmingham, Alabama. We ge all of our stockholders to vote at
the annual meeting, and we hope that the information contained in this document will help you decide how you wish to vote at
the annual meeting. These proxy solicitation materials are being sent to our stockholders on or about April 12, 2002.
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THE ANNUAL MEETING

Purpose of the Annual Meeting

The purpose of the annual meeting is to elect a Board of Directors to serve until our 2003 annual meeting of stockholders and
until their successors are duly elected and qualified to act.

Voting at the Annual Meeting; Proxies

To vote at the annual meeting, you may attend the annual meeting and vote your shares of HEALTHSOUTH common stock in
person, of you may appoint a person to act as your proxy who will vote your shares at the annual meeting in accordance with
your instructions. If you wish to appoint a proxy who will vote your shares of HEALTHSOUTH common stock on your behalf at
the annual meeting, you should complete, date, sign and retum the form of proxy accompanying this document by using the
enclosed prepaid envelope. If you properly complete, date and sign your proxy and it is received by Mellon Investor Services,
L.L.C. before, or by us at, the annual meeting, your shares of HEALTHSOUTH common stock will be voted in accordance with
the voting instructions you completed on the proxy, unless you have validly revoked the proxy. If you properly date and sign and
return a proxy, but you fail to complete the voting instructions, your shares of HEALTHSOUTH common stock will be voted
FOR the election of each nominee named under the section of this document captioned "Election of Directors”.

‘We do not currently anticipate that any other matters will be presented for action at the annual meeting. If any other matters are
properly presented for action, the person(s) named on your proxy will vote your shares of HEALTHSOUTH common stock on
these other matters in their discretion and best judgment, under the discretionary authority you have granted to them in your
PTOXY,

You may revoke your proxy at any time prior to its exercise at the annual meeting by:
o writing to us notifying us that you wish to revoke your proxy;

o properly completing, dating, signing and returning to us another proxy which is granted and dated after any other proxy
previously granted by you; or

o attending the annual meeting and voting in person.
Notices of revocation should be addressed to us as follows:

HEALTHSOUTH Corporation One Healit h Parkway Birmingham, Alabama 35243 Attention: Brandon O. Hale, Secretary

Notices of revocation of your proxy must be received by us at the address above as originals sent by U.S. mail or overnight
courier. You may not revoke your proxy by any other means.

If you grant a proxy, you are not prevented from attending the annual meeting and voting in person. However, your attendance at
the annual meeting will not by itself revoke a proxy that you have previously granted; you must vote in person at the annual
meeting to revoke your proxy. If you have instructed your broker, nominee, custodian or other fiduciary to vote your shares of
HEALTHSOUTH common stock, you must contact that fiduciary and follow its directions on how to change your vote.

Quorum; Voting Rights
Our Board of Directors has determined that those stockholders who are recorded in our record books as owning shares of
HEALTHSOUTH common stock as of the close of business on March 28, 2002, are entitled to receive notice of and to vote at

the annual meeting. As of the record date, there were 392,793,890 shares of HEALTHSOUTH common stock issued and
outstanding.

Before any business may be transacted at the annual meeting, a quornm must be present. A quorum wiil be present if a majority
of the shares of HEALTHSOUTH common stock which are entitled to vote at the annual meeting are present in person or
represented by proxy at the annual meeting.

Fach share of common stock is entitled to one vote on any matter to properly come before the annual meeting.

There are no dissenters' rights of appraisal in connection with any stockholder vote to be taken at the annual meeting.
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Proxy Seolicitation

This proxy solicitation is being made by our Board of Directors. To assist us in soliciting proxies, we have retained Mellon
Tnvestor Services, L.L.C., a proxy soliciting firm, and we have agreed to pay Mellon Investor Services, L.L.C. a fee of $12,000,
and all reasonable out-of-pocket expenses incurred by it in connection with the provision of its services. In addition, our
Directors, officers and other employees, not specifically employed for this purpose, may also solicit proxies by personal
interview, mail, telephone or facsimile. They will not receive additional compensation for their efforts. We will bear the entire
cost of this proxy solicitation. We will request banks, brokers, nominees, custodians and other fiduciaries, who hold shares of
HEALTHSOUTH common stock in street name, to forward these proxy solicitation materials to the beneficial owners of those
shares and we will reimburse them the reasonable out-of-pocket expenses they incur in doing so.

Effect of "Abstentions” and "Broker Non-Votes"

‘We intend to count "abstentions" and "broker non-votes" only for the purpose of determining if a quorum is present at the annual
meeting; they will not be counted as votes cast on any other proposal which requires the vote of our stockholders. An
"abstention" will occur at the annual meeting if your shares of HEALTHSOUTH common stock are deemed to be present at the
annual meeting, either because you attend the annual meeting or because you have properly completed and returned a proxy, but
you do not vote on any proposal or other matter which is required to be voted on by our stockholders at the annual meeting. A
"broker non-vote" will occur if your shares of HEALTHSOUTH common stock are held by a broker or nominee and your shares
are deemed to be present at the annual meeting but you have not instructed your broker or nominee how to vote your shares.
Brokerage firms which hold shares in street name may not vote a client's shares with respect to any "non-discretionary” item if
the client has not furnished voting instructions to the brokerage firm. You should consult your broker if you have any questions
about this.

Abstentions and broker non-votes will have no effect in connection with the election of Directors because the Directors are
elected by a majority of the shares of HEALTHSOUTH common stock present or represented and entitled to be voted at the
annual meeting. No other matters are expected 1o be voted on at the annual meeting.

<original-page 2>

ELECTION OF DIRECTORS
GENERAL

Our bylaws permit our Board of Directors to determine the number of our Directors. Our Board of Directors proposes that each
of the nine nominees listed below be elected at the annual meeting as members of our Board of Directors, to serve until the
annual meeting of our stockholders in 2003 or until such nominee's successor is duly elected and qualified. The affirmative vote
of & majority of the shares of HEALTHSOUTH common stock present or represented and entitled to vote at the annual meeting
is required for the election of each nominee. Unless otherwise instructed on the proxy, the persons designated as proxies will vote
the shares represented by them FOR the election of the nominees listed below. If 2 nominee becomes unable or unwilling to
accept the nomination or election, the persons designated as proxies will be entitled to vote for any other person designated as a
substitute nominee by our Board of Directors.

Our bylaws require that any stockholder wishing to nominate a candidate for Director (in addition to the nominees proposed by
our Board of Directors) must submit such nomination in writing to our corporate secretary so that such nomination is received not
later than the 30th day preceding the date set for any meeting of stockholders at which Directors are to be elected. Any such

ion must be panied by a written from the inee indicating that he or she is qualified and willing to
serve as a Director if so elected. As of the record date for the annual meeting, we had received no such nominations.

NOMINEES FOR DIRECTOR

Information relating to each of the nominees proposed by our Board of Directors for election as one of our Directors is set out
below, We have no reason to believe that any of the following nominees will be unable to serve.

PRINCIPAL OCCUPATION
AND ALL POSITIONS A DIRECTOR
NAME AGE WITH HEALTHSOUTH SINCE
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Richard M. Scrushy 49 Chairman of the Board 1984
and Chief Executive Officer
and Director

Phillip C. Watkins, M.D. 60 Physician, 1984
Birmingham, Alabama,
and Director

George H. Strong 7% Private Investor, 1584
Locust, New Jersey,
and Director

C¢. Sage Givens 45 General Partner, 1985
Acacia Venture Partners
and Directors

Charles W. Newhall ITII 57 Partner, New Enterprise 1985
Associates Limited Partnerships,
and Director

John §. Chamberlin 73 Private Investor, 1993
Princeton, New Jersey,
and Director

Joel €. Gardon 72 Private lnvestor, 1996
Consultant to the Company
and Director

Larry D. Striplin, Jr. 12 Chairman and Chief Executive Officer, 1999
Nelson-Brantley Glass Contractors, Inc.,
and Director

William T. Owens 43 President 2001
and Chief Operating Officerx
and Director
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Richard M. Scrushy, one of our management founders, has served as Chairman of the Board and Chief Executive Officer of
HEALTHSOUTH since 1984, and also served as President of HEALTHSOUTH from 1984 until March 1995. From 1979 to
1984, Mr. Scrushy was with Lifemark Corporation, a publicly owned healthcare corporation, serving in various operational and
management positions. Mr. Scrushy was until February 2001 a director of CaremarkRx, Inc., a publicly traded pharmacy benefits
management company, for which he also served as Acting Chief Executive Officer from January 16 through March 18, 1998 and
as Chairman of the Board from January 16 through December 1, 1998.

Phillip C. Watkins, M.D., FACC, is and has been for more than five years in the private practice of medicine in Birmingham,
Alabama. A graduate of The Medical College of Alabama, Dr. Watkins is a Diplomate of the American Board of Internal
Medicine. He is also a Fellow of the American College of Cardiology and the Subspecialty Board of Cardiovascular Disease.

George H. Strong retired as senior vice president and chief financial officer of Universal Health Services, Inc, in Decernber
1984, a position he held for more than six years. Mr. Strong is a private investor and continued to act as a director of
|

Universal Health Services, Inc., a publicly traded hospi poration, until 1993. Mr. Strong is also a
director of AmeriSource, Inc., a large drug wholesaler.

C. Sage Givens is a founder and managing general partner of Acacia Venture Partners, a private venture capital fund. From
1983 to June 30, 1995, Ms. Givens was a general partner of First Century Partners, also a private venture capital fund. Ms.
Givens managed the fund's healthcare investments. Ms. Givens also serves on the boards of directors of several privately-held
healthcare companies.

Charles W. Newhall I is a general partner and founder of New Enterprise Associates Limited Partnerships, Baltimore,
Maryland, where he has been engaged in the venture capital business since 1978, Mr. Newhall is also a director of CaremarkRx,
Inc.

John S. Chamberlin retired in 1988 as president and chief operating officer of Avon Products, Inc., a position he had held since
1985. From 1976 until 19853, he served as chairman and chief executive officer of Lenox, Incorporated, after 22 years in various
assignments for General Electric. From 1990 to 1991, he served as chairman and chief executive officer of New Jersey
Publishing Co. Mr. Chamberlin is chairman of the board of WNS, Inc. He is chairman of the Board of Trustees of the Medical
Center at Princeton and is a trustee of the Woodrow Wilson National Fellowship Foundation.

Joel C. Gordon served as Chairman of the Board of Directors of Surgical Care Affiliates, Inc. from its founding in 1982 until
January 17, 1996, when we acquired SCA. Mr. Gordon alse served as Chief Executive Officer of SCA from 1987 until
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The foregoing report is submitted by the following Directors of HEALTHSOUTH, constituting all of the members of the
Compensation Committee of the Board of Directors for the year ending December 31, 2001 who continue to serve on the Board
of Directors at the date of this Proxy Statement:

John §. Chamberlin
Phillip €. Watkins, M.D.
Larry D. Striplin, Jr., Chairman

AUDIT INFORMATION
RELATIONSHIP WITH INDEPENDENT PUBLIC ACCOUNTANTS

Qur Board of Directors has engaged Ernst & Young LLP to audit our lidated fi ial for the year ended
December 31, 2001. We expect that Ernst & Young LLP will serve in that capacity for the 2002 fiscal year as well. We expect
that representatives of Ernst & Young LLP will be present at the annual meeting to make a statement if they desire to do so and
to respond to appropriate questions.

AUDIT FEES

The aggregate fees billed to us for the fiscal year ended December 31, 2001 by Emst & Young LLP for the fiscal year ended
December 31, 2001 or related to its audit for such fiscal year were as follows:

Audit Fees ........cciueiiiiiainaaon $1,164,750
All Other Fees
Audit-Related Fees ............... $2,387,676
Non-Audit-Related Fees ........... $ 121,580
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AUDIT COMMITTEE REPORT

The Audit Committee of the Board of Directors, consisting of C. Sage Givens, Larry D. Striplin, Jr. and George H. Strong,
Chairman, is responsible for overseeing HEALTHSOUTH's financial reporting process on behalf of the Board of Directors.
HEALTHSOUTH's management has the primary responsibility for the fi ial and the reporting process, including
the systems of internal control. In fulfilling its oversight responsibilities, the Committee reviewed the audited financial statements
contained in HEALTHSOUTH's Annual Report on Form 10-K for the Fiscal Year Ended December 31, 2001 with management,
including a discussion of the quality, not just the acceptability, of the accounting principles, the reasonableness of significant
Jjudgments, and the clarity of disclosures in the financial statements.

All members of the Audit C ittee are "independent” under the standard: blished by the New York Stock Exchange. A
copy of the Audit Committee charter is included as Appendix B to this Proxy Statement.

The Committee reviewed with the independent auditors, who are responsible for expressing an opinion on the conformity of
those audited financial statements with accounting principles generally accepted in the United States, their judgments as to the
quality, not just the acceptability, of HEALTHSOUTH's accounting principles and such other matters as are required to be
discussed with the Committee under generally accepted auditing standards. In addition, the Committee has discussed with the
independent auditors the auditors' independence from management and HEALTHSOUTH, including the matters in the written
disclosures required by the Independence Standards Board, and considered the compatibility of non-audit services with the
auditors’ independence. The Committee believes that the non-audit services are compatible with such independence.

The Committee discussed with HEALTHSOUTH's internal and independent auditors the overall scope and plans of their
respective audits. The Committee meets with the internal and independent auditors, with and without management present, to
discuss the results of their examinations, their evaluations of HEALTHSOUTH's internal controls, and the overall quality of
HEALTHSOUTH's financial reporting,
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In reliance upon the reviews and discussions referred to above, the Committee has recommended to the Board of Directors (and
the Board has approved) that the audited financial statements be included in HEALTHSOUTH's Annual Report on Form 10-K
for the Fiscal Year Ended December 31, 2001 for filing with the Securities and Exchange Commission. Those audited financial
statements are also included in Appendix A to this Proxy Statement.

The forgoing report is submitted by the following Directors of HEALTHSOUTH, constituting all the members of the Audit
Committee of the Board of Directors for the year ended December 31, 2001:

C. Sage Givens
Larry D. Striplin, Jr.
George H. Stromg, Chairman
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PRINCIPAL STOCKHOLDERS

The following table sets forth certain information regarding beneficial ownership of HEALTHSOUTH common stock as of
March 28, 2002 (a) by each person who is known by us to own beneficially more than 5% of our common stock, (b) by each of
our Directors, {c} by our five most highly compensated executive officers, (d) by a former executive officer who would have been
among our five most highly compensated executive officers had he held such position at December 31, 2001 and (¢) by all
executive officers and Directors as a group.
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SCHEDULE 14A INFORMATION

Proxy Staternent Pursuant to Section 14(a) of the
Securities Exchange Act of 1934

Filed by the Registrant [X]
Filed by a Party other than the Registrant [ ]

Check the appropriate box:

{1 Preliminary Proxy Statement

{] CONFIDENTIAL, FOR USE OF THE COMMISSION ONLY (AS PERMITTED BY RULE
14A-6(E}(2))

[X] Definitive Proxy Statement

{1 Definitive Additional Materials

{1 Soliciting Material Pursuant to Rule 14a-11(c) or Rule 14a-12

KEALTHSOUTH CORPORATION

{Name of Registrant as Specified In Its Charter)

EEALTHSOUTH CORPORATION

{Name of Person(s) Filing Proxy Statement)

Payment of Filing Fee (Check the appropriate box):
{X] No fee required.
{ 1 Fee computed on table below per Exchange Act Rules 14a-6(i)14) and 0-11.

{1) Title of each class of securities to which transaction applies: N/A

{3) Per unit price or other underlying wvalue of transaction computed
pursuant to Exchange Act Rule 0-11:
N/A

{4) Proposed maximum aggregate value of tramnsaction:
N/A

(5) Total fee paid: N/A

[ 1 Fee paid previously with preliminary materials. [ ] Check box
if any part of the fee is offset as provided by Exchange Act Rule

0-11{a)(2) and identify the filing for which the offsetting fee was paid previously. Identify the previous filing by
registration statement number, or the Form or Schedule and the date of its filing.

{1} Amount previously paid:
N/A

(2} Form, Schedule or Registration Statement No.:
N/A



(3) Filing Party:
N/A

{4) Date Filed:
N/A

HEALTHSOUTH CORPORATION
ONE HEALTHSOUTH PARKWAY
BIRMINGHAM, ALABAMA 35243

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

Our 2001 annual meeting of stockholders will be held at One HealthSouth Parkway, Birmingt Alabama on Thursday, May
17, 2001, beginning at 2:00 p.m., Central Daylight Time. The meeting is being held for the following purposes:

(1) To elect nine Directors to serve until our next annual meeting of stockholders and untif their successors shall have been
duly elected and qualified; and

{2) To act on any other matter that may properly come before the annual meeting or any adjournment(s) or postponement(s)
of the annual meeting.

All stockholders of record who own shares of HEALTHSOUTH common stock at the close of business on March 30, 2001
are entitled to receive notice of and to vote at the annual meeting. :

WHETHER OR NOT YOU INTEND TO ATTEND THE
ANNUAL MEETING, PLEASE MARK, DATE, SIGN AND PROMPTLY RETURN THE ACCOMPANYING FORM OF
PROXY, USING THE ENCLOSED PREPAID ENVELOPE. IF YOU ATTEND THE ANNUAL MEETING IN PERSON,
YOU MAY REVOKE YOUR PROXY AND VOTE IN PERSON. ATTENDANCE AT THE MEETING DOES NOT OF
{TSELF REVOKE YOUR PROXY.

BRANDON O. HALE
Secretary

Aprif 17,2001

HEALTHSOUTH CORPORATION

PROXY STATEMENT

INTRODUCTION

This proxy statement and the accompanying form of proxy are being sent to our stockholders in connection with our
solicitation of proxies for use at the 2001 annual meeting of our stockholders or at any adjournment(s) or
postponement(s) of the annual meeting. The annual meeting will be held on May 17, 2001, beginning at 2:00 p.m., Central
Daylight Time, at our principal executive offices, located at One HealthSouth Parkway, Birmingham, Alabama. We encourage
all of our stockholders to vote at the annual meeting, and we hope that the information contained in this document will help
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you decide how you wish to vote at the annual meeting. These proxy solicitation materials are being sent to our stockholders
on or about April 17, 2001,

THE ANNUAL MEETING

Purpose of the Annual Meeting

The purpose of the annual meeting is to elect a Board of Directors to serve until our 2002 annual meeting of stockholders
and until their successors are duly elected and qualified to act.

Voting at the Annual Meeting; Proxies

To vote at the annual meeting, you may attend the annual meeting and vote your shares of HEALTHSOUTH common stock in
person, of you may appoint a person to act as your proxy who will vote your shares at the annual meeting in accordance
with your instructions. If you wish to appoint a proxy who will vote your shares of HEALTHSOUTH common stock on your
behalf at the annual meeting, you should complete, date, sign and return the form of proxy accompanying this document by
using the enclosed prepaid envelope. If you properly complete, date and sign your proxy and it is received by Melon Investor
Services, 1.L.C. before, or by us at, the annual meeting, your shares of HEALTHSOUTH common stock will be voted in
accordance with the voting instructions you completed on the proxy, unless you have validly revoked the proxy. If you properly
date and sign and return a proxy, but you fail to complete the voting instructions, your shares of HEALTHSOUTH common
stock will be voted FOR the election of each nominee named under the section of this document captioned "Election of
Directors™.

We do not currently anticipate any other matters being presented for action at the annual meeting. If any other matters are
properly presented for action, the person(s) named on your proxy will vote your shares of HEALTHSOUTH common stock on
these ofher matters in their discretion and best judgment, under the discretionary authority you have granted to them in your
proxy.

You may revoke your proxy at any time prior to its exercise at the annual meeting by:
o writing to us notifying us that you wish to revoke your proxy;

o properly completing, dating, signing and returning to us another proxy which is granted and dated after any other proxy
previously granted by you; or

o attending the annual meeting and voting in person.
Notices of revocation should be addressed to us as follows:
HEALTHSOUTH Corporation One HealthSouth Parkway Birmingham, Alabama 35243 Atntention: Brandon O. Hale, Secretary

Notices of revocation of your proxy must be received by us at the address above as originals sent by U.S. mail or overnight
courier. You may not revoke your proxy by any other means.

If you grant a proxy, you are not prevented from attending the annual meeting and voting in person. However, your
attendance at the annual meeting will not by itself revoke a proxy that you have previously granted; you must vote in person
at the annual meeting to revoke your proxy. If you have instructed your broker, nominee, custodian or other fiduciary to
vote your shares of HEALTHSOUTH common stock, you must contact that fiduciary and follow its directions on how to
change your vote.

Quorum; Voting Rights

Our Board of Directors has determined that those stockholders who are recorded in our record books as owning shares of
HEALTHSOQUTH common stock as of the close of business on March 30, 2001, are entitled to receive notice of and to vote at
the annual meeting. As of the record date, there were 389,487,541 shares of HEALTHSOUTH common stock issued and
outstanding.

Before any business may be transacted at the annual meeting, a quorum must be present. A quorum will be attained if a
majority of the shares of HEALTHSOUTH common stock which are entitled to vote at the annual meeting are present in
person or represented by proxy at the annual meeting.
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Each share of common stock is entitled to one vote on any matter to properly come before the annual meeting.
There are no dissenters' rights of appraisal in connection with any stockholder vote to be taken at the annual meeting.

Proxy Solicitation

This proxy solicitation is being made by our Board of Directors. To assist us in soliciting proxies, we have retained Mellon
Investor Services, L.L.C., a proxy soliciting firm, and we have agreed to pay Mellon Investor Services, LL.C. a fee of
$12,000, and all reasonable out-of-pocket expenses incurred by it in connection with the provision of its services. In
addition, our Directors, officers and other employees, not specifically employed for this purpose, may also solicit proxies
by personal interview, mail, telephone or facsimile. They will not receive additional compensation for their efforts. We will
bear the entire cost of this proxy solicitation. We will request banks, brokers, nominees, custodians and other fiduciaries,
who hold shares of HEALTHSOUTH common stock in street name, to forward these proxy solicitation materials to the
beneficial owners of those shares and we will reimburse them the reasonable out-of-pocket expenses they incur in doing so.

Effect of "Abstentions” and "Broker Non-Votes"

We intend to count "abstentions” and "broker non-votes" only for the purpose of determining if a quorum is present at the
annual meeting; they wili not be counted as votes cast on any other proposal which requires the vote of our stockholders. An
"abstention” will occur at the annual meeting if your shares of HEALTHSOUTH common stock are deemed to be present
at the annual meeting, cither because you attend the annual meeting or because you have properly completed and returned a
proxy, but you do not vote on any proposal or other matter which is required to be voted on by our stockholders at the annuat
meeting. A "broker non-vote" will occur if your shares of HEALTHSOUTH common stock are held by a broker or nominee
and your shares are deemed to be present at the annual meeting but you have not instructed your broker or nominee how to vote
your shares. Brokerage firms which hold shares in street name may not vote a client's shares with respect to any “non-
discretionary” item if the client has not furnished voting instructions to the brokerage firm. You should consult your broker if
you have any questions about this.

Abstentions and broker non-votes will have no effect in connection with the election of Directors because the Directors are
elected by a majority of the shares of HEALTHSOUTH common stock present or represented and entitled to be voted at the
annual meeting. No other matters are expected to be voted on at the annual meeting.
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ELECTION OF DIRECTORS
GENERAL

Qur bylaws permit our Board of Directors to determine the number of our Directors. Cur Board of Directors proposes that
each of the nine nominees listed below be elected at the annual meeting as members of our Board of Directors, to serve
until the annual meeting of our stockholders in 2002 or until such nominee's successor is duly elected and qualified. The
affirmative vote of a majority of the shares of HEALTHSOUTH common stock present or represented and entitled to
vote at the annual meeting is required for the election of each nominee. Unless otherwise instructed on the proxy, the persons
designated as proxies will vote the shares represented by them FOR the election of the nominees listed below. If a nominee
becomes unable or unwilling to accept the nomination or election, the persons designated as proxies will be entitled to vote for
any other person designated as a substitute nominee by our Board of Directors.

NOMINEES FOR DIRECTOR

Information relating to each of the nominees proposed by our Board of Directors for election as one of our Directors is set
out below. We have no reason to believe that any of the following nominees will be unable to serve.

PRINCIPAL OCCUPATION
AND ALL POSITIONS A DIRECTOR
NAME AGE WITH HEALTHSOUTH SINCE

Richard M. Scrushy 48 Chairman of the Board 1584
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and Chief Executive Officer
and Director

Phillip €. Watkins, M.D. 59 Physician, Birmingham, Alabama, 1984
and Director

George H. Strong 14 Private Investor, Locust, New Jexrsey, 1984
and Director

C. Sage Givens 44 General Partner, 1585

Acacia Venture Partners
and Director

Charles W. Newhall IIY 56 Partner, New Enterprise 1985
Associates Limited Partnerships,
and Director

John §. Chamberlin 72 private Investor, . 1953
Princeton, New Jersey,
and Director

Joel C. Gordon 71 Private Investor, 1896
Consultant to the Company
and Director

Larry D. Striplin, Jr. 71 Chairman and Chief Executive Officer, 1999
Nelson-Brantley Glass Contractors, Inc.,
and Director

William T. Owens 42 Bxecutive Vice President 2001
and Chief Financial Officer
and Director

Richard M. Scrushy, one of our management founders, has served as Chairman of the Board and Chief Executive Officer of
HEALTHSOUTH since 1984, and also served as President of HEALTHSOUTH from 1984 until March 1995. From 1979 to
1984, Mr. Scrushy was with Lifemark
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Corporation, a publicly owned heaithcare corporation, serving in various operational and management positions. Mr.
Scrushy was until February 2001 a director of CaremarkRx, Inc., a publicly traded pharmacy benefits management company,
for which he also served as Acting Chief Executive Officer from January 16 through March 18, 1998 and as Chairman of
the Board from January 16 through December 1, 1998.

Phillip C. Watkins, M.D., FACC, is and has been for more than five years in the private practice of medicine in Bir h
Alabama. A graduate of The Medical College of Alabama, Dr. Watkins is a Diplomate of the American Board of Internal
Medicine. He is also a Fellow of the American College of Cardiology and the Subspecialty Board of Cardi far Disease.

George H. Strong retired as senior vice president and chief financial officer of Universal Health Services, Inc. in December
1984, a position he held for more than six years. Mr. Strong is a private investor and continued to act as a director of
Universal Health Services, Inc., a publicly traded hospital management corporation, until 1993. Mr. Strong is also a
director of AmeriSource, Inc., a large drug wholesaler.

C. Sage Givens is a founder and managing general partner of Acacia Venture Partners, a private venture capital fund. From
1983 to June 30, 1995, Ms. Givens was a general partner of First Century Partners, also a private venture capital fund. Ms.
Givens ged the fund's healthcare in Ms. Givens also serves on the boards of directors of several privately-heid
healthcare companies.

Charles W. Newhall II] is a genera} partner and founder of New Enterprise Associates Limited Parmerships, Baltimore,
Maryland, where he has been engaged in the venture capital business since 1978. Mr. Newhall is also a director of
CaremarkRx, Inc.

John S. Chamberlin retired in 1988 as president and chief operating officer of Avon Products, Inc., a position he had held
since 1985. From 1976 until 1985, he served as chairman and chief executive officer of Lenox, Incorporated, after 22
years in various assignments for General Electric. From 1990 to 1991, he served as chairman and chief executive officer of
New Jersey Publishing Co. Mr. Chamberlin is chairman of the board of WNS, Inc. He is a member of the Board of
Trustees of the Medical Center at Princeton and is a trustee of the Woodrow Wilson National Fellowship Foundation.

Joel C. Gordon served as Chairman of the Board of Directors of Surgical Care Affiliates, Inc. from its founding in 1982 until
January 17, 1996, when we acquired SCA. Mr. Gordon also served as Chief Executive Officer of SCA from 1987 until
January 17, 1996. Mr. Gordon is a private investor and serves on the boards of directors of Genesco, Inc., an apparel
manufacturer, and SunTrust Bank of Nashville, N.A.
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In the period since December 31, 1993, HEALTHSOUTH, under Mr. Scrushy's leadership, has grown from the fourth-
largest provider of rehabilitative healthcare services to the largest provider, and since 1995 has established itself as the
nation's largest provider of outpatient surgery services and outpatient diagnostic services. During that same period, the
company has expanded its operations to 50 states, the United Kingdom, Australia, Canada and Puerto Rico and has been named
to the S&P 500. The Committee believes that Mr. Scrushys leadership has been essential to HEALTHSOUTH's success and
growth. In view of these accomplist the C beli that it is important to ensure that, if Mr. Scrushy is
successful in leading HEALTHSOUTH to achieve the goals set by the Board of Directors, his compensation will beata
level commensurate with that of chief executive officers of similarly-performing public companies and that he will continue
to have the opportunity to obtain a significant equity interest in the company.

In evaluating Mr. Scrushy's performance in 2000 and recommending Mr. Scrushy's compensation for 2001, the
Committee took note of the significant improvement in HEALTHSOUTH's stock price after a period of significant
depression in late 1998 and 1999. The Committee noted that, under Mr. Scrushy’s leadership, HEALTHSOUTH's stock price
had increased 203% from December 31, 1999 through December 31, 2000, the fourth-best performance of all S&P 5060
companies for 2000. The Committee further noted that Mr. Scrushy had voluntarily chosen to forgo receipt of his entire base
salary and
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Annual Target Bonus from November 1, 1998 through March 31, 1999 and continued to receive, at his election, a substantxaﬂy
reduced portion of his annual base salary and Annua) Target Bonus through the remainder of 1999. In addition, the Ci
considered the increased responsibility taken on by Mr. Scrushy after the departure of HEALTHSQUTH's President and
Chief Operating Officer in July 2000. In light of all these factors and Mr. Scrushy’s continued leadership, the
Committee believes that Mr. Scrushy’s compensation for 2000 and 2001 is appropriate.

Other Executive Employment Agreements

HEALTHSOUTH also has Employment Agreements, dated April 1, 1998, with Thomas W. Carman, Executive Vice
President -- Corporate Development, Robert E. Thomson, President -- Inpatient Operations, and Patrick A. Foster, President --
Ambulatory Services -~ West, pursuant to which cach of these persons is employed in these capacities for a three-year
term initially expiring on April 1, 200). Such terms are automatically extended for an additional year on each April t- unless
the Agr are terminated in d with their terms. The Agreements currently provide for the payment of an annual
base salary of at least $360,000 to Mr. Carman, $450,000 to Mr. Thomson and $450,000 to Mr. Foster. The Agreements
further provide that each such officer is eligible for participation in all management bonus or incentive plans and stock option,
stock purchase or equity-based incentive compensation plans in which other senior executives of HEALTHSOUTH are
eligible to participate, and provide for certain specified fringe benefits.

If the Agreements are terminated by HEALTHSOUTH other than for Cause (as defined), Disability (as defined) or death,
HEALTHSOUTH is required to continue the officers’ base salary in effect for a period of one year after termination, as
severance compensation. In addition, in the event of a voluntary termination of employment by the officer within six months
after a Change in Control (as defined), HEALTHSOUTH is also required to continue the officer's salary for the same period.
The Agreements restrict the officers from engaging in certain activities competitive with HEALTHSOUTH's business during
their employment with the company and for any period during which the officer is receiving severance compensation, unless
such termination occurs after a Change in Control.

Section 162(m) of the Internal Revenue Code

The Omnibus Budget Reconciliation Act of 1993 contains a provision under which a publicly traded corporation is
sometimes preciuded from taking a federal income tax deduction for compensation in excess of $1,000,000 that is paid to the
chief executive officer and the four other most highly-compensated executives of the corporation during a corporation’s tax year.
Compensation in excess of $1,000,000 continues to be deductible if that comp ion is "perft based" within the
meaning of that term under Section 162(m) of the Internal Revenue Code. Certain transition rules apply with respect to stock
option plans which were approved prior to December 20, 1993, pursuant to Rule 16b-3(b) under the Exchange Act.

HEALTHSOUTH believes that its employee stock option plans meet the requirements of Section 162(m) as
performance-| based plans. The Committee and the Board of Directors have made a decision not to amend HEALTHSOUTH's
cash p prog) to meet ali requi of Section 162(m) because such a decision would not be in the best
interests of the company’s stockholders. The Committee believes that, in establishing bonus and incentive awards, certain
subjective factors must be taken into account in particular cases, based upon the experienced judgment of the Committee
members as well as on factors which may be objectively quantified. The preservation of tax deductibility of all compensation
is an important consideration. However, the Comumittee believes that it is important that HEALTHSOUTH retain the
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flexibility to reward superijor effort and accomplishment even where all cash compensation may not be fully deductible. The
Committee will continue to review the requirements for deductibility under Section 162(m) and will take such requirements
into account in the future as it deems appropriate and in the best interests of HEALTHSOUTH's stockholders.
Approximately $2,654,849 of Mr. Scrushy’s compensation paid with respect to 2000 will not be deductible; however,
HEALTHSOUTH believes that all other compensation paid to executive officers will be fully deductible.
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Conclusion
The Committee believes that the levels and mix of compensation provided to HEALTHSOUTH's executives during 2000 were
appropriate and were i ] in the achi of the pany's goals for 2000. It is the intent of the Committee to

ensure that the Company's compensation programs continue to motivate its executives and reward them for being
responsive to the long-term interests of HEALTHSQUTH and its stockholders.

The foregoing report is submitted by the following Directors of HEALTHSOUTH, ituting all of the bers of
the Compensation Committee of the Board of Directors for the year ending December 31, 2000 who continue to serve on the
Board of Directors at the date of this Proxy Statement:

John 8. Chamberlin
Larry D. Striplin, Jr., Chairman(i)

(1) Jan L. Jones, a member of the Compensation Committee in 2000, no longer served on the Board at the date of this Proxy
Statement.

AUDIT INFORMATION

RELATIONSHIP WITH INDEPENDENT PUBLIC ACCOUNTANTS

1id

Our Board of Directors has engaged Emst &Young LLP to audit our ¢ d financial for the fiscal year
ended Decemnber 31, 2000. We expect that Emst & Young LLP will serve in that capacity for the 2001 fiscal year as well.
We expect that representatives of Ernst & Young LLP will be present at the annual meeting to make a statement if they desire
1o do so and to respond to appropriate questions.

AUDIT FEES

The aggregate fees billed to us for the fiscal year ended December 31, 2000 by Emst & Young LLP for the fiscal year
ended December 31, 2000 or related to its audit for such fiscal year were as follows:

Audit Fees . .......... i 81,026,649
All Other Fees
Audit-Related Fees ............ $2,583,854
Non-Audit-Related Fees ........ 66,107
Total of All Other Fees ... $2,649,961
AUDIT COMMITTEE REPORT

The Audit Committee of the Board of Directors, consisting of C. Sage Givens, Larry D. Striplin, Jr. and George H. Strong,
Chairman, is responsible for overseeing HEALTHSOUTH's financial reporting process on behalf of the Board of Directors.
HEALTHSOUTH's management has the primary responsibility for the financial statements and the reporting process,
including the systems of internal control. In fulfilling its oversight responsibilities, the C ittee reviewed the audited
financial statements contained in HEALTHSOUTH's Annua! Report on Forrn 10-K for the Fiscal Year Ended December
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31, 2000 with management, including a discussion of the guality, not just the ptability, of the ing principles, the
reasonableness of significant judgments, and the clarity of disclosures in the fi ial

All members of the Audit Committee are "independent” under the standards established by the New York Stock Exchange.
A copy of the Audit Committee charter is included as Appendix B to this Proxy Statement.

The Committee reviewed with the independent auditors, who are responsible for expressing an opinion on the conformity of
those audited financial statements with generally accepted accounting principles, their judgments as to the quality, not just the
acceptability, of HEALTHSOUTH's accounting

<original-page 19 >

principles and such other matters as are required to be di d with the C i under generally accepted auditing
standards. In addition, the Committee has discussed with the independent auditors the auditors' independence from
management and HEALTHSOUTH, including the matters in the written disclosures required by the Independence
Standards Board, and idered the patibility of dit services with the auditors' independence. The
Comnmittee believes that the non-audit services are compatible with such independence.

The Committee discussed with HEALTHSOQUTH's internal and independent auditors the overall scope and plans of their
respective audits. The Committee meets with the internal and independent auditors, with and without management present, to
discuss the results of their examinations, their evaluations of HEALTHSOUTH's internal controls, and the overall quality
of HEALTHSOUTH's financial reporting,

In reliance upon the reviews and discussions referred to above, the Committee has recommended to the Board of
Directors (and the Board has approved) that the audited financial statements be inctuded in HEALTHSOUTH's Annual
Report on Form 10-K for the Fiscal Year Ended December 31, 2000 for filing with the Securities and Exchange
Commission. Those audited financial statements are also included in Appendix A to this Proxy Statement.

The forgoing report is submitted by the following Directors of HEALTHSOUTH, constituting all the members of the
Audit Committee of the Board of Directors for the year ended Decernber 31, 2000:

C. Sage Givens
Larry D. Striplin, Jr.
George H. Strong, Chairman

<ariginal-page 20 >

PRINCIPAL STOCKHOLDERS

The following table sets forth certain information regarding beneficial ownership of HEALTHSOUTH common stock as of
March 30, 2001, (a) by each person who is known by us to own beneficially more than 5% of our common stock, (b} by each of
our Directors, {c) by our five most highly compensated executive officers, (d) by two former executive officers who would
have been among our five most highly compensated executive officers had they held such positions at December 31, 2000 and
(e) by all executive officers and Directors as a group.



372

Tab 40
MEMORANDUM
TO: Richard M. Scrushy
FROM: Teresa L. Rubio
DATE: January 4, 1996

SUBJECT: Ernst & Young Evaluation Program

As a follow-up to our meeting on January 2, 1996, I would like to verify my understanding of the
program you proposed to be handled by Emst & Young, as well as, bring potential issues to your
attention.

1. We are to retain Ernst & Young staff auditors throughout the country to perform
unannounced site evaluations at our facilities.

POTENTIAL ISSUE: With Ernst & Young handling our annual audit, as well as the site
evaluations, issues arising during these visits could affect our year end audit.

SOLUTION: Retain another firm, possibly Peat Marwick, to handle the site evaluations.

2. Lower level personnel (i.e. staff anditors) with Ernst & Young would be trained by
HEALTHSOUTH to perform the site evaluations. One site visit per week, during off-season
weeks, would be performed by various locations throughout Emst & Young’s network.

POTENTIAL ISSUE: An investment of time and training would be made or a non-
HEALTHSOUTH employee.

SOLUTION: Hire two new college graduates in internal audit whose only function is to perform
site evaluations. This would provide a new graduate with a career opportunity as well as develop
an entry level training program for a potential long-term employee. By maintaining the program
in-house, we can better control the consistency in facility evaluations and monitor progress over a
given time frame.

3. We have made an initial financial commitment of $500,000 to Emnst & Young to perform this
program.
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POTENTIAL ISSUE: This is a significant commitment of company resources 1o an outside
source. An outside source will not be able to provide the consistency, quality and efficiency of
an in-house program.

SOLUTION: Develop an in-house program which will cost approximately $300,000 and
produce 750 - 800 site evaluations per year.

Successful implementation of this program will improve the quality of the facilities as
HEALTHSOUTH strives to get the standard of excellence in the healthcare industry.

I'would like the opportunity to further this program with you at your convenience.

TLR/le

cc: Jim Bennett
Daryl Brown
Aaron Beam

Bill Owens
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HEALTHSOUTH. Outpatient Division
The Pristine Factor
Tab 41
Date Time
Facility Name Facility Logation
Satellite OYes Ole
Patient Exterior of Facility
1. Paking avea is free of trash. {N/A lor facilities leasing space within 3 building ) OYes ONs ONR
2. For leased-space facilities: Faclily is tisted on bullding directory. Oves ONn ONA
3, Entrance Io non-ieased buildings Is free of rash and debr’s. OYes ONo ONA
4. For lessed-space tacilities: Enrance b lacifily appears in good repalr and building OYes ONo OBRR
Respect supptris HEALTHSOUTH mige.
5. Fatility has a sign idenlifying It asa HEALTHSOUTH tacility.  No, note when OYes ONe
Tacilily was acquired.
Lobby/Waiting Area
P 6. Overall appearante is organized and neat. OYes ONn
nlegrity 7. No magazines on foor of in chairs. OYes ONo
8. Fumiture appears in good repair. OvYss ONo
i Receptionist
9. Paients/vsilors ave greeled upon entry. Oves Ot
Service 10. Receplionist has a iriendly and heipful atiturie. OvYes Oto
1. Proper telephons etiquelis is used. Ovas Obo
12. Work area In patient/visTtor view is organized and neat. Oves Olo
13. Patient admission/intake ks handled in a private area. Oves Oto
Teamwork Treaimenl/!j:xaminahon Areas (items 14. - 28.)
14. Statf is atentive %o palients. OYes Oto
15. Staff exhibils 3 caring and professional atifluce toward patients., Ofes ObNeo
6. Equipment appears in good warking condition. Otes Olio
17. Equigment has no rust or dust Qves Oto
. 18. Carpet or fiooring appears clean and in good repait Oves ONeo
Impression | 19, Cefing is free of shins and chsstaccumulation. OYes Obte
20. Facflity has adequate lighting. Oves ONo
21. Walls are iree of stains and marks. If No, ot areas needing atiention. OvYes Oto
No hassle 22. Doors to storage areas are closed to public view. Qves ONe
23. Music is at an acceplable level. OYes ONo ONA
24. Pool is free of stains. OYes ONo ONA
25, Charting area is oiganized and neal, (/A if o specific charting area OYes ONo ONA
within patient reatment afeas.} -
26. Paliart privacy s respected © al times. OYes ONo
Extra mile
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Respect

Integrity

Service

Teamwork

Impression

No hassle

Extra mile
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27. Ciean laundry is neatly lolded and slored in a designaled area.
28. Soiled aundry is stored in a covéred container. .

Public Restrooms/Locker Rooms (Within facility)
29. Floors are free of Urash.

30. Floars, walls and toilet areas are free of stains.

31. Overall appearance Is sanitary,

Financial

32. Business ofiice personne! are coureous and helplul,
{N/A for factities without a business office)

33, Patient receipt book is pre-numbered and multicopied.

34. Al pre-numbered raceipls in patient receipt book are accounted for; one copy of alf
eceipts ssued remains in the receipt book.

35, Over-he-counter collections are stored in a locked safe avernight until forwarded
to 2 Regional Business Office or deposited in e bank. If No, nole where money

is stored. -
35. Three people of fess have the safe combinalion. List names and titles:

37. One copy of all purchase orders {issued and voided) is malntained numesically.
(VA only for tacifities which requisilion supplies frem another facility.)
38. Previnus day’ chaige siips have been processed.

Obtain atient schedule for the day grigr to the audit and pull five medical charls
for palients seen on thal date.

38, Charges docwmented for the dat undes review,
40. Patient name and accourt number apree with tatest charge ticket
Nole any problems with 3 and 40.

General

Patient transportation and aff company vehicles. llems 41 rough 43:

41. Pationt transpartafion vehicle has HEALTHSOUTH logo on exterior.
H A or No, nole reason.

42. nierior of vehicle is ¢lean and neal in appearance.

43. Tires on company vehicle do not have visibly wom tread,

44, There ar8 np taped signs (handwrilten or printed) on walls, doomways, o equipment in
areas open 1o patient/visitor view,

45. “Pulling the Wagon"” poster is prominently dispiayed in the facilily.

4. Throughou! faciliy, employees are identified by HEALTHSOUTH name tags Or apparel.

47, Overall attitude of the facility is courteous and prolessional.

Pristine Factor

3/28/%6

OYes
Oves

CYes
OYes
OvYes
OYes

OYes
OYes

Oveas

OYes

OvYes
OYes

Oves
OYes

OYes
Oes
Oes
OYes

OYes
OYes

Ot
Ot

ONe
Qo
Ofs
Ofo

Ofe
ONe

Ofs

ONa

Oe
Oho

Ome
Ote

ONe

ONo
Oo
Oto

O
OHo
Ote

ONA

QONA

Onm
ONA

onA

ONA
ONR
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E &Y Auditor # Facility undergoing

Date .t constructionfrenovations
Time. AM/PM at the time of audit. Oes
Facility Number 04 /08
Facility Location (City/State} /
Patient Exterior of Facility
1. Parking area is free of trash. (N/A for facilifies leasing space within a building.) OYes ONeo ONA
2. Entrance to facilty is free of trash and debris. OvYes ONe OnNA
- 3. Entranca to building appears in good repair and building supports
HEALTHSOUTH image. OYes {ONo QA
) 4. Faciity has a sign identifying &t as a HEALTHSOUTH facility. QYes ONe OnA
Rsspscl 1 no, note reason and when facility was acguired.
Lobby/Waiting Area
5. Overall appearance is organized and neat. O¥es ONo  ONA
6. Magazines appear neat and orderly. OvYes ONo ONA
Trceari 7. Furniture appears in good repair. OYes ONo ONA
ntegrity 8. Chair/Seating have no stains, fint o broken parts. Oes ONo  ONA
Receplionist
9. PafientsMisitors are grested upon entry. OYes Ono ONA
10. Receptionist has a friendly and helphu! atiitude. O Yes OnNo Ona
11. Proper telephone etiquette is used. OYes ONo OnNA
Senice 12, Wark area In patientivisitor view is organized and neat. OYes OnNe ONA
13. “HEALTHSOUTH raceipts are issued to all patients making a payment OYes . ONe OnNA
at our facility™ sign is displayed at receptionist desk.
Treatment/Examination Areas
Answer ftems 14, 15 and 16 ONLY ¥ patients are in the facillty during the audit.
T X 14. Staft is atientive to patianis. OYes ONe ONA
eamio 15. Staf exhibits a caring and professional attiude loward patients. OYes ONo  ONA
16. Patiers privacy Is respected at all tmes. OYes COno ONA
17. Carpet or fiooring appears clean and in good repalr, OYes Oto QNA
18. Celling is free of stains. OYes OnNo ONA
19. Ceiling healing/cooling vents are free of dust accumulation. OYes ONo ONRA ™
20, Walls are free of stains and marks. OYes Ono ONA
lmptession 1 no, note areas needing attention.
21, Equipment appears in good working condition. OYes ONo ONA
22. Equipment has no dust or rust. Oes Ono ONA
23. PoolWhiripool is free of stains. OYes OnNo ONA
24, Facilty has adequate lighting. : O¥es ONo ONA
25. Doors o storage areas are closed to public view. OYes Ohe ONA
N hassle 26. Music is al a level for holging conversations without raising voices. Oes OnNo ONA
27. CLEAN laundry is neatly folded and stored in a designated area. Oves ONe ONA
28, SOILED laundry is stored in a covered container. OYes Ono ONA
Extra mite g %
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Service

377

Public Restrooms {located inside facility only)
29. Floors are free of rash.
30. Floors, walls and toliet areas are free of stains.
31. Overall appearance is sanitary.

Financial
32. Facifty i using the “One-Write” system for issuing palient receipts.
33. Overthe-countar collections are siored in a LOCKED safe or cash box

overnight untit forwarded to RBO/CPC or deposited in the bank.

1f no, note where money & siored.
34. Thvee people o less have a key lo cash box or the safe cornbination.

List narnes and tties:
35. Throughot factlty, assets are tagged with HEALTHSOUTH fixed asset tags.

Note one asset plion and tag #:

Cbtain patient schedule for ONE business day prior to the audit
and select three medical charts for patients reated on that date.
36. Procedwes) is{are) documented for the date under review.
37. Patient has signed consent to treat form.

Note problerms with 36 and 37.

General
38. Faciity business ficense is framed and displayed publicly.
39. Select three files. Evi ol G ion form
for Modiule One fs on fils. if no, note employee’s name and date of hire.

!mpvession

No hassie

Extra mile

40. Throughout faciiity, all rash receplacies have finers.
1 no, note location.
41. Thoughout faciity, el emp are identified by name/ID badges
or HEALTHSOUTH apparel.
42, There are NO taped signs (handwritten or printed) on walls, dooways
or equipment thraughout faciilty.
. HEALTHSOUTH i is diisplayed publicly.
“PULLING THE WAGON" poster is dispiayed publicly in the facility.
“WEVE ADDED CUR S0TH STATE’ poster is displayed publicly in facifity.
“INTEGRITY IN ACTION" poster is displayed in area accessible o
empioyees only.

BEES

47. Soda vending machines incaled in facility distibute Coca-Cola products.
(/A ®or faciities without vending machines inside the facility.)

48. Throughout facity, employse work areas are organized and neat.

49. Throughout facifity, storage areas are organized and neat.

50. Overall altitude of the facilily is courteous and professional.

Oves
Oves
Oves

OYes

OYes
OYes

Oes
OYes

Oves

Qves

Oves

Oho
ONo

ORo
OnNo

ONA
Onia
Ona

Onm
ONA
ONA
ONA

ONA
(o117

ONA
ONA

ONA

ONA

ONA
ONA
ONRA
ONA
ONA

ONA

Ona
ONA
ONA




378

Why the HealthSouth Pristine Audits should not be considered Internal
Audit Services.

The major role of internal audit is to focus on the efficiency and effectiveness of
the internal control environment. While the Pristine Audits are an important part
of the operational contro! of the management of HealthSouth facilities it is not a
monitoring mechanism for the internal control environment.

HealthSonth determines the Pristine procedures to be performed, the timing of the
procedures, the method of reporting, and the communication with executives and
the board. Therefore the work that is performed is more like an Agreed-Upon
Procedures engagement than any-other type of engagement. The only difference
being that there is perhaps more judgment involved in executing that Pristine
Audit than would be allowed in a true Agreed-Upon Procedures report.

The nature of the focus of the pristine andit is much more operational than
financial. In fact very few of the checklist items deal with financial matters.
Operational auditing was not included in the SEC restrictions on Internal Audit
Services and is not considered to be part of the current public debate.

The administration of the HealthSouth Pristine Audits is conducted not by the
Internal Audit Department but by the Corporate Compliance Department.

Tab 42

EYDF 000179
CONFIDENTIAL



Audit Fees for Proxy Disclosure
2000 Year End

Audit Fees
Annual Audit
Quarterly Reviews
Total Audit Fees

Al Other Fees
Audit Related Fees
Pristine Audits
HIPAA Readiness Assessment
Florida and Puerto Rico Statutory Audits
Partnership Audits
Kansas
Portland
Any other Partnership Audits
Symmes
Memphis

UK Statutory Audits (US$)
Other Attest Work
Chesapeake Agreed Upon Procedures
CMS Litigation Support
Daly City and Australia
Internal Audit - Australia
Penn State Geisenger Review/Audit
Horizon 401K audit
Newport Beach Election Count

Registration Work

SCA Development Audit

FACIS

Other Accounting and Consuliation
Oracle Implemenation Assistance
Caremedic

AABSCAST

Al} Other Fees Excluding Audit Related
US Tax
UK Tax (US$)
Total "All Other" Fees

Total Fees

379

70,000
46,000

3,027

14,400

19,400
14,000
1,536

4,750
13,000

2,000

2000 2001
939,400 0
87,249 93,750
1,026,649 1,187,500
1,250,000 1,601,261
476,333
355,300 343,725
46,900
28,750
133,427 75,650
48,827
21,650
22,000
29,500
6,750
54,686 79,900
117,525 146,625
53,575 38,124
47916
40,015 16,450
88,540
6,250
2,583,854 3,071,750
19,762 75,215
46,345
66,107 75,215
2,649,961 3,146,965
3,676,610 4,334,465
=2 220

EYDF 000180
CONFIDENTIAL
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Proxy Disclosure

The aggregate fees billed tous b
y Emnst & Young LLP for th
ind 2002 or related to its audit of such fiscal yea%s were‘:s f:llz:::'l yea ended December 31, 2001

Audit Fees 2 s ;g‘” 2002
Audit Related Fees »i“' w 867,702 $ 2,157,225
Tax Fees s 1,684,724 2,671,049
All Other Fees 121,580 163,611
Total Fees - .

$ 3,674,006 $~ 4,991,885

Tab 43

HHEC 247-2490
Confidential Trestment
Requested by HealthSouth Corg
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Fees for Proxy Disclosure

2002 Year End
. 2001 2002
Audit Fees
Annual Audit 1,071,000 1,189,500 estimate
Quarverly Reviews 93,750 250,500
Regisiration Work 146,625 88,650
Fiorida and Puerto Rico Statutory Audits 343,725 420,675
Partnership Audits
Kansas 46,900 49,625
Portland 28,750 61,400
Penn State Geisenger 29,500 44,250
105,150 155275
UK Siatutory Audits (US$) 47,678
SCA Development Audit 38,124 28,125
Ch ke Agreed Upon Proced 21,650 24,500
2,157,225
Audit Related Fees
Attest Services
Pristine Audiis 1332261 1 1401400 2
Surgery Company Audit 60,
Synthetic Lease Consultation 114,300 .
Other Accounting and Consnliation . 28,923
Horizon 401K avdit 6,750 ! 6,750
AABSCAST 6,250
Control Review Services
Oracle System Control Assessment 288,540 3
HIPAA transaction code assistance 28,663
Peopiesoft HRMS Security & Controls review . 120993 4
Other Advisory Services
Litigation Support - Lloyd Noland 8943 S
Imernal Audit - Australia 22,000
Doctors Hospital Disp 3 Share Assi . 30,000

Tax Fees
Cost Segregation Stdy 125,000
US Tax 75,215 38,611
UK Tax (US$) 46,365

Total Fees 4991 885
o ey
HHEC 247-2491
Confidential Treatment

Requested by HexlthSouth Corp.



Audit Fees for Proxy Disclosure
2004 Year End

Audit Fees
Annual Audit
Quarterly Reviews
Total Aundit Fees

Al Gther Fees
Audit Related Fees
Pristine Audits

HIPAA Readiness Assessment

Florida and Puerto Rico Statutory Audits

Partnership Audits
Kansas
Portland

Any other Partnership Audits

Symmes
Memphis

UK Statutory Audits (USS)
Other Attest Work

Chesapeake Agreed Upon Pracedures

CMS Litigation Support
Daly City and Australia

internal Audit - Australia

Penn State Geisenger Review/Audit

Horizon 401K audit
Newport Beach Election Count

Registration Work

SCA Development Audit

FACIS

Other Accounting and Consultation
Oracle System Control Assessment
AABSCAST

i Other Fees Excluding Audit Related
US Tax
UK Tax (US$)

Total "All Other” Fees

Total Fees

14,400

2,000

70,000
46,000

3,027

19,400
14,000
1,536

4,750
13.000

Tab 44
2000 2001
939,400 1,071,000
87,249 93,750
1,026,649 1,164,750
1,250,000 1,332,261
476,333
355,300 343,725
46,900
28,750
133,427 75,650
48,827 47,678
21,650
22,000
29,500
6,750
54,686 79,900
117,525 146,625
53,575 38,124
47,916
40,015 28,923
288,540
6,250 6,250
2,583,854 2,387,676
19,762 75,215
46,345 46,365
66,107 121,580
2,649,961 2,509,256
3,676,610 3,674,006
EYDF 002078

CONFIDENTIAL
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Audit Fees

The aggregate fees billed to us by Emst & Young LLP for the fiscal year ended December 31, 2001 ¢
audit of such fiscal year were as follows:

Audit Fees 1,164,750
All Other Fees
Audit Related Fees 2,387,676
Non-Audit Related Fees 121,580
Total of AHl Other Fees 2,509,256
EYDF 002397

CONF!DENTU\L
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From: Mike Vines

E-mail: Michaelvines302@cs.com

Ti/ﬂe: Other

Company:

Addressi: Tab 45

Address2:

City:

State:

Zip:

Country:

Phone: 205-529-6732

Size:

Industry:

Interest:

Reason:

Comments: T know that HealthSouth based out of Birmingham, AL has severe problems in the
Accounting Department. In December 2001 HealthSouth moved expenses to capital accounts. The

following accounts need to be Jooked at as of 12-31-2001. 7000,7200 and 7995.

Web Page: http:/'wwav.ey.com/global/content.nsf/international/Home

EYDF 214851
CONFIDENTIAL
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Tab 46

Curtis W. Milter To: James P. Lamphror/Southeas AUDIT/EYLLP/US@EY-NAmerica

. cc:
07/01/2002 10:32 AM g iert. *EY.COM REQUEST® HealthSouth Gorporation {July 1, 2002)

----- Forwarded by Curtis W. Miller/SoutheasVAUDIT/EYLLP/US on 07/01/2002 10:29 AM «---

Victoria L. Motes To: Chiis L. Abston/SWPacific/AUDIT/EYLLP/US @ EY-NAmerica, Curlis W

@} 07/01/2002 10:08 AM Miller/Southeast/ AUDIT/EYLLP/US @EY-NAmerica
z y cc:

Subject: *EY.COM REQUEST* HealthSouth Corporation (July 1, 2002)

As an FYl...

Submitted (June 30, 2002) through the global ey.com site, the following comments
periain to HealthSouth Corporation.

Regards,
Vicky Motes

Victoria L. Motes

Global Assurance 8 AABS Infrastructure

1300 Huntington Building, 925 Euclid Ave,, Cleveland, OH 44115-1405

¥ Telephone: (216) 583-4553, EY/COMM: 2486683, E-mail: victoria.motes@ey.con

Commniunications Prolessional/US AARS Practice Internet Web Sleward

----- Forwarded by Victoria L. Motes/National/ AUDIT/EYLLP/US on 07/01/2002 11:03 AM -----

Webmaster To: Victoria L. Motes/Nationa/AUDIT/EYLLP/US@EY-NAmerica
7/01/2002 09:56 AM o
o7io172 Subject: Re:
---------------------- Farwarded by Webmastet/EY-APP/US on 07/01/2002 10:02 AM #-r-rerrcssemseccssmmeman
From: = Cecile Le Moigne@EYI-EMEA on 07/01/2002 §7:50 AM GDT
Tor Webmaster/EY-APP/US @ EY-NAmerica

ce:
Subject: Re: @

Michaelvines302@cs.com

Michaelvines302@cs.c To: eyi.webmaster@marketing.eyi.uk.eyi.com
om cc:
Subject:

30/06/2002 22:53

To: eyi.webmaster@marketing.eyi.uk.eyi.com

EYDF 004007
CONFIDENTIAL
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From: Mike Vines

E-mail: Michaelvines302€cs.com

Title: Other

Company :

Addressl:

Address2:

City:

State:

Zip:

Country:

Phone: 205~529-6732

Size:

Industry:

Interest:

Reason:

Comments: I know that'HealthSOUth based out of Birmingham, AL has
problems in the Accounting Department. In December 2001 HealthSouth moved

expenses to capital accounts. The following accounts need to be locked at as
of 12-31-2001. 7000,7200 and 7995.

¢lobal/content.nsf/International/Home

Web Page: htepy/// .ey.com/

EYDF 004008
CONFIDENTIAL



Accounts 7000, 7200, 7995

387

HRC
12/31/2001
7000 Maner Equigmesy
Division 12/3172000 12/31/2001 Variance
01 51,222 128,490
02 272,445 236,565
03 2,054,001 2,433,709
04 374,459 418,987
05 2,161,850 1,811,829
06 365,442 398,837
07 23,939 273,140
08 145,531 68,383
09 - R
10 - 2,801
94 21,976 310,520
95 952 3,353
96 - -
5,471,817 6,086,614 614,797
7200 g"?*: 5% & MedaMasmst
[31 1,977,841 2,250,945
02 2,841,198 3,066,604
03 8,364,840 9,632,797
04 4,036,967 3,663,753
05 13.082,663 13,703,201
06 5,701,908 6,775,519
07 119,858 250,786
08 1,333,764 398,599
09 - -
10 - 334
94 157,839 174,402
95 116,508 91,401
96 - -
37,733,386 40,008,341 2,274,955
7995 Publie Tafarmntio~
01 612,810 3,885,412
02 1,066,789 1,199,809
03 2,398,231 1,862,027
04 2,751,373 2,993,662
05 1,191,788 1,277,066
06 834,475 937,305
a7 7.303 11,768
08 658,865 122,277
09 - -
10 - 1,749
94 310436 732,145
95 - 2,071
96 - -
9,832,070 13,025,291 3,193,221

EYDF 004009
CONFIDENTIAL
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.:1” ERNST& YOUNC LLP & internal Correspondence » Birmingham Office

July 13, 2002

To:  HealthSouth Corporation 2002 Annual Audit File
HealthSouth Corporation 2" Quarter Review File

From: 1. P. Lamphron

Results of Review of Allegation of Accounting Irregu]érities
at HealthSouth Corporation

On June 30, 2002, a former employee of HealthSouth Corporation (HRC) sent an e-mail to an
Emst & Young website alleging certain irregularities in accounting at HRC during the year ended
December 31, 2001. Specifically, the allegation was as follows: “I know that HealthSouth based
out of Birmingham, AL has severe problems in the Accounting Department. In December 2001
HealthSouth moved expenses to capital accounts. The following accounts need to be Jooked at
as of 12-31-01. 7000, 7200 and 7995.”

The former HRC employee who had made the allegation had been employed with HRC until
recently as an accounting supervisor in their Fixed Asset Department. The account descriptions
for the three accounts in questions are as follows: 7000 — Minor Equipment; 7200 — Repairs and
Maintenance; and, 7995 — Public Information.

By July 1, 2002, this message was forwarded to me at which time 1 called Bob Seaman to inform
him of the situation and to discuss the necessary follow-up by us. The actions we decided upon
were to 1) inform HRC’s CFO of the allegation; 2) discuss the situation with either the COO or
CEQ, or both; 3) to allow the Company a brief period of time to do a preliminary investigation;
and, 4) to inform the Chairman of HRC’s Audit Committee of the situation. We did not feel
there was any need at this time to inform anyone in our legal department.

By July 2, 2002, 1 had contacted the CFO and discussed the allegations with him. Both the COO
and CEQO were on vacation and our efforts to arrange a conference call for July 3, 2002 were not
successful. Through conversations with the CFO and the COO’s secretary, I learned that the
COQO had been made aware of the allegations. On Monday, July 8, 2002, I had a conference call
with HRC’s COO, CFO and Controller. We discussed 1) the specifics of the allegation; 2) the
person who had made the charges; and, 3) the results of the Company’s preliminary investigation
into the allegations. As a result of our conference call we decided that E&Y would review the
results of HRC's investigation and then follow-up with a call to the Chairman of the Audit
Committee. Since the COO indicated during this conference call that the CEQ had been briefed
on both the charges and the results of HRC’s investigation, I did not discuss this situation directly
with the CEO. ’

EYDF 004010
CONFIDENTIAL
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During the conference call mentioned in the previous paragraph, and in an earlier conversation
with the CFO, the former employee was described as having left HRC under “less than favorable
circumstances.” Specifically, he had viclated HRC policy on dating a direct subordinate. After
being counseled and placed on probation another instance of dating a direct subordinate occurred
and he decided to resign. The HRC executives believe this persons experiences with the
Company may have motivated him to make these allegations. With respect to the charges of
reclassifying amounts from expense accounts and capitalizing them in fixed asset accounts the
COO and CFO described a “normal recurring process” whereby certain expenses accounts (the
three specifically identified and several more) are reviewed as a part of the monthly close process
with the express purpose of identifying iterns that should have been capitalized instead of
expensed. This process often results in amounts being reclassified from expense to capital
accounts.,

The COO and CFO represented that this review had been done for many years because of
controls in place to limit capital spending. The Company’s capital spending is significant and
has been criticized by certain analysts. Accordingly, the Company instituted a very rigorous
approval process for capital expenditures with the result being that HRC’s 2000+ locations will
attempt to circumvent the controls by expensing certain “borderline” capital items (these
“borderline” items being p that are not sub tally over the $500 capitalization limit or
that could readily be invoiced piecemeal o keep the individual invoices below the capitalization
lmit).

On Wednesday, July 10, 2002, Wayne Dunn, Audit Senior Manager, visited the client, spending
time with the Controlier and the Manager of Fixed Assets with the goals of 1) gaining an
understanding of the review of these accounts that is being done as a regular part of the closing
process; and, 2) to review specific finding and documents that had been accumulated by the
client based upon our request. A memo from Dunn describing the procedures he performed and
his findings is attached and made a part of this memo.

Conclusion

Dunn's review determined that amounts had been reclassified from the accounts mentioned
above to fixed asset accounts. Based upon his review of certain documents and discussion with
HRC personnel, it appears as though this review process is a normal recurring part of the close
process. We reviewed the amounts that had been reclassified from expense to capital for two
months during 2001 and found that all such amounts appear to have been properly capitalized.
‘We determine that all such reclassifications tataled approximately $3.3 million during 2001 (an
amount that is immaterial to HRC's 2001 operating results, and an amount that if posted to the
2001 SAD would not cause us to change our conclusion regarding the faimess of HRC’s
financial statements). Based upon these procedures and the substantive audit procedures done in
{ixed asset and expense accounts during the 2001 audit, nothing has come to our attention that
would support the allegations made. In addition, it should be noted that the 2001 HRC audit was
subject to review during the AQR process and no deficiencies were noted in the scope or
execution of the audit.

These findings will be communicated to the Chairman of HRC's Audit Committee.

EYDE 004011
CONFIDENTIAL
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Copy to: C. Miller
K. Lioyd
J. Cegala
B. Seaman

Page 3
July 13, 2002
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HealthSouth Capitalization Policy
HRC
12/31/01

HRC policy requires facilities to submit u capital expenditure request (CER) to purchase
capital items greater than 3500 (all fucilities except O/P) or $100 (O/P). The CER is
reviewed at corporate and when approved, the facility can purchase the item or perform
the upgrade that is requested.

The fucilities have more latitude on cxpensing items. Corporate approval is required on
items greater than 35,000 (after the fuct) in order to finalize the check processing.
Facilities can approve expenditures without pre-approval,

In certain situations, the facility may believe they need an item immediately and cannot
wait on the CER process or they may be close to exceeding their capital budget and may
choose to circumvent company policy and just expense the item.

On a monthly basis the fixed asset department runs a listing of all transactions affecting
expense accounts 7000 (minor equipment), 7200 (repairs and muintenance) and 7001
(minor surgical instruments). This s done w make sure amounts that should be
capitatized are not being cxpensed. Amounts could be expensed either due to coding
error by the facility or by the facility attempting to circumvent the system. (NOTE -
fucilitics do not book entries, they fill out the voucher package for AP processing, and on
the voucher package the facility indicates the account where the amount should be
booked).

The fixed asset department looks @t the umounts of the individual expenditures and at the
vendor names to determine if it is Jikely that 2n amount should be capitalized. They then
obtain the AP log — which includes the backup - and review it to determine if the item is
a capitalizeable cost or an expense. Based on the review, amounts that should be
capitalized are identified and a correcting entry is made (most items are reclassed to
cquipment, ieaschold improvements, surgical instruments). In addition, the facility is
notificd of the change and the reason for the change in an effort 1o improve the process at
the facifity level.

Examples of items that facilities may expense that should be capitalized are certain
surgical instruments, construction, new carpeting, and smatler doflar items that
individually do not meet the policy but do tn the ageregate (1e. 10- 5400 TV s),

On July 10, 2002, Wayne Dunn-EY senjor manager met with Emery Harris-HRC
controller and Cathy Edwards-HRC fixed asset manager and reviewed the process. The
transaction listings and the comecting entries were reviewed for May 2001 and December
2001, In addition, a sample of inveices was pulled to determine if amounts being
capitalized were heing appropriately considered. Based on our review, the items sumpled

were property considered ws capitaiieeble somsand the

colass s appropriate. Forthe
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year ended December 31, 2001 — total amount of reclasses from the accounts were as
follows:

7200 - $1,275,736
7000 - $948,093
7001 - $1,124.128

In addition we reviewed the reclasses made out of the 7995 Public Information Account.
Based on review with the Emery Harris, this account is also reviewed on a monthly basis
10 make sure items are being accounted for properly. The items that are most common in
this area are (1) ltems that are expensed which should be set up as a prepaid and then
amortized over a period of time, (2) ltems which have already been accrued for (outside
of AP-in other accruals) for which the itemn should be offset instead of being expensed,
and (3) on a limited basis, there are some items that should be capitalized as PPE. We
reviewed the transaction listing for May and December of 2001 and pulled 5 invoices.
Based on our review, we noted (1) invoice that was for display racks that was reclassed to
PPE, (2) invoice for marketing materials which was reclassed to inventory ~ these were
materials on hand — HRC performs an inventory and adjusts these amounts at that time,
(3) invoice for items which had been accrued for in “other payables”, (4) invoice for a 3
month sponsorship ~ item was set up as a prepaid and amortized over three months, and
(5) invoice for a sponsorship that was set up as a deferred expense and iater expensed ~
similar to the item in #4 above. No unusual items were noted, all items reviewed were

accounted for properly.

Cops

EYDE un401g
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1 UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF ALABAMA
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SOUTHERN DIVISION

UNITED STATES OF AMERICA,
Plaintiff,

VS,

REBECCA KAY MORGAN, ANGELA C.

AXERS, CATHY C. EDWARDS,

VIRGINIA B. VALENTINE,

Defendants.

CR~03~C~183~8
Birmingham, Alabama
April 3, 2003
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TRANSCRIPT OF PLEAS
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CHIEF UNITED STATES DISTRICT JUDGE
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REBECCA KAY MORGAN:

FOR THE DEFENDANT
CATHY C. EDWARDS:

FOR THE DEFENDANT
ANGELA C. AYERS:

(Appearances cont'd)
|

HON. J. PATTON MEADOWS
HON. GEORGE A. MARTIN, JR.
Assistants U.S. Attorney
1801 Fourth Avenue North
Birmingham, AL 35203

HON. RICHARD S. JAFFE
Attorney at Law

2320 Arlington Avenue
Birmingham, AL 35205

HON. JAMES L. O'KELLEY
Attorney at Law

300 Park Place Tower
Birmingham, AL 35203

HON. HENRY FROHSIN
Attorney at Law

1600 SouthTrust Tower
Birmingham, AL 35203
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MR. FROBSIN: I am.

THE COURT: Mr. Mathis?

MR, MATHIS: Yes, sir.
THE COURT: Mrs. Morgan, tell me what you didk
to your being here in court to answer to this criminal @
DEFENDANT MORGAN: Yes, sir. I participated with
others to cause entries to be made into our accounting sy
which inflated earnings and assets, and that resulted in §
and misleading financial statements to be filed with th
THE COURT: &All right. Now, did you know what y
doing when you caused these false entries to be made into
books and records of the company?
A. Yes, sir.
Q. All right. BAnd what did you get out of it?
A. I got to keep my job. And I participated in the bonus
and stock options.
Q. All right. BAnd this happened here in Birmingham?
A. Yes, sir.
Q. And you knew what you were doing?
A. Yes, sir.
Q. And you knew it was a crime?
A. Yes, sir.
Q. All right.
THE COURT: Mrs. Edwards --

A. Yes, sir.
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19

Q. == tell me what you did.

DEFENDANT EDWARDS: I participated in falsifying the
asset records on the balance sheets and on asset listings.
Q. Did you do this on your own, or at someone’s direction?
A. I was directed to do it.
Q. By whom?
A. Bill Owens and Emery Harris.
Q. All right. BAnd did you know that what you were doing was a
crime?
A. Sir, in the beginning, I did not. I don’t have an
accounting decree. I was told what would happen to these
accounts.
Q. What ~- what were you told?
A. I was told a debit would be made to the asset accounts, and
that it was temporary, and noﬁ to worry about it.
Q. All right. Well, when did you discover that ;his
representation was not true?
A. Two years later when the temporariness was still there, and
the balances were inflated regularly.
Q. All right. So at that time, you knew that what was -- what
was being done was criminal?
A. Yes, sir.
Q. All right. And with that knowledge, you continued to
participate in it?

A. Yes, sir.
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“ Missed Signal
Accountant Tried
In Vain to Expose
HealthSouth Fraud
Ex-Employee Took His Case

To Auditors, Then Web—
But Convinced No One

‘What About the Otters?

By CARRICK MOLLENKAMP

At 10:06 a.m. on Feb. 13, someone
made & sensational elaim on the Yahoo
bulletin board devoted to discussion of
HealthSouth Corp.

“What ! know about the accounting at
HRC wil be the blow that will bring HRC
{0 its knees,” wrote the individual, aliud-
ing to the company’s stock symbol and
using the allas Junior foliowed by eight
numbers. A few minutes later, he added,
“what is going on at HRC ... if discovered
by the right people will bring change to

* the accounting department at HRC if nat
.he entire company.”
“Junior” was Michael Vines, a former
in 'S i

investigation with all five of the chief
financial officers who have worked ax
as well as six I !

former executives, one of whom deta:led
an additional $1.1 billion of allegedly
fraudulent accounting.

The company, the iargest operator of
oufpatient surgery and rehabilitation fa-

“:Flat: Line

stock: pe}formaﬂce,

potential frud
on Ya}mu haard -

cilities in the nation, is now under the
temporary conirol of a corperate lurn-
around specialist, and company officials
are fighting to keep the Birmingham,
Ala., company out of Chapter 11 bank-
ruptey proceedmgs Mr. Scrushy has de-
nied through his attorneys.

department. Since leaving the company in
May 2002, My. Vines tried to spread the
word about alleged questionabie practices
in the department—but at every turn his
disclosures came to nothing. He sent an
e-mail to HealthSouth’s auditor, Ernst &
Young LLP, flagging one small ar Qa of at-
Ieged fraud, but Ernst concluded that the
accounting was legitimate. Later, he tried
to make his case online, where readers of
the Yahoo forum dismissed his claims as
typical Internet blather. '

But his warnings were on target--and
today they offer a lesson in how hard &t
can be to sound the alarm against corpo-
rate wrongdoing. On March 19, the Secu-
rities and Exchange Commission filed a
ciyil lawsuit claiming that HealthSouth
and its chaxrman, Richard M. Scrushy,
had committed “massive accounting
fraud” to overstate earnings by a total of
$1.4 billion since 1999, Within seven
weeks, the Justice Department had
reached plea agreements in its criminal
investigation with all five of the chief
financial officers who have worked at
HeaithSouth, as well as six lower-level
former executives, one of whoni detailed
an additional $1.1 hillion of allegedly
fraudujent aceounting.

The company, the largest operator of

utpatient surgery and rehabilitation fa-

“Mr. Vines, a 31-year-old who made
about $39,000 a yesr at HeaitfiSouth,
tives at the end of a gravel driveway off
a two-lane road 30 miles from down-
town Birmingham. Mr. Vines and oth-
ers familiar with the investigation con-
firm that he is “Junior.” Mr Vines is
cooperating with the federal investiga-
tion, and- testified at an April federal
court hearing.

A native of Birmingham, Mr. Vites
learned accounting by taking classes
-over several years at three Alabama col-
leges bui hasn't completed a degree. “I

Please Turn to Page A13, Column {

Tab 48

Continued From First Poge
just ke working with numbers and mak-
ing sure everything balances at the end
of the day,” he says,

He began work in HealthSouth’s asset-
management division in 1997, one of
three employees overseeing expenses
and the purchase of equipment at the
company's 1,800 facilities. By late 2001,
he had become uncomfortable with how
the accounting department operated.

Over the course of that year, accard-
ing to his testimony at the April federal
court hearmg. he came to believe that
people in the department were falsifying
assets on the balance sheet. The accoun-
tants, he testified, would move expenses
from the company’s income statement—
where the expenses would have to be de-
dueted from profits immediately—to its
balance sheet, where they wouldn’t have
to be deducted all af one time. Thus, the
company's expenses looked lower than
they were, which helped artificially boost
net income.

The individual expenses were rela~
tively small-between $500 and $4,893
apiece, according to Mr. Vines’s testi-
mony~because the auditor, Emst &
Young, examined expenses over $5,000.
Overall, according to the SEC complaint,
about $1 bittion in fixed assets were falsely
entered. Inhistestimony, Mr. Vines identi-
fied about $1 million in entries he believed
were fraudutent,

Mr. Vines toid his immediate supe-
rior, Cathy C. Edwards, a vice president
in the accounting department, that he
wouldn't make such entries unless she
first initialed them, “I wanted her signa-
ture on it,” Mr. Vines lestified.

Ms. Bdwards, according to Mr. Vines's
testimony, signed off on the entries, and he
Jogged them. Mr. Vmesa)solestmgd thathe
saw Ms. Rdwards falsifying an invoice,
‘which according to his testimony was a way
tocover up the larger fraud involving the ac-
counts. In December 2001, Mr. Vines said on
the stand, Ernstwas conducting a routine re-
view of how HealthSouth depreciated its as-
sets. Aspartof the review, Emnst asked about
an asset on the company’s balance sheet.

‘The problem:” There was no invoice
showing that the asset, for a facility in
Kansas, had been purchased. {The
cowrt papers don't specify what the as-
sef actually was.) Se, Mr. Vines testi-
fied, Ms. Edwards ordered Mr. Vines to
puil an invoice for a different purchase,
for a facility in Braintree, Mass., that
roughly matched the asset's price. She
then scanned the inveice into her com-
puter and altered the shipping cost and
other information to make it fit the as-
set that Ernst was asking about, accord-
ing to Mr. Vines's testimony.

On April 3, Ms. Edwards p}eaded
uilty to conspiracy to commit wire and
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securities fraud. As part of the plea, she
admitted to falsifying records, aithough
the plea doesn't mention specific inci-
dents. Ms, Edwards's attorney didn't re-
turn calis seeking comment.

In May 2002, Mr. Vines grew more
concerned about the accounting prac-
tices, partieularly in light of the scandal
that had recently ‘erupted at. Enron
Corp. He quit his job ang moved to the
accounting office of a Birmingham coun-
try club. HealthSouth's current manage-
ment says that Mr. Vines left the com-
pany voluntarily,

Not long afterward, he sent the
e-mail to Ernst, alleging fraudulent
transactions between the company's ac-
counfs and identifying three account
numbers that Ernst should investigate.
The accounts covered expenses for “mi-
nor equipment,” "repairs and mainte-
nance™and “public Information,” which
included costs for temporary workers

certifying 4 false financial report to the
SEC. Mr. Owens’s atierney, Frederick
Helmsing, declines to comment on Mr,
Lamphron’s testimony.

Then, Mr. Lamphron testified, Ernst
conducted  “audit-related procedures”
with the accounts Mr. Vines pointed out.
The resuit: Ernst “reached a point where
we' were. satisfied with the explanation
that the company had pmvided tous,..
We then closed the process.”

Dened?. According to Mr,
Lampnmns tesumony, M Vmes never
specified that inveices were being falsi-
fied—only that there was a problem with
the three accounts he mentioned. So
Ernst never investigated the falsified in-
voices and didn't find any evidence of
frand.

Meanwhile, Mr. Owens’s attorney,
Mr. Helmsing, says that while his client
admits fo fraud, the accounts that Mr.
Vines pointed out to Ernst actually in-

After the review, Mr. Lamphron testi-
fied, he attempted to reach Mr. Vines &
telk him that Erast “found nothing that
was inappropriate,” but he was never
abie to reach Mr. Vines by phone.

Mr. Vines confirms he never heard
from Ernst. He did nothing more to try to

bring to tight HealthSouth's accounting :

practices during 2062.

He had become a regular reader of the
Yahoo butietin board devoted to his former
employer, one of many company message
boards that Yahoomainiains. Late in Janu-
ary 2003, he began posting warnings as
Junior “to get the truth out there,” he says
in an interview. He wrote, among other
things, that HealthSouth’s ledger con-
tained “hogus accounts” and that manage-
ment needed to go, starfing with the ac-
counting department.

In early February, local media re-
ported that the FBI had begun interview-
ing HeaithSonth employees about insider-
trading The Yaheo board lit

In May 2002, Mr. Vines grew more concerned
about the accounting practices, particularly
in light of the scandal that had recently

erupted at Enron Corp.

and advertising job openings, he seid in
an interview and in court testimony.
‘When asked about the e-mail by a re-
porter last month, Mr. Vines denied writ-
ing it, but now confirms he did. Inan inter-
view, Mr. Vines says he didn’t send the in-
formation to a regulatory agency because
e assumed Ernst “would in turn get with
the SEC and say, ‘We have a problem
here.’ Of course, that never happeried.”
Mr. Vines's e-mail was passed on fo
James Lamphron, a partner in Ernst's Bir-
mingham office. Mr. Laraphron testified at
the April federal court hearing that he con-
tacted William T. Owens, whowasthen pres-
ident and chief operating officer at Health-
South, and George Strong, who served as
chairman of the audit commitiee nl Health-
South's board. A

volved legitimate accounting maneuvers
different from the fraudulent schemes.

. Mr. Vines acknowledges that he didn’t
tention the falsification of invoices. But
he argues that the three accounts he
pomted out raise plenty of Serious ques-

up with messages, including one from
Mr. Vines: “The ¥BI needs to look into
the accounting department.

In Tesponse to doublers on the Web
site, Mr. Vines fired off a flurry of post-
ings on Feb. 13, deseribing the alleged ir-
regularities. “OK. What about moving
telephope expense to a ecapital account
caliing it ‘cap internet expense.’ Ot mov-
ing repairs and maintenance out to 4 capi-
tal account and calling it the same thing.”

That afterncon, skeptics pummeled
him on Yahoo: “Sounds like jr. may have
een one of the many people churned
through hre's accounting dept. and now
has an.axe to grind.” Another derided Mr.
Vines’s postings as “water cooler lalk "

tions by
€Xpert agrees.

secunty mlef who was laid off last weex
hear-

For example, court
thatone of the expenses that was smﬂed to
the balance sheet was the sponsorship of
the Brie Otters junior-league hockey team
in Pennsylvania--which was listed as a
Dec, 31, 2001, Internet cost. Charles Mul-
ford, director of the DuPres Financial Re-
porting and Analysis Lab at the Georgla In-
stitute of Technology, - acknowledges
there's 3 gray area in accounting for as-
sets. But he argues that assets such as the

says Mr. Strong, who hasn't been named in
the civil or criminal Felt the

hotkey others, such as
newspaperadvemsements clearty should

‘matter was being resolved.

According to Mr. Lamphron's testi-
mony, Mr. Owens defended the company's
accounting practices. He acknowledged
that the company hadmoved expenses from
one category t0 another, but he argaed that
the company had done it for several years
and that it was an acceptable practice. Mr.
‘Lamphron testified that Mr. Owens called
Mr. Vines a “disgruntied employee.”

On March 28, Mr. Owens pleaded
guilty to wire and securities fraud and

anddop’t helong

on the balance sheet, where things such as
land, bullding$ and equipment reside.

Aspokesman for Ernst declines to com-

mett on Mr, Vines's e-mail and the firm's

ear-
ing that on Lhe day M.r Vines posted Lhe
messages describing the afleged fraud, Mr.
Owens and other executives fold him 1o de-
termine the identity of “Junior.”

Mr. Goodreau testified that he asked
Ms. Edwards, Mr. Vines's former supervi-
sor, for the names of the current and
former employees who might have posted
the message on the boara, Mr. Goodreau,
whohast't been named in the civilor crim-
inal complaints, testified that he didn't
know the posting was describing reaf po-
tenual wrongdoing at the company.

is wrote 16 names on yellow
nate paper, and pointed out that Mr. Vines
and one other employee on the Hist no
longer worked for He&l!hScuﬂ‘x Mr. Goo-

handling of it. In prior the
firm emphasized the difficulty of detect-
ing accounting fraud in the midst of a con-
spiracy involving senior executives andal-
legedly faise docymentation. Ernst hasn't
been named or charged as a defendant in
the governiment cases, and the firm says it
is cooperating with investigators.

rkers' persorinel
files and nonced lhat some dxglts of Mr.
Vines's Social Security number matched
some digits in the Yahoo pseudonym of
Junior, He reported that Junior was Mr.
Vines, but fook no further action. What
Mr. Owens planned to do with the knowl-
edge of Junior's identity isn't clear, Mr.
Owens’s attorney, Mr. Helmsing, declines

to comment on the Yahoo episode.

Feb. 21, Mr. Vines was back on
Y&hﬂo “l know for a fact that HRC has
assets on the books that are made up {o
irick the auditors.” A naysayer replied:
“qf you really had information, you would
have shorted the stock and given your
info to the .appropriate people. You
wouldn't be babbling about it here. You'd
‘e too busy picking out your new railer.”
Mr. Vines says he owns few shares of
HealthSouth and never shorted the stack,
a strategy in which teaders setl borrowed
shares 1 hopes of buying them back
later at & lower price,

Mr. Vines was finally able to crow on
March 20~the day after 4 former Health-
South chief financial officer pleaded
guilty to fraud in the criminal investiga-
tion and the SEC filed its civil complaint
-in U.8. District Court in Birmiugham.

“Everyone sees what I have been talk-
ing about,” he wrote on the Yahoo board.

~Jonathan Weit
contributed to this article.
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Tab 49
| oy SOCTAT
: Security
ne Number Title 2001 Bonus _ {2002 Bonus
RMS (PN TN
Owens William T. President & COO HSC & Dir $1,500,000.00 W-J,Oﬁ;ﬂa
Smith,W. Greg VP internal Audit $30,000.00 35.000.00
Hervey,dason SVP Media and C i
Horion. William W. _IEVP & Corporate Counsel $100,000.60
Murphy, Tyler ’ Analyst
Lec;!’;eher?"Raxmnd ' ‘ Aviation Manager/Chief Pifot
Clark,Jr.Rendell __|Chief Pilot
: Pitot Captain Sr.
i Chiel
Adams,Lamy i Tech Supervisor
McClain Michael . Pilot Captain Sr.
Jame: Director of C: Security
Chandier Michael Medical Director $
{Swaid, Swaid Doctor {1099 recp.} $
1
Bill Ow ns . ]
Taylor,Lamy D. . President & COO $500,000.00: 600,000.0C
Foster,Patrick President & COO $500,000.00. 600,
Carman Thomas W EVP Corp D $75,000.00 250,000.00
Smith, Weston L . EVP CFO $100,000.00 400,000.00
McVay Maicoim E. ::{_E_.VP & Treasurer $100,000.00 175,000.00;
Hale, Brandon O. _ P\IF Adminislrati $75,000.00 100,000.00
Jones, Susan M. 1 SVP Finance - Reil $60,000.0¢ 125,000.00]
inger,Suzanne T 1 SVP y O $0.01 0.00
ks, William G. VP $50,000.0¢ 75,000.00
R VP External Affairs $6,000.00 15,000.00
AVP ional Markeli $0.00. 15,000.00
Jason Hervey R
Whitten James T, GVP ing Services 40,000.00
Christian, Phitip L. VP Comm & Miting Serv. 3 00
Giimore Kristi S i VP T icalk 2
Hix Barry i VP Strategic Alliances $50,000.00
[Bishop,Chiis s AVP Sirategic Alliances 16,776,
INix,Gerald B. GVP Mkting Resources 4
lHoweH.Michael T. VP Creative Services 2!
Richardson Ii,David Gray i VP i 20,000.00
Waiker,Cinnamon L, ,._’ AVP Market Resources 20,000,
Vernon Matt _{VP Media and Cs i
i
Carman,Thomas W |
Skelton Loree VP Corp D 40,000.00
Pate,Lecia Lotise ; "[RVP Corp Develop 17,000.00]T
Hyde Heidi AVP Corporate Development 10,000.00
Dance Jeffre AVP G te O 12,500.00
Kelleher,Cina: _ ; _|Director of Corp 10,00
Short, Kristi Director of Corporate Development 0.00
Butiock,Jennifer - Oirector of Corporate p $0.00
Smith Weston AL _
tarris Emery GVP Fin & Asst Contr $55,000.00
gan,Kay GVP Fin & Asst Contr 55,000.00:
aters, dulie W. VP Payroll 20,000.00
Patton,Barbara B VP A i 25,000.00
Edwards,Cathy C. | VP Assel Management 20,00
Ayers, Angela C. | AVP Fin A B 17.500.00
{Valentine Virginia Brooks o AVP Fin Accountin 14,500.00

Confidential Trestment
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=Sigman Kelly Hughes J AVP Finance $5,000,00 15,000.00]

ey-Fowler,Dawn AVP Finance $5,000.00; 7.500.00

walock, Christy D. AVP Budget 7,500.,00. 15,000.00

Dreyfus, Timothy Director of $0.00 5,000.00
i

Livesay Kenneth K SVP Chief Info Officer-Ci0 $60,000.00° 65,000.00

Carpenter Randall

VP info Technology & Asst CIO

$7,500.00 35.000.00l

Whisenhunt, Terry F. VPTG $20,000.00 20,000.00;
Larson-Monear,Debra VP O ions Finance $15, 00 20,000.0
Yeager,Rusty Director of Technofogy .00 15,000.0C
TTG Engineer, St. .00 5.000.00]
Directar, ion Tech 0.00 5,000.00]
Pautes, Bill Engineer L4 App $0.00] 2,000
Botts, Richard £ SVP Finance - Tax 60,000.00; 60,000.00
Menke, Brian M. GVP Finance-Tax 30,000. 40,000.00]
Desantis, Terri D VP Tax 20,000. 20,000.00
Martin, Michael D, AVP Finance-Tax $7,500.0 10,000.00
tEazon,men Tax Supervisor $0.0
Smith,UJ Tax Supervisor $0.00
P  Shawn I Tax Supervisor $0.00
Gerald P. SVP Physical 50,000.001
Chamblee Jr. Jack GVP IP Design & C: 30,000.00!
Hawkins,Jack H GVP ials Mgt 40,000.00
Yeager, Tommy Travis GVP Amb. Design & Const 30,000.00.
Car.S. Wayne i VP 1P Design & Construction 20,000.0¢
[ dlawa R VP IP Design & G i 7%,000.0
~AC.oggins Kimber! VP 3 tals Management $0.0(
ocker,Greg W, AVP Amb Design & Construction $7.000.00
.warrefl James A, AVP Amb Design & Construction $7.000.00
McKee Mike Print Shep Manager $12,000.00
Moxtay Jim Director of Facility Mangement $0.00]
Miter Kelly Director of Architect $0.00!
McGitl Allison Project Manager Sr. Design & Const $0.00
Blackwood,Jefl Director of Architect $G.00
Horton,William
|Gary JrBeali D. GVP & Asst Corp Counsel 40,000.
Bishop,Ralph } GVP & Senior Counsel 40,
Reiliy James C. i GVP Legal Services 40.0
Demaray,Drew i VP Admin & Attomey
Waters Jr..Daniel H 1 AVP Legal Services
fSmil Dianne [ AVP Legal Services ,500.0(¢
Pyrd,usa M. VP Broker/Dealer Operations $0.0¢
Barkworth Helena Atlomey, Sr. 6,000,
Henderson,Mike Attorney, Sr. 6,000.00
Fleenor Stacey Atlorney, Sr. 6,000.00
Parker,Fran Attomey $0.00
McVay E.
Davis Richard S. GVP Finance & Asst Treasurer $30,000.
Byrd !il,Chares VP Real Estate $21
Brown,Jason Marc VP Treasury $21
{Fowler,Catherine Naajin VP & Mgr $20,000.
~lKnapp,Brooks Gambreli AVP Real Estate ,500.00
itchie,Cindy B. AVP Real Estate 2,500.00
Hale,Brandon O.
Wade, Dennis GVP Human Resources $30,000.00 50,000.00
Pearson,Marca S, t _{VP Employee Benefits $20,000.00 20,000.00!
HHEC 252-0251
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Lligginbotham Lauren A. AVP Human Resources $5,000.00 5,000.00]
{
j
Howell Robert W, GVP Payor C ing 8Support $40,000.00 50,000.00]
Stec, Richard VP Payor Contracting & Support $7.500.00 15,000.00,
Horton.Johnna C. VP Payor G ing & Support $20,000.00 20,000.00
Jenkins,Corale K. % AVP Network Services $15,000.00! 15,000.00
Mink,Randali M. GVP Risk $30,000.00 50,000.001
Sheedy,Susan A. VP Quality $20,000.00 20,000.00]
Mulligan Edward P. AVP Operati $5,000.0C 5,000.00!
Andrea ] __|AVP - HIPAA Privacy Officer §5,000.00 5
Calvert Tracy ) AVP Risk Management $5,000.00] 5.,000.
'
Stone,Charies Scott GVP intemet Services 40,000.00 25,000.0
Creel,Steve C. ' VP Intermet Services 20,000.00 20,000
Henze,Diana Olszews VP Internet Services 15, 00 20,000.00
Douglas, Dennis ‘ AVP Corporate Compliance $0.00] 5,000.00]
Crumpton,Jeff P. AVP Conference Services $40,000.00 40,000.00
|
Holiman, Jonathan B: Manager $30,000.0¢ 30,000.00|
Dunaway,Danny Confe Center Setup Supervisor 3,000.0¢ 3,000.00;
Davis,Richard Event Services Rep. 6,000.0( 1 X
Layne Greg _ Banquet Captain 1,700.00.
Kendrick, Tetry {Banguet Captain 1,700.00
Bruce Wilbert Wait Stafl 1,700.00!
~Jones,Tammy Wait Staff 1,700.001
lenderson,Rosemary Wait Staff 4,700.00
Willigms Latla . Wat Stafl 1,700.00
Morgan Clarence Exec Sous & Food Serv Mgr. $10,000.00]
Pruitt Jim i Chef Exec & P ing Mgr, 5,000.00°
Boone,Patrick Audic Visual Coordinator Lead $6.00
Jones,Susan
Dean, Judy GVP Payor Relations 40,000.00!
Douglass Jr. William Daniet VP TG 30,000.00
Pillitter, Sam A, VP Finance 20,000.00 4
Johnsan,Daniel ! TIRVP G $8,000.00/ 15,060.06]
Bakkegard, Robin AVP $10,000.00} 15,000.00
Caskey,Jill Wynn AVP $5,000.00 15,000.00
Dew,Coleen CPC Manager .00 ,000.00;
Granburry,Kathy IR pecialist, Sr. .00 ,500.00
F T
Fisher,Melanie Van Reenen GVP Corp D $30,000.00 37,500.00}
Sikennes @ VP Corp Development $30,000.00 20,000.00
Market Leader/SVP O 80,000.00 150,000.
Market Leader/SVP O 80,00 136,000
Market Leades/SVP O 80, 60,000.00}
Market Leader/SVP O 65,00 7
Stark,Charles A. ! GVP Operations 45,000.0¢ 12!

. {Katz,Richiard SVE Operations 40,000.00 50,000.00
Soff,Marconia X SVP O i ,000.00 100,
Rickman 1l,James Michaet ! Market Leader/VP Operations 5,000.00 45 ,00{.00]
Edwards,J. Mark : VP Controller - East 5,060.00 65,000.00
McClune Enn Jean 1 VP Health ion Systems 000.00 35,000.00,

A AVP Operations 0,000.00: 30, 00
30,000.00
HHEC 252-0252
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H<"nger Gary _ ' ing Program Director $5,000.00
VP Clinicai Services $10,000.00
Quality Manager 0.00
“TEducation Director 0.00
Quality Analyst 0.00
_ - __ISpecial Projects Manager 0.00
- |AVP Controfier - East $8,000.00.
Financial Analyst D $5,000.00
Regional Controlier $5,000.00
Regional Controfier $5.000.00
i {Admin Clinical $2,500.
Young. Janet 1 :EVP Operati 304
Piugge.Rosh ' Regional Controlier $5,000.0€
Brandt,David - Director of busi office ops 32,600.0
Foster, Patrick .
Fufler,David 8. M SVP Operations O 90,
Nico,Vincent SVP QOperations 85,000 100,
Deigan,Faith A. VP Operations 8 0. 140
Mary K SVP O i 80,000, 120,
imer, Terry R 1 GVP Operations 65,000.00 90,
Brockette,C.D. ! VP Operath 60,000.0 110,000.00
Davis.Jeanie M. VP Operations 30,000.0 60,000.00
Tayior, A VP O i 40,000.0 50,
Dicesare,Frank 5 VP Controller - inpatient 40 50,000
justin i {Director Operati 17,000.0¢ 1
Norris, Bobbi _ Director i Off ops $5 0 ,000.00
ming,Lynn RVP O $17,000.00: 20,000.00|
ers Neal RVP Mark Ops/Bus Dev $17.000.00 T!
ouesan, Katrice } » Business Office Cs i $5,000.00 3,000.00
Jemison, Amy ’ ing O tion Coordinator $3,000.00] 5,000,
Tamr Mark J. . GVP O i 75,000.00 99.000.00
Witder Linda Masone ‘ VP Operati 0,000.00] 160.000.00
Flannery.Donna K . EVP Operations $40,000.00 7]
incoln S. * __|RVP Operations $50,000.00' 75,000.00
Cannon Eudora G, . AVP O i $20,000.00 10.000.00
Duck,Julia Lawrence | AVP O i 13,000.00 25,000.00]
$7.237 47€.95 $8.692,200.00]

HHEC 252-0253
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[y SOLTAY
Security
ame Title 2001 Bonus _ |2002 Bonus
IRwWs P L
{Owens William T. President & COO HSC & Dir §1,500,000.00, , 730 cow
e = i . hdisd) o
W "TINP internal Audi 33000000 .S =00
E{‘v?y‘.]aﬁ.‘—‘“—_i SVP Media and C ication 3000 FE, ove
Horon Willam W. _JEVF & Corporate Counsel $100,000.00] /58, or
Murphy.Tyler } Investrent Analyst $8.006.00! 12,500.00!
Ledbetier, Raymond Avigtion Manager/Chief Pilot $30,000.00] 3D pew
Clark,Jr. Rendell Chief Pitot $30.000.00] Bp, em~
owery Jeremy Layne Piiot Caplain Sr. $20,000.00 ., 00 =
T e . Crief $25,000.00 ﬁ Fided
Adams,La  Maintenance Tech Supervisor 12,000.00] ;2 €4 =
McClain, Michael Pilot Captain Sr. 1500000 /%5 erw e
Goodreau, James - |Director of Corporate Security 35, Yo oo o
Chandler Michael L - _{Medical Director $100,000.00;
Swaid,Swaid Doctor (1099 recp.} $500,000.00] -
President & COO $500,000.00 600.000.00
President & GO0 $500.000.00] 600,000.00]
j[glp Corp Development §75,000.00 250,000.00
EVP CFO $100,000.00 400,000.00!
EVP & Treasurer $100,000.00/ 75.000.00
SYP Administration $75.000.00 00,000.001
SVP Finance - Reimbursement $60.000.60 25,000.00/
_{SVP Ambulatory Development $0.00 -t~
VP \nvestments $50,000.00 50,000.00] NI
VF External Affairs $6,000.00 7,500.00] (£)
AVP i 30.00] 5,000.00, A0k
: GVP Marketing Services $40,000.00
VP Comm & Mkting Serv, $30 00|
VP Communications $25,000.00]
_IVP Strategic Alliances $50,000.00
AVP Strategic Allances $16,776.95]
GVP Mkiing $40,000.00
VP Creative Services $25.000.00
__|VP Marketing Resources $20,000.00
AVF Market Resources $20,000.00
Vernon Matt _ VP Media and C i
[Carman, Thomas W —
Skelton,Loree - VP Corp Development $40,000.60 b DAL
Fate Lecia Louise JRVP Corp Development 17,060.00]T
Hyde, Heidi AVP Corporate D 10,000.00! X
Dance, Jefirey AVP Corporate Developrnent 42,500.00 10,000.00
Director of Corporate Di £ 10,000.00; 000.00
Director of Corporate Development 0.00; 7,500.80
Director of Corporate Development 0.00;
- GVP Fin & Asst Contr $55,000.00 160,000.00
GVP Fin & Asst Contr $55,000.001 70,000.0C 80,000.90
_{Waters julie W. _TIVP Payroll $20,000.00, 25,000.00{ __30,000.00
Sation,Barbara B } i i 25‘000.10% 25000.00]  20,000.00
Gwards,Cathy C. VP Asset Man 0,000.00: 27,000.00!
A 3 AVP Fin 7,500.00: 32,000,00/ 35,000.00
Valentine Virginia Brooks | AVP Fin Accounting 4,500.00. 17,000.00 20,000.00
AVP Finance $5.,000.00 10,000.00]  15,000.00
Richey-Fowler,.Dawn AVP Finance $5.000,00 7,500.00:
- HHEC 252-0254
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Blalock Christy D. ! AVP Budgel $7,500.00 15,000.00
7 “ys Timothy Dirsclor of Accounting $0.00] 3,500.00 5,000.00
Livesay Kenneth K SVP Chief Infa Officer-CiO $60,000.001 85,000.00]
Carpenter,Randall VP Info Technology & Asst CIO $7.500.00; 25,000.00 35,000.00
s Jery F. VP ITG $20,600.00 20,000.00
{arson-Monear,Debra VP Operations Finance $15,000.00/ 20,000.00 15,000.00
_{Director of Technology $0.00]
{TG Engineer, Sr. $0.00
Director, Information Tech 30.00
_{Systems Engineer L4 App $0.00;
SVP Finance - Tax $60,000.00
Menke, Brian M. GVP Finance-Tax $30,000.00
Desantis, Terr D. VP Tax $20,000.00
rtin,Michae! 0. AVP Finance-Tax $7.500.00
Eaton.B: _{Tax Supervisor 0.00;
Smith U Tax Supervisor 0.00,
Patzkowsky Shawn #i‘ - Tax Supervisor 0.00]
Scrushy,Geraid P. VP Physical $50,000.0
Chamblee Jr..Jack i VP IP Design & C 30,000.01
HawkinsJack H i VP Materials Mgmt $40,000.00
Yeager,Tommy Travis 1 VP Amb. Design & Const 30,000.00
Cam,S. Wayne VP {P Design & Construction $20,000.00!
t taura R i VP 1P Design & Constructi $15,000.00:
Coggins, Kimberly l VP Materials Management $0.00 X
Crocker,Grog W. 1 AVE Amb Design & Construction $7,000.00 500.
Harrell James A ' AVE Amb Design & Construction $7.000.00 ,500.00
# [McKee Mike 3 Print Shop Manager $12,000.00 15,000.00
[adoxiey,Jim H Director of Facility Mangement 30,00 10,000.00]
“Kely Director of Architect $0.00 ,500.00}
At Allison Project Manager Sr. Design & Const $0.00. ,500.00
},_Blackwood,Jeﬂ ! Director of Architect $0.00 ,500.00
Horton William
Gary Jr.,Beall D. GVP & Asst Comp Counsel 40,000.00:
hoy i GVP & Senior Counsel $40,000.
1 GVP Legal Services 40,000,
{ VP Admin & Attorney 20,000,
AVP Legal Services 15,000.00
j AVP Legal Services §7,500,00
VP BrokerfDealer Operations $0.00
Attorney, Si. $6.000.00]
Attorney, Sr. $6,000.00
Fleenor,Stacey __|Atiomey, Sr. $6,000.00
Aftorney $0.00
GVP Finance & Asst Treasurer $30,000.00 40,000.00] 45,000.00
VP Real Estate $20,000.00 20,000.00 10,000.00
X VP Treasury $20.000.00 30,000.06|
Fowler,Catherine Noojin VP & Mge $20,000.00 20.900.00
Knapp,Brooks Gambrelt AVP Real Estate $2,500.00] 5,000.00!
Ritchie,Cindy B. AVP Real Estate $2,500.00 5,000.00!
Hale,Brandon 0. i
Wade,Dennis GVP Human Resources $30.000.00; 5650600 e
-arsonMarca S. VP Employee Benefits $20,000.00 20,000.00
‘nbotham,Lauren A, . AVP Human Resources $5,000.60 6,000.00
GVP Payor C &Suppori $40,000.00 50.000.00:
_._IVP Payor Contracting & Support $7.500.00 15.000.00
HHEC 252-0255
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Haton,Johnna C. 1 VP Payor C 8 Support $20,000.00
ns.Corale K. ! AVP Network Services $15.000.00
lMink,Randa“ [N N 7T TG Risk $30.000.00
Sheedy, Susan A __IVP Quality Standards $20,000.00
Mulligan,Edward 7. AVP Operations $5,000.00
VanWandertham, Andrea _JAVP - HIPAA Privacy Officer $5,000.00|
Catvert, Tra 3 AVP Risk Management $5.000.00
Ismne.()hanas Scott ijl GVP internet Services $40.000.00!
Creel,Steve C. VP internet Services $20,000.00
Henze,Diana Olszews VP internet Services $15,000.00:
Douglas Dennis AVP Corporate Compliance $0.00;
Crumpton,Jeff P. AVP Conference Services $40.000.00
L
Holiman,Jonathan ' Banguet Manager $30,000.00
Dunaway,Danny . G Center Setup Supervisor .000.00!
is Ri Event Services Rep. ,000.00
LayneGreg Banquet Captoin ,700.00
iry .700.00
1,700.00
Wait Staff 4,700.00;
Wait Staff 1,700.00;
Wait StaHf 1,700.00
Exec Sous & Food Serv Mgr. $10,000.00"
Chef Exec & P ing Mgr. $5,000.00
__{Audio Visual Coordinator Lead $0.00
+= nes,Susan
Mo udy GVP Payor Refations $40,000.00:
-Jglass Jr. William Daniel VP (TG $30.000.00.
. VP Finance Reimbursement $20,000.00
X “|RVP Operations $8,000.00,
Bakkegard,Robin AVP Reimbursement $10,000.00
Caskey, Jilt Wynn _|AVP Reir $5,000.00]
Dew,Ccieen CPC Manager $0.001 10.000.00 5,000.00
. Kathy ‘P i Specialist, Sr, $0.00 15,000.00! 5,000.00
Henninger,Suzanne T
GVP Corp Development $30,000.00, 50,000.00 35,000.00
VP Corp D $30,000.00
i
Taylorlarry D.
‘?iviere.oaniet Market Leader/SVP O
iHuffman, Michae! S. Market Leader/SVP O
!Namz,Jessica [ _[Market Leade/SVP O
Reading, Chris N Market Leader/SVP Operations
Stark,Charles A, GVP Operalions
SVP O
{SVP Operations
Market Leader/VP Operations
7 VP Controlter - East
McClune,Erin Jean VP Health information Systems
RickmanXerry A N AVP O i
Scharpe Peter UK |
Huntsinger,Gary _|Marketing Program Director
ATilman,Rob VP Clinical Services
sner Jennifer P Quaiity Manager
204, imberly . _ |Education Director
vargeman,Deanna i Quality Assurance Analyst X
Special Projects Manager 10,000.00;
AVP Conirolfer - East 18,000.00
Funanciel Analyst Development 12,000.00]_
HHEC 252-0256
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T < om,Chiis T “TRegional Controller $5,000.00 12,000.00
yn,Jim i'gigimat Contralter $5,000.00 12,000.00
B . ini - Clinical $2,500.00 7,500.00!
iﬁvp 9 $6.00 70,000.00
__{Regional Controlier $5.000.00 12,000.00
Brandt.David Director of business office aps $2.000.00 §,000.00
Foster, Patrick
Fulter,David 6. "1EVP Operations $90,000.00 95,000.00
Nico,vincent SVP Operations $85,000.00/ 100,000.00]
Deigan Faith A- BEGIY i $85,000.00 140,000.001
[Moscaio,Mary K i SVUP Operations $80,600.00] 0,000,00)
imer, Terry ' GVP Cperati $65,000.00 95,000.00
lBrockene,C.D. B VP Operations $60,000.00 110,000.00
Davis, Jeanie M. 1 P Operati 30.000.00; 60,000.00]
TaylorJacquelyn A. i P Operations 40,000.00 '50,000.00
DicesarefFrank e VP Controfler - inpatient 40,000.00] 50.000.001
Justin Director O i 17,060.00 15,000.00]
Norris.Bobbi Director Business Off ops $5,000.00 3,000.00/
Flerming, Lynn RVP Operations $17,000.00/ 20,000.00
{Sanders Neal RVP ing Ops/Bus Dev $17,000.00 T,
| Jordan, Katrice S Business Office Ci i £5,000.00] 3,000.00
Jemison Amy Marketing Operation Coordinator $3,000.00 §,000.00]
Tar.Mark 4. : GVP Operati $75,000.00 100,000.00]
|Wilder.Linda Masone VE Gperations $60,000.00 700,000.60]
Fiannery,Donna K RVP Operati $40,000.00] T
Mendez | incoln S. f RVP Operations $50,000.00 75.000.00
Cannon,Eudora G. AVP Operations $20,000.00 10,000.00
1Quck.Julia Lawrence e AVP O g $13,000.00 35,000.00 25,000.00
I
{ $7.312476.95 $6,464,700.00
HHEC 252-0257
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From: Scrushy, Richard
Sent: Thursday, December 19, 2002 12:39 PM
To: Hale, Brad

Subject: Re:

Let's look at in at noon. Rs

Sent from my BlackBerry Wireless Handheld

~----Original Message----~

From: Hale, Brad <Brad Hale@healthsouth.com>
To: Scrushy, Richard <rscrushy@healthsouth.com>
Sent: Thu Dec 19 09:11:43 2002

Subject:

Do you want to get together on the options before you leave for the
holidays? Also I need to get signatures from you on minutes. Thanks,
Brad

Brad Hale

Tab 50

g d by F h Corp.

HHEC 500-00509
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Appointment
Organiser: Esclavon, Mary
Subject: Make sure RMS signs Mottola Stock
Agreement & return to Brad Hale

Start Date: 04/18/2002 11/00 AM EST
End Date: 04/18/2002 11/30 AM EST

Importance: Normal
ReminderMinutesBeforeStart: 135

Tab 51

ted by | h h Corp. HHEC 472-02260
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JOEL C. GORDON

3102 West End Avenue, Suite 650
Nashville, TN 37203
(615) 385-3541
Fax: (615)298-5641

FAX TRANSMISSION COVER SHEET

TO: BRAD HALE
FROM: JOEL GORDON
FAX#  (205)969-4750
DATE: MARCH 12, 2003

SUBJECT: BOARD MINUTES

You should receive 2 page(s), including this cover sheet. If you do not receive all
the pages, please call Judy Ernst at (615) 385-3541.

Brad, I have reviewed the mi listed on the hed sheet and find no changes. 1 still
am missing August 8, September 17, and November 13. Please forward them to me as
soon as possible.

Thanks, Joel
Tab 52

CONFIDENTIAL
" TREATMENT REQUESTED

JG 0000688
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() HEALTHSOUTH,

One HEALTHSOUTH Parkway
Birmingham, AL 35243

MEMORANDUM

TO: Joel C. Gordon

FROM: Brandon O. Hale
DATE: March 3, 2003

SUBJECT: - Board Minutes

Enclosed please find Board Minutes foxJapuary 31, 200 M ebruary 7, 2003
andEFebruary 21, 20037 Please review and we will discuss and finalize at the’

Board Meeting in Orlando.

CONFIDENTIAL
TREATMENT REQUESTED

JG 0000689
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HP Fax Series 900 Fax History Report for
Plain Paper Fax/Copier

Mar 12 2003 3:03pm

Last Fax .
Date Time  Type Identification Duration Pages Result
Mar 12 3:02pm  Sent 12059694750 0:42 2 OK

Result: t,
OK - black and white fax

CONFIDENTIAL
TREATMENT REQUESTED

JG 0600690
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Memorandum

To: George Strong ﬁ/VL
cC: Governance Commitice /

From: BobMay
Date:  3/12/03
Re: 10 K Signature(s) 2003

George in reviewing the latest package of minules sent out by Brad Hale, 1 read with interest the statements
from Mr. Lamphron of E & Y from the March 15, 2002 minutes. | will not attempt 1o duplicate the minutes but
simply paraphrase the comfort he gave the board, by stating that there were no Ervon type issues of
exposures. E&Y “ocused heavily” on those types of ilems when evaluating our books.

Mr. Lamphron, gave the Board similar if not stronger assurances during our most recent meeting in
Orlando, where the Board signed this years 10k. Many of us refied on the Audit Committee and Mr.
Lamphron assurance when signing this document.

HEALTHSQUTH may not have “Enron” type issues. However, we did have some unusual charge offs
relating to prior yearsiperiods (in particular bad debt) that we were informed of at the 11 hour before our 47
Quarter eamings release.

My issue is simply this. What assurances can we have from E & Y that next year we wilt not have the same
issues? Obviously, if we do the would be di .

teave this question in your hands to handie as you deem appropriate.

Tab 53

CONFIDENTIAL
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Memorandum

Brad Hale, Bill Horton

Governance Comynittee %
From: BobMay ,

Date:  3/12/03

Minutes

Afer reviewing what | befieve are the latest complele sets of minutes | now have my suggested
cormectionsiedits:

1

October 1, 2002 minutes icomectly reports Larry Striplin resigning from Litigation Conumittee. That
eventis reported comectly in the Oclober 15, 2002 minutes, the Oclober 1, 2002 mimstes need to be
corrected

October 22, 2002 mi still missing. I und d these are being reviewed by Fulbright &
Jaworski.
October 29, 2002 mi under ive session first item- should be expanded to read that in
addition loprasennngtbe}’&! documents, Jon and[madepmlmmarymommendmms

g actions taken/not taken g transmittal 1753, after revwwmg the F&J

documems and interviewing key members of management.

January 6, 2003 minutes should refiect an additional bullet item under the TCV/Source Medical.
Bulilet point number four should be added to reflect the Boards instruction to search for
additional partner/venture firms who could purchase Source under more favorable conditions,

February 6, 2003—Jon Hanson reports that he was on the teiephone board call.

Tab 54

1
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Brad Halé, Bill Horton
Governance

Bob May

3Nz

Minwtes

SRR

After reviewing what | befieve gre the | fest complets sefs of minutes | now have my suggesie M
comectionsfedits: Y\M
1. October 1, 2002 minutes incormec ly reports Lary Stripfin resigning from Uiigetion Comenitea, That

event s reported comectly n the ¢ iober 15, 2062 minutes, the Ociober 1, 2002 minutes 1 sed to be

cufrécind

™

October 22, 2002 minutes stifl z dssing. I understand these are being reviewed by Full right &
Jaworski:

3. October 29, 2002 minutes under executive session first iteen-- should be expanded to ; ead that in
addmontopresenmgtte?&!dm«m,!mud[mndspmﬁmmmymmmmdﬂ

itraf 1753, afier reviewing the 1 ' &3
docmnenlsmdmmvxewmgkcymemben otmm:gemm

4. January 6, 2003 minutes should: eflect an additional bullet itern imder the TCV/Soure : Medical,
Bullet point sumber four should e added to reficct the Boands instruction to search fo
additional pertner/venture firms « vhawnldmchmsmmdummﬁmbhmm

5. February 6, 2003——Jon Hanson  ports that he was on the telephous board cail.
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Unknown

From: Hervey, Jason

Sent: Friday, December 20, 2002 2:40 PM
Jo: May, RP

Subject: RE: Nap

nap? you say nap? i am wide awake with my feet in the pool and a tiny
umbrella drink....pass the shrimp balls please. will look into.

jh

————— Original Message-----

From: May, RP

Sent: Friday, December 20, 2002 1:27 PM
To: Hervey, Jason

Subject: Nap

Hat to disturbe ur nap however I need a favor I would go to rs on this
but its trivial yet important. When are we going to see pasxr board
min{not including last) we have not seen them in months yet RS keeps
telling Brad to send them out, yet nothing happens. What gives? If u
could explain what the hold up is or better yet get them out that would

be great. Go back to ur nap. Hope to see u in FL bob

Sent from my BlackBerry Wireless Handheld (www.BlackBerry.net)

Tab 55

HHEC 582-0104
Confidential Treatment
Requested by HealthSouth Corp.



416

The Board of Directors of HealthSouth Corporation
October 29, 2002
Page 7

Attachment A

Report by James Goodreau

HEALTHSOUTH

One HEALTHSOUTH Parkway
Birmingham, AL 35243
MEMORANDUM
TO: File
FROM: Jim Goodrean
DATE: October 3, 2002

SUBJECT: Shredder documents in fifth floor file room

~= assigned Scott Pierce (Security) to escort/assist the outside attotney group while they reviewed items in the fifth
~woor file room. Scott advised me that the attorneys removed items from that file room and did not want him in the
room while they searched it. They asked him to leave the room and shut the door. Scott stated that he observed the
attorneys collect and remove shredded materials that were located inside the shredder in the file room. Itis
important to note that the shredder in that area is very large and seldom requites the contents be removed.
Therefore, the materials that wete removed could be items shredded over a petiod of several months, as this
shredder is very rarely used. :

Tab 56

wsisms  CONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of its client FJ 000436



417

Horton, Bill

From: Horton, Bi

Sent: Friday, December 06, 2002 11:44 PM

To: Stark, Chuck Tab 57
Subject: RE: Elevators

I don't know the answer, but I am pretty confident that any issues could be addressed with
a simple, tasteful sign near the buttons saying "Security Cameras In Use" or some such.
If you want real legal research, let me know.

----- QOriginal Message—----

From: Stark, Chuck

Sent: Friday, December 086, 2002 11:14 AM
To: Horton, Bill

Subject: Fw: Elevators

Any thoughts on Number 3 below.

Chuck Stark

HEALTHSOUTH Corporation

COriginal Message
From: Reams Mark <mark.reams@siemens.com>

To: Stark, Chuck <Chuck.Stark@healthsouth.com>

2C: 'DanL@CLAinc.net’ <DanL@CLAinc.net>; McLeod Max <max.mcleod@siemens.com>; Pettry David
<david.pettry@siemens.com>

Sent: Fri Dec 06 09:18:40 2002

Subject: RE: Elevators

Chuck,

Several issues to address here before definitive answer can be given.

1. Does elevator traveling cable have any spare conductors (or fiber) that can be used
for cameras {quantity and size of conductors is important)?

2. Can we power the camera from the power in the elevator cab? If not, power conductors
will be needed in the traveling cable.

3. BealthSouth should consider the privacy issue here. There has been some litigation
concerning the fact that there is a reasonable expectation of privacy in an elevator which
could be violated by the use of cameras. I am not a legal expert on this subject mattex.
1 am simply suggesting it for your consideration. .

4. Additional signage may be required in the cabs if cameras are to be used in the cabs.

We'll check with Jason Hard of BsG on the traveling cable limitations, if any, before we
proceed further. 1I'1l keep you informed.

Thanks,
Mark

~-0Original Message~~=-~-

From: Stark, Chuck [mailto:Chuck.Stark@healthsouth.com}
Sent: Thursday, December 05, 2002 6:21 PM

To: Reams Mark

Cc: 'DanL@ClBinc.net’

Subject: Elevators

Richard would like security cameras in each elevator. Cost? Possinle? HHEC 355-0073
R Confidential Treament
Requested by HealthSouth Corp.
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EALTHSOUTH Corporation

Confidentiality Notice: This e-mail communication and any attachments may contain
confidential and privileged information for the use of the designated recipients named
above. If you are not the intended recipient, you are hereby notified that you have
received this communication in error and that any review, disclosure, dissemination,
distribution or copying of it or its contents is prohibited. If you have received this
communication in error, please notify me immediately by replying to this message and
deleting it from your computer. Thank you.

HHEC 355-0074
Confidential Treatment
Requested by HealthSouth Corp.
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From: Goodreau, Jim

Sent: Thursday, December 12, 2002 12:20 PM

To: Scrushy, Richard

Subject: Re: Come to 5th floor. Hang out with mary and follow joel as he goes in and out. See what he is
doing. Rs

Ok

Jim Goodreau

Tab 58

Confidential Treatment Requested by HealthSouth Corp. MHEC 584-00004
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Memo To:  Jim Goodreau

From: Les Moore

. Tab 59
Subject: Jean Davis Files
Date: March 25, 2003

On Friday, March 21, 2003, | was contacted by Patience Layton who advised that
Jean Davis had advised that the FBI must have been in her office because there were files
missing.

On Monday, March 24, 2003, 1 emailed Jean Davis and left a message for her to
call me in regards to the missing files.

On Tuesday, March 25, 2003, I received a call from Jean Davis who stated that
she had folders in her desk containing information on “Group Therapy”. She further
stated that the file folders were still there but the contents of the folders were missing.
She stated that she was in her office on March 19th and 20", She stated that on the 20",
she spoke with an attorney who needed some of the information and when she went to
retrieve it from the folder, it was not there.

Let it be noted that the FBI did not search the office of Jean Davis during any of
their searches. Also, there are no cameras that would allow security to observe any
activity in or around this office.

HHEC 367-0001
Confidential Treatment
Requested by HealthSouth Corp.
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The Board of Directors of HealthSouth Corporation
October 29, 2002
Page 8

-—Original Message -

Tab 60
From: Goodreau, Jim
Sent: Friday, October 04, 2002 10:10 AM
To: Scrushy, Richard
Ce: Horton, Bill
Subject: FYl

All shredders at the Corporate office have been secured in a room on the 1 st floor, this includes shredders
that were in individual offices. Access to this room is limited to Les Moore and myself, and the room has 24
hour video coverage. In addition, you asked me to look into a situation which took place on the third floor north
area of Network Services. Lea Patterson of Network Services did shred some items, however, those items
contain proprietary information which accompanies the Group Health Capitation Checks, This is membership
information which contains social security numbers, names, and the date of birth of the individual covered. We
are required under the Privacy Act to ensure the aforementioned information is properly disposed of in order to
protect the privacy of the individual. It has been the common practice of Network Services fo periodically
destroy these records by shredding them. There will be no shredding of any documents in the Corporate
Offices until the completion of the SEC investigation,

30351523.5 g’mﬁ%ﬂgﬂgiﬁ?& FJ 000437
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FULBRIGHT & JAWORSK! L.L.P.

A RectsteRen LIMITED LIABILITY PARTNERSHIP
666 FirTH AveNue, aist FLOOR
New York, New YORK 10103-3198 Tab 61
WWW, FULBRIGHT.COM

HMIRSCH@FULBRIGHT.COM TELEPHONES {212} a1e-3000
pirecT oiaL: (2¢2) 318-3105 FACSIMILE: (212) 318-3400

CONFIDENTIAL ATTORNEY WORK PRODUCT
FOR BOARD OF DIRECTORS EYES ONLY

“October 1, 2002

The Board of Directors of HealthSouth Corp.

: HHEC?29
One HealthSouth Parkway . Confidential %-33"'%00
Birmingham, Alabama 35243 ) © Requested by HealthSouth Corp.

Ladies and Gentlemen:

. As you are aware, HealthSouth Corp. (“HealthSouth” or the “Company™) and its Board
of Directors have engaged Fulbright & Jaworski L.L.P. to represent them in an investigation by
the Securities and Exchange Commission and to conduct a review of the Company’s disclosures
and related events, Among other things, we have been asked to assess, to the extent
ascertainable, whether (i) at the time of the exercise of options and sale of HealthSouth Common
Stock by Richard M. Scrushy on or about May 14, 2002 (the “Option Exercise and Saie”) or
(ii) at the time of transfer of HealthSouth Common Stock to the Company by Mr. Scrushy in:
satisfaction of the principal amount of loans from HealthSouth on or about July 31, 2002 (the
“Loan Repayment”), he was aware of the potential effect on the Company of Transmittal 1753
of the MEDICARE CARRIERS MANUAL or the policy expressed therein (“Transmittal
1753%).

We understand that the Board of Directors has formed a special investigatory committee
(the “Special Committee”) to review a variety of allegations made against the Company in &
shareholder derivative litigation, including allegations relating to the Loan Repayment. The
Spetial Committee has retained its own independent counsel fo assist the Special Committee in
its review of these allegations. The independent members of the Board of Directors should fook
to the Special Committee and its independent counsel for their report on these and other matters.

Our review only began on September 24, 2002. We have begun to review documents and
other materials produced by certain officers and employees of HealthSouth in response to a
memorandum prepared at our request by the Company’s General Counsel, William W. Horton,
and the minutes of the Board of Directors and the committees of the Board of Directors. We
have not yet received responses from all of the officers and employees to whom the
memorandum was addressed or copies of minutes of all meetings of the Board of Directors or
certain of its committees, In addition, we have reviewed and are continuing to review electronic
data produced by HeaithSouth consisting of the e-mail and application files of seventeen key
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officers and directors.

Qur review is far from complete, and we are awaiting additional data from certain
officers and employees. In addition, we have conducted interviews with Richard M. Scrushy,
William T. Owens, William W. Horton, Jeanie Davis, Frederick Schmitt, Jr. and Susan Jones
Smith. We expect to conduct additional interviews with some or all of these individuals and to
interview additional officers and employees before completing our investigation.

The Board of Directors has requested an update for its meeting on October 1, 2002, of the
status of our investigation of the Option Exercise and Sale and the Loan Repayment. In the
course of our preliminary work, we have not found any factual data that establish that Richard
M. Scrushy was aware at the time of the Option Exercise and Sale or at the time of the Loan
Repayment of the potential effect on the Company of Transmittal 1753. In the course of our
preliminary work, we have detcrmined that certain bers of senior ag t other than
Mr. Scrushy had varying levels of knowledge concerning Tr ittal 1753 cc ing no later
than June 2002; however, we have not ascertained at this time that they disclosed such
knowledge to Mr. Scrushy prior to early August. ’

‘We have not completed our investigation, and facts and circumstances that come to our
attention during the course of our engagement may lead to a conclusion different than that
suggested by the limited amount of materials we have reviewed to date. Accordingly, the Board
of Directors should not view this letter as a conclusion with respect to any of the matters
discussed herein or the potential « of any regulatory investigation or legal action. In
addition, please note that this letter is not a comment on any other matter we have investigated or
may be asked to investigate in the future.

This letter has been prepared solely for the purpose of updating the Board of Directors on
the status of our.investigation. The existence and contents of this letter are confidential and
privileged information intended for the private use of the Board of Directors, and may not be
used for any other purpose or quoted or disclosed to any third party, or referred to in any manner,
‘without our express written consent. This letter may not be fumished to any other persons or
entities without our prior written consent.

Very truly yours,

HHEC 293-0301
Coufidential Trestment
Requested by HealthSouth Corp.
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FULBRIGHT & JAWORSKI L.L.P.
A REGISTERED LIMITED L1ABILITY PARTNERSHIP
666 FIFTH AVENUE. 3iST FLOOR Tab 62
New York, New York t0i103-3198
WWW. FULBRIGHT.COM

TELEPHONE: {212) 318-3000 FACSIMILE: {z12) 318-3400
October 21, 2002
Privileged and Confidential:
Attorney Work Product Doctrine Applies
BY HAND DELIVERY
The Board of Directors of HealthSouth Corporation
One HealthSouth Parkway
Birmingham, Alabama 35243 HHEC16/6111

Ladies and Gentlemen:

On September 18, 2002, HealthSouth Corporation (*HealthSouth” or the “Company”)
and its Board of Directors engaged Fulbright & Jaworski L.L.P. (or “F&J”) to represent them in
an investigation by the Securities and Exchange Commission (the “SEC™) and to conduct a
review of the Company’s disclosures and related events (the “Review”). In the process of that
Review, you have also asked F&J to assess, to the extent ascertainable, whether (i) at the time of
the exercise of options and sale of HealthSouth common stock by Richard M. Scrushy on or
about May 14, 2002 (the “Option Exercise and Sale”) or (ii) at the time of transfer of
HealthSouth Commeon Stock to the Company by Mr. Scrushy in satisfaction of the principal
amount of a Joan from HealthSouth on or about July 31, 2002 (the “Loan Repayment™), Mr.
Scrushy was aware of the potential financial effect on the Company of Transmittal 1753 of the
Centers for Medicare and Medicaid Services (“CMS”) to the Medicare Carriers Manual,
specifically the language “added to clarify payment policy for group therapy services”
(“Transmittal 1753”). This letter supplements F&J’s letter dated October 1, 2002.

Fulbright & Jaworski L.L.P. understands that the Board of Directors has formed a special
investigation cc ittee (the “Special C. ittee”) to review a variety of allegations made
against the Company in a sharcholder derivative action suit, including allegations relating to the
Loan Repayment. The Special Commitiee has retained its own independent counsel to assist the
Special Committee in its review of these allegations. The individual members of the Board of
Directors should look to the Special Committee and its independent counsel for their report on
these and other matters.

Fulbright & Jaworski L.L.P. is in the process of a broad inquiry concerning Transmittal
1753, the Company’s response to and operations in consideration of Transmittal 1753, and the
Option Exercise and Sale and the Loan Repayment by Mr. Scrushy. The Review of Transmittal
1753 and the Company’s response to and operations in consideration of Transmittal 1753 are
ongoing and will likely not be completed for some time. While Fulbright & Jaworski LLP.’s
Review concerning Transmittal 1753 is not yet complete, this letter sets forth F&J’s findings

20045656
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regarding the facts and circumstances surrounding the Option Exercise and Sale and the Loan
Repayment by Mr. Scrushy.

A summary of Fulbright & Jaworski L.L.P.’s Review, chronology of relevant events,
interviews conducted, and specific factal findings are set forth below. At your request, F&J
continues its Review of certain matters relating to Transmittal 1753. Should F&]J discover any
facts or circumstances that are material to the matters expressed in this letter with respect to Mr.
Scrushy, F&J will supplement its findings.

L REVIEW PROCESS

HealthSouth maintains certain practices in regard to the regular and routine destruction of
non-electronic data and electronic data. On September 19, 2002, Fulbright & Jaworski L.L.P.
requested orally and in writing that the Company act immediately to preserve documents. On
September 20, 2002, William Horton, Executive Vice President and General Counsel, directed
all HealthSouth personnel to “IMMEDIATELY take all steps necessary to ensure that all
documents, electronic files and e-mails under your control are preserved until [the Company] can
ensure that all relevant documents have been appropriately gathered and reviewed.” Fulbright
& Jaworski L.L.P. discovered destroyed dc ts: on September 26, 2002 in a file room
where F&J has been advised that certain HealthSouth executives other than Mr. Scrushy
maintained files; and on October 2, 2002 in a copy room in the north wing of the third floor of
HealthSouth’s corporate offices. Fulbright & Jaworski L.L.P.’s Review is necessarily predicated
in part upon the preservation and production of documents by HealthSouth, and that none of the
destroyed documents were relevant to the Review.

A, Non-electronic Data Collection

Between September 24, 2002 and October 3, 2002, Fulbright & Jaworski L.L.P.
requested and obtained numerous documents and materials from Mz, Horton. The requested
documents and materials included but were not limited to documents requested by the SEC in its
September 17, 2002 letter (the “SEC Request™). The documents produced by Mr. Horton were
reviewed both for relevance to F&J’s Review and for responsiveness to the SEC Request.

On September 24, 2002, Fulbright & Jaworski L.L.P. prepared a memorandum that
directed its recipients to search their files and produce all documents that were, as outlined in the
memorandum, relevant to F&J’s Review and responsive to the SEC Request. On September 25,
2002, Mr. Horton distributed the memorandum to 39 Company employees, as well as to
members of the Board of Directors. The Company employees who received the search
memorandum, who were selected by F&J in consultation with Mr. Horton, were:

1. Brooks Adams 3. Jason Brown
Assistant to the Chairman Vice President of Finance
2. Cristy Blalock 4. Jean Davis
Vice President, Budgets Vice President, Inpatient Operations

Confidential Treatment

Requested by HealthSouth HHEC16/0112
20045656 Corp.



426

The Board of Directors of HealthSouth Corporation

QOctober 21, 2002
Page 3
5. Richard S. Davis 16. Jason Hervey
Group Vice President, Finance and Chief Marketing and
Assistant Treasurer Communications Officer
6. JudyB. Dean . 17. Pam Hodges
Group Vice President, Payor Administrative Assistant to Mr. Owens
Relations
7. William Daniel Douglas, Jr. 18, William W. (“Bill”) Horton
Vice President, Executive Vice President and
Information Technology Corporate Counsel
8.  Aprile Edwards 19. M. Sean Huffman
Case Manager Senior Vice President, Ambulatory
Services
9. Mary Esclavon . 20. KennethK. Livesay .
Administrative Assistant to the Senior Vice President and Chief
Chairman Information Officer
10, LynnFleming 21. Malcolm E. (“Tadd”) McVay
Regional Vice President Executive Vice President and
Inpatient Operations Treasurer
11.  Patrick A, Foster 22. John Monteith
President and Chief Operating Regional Vice President
Officer, Inpatient Operations
12.  Beall D. ("Nap™) Gary, Jr. 23, Jessica Nantz
Senior Vice President and Assistant Senior Vice President, Ambulatory
Corporate Counsel Services
13. Marconia C. Goff 24. Aimee Nichols
Senior Vice President, Administrative Assistant to the
Ambulatory Services Chairman
14. Brandon O. (“Brad”) Hale 25. William T. (“Bill”) Owens
Executive Vice President, Chief Executive Officer; former
Administration and Corporate President and Chief Operating Officer,
Secretary former Executive Vice President and
Chief Financial Officer, and former
Senior Vice President of Finance and
Controller
15. Emery Harris 26. Sam A. Pilliteri, Jr.
Group Vice President and Assistant Vice President, Finance and
Controller Reimbursement

Confidential Treatment
Requested by HealthSouth
Corp.

HHEC16/0113
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27. Christopher J. Reading 34. Richard Stec
Group Vice President, Ambulatory Vice President, Payor Contracting and
Services Support

28. Daniel I, Riviere 35. LaryD. Taylor
Senior Vice President, Ambulatory President and Chief Operating Officer,
Services Ambulatory Services

29. Frederick L. (“Rick™) Schmitt, Jr. 36. Robert C. Tillman
Vice President Business Offices, Regional Vice President Clinical
Ambulatory Services Department, Ambulatory Services

30. Gerald P. Scrushy 37. Gail Watson
Senior Vice President, Physical Administrative Assistant to Mr. Horton
Resources

31. Richard M. Scrushy 38. Casey Worrell
Chairman of the Board and former Former Assistant to the Chairman
Chief Executive Officer

32. Susan Jones-Smith 39. Matthew Zurek, PT
Senior Vice President, Finance and Regional Vice President, Clinical
Reimbursement Coordinator

33, Weston L. Smith
Executive Vice President and Chief
Financial Officer

In addition to Richard M. Scrushy and William T. Owens, the members of the Board of
Directors who received the search memorandum were:

1. John S. (*Jack”) Chamberlin 5. Charles W. Newhall Il
2. C. Sage Givens 6. Larry Striplin, Jr.

3. Joel C. Gordon 7. Phillip C. Watkins, M.D.
4. Robert May (prospective member)

By September 30, 2002, all persons who had received the search memorandum had
responded either with what they indicated were all of the responsive documents in their
possession or a notification that they had no such documents. The total documents produced by
all persons comprised approximately four bankers® boxes. These documents were reviewed both
for relevance to F&J's Review and for responsiveness to the SEC Request.

On September 30, 2002, Fulbright & Jaworski L.LP. drafled a second search
.memorandum that requested all documents relating to any trade or transfer of Company stock by
any Company executive, officer or member of the Board of Directors during the period April 1,
2002 to August 31, 2002. Mr. Horton distributed this search memorandum to the following
persons, who were selected by F&J in consultation with Mr. Horton:

20045656 Confidential Treatment HHECI1S6, 10114
Requested by HeaithSouth

Corp.



428

The Board of Directors of HealthSouth Corporation

October 21, 2002
Page 5
1. Jason Brown 6. William T. (“Bill”) Owens
2. JeanDavis 7. Richard M. Scrushy
3. Richard S. Davis 8. Susan Jones-Smith
4, Brandon Q. (“Brad”) Hale 9. ‘Weston L. Smith
5. Malcoim E. (“Tadd™) McVay

By the close of business on October 1, 2002, all persons who had received the search
memorandum had responded.

B. Electronic Data Collection

On September 26, 2002, in an effort to devise an accurate and efficient strategy for data
collection and review, members of Fulbright & Jaworski L.L.P.’s Information Systems staff
obtained information from HealthSouth’s Information Technology Department regarding the
Company’s protocol for managing and storing electronic business records, including email and
attachments, word processing documents, spreadsheets, and other types of electronic data.
Beginning on September 28, 2002, the Company’s Information Technology Department, under
the direction and supervision of F&J, began electronically collecting and producing data, on a
“rolling delivery basis.” The data delivery was completed on October 14, 2002. During that
period, approximately 59,000 documents (approximately 546,300 pages) were collected from
HealthSouth computer records relating to 19 HealthSouth employees and loaded to a discovery
management system for review by Fulbright & Jaworski L.L.P. These documents were not
reviewed but filtered for relevance using electronic search terms and methods selected by F&J.
Such “sorting” produced a total of approximately 12,300 documents (approximately 119,600
pages) that F&J deemed more likely to be pertinent to its Review. A team of approximately ten
F&J lawyers has reviewed these documents both for relevance to F&J’s Review and for
responsiveness to the SEC Request. Fulbright & Jaworski L.L.P. has not examined
electronically-produced documents that were not responsive to the search terms.

All electronic documents were retricved from one of three primary sources: (i) the
Company’s file server, which houses “sub-directories” for each employee; (ii} the hard drives of
individual desktop computers, using HealthSouth’s computer network to capture information
remotely; and (iii) emails stored directly on HealthSouth’s computer network. Preexisting
HealthSouth document retention policy has been that undeleted emails are maintained and saved
by the Company for 90 days after the date of creation, and deleted emails are saved and
maintained by the Company for 14 days afier the date of deletion. Thus, any undeleted emails
that were received or created prior to June 30, 2002, which is more than 90 days prior to F&J’s
gathering of data on September 28, 2002, or any emails that were deleted more than 14 days
prior to September 28, 2002, were not available unless stored by the employee to the hard drive
of his or her desktop computer.

Confidenig; )
Teatment HHECI6!
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The individuals from whom electronic data have been collected are:

1. JeanDavis 11.  John Monteith

2.  Mary Esclavon 12.  Jessica Nantz

3.  Lynn Fleming 13.  Aimee Nichols

4.  Patrick A. Foster 14, William T. (“Bill”) Owens

5. Beall D. (“Nap”) Gary, Jr. 15.  Frederick L. (“Rick™) Schmitt, Jr.
6. Brandon O. (“Brad”) Hale 16.  Richard M. Scrushy

7. Jason Hervey 17.  Susan Jones-Smith

8. Pam Hodges 18. Weston L. Smith

9. William W. (“Bill”) Horton 19.  Larry D. Taylor

10.  Malcolm E. (“Tadd”) McVay :

C.  Interviews

Fulbright & Jaworski LL.P.’s efforts have also included conducting interviews. The
following HealthSouth executives, employees, managers and members of the Board of Directors,
as well as certain of the Company’s outside agents and counsel, have been interviewed by F&J, -
some on more than one occasion:

1. GaryF. Capistrant (US Strategies) | 11. M. Sean Huffman

2. John S. (“Jack”) Chamberlin 12.  John Monteith

3. JeanDavis 13, William T. (“Bili”) Owens

4,  Patrick A. Foster 14.  Frederick L. (“Rick™) Schmitt, Jr.
5. Thomas C. Fox {(Reed Smith) 15.  Richard M. Scrushy

6. Joet C. Gordon 16.  Susan Jones-Smith

7.  Brandon O. (“Brad”) Hale 17.  Larry Striplin, Jr.

8. Eric R. Hanson (US Strategies) 18. Larry D. Taylor

9. Scot T. Hasselman (Reed Smith) 19.  Brad Traverse (US Strategies)
10.  William W. (“Bili”).Horton

D. Other Sources

Although Fulbright & Jaworski L.L.P. did not attempt to make a comprehensive survey
of publicly available material regarding either the Company or Transmittal 1753, F&J has
consulted certain materials in addition to those listed above, including press releases, news
reports, analyst reports and SEC filings.

Confidential Treatment
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On October 4, 2002, Fulbright & Jaworski L.L.P. produced to the SEC an initial
installment of approximately 3,460 docurnents obtained from the Company’s corporate files, the
Company’s officers and directors, and the electronic data provided by the Company. On
October 17, 2002, F&J produced to the SEC a summary of events relating to the matters covered
by the SEC Request. Fulbright & Jaworski L.L.P. expects to supplement its initial production
with additional documents on an ongoing basis. :

. COMPANY ORGANIZATION AND REPORTING PROCESS DURING TIME
PERIOD MAY 2002 THROUGH AUGUST 6, 2002

Fulbright & Jaworski L.L.P. has determined from its interviews with various members of
senior management and review of documents that from May 2002 through August 6, 2002, the
Company organization and reporting process relevant to Transmittal 1753 were as set forth in the
chart below.

Richard M. Scrushy
Chairmasn of Board and CEO

l William T. Owens ‘

President and COO
Patrick A. Foster Larry D. Taylor Weston L. Smith ‘William W. Horton
President and COO, President and COOQ, Senior VP, Finance Executive VP and -
Inpatient Operat Ambulatory Services and C 1 Corp Counsel

Susan M. Jones-Smith
Senior VP, Finance and

Reimbursement
Jean Davis Frederick L. Schmitt, Jr.
VP Inpatticm VP Business Offices,
Operations Ambulatory Services

oL SELECTED CHRONOLOGY AND FACTUAL FINDINGS

This section sets forth a chronology of selected events and also Fulbright & Jaworski
L.L.P.’s factual findings through August 6, 2002, relevant to the issue of whether Mr. Scrushy
was aware of the potential financial effect on the Company of Transmittal 1753.
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In June 1998, HealthSouth's primary Medicare intermediary, Blue Cross Blue Shield of
Alabama ("BCBS-AL"™), issued a publication entitled "Medicare Focus,” which included the
following language regarding billing for certain therapy services:

97150: Therapeutic procedure(s), group (2 or more individuals) 1. Since many
group procedures do not require the professional skills of a provider, coverage of
this procedure will be determined on a case-by-case basis. 2. Documentation
must be submitted with the claim identifying the specific freatment technique(s)
used in the group, how the treatment technique will restore function, the
frequency and duration of the particular group setting, and the treatment goal in
the individualized plan. The number of persons in the group must also be
furnished.

On September 11, 1998, a meeting was held between HealthSouth and BCBS-AL
representatives to discuss the June 1998 Medicare Focus and the instructions therein regarding
billing for therapy services in the group setting.

On November 2, 1998, CMS {formerly the “Health Care Financing Administration”
or “HCFA”) published a final rule implementing a physician fee schedule-based payment
system for therapy services, effective January 1, 1999, as required by Congress in the Balanc
Budget Act of 1997. . ] .

In April 1999, CMS made publicly available draff Program Memorandum
(Intermediaries/Carriers), Transmittal No. AB-99-, Change Request 842, which included the -
following language:

Group Therapy-—Code 97150[.] The current policy has been to use the CPT
definition of group therapy, 97150. We are concerned that some providers may
not be familiar with the CPT definition, which may not be the same as their
clinical concept of group therapy. CPT defines a group as treatment of two or
more patients at the same time. If a therapist or physician performs any of the
CPT Physical Medicine procedures with two or more individuals concurrently or
during the same time period, then only 97150 is reported. . . . If a therapist or a
physician performs the treatment on two or more patients during the same time
period, or with the assistance of an aide or an assistant, the treatment must be
reported using the group therapy code, 97150. For example, for a 25 minute
group session of three patients being treated with aquatic therapy or therapeutic
exercise, one unit of 97150 should be billed.

On June 18, 1999, HCFA held a "Listening Forum" at which the April 1999 draft
Program Memorandum (Intermediaries/Carriers), Transmittal No. AB-99-, Change Request 842
was discussed.

On or about September 10, 1999, HealthSouth made a loan in the principal amount of
$25,218,114.87 to Mr. Scrushy, as evidenced by a promissory note of the same date, plus interest
at the “Lender’s Effective Rate” (as that term is defined in the note), with a maturity date of
September 10, 2006 (the “Loan™). The Loan was provided pursuant to HealthSouth’s 1999
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Executive Equity Loan Plan (the “Plan”). The stated purpose of the Plan was to provide a
mechanism to enhance ownership of HealthSouth’s common stock by executives and other key
employees and to enable HealthSouth to retain such executives and key employees. Loans made
under the Plan were only to be used to purchase HealthSouth common stock.

In March 2000, HCFA published final Program Memorandum (Intermediaries/Carriers),
Transmittal AB-00-14, which did not contain any of the discussion in the April 1999 draft
Program Memorandum regarding billing for group therapy services.

By letter dated November 7, 2000, HealthSouth’s Medicare regulatory outside counsel,
Thomas C. Fox of Reed Smith L.L.P. (“Reed Smith”), informed the Company that, “[w}hile
HCFA may issue program guidance in the future, which defines group therapy in accordance
with an earlier policy statement that was withdrawn, there is no curmrent legal basis that would
support a finding that HealthSouth’s policies and procedures violate applicable Medicare laws
and regulations.”

On May 10, 2001, HCFA promuigated its proposed rule "Prospective Payment System
and Consolidated Billing for Skilled Nursing Facilities." 66 Fed. Reg. 23984 (May 10, 2001). In
this proposed rule, HCFA included the following discussion in the preamble:

We note that there have always been isolated instances in which a professional
therapist has been allowed to have some overlap in the time of concluding
treatment to one individual and the time of commencing the treatment of another,
even to the point of briefly providing therapy concuirently in certain cases.
However, the key principle here is that Medicare relies on the professional
judgment of the therapist to determine when, based on the complexity of the
services to be delivered and the condition of the beneficiary, it is appropriate to
deliver care to more than one beneficiary at the same time. Our concern now is
that in some areas of the country, concurrent therapy is becoming a standard
practice rather than the exception, and is being dictated by facility management
personnel rather than according to the professional judgment of the therapists
involved.

We believe it is important to heighten the SNF and therapy industries” awareness
of the applicable Medicare policy in this regard. Medicare policy has not, until
now, specifically addressed coverage of skilled rehabilitation therapy in situations
in which a single professional therapist (or therapy assistant under the supervision
of the professional therapist) simultaneously provides different treatments to
nmiltiple beneficiaries. As noted above, we have relied on the professional
therapist's judgment as to ‘when it is appropriate for an individual therapist to
provide services to more than one beneficiary. We now wish to advise the
providers of care of our concern about the potentially adverse effect of this
practice on the quality of therapy provided to beneficiaries in Part A SNF stays, as
well as our concern about the implications of making payments in such situations.
We solicit public conunents regarding the scope and magnitude of this problem,
and possible approaches for addressing this issue.
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66 Fed. Reg. at 23992,

On July 31, 2001, CMS promulgated its final rule "Prospective Payment System and
Consolidated Billing for Skilled Nursing Facilities-Update.” 66 Fed. Reg. 39561 (July 31,
2001). In this final rule, CMS stated in part:

We received a large number of comments encouraging us to continue to recognize
concurrent therapy or skilled therapy. .. . However, we continue to believe, as do
many of the commenters, that concurrent therapy has a legitimate place in the
spectrum of care options available to therapists treating Medicare beneficiaries.
Qur goals are to safeguard the health and safety of beneficiaries and assure that
they are provided the most effective, skilled care available. We agree that, at
times, such care can be provided concurrently with another therapy patient, as
long as the decision to do so is driven by valid clinical considerations.

66 Fed. Reg. at 39568.

On December 12; 2001, HealthSouth released its 2002 earmings objectives, raising its
expectations for 2002 eamings per share to $1.14 due to the expected effects of changes in
government reimbursement practices and changes in the accounting for goodwill and intangible
assets. This guidance was reiterated, in various forms, a number of times over the following four
months.

Between March and May 2002, certain members of the Board of Directors, including Joel
C. Gordon, John Chamberlin, Phillip C. Watkins, M.D., and Larry Striplin, Jr., impressed upon
Mir. Scrushy the desirability of his repaying the Loan.

On April 29, 2002, during a meeting of the Corporate Compensation Committee,
Mr. Owens advised the Committee that the Company had exhausted its efforts to find a way to-
extend Mr. Scrushy’s options and that, because “there were no good choices to consider[,] . . .
Mr. Scrushy may have to sell shares in the market.”

On May 2, 2002, HealthSouth issued a press release in which it announced its “42%
Growth in First Quarter EPS.” The Company expressed that, “[gl}iven these positive trends, we
are actively pursuing additional strategic growth and development opportunities across our
product lines. After a very successful 2001, the first quarter has positioned us well to move
forward to a new level in 2002.”

Prior to Mr. Scrushy’s exercise of his options effective May 14, 2002, there were
discussions beginning in the Fall, 2001, between Mr. Scrushy and numerous other individuals
regarding whether he could properly extend certain options due to expire on May 15 and
June 16, 2002, rather than exercise such options. Considerable effort was spent to determine
whether Mr. Scrushy could properly extend the options before it was determined that he could
not. :

On May 14, 2002, Mr. Scrushy exercised options to purchase 5,275,360 shares of
HealthSouth common stock. These represented options with an expiration date of May 15, 2002
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to purchase 2,275,360 shares under the 1991 Stock Option Plan and options with an expiration
date of June 16, 2002 to purchase 3,000,000 ~hares under the 1992 Stock Option Plan. In each
case, the exercise price of the options was $3.7825 per share, for an aggregate exercise price of
$19,954,049.20. Mr. Scrushy sold these shares in a block trade on the date of exercise. On
May 14, 2002, the average of the high and low prices of HealthSouth common stock was $14.03
per share, indicating sale proceeds of approximately $74,013,300.80 and net proceeds of
approximately $54,059,251.60. After the Option Exercise and Sale, Mr. Scrushy continued to
own 15,629,595 shares of HealthSouth common stock and derivative securities.

On May 17, 2002, CMS issued Transmittal 1753, with the notation “NEW/REVISED
MATERIAL” and an effective date of July 1, 2002. Transmittal 1753 instructs Medicare carriers
in part as follows:

GROUP THERAPY SERVICES (CODE 97150)[,] Pay for outpatient physical
therapy services (which includes outpatient speech-language pathology services)
and outpatient occupational therapy services provided simultaneously to two or
more individuals by a practitioner as group therapy services. The individuals can
be, but need not be performing the same activity, The physician or therapist
involved in group therapy services must be in constant attendance, but one-on-one
patient contact is not required.

On June 6, 2002, Thomas C. Fox, Esq. of Reed Smith sent an email to Mr. Horton
regarding pending gui tam litigation against the Company involving therapy services provided in
the free-standing ambulatory care sefting, not in the hospital setting, and possible legislative
strategy relating to such litigation. Mr. Fox stated in part that “[sJome strategic decisions need to
be made [regarding Transmittal 1753] in the near term on how the company wants to approach
these issues. I leave to you the need for decision making at the level of Richard [Scrushy] and/or
Bill [Owens], but we want to be certain any legislative approach is fully aired within ther {sic]}
company.” That same day, Mr. Horton, attaching the email from Mr. Fox, emailed Messrs.
Owens, Smith and Taylor and Ms. Jones-Smith, stating that “[a]s soon as Bill [Owens] is back in
the office, we need to discuss our planned response to the CMS Program Transmittal provision
on Group Therapy described below. This is quite important.” By email, Mr. Horton reiterated to
Messts. Owens, Smith and Taylor and Ms. Jones-Smith on June 15, 2002 that, “CMS has put out
a program transmittal directing intenmediaries to pay for any PT or OT services provided to two
or more individuals as group therapy, even if the patients are performing different activities.”

The days following June 15, 2002 included various email and other communications
seeking an understanding among HealthSouth executives other than Mr. Scrushy, outside
counsel and representatives from Medicare intermediaries and CMS regarding the impact of the
“clarification of Transmittal 1753” on the provision of physical therapy services by HealthSouth.

On Jupe 20, 2002, Ms. Jones-Smith called Dr. Greg McKinney, Medical Director for
BCBS-AL, and inquired about the application of Transmittal 1753. According to Ms. Jones- .
Smith, Dr. McKinney stated that Transmittal 1753 applies only to physicians and individual
therapists, and not to hospitals, rehabilitation agencies, or Comprehensive Outpatient
Rehabilitation Facilities (“CORFs”) furnishing therapy services. According to Ms. Jones-
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Smith, Dr. McKinney indicated that the purpose of Transmittal 1753 is “to educate physicians on

group therapy and to make them aware of this code.” Ms. Jones-Smith emailed a summary of
her discussion with Dr. McKinney to Mr. Horton and Mr. Taylor on June 21, 2002. On June 25,

2002, Ms. Jones-Smith emailed Dr. McKinney and requested that he “[p}lease verify that [her} -
understanding {regarding their prior discussion about the application of Transmittal 1753] is

correct, as we are trying to make every effort to ensurc that we are complying with this

transmittal to the extent it is applicable to us.”

On June 26, 2002, Mr. Horton emailed Ms. Jones-Smith and stated his belief that
“anything that is paid under Part B (incl. CORFs and rehab agencies) is covered by the new
policy. Bill [Owens] and Weston [Smith] agree. I want to see what [Dr.] McKinney gives us in
writing, if anything, but I am less and less comforted by what he told you before. 1 have
recommended to Bill [Owens] that {the Company] proceed to modify {its] policies, and he
agreed.”

On the same day, Rick Schmitt notified Lynn Fleming, Ms. Jones-Smith, Patrick Foster,
Chris Reading, Dan Riviere, Jessica Nantz, Marc Goff, Mike Rickman, Rick Katz, Sean
Huffman, Larry Taylor, Aprile Edwards, and Matthew Zurek, that “[sjenior management has
determined the new group code requirements that we have been discussing the past few days
applies to us both in Part A and Part B as well as inpatient outpatient.” Mr. Schmitt explained to
Fé&J that his reference to “senior management” in the foregoing email was to Larry Taylor,
President and Chief Operating Officer of HealthSouth’s Ambulatory Services Division. As
President of the Ambulatory Services Division, Mr. Taylor has primary responsibility for the
Company’s rehabilitation agencies and CORFs, although as a result of certain acquisitions by
HealthSouth, he is also responsible for a few rehabilitation hospitals. Mr. Schmitt reports to
Mr. Taylor, and not to the President of the Company’s Inpatient Operations Division,
Patrick Foster. See reporting process as described in Section II above. It appears, therefore, that
Mr. Schmitt was addressing Transmittal 1753’s potential application to the Company’s
Ambulatory Services Division, and not the Inpatient Operations Division.

Also on June 26, 2002, Lynn Fleming sent an email to Mr. Foster to which was attached a
preliminary “Estimated Effect of Group Therapy Change Rehabilitation Hospitals ~ Outpatient
Therapy.” This preliminary estimate was prepared by Eudora Cannon, who estimated that
Transmittal 1753 could impact the Company’s net revepue for its rehabilitation hospitals
between positive $2,792,073 and negative $22,894,995 for the time period July through
December 2002.

On June 28, 2002, Dr. McKinney responded by email to Ms. Jones-Smith’s request of -
June 235, 2002 for verification and stated that “[T}ransmittal [1753] was a clarification on [CPT
code] 97150 for independent practitioners (MDs who perform the service or Independent PTs
[physical therapists]). The definition of 97150 as per the CPT manual is applicable to all
providers of this service.” On the same day, Scot Hasselman, Esq. of Reed Smith recommended
in an email to Mr. Horton that “HealthSouth decide (as soon as possible) what approach to take
on this issue (i.., the pm [Transmittal 1753] and July 1 effective rules on group therapy and
aides) and provide appropriate policy direction to Gary {Capistrant of US Strategies].” On the
same day, Mr. Horton described in a2 memorandum to the file that, afier some discussion among
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William Owens, Weston Smith, Susan Jones-Smith and Patrick Foster, “a decision was made to
continue seeking clarification from Blue Cross as to appropriate billing procedures and to refrain
from changing any policies or procedures until further clarification was received.”

At the end of June, 2002, Mr. Owens directed that all billing for therapy services in
HealthSouth’s ambulatory division be suspended until the Company could determine the
applicability of Transmittal 1753. At or around this time, Mr. Owens believed that CMS may
take the position that Transmittal 1753 applied to the physical therapy services HealthSouth
provides in its CORFs and rehabilitation agencies, which are included in the Company’s
Ambulatory Services Division.

On or about June 30, 2002, Mr. Scrushy informed Brandon Hale of his willingness to
repay the Loan prior to its maturity date of September 10, 2006. In the first week of July 2002,
Mr. Scrushy informed Messrs. Owens and Horton of his willingness to repay the Loan, and
asked Mr. Horton to effectnate the repayment. In mid-July 2002, Mr. Horton advised
Mr. Scrushy that the Corporate Compensation Committee would need to approve the Loan
Repayment, and he scheduled such a meeting for July 25, 2002,

In a letter dated July 5, 2002, in the context of the pending qui fam litigation against the
Company involving therapy services furnished in the free-standing ambulatory care setting, not
in the hospital setting, and possible legislative strategy relating to such litigation, Thomas C. Fox
of Reed Smith informed HealthSouth that “the definition of Group Therapy to be effective July
1, 2002, would also apply to [HealthSouth’s] hospital outpatient billings,” and that “if
HealthSouth were to continue to utilize the clinical standards followed in the past, which
essentially limited billing under the Group Therapy Code only when two or more patients were
treated at the same time with the same modality, as opposed to billing for concurrent therapy if
the patients were treated with different modalities, the risk of liability for claims submitted by
HealthSouth for services provided after July 1, 2002 is greatly increased, and could implicate
{the Company’s] rehablilitation] hospitals.”

On July 7, 2002, Mr. Horton forwarded the July 5, 2002 lefter from Mr. Fox to
Messrs. Owens and Weston Smith and to Ms. Jones-Smith, and stated that he agreed with “Reed
Smith’s strong advice . . . that the recent group therapy transmittal should be read to apply to any
non-PPS PT [Physical Therapy] or OT [Occupational Therapy] services.” Mr. Horton further
stated that he did “not believe what we have gotten from BCBS[-]JAL is inconsistent with that or
particularly helpful to us. I think we need to get clarification to the field on this right away, and
1’d like to discuss this with you as soon as possible.”

On July 8, 2002, the Company held its “Monday Morming Meeting,” a regularly
scheduled meeting at which approximately 65 to 100 of HealthSouth’s managers make
presentations of 30 seconds to two minutes each to the Chief Executive Officer and the
President. The Monday Morning Meeting, which lasts approximately one and one half hours, is
intended to generally inform the Chief Executive Officer and the President of any developments
and activities for each executive and manager’s region, division, or group from the period since
the previous Monday Moming Meeting, and of their planned activities for the next several
weeks. In advance of the meetings, the managers prepare an “Activity Report,” outlining such

tia) Treatment
20045656 RS""::::; ;,; HealthSouth HHEC16/0123
Corp-



437

The Board of Directors of HealthSouth Corporation
October 21, 2002
Page 14

developments and activities. The Activity Reports may be viewed by Mr. Scrushy during
Monday Morning Meetings using a laptop computer as the presentations are mcde. According to
her interview with F&J and her Activity Report, during her presentation at the July 8, 2002
Monday Morning Meeting, Ms. Jones-Smith addressed eight items including that she was
“[wlorking with BCBS|-JAL on interpretation of various {M]edicare regulations ([T}ransmittal
1753 pertaining to Group Therapy). Steve Speil is arranging a meeting with CMS for us to
discuss the various interpretations.,” Interviews with several members of management indicate
that after Ms. Jones-Smith completed her presentation regarding Transmittal 1753, there was no
follow-up discussion at the July 8, 2002 Monday Moming Meeting regarding Transmittal 1753
or Ms. Jones-Smith’s reference thereto.

Also on July 8, 2002, the Hospital Association of Pennsylvania emailed Frank Dicesare,
Ms. Jean Davis and Ms. Jones-Smith advising that it had “confirmation from Veritus Medicare
today that Transmittal 1753 and specifically Group Therapy Services (code 97150), pertains to
physician billing, not hospital billing. In other words, it does not apply to your outpatients that
are receiving PT, OT, or SLP [Speech/Language Pathology] services at one of your outpatient
satefiites.”

On July 11, 2002 the Company held a telephonic meeting of the Board of Directors to
update the directors on a sharp decline in the price of HealthSouth common stock. The stock
price had been falling since mid-June, and on July 11, 2002, the average of the high and low
prices was $8.95 per share. On the same day, HealthSouth issued a press release in which it
announced that “it remained comfortable with consensus Wall Street estimates for the remainder
of 2002.” :

On July 18, 2002, Steve Speil of the Federation of American Hospitals and Ms. Davis
met with Tom Grissom of CMS in Washington, D.C., to discuss the applicability of Transmittal
1753 to the Company’s various physical therapy services. Mr. Grissom asked Ms. Davis to
provide him with follow-up infonmation and promised Ms. Davis that he would look into the
matter internally at CMS.

On the morning of July 24, 2002, Thomas C. Fox of Reed Smith sent an email to Mr.
Horton in which he stated “{t]his is what I would say to Bill Owens (and Richard [Scrushy] if I
had the opportunity). Unless and until Transmittal 1753 is withdrawn, outside counsel is telling
the company it faces substantial risk of false claims liability by not following that coding and
billing policy for therapy effective July 1, 2002.”

Also on July 24, 2002, Mr. Horton sent an email to members of HealthSouth’s
Compensation Committee, .e., Mr. Striplin, Dr. Watkins and Mr. Chamberlin, and to Brandon
Hale and advised them that “{IJast month, Richard {Scrushy] paid the accrued interest on the
loan and indicated that he wanted fo satisfy the principal amount by transferring to the company
shares with a value equal to the principal amount. . . . Because the Plan does not expressly
provide for this methed of repayment, the Compensation Committee needs to ratify this
transaction.”
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On July 25, 2002, Rick Schmitt communicated to certain HealthSouth personnel that,
based on an extensive review by the Company, it had been determined that the billing code for
group therapy must be used when billing Medicare if a therapist supervises more than one patient
at a time.

Also on July 25, 2002, the Corporate Compensation Committee convened and Mr.
Horton presented for the Committee’s consideration the request by Mr. Scrushy to repay the
principal amount of the Loan by transferring to the Company shares of HealthSouth common
stock with a value equal to the principal amount of the Loan. Certain Compensation Committee
members have indicated that Mr. Scrushy requested that the shares be calculated based upon the
price of HealthSouth common stock at the time of his original request on June 30, 2002.
HealthSouth common stock closed at $12.79 per share on June 29, 2002. ' The average of the
high and low trading price of HealthSouth common stock on July 25, 2002, was $7.63 per share.

On July 26, 2002, Christopher Arrigo, MS, PT, National Director of Clinical Services,
emailed to William Owens, William Horton, and Lamry Taylor a document entitled "Clinical
Considerations and Implications of Group Therapy Coding in the Medicare Population,” which
addressed the application of Transmittal 1753 to concuirent physical therapy furnished by the
Company to Medicare patients.

On July 31, 2002, the Corporate Compensation Committee reconvened and approved the
repurchase of shares from Mr. Scrushy to repay the principal of the Loan. Fulbright &
Jaworski L.L.P. notes that neither the Company nor the Corporate Compensation Committee
obtained a fairness opinion for the terms of the Loan Repayment, which may have been required
pursuant to certain of the Company’s debt instruments. The Loan Repayment was approved by
the Corporate Compensation Commiittee at a share price equal to the average of the high and low
trading price on July 31, 2002. The average of the high and low trading prices of HealthSouth
commen stock on July 31, 2002 -was $10.06 per share.

On Angust 1, 2002, Mr. Scrushy transferred 2,506,770 shares of HealthSouth common
stock to HealthSouth in payment of the $25,218,114.87 principal amount of the Loan.

Also on August 1, 2002, an intemal memorandum entitled "Group Therapy" was
distributed via email by Pam Hodges on behalf of William Owens to various Company
personnel, including Patrick Foster, Larry Taylor and Christopher Arrigo, attaching a document
entitied "Clinical Considerations and Implications of Group Therapy Coding in the Medicare
Population,” which addressed the application of Transmittal 1753 to concurrent physical therapy
furnished by the Company to Medicare patients.

Mr. Owens stated that on August 6, 2002, he informed Mr. Scrushy of the existence of
Transmittal 1753, its possible application to CORFs and rehabilitation agencies, and that if, as he
believed would be the case, CMS would take the position that the Transmittal applied to CORFs
and rehabilitation agencies, the financial impact on HealthSouth would be approximately
$10,000,000 to $30,000,000. He further stated that HealthSouth had met with CMS officials in
mid-July 2002 but left the meeting with “more questions than answers.” Both Mr. Owens and
Mr. Scrushy agreed that another meeting with CMS should be scheduled to seek further
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clarification from CMS on its interpretation of Transmittal 1753, Such a meeting was
subsequently scheduled for August 15, 2002.

Mr. Owens has stated that he did not speak with Mr. Scrushy earlier about Transmittal
1753 because he did not believe that Transmittal 1753, and its potential financial impact of a
reduction in earnings of approximately $10,000,000 to $30,000,000, was material or significant.
He further stated that the reason he brought the matter to Mr. Scrushy’s attention on August 6,
2002, was that Mr. Owens and HealthSouth’s investment bankers were going to discuss a spin-
off of HealthSouth’s surgery division at the upcoming August 8, 2002 Board meeting. He
believed that if there were such a spin-off, the possibility of a $10,000,000 to $30,000,000
reduction in earnings, while still not material, would be more significant to HealthSouth’s
remaining businesses and operations.

On Augpst 7, 2002, the Company issued a press release that quoted Mr. Scrushy as
saying that “[t}he second quarter showed strength across all product lines with each of our
businesses demonstrating continued positive volume and pricing trends.... We were especially
pleased with the performance of our inpatient rehabilitation facilities as they generated an 11%
increase in revenue. This clearly demonstrates the success the [Clompany is having under’
Medicare’s new prospective payment system.,”

On August 8, 2002, at a regularly scheduled Board of Directors meeting, Mr. Scrushy
(i) presented a plan for spinning off HealthSouth’s surgery division; (ii) informed the Board of
Transmittal 1753 and stated that it “appeared to change regulations for payment of group and
concurrent therapy for outpatient Medicare reimbursement™; and (iii) advised the Board of his
Loan Repayment under the 1999 Executive Loan Program by transferring shares to HealthSouth.

1IV.  CONCLUSION

The chronology set forth in Section I of this Review identifies that certain members of
HealthSouth senior management other than Richard Scrushy had varying levels of knowledge of
Transmittal 1753.

During the course of its Review, Fulbright & Jaworski L.L.P. has uncovered no oral
interview or written document (including electronic data) that establishes that Mr. Scrushy was
aware at the time of the Option Exercise and Sale, on May 14, 2002, of the pending issuance of
Transmittal 1753. Fulbright & Jaworski L.L.P. also has uncovered no oral interview or written
document (including electronic data) that establishes that Mr. Scrushy knew prior to the Loan
Repayment, on July 31, 2002, of: (i) Transmittal 1753; (ii) the application of Transmittal 1753 to
the Company’s various outpatient therapy services; or (jii) the transmittal’s potential financial
effect on the Company, other than that Mr. Scrushy was present during a “Monday Moming
Meeting” on July 8, 2002, during which the existence of Transmittal 1753 was referenced.
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Fulbright & Jaworski L.L.P. has prepared this letter solely for the purpose of informing
the Board of Directors of its findings regarding the facts and circumstances surrounding the
Option Exercise and Sale and the Loan Repayment by Mr. Scrushy. The Board of Directors
should not view anything in this letter as a conclusion with respect fo the potential outcome of
any regulatory investigation or legal action. Fulbright & Jaworski L.L.P. expresses no views as
to the inferences that may be drawn from the facts and circumstances contained in this Review.
In addition, please note that this letter is not a comment on any other matter Fulbright &
Jaworski L.L.P. reviewed or may be asked to review in the future.

Very truly yours,

Fulbright & Jaworski L.L.P.
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October 29, 2002, -

Privileged and Confidential:
Attorney Work Product Doctrine Applies

The éoard of Directors of HealthSouth Corporation
One HealthSouth Parkway

Birmingham, Alabarna 35243

Ladics and Gentlemen:

On October 21, 2002, at the request of the Board of Directors of HealthSouth Corporation .’
(*HealthSouth™ or the “Company™), Fulbright & Jaworski L.L.P. (or “Fulbright”) submitted

its findings regarding the facts and cir surrounding the ise of options and sale of
HealthSouth common stock by Richard M. Scrushy on or about May 14,2002 and the n'ansfer of
HealthSouth common stock to the Company by Mr. Scrushy in satisfaction of the princip

amount of a loan from HealthSouth on or about July 31, 2002 (the “October 21, 2002 Review").
The Board of Directors has asked that Fulbright & Jaworski L.L.P. assess, to the extent
ascertainable, the facts and circumstances relating to the destruction of documents at
HealthSouth subsequent jo the receipt on September 17, 2002 of 4 request from the Securities
and Exchange Commission {the “SEC”) for certain documents pertaining to an investigation of
HealthSouth’s August 27, 2002 announcement (the “SEC Request”) that was referred to in the
October 21, 2002 Review.

DISCOVERY OF DESTROYED DOCUMENTS

On September 26, 2002, Fulbright attorneys reviewing files in a file room containing files
of Brandon O. (“Brad”) Hale (Executive Vice President Administration, Corporate S yand-
Compliance Officer), Malcolm E. ("Tadd”) McVay (Chief Financial Officer), William Owens
(Chief Executive Officer) and Weston Smith on the fifth floor of the Executive Office Tower
(the “Executive Level™), noticed a large and a small shredder. Each shredder contained shreds
in its collection bag (the “September 26 Materials™). When some of the shredded material
was examined, such phrases as “mittal 1753" and “175 m” were noted. Some of the shreds
appeared to be from e-mail documents. There was no indication of when the documents bad
been shredded. The Fulbright attorneys removed the contents of each shredder and took custody
of them. The aggregate amount of shreds collected from both shredders fit into one banker's
box.
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On October 2, 2002, Fulbright anorneys observed a Company -employee shredding
documents in the Network Services copier room, located in the North Wing of the third floor.
Later that day a large bag of shreds was discovered-in the same copier room beside 2 shredder,
apparently awaiting ordinary pick-up by cleaning personnel. The Fulbright attorneys removed
the bag from the corporate offices and took custody of it.

SCOPE OF FULBRIGHT’S SUPPLEMENTAL REVIEW

At the Company's request, Fulbright has sought to determine whether the shredding of
the documents that were discovered on September 26 and October 2, 2002, or of any other
documents, was done outside the routine and ordinary course of HealthSouth’s business. . In that
regard, on October 23 and 24, 2002, Fulbright performed an inquiry and conducted interviews
relating to HealthSouth’s dc r ion efforts from September 17, 2002 to early October
2002. .

Between October 23 and October 24, 2002, two Fulbright anomeys’ visittd_'ée
HealthSouth Corporate headquarters in Bir ham and interviewed in person or by telephone;
(i) Mary Esclavon, Assistant to Mr. Scrushy, Susan Evans, Assistant to Tom Carmen, Executive
Vice President of Mergers and Acquisitions, Brandon Hale, Pam Hodges, Assistant to Mr.
Owens, Malcolm McVay, William Owens, and Kathee Parks, Assistant to Messrs. Hale, McVay
and Weston Smith; (ii) all Fulbright attorneys who discovered destroyed documents at
HealthSouth during the course of Fulbright's Review; (iii) James Goodreau, Director of
Corporate Security, HealthSouth Corporate, and Les Moore, Assistant Director of Security; and
(iv) Lea Patterson, Lead Cash Coordinator for Group Health Claims, Network Services
Depantment.

FACTUAL FINDINGS

Prior to the receipt of the SEC Request, HealthSouth did not have a formal, written policy
regarding the retention and destruction of non-electronic documents. However, in consideration
of: (i) common law individual privacy protections and federal requirements regarding the
confidentiality of certain Medicare patient information (42 C.F.R. § 482.13(d)(1) (“The patient -
has the right to the confidentiality of his or-her clinical records.”), Medicare Hospital Manual
413 (“To insure the confidentiality of the [patient] records, destoy them by shredding,
mutilation or other protective measures.”)); (i) the federal Heaith Insurance Portability and
Accountsbility Act of 1996 (“HIPAA™) security and privacy requirements (security
requirements are in proposed rule form; mandatory compliance with the privacy requirements

begins Apal 14, 2003); and (iii) in accord with dard practices in the healthcare industry,
HealthSouth routinely destroyed documents that contained private data regarding its patients. In
addition, HealthSouth executives routinely destroyed d that ined financial data or

information they otherwise regarded as strategic or proprietary, including draft minutes of
meetings of the Company"s board of directors, draft press releases and draft contracts.

HealthSouth received the SEC Request on September 17, 2002 and retained Fulbright on
Septerber 18, 2002. .
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On September 19, 2002 Fuibnght requested orally and in writing that the Company act
immediately to preserve documents.' On September 20, 2002, William W. Horton, Executive
Vice President and General Counsel, directed all HealthSouth personnel to:

IMMEDIATELY take all steps necessary to ensure that all documents
electronic files and e-mails under your control are preserved until we can
ensure that all relevant d nts have been appropriately gathered and
reviewed . .. . [PJlease make sure that nothing you control is destroyed or
deleted. There is no need to send any documents anywhere at this time in
connection with our review . ., . . Again, strict compliance with this
memorandum is critical.

On October 2, 2002, Lea Patterson, Lead Cash Coordinator for Group Health Claims,
Network Services Depaniment, destroyed material containing private and confidential patient
mformauon In consudcranon of com.mon law individual privacy protections and the fedcral
req t g the confidentiality of cenain Medicare patient information; it has bccn
the common practice of Network Services to periodically destroy patient identifying mfoxmanon
by shredding relevant documents. Ms. Patterson stated to Fulbright that she believed the
document retention memorandom she received from Mr. Hofton was limited to email. Ms.
Patierson also stated that she has pot destroyed any documents since October 2, 2002, and
displayed to Fulbright a cubicle filled with several boxes of computer printouts.

Fulbright notified Mr. Horton of its discoveries of st dded de on S ber 26
and October 2, 2002, on the evening of October 2, 2002. On the same day, at xhe request of
Fulbright, Mr. Horton sent another company-wide memorandum reiterating a “po-shredding”
policy.

On or about October 3, 2002, when Richard M. Scrushy was advised of the shredding, he

dered James Goodreau, Director of Corp Security, HealthSouth Corporate, to seize every
shredder (approximately 50) in HealthSouth’s corporate headquarters and to secure them under’
lock and key. Each of the seq d shredders contained some amount of shredded materials.
My, Goodreau undertook and completed this task on or about the same day and communicated
such to Mr. Scrushy and 1o Mr, Horton by e-mail on October 4, 2002, Mr. Goodreau stated to
'Fulbnght that HealthSouth has suspended all shredding of any de in the corposate
dquarters until the completion of the SEC investigation. See Attachment A (reports prepared

by Mr. Goodreau).

Prior to October 3, 2002, many and perhaps most executives in the fifth floor Executive
Level had small shredding machines in their offices, typically of the variety that fits on top of 2

! A shareholder derivative action and the first of several elass action comphints relsting ©

the Company”s August 27,2002 snnouricement were file d against the Company on August 28,
2002, On September 3, 2002, Ms, Horton received an email from Michael Rediker, Esq., of the
faw firm Haskell Slanghter Young & Rediker, regarding the pending litigation and advising the
Company, among other things, to suspend normal disposal and document retention policies during
the pendence of the litigation with respect to relevaat or even potentially relevant elecironic files
and paper files and 1o move relevant e-mails o 2 sccure storage.
300515235
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wastebasket. Shredding machines also were available in at least two file rooms on the Executive
- Level. In addition, each executive has a “shred basket” the contents of which, prior to October
3, 2002, were collected and destroyed by Mr. Goodreau and other Executive Level staff as
needed. Mr. Goodresu and all other Executive Level staff have informed Fulbright that they
have not shredded documents in months, and Fulbright’s examination of the contents of several
shred baskets appeared to support that statement. See, for example, Attachment B (inventory of
contents of William Owens’ shred basket). - ’

William W, Horton’s October 2, 2002 memorandum generated a number of guestions
from the Company's facilities regarding routine shredding of materials not related to the SEC
investigation. Mr. Horton in tumn sought guidance from Fulbright as to how the Company might
balance the preservation of documents and information relevant to Fulbright's Review and the
SEC’s Reguest against the Company’s obligations to protect patients’ privacy and
confidentiality. In an email to Fulbright on October 2, 2002, Mr. Horton wrote:

I sent out a company-wide memo rejterating 2 "no-shredding” policy. This has,
. not unexpectedly, generated a flood of questions from our facilities, ranging from
the mundane ("Have questions:

Your direction not to shred anything. At the facility level we generate
massive amounts of paperwork in the normal course of our daily routine.
For example, copy of drivers [sic] license, insurance cards. Typically
these are front and back. Naturally, in process of copying both sides you
have duplicate of one side. WE also have ervors on fee tickets which must
be corrected. Did you intend to include this type of information in
direction to not shred?

Do you have guidance on storage of such materia} that would normally be
shredded?”)

[TJo the profound ("Could you please explain/clarify how with this
directive we are supposed to comply with the HIPAA laws that require
shredding/proper disposal of documents containing patient information.”).

1would appreciate your prompt guidance on what will satisfy you, and what in
your view will satisfy the SEC, etc., since we produce a vast quanity of irrelevant
paper that must be disposed. In particular, T would appreciate bearing whether you
have any concern about the routine paperwork at the facility level. Your attention
and response will be jated

133

On October 8,'2002, Fulbright provided HealthSouth with guidance regarding its
di t ion policy pending its Review and the SEC’s investigation. Among other things,
Fulbright advised that:
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“[RJoutine paperwork at the facility level” does not necessarily have to be.
retained in consideration of this firm's review and the pending SEC investigation.
It would appear to be sufficient if the strict-prohibition against the shredding of
documents would only apply to the files of the following [HealthSouth] personnel
and their secretaries and personal assistants: (i) all Executive Officers; (ii)
Ambulatory Services East and West, Inpatient Operations, and Corporate Office:
(a) Sepior Vice Presidents, (b) Group Vice Presidents, (¢} Vice Presid (d)

" Regional Vice Presidents, and () Assistant Vice Presidents; (iii) John Monteith
(if be is not otherwise covered under the personnel categories herein); and (iv)
individual HealthSouth hospital chief executive officers and chief financial
officers. With ope possible exception explained herein, other [HealthSouth]
personnel should continue to treat pany d § with both
federal law, including but not limited to the Medicare hospital conditions of
participation applicable to 'medical record services codified at 42 CF.R. 48224
(as interpreted in Medicare Hospital Manual 413), and the company's cxisting
document retention policy. The possible exception is that any [HealthSouth}
employees that have any documents in any way relevant to the company's August
27, 2002 press announcement must preserve such documents.

Fulbright's complete guidance is set out in full in Attachment C.

Cormrespondence between Fulbright and Mr. Horton continued from October 8, 2002
through October 14, 2002 in order to develop the details of & policy that would be as
conservative as possible with regard to the preservation of documents pending Fulbright's
Review and the SEC investigation, yet nevertheless be sensitive 1o the Company's business
needs and privacy obligations. On October 15, 2002, Mr. Horton distributed a further
memorandum clarifying the documents to be retained. The text of Mr. Horton's October 15,
2002 memorandum is set out in Atachment D.

RECONSTRUCTION OF DOCUMENTS

Fulbright has attempted to determine whether it is feasible to reconstruct the shredded
documents Fulbright removed from HealthSouth’s offices. The of the ller shredd
in the Executive Level file room were cut into strips approximately one-eighth of an inch wide.
‘The contents of the larger shredder-in the Executive Level file room and the contents of the bag
from the Network Services copy room were cross-cut into pieces approximately one-eighth of an
inch by one inch. Fulbright has contacted several third-party vendors that offer document
reconstruction services. One such vendor, Corefacts, estimated that this material couid be
reconstructed in two to three weeks, although it cannot be guaranteed that they can completely
reconstruct the contents of each bag.

CONCLUS]ON AND RECOMMENDATIONS

HealthSouth is required by federal regulations and common law individual privacy
protections to ensure patients” privacy and the confidentiality of their medical information.
HealthSouth routinely destroys documents containing ceriain patieat information in order to
303515235 - .
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comply with these requirements and protections. The only clear instance Fulbright discovered of
shredding during this period was in the Network Services Department on October 2, 2002.
Fulbright is unable to determine when any other documems were dcs&royed, why they were
destroyed, who destroyed them or what was ined in the d

Fulbright recommends that the HealthSouth Board of Directors: (}) implement a formal
document retention policy and, as a temporary mcasure during the SEC investigation, take steps
to ensure the preservation of all de ially relevant to the SEC investigation; (2)
preserve and catalog all material in the shrcddexs currently impounded at HealthSouth’s
corporate headquarters as well as the material removed by Fulbright; (3) ascertain when to

provide this report to the SEC p to their 1 igation; and (4) ider the r ion of an
independent third-party vendor to attempt uction of: (2) the September 26" Materials,
and {b) a rand lection of other selected shredded materials,

Fuibright & Jaworski L.L.F p has prepared this letter solely for the purpose of informing

the Board of Directors of its findings regarding the destruction of documents by heahhSo&th

I sub to Septernber 17, 2002. The Board of Directors should not view anythmg

m this Jetter as 2 conclusion with respect to the potential cutcome of any regulatory investigation

or legal action. Fulbright & Jaworski L.L.P. expresses no views as to the inferences that may be

drawn from the facts and circumstances contained in this letter. In addition, please note that this

lenter is not 2 comument on any other matter Fulbright & Jaworski L.L.P. reviewed or may be
asked to review in the future.

Very traly yours,

Fulbright & Jaworski L.L.P.

swms
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Attachment A"

Report by James Goodreau

HEALTHSOUTH

One HEALTHSOUTH Parkway
Birmingham, AL 35243

TO: File
FROM: Jim Goodreau
DATE: Ocrober 3, 2002

SUBJECT: Shredder documents in fifth floor file room

1 assigned Scott Piexce (Securiy) ta escort/assist the outside antorney group while they reviewed items in the fifth
floor file room. Scott advised me that the ationeys removed items from that file room and did not want him in the
room while they scarched it. They asked him to leave the room and shut the door. Scott stated that be observed the
attorneys collect and remove shredded materials that wete locared inside the shredder in the file room. Itis
important to note that the shredder in that srea is very large and seldom requires the contents be removed.
Therefore, the matesisls that were removed could be items shredded over a period of several months, as this
shredder is very rarely used.
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—-Original Message ——

From: Goodreay, Jim

Sent: Friday, October 04, 2002 10:10 AM
To: Scrushy, Richard

Ce Horton, Bill

Subject: Fvi

Ali shredders at the Corporate office have been secured in a room on the 1 st floor, this indudes shredders
that were in individual offices. Access 10 this room is limited to Les Moore and myself, and the room has 24
hour video coverage. In addition, you asked me to look into a situation which took place on the third floor north
area of Network Services, Lea Patterson of Network Services did shred some items, however, those items
contain proprietary information which accompanies the Group Health Capitation Checks. This is membership
information which contains social seaurity numbers. names, and the date of birth of the individual covered. We
are required under the Privacy Act 1o ensure the afc ioned inf ion is properly di d of in order to
protect the privacy of the individual. It has been the common practice of Network Services to periodically
destroy these records by shredding them. There will be no shredding of any documents in the Corporate
Offices uniil the completion o the SEC investigation.
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Goodreau, Jim

From: Patterson, Lea

Sent: Thursday, October 03, 2002 4:24 PM
To: - Goodreau, Jim; Moore. tes
- Subject: Shredding

Per our conversation, | would iike to reaffirm | did shred on October 2, 2002. 1 was disposing of
proprietary information which accompanies the Group Health Capitation Checks. This is
membership information which contains social security numbers, names, and dates of birth. |
shredded appoximately 4 reams of membership prior o receiving the email requesting we
relain all documents. This membership will continue 1o come with the capitation checks and will
need to be stored somewhere off site eventually as we discussed. : ’

Lea PATTERSON

LEAD CASH UNIT COORDINATOR
1-B00-634-B536 EXT. 3530
1-zos-262-39528. Fax
LEA.PATTERSON@HEALTHSOUTH.COM

3035132.5
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Inventorv of William Owens's Shred Basket

Date IDocument
10/21/2002 TActivity Report
10/02/2002 - Itinerary for trip to D.C for Bill Owens, Dan
10/03/2002 Riviere, Rob Tiliman and Susan Smith
10/02/2002 {Email from Bill Horton to Bill Owens, William
McGahan regarding attached drafi press release
10/01/2002 Ernails from Sean Huffroan to
MdeCarlo@methjodistsports.com regarding
meetings and group therapy
09/24/2002 Payor Contracting and Support - contract
breakdown by Operating Area
09/24/2002 Letter from B V Clemons (AAPT) to Bill
. Owens
09/20/2002 Letter from Charlene Portee (AAPT) to Bill
Owens
109/19/2002 Final —~ HealthSouth Corporation Conference
Call :
09/09/2002

'Will Hicks HealthSouth Investment Overview
[PowerPoint printout .

06/1998 - 09/2002

Timeline

08/13/2002 Email from BridgetS@comphealth.com to Bill
Owens; cnewhall@nea.com; Pam Hodges; and
mambrose@nea.com regarding CompHealth
Board Meeting

06/28/2002 - 'Workers' Compensation Current Los! Time

08/02/2002 Report

07/24/2002 Email from Bill Horton to ldsjré6@aol.com;
phil390@belisouth.net;
jackchamberlin@aol.com and Brad Hale
regarding Information for Compensation
Commitiee Meeting

07/20/2002 Memo from Judy Dean 1o Bill Owens and Susan
Jones regarding National Charts/Graphs from 45!
day AR hit list - Surgery and Diagnosti

07/15/2002 Model A ptions - Income and
transaction je:

07/15/2002 Revised - Model Assumptions - Income

and 3 je:

07/12/2002 Memo from Tadd McVay to R. Scrushy, B.
‘Owens, W. Smith, E. Harris, B. Horton, R.
Davis and J. Brown regarding Debt Repurchases

30515135
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[o7705/2002 Meeting Agenda (post-it "Bill 0." and "Tom
Williams Porsche $544.87"}
Jul-02 Project Longhoms Overview Power Point
. printout .
Jul-02 UBSWarburg Project Longhorns Discussion
" [Materials -
" 106/21/2002 Memo from Richard Davis to Bill Owens, Tadd
McVay, Weston Smith, Emery Harris, Bill
Horton, Jason Brown, Catherine Fowler
regarding Fixed to Floating Swap
06/17/2002 LostTime Cases Review Over 6 Weeks
11721101 - 05/21/02 ITrade Line
05/17/2002 Email from John Dwyer 1o Bill Owens
regarding attached Revised Term Sheet
04/29/2002 Pro Forma - Proposed (post-it "Marc Goff,
Jessica Nantz™)
04/25/2002 Inland Marine Service Order
04/24/2002 Email from Scott Wollard to Thom Carman,
Roderick Oneill regarding The Fitness
Company
04/24/2002 Project FIT printout .
04/12/2002 Letter from Bruce Fischman to Gerald Scrushy
regarding HealthSouth ADA Cases
Apr-02 S y Description & Fi ial Infi ion
Apr-02 HeahhSouth Corporation Discussion Materials -
UBS Warburg
03/31/2000 - 2002 - Hintemal Projections
10373172002 Facility Incentive Plan
103/19/2002 Memo from Scoit Wollard (UBSWarburg) to
Bill Owens regarding remarks on
accretion/dilution model, income statement
analysis and wall street
03/19/2002 UBS Warburg Transaction Overview- Crimson
03/15/2002 Recommended Promotions - Board of Directors
Meeti
03/12/2002 |Revised Drafl of 10-K
10371272002 Press Release "HealthSouth Announces Record
] Revenues; Operating Eamning Per Share of $.22,
up 16% for Fouth Quarter"
03/09/2002 Internal Memo from Weston Smith to Bill
Owens re FIT Due Diligence
153107/2002 Physician Activity Report - Uribe, Constance
Gail, MD
103/07/2002 Physician Activity Report - Farrel], Patrick, Unk
03/07/2002 Physician Activity Report - Herr, Timothy
Mark, MD
@07/2002 Phvsician Activity Repont - Miller, Louis Mark,
303515233
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MD

03/04/2002 Email from Kim Kettl to Jessica Nantz

: regarding Pet Scans
03/01/2002 _ {Fax from Eric Hanson 1o Bill Owens regarding
hed letter of recommendati )

02/28/2002 Volume Comparison - Impatient Discharges by
Market Leader

02/28/2002 Salary - Actual vs. Budget spreadsh

02/28/2002 Letter from Robert Montgomery to Bill Owens
regarding Polawana Property

02/28/2002 Volume Comparison - Total By Market Leader

) and Manager

02/27/2002 Letter from Larry Lanford (Jefferson County
Commission)to Bill Owens regarding political
support .

02/26/2002 Letter from William Horton to Dorian Daley -
(Oracle) regarding Termination of Strategic
Paninership

02/22/2002 Memo from Brett Grauss to Bill Owens
attaching a HCA Proposal

02/22/2002 'Workers' Compensation Current Lost Time
Repori

02/19/2002 - Cullman Surgery Center - opposition letters

02/21/2002

02/20/2002 Memo from Jack Hawkins to Members of the
Board of Trustees regarding attached anicle
from the Alabama School Journal

01/23/2002 Letter from George Pugh to Rick Katz and
Peggy Wellman regarding fate of the funds at
Summit Bank

2001 - 2002 HealthSouth Hospitals of Las Vegas Combined
Financials

2002 Facility Examples

07/25/2001 Options and Awards Summary (post-it "from
Brad Hale™)

07/03/2001 - Employee Expense Report - William Owens

07/21/2001 (Post-It "Replacement Exp Rpt. From Kay M.)

04/30/2001 HealthSouth - Rob Thomson - Income
Statement (New Store; Same Store
02,03,04,05,06; Medical Center; Same Store
Impatient; Same Store Outpatient; Same Store
Surgery; Same Store Diagnostic)

04/30/2001 HealthSouth - Larry Taylor - Income Statement

{(New Store; Same Store 02,03,04,05,06;
Medical Center; Same Store Impatient; Same

Store Outpatient; Same Store Surgery; Same
Store Diagnostic)
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04/30/2001 HealthSouth - Pat Foster - Income Statement
(New Store; Same Store Impatient; Same Store |
Outpatient; Same Store Surgery; Same Store
Dt 1c) .
03/31/2001 Per Working Day Analysis - Encounters and
Expenses (post-it”Bill Owens -~complete set™)
10373172001 Per Warking Day Analysis - Encounters and
Expenses (post-it "Pat Foster™
02/28/2001 EBITDA spreadsh
2001 Draft letter to Eugene Smith regarding
of employment with HealthSouth
n/a (2001) Partners/projected increase in distribution
2Q00 - 2Q01 Consolidated Statements of Income Comparison
Summary
05/24/2000 'Walt Disney World Coronado Springs Resport -
2003 Contract Cancellation
04/26/199% Invoice - Yamaha of Svi
06/01/98 Medicare Focus Journal - Imponant Information
for Medicare Providers
08/13 Phone Message for Bill from Darby
August Patient Feedback S i
n/a Facility Fi ial Repont
n/a Health h Counteroffer on Purchase of
Doctors Hospital by University of Miami
n/a HealthSouth Surgery Center of Hilton Head,
L.P. PowerPoint printout {post-it “For Bill
Owens from Suzanne)
n/a Post-lt
n/a Phone Message for Bill from Mary
n/a Business Card of Ken Woodby - Pilot Aviation .
Department
n/a paper shred with phone number 310-454-6591
n/a iMapQuest.com directions
n/a Draft License Agreement between HealthTech,
Inc. and HealthSouth Corporation
In/a Power Point slide printout
n/a JPMorgan Executive Summary Power Point
printout
n/a Power Point slide printout - New ldeas to
Strategically Grow Markets
in/a PT State Analysis - Plan B
n/a Check shreds
n/a Project Bulldogs Term Sheet
n/a Project Buildogs Key Shareholder Returns
303515235
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n/a Note - "PHICO Almost Bankrupt Insurance

Company in PA - Faith”
jpa HET Roll Out PowerPoint Printout

nfa HeaithSouth & HET Revenue Analysis

nfa EPS Sensitivity Analysis op CRIMSON

n/a Miscell email page(?) (Pest-it "From
Randy Mink - Has not been sent. Has been
reviewed & approved (clinically))

n/a Year - 4 quanter spreadsheet ]

n/a Draft HS-HET Strategic Agreement between
INET, Inc. and HS Corporation

n/a Draft Promotion Agreement between :
HealtheTech, Inc. and HealthSouth Corporation

n/a 2004-2006 HealthSouth Administrators Meeting
Locations Plan

n/a Draft CMS Capital Ventures, Inc. Consent in
Lieu of Special Meeting of Stockholders (note
"Bill- FYT Wiil Hicks has signed this in your
absence”)

n/a PowerPoint presentation printout

n/a PowerPoint presentation printout {post-it "for
Bill's Review")

Infa Proposed Promotions

n/a PowerPoint presentation printout {post-it "Bill-
'your presentation for tommorrow with notes on
Deta - Jes")

n/a Budget Bonus Plan

n/a photocopies of notebook pages

n/a SEC Fonm 10-K HealthSouth Corporation

n/a Phone Message for Bill from Thom

n/2 cell phone care charger

/a candy wrappers
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Attachment C

Guidance from Fulbright & Jaworski L.L.P. regarding document retention

- >

"[R]outine paperwork at the facility level” does not necessarily have 1o be retained in
consideration of this firm's review and the pending SEC investigation. It would appear to be
sufficient if the strict prohibition against the shredding of documents would only apply 1o the
files of the following HealthSouth personnel and their secretaries and personal assistants: (i) all
Executive Officers; (if) Ambulatory Services East and West, Inpatient Operations, and Corporate
Office: (a) Senior Vice Presidents, {b) Group Vice Presider (c) Vice Presidents, (d) Regional
Vice Presidents, and (e) Assistant Vice Presid (ii) Jol ith (if he is not otherwise
covered under the personnel categories herein); and (iv) individual HealthSouth hospital chief
executive officers and chief financial officers. With one posssb!e exception explained herein,
other HealthSouth personnel should continue to treat company de with both
federal law, including but not limited to the ‘Medicare hospital conditions of participation
applicable to medicai recerd services codified at 42 C.F.R. 482.24 (as interpreted in Med)care
Hospital Manual 413), and the company’s existing document retention policy. The possible
exception is that any HealthSouth employees that have any documents in any way relevant to the
company's August 27, 2002 press announcement must preserve such documents.

The federal Health Insurance Portability and Accountabxhty Act of 1996 (”HIPAA")
includes both security and privacy requi The disposat of d¢ =
health information is addressed in the HIPAA proposed secumy regulation (63 Fed. ch 43242
(Aug. 12, 1998)). The Centers for Medicare & Medicaid Services ("CMS"), however, has not yet
promulgated these requirements in 2 final rule, and thus, these requirements at the present time
do not have the force of law. Until CMS publishes a final rule implementing the security
requirements, HealthSouth is not strictly required to comply with the proposed requirements. Of
course, the company may decide 1o follow now the security requuemems even though only
proposed. If this is the case, and you desire specific guid ing to adhere 10

P
these proposed security reguirements, please let us know, and we wﬂl fumish you with more
s

Iatailed

{4 -4

The HIPAA privacy requirements govern the use and disclosure of protected heaith
information {for example, information regarding demographics, and the physical or mental
condition of an individual}. While these requirements do not specifically address the issue of the
proper disposal of documents containing protected bealth information, the requirements do
include other provisions (for example, the rights of patients to access and amend their files),
which may affect how a "covered entity” under the HIPAA requirements disposes of its records.
The RIPAA privacy requirements became effective on April 14, 2001 (65 Fed. Reg. 82462),
with cenzin modifications 1o these requirements to become effective October 15, 2002 {67 Fed.
Reg. 53182). However, health care providers are not strictly required to comply with the privacy
requirements until April 14, 2003. Again, the company may decide that it will now attempt to
follow the HIPAA privacy requirements even though not strictly required to do so until next
year. If so, and you want specific compliance suggestions from us, please let us know.

303315235
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Attachment D

Memorandum from William W. Horton. Esq. regarding document retention
MEMORANDUM

FROM: Bill Horlon
EVP & Corporate Coursel

DATE: Oclober 15, 2002
RE: Document RetemionlDisposiﬁorJShredding

This is a further clarification 1o my previous memoranda regarding the preservation of
documents. For purposes of this clarification and except as otherwise specified below,
"documents” generally should be considered to be written materials, induding letters,
memoranda, emall correspondence, and notes, either prepared by or sent te Company
personnel relating io: {i) clinical protocots or coding, billing, or reimbursement instructions
relating lo therapy services provided in either the freesianding selting {rehabilitation agencies,
and comprehensive outpatient rehabilitation fadiities) or the hospital setting; (ii) accounting
policies; (iii} filings with the Securiies and Exchange Commission; and {iv) trading in the
Company's securilies. The lerm "documents™ excludes newspapers, magazines, seminar
brochures, junk mail, or similar materials not related to the matters described in (i) - (iv) above.
Until further notice from Richard Scrushy, Bill Owens, or me, there must not be any destruction,
reroval, or other disposition of any documents in the personal possession or control of the
following persons {including their secretaries or assistants): (a) all corporate officers, whether
based in the corporate office or in the field; and (b) all facility administrators and
controllers/CFOs. )

in addition, {i) there must not be any destruction, removal, or other disposition of any documenls
in the corporate office, regardiess of who pe or controls such documents, untit further
notice from one or more of the above-listed individuals; and (i) under no circumstances should
anyone al any location destroy, remove, or otherwise dispose of any documents relevant to the |
subject matter of our August 27 public announcement concerning the impact of Medicare
Program Transmittal 1753, group therapy coding, and the proposed tax-free separation of our
surgery center division and related management changes. All other documents not related to
the matters described in this paragraph and the preceding paragraph, induding documents
containing patient identfying information or other protected health information, should be
handled in accordance with applicable law and the Company's existing document retention
polides and may be destroyed or otherwise disposed of in accordance with such polides.
Thank you for your assistance in helping us ensure that all documents that we are required to
maintain and preserve in conneclion with pending investigations and litigation are appropriately
handied, and for your patience and cooperation during this process. Please contact me direclly
if you have any questions regarding the proper treatment of any particular document(s) under
this darification.

303515233
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FULBRIGHT & JAWORSKI L.L.P,
A RecisTEReD LiMiTED LIABIUITY PARTNERSHIP
ee6 Firre AVENUE, 315T FLOOR
New York, NEwW YORK 10103-3198
WWW.FULBRIGHT.COM

TerLepHonE:  (212) 318-2000 FACSIMILE: (212) 318-3400

October 29, 2002 Tab 64

Privileged and Confidential:
Attorney Work Product Doctrine Applies

BY HAND DELIVERY

The Board of Directors of HealthSouth Corporation
One HealthSouth Parkway
Birmingham, Alabama 35243

Ladies and Gentlemen:

As part of Fulbright & Jaworski L.L.P.’s (or “F&J”) continuing review of HealthSouth
Corporation (“HealthSouth” or the “Company”), pursuant to its engagement, the Board of
Directors of HealthSouth requested that by October 22, 2002, Fulbright & Jaworski L.L.P. set
forth its findings regarding the facts and circumstances surrounding the exercise of options and
sale of HealthSouth common stock by Richard M. Scrushy on or about May 14, 2002 and the
transfer of HealthSouth common stock to HealthSouth by Mr. Scrushy in satisfaction of the
principal of a Joan from HealthSouth on or about July 31, 2002 (the “October 21, 2002
Review”). F&J delivered the October 21, 2002 Review to the Board on October 22, 2002.

The conclusion set forth in Section IV of the October 21, 2002 Review states in part:

During the course of its Review, Fulbright & Jaworski L.L.P. has
uncovered no oral interview or written document (including electronic
data) that establishes that Mr. Scrushy was aware at the time of the Option
Exercise and Sale, on May 14, 2002, of the pending issuance of
Transmittal 1753. Fulbright & Jaworski L.L.P. also has uncovered no oral
interview or written document (including electronic data) that establishes
that Mr. Scrushy knew prior to the Loan Repayment, on July 31, 2002, of:
(i) Transmittal 1753; (ii) the application of Transmittal 1753 to the
Company’s various outpatient therapy services; or (iii) the transmittal’s
potential financial effect on the Company, other than that Mr. Scrushy was
present during a “Monday Morning Meeting” on July 8, 2002 during

which the existence of Transmittal 1753 was referenced. Confidential Treatment

: Requested by HealthSouth
! Corp.
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The Board of Directors of HealthSouth Corporation
Qctober 29, 2002
Page 2

Upon its review and consideration of the October 21, 2002 Review, the Board has
requested that Fulbright & Jaworski L.L.P. assess, to the extent ascertainable, additional facts
and circumstances relating to the “Monday Moming Meeting” (as that term is defined below and
in the October 21, 2002 Review) which was held at the Company’s corporate offices on July §,
2002, and in particular, any report or presentation which was made at such meeting which
mentioned or discussed Transmittal 1753 or the policy contained therein. This letter sets forth
F&J’s findings from such inquiry, and supplements F&J’s letter dated October 1, 2002 and the
October 21, 2002 Review. The entire contents of the October 21, 2002 Review are incorporated
into and made a part of this letter as though set forth in full herein.

The chronology set forth in Section Il of the October 21, 2002 Review identifies that
certain members of HealthSouth senjor management other than Richard Scrushy had varying
levels of knowledge of Transmittal 1753. This finding is not modified by the findings set forth
in this letter. Should F&J discover any facts or circumstances that are material to the matters
expressed in this letter or in the October 21, 2002 Review with respect to Mr. Scrushy, F&J will
supplement its findings. At your request, Fulbright & Jaworski L.L.P. continues its Review of
certain matters relating to Transmitial 1753.

L INTERVIEWS OF CERTAIN HEALTHSOUTH PERSONNEL
CONCERNING THE JULY 8, 2002 MONDAY MORNING MEETING

Fulbright & Jaworski LL.P. has interviewed the following HealthSouth personnel
concerning the facts and circumstances surrounding the July 8, 2002 Monday Morning Meeting,
some more than once: Brooks Adams, Jean Davis, Patrick A. Foster, Brandon O. (“Brad”) Hale,
Jason Hervey, William W. (“Bill”) Horton, M. Sean Huffman, Malcolm E. (“Tadd”) McVay,
Frederick L. (“Rick™) Schmitt, Richard M. Scrushy, and Susan Jones-Smith. Set forth below are
the results of these interviews.

On July 8, 2002, the Company held its “Monday Morning Meeting,” a regularly
scheduled meeting that is held approximately once a month, at which approximately 65 to 100 of
HealthSouth’s managers make presentations of 30 seconds to two minutes each to the Chief
Executive Officer and the President. The Monday Moming Meeting, which usually lasts
approximately one and one half to two hours, is intended to generally inform the Chief Executive
Officer and the President of any developments and activities for each executive and manager’s
region, division, or group for the period since the previous Monday Moming Meeting, and of the
planned activities for each manager making a presentation for the next several weeks.  In
advance of the meetings, the managers prepare an “Activity Report,” outlining such
developments and their own activities. The Activity Reports may be viewed by Messrs. Scrushy
and Owens during Monday Moming Meetings using a laptop computer as the presentations are
made. The managers who make oral presentations ofien report on some but not all of the
contents of their “Activity Report” during the 30 seconds to 2 minutes allotted to each of them
for their presentations.

According to her interviews with F&J and her Activity Report, during her presentation at
the July 8, 2002 Monday Morning Meeting, Ms. Jones-Smith addressed eight different subjects.

i t
Confidential Treatmen
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Ms. Jones-Smith has stated that the focus of her presentation at the July 8, 2002 Monday
Morning Meeting was to announce that HealthSouth’s cash collections were at a “record high” of
over one-billion dollars in that financial quarter, that she was “excited” about announcing this
fact, and that she began her presentation with the expression “Good news.” Also, Ms Jones-
Smith’s Activity Report stated that she was “[wjorking with BCBS[-]JAL on interpretation of
various [M]edicare regulations ([T]ransmittal 1753 pertaining to Group Therapy). Steve Speil is
arranging a meeting with CMS for us to discuss the various interpretations.” Ms. Jopes-Smith
has explained that she read this statement verbatim in approximately 16 seconds at the July 8,
2002 Monday Morning Meeting, and that her entire presentation at that meeting, consisting of
each of the eight different subjects, lasted, in total, approximately “one minute or so.” She has
stated that she usually reads “directly” and “verbatim™ from her Activity Report, and “pretty
much sticks to what is on her [Activity] Report,” when she makes her presentations at the
Monday Morning Meetings. She has stated that after her presentation at the July 8, 2002
Monday Morning Meeting, there was no follow-up discussion regarding Transmittal 1753 at that
meeting.

According to Ms. Jones-Smith, no one at the July 8, 2002 Monday Morning Meeting
would have had “any reason™ to focus on her reference to Transmittal 1753 or to have known
what Transmittal 1753 was, unless they had already been made aware of the group therapy issue.
She identified such HealthSouth personnel as Rick Schmitt, Bill Horton, Larry Taylor and Jean
Davis. She further stated that she did not intend for anyone other than these HealthSouth
personnel “to pay attention” to the reference to Transmittal 1753. Ms Jones-Smith stated that she
only mentioned Transmittal 1753 so that these HealthSouth personnel would know that she was
working on the matter. She further recalled that she used the term “group therapy” in
conjunction with the term Transmittal 1753 because she realized that the reference to Transmittal
1753 itself was “meaningless” to the attendees at the meeting, with the exception of the
HealthSouth personnel who had already been made aware of the group therapy “issue.”

With the exception of Ms. Jones-Smith, no other HealthSouth personnel whom Fé&J has
interviewed has stated that they mentioned Transmma] 1753 or any issue relating to group
therapy at the July 8, 2002 Monday Morning Meeting." Attendees of the July 8, 2002 Monday
Morning Meeting, other than Ms. Jones-Smith, have described their recollections of what they
heard Ms. Jones-Smith say, or not say, about Transmittal 1753 or any issue concerning group
therapy at that mecting as follows:

* Mr. Adams has stated that he did not hear Ms. Jones-Smith mention Transmittal 1753
or any issue concerning group therapy at the July 8, 2002 Monday Moming Meeting,
and that Ms. Jones-Smith first mentioned Transmittal 1753 either during the August
27, 2002 Monday Morning Meeting or following that meeting.

' It should be noted that the last entry on Mr. Horton’s Activity Report for the June 17, 2002 Monday

Morming Meeting states: “Foliow up with Operations and Reimbursement on new Medicare Carriers Manual
language re: group therapy.” However, Mr. Scrushy did not attend the June 17, 2002 Monday Morning Meeting. In
addition, Mr. Horton has stated that he does not recall making any g g T ittal 1753 or any issue
concemming group therapy at a Monday Moming Meeting.

FINAL OCT 29 2002 LETTER TO BOARD REJULY 8 MMM.DOC  Requested by HealthSouth
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Ms. Davis has stated that she does not recall Ms. Jones-Smith or anyone else
mentioning Transmittal 1753 or any issue concerning group therapy at the July 8,
2002 Monday Moming Meeting, and that July 8, 2002 was her first day back from
vacation. She has also indicated that if she herself discussed Transmittal 1753 or any
issne concerning group therapy at any Monday Morning Meeting, it would have been
reflected in her Activity Report for such meeting. The only Activity Report for Ms.
Davis that mentions any issue concerning group therapy is her report for the August
20, 2002 Monday Moming Meeting, which states, in part: “Meet with CMS, w S.
Smith and L. Taylor on outpatient reimbursement changes.”

Mr. Foster has stated that he recalls Ms. Davis mentioning Transmittal 1753 or the
group therapy issue at a Monday Morning Meeting held on August 20, 2002 or “more
likely” September 9, 2002, and that he recalls Ms. Jones-Smith mentioning
Transmittal 1753 during her presentation at 2 Monday Moming Meeting prior to the
one at which Ms. Davis mentioned Transmittal 1753 or the group therapy issue. He
has stated that he does not recall the exact date of the meeting at which Ms. Jones-
Smith mentioned Transmittal 1753, but that at the time of that meeting, “it wasn’t a
big deal,” and he is “sure” it was after she had received an email from Blue Cross
Blue Shield of Alabama on the subject.

Mr. Hale has stated that he did not hear Ms. Jones-Smith mention Transmittal 1753 or -
any issue concerning group therapy at the July 8, 2002 Monday Morning Meeting.

Mr. Hervey has stated that he did not hear Ms, Jones-Smith mention Transmittal 1753
or any issue conceming group therapy at the July 8, 2002 Monday Moming Meeting.

Mr. Horton has stated that he does not recall Ms. Jones-Smith mentioning Transmittal
1753 or any issue concerning group therapy at the July 8, 2002 Monday Moming
Meeting.

Mr, Huffman has stated that he did not hear Ms. Jones-Smith mention Transmittal
1753 or any issue concerning group therapy at the July 8, 2002 Monday Moming
Meeting, that he takes detailed notes of the matters mentioned at the Monday
Morning Meetings, and that his notes do not reflect that Ms. Jones-Smith mentioned
either subject.

Mr. McVay has stated that he did not hear Ms. Jones-Smith mention Transmittal 1753
or any issue concerning group therapy at the July 8, 2002 Monday Morning Meeting,
that he is “primarily focused” on his own presentations at the Monday Morning
Meetings, and that when he is not presenting, he focuses on “work that fhe] brings
with [him] to the meetings.”

Mr. Schmitt has stated that he “honestly dofes] not remember” whether Ms. Jones-
Smith mentioned Transmittal 1753 or any issue conceming group therapy at the July
8, 2002 Monday Morning Meeting.

Confidential Treatment
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»  Mr. Scrushy has stated that Ms. Jones-Smith “did not say anything” about Transmittal
1753 or any issue concerning group therapy at the July 8, 2002 Monday Moming
Meeting.

e Mr. Taylor has stated that he does not recall Ms. Jones-Smith mentioning Transmittal
1753 or any issue concerning group therapy at the July 8, 2002 Monday Morning
Meeting. He has stated that the term “Transmittal 1753” did not have any “special
meaning” to him on July 8, 2002 even though he had heard the term before and, prior
to July 8, 2002, he was working on the definition of “group therapy” and the
application of Transmittal 1753 thereto.

The Activity Reports for the Monday Morning Meetings are available for inspection. v
1. CONCLUSION

In view of the October 21, 2002 Review and the Board’s request that Fulbright &
Jaworski L.L.P. make further inquiry with respect to the matters contained herein, and based on
the additional factual findings set forth above, Fulbright & Jaworski L.L.P. has uncovered no
oral interview or written document (including electronic data) that establishes that Mr. Scrushy
was aware at the time of his option exercise and sale of HealthSouth common stock on May 14,
2002, of the pending issuance of Transmittal 1753, Fulbright & Jaworski L.L.P. also has
uncovered no oral interview or written docurnent (including electronic data) that establishes that
Mr. Scrushy knew prior to the time of the transfer by Mr. Scrushy of HealthSouth common stock
to HealthSouth on or about July 31, 2002, in satisfaction of the principal amount of a loan made
to him by HealthSouth under its 1999 Executive Equity Loan Plan, of: (i) Transmittal 1753; (ii)
the application of Transmittal 1753 to the Company’s various outpatient therapy services; or (iii)
the transmittal’s potential financial effect on the Company.

Fulbright & Jaworski L.L.P. has prepared this letter solely for the purpose of informing
the Board of Directors of its findings regarding the facts and circumstances surrounding the July
8, 2002 Monday Moming Meeting and whether, and to what extent, Transmittal 1753 or the
policy addressed therein was mentioned or discussed at such meeting. The Board of Directors
should not view anything in this letter as a conclusion with respect to the potential outcome of

Confidential Treatment
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any regulatory investigation or legal action. Fulbright & Jaworski L.L.P. expresses no views as
to the inferences that may be drawn from the facts and circumstances contained in this letter. In
addition, please note that this Jetter is not a comment on any other matter Fulbright & Jaworski
L.L.P. reviewed or may be asked to review in the future.

Very truly yours,

Fulbright & Jaworski L.L.P.

Confidential Treatment
Requested by HealthSouth
Corp.

FINAL OCT 29 2002 LETTER TO BOARD RE JULY & MMM.DOC HHEC16/0133



HEALTHSOUTH Corporation Fees

12/31/97 audit
12/31/96 audit

s

orporate Compliance Program (160,000 x %)

Florida Separate Opinion Audits and Methodist Hospital
information Security Review Project

Lotus Notes Project

Other 1ISAAS Projects

Registration Statements:

ReadiCare $-4

Font Sutter Surgery Center S-4

Health images S-4

Horizon/CMS §-4

Stock Option $-8's

Health images §-3

Health images 8-K Financial Statements

Other Miscellaneous Audits:
Advantage Healthcare Benefit Plan
SCA Development inc.

Eastemn Rehab Network

Chesapeake Rehabilitation Hospital
Larkin Hospital

Boca Raton O/P Surgery Center

SCA Development Company NASD Mock Audit
ReadiCare

Horizon/CMS Long-Term Care Division
Horizon/CMS Comp Health Division

Tax Services:

HRAC Sports Medicine Council

Tax Planning - Austrian acquisition

DHC Franchise tax issues

Horizon/CMS 5/31/97 federal and state tax retums

Expenses ***

Total

an

LESS:

1997 Year end audit

1997 Year end audit expenses
Corparate Compliance

Tax Services

463

Does not include expenses related to corporate compliance

Sheett
8/27/96
Through Through

9/30/97 12/31/97 _Towal
75,000 75,000
382,500 382,500
80,000 40,000 120,000
140,000 140,000
130,000 130,000
£68,595 68,595
48,600 48,600
45,000 45,000
20,000 20,000
45,000 45,000
165,000 165,000
15,000 15,000
5,000 5,000
20,000 20,000
16,000 16,000
30,000 30,000
40,000 5,000 45,000
16,000 15,000
13,000 13,000
8,500 9,500
9,000 9,000
30,000 20,000 50,000
75,000 100,000 175,000
50,000 126,000 175,000
3,400 3,400
58,000 58,000
1,500 1,500
200,000 200,000
325,893 110,500 436,393

2,512,088 754,400 3,266,488
76,000
11,250
120,000

262900
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DEALS & DEAL MAKERS

‘Audit-Related Fees’ to Ernst
Were for Janitorial Inspections

Continued From Page C1
amples of audit-related services include
pension-plan audits and ions on
aceounting rules, “Pristine audits” previ-
ously had been unheard of, according to
accounting-industry executives.

HealthSouth’s April 2001 proxy, filed
with the SEC, said the company paid
Ernst $1.03 million to audit its 2000 finan-
cial statements and $2.65 million of “ali
other fees.” The proxy said the other fees
included 32.58 million of “audit-related
fees,” and $66,107 of “nonaudit-related
fees.” In its April 2002 proxy, Health-
South said it paid Ernst $1.16 million for
its 2001 audit and $2.51 million for “alt
other fees.” The proxy said the other fees
included $2.3% million for “audit-related
fees” and $121,580 for “nonaudit-related
fees.”

Neither proxy described in any detail
the audit-related or nonaudit-related ser-
vices for which Ernst was paid. Mr, Brim-
mer, the F says

Onvits Web site, HealthSouth said the
pristine audif, “administered indepen-
dently by Ernst & Young LLP .., ensures
that all of our patients enjoy a truly pris-

- tine experience during their time at

HeaithSouth. The average score was 98
percent, with more than half of our facili-

* ties scoring a perfect 100 percent.”

Thomas Sjoblom, an attorney for Mr.
Serushy, says the pristine audits were
aimed at providing better care for Health-
South patients. “The intent was not to
use Ernst & Young as part of its market-
ing program,” Mr. Sjoblom says.

Critics question the wording of the
proxy disclosures. "E&Y arguing that
checking the cleanliness of a facility is
‘audit related” goes well beyond the pale
of sanity and common sense,” says Lynn
Turner, the SEC's chief accountant from
1998 until 2001.

‘Walter Schuetze, another former SEC
chief accountant, says Ernst should stop

the audit-related-fee figures for each
vear included about $1.3 miltion for the
pristine audits.

Mr. Scrushy was fired by Health-
South's board in Mareh, as was Ernst,
shortly after the first of 11 former Health-
South executives pleaded guilty to felony
charges over an accounting fraud that
overstated profits by §2.5 billion. In a
civil complaint, the SEC has accused Mr.
Serushy of participating in the fraud.
Prosecutors are considering whether to
file criminal charges against him. Last
month, in a victory for Mr. Scrushy, a
federal judge denied an SEC request to
freeze Mr. Scrushy’s assets. Through his
attorneys, Mr. Scrushy has denied wrong-
doing.

HealthSouth hasn't filed its 2003
proxy or its 2002 year-end financial
statements, as a result of the ongoing
ipvestigations. Mr. Brimmer said
HealthSouth paid Ernst $5.4 million for
2002, including $1.1 miltion for financial-
statement audit services and $1.4 mil-
lion for the pristine audits. Upon firing
Ernst, HealthSouth discentinued the
pristine audits,

The government's fraud complaints
against former HealthSouth executives

© haven't cited the pristine audits. Bui the
program iljustrates how Ernst had be-
come an instrument of HealthSouth's
marketing machine when it was sup-
posed to be aeting as the company's fi-
nancial watchdog. Mr. Scrushy touted
the company's nearly perfect pristine-au-

. dit scores at public appearances. Erast
says its auditors had been unaware of
HealthSouth's accounting deceptions.

Describing the pristine audits at a
Feb. 3, 2003, investor conference, Mr
Scrushy said: “We believe one of the rea-

. sons that we have done so well has to do
with the fact that we do audit all of our
facilities, 100%, annually. And we use an
outside audit firm, our auditors, Ernst &
Yourg. They visit all our facilities,
100%.”

that HeaithSouth properly char-
acterized the finm's fees.

“Calling fhat audit-related is false
and misleading,” Mr. Schuefze says.
“Not only does it iy in the face of facts.
It suggests that Ernst & Young was cover-
ing up the facts ... When Ernst & Young
deliberately misclassifies something that
is clearly on its face wrong, that under-
mines everything Ernst & Young says
and does.”

The responsibility for the accuracy of
proxy disclosures lies with the compa-
nies that prepare them. However, Mr.

Brimmer poinis to 3 March 2002 report -

by Ernst to HealthSouth's management
and board, covering Ernst’s services for
the fiscal year ended Dec. 31, 2061, The
report included an attachment that sum-
marized Ernst’s fees and provided a sug-
gested “Proxy Disclosure Format.” The
attachment shows that Ernst classified
the pristine audits as “audit-related ser-
vices” and the fees for them as “audit-re-
lated fees.”

Mr. Howarth, the Ernst spokesman,
declines to comiment on Ernst’s proxy-dis-
closure advice. In a staternent, he says
Ernst “for the most part™ used “audit
personnel who were niot members of the
HealthSouth audii-engagement team” to
conduct the pristine audits. Therefore,
he says, “the program did not detract
from the work done by Ernst & Young on
the audits of HealthSouth's financial
statements.” Mr. Howarth adds: “Af the
time of HealthSouth's disclosures, there
were no SEC rules that defined audit-re-
lated services, Describing operational au-
dit procedures as audit-related services
was reasonable,”

Donald Watkins, a lawyer for Mr
Scrushy, says shareholders could have
asked about Ernst's services at Health-
South’s annual meetings, but that SEC
rules didn’t require the company to de-
scribe them in its proxies. “That ain’t
required by nobedy at any time,” he
5ays.

Among other items on the 50-point
checklist: check the walls, 'furniture,
ficors and whirlpool areas for stains;
check that the heating and cooling vents
“are free of dust accumulation”; that the
“floors are free of trash”; and that the
“gverall appearance Is sanitary.”

Clean laundry was to be neatly folded .
and stored, while soiled laundry was o |
be stored “in a covered container,” the
checklist said. Ernst accountants also
had to make sure the facilities’ soft-drink
machines distributed Coca-Cola Co. prod-
uets. In 1997, HealthSouth and Coke
signed a five-year, exclusive agreement
for Coke to provide its beverages at
HealthSouth facilities.

A small portion of the checklist per-
tained to money matters, though none
of it pertained to accounting. Assign-
ments included checking if petty-cash
drawers were secure and company
equipment was properly tagged. The
checklists didn’t cover insurance-bili-
ing procedures or the guality of the
medical treatment.

According to the company’s self-pub-
lished book, “The Story of HealthSouth,”
Mr. Scrushy got the idea for facility in-
spections one day in 1986 while lying in
bed, worried about keeping Health-
South’s facilities’ spotless and friendly.
He assigned HealthSouth internal audi-
tor Teresa Sanders that year to work out
the details, Ms. Sanders testified at a
court hearing this spring. Asked by the
judge at the hearing whether the pristine
audits were rejated to HealthSouth's au-
dits, Ms, Sanders, who left the company
in 1999, said: “No ma’am. This was a
totally separate thing.”

—Carrick Mollenkamp
contributed Lo this article.

Journat Link: WSJ.com
% subscribers can see copies of

HealthSouth's “Pristine Facto”
hecklists for & ient and outpati
services, in the Online Journal at
WSi.com/Personallournal,
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Presentation

Tab 66

Regarding Department of Justice

HealthSouth Outpatient Physical Therapy
Investigation

December x. 2001

Timeline;

1998 Cahaba (HealthSouth’s Medicare Fiscal Intermediary) initiates a review
of HealthSouth’s billing practices, hiring several physical therapists to
conduct a review of approximately 600 Medicare claims from
HealthSouth facilities located throughout the country.

In the June 1998 edition of its publication Medicare Focus, Cahaba
issued guidance to health care providers regarding proper application of
therapy codes at issue in this matter. During the months of July and
August 1998, several phone conversations occurred between HealthSouth
and Cahaba regarding the June 1998 edition of Medicare Focus. In

ReedSmith HHEC 575-0232
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September 1998, HealthSouth met with Cahaba, discussed these coding
issues in greater detail, and issued a memorandum to outpatient
rehabilitation facilities regarding use of these codes, based upon guidance
from Cahaba, based upon guidance from Cahaba.

In or about late 1998 or early 1999, Cahaba developed a presentation
detailing Cahaba’s findings during its review of HealthSouth’s billing
practices. These findings were presented to DOJ.

1999 On May 7, 1999, DOJ informed HealthSouth that DOJ was conducting
an investigation of the Company’s billing practices. The DOJ
investigation purportedly focused on claims submitted to Medicare and
other federal payors for physical therapy services “performed in
outpatient rehabilitation facilities.” Specifically, DOJ expressed concern
that HealthSouth inappropriately bilied physical therapy and aquatic
therapy exercises as individual therapy services, rather than group
therapy services. The DOJ also requested information on HealthSouth’s
policies and procedures regarding group and individual therapy.

Over the next two years, and in view of DOJ’s request for legal analyses
of these issues, Reed Smith provided numerous legal memoranda
addressing these matters. One legal memoranda, submitted in addition to
an October 4, 1999 submission to DOJ, totaled over 525 pages. During
this period, Reed Smith also provided DOJ with voluminous information
concerning HealthSouth’s operations. The documents provided included
corporate documents, patient biliing records, patient medical records, and
internal Company memoranda. Finally, several HealthSouth employees
were provided for interviews by DOJ.

2000 On or about December 4, 2000, Reed Smith met with DOJ and requested

that DOJ make some good faith showing of factual evidence,

substantiation of scienter, or controlling legal authority for the issues

being investigated. Specifically, Reed Smith stated that DOJ has been

provided with comprehensive legal analyses persuasively demonstrating

that HealthSouth’s policies and procedures complied with Medicare laws

and regulations. Despite these analyses and the extensive documentation

provided to DOJ, as well as the testimony of the HealthSouth employees

who were interviewed, DOJ had never provided HealthSouth with any

memorandum of law, policy statement, or other document supporting its

continuing investigation of HealthSouth.

. HHEC 575-0233
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2001 On January 4, 2001, Reed Smith again met with DOJ attorneys Mr
Henebery and Michael Granston regarding the investigation. After
repeated requests, HealthSouth was given copies of the audit
documentation used by the two therapists hured by Cahaba for its review
of HealthSouth. During the meeting, DOJ renewed its request for
HealthSouth’s cooperation with a DOJ survey of the Company’s medical
and billing records. As part of its survey, DOJ would create a survey
template to be validated in a test survey at an alleged “problem”
HealthSouth outpatient facility located in Alabama.  Once the template
was validated, DOJ would commence surveys in four different states, at
four facilities in each state. In addition to a review of documents, DOJ
also would conduct interviews at each facility. The DOJ stated that
HealthSouth would have a brief opportunity to review and comment on
the survey template.

In April, DOJ detailed its survey request. Specifically, DOJ reiterated its
plan to conduct a sample review of Medicare claims submitted by
HealthSouth for services provided at its outpatient rehabilitation
facilities. The proposed plan would survey approximately twenty-five
claims at twenty-four HealthSouth facilities across four states for an
approximate total of 600 observed claims. To complete this task, DOJ
proposed utilization of a survey form and an investigative team of one or
two consultants who would review the billing and clinical records, and
complete the survey form. These 600 claims would be randomly selected
from a population with dates of service from January 1, 1994 through
December 31, 2000.

In a May correspondence, Reed Smith detailed substantial problems with
the proposed survey instrument, the substantive flaws in the methodology
proposed for the survey, a potential conflict of interest with the therapists
who would conduct the survey, and the relationship of the survey to
Cahaba’s 1998 review. Reed Smith’s analysis totaled twenty-three pages
and attached forty documents amounting to approximately 328 pages in
support of its position.

Throughout the summer, HealthSouth attorneys repeatedly met with
DOJ, in an attempt to agree on the proposed surveyv. The intractable and
underlying problem with any survey is that the parties have a
fundamental disagreement on the law. In other words, DOJ has a view of

ReedSmith HHEC 575-0234
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Medicare therapy services that so significantly differs from
HealthSouth’s experience, that a survey could only serve to confirm
DOJ’s forgone conclusion.

ReedSmith HHEC 5750235
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Contested Issues:

1. Concurrent Therapy
2. Unlicensed Aides

The United States is investigating the allegation that HealthSouth improperly
charged the Medicare program for therapy services in two instances: 1) by
billing for “concurrent” therapy (i.e., “excessive one-on-one™); and 2) by using
therapy aides to perform certain therapy tasks.

Concurrent therapy is the practice of one professional therapist treating more
than one Medicare beneficiary at a time~in some cases, many more than one
individual at a time. DOJ’s expressed view to HealthSouth is that it is per se
illegal for a therapist to concurrently treat more than one patient. The primary
stated argument is that this is because certain coding guidelines (adopted by
Medicare) require all therapy to be provided “one-on-one.”

DOJ’s expressed view to HealthSouth on unlicensed individuals is that it is
illegal (as a reimbursement proposition) for an unlicensed individual to provide
any therapy service under Medicare. As expressed by DOJ, the bright line rule
1s that an aide (or any other unlicensed individual) could pot assist a patient
with any skilled task when a licensed therapist 1s not physically present and
treating the same patient.

ReedSmith HHEC 575-0236
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Concurrent Therapy: Our View of the Law

There is no guidance, rule, regulation, or law that specifically prohibits
concurrent therapy.

There has been a significant controversy, however, over “group therapy”
that arose over a proposed CMS program memorandum. Because “group
therapy” is also the provision of therapy to more than one individual, these
issues are linked, if not two-sides of the same issue.

In April 1999, CMS released its Draft Program Memorandum AB-99
(“Draft PM”) concerning payment for outpatient rehabilitation services. 1n the
Draft PM, CMS promoted the CPT’s definition of group therapy. Essentially,
the CPT’s definition of group therapy is based on a distinction between group
therapy and individualized therapy, and the number of patients present during
the provision of therapy services. According to this standard, a therapist’s
services would be reimbursed as group therapy under CPT code 97150 simply
if two or more patients were treated at the same time. CMS based its adoption
of the CPT position by citing the November 1996 preamble to a rule adjusting
the physician fee schedule amounts.

In the Draft PM, CMS acknowledged that the CPT definition of group
therapy may conflict with the clinical standard supported by the rehabilitation
industry. The clinical standard focuses on the level of individualized treatiment
provided by a therapist to the patient, as opposed to the CPT emphasis on the
number of patients treated. Pursuant to the clinical standard, a therapist may
bill for individualized therapy using CPT code 97110 if the therapist provides
direct one-on-one treatment to accommodate the distinct, individual needs and
treatment goals of each patient, regardless of the number of other patients
present. A therapist following the clinical standard would only bill for group
therapy where the therapist was simultaneously treating multiple patients
sharing a common treatment plan or goal. The AMA defines

On June 18, 1999, CMS convened a “Listening Session” (the “Session™)
to discuss the Draft PM. The Session provided a forum for the controversy
generated by CMS’s support of the CPT definition. More than thirty
representatives from approximately eighteen trade associations and therapy
providers attended the Session. During the Session, profound frustration was
expressed with CMS’s faiture to mcorporate clinical standards into a cohesive,
clear policy on group therapy.

ReedSmith HHEC 575-0237
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Despite the Session, CMS declined the opportunity to resolve the
controversy between the CPT and clinical standards of group therapy in the
final program memorandum. Se¢ Payment for Outpatient Rehabilitation
Services, Program Memorandum, No. AB-00-14, March 1, 2000, Medicare &
Medicaid Guide (CCH) § 150,987 (the “Final PM™). Effectively, CMS failed to
adopt any definition of group therapy. Indeed, the Final PM does not even
address group therapy, despite the fact that it otherwise uses the same captions
and addresses the same issues as the Draft PM.

In light of this situation, HealthSouth has continued to follow the
appropriate clinical practices for provision of concurrent therapy. Indeed,
CMS, in the May 10, 2001 SNF PPS Rulemaking, specifically identifies this
practice as clinically approprate.

ReedSmith HHEC 575-0238
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CMS on Concurrent Therapy

SNF Proposed Rulemaking 66 Fed. Reg. 23984 23991-92 (May 10, 2001)

“Further, in the context of our ongoing efforts to ensure accurate
payment for appropriate care, we nole a situation regarding
rehabilitation therapy that is being provided in SNFs in a manner
that conflicts with Medicare coverage guidelines. This issue
involves providers that refuse to employ therapists who are
unwilling to perform, on a routine basis, concurrent therapy.
Concurrent therapy is the practice of one professional therapist
treating more than one Medicare beneficiary at a time~in some
cases, many more than one individual at a time.

Concurrent therapy is distinguished from group therapy, because
all participants in group therapy are working on some common
skill development and the ratio of participants to therapist may be
no higher than 4 to 1. In addition, in the July 30, 1999 SNF PPS
final rule (64 FR 41662), we specified that the minutes of group
therapy received by the beneficiary may account for no more than
25 percent of the therapy (per discipline) received in a 7 day
period. By contrast, a beneficiary who is receiving concurrent
therapy with one or more other beneficiaries likely is not
receiving services that relate to those needed by any of the
other participants. Although each beneficiary may be receiving
care that is prescribed in his individual plan of treatment, it is
not being delivered according to Medicare coverage guidclines;
that is, the therapy is not being provided individually, and it is
unlikely that the services being delivered are at the complex
skill level required for coverage by Medicare.

The Medicare SNF benefit provides coverage of therapy services
only when the services are of such a level of complexity and
sophistication {or the beneficiary’s condition is such) that the
services can be safely and effectively performed only by or
under the supervision of a qualified professional therapist.
Therapy services that are concurrently being delivered by one
treating therapist to many beneficiaries would not appear to
meet these criteria. If the therapist or therapy assistant can
provide distinct services to several beneficiaries at oence, then it

ReedSmith
HHEC 575-0239
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is unlikely that the services are sufficiently complex and
sophisticated to qualify for coverage under the Medicare
guidelines.

We note that there have always been isolated instances in which a
professional therapist has been allowed to have some overlap in the
time of concluding treatment to one individual and the time of
commencing the treatment of another, even to the point of briefly
providing therapy concurrently in certain cases. Hewever, the key
principle here is that Medicare relies on the professional
judgment of the therapist to determine when, based on the
complexity of the services to be delivered and the condition of
the beneficiary, it is appropriate to deliver care to more than
one beneficiary at the same time. Qur concern now is that in
some areas of the country, concurrent therapy is becoming a
standard practice rather than the exception, and is being
dictated by facility management personnel rather than
according to the professional judgment of the therapists
invelved.

We believe that it is important to heighten the SNF and therapy
industries” awareness of the applicable Medicare policy in this
regard. Medicare policy has not, until now, specifically
addressed coverage of skilled rehabilitation therapy in
situations in which a single professional therapist (or therapy
assistant under the supervision of the professional therapist)
simultaneously provides different treatments to multiple
beneficiaries. As noted above, we have relied on the professional
therapist’s judgment as to when it is appropriate for an individual
therapist to provide services to more than one beneficiary. We now
wish to advise the providers of care of our concern about the
potentially adverse effect of this practice on the quality of the
therapy provided to beneficiaries in Part A SNF stays, as well as
our concern about the implications of making payments in such
situations. We solicit public comments regarding the scope and
magnitude of this problem, and possible approaches for addressing
this issue.”

HHEC 575-0240
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Comment: This “view” appears consistent if not identical to DOJ’s
expressed views to HealthSouth. Le., DOJ has expressed that
“[t]herapy services that are concurrently being delivered by one
treating therapist to many beneficiaries would not appear to meet
these [coverage] criteria.” As noted in the text, however, Medicare
policy has not (until now) addressed this coverage issue, this practice
has been allowed (in isolated incidents); and the key principle (rather
than any bright line rule) is the professional judgement (with implied
state law restrictions) of the therapist.

HHEC 575-0241
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CMS on Concurrent Therapy
SNF Final Rulemaking (July 31, 2001)

“Comment: A few commenters indicated that they were unfamiliar with
the term concurrent therapy until encountering the concept in the
discussion in the proposed rule. They asked whether it is the same as
the practice referred to as dovetailing, and questioned whether itis a
significant problem. We received a large number of comments
encouraging us to continue to recognize concurrent therapy as
skilled therapy. These commenters contended that therapists are
treating more than one beneficiary concurrently only when
appropriate. All of these commenters opposed any development of
new guidance or regulation regarding the delivery of concurrent
therapy services. However, some other comments indicated that our
concerns regarding concurrent therapy were warranted. Several
commenters reported that since the implementation of the SNF PPS,
professional therapists are encountering increased pressure to be more
productive than they have in the past, including the need to see more than
one patient at 3 time, and performing documentation and collaboration
with other members of the care team as non-reimbursed time.

Response: Concurrent therapy and dovetailing are synonymous terms.
While the practice of providing concurrent therapy is by no means
universal, we perceived a need to discuss this practice in the proposed
rule, in order to alert providers to the inappropriate uses of this practice in
certain areas of the country. We addressed the practice of concurrent
therapy in the proposed rule (66 FR 23991) in order to reiterate Medicare
policy and to solicit public comment. Our concern was two-fold: that
therapists’ professional judgment was being overridden by pressures to
be more productive by treating multiple beneficiaries concurrently; and
that the Medicare policy (reiterated below) that allows for the treatment
of multiple beneficiaries was being used mappropriately and could lead
to diminished quality of care. Apparently, this may not be a problem in
the particular localities of most of the commenters. However, we expect
that our discussion in the proposed rule may raise awareness and help
prevent the inappropriate use of this practice from becoming more

widespread.
1 575-0242
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The proposed rule’s discussion also provided an opportunity for us to
reiterate Medicare coverage policy regarding skilled rehabilitation
therapy. The Medicare SN benefit provides coverage of skilled,
individualized rehabilitation services that are of such a level of
complexity and sophistication that the services can be safely and
effectively performed only by or under the supervision of a qualified
professional therapist. Accordingly, we wished to make clear that it is
inappropriate to require, as a condition of employment, that a therapist
agree to treat more than one beneficiary at a time in situations where
providing treatment in such a manner would compromise the therapist’s
professional judgment. However, we continue to believe, as do many of
the commenters, that concurrent therapy has a legitimate place in
the spectrum of care options available to therapists treating
Medicare beneficiaries. Our goals are to safeguard the health and safety
of beneficiaries and assure that they are provided the most effective,
skilled care available. We agree that, at times, such care can be
provided concurrently with another therapy patient, as long as the
decision to do so is driven by valid clinical considerations. At this
time, we will not change our approach, but recognize that we may
need to revisit this issue should the need to do so arise.”

Comment: Three months later and concurrent therapy now has “a
legitimate place in the spectrum of care options available to therapists
treating Medicare beneficiaries.” Furthermore, CMS now agrees that
“at times, such care can be provided concurrently with another
therapy patient, as long as the decision to do so is driven by valid
clinical considerations.”

HealthSouth has a former high-level CMS official, with operational
responsibility for Medicare policies, who is ready and willing to
testify to CMS’ past policies regarding concurrent therapy.

. [Summary of her statement]
-
-»
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Therapy Aides: Our View of the Law

Basic Rule

With respect to physical therapy, Medicare regulations, under the caption
“Personnel Qualified to Provide Physical Therapy Services,” provide that
covered “[plhysical therapy services are provided by, or under the supervision
of, a qualified physical therapist.” 42 CF.R. § 485.713(c). The regulation does
not require the person being supervised to meet any qualifications (e.g,,
standards for a PTA). Therefore, supervised aides and other unlicensed
technicians are permitted to render covered therapy under Medicare.

The regulatory definition of “supervision,” as used above, explicitly provides
for supervision of unlicensed personnel. Supervision is defined as:

Authoritative procedural guidance that is for the accomplishment
of a function or activity and that (1) includes initial direction and
periodic observation of the actual performance of the function or
activity; and (2) is furnished by a qualified person --

(i)whose sphere of competence encompasses the particular
function or activity; and (ii) who (unless otherwise provided
in this subpart) is on the premises if the person performing
the function or activity does not meet the assistant-level

practitioner qualification specified in § 485.705.

42 C.FR. § 485.703 (emphasis added). By delineating two separate standards,
this definition clearly contemplates provision of therapy functions by aides or
other unlicensed personnel. More specifically, if a physical therapy assistant
(distinguished from a therapy aide) is performing therapy services, the
supervising physical therapist need not be on the premises. On the other hand,
if an aide is performing services, the supervising physical therapist must be on
the premises. See id.

The Medicare Conditions of Participation (“COPs™) for rehab agencies provide
generally that:

all personnel who are mvolved in the furnishing of

outpatient physical therapy, occupational therapy, and
speech-language pathology services directly or by

ReedSmith AT e
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under arrangements with an organization must be
legally authorized (licensed or. if applicable, certified
or registered) to practice by the State in which they

perform the functions or actions, and must act only
within the scope of their State hcense or State

certification or registration.

42 CF.R. § 485.705(a) (emphasis added). Where no state standards exist for
physical therapists (“PTs”) or physical therapy assistants (“PTAs”), certain
minimum standards are imposed by federal regulation. Various state laws
allow aides or other unlicensed personnel to provides skilled services under
certain restrictions (i.e., supervision). Similarly, some states do not allow for
the utilization of unlicensed personnel.

Coding System

The CPT coding system used by Medicare does not distinguish between
licensed and unlicensed therapists.

Medicare Payment Svstern Recognizes the Cost of Aides

Under the previous Medicare outpatient therapy cost-based system, aides
were recognized costs that were captured with other costs in the data used to
construct the therapy relative value units (“RVUs”), which compose the current
payment system under the physician fee schedule. These costs were
incorporated into the practice expense value of the therapy codes. See 63 Fed.
Reg. 58,814, 58,822 (Nov. 2, 1998); 63 Fed. Reg. 30,817, 30,832 (June 5,
1998). Therefore, the payment for these services anticipates that aides will
participate in the provision of the services. CMS acknowledged this fact during
the rulemaking enacting the outpatient therapy prospective payment system:

Comments: The American Occupational Therapy
Association commented that the practice expense pool for
occupational therapy codes was understated because the
fime values of 15 minutes that we arbitrarily assigned were
o0 low.

Response. We believe that the time of 15 minutes we

assigned to these codes is appropriate and does not lead to
an underestimation of the practice expense pool for

. HHEC 575-
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outpatient rehabilitation services. [...] Also, we have been
told by some physical therapy associations that at times
some of the 15 minute period time may be performed by

therapy aides or assistants.
63 Fed. Reg. 58,814, 58,824 (Nov. 2, 1998)

In other words, when a professional association complained that the
payment amount for a therapy services was understated, CMS replied that it
was appropriate, because the pool of costs used to determine payment was not
composed solely of higher-cost therapists. Instead, that pool was composed of
lower cost aides and assistants. Therefore, the new payment system for therapy
services (including physical and occupational), reimburses providers at a rate
that contemplates that a portion of the 15 minute service would be performed by
aides or assistants. One view is that a therapist who does not utilize lower cost
extenders like aides is not properly reimbursed.

No Excluston for Aides

Like the other issue subject to this investigation, there is no specific, law,
regulation or instruction that specifically and plainly prohibits the utilization of
aides.

HHEC 575-0247
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Our Position

While we do not argue that aides can initiate therapy or engage in an
unsupervised skilled service outside the scope of the relevant state practice act,
it is irrefutable that the services of aides are contemplated by Medicare. Not
only is this view supported by the plain language of the statute, but the
Medicare payment system anticipates and properly reimburses providers for
their services.

. 248
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CMS on Therapy Aides

Anyone reading recent HCFA discussions on payment policy, for example,
would never guess that it is a false claim for the use of aides in rendering
therapy services. We have reviewed recent rulemakings and found the
following references to aides by CMS:

‘When discussing the $1,500 therapy cap:

If the services are delivered by a physical or occupational therapist,
speech-language pathologist, therapy assistant or therapy aide, are
part of a rehabilitation plan of care, or mvolve services included in
the aforementioned Addendum D, then the services are subject to
the cap.

63 Fed. Reg. 30,817, 30,859 (June 5,1998) (emphasis added).
When providing hypothetical situations in the PTIP rulemaking:

Three PTs operate an unincorporated group practice, which
employs several physical therapy assistants and aides and
maintains two offices in two towns. Each therapist could enroll as
a physical therapist in private practice and could furnish services in
either office, while personally supervising any of the assistants or
aides who are helping to render therapy.

A corporation operates a physical therapy practice which employs
four physical therapists and several physical therapy assistants and
aides. Each therapist could enroll as a physical therapist in private
practice and could personally supervise any of the assistants or
aides who help to render therapy.

Id. at 30,861 (emphasis added)
When calculating payment values for overhead:

We used the clinical payroll expenses for Al Physicians” mstead
of the salary equivalency data for physical therapy assistants and
aides since we are concerned that there may be an overlap between
the cost of therapy assistants and aides reflected in the practice

ReedSmith HHEC 575-0249
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expenses and the amount of work allocated to services provided by
-occupational and physical therapists.

1d. at 30,832

Medicare Contractors — the fiscal intermediaries and contractors who process
claims and publish local coverage policies that are relied upon by providers are
similarly not aware of any bright line rule that aides cannot be alone with a
patient while that patient is engaged in a skilled service. A sample of the many
policies we have on this subject:

Florida — First Coast Service Options (Part B)

A May/June 1995 Medicare B Update! includes an article on
“Services Furnished by an Occupational Therapist’s Aide.”
Occupational and physical therapy have the identical statutory
authority and regulation. The policy specifies that:

Medicare law allows coverage for services furnished by
auxiliary personnel (e.g., aides, assistants, etc.) of an
occupational therapists when the following requirements are
met:

. The auxiliary personnel are employed by the
occupational therapist (i.e., the common law
definition of an employer-employee relationship
exists);

» The services of the auxiliary personnel are furnished
under the direct supervision of the occupational
therapist (1.e., the occupational therapist must be on
the premises and immediately available to assist
and/or direct the auxiliary personnel) or the services
must be furnished under the direct supervision of a
qualified occupational therapy assistant who is under
the general supervision of the occupational therapist;
and

. The services are the type which are typically
furnished by the occupational therapist.

ReedSmith HHEC 575-0250
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If these requirements are met, the services may be reported
and covered as if the occupational therapist personally
performed the services.

Oregon/Idaho/Washington, Utah — Medicare Northwest (Part A)

Medicare Northwest’s Physical Therapy LMRP specifically allows
coverage of physical therapist aides/supportive personnel.
Physical Therapist Aides/Support Personnel are defined as:

Personnel performing services as delegated by a physical
therapist and within the scope of applicable state regulation.
(Absent state regulations, the contractor will use Oregon
Administrative Rules (“OAR”) 848-020-0000 to 848-020-
0060 to define qualifications and scope of practice).

Note that OAR 848-020-0000, which 1s included as an appendix to
the LMRP, specifies that:

A treatment-related task {i.e., a physical therapy service
rendered directly to a patient] requires that the supervising
physical therapist or physical therapist assistant be in the
same building and in the proximity to the location where an
aide is performing the treatment-related task, such that the
supervising physical therapist or physical therapist assistant
is readily available at all times to provide direction,
assistance, advice, or instruction to the aide or the patient in
person. This task may be delegated to the physical therapist
assistant.

The policy also states that:
A physical therapy aide shall not perform a treatment related
task or a non-treatment patient-related task except under the
supervision of a physical therapist or physical therapist

assistant.

With regard to recordkeeping;

. HHEC 575-0251
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An aide must record only objective data specific to the
treatment provided by the aide, and entries made by the aide
must be co-signed by the supervising physical therapist or
physical therapist assistant.

North Dakota & Minnpesota — Noridian (Part A}

Includes the following language in its PT policy cdven'ng North
Dakota, on page 4, effective 9/1/00.

Physical Therapy Aides, techs, etc. can assist the PT and/or
the PTA with “setup” of equipment and some lower skilled
interventions (applying moist heat, assisting with routine
exercises, etc). The PT must provide direct, on-site
supervision.

Documentation should be available that PT aides have had
“on-site” training of the duties they are carrying out.

This policy revised effective 8/1/01 for North Dakota and
Minnesota. The new policy reads as follows:

Physical Therapy Aides, technicians, athletic trainers, etc.
can assist the PT and/or the PTA with "setup” of equipment
and some lower skilled interventions (applying moist heat,
assisting with routine exercises, etc). The PT must provide
direct, on-site supervision. Direct personal supervision
requires that the Physical Therapist be physically present
and immediately available to direct and supervise tasks that
are related to patient/client management. The direction and
supervision is continuous throughout the time these tasks are
performed. Documentation should be available that PT
support staff have had "on site" training of the duties they
are carrying out.

1. Physical therapy aides are any support personnel who
perform designated tasks related to the operation of
the physical therapy service. Tasks are those

ReedSmith HHEC $75.025;
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activities that do not require the clinical decision
making of the Physical Therapist or the clinical
problem solving of the physical therapist assistant.
Tasks related to patient/client management must be
assigned to the physical therapy aide by the Physical
Therapist and may only be performed by the aide
under direct personal supervision of the Physical
Therapist.

2. The licensed Physical Therapist must observe the
patient's status before and after the treatment
administered by the physical therapy aide. The
physical therapy aide may perform tasks related to
preparation of patient and equipment for treatment,
housekeeping, transportation, clerical duties,
departmental maintenance and selected treatment
procedures. The tasks must be performed under the
direct supervision of a licensed Physical Therapist
who is readily available for advice, instruction or
immediate assistance.

South Carolina/Palmetto
Overheads from an April 2000 SNF Workshop state that:

A therapy assistant cannot supervise a therapy aide. A
therapy aide must be supervised personally by a professional
therapist in such a way that the therapist has visual contact
with the aide at all times. Therapy aides should never be
responsible for provision of group therapy services.

All States -- Mutual of Omaha

“Mutual of Omaha’s occupational therapy local medical review
policy (“LMRP") states that:

An occupational aide/tech may assist an occupational
therapist, under the “direct supervision” of the qualified

ReedSmith HHEC 575-0253
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occupational therapist at the time the services are given.
Direct supervision is the physical presence of the qualified
occupational therapist.

California/NHIC (Part B

National Heritage Insurance Company’s (“NHIC”) physical
therapy guidelines from 1996 include a policy allowing
independently practicing physical therapists to employ other
physical therapists, as well as aides and assistants. The services
must be performed under the “direct supervision” of the
independently practicing/employing therapist. The employer must
be present in the office suite and immediately available to provide
assistance and direction throughout the time the employee is
performing services in order to be covered.

The HHS-OIG on aides:

OIG Report on Physical and Occupational Therapy In Nursing Homes

The Office of Inspector General (“01G™) of the Department of
Health and Human Services includes in its August 1999 report
entitled “Physical and Occupational Therapy in Nursing Homes --
Medical Necessity and Quality of Care,” the following definition
of physical therapy aide/technician:

Physical therapy aide/technician—a nonlicensed worker,
trained under the direction of a physical therapist. The aide
performs designated routine therapy tasks that are delegated
by the physical therapists or, in accordance with the State
law, by a physical therapist assistant. The aide performs
only with the continuous on-site supervision of the physical
therapist or, where allowable by State law or regulation, the
physical therapist assistant.

ReedSmith HHEC 575-0254
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Outpatient Physical Therapy was formerly paid on a cost basis. If
there has been a change in CMS policy, it has never been published.

Until April 1, 1998, Medicare outpatient rehab agencies were paid on a
cost reimbursement system. Under this system, the Medicare services of the
rehab agency were reimbursed through a cost reporting methodology that
included the direct and indirect costs of providing covered Medicare services.
Upon passage of the Balanced Budget Act of 1997 (“BBA”) in August of 1997,
HCFA began implementation of a prospective payment system (“PPS”) for
rehabilitation services. Under this new PPS, the physician fee schedule (the
“RBRVS”) would be utilized as the basis for payment. The system is
prospective because payment for services is determined in advance for each
service or modality and identified using the system of coding currently used for
Part B physician services. This system is based upon the CPT system
maintained by the AMA. Specifically, it 1s an amended version of the CPT
known as “HCPCS” (the HCFA Common Procedure Coding System).

We believe that the genesis of this controversy relates to the changes in
reimbursement for rehab agencies. Specifically, that while the payment
methodology changed, the coverage or clinical practice of therapy did not.
Previously, when CMS was “paying” for the costs of rehab agencies, it directly
paid for the costs of personnel, including physical therapists and aides. Ifa
lower cost individual was utilized to provide a service to Medicaid
beneficiaries, the Medicare program was responsible for fewer costs. Similarly,
if a physical therapist provided clinically appropriate concurrent therapy, then
the overall costs might be lower. As these assumptions (and cost bases) were
built into the new prospective system in use today, it was not appropriate for the
rules governing the provision of therapy to change. Congress, when it
authorized a new prospective payment system for rehab agencies, did not
change the coverage rules governing therapy services (i.e., “provided by or
under the supervision of....”). The general perception, however, seems to be
that because services are provided on a “per service” basis, that somehow these
past practices are inappropriate (even though the service reimbursement take
these practices into account).

If CMS does not believe that concurrent therapy or therapy that utilizes
aides are appropriate practices, it should prohibit these practices using notice

and comment rulemaking, as it is required under the Administrative Practice
Act.

3 HH &
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HealthSouth Does Not Stand Alone

HealthSouth does not stand alone on these issues. In letters to CMS, in
comments on proposed rulemakings (i.e., the group therapy rulemaking) and in
other circumstances, the following entities have made comments that are in
accord with our views:

Federation of American Health Systems

National Association for Support of Long-Term Care

{others?}
ReedSmith HHEC 575-0256
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This is Not a False Claims Case:

The federal False Claims Act (“FCA”) imposes civil penalties on parties
who “knowingly” submit false claims for payment to the United States
government. 31 U.S.C. §§ 3729(a)(1) and (a)(2)(1996). There are three main
elements of a FCA cause of action. Specifically, in order to demonstrate
liability under the FCA, the government (or gui tam plaintiff) bears the burden
of showing: (1) that the defendant submitted or caused the submission of a
claim to the federal government; (2) that the claim was false or fraudulent
and/or the defendant made or used false or fraudulent records or statements to
obtain the claim’s payment or approval; and (3) that the party submitting the
claim had knowledge of the claim’s falsity. Civil money penalties for
violations of the FCA range from $5,000 to $10,000 per false claim, plus triple
the amount of actual damages. 31 U.S.C. § 3729.

“Knowledge™ has been defined to include actual knowledge, deliberate
indifference, and reckless disregard of the truth). Also, in determining whether
a provider knowingly submitted false claims, United States Attorneys have been
mstructed to examine: (1) the magnitude and pervasiveness of the false claims;
and (2) the existence of a compliance plan, in addition to a number of other
factors. Memorandum from Eric H. Holder, Jr., Deputy Attorney General (June
3, 1998).

There is no evidence that HealthSouth intended to submit false claims in
this instance. On the contrary, the Company took all available precautions to
ensure that its claims follow appropriate regulatory authorities. HealthSouth
repeatedly engaged i a discourse with its fiscal intermediary and issued
conforming instructions to its facilities. HealthSouth engaged CMS through the
“listening session” regarding concurrent therapy and at other opportunities.
HealthSouth followed the letter of the law and followed the available published
clinical and regulatory guidelines for outpatient therapy services. Considering
the contrary and confusing statements by CMS, various fiscal intermediaries,
Medicare contractors, consultants, and others, it is highly unreasonable to think
that the requisite knowledge existed for a false claims case. In the final
analysis, there is not one single law, rule, regulation or other that CMS or DOJ
can identify that prohibits the conduct alleged in this investigation. Without
such legal authority, there will be no basis 1o find knowledge in a False Claims
Act action.
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su pring the smoke, I711 bring the mizrors. At least the market has
snown the wiszdam to devalue HS stock. Wish I got out in time. I have a
lisr of questions, which I hope might lntere you.

How .::n_c:-_‘.e WS ocurpatient cliplcss crect patients without
precertificacian, book the revenue, and carry it
afrer being denied payment ?

How csn the company carzy tens of millicns of.dollars in accounts
raceivable that are well over 260 days ?

Kow can some hospitals have NO bad debst reserves ?
How €id the E4Y auditors in Alabama miss thixz stuff 7

Are these clever tricka vo pumz up the numbers, or samething that a
nevice accountant could catch ¥

How is it that & year ageo Vencor announced that the BBA would have a
mzjor impact on its Tefra reimcurseme but HS managemsnt, similarly
azfeczed by BBA cuthacks in all divisisns , was mute? They were busy
though, <ashing out before the hig hit.

Doas anyone really believe that nonserse abou: managed care preesure?
IT's The Medicare, stupid.

-

I the accounting is slick, what do tha cost ports look like ?

You vecple and I have bean hocswinked. This mote is all that I can do
about it. You all can do much wore, if all yeu do ds look inte it to see
if wkat I say is true. -

Distribution
sarry Melancon, AICPA

Fril Lasrkaw Ern=t & Young
REney Ann Mis= De Paula, HCFA
Steve Janes, Business Weak

. Scatt Magkesy, Margan Stanlay
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HCFA Coins, Criticizes “Concurrent Therapy.” In an announce-
ment that shocked and confused provider associations. the Health
Care Financing Administration stated that therapisis who weat
more than four patients simultaneously should not bill Medicare
under skilled nursing's prospective payment system. (Page 74)

HealthSouth Settles Accusations Of Parental Overbilling.
HeaithSouth will pay the government $7.9 million to setutle accu-
sations that it overbilled for items purchased from a company owned
by the parents of HealthSouth CEO Richard Scrushy. (Page 74)

Stay On Top Of Rising Copays. They're easy to overlook. but as
emplovers and insurers look to cut health care costs, copays will
account for a greater percentage of rehab practices” revenue than
ever before. (Page 73)

Little Copays Can Grow Into Big Legal Risks. Neglecting 10
collect copays can get practices in legal and compliance trouble
for kickbacks. filing false claims and violating private insurer con-
tracts. {Page 76)

Lawmakers Urge Fast Track For HCFA Reform. A pair of top
ranking House Ways and Means Subcommittee members are push-
ing for dramatic and “immediate” changes to HCFA. (Page 77)

New Bill Of Rights Faces Old Battles. The newest patient bill of
rights is receiving relatively positive reviews from provider groups.
but a lack of support on Capitol Hill could give it the same fate as
past bills. (Page 78)

Job Market Improving For PTs. Despite cloudly economic fore-
casts and widespread layoffs in other industries, a survey by the
American Physical Therapy Association shows that physical thera-
pists are enjoying their strongest job market since 1997. (Page 79)

. Therapy Boosts Beverly's Earnings. Beverly Enterprises Inc.'s
newly renamed therapy branch, AEGIS Therapies. helped the
company overcome the future loss of 32 nursing homes. (Page 79)

Tab 68

In Other News...

APTA Opposes American
Chiropractic Association’s
Lawsuit Against HCFA.

APTA challenges the
government’s position that

PTs cannot provide manual
manipulation of the spine to
correct a subluxation.......Page 80

HCFA Eases Home Health PPS
Billing Edits. The move should
cut down on denied therapy
claims for patients discharged
early from home care......Page 80

MedPAC Chairwoman Ousted.
Gail Wilensky, longtime head
of the Medicare Payment
Advisory Commission, was
replaced due to conflict of

INETeSt CONCEMS. mmmannann Page 80
CONTENTS
" SNF PPS

Fraud & Abuse.
Practice Management..
Reimbursement ..
Medicare ..........
Patients’ Rights
Industry News .
Industry Briefs ....

We welcome your comments
and suggestions! Please letus
know what issues you would like
to see addressed in our report.

Call Tom Muilen, Associate
Editor, at 1-888-798-1856 or
e-mail tomm@eliresearch.com.

The Publication Of Record For The Rehabilitation Industry. To Subscribe, Call 1-800-874-9180.
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SNF PPS
HCFA COINS, CRITICIZES
“CONCURRENT THERAPY”

One month after accidentally posting — and
then removing — guidance on group therapy cod-
ing, the Health Care Financing Administration
is addressing a similar issue: concurrent therapy in
skilled nursing facilities.

The two terms sound similar. and indeed
many experts contacted by Eli confessed that they
had never even heard of the phrase “concurrent
therapy.” But buried deep in a notice in the May
10 Federal Register — which mosily dealt with

one individual at 2 time.”

According to HCFA, concurrent therapy
differs from group therapy in that there are more
than four patients, and/or the patients are not “work-
ing on some common skill development.” HCFA
notes: “The Medicare SNF benefit provides cover-
age of therapy services only when the services are
of such a level of complexity and sophistication™
that a skilled therapist must deliver them. Concur-
rent therapy does not qualify as sufficiently com-
plex or sophisticated. HCFA argues, and therefore
is not reimburseable.

Judy Thomas, the American Occupa-
tional Therapy Association’s director of reim-

payment for hospital swing beds — are five para-
graphs in which HCFA worries about the practice.
' In the notice. the agency defines concar-
rent therapy as “the practice of one professional
therapist treating more than one Medicare benefi-
ciary at a time — in some cases, many more than

bursement and regulatory policy department, says
HCFA is arguing that “the more people you treat,
the harder it is going to be to justify that the therapy
is skilled.” .

In the notice, HCFA also expresses con-
cern that, in certain parts of the country, “concur-

Fraud & Abuse
HEALTHSOQUTH SETTLES ACCUSATIONS OF PARENTAL OVERBILLING

A family affair has led to trouble for rehab giant HealthSouth.

On May 22. the cornpany reached a $7.9 million settlement with the Department of Jus-
tice in connection with overbilling Medicare for equipment, supplies and rental property from
1992 and 1997.

The qui tam settlement resolves allegations that HealthSouth had filed false claims. over-
charging Medicare and the Department of Defense’s TRICARE program for equipment and sup-
plies it bought from G.G. Enterprises — a company owned by the parents of HealthSouth’s CEO,
Richard Scrushy. The government had alleged that HealthSouth had billéd the government more
than it had been charged by G.G. Enterprises.

“This setlement again demonstrates the United Staics” commitment 1o protccting taxpayer
funds from fraud and abuse,” said Acting Atorney General Stoart Schiffer in a statement. Doug
Jones, U.S. attorney for the Northern District of Alabama, added: “It is the American taxpayer that
suffers when health care providers are reimbursed for goods and services above what the law
allows.” -
HealthSouth noted in a statement that it has admitted no wrongdoing, and that none of the

allegations were related o patient care issues, quality of care. or billing for services not rendered.
Jones also noted that HealthSouth was “forthcoming and cooperative™ and had already changed its
equipment reimbursement procedures.

As part of the settlement, HealthSouth will enter into a corporate integrity agreement with
the HHS Office of Inspector General. HealthSouth explained that this CIA will supplement its
compliance programs and will focus on employee education and safeguards against erroneous

billing. Scrushy said in the statement that HealthSouth “regret{s] that these issues ever arose” and is
“pleased to put {them] behind us.”

Whistleblower Greg Madrid, a billing clerk formerly employed by HealthSouth, wil re- ©

ceive $1.48 million as part of the settlement. ¢
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rent therapy is becoming a standard practice rather
than the exception. and is being dictated by facil-
ity management personnel rather than according
to the professional judgment of the therapist in-
volved.”

Thomas has “heard stories” that this is in-
deed going on. though she savs. I don’t think it’s
going on to the extent that HCFA seems to suggest
here.” If HCFA is aware of some facilities abusing
this, Thomas opines, then HCFA would be beter
served by just going after those offenders. rather
than “tarring evervbodv with the same brush”

Other sources were even more skeptical that
such practices exist. “T know a ot of people in the
industry. a lot of companies. and I've never heard
of that” Cindy Susienka. president of AEGIS
Therapies tells Eli. Susienka. who is also the chair
of the medical services committee for the National
Association for the Support of Long-Term Care;
thinks HCFA may be basing its comments 00 an-
ecdotal information rather thon empirical evidence.

Susienka also thinks that what HCFA calls

over 20 vears have been calling “dovetailing.” i

_which therapy sessions with different patients gver-
lap. Susienka likens dovetailing to a standard phy-

sician practice in which the doctor administers

medication 1o a patient and then. while waiting to

observe the patient after the medicine has been

absorbed. visits another patient in an adjacent of-

fice. With dovetailing. however, patients are always

within the therapist’s sight.

HCFA's comments “came as a real sur-
prise.” 10 NASL. according to Peter Clendenin,
NASL's executive vice president {Thomas says that
AQOTA was also caught off guard.) Clendenin noted
that “we’re definitely concerned about it because
therapy is highly correlated with positive outcomes
in skilled nursing patients.” He told Eli that NASL

is looking into HCFA's comments and is further.

researching the issue and will prepare “'a very sig-
nificant response.”

Sheould HCFA enforce this anti-concurrent
therapy position. “it would be a big problem for
the professional expertise of therapists and their
professional judgment,” says Susienka. “Therapists
_are going to do what is in the best interests of the
patients ... but we continue to be resirained as pro-
fessionals based upon what I believe is a lot of

anecdotal information that's misinterpreted.”
tiously and seriously, there's absolutely no harm.”
Clendenin says. Susienka also notes that this policy
“could actually be detrimental to the patients,” since
sometimes it is beneficial to have social interac.
tion between patients.

Elsewhere in the notice, HCFA issued a pro-
posed rule that Medicare begin switching its pay-
ment systemn for hospital swing beds from a rea-
sonable cost basis to the skilled nursing facility
prospective payment system. HCFA's annual SNF
PPS annual update would give SNFs a raise for fis-
cal year 2002 -~ though SNFs shouldn't expect
the dramatic Medicare increases they enjoyed last
year. 9

Practice Management

STAY ONTOP OF RISING COPAYS

They might seem like the most insignifi-
cant part of your revenue, but neglecting to collect
those litle copayments can cost you in more ways
than one.

Whether the economy is entering a reces-
sion or just taking a brief pause during its sustained
boom, one thing is certain: businesses are cutting
health care costs. Both employers and insurers are
looking for ways o stay ahead by passing costs on
to consumers. According 10 a survey recently con-
ducted by Watson Wyatt Worldwide, the Wash-
ington Business Group on Health and the Health
Care Financial Management Association. half of
employers will be increasing their copays over the
next year.

Although the increases are not expected to
be severe — from $3 10 S10, or $13 10 S20 — they
cenainly add up. Rehab facilities that fail to collect
copay$ — either through administrative oversight,
staff laziness, lack of adequate training. or sympa-
thy for patients who have been stuck in the wait-
ing room for o long — stand to lose a growing
percentage of their income.

“There are some legal risks™ from failure
to collect copayments, says aworney Joe Mislove
of Coppersmith Gordon Schermer Owens &
Nelson in Phoenix (for more on legal risks, see the
Jollowing article). But Mislove says that "the eco-
nomic risks are equally or of greater importance in

The Pubtication Of Record For The Rehabilitation industry. To Subscribe, Call 1-800-874-9180.
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the private insurance context.” The reason for this,
he explains. is that “one way employers try 10
soften premium increases is by going to higher
copayments, so that the percentage of revenue that
a [provider] will get from a patient increases.”

“If the name of the game is o maximize
your reimbursement.” Mislove notes. “a provider
would be well advised ... 1o collect copayments.”

This is easier said than done. according to
practitioners. “The patients may not understand
what their insurance covers.” says Laura Mann,
director of outpatient business services for Brooks
Rehabilitation Network. “Sometimes the custom-
ers just think that they have insurance and it cov-
ers everything, and it may cover PT services but
not OT or speech, and it's important that we con-
vey that information first so the patlent’s not sur-
prised on the back end.”

Brooks has standard procedures in which
staff find out what a patient’s deductible is, whether
the patient has met it. and what the copay is — all
when the patient first makes the appointment. That
way, Mann explains. when they see the patient they
have the information with them and can commu-
nicate 10 the patient. Though not every rehab facil-
ity is equipped with the resources necessary for
such research, it’s important to at least discuss
copays 10 patients before they are seen.

Staff training is critical. Mann notes that
“what 2 lot of people forget is that there are a num-
ber of customers we deal with: the patients, the man-
aged care companies. the case managers and the
physicians themselves.”

She also points out that, often, the “staff
member who may be the lowest-paid staff mem-
ber in their clinic is the person who's having that
first contact with the patient” and with the insur-
ance company and the case manager. “That’s the
person who has to have great customer skills and
really understand how things work.” she notes.

Mann recommends having in the office a
standard form that explains the procedures o staff.

Robert Shryock, director of managed care
for Brooks. points out that most people “generally
don’t understand the difference between a
copayment and a ¢oinsurance and a deductible and
how all those things relate together.” Your front-
line staff needs to help in that education process,
and “your return on the time spent educating will

be your increased collectibles,” Shryock says. If
patients are “forewarned. fore-educated. and know
that they've got to bring a S23 check.” he notes.
“it’s just much more successful for you.” 0

Reimbursement
LITTLE COPAYS CAN GROW INTO
BIG LEGAL RISKS

Letting copays fall by the wayside can take
a financial bite out of your rehab practice. Not col-
lecting from privately insured patients can put you
in violation of a contract with an insurer. and not
collecting from a Medicare patient can get you in
even worse trouble.

“There’s different levels of risk and differ-
ent rules depending on who the patient is and what
kind of health insurance they have,” explains Art
Lerner. a managed care attorney with Crowell &
Moring in Washington, DC. If you have a habit of
“blowing off the co-pay” for a Medicare patient,
he says. “that’s potentially a violation of a whole
series of federal laws.” It could be interpreted as
bribing the patient to see you in order to get more
Medicare dollars than the practice down the street
- in other words, a kickback, notes Joe Mislove
of Coppersmith Gordon Schermer Owens &
Nelson in Phoenix.

You could also be hit with False Claims
charges for billing for a charge that you have no
real intention of collecting, Mislove adds.

“It’s generally a bad, bad, bad thing,”
Lemer summarizes.

Forgiving a copay for an indigent patient.
if done occasionally and done with patients who
genuinely cannot afford to pay, probably won't
summon the feds to your door, Lerner says. “But if
you have ... a practice of promoting this. or as a
general business matter you just tell people. "Don’t
worry. you don't have 10 pay the co-pays,’ you're
in big trouble” If vou do forgive a copay due to
financial hardship. you should document this de-
cision and note what research you did to arrive at
the conclusion that the patient was indigent, ad-
vises Denise Fletcher, attomey with Brown &
Fortunato in Amarillo, TX.

Failing to collect an occasional Medicare
copay due 1o staff laziness is also forgivable, usu-
ally, since there is no intent to defraud Medicare,
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Lemer notes. But statf should know beuter. and if
it’s done often enough, you could be at risk. Fletcher
says that your policy should be to contact patients
at least three times if they owe you for a copayment.

Insurers Look for Rehab Copay Vielations

Things get a bit messier with private insur-
ance, Lerner admits. If the charge for a patient visit
is $100. Lerner explains. and the plan says it will
pay vou 590 and that there will be a $10 copay which
isn't collected. the plan could argue that you've de-
frauded it. The insurer could say that when vou sent

you really intended to charge, so it paid you 90 per-
cent of that. If the insurer had known that you weren’t
20ing to collect the other S10. you should have billed
for only 590. in which case the pavor would have
paid you S81 (90 percent of $90).

Such circuitous arguments can be difficule
for insurers to win, though. The odds are more in
their favor when you have a contract. There is of-
ten “contractual language which tells the provider
and obligates the provider to collect the copay,”
Lerner says, “in which case, the provider is in
breach of contract if he or she doesn’t.” This also
presents insurers with a “stronger fraud case.”

a bill for S100, you represented that S100 was what “On the other hand,” he notes, “you have

Medicare
LAWMAKERS URGE FAST TRACK FOR HCFA REFORM

A pair of top-ranking House Ways and Means Health Subcommittee members want Health
Care Financing Administration reform to happen sooner rather than later. and to that end have
crafted a slate of recommendations that. if implemented, would dramatically ransform the long-
embattled agency. -

Subcommistee Chairwoman Nancy Johnson (R-CT) and ranking member Pete Stark (D-
CA) sent the recommendations May 14 to Health and Human Services Secretary Tommy
Thompson. While the pair acknowledged that some Medicare reforms require legislative action,
many HCFA improvements can be made administratively. “There is no reason to delay sensible
changes which will make Medicare more responsive to beneficiaries and the providers that serve
them. if they can be made immediately,” they write.

The 17-page roster of proposed changes include recommendations that address Jongstanding
provider beefs with HCFA. Among other things, the letter urges HCFA to:

» establish a regular schedule ~— once every six months — for the release of all program
memoranda, interim final rules. final rules and notices of proposed rulemaking:

» set up advisory panels io streamline burdensome assessment instruments such as the
minimurn data set and the outcome and assessment information set:

» develop new. trimmed-down cost report forms for hospitals, home health agencies and
nursing homes;

) » expand provider education initiatives and require Medicare contractors to provide tech-
nical experts to visit providers and assist in compliance efforts (providers with fewer than 23
employees would be entitled to special assistance): and ~

» reexamine the circumsiances under which home health agencies should have to give
patients advance beneficiary notices. :

Provider associations cheered the proposals. “The {American Medical Association] ap-
plauds the House Ways and Means Subcommitiee’s support of much-needed HCFA reform.” said
AMA President-elect Dr. Richard Corlin. American Hospital Association Executive Vice Presi-
dent Rick Pollack said the AHA was pleased with the call for action. and dubbed the slate of
proposals "a good first step in unclogging a system choked with paperwork.”

“This is a new day.” chimed in American Health Care Association President and Chief
Executive Officer Dr. Charles Roadman. ¢

The Publication Of Record For The Rehabilitation Industry. To Subscribe, Call 1-800-874-9180,
We welcome your comments and su'ggestions! Calt Tom Mullen at 1-800-798-1856 or e-mail lomm @ eliresearch.com
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some managed care conuracts with providers that
really don’t say much on this topic.” You should
check the language of your contract to see where
vou fail.

Mistove points out that some privately in-
sured patients — usuaily elderly patients who have
retired from a company and are partially covered
on its health plan — have Medicare as a secondary
payor. So a blanket waiver of copayments for pri-
vate insurance could cause you to inadvertenty
vielate Medicare policy.

And don't think that the relatively small
value of copays means that you can get away with
skirting the rules. Fletcher warns that insurers some-
times find out about a provider's lax copay policy
through communication with their enrollees, but
usually they find out because “other providers will
rat on you."

Still. Lemer feels that health plans don’t get
involved in copay disputes “unless they think that
it is driving over-utilization.” Unfortunately, rehab
is one of the few areas where this indeed is an is-
sue, he observes. This is because insurers use high
copays as a way of discouraging patients from seek-
ing medical care plans think they don’t need. The
logic is that a patient will think twice about mak-
ing an extra and possibly unnecessary visit to a
therapist if it will cost her $20 — but if she never
has to pay her copay. Lerner savs, she’ll come to
think of the therapy as “free candy.”

“Not too many people are going to go have
unnecessary. frivolous heari-bypass surgeries,”
Lerner guips. “But for some things like chiro, men-
tal health {or] rehab services. some people might
go five times a week when really they could get by
with two.” If you fail 1o collect those copays, you
are “defeating the health plaa’s purpose” of limit-
ing utilization. Lerner says. and the insurer could
take issue with that. ¢

Parients” Rights
NEW BILL OF RIGHTS FACES
OLD BATTLES

Provider groups and politicians are cau-
tiously optimistic about the newest patients’ bill of
rights now up for debate on Capitol Hill.

The bill is sponsored by Sens. Bill Frist
(R-TN). John Breaux (D-LA) and James Jeffords

(I-VT). Frist. the chief sponsor. who as a heart sur-
geon brings a provider's perspective 1o the debate,
described the bill as “a centrist proposal.” He noted
that he had incorporated criteria set forth by Presi-
dent Bush. and indeed he received immediate sup-
port from Bush. who said of the bill: It provides
strong patient protections for all Americans, en-
sures that doctors and patients make medical deci-
sions and holds health plans accountable by pro-
viding patients with meaningful remedies when
they have been wrongfully denied medical care.”

Bush is one of the few politicians who has
come out in support of the bill. however, as it is
being attacked from both sides of Congress. Demo-
crats, many of whom support a rival bill introduced
by Sens. John MeCain (R-AZ), John Edwards (D-
NC) and Edward Kennedy (D-MA), denounced
the bill’s limits on health plan liability and its fed-
eralization of state issues. Rep. Charlie Norwood
(R-GA), a dentist who has spoken out in support
of patients’ rights. vowed to defeat the bill, which
he said “protects health maintenance organizations,
not patients.”

Meanwhile, Sen. Don Nickles (R-OK) ac-

_ cused Frist of moving “significantly to the left of

where most Senate Republicans were.” claiming
that the bill gives patients too much right 1o sue
insurers, which will drive up premiums.

The American Physical Therapy Associa-
tion voiced its support for the bill. pointing out that
the bill is bipartisan. "APTA has been a long-stand-
ing advocate for federal patient protection legisla-
tion,” said APTA President Ben Massey Jr. in 2
press releass. “Tie Amedican prupic have waited
too Jong for patients’ rights legislation, and now it
is time for Congress to pass this bill and ensure
these protections for their constituents.”

APTA noted that its ideal bill of rights would
include four criteria: an option allowing patients to
see out-of-network providers so long as they pay
“areasonable co-payment.” an “anti-discrimination
provision” that protecis providers being excluded
based on their licenses or centifications. an exclu-
sion of gag rules. and a “peer review of denied
physical therapy services by licensed physical
therapists.” Massey noted. “We believe that. with
an added peer review provision, this bill will meet
al} four criteria.”

The American Medical Association, which
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said that it is carefully reviewing the biil. also listed
four criteria necessary for a successful bill of rights:
It should contain “a binding. independent. exter-
nal review process without any of the loopholes
contained in previous bills passed by the Senate,”
the reviewers should not be bound by “medical
necessity” definitions handed down by “insurance
companies or government bureauvcrats:” the bill
should not be written such that the entire law would
be nullified if a court struck down any of its provi-
sions: and it should not preclude state law “or a
growing body of case jaw that allows HMOs to be
held accountable.” :

Indeed. case law has recently been work-
ing out in favor of patients, as high courts in Penn~
sylvania and California have ruled that patients have
the right to sue insurers on matiers of medical ne-
cessity and treatment. O

Indusiry News

JOB MARKET IMPROVING FOR PTs

Despite cloudy economic forecasts and
widespread lavoffs in other U.S. industries. 2001 is
a particularly good time 1o be a physical therapist.

The latest in a series of surveys by the
American Physical Therapy Association shows
that unemployment among PTs has dropped to lev-
els not seen since the Balanced Budget Act of 1997.

“The current 1.4 percemt unemployment
rate marks a substantial decrease from the 1.8 per-
cent of physical therapists unemployed just six
months ago.” said Ben Massey Jr., APTA presi-
dent. It is the lowest unemployment rate since
APTA first collected data in 1998.

Twenty-two percent of therapists in skilled
nursing facilities reported reduced salaries, though
this is still much beiter than in spring and fall of
1999, when the number was more than double. And
though 10 percent of respondents reported invol-
untary decreases in hours worked. this too is half
the 1999 number.

The numbers for physical therapy assis~
ants, though better than six months ago. remain

low. Nearly 20 percent of respondents said their
hours had been reduced involuntarily, down from
24.5 percent six months ago. PTAs in home care
fared worst: Nearly 40 percent reported reduced
hours. Massey concedes that these numbers are low,
though he did say that “we are happy to see many
physical therapy assistants reporting overal] im-
proved job satisfaction and increased salares.”

For the third time, APTA used its employ-
ment survey o point out the benefits of member-
ship: according to the surveys, APTA members
were less likely than nonmembers 10 experience
employment wrbulence. ¢

Industry Briefs
THERAPY BOOSTS
BEVERLY'S EARNINGS

A terrible market for long-term care in
Florida didn't burt Beverly Enterprises Inc. as
much as it could have in recent months, thanks
mainly to a sirong performance by its recently re-
named therapy division, AEGIS Therapies.

Beverly posted earnings of § cents per share
diluted in the first quarter of 2001, before special
charges of 586 million relating to the upcoming
sale of its Florida nursing operations.

Taking those and other pre-tax reorganiza-
tion charges into account. there was a net loss of
$52.274,000, or 30 cents per share diluted, in the
first quarter, compared to a net income of
$6.261.000, or six cents per share diluted. in the
first quarter of 2000.

Overzll revenves climbed 2 percent from
the year-ago quarter despiie the company’s reduc-
tion of 32 nursing homes. AEGIS Therapies and
Beverly's nursing home business each exceeded
the quarter’s profit objectives and ocut-performed
the year-ago quarter on a same-facility basis.

The company noted that the accelerated
growth of its rehabilitation business is a key facet
of its three-vear stratégic plan. “"We began to offer
contract rehabilitation services to other nursing
home operators during 2000.” said William Floyd.

REHAB REPORT AVAILABLE ONLINE

As a paid subscriber, you can now receive Rekab Report by e-mail...for FREE. Send an e-mail with
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Beverly's president and chief executive officer. He
noted that that Beverly will now begin to offer its
rehab services in states where Beverly has no nurs-
ing home presence.

» The American Physical Therapy Associa-
tion wants to intervene in the American Chiro-
practic Association’s lawsuit against the Health
Care Financing Ad ration. APTA chall
the government's position that physical therapists
cannot provide manual manipulation of the spine
to correct a subluxation under Medicare.

“In recent years. chiropractic organizations
have made a concerted effort 1o obtain fegislation
that restricts the ability of physical therapisis to
perform manual manipulation as part of a physical
therapy plan of care,” APTA said in its pleading to
the U.S. District Court for the District of Colum-
bia. “This lawsuit can fairly be viewed as another
front to this ongoing campaign.”

ACA president James A, Mertz says his
organization will strongly oppose APTA's interven-
tion and argue that the government should not be
allowed to reverse its position.

* In 2 move that should belp cut down on
denied therapy and supplies claims for patients who
are discharged early from home care, the Health
Care Financing Administration is easing its home
health prospective payment system consolidated
billing edits,

Originally, once agencies submitied a re-
quest for anticipated payment, intermediaries and

carriers rejected any outside claims for bundled -

therapy or supplies for a 60-day episode after the
start of care. Only after an HHA submitied a final
claim would contractors pay for therapy or sup-
plies provided to patients who had been discharged
early. say after day 30 of the episode.

Under a May | program memorandum
(AB-01-70: www. hefa.gov/pubforms/ransmit/
ABO170.pdf). the contractors will pay therapists
and suppliers even if a RAP has been submited
for the patient. The payment will carry a.remark
code. N88, saving the payment is being made “con-
ditionally.” When the final claim for the patent’s
home health episode comes in. the contractors will
20 back and compare the therapy and/or supplies
claims already paid with the patient’s home care

dates, then recoup payment for any services oritems
that should have been bundied.

+ There's new leadership at the Medicare
Payment Advisory Commission: Comptroller Gen-
eral David Walker May 13 replaced longtime
chairwoman Gail Wilensky with health care con-
sultant Glenn Hackbarth, as well as appointing
three new members to the influential panel.

Indeed. former Health Care Financing
Administration chief Wilensky not only lost the
chair. she’s off the panel altogether — according
1o the New York Times, Walker chose not 1o reap-
point her due to potential conflict of interest con-
cerns connected with her substantial investments
in health care companies.

Wilensky suggested that she lost the post
because her independence and candor alienated
powerful House Ways and Means Chairman Bill
Thomas (R-CA), the Times reporns. ¢
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Horton, Bill
_ From: Horton, Bill
i Sent: Tuesday, June 18, 2002 11:55 AM
T Ve Taylor, Larry
Subject: RE: Group Code. Tab 70

Based on what I've seen/been told, the new policy only applies to CPT-code reimbursed
services, thus only to Part B O/P. Wouldn't apply to PPS~reimbursed {or cost-reimbursed,
for that matter}) I1/P services, since they’re not paid based on CPT codes. §

————— Original Message~-—---

From: Taylor, larry

Sent:- Tuesday, June 18, 2002 11:52 AM
To: Horton, Bill

Subject: FW: Group Code.

Bill, just to keep you in the loop it causes even greater issues when we did into the
billing info. )

Do you know if it effects IP as well. Would like to catch you for a few minutes tomorrow
as well to discuss our plans to be communicated next week to the field.

LT

Larry D. Taylor

President and Chief Operating Officer
Ambulatory Services

~em~eQriginal Message----—-

From: McPherson, Steve <Steve.McPherson@healthsouth.com>

To: Taylor, Larry <Larry.Taylor@healthsouth.com>; Buffman, Sean
<Sean.Huffman8healthsouth.com>

Sent: Tue Jun 18 09:43:31 2002

Subject: FW: Group Code,

Loop see below non covered with 97150. Rick and I will continue to dig.

~~=-~Original Message-~—-—--~
From: Steadham, Chexyl
Sent: Tuesday, June 18, 2002 10:34 AM
To: Schmitt, Rick
Cc: ' McPherson, Steve
Subject: RE: Group Code.

Per the Program Transmittal 1753

15302. GROUP THERAPY SERVICES (CODE 57150)
Pay for outpatient physical therapy servxces {which includes outpatient speech language
pathology

services) and outpatient occupational therapy services provided simultaneously to two or
more

individuals by 2 practitioper as group therapy services. The individuals can be, but need
not be

performing the same activity. The physician or therapist involved in group the:apy
services must be

in constant attendance, but one-on-one patient contact is not required.

AP AR ARSI A AR L AR BT EF

Cobfidential Traﬁn{ni "

Per the 2002 CPT Code Book : Requested by Bastinoemn
i 'Y Heal ut]
97150 Therapeutic procedure(s), group (2 or more “individuals) ! Corp.

5
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The description does not specifically say this is a timed procedure. Therefcte', this s
paid as 1 unit per day/visit. . . o

P T L A T R e e T R L L S R e e L

Per the 2002 National Correct Coding Manual, Version 8.1 (effective 4/1/2002 to_
€/30/20602) ’ . :

37150 cannot be billed cﬁ the same day with the following codes:

87110 Therapeutic procedure/exercise, 15 minutes
97112 Neuromuscular reeducation; 15 minutes
897113 Aquatic therapy, 15 minutes

97116 Gait training, 15 minutes

97140 Manuval therapy, 15 minutes

97530 Therapeutic activities, 15 minutes

B e L L L R T ST Y

OK ~ don't kill the messenger. The mutually exclusive codes I gave yesterday were from an
old version of the NCC. The above is the most- current edition. The NCC is actually

- updated every quarter. So the codes could change in the next version. 1’11 check it once
we get that update. . . . .

Cheryl Steadham
Medicare Coordinator
HEALTHSOUTH Pelham RBO
Phone 205-817~3800
" Fax 205-917-1082

————— Original Message——---—
Erom; Schmitt, Rick
Sent: Tuesday, June 18, 2002 8:37 AM
. To: Steadham, Cheryl
[sCE) McPherson, Steve
Subject: Groupp Code.

Can y)oub summarize the special considerations éuncéminq use of the group code.

For example it can not be billed with ...
You can only use one unit etc.

Let me know.

Thanks.

Confidential Treatment
Requested by HealthSonth
Corp.

—rpe
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Tab 71
Horton, Bill
From: Hasgseiman, Scot T. [SHasseiman@ReedSmith.com|
Sent: Monday, June 24. 2002 11:56 AM
To: Horton, Bill
Subject: RE. Group Therapy
Rehabilizaticn cherapies (i.e., used as 4 generic term) 3re coverss under

both Part A and B. However, “outpatient physizal therapy services™ is a
specific ana defined Part 3 benefit. That means chat "outpatient physical
therapy” provided by a renab agency, a corf, or oy a numper of other
providers (under certain conditions) is covered apnd paid by the Parr 3 fund.
See S35A sec. 1333{a}(8). 3efore the BBA, these services were paid uncer a
reasonable cost methodology which did not use C27 codes (as a mandatory
compenent). HealthSouth prepared and filed cost reports under which
HealthSouth received intarim payments. These reports were reviewed and
settled by Medicare fiscal intermediaries. The 3BA implemented uniform
coding (to be chosen by tna Secretary) and use of a fee schedule (the RBRVS)
for these services.

The confusion arises because although outpatient physical therapy services
are Part B services, the traditional reimbursement asethodology was a Pars A
mechanism {until the BBA). Our position (I think an uncontzoversial cne}
would be that the coding, coverage and payment rules for the Medicars
benefit are unrelated to the Medicare contractor administering the claims.
In most circumstances, these memos are addressed to both carriers and fls,
it is possible zhat the failure to address FIS was an oversighc.

In this case, a transmittal has been issued to the Medicare carriers, but
not the fiscal intermediaries, that contains the identical language from the
proposed (and withdrawn) program memorandum from April of 1999 regarding
group therapy. That April draft program memorandum was the source of
significant controversy from the entire therapy community and resulted in
the "listening session,” where HCFA/CMS heard complaints from a myriad of
providers chat the proposed implementation (which tracked the cpt language)
was not clinically acsurate. The final PM (dated March 2000) was identical
to the draft M except for the language regarding group therapy. I think it
is reasonable to infer that CMS withdrew this proposal in light of the
opposition from providers. The only difference from the current PM is that
the draft and final PMs were addressed to both fiscal intermediaries and
carriers. I do not think that CMS’s failure to address the transmittal to
fiscal intermediaries is sufficient for us to argue that the change doss not

apply.

This is the likely government position: CMS has issued a new instruction
on a Part 8 service provided Dy the Company. While it neglected o instruct
intermediaries, this failure is immaterial as all PMs are technically
clarificarions of existing rules. In other words, since CMS did net change
these instructions through an APA rulemaking, it is likely that CMS would
argue that this is simply an instructional clarification of existing policy.
The likely argument is: 1) we already issued a policy on this issue via our
wholesale adoption of the CPT and its policies (which includes this
language); and 2) our PM to carriers is just further svidence of our
poesition {and notice to HealthSouth) on how a certain Part B service should
be provided.

We know this is false, especially considering the “listening session® et al.
If anything, this is more of an attempt t¢ "backdoor® some of thess
policies. We already saw it a= the carrier and fi level (i.e., local
pelicies) and now it is clear zhat CMS is trying to implement the group
therapy polisies from 1999. This is further reason why we do not believe
that they excepted certain provicers: this is a deliberate implementation of

1
HHEC 295-0252
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T ~as =50 sontroversial several years ago.

3 zol

The wottom Line i3 char CMS has issued direction »n jroup therapy for Part
Lle tney neglected to issue 1T t2 the Medizars cangracior thar

ers your claims, it 1 "aotice” of a policy regarding zhe

al therapy : Wniles you could argus that failure o

Tuction o Je2 notice €O

this could be risky in light of the zurrent FCA action. While

T strategy does not Tely upon a scienter defense (because we

k nger and berter arqumentsi, this is certainly a “fall-back”

posizion. ALso, since this .s effecrive July 1, we.could arjue that this

demecnstzates that this is the first time CMS has ever stated a policy on the

therapy issues, and that the FCA allegations could only apply for claims

submitzed after July 1. From a litigation perspective, this is an excellent

opportunizy to demonstrars to DOJ (via a motion to dismiss) that CMS has

once again pulled the rug out from under their feet.

Cne note on lobbying:

This issue has (at least in the past) generated significant interest in the
provider community. Because the aide issue is bootstrapped onto this
language, it may be an opportunity to build some legislative traction and
push the issue on that front where APTA and others are not in support.
Alsc, my sense is that other providers have not made the fi/carrier
distincrzion and are proceeding with the BM in aind.

Please call me if you want to discuss.

----- Original Message«—---
From: Horton, B8ill {mailto:Bill.Horton@healthsouth.com}
Sent: Monday, June 24, 2002 11:10 AM

To: 'Scot Hasselman (E-mail)’
Subject: FW: Group Therapy

Scot-~He are trying to figure out what the Program Transmittal means to
us. When Susan cailed Or. McKinney, the Med. Oir. for Blue Cross of
Alabama, he at first was not aware of the transmittal, and after Susan
seat it to him the conversations summarized below occurred. The gist is
that BCBSAL is telling us that this is only directed to physicians. That
deces not seem to maks sense to me, Given paragraph 15004 of the Carriers
Manual. However, that's what our intermediary is telling us. We also
have a contingent that tells us that these provisions only apply to
billings on a HCFA 1500, not a UB-92, which makas even less senses to me.
However, the theory (from both our folks and BCBSAL) seems to De that
payments made with respect to UB-92s are Part A payments, even though they
are paid (as to thess services) on the Part B fes schedule (as you will
recall, rehab agencies and CORFs ars Part A providers), and thus that this
transmittal has no applicability to our setting.

Any interpretive help you could provide would be most appreciated.

—m=-=Original Message~--w-
From: Jones, Susan
Sent: Friday, June 21, 2002 10:39 AM
To: Horton, Bill
Cc: Taylor, Larry
Subject:

B8ill, below is a summary of discussions with Or. Greg McKinney. Medical
Diczector, BCBS AL.

VYVVYVYVVVYVVYVVVVVVYVVYVVVVVYVVYVYVVYVYVYVVY

6/20/02
18:00 I lef: Dr McKinney a message raquesting clarification on
2
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ney called Dack and lefl me a message TRat ne syl net
al ang requestad i1 Jax copy.

nsmivial with a

ney a = 3
day reiating o Tae

nim quess

Transns

2125 AM
zalled me and said tha:z
quesctions.

I explained that we were unclear on h0ow this transmitral applied =2 our
hospizals, renab agencies and corfs,

Dr. McXinney stated that this transmiztal is in the Medicare Carriers
manual for Part 8 and applies to 9Ts employed by physicians and
Independent Practioners. He said that this was the definition of Group
Therapy under the CPT code verbatim, [ said that I had not recently
compared this to the CPT definition however I did not recall one sentence
being part of the CPT definition and that was the sentence stating that
the individuals need not be performing the same activity. Or McKinney
said that this means they don't have to be doing the exact same thing to
be group, however they would be in a group setting. He used an axample of
hammer:ing nails. Saying that one might be hammering while another is
doing something similar but not necessarily hammering.

T said, "so this does not apply to our rehab agencies or hospitals?" and
Dr McKinney said "no it does not. This transmittal is to educate
physicians on group therapy and to make them aware of this code.”

I asked Dr McXinney about the CCI edits on the code for group therapy,
97150. He said chis means that for that group service, you can’t charge
for the group and an additional exercise for the one service. This did
not mean that they could not received group therapy and those other
services on the same day.

He said zhat BCBS AL is not making any system changes teléced to this
transmittal or the CCI edits.

Confidentiality Notice: This e-mail communication and any attachments may
contain confidential and privileged information for the use of the
designated recipients named above. If you are not the intended racipient,
you are heresby notified that you have received this communication in
errar and that any review, disclosure, dissemination, distribution or
copying of it or its contents is prohibited. If you have received this
communication in error, please notify me immediately by replying to this
message and deleting it from your computer. Thank you.

HHEC 295-0254

Confidential Treatment
Requested by HealthSouth Corp.
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iNantz, Jessica

n Zurek, Matthew

R Tuesday, June 25, 2002 11:28 AM
To: Nantz, Jessica

ject: " ORWAR!
Subject: RE: DO NOT FORWARD Tab 72
Importance: High

Yes, Given the impact, holding is a good idea. .

hz
——Qrigina) Message-—
id .Frone: Nantz, Jessica
Sent: Tuesday, June 25, 2002 9:40 AM
To: Zurek, Matthew; Foits, Barbara

Ce Mosier, Mary
Subject: DO NOT FORWARD

Do we need {0 hoid on the zall today?

~—Crigina; Message.m

From:  Schmifl. Rick

Tuesday, June I5. 2002 8.37 AM

To: Chris Reading; Dan Riviere; Jessica Nantz; Marc Golf; Mike Rickman; Rick Katz: Sesn Hutfman
Subject: Group Code Roft OQut

Here is an update on the group code rolf out.

Cusrently Susan Jones and Bill Horlon are evaluating'if the group code changes apply to HealthSouth. Because
of the financial impact they want to be certain that we roil it out property and there appears io be conflicting
information betweenthe various entities involved.

We are getling the billing functionality established but we are on hold as far as rolling the plan out to the fieid.

1 will fet you know as soon as | know where we are going with this.

Please let me know if you have any questions.

Thartks

‘Cosfidential Tre
atment
Reguested by HealthSouth
Corp.

HHEC16/0777
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Layton, Patience

from: Fleming, Lyna
Sent: Wednesday, June 26, 2002 11:27 AM
To: Faster, Pat
Ce: Layion, Patience
Subject: FW: GROUP THERAPY/RICK SCHMITT
: , Tab 73
see below

----- Original Message-----

From: Duck, Julle

Sent: Wednesday, June 26, 2002 11:24 AM
To: Fleming, Lynn

Subject: Fw: GROUP THERAPY/RICK SCHMITT

Just wanted to forward you this message that went out to ambulatory.’

~~~~~ COriginal Message-----

From: Desousa, Lourdes <Lourdes.Desousa@healthsouth.com>

To: OPS - OP RBOM [EX:/O=HRC/QU=HEALTHSOUTH/CN=Distribution Lists/cn=0P RBOM]
CC: Schmitt, Rick <Rick.Schmitt@healthsouth.com>; McDaniel, Brannon
<Brannon.McDaniel@heaithsouth.com>

Sent: Wed Jun 26 11:19:44 2002

Subject: GROUP THERAPY/RICK SCHMITT

ck, has asked I send this e-mail to all rbom's.

Bilt Hornton has advised that we rieed to begin using the group therapy charge 97150. Brannon will be
- adding this code sormetime today. All rbo’s will need to price out this code $10.00 less than therex. .If
you have any questions, feel free to Brannon McDaniel or Rick Schmitt.

Lourdes DeScusa

Regional Business Qffice Manager
Healthsouth Corporation
800-288-0024

Confi demml 'l‘reatment
Requested by HealthSonth
Corp.

HHEC16/0791
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Horton, Bill

From: Horton, Bil

Sent: Wednesday, June 26, 2002 9:45 PM

To: Jones, Susan Tab 74
Subject: RE: From Pat Foster-Group Code oots b

I talked to Bill today anc Weston yestgrday. 1In light of (a) my reading of the Carriers
Manual ‘and (b} Reed Smith's reading of the Carriers Manual, I believe that anything§ that
is paid under Part B {incl. CORFs and rehab agencies) is covered by the new pgu_;yg Bill
and Weston agree. I want to see what McKinney gives us im writing, if anything, but T am
Tess and less comforted by what he told you before. I have recommended to Bill that we

procesd to modify our policies, and he agreed. 1 speat some time with Rick this morning
and will meet with Pat tomorrow. Give me a ¢all if you get 2 chance and I'1l catch you

up.
----- Original Message-~——--

From: Jones, Susan

Sent: Wednesday, June 26, 2002 4:37 PM

To: Horten, Bill
Subject: Fw: From Pat Foster~-Group Code

1 can’t get Schmitt to give us any time on this.

My read on the current sitvation remains BOSINESS AS USUAL.

I sent Dr McKinney the email ghd connie verified that he recd it.
I have not recd a reply to the email.

{'m out of town today and tomorrow but will let v know when I receive a response from dr
mckinney. -

" Do u agree?
Susan Jones
BEALTHSOUTH Corp.

~~~~~ Original Message-
Fram:. Fleming, Lynn <Lynn.Fleming€healthsouth.com>
To: Jones, Susan <Susan.Jones@healthsouth.com>.
CC: Foster, Pat <Pat.Fosterfhealthsouth.com>
Sent: Wed Jun 26 11:52:30 2002

Subject: From Pat Foster-Group Code

Susan see below. Pat’'s email is down. Is this email below correct? From Pat’s last
conversation with you, we were told to sit tight. Has there been a change in that
directive? Please advise. Thanks

————— Original Message~-~--

Schmitt, Rick

Wednesday, June 26, 2002 10:17 AM

Chris Reading; Dan Riviere; Jessica Nantz; Marc Goff; Mike Rickman; Rick Katz; Sean
Huffman

Ce: Taylor, Laxry: Edwards, Aprile; Zurek, Matthew; Fleming, Lynn

Subject: Group Code

Senior management has determined the new group code requirements that we have -been
liscussing the past few days applies to us both in both Part A and Part B as well .as
inpatient outpatient. We are currently working on all of the interfaces with HCAP, HPAS
and the billing and charge structure. Matt Zurek will be sending some clinical and
documentation guidelines out today to all administrators to get them started.

HCAP will not be ready to document group codes until p=~id next week but we need to have

Confidential Treatment HHEC16/0784

Reqguested by HealthSouth
Cerp.
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out therapist using the one on one treatment protocols starting July 1.

_ will be traveling today and tomorrow but you can reach me by Blac N .
i Kbe: < :
mestions. 4 Try 17 you have ‘any

Thanks

Confidential Treatment
Requested by HealthSouth
Corp.

2 HHEC16/0785
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Horton, Bill

From: Horton, Bill

Sent: Wednesday, June 26, 2002 9:45 PM

To: Jones, Susan

Subject: RE: From Pat Foster-Group Code opts bl

I talked to Bill today and Weston yestgrday. In light of (a) my reading of the Carriers
‘Manuval and {b} Reed Smith’s reading of the Carriers Manual, I believe that arything that
is paid under Part B {incl. CORFs and rehab agencies) is <overed by the new m Bill
and Weston agree. I want to see what McKinney gives us in writing, if anything, but T am
1e55 Bnd less comforted by what he told you before. 1 have recommended to Bill that we
proceed to modify our policies, and he agreed. .I spent some time with Rick this morning
and will meet with Pat tomorrow. Give me a call if you get a chance and I'll catch yo\.i
up. .

————— Original Message-——--

From: Jones, Susan

Sent: Wednesday, June 26, 2002 4:37 PM
To: Rorton, 8ill

Subject: Fw: From Pat Foster-Group Code

I can’t get Schmitt to give us any time on this.

My read on the current situation remains BUSINESS AS USUAL.

1 sent Dr McKinpey the email and connie verified that he reed it.
I have not recd a reply to the email.

i'm out of town today and komorrow but will let u know when I receive a response from dr
mckinney. .

Do u agree?
Susan Jones
HEALTHSOUTH Corp.

-Original Message~ - .

From: Fleming, Lynn <Lynn.Fleming@healthsouth.com>
Te: Jones, Susan <Susan.Jones@healthsouth.com>’
CC: Foster, Pat <Pat.Fosterfhealthsouth.com>
Sent: Wed Jun-26 11:52:30 2002

Subject: From Pat Foster~Group Code

Susan see below. Pat's email is down. Is this email below correct? From Pat’s last
conversation with you, we were told to sit tight. Has there been a change in that
directive? Please advise. Thanks .

~Original Message--
From: Schmitt, Rick
Sent: ¥Wednesday, June 26, 2002 10:17 AM
To: Chris Reading; Dan Riviere; Jessica Nantz; Marc Goff; Mike Rickman; Rick Katz; Sean-
Huffman )

Cc: Taylor, Larry; Edwards, Aprile:; Zurek, Matthew; Fleming, Lynn
Subject: Group Code

Senior management has determined the new group code requirements that we have been
liscussing the past few days applies to us both in both Part A and Parxrt B as well as
inpatient outpatient. We are currently working on 3ll of the interfaces with HCRE, HPAS
and the billing and charge structure. Matt Zurek will be sending some clinical and
deocumentation guidelines out teday to all administrators te get them started.

HCAP will not be ready to document group codes until n=mid next week but we need to have

Confidential Treatment

Requested by HealthSouth HHEC16/0782
Corp.
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out th i i
erapist using the one on one treatment protocols starting July 1

will be traveling toda
L y and tomorrow but
qestions. you can reach me by Blackbe i
rry if you have ‘any
& Y

Thanks

Confidential Treatment
Regnested by HealthSouth
Corp.

: HHEC16/0783
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Horton, Bill

From: Horton, B#

Sent: Friday, June 28, 2002 10'47 M

To: Jones, Susan; Owens; Bill, Smith, Westan; Foster, Pst; Taylor, Larty; Davis, Jean (AL);
Fleming, Lynn

Subject: RE: Re: FW: Transmittal 1753-~ATTORNEY-CLENT PRIVILEGED AND CONFIDENTIAL

This, I think, is the point that I was afraid of. #hat McKinmey is saying can be
construed as meaning that this is just clarifying for physicians what everybody else
should already know. I don't think this is helpful to us. What we need to do, if we ars
going to pursue this, is get advice (face-to-face with witnesses or, better, in writing)
as to how BC3BSAL is interpreting the same activity/different activity issue. This can
easily be read just to mean that physicians/PTIPs are being held to the same standard as
CORFs/rehab agencies. .

—mme-Original Message-—---
From: Jones, Susan

Sent: Friday, June 28, 2002 1:47 PM

To: Owens, Bill:; Horton, Bill:; Smith, WESton, Foster, Pat; Taylor,
Larry; Davis, Jean (AL} Fleming; Lynn

Subject: Fw: Re: FW: ‘r'ansnu,.tal 1733

This is email I just recd from medical director at bchsal.

Note the transmittal is te physicians: -He further states that the CPT code applies to all
providers. There is no change to the CP?T definition of group.

Susan Jones
HEALTHSOUTH Corp.

--~=--Qriginal Message--——-

From: Dr. Greg McXinney <gmckinney@bchsal.org>

To: Jones, Susan <Susan.Jones@healthsouth.com>

CC: Glenda Bradley <gbradley.Medicare.BCBSAL@bcbsal.org>
Sent: Fri Jun 28 12:23:45.2002

Subject: Re: FW: Transmittal 1753

The transmittal was a clarification on 97150 for independent
practitioners (MDs who perform the service or Independent PTs). The
definition of 97150 as per the €PT mannal is applicable to all providers
of this service.

‘Thanks

Greg McKinney, MD, MBA
CHMD Fiscal Intermediary
Alabama

205-220-4894¢

{Fax] 205~220-4708

>>> “Jones, Susan” <Susan.Jonesfhealthsouth.com> 06/26/02 11:05RM >>>

> ~~---Original Message----~

> From: Jones, Susan i

> Sent: Tuesday, June 253, 2002 11:03 AM Confidential Treatment
> To: 'gmckinney@bcbs.org’ Reguested by BealthSouth
> Cc: 'gbradleyfbchs.org’ Corp.

> Subject: ransmittal 1753

>

1 HHEC16/0805
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> Deaz DOr McXinney:

>
> Per our discussion last Friday, I am forwarding my understanding of

your
> zncorprncat-on related to transmittal 1753.
> Transm’tkal 1753, dated May 17, 2002 is in the He:ucare Carriers

Manuai

> pertaining to -Part B. You indicated that this applies only to Part B

> physician servic-s, to services rendered by a physical therapist
employed

> by a pnvs;rlan or to services rendered by an independent
practitioner.

> Based on our conversation, you have adv:.sed us this does not annly
to

> hospital outpatient services, COREs or rshabilitation agencies, even
> thaugh such entities are reimbursed from the Pﬂysmlan fee schedule.

> Typlcally Part B sarvices are billed on form 1500 and Part A services

> 0892. All of REALTHSOUTH's outpatient therapy services are billed on
Eszimugh a Part A provider agreement. We are gove;;ned and regulated
isPazt A providers and not by individual practicner regulations,
although

> benefits for our services are pald under Part B. Thus, in your view,
§héiansmittal does not apply even where Part B benefits are being paid,
iclong as they are being paid under a Part A provider agreement.

; Blease vexi‘fy that my understanding of our discussion is correct, as
:eaze trying to make every #ffort to ensure that we are complying with
§ht;ansmittal to the extent it is applicable to us. I can. be reached

at .
> 205-970-5580. Thanks for your assistance.

Susan Jones

Sr. Vice President Reimbursement

> HEALTHSOUTH Corporation

>

Confidentiality Notice: This e-mail communication and any attachments
may

vontain confidential and privileged xnfomtxon for the use of the
designated recipients named above. If you are not the intended
recipient, .

you are hereby notified that you have received this communication in
error .

and that any review, disclosure, dissemination, distribution or copylng
of

it or its ‘contents is prohibited. If you have received this
communication

in error, please notify me immediately by replying to this message and
deleting it from your computer. Thank you.

>
>
>
>

Confidential Treatment
Requested by HealthSouth
Corp.

HHEC16/0806
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Tab 75
Horton, Biil
From: Horton, Bl
Sent: Friday, June 28, 2002 10‘47 M
To: Jones, Susan; Qwens, Bill, Smith, Weston; Foster, Pat; Taylor, Larry; Davis, Jean (AL);
Fleming, Lynn g
Subject: RE: Re: FW Transmittal 1753~ATTORNEY-CUENT PRMILEGED AND CONFIDENTIAL

This, I think, is the point that I was afraid -of. What McKinney is saying can be
construed as meaning that this is just clarifying for physicians what everybody else
should already know. I den’t think this is belpful to us. What we need to do, "if we are
going to pursue this,” is get advice {face-to-face with witnesses or, better, in wzitihg,)
as to how BCBSAL is interpieting the same activity/different activity issue, This can
easily be read just to mean that physicians/PTIPs are being held to the same standard as
CORFs/rehab agencies. T

Original Message~
From: Jones, Susan
Sent: Friday, June 28, 2002 1:47 PM

To: Qwens, Bill; Horton, Bill; Smith, Westcm, Foster, Pat; Taylor,
Laxrry; Davis, Jean {AL}; Fleming:; Lynn

Subject: Fw: Re: FW: Transmittal 1733

This is email I just recd from medical director at bchsal.

Note the transmittal is to physicians: -He further states that the CPT code applies to all
providers. There is no change to the CPT definition of group.

Susan Jones
REALTHSOUTH Corp.

***** Original Message--——-

From: Dr. Greg McXinney <gmckinney@bcbsal.org>

To: Jones, Susan <Susan.Jones@healthsouth.com>

CC: Glenda Bradley <gbradley.Mdedicare.BCBSAL@bcbsal.org>
Sent: Fri. Jun 28 12:23:45.2002

Subject: Re: EW: Transmittal 1753

The transmittal was a clarification on 97150 for independent
practitioners [MDs vho perform the service or Independest PTs). The
definition of 37150 as per the CPT manual is applicable to all providers
of this service.

‘Thanks

Greg McKinney, MD, MBA
CMD Fiscal Intermediary
Alabama

205~-220-48%4

{Fax} 205~220-4708

>>> "Jones, Susan” <Susan.Jonesfhealthsouth.com> 06/267/02 11:05AM >>>

> e Original Message----- .
> Fro Jones, Susan -

> Sent: Tuesday, June 25, 2002 11:03 AM Confidential Treatment
> To: 'gmckinney@bebs.org' Requested by HealthSouth
> Cc: ‘gbradley@bchs.org’ Corp.

> Subject: Tramsmittal 1753 .

>

1 HHEC16/0805
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> Dear Dr McXinney:

> .
> Per our discussion last friday, I am forwarding my understanding of
your

> interprestation relatsd to transmittal 1733.

v

> Transmittal 17‘53, dated May 17, 2002 is in the Medicare Carziers
Manual : Lo
> pertaining to Part B. You indicated that this applies only to Part -

o

> physician services, to services rendered by a physical therapist
employed . ’
> by a physician or to services rencersd by an independent
practitioner. . .
- > Based on our conversation, you have advised us this does not apply
to
> hospital outpatient services, CORFs or rehabilitation agencies, even
> though such entities are reimbursed from the physician fee schedule.
> : .
> Typically Part B services are billed on form 1500 and Part A services
on
> UB92. - All of BEALTHSOUTH's outpatient therapy services are billed on
UBg92
> through a Part A provider agreement. We are governed and requlated
RS
> Part A providers and not by individual practioner regulations,
although
> benefits for our services are paid under Part B.. Thus, in your view,
this .
> transmittal does not apply even where Part B benefits are being paid,
50 :
> long as they are peing paid under a Part A provider agreement.
> ; .
> Please verify that my understanding of our discussion is correct, as
we . |
> are trying to make every effort to ensure that we are complying with
this .
> transmittal to the extent it is applicable to us. I can be reached

t
205-970-5580. Thanks for your assistance.

Sr. Vice President Reimbursement

a
>
>
>
> Susan Jones
>
> HEALTHSOUTH Corporation
>

Confidentislity Notice: This e-meil communication and any sttachments e .
may R . . ) .
contain confidential and privileged information for the use of the
designated recipients named above. If you are not the intended

recipient, B

you are hereby notified that you have received this communication in

error . X

and that any review, disclosure, dissemination, distribution or copying

of

it or its ‘contents is prohibited. If you bave received this

Communication R

in error, please notify me immediately by replying to this message and
deleting it from your computer. Thank you.

Confidential Treatment
Requested by HealthSouth
Corp.

HHEC16/0806
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HEALTHSOUTH Rehabilitation Corporation
One HealthSouth Parkway
Birmingham, Alabama 35243

MEMORANDUM
TO: File Tab 76
FROM: William W. Horton
DATE: June 28, 2002
RE: Group Therapy

This memorandum is intended to summarize the discussion of a meeting today among Bill
Owens, Weston Smith, Susan Jones, Pat Foster, Bill Horton and others concerning the interpretation
of Medicare Program Transmittal 1753, Section 15302, relating to use of the group therapy billing
code for outpatient physical therapy and occupational therapy services. Those present discussed the
nature of the program transmittal, including its issuance only to Part B carriers and not to Part A
intermediaries. Also discussed was the advice from Dr. McKinney, Medical Director of Blue Cross
of Alabama, indicating that this program transmittal only applied to therapy rendered in a Part B
setting. After considerable discussion, a decision was made to continue seeking clarification from
Blue Cross as to appropriate billing procedures and to refrain from changing any policies or
procedures until further clarification was received. Susan Jones and Bill Horton will attempt to
continue to try to get clarification from Blue Cross. It is anticipated that the issue will be revisited

during the first week in July. In the interim, we will continue to work under our understanding of
the most recent interpretation from Dr. McKinney.

WWH/gw/9496.1

Confidential Treatment
Requested by

H
ealthSouth Corp. HHEC 44-1106
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Nantz, Jessica Vi

From: V Zurek, Matthew

Sent: Friday, June 28, 2002 4:18 PM

To: -Nantz, Jessica Tab 77
Subject: RE: Group Code Update

. Just got off the fone with Rick Scmitt and Bill Owens. We need to move forward as if this is going to happen. | have
been on the fone with admins, site managers,and some site visits in Austin. Folks seem to be handiing well, some good
ative ways of i pturing volume and $$).

Hope ali is well in AZ. Safe flight!

e QOriginal Messagew—

From: Nantz, Jessica

Sent: Friday, June 28, 2002 4:02 PM
To: Zurek, Matthew

Subject: Fw: Group Code Update

Didn't know if you heard.
Jessica Nantz

~--Originai Message—

From: Schmitt, Rick <Rick.Schmitt@healthsouth.com>

To: OPS - OP RBOM [EX/O=HRC/OU=HEALTHSOUTH/CN=Distribution Lists/cn=0P RBOM}; OPS - ML & MM
[EX/O=HRC/OU=HEALTHSOUTH/CN=Distribution Lists/cn=0PS MLMM]; OPS - Market Coordinators
{EX/O=HRC/OU=HEAL THSOUTH/CN=Distribution Li: C i 3

CC: Taylor, Lanry <Larry. Taylor@healthsouth.com>; E . Mark <Mark @ healthsouth.com>; Fleming, Lynn
<Lynn.Fieming@healthsouth.com>

Sent: Fri Jun 28 15:54:52 2002

Subject: Group Code Update

As you heard on Bill’s cali we are going to continue to evaiuate if the group code changes effect our facilities. Bill also
said that we had to be in a position to go either way from a bifling and documentation perspective. The only way we can
do that is to impiement the group code documentation requirements as we have been working on them over the past
week.

ITG is scheduled to send the HCAP group documentation upgrades to the fiekd over the weekend. The clinicians should
begin documenting as if the group code requirement is in place. This way we can change the way we bill Medicare as
needed.

Piease contact your individual administrators to make sure they understand what they need to do effective Monday July
1.

if you have any guestions contact either Matt Zurek or myself.
Thanks

HHEC 09-00734
Confidential Treatment
Reguested by HealthSouth Corp
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From: Jones, Susan Tab 78

To: OPS - IP Market Leaders

cee Foster, Pat; Taylor, Larry; Schmitt, Rick; Horteon, Bill
Subject: n/a

Date: 07/02/2002 11:04:58 AM EST

As a fellow up on the group therapy definitions, I am scheduling a meeting with
CMS for clarification.

Please continue business as usual as directed by Bill Owens last Friday.
When we have definitive information from CMS, we will let you know.

Thanks

dbyk Corp, HHEC 450-03605




520

Horton, Bill
From: Horton, Bill
Sent: Sunday, July 07, 2002 4:40 PM
Yo Owens, Bill
Ce: Smith, Weston: Jones, Susan
Subject: FW: Sent on behalf of Tom Fox/Scot Hasselman—IMPORTANT; PLEASE READ
Importance: High . )
' Tab 79
0258484.00C

Please review the attached memo from Tom Fox on the status of group therapy
issues and legislative initiatives. In particular, I point out that Reed Smith's strong
advice is that the recent group.therapy transmittal should be read to apply to any non-PpS
PT or OT services. 'I agree with this position, and I do pot believe what we have gdtten
from BCBSAL is inconsistent with that or particularly helpful to us. I think we need to
get clarification to the field on this right away, and I'd like to discuss this with you
as soon as possible.

Tom also indicates that Gary Capistrant is not hopeful about legislative fixes, and .

- particularly that Hatch's staff does not seem interested in.trying to be responsive. I
believe that we need to get Eric and Gary in for a meeting to get a clear picture on what
is doable/hot doable in this area, as the picture that Tom seems to be getting from Gary
is fairly grim reldtive to what I had understood from Eric week before last..

Please review this and let me know how you want to proceed as soon as possible.

L Original Message—-—-—-

From: Bird, Beverly M. [mailte:BBird@ReedSmith.com]

Sent: Friday, July 05, 2002 3:24 PM

To: Jones, Susan; Hortoen, Bill. .

Cc: 'Joseph Mays'; ‘'Jack Selden’; 'Richard Sharff'; Cody, Daniel A.;
Hurst, Andrew L. . .

Subject: Sent on bebalf of Tom Fox/Scot Hasselman

<<0298484.D0C>>

Confidentia} Treatment
Requested by HealthSouth
Corp.

H HHEC16/0827
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(5‘6 r €>

ReedSmith

MEMORANDUM

TO: Susan M. Jones DATE: Ju& 5, 2002
Williarn Horton

FROM: Thomas C. Fox
Scot T. Hasselman

cc: Joseph Mays
’ Jack W. Seiden
Richard Sharff, Jr.
Daniel A. Cody
Andrew L. Hurst

RE: Transmittal 1753

Background

Medicare Carriers Manual Part 3 ~ Claims Process was. revised by the Centers for
Medicare & Medicaid Services ("CMS™) in the subject transmittal dated Mvay 17, 2002, to
provide the following guidance regarding group therapy ("Group Therapy”) ‘services {Code-
97150) and therapy students. The transmittai group therapy definition essentially follows the
coding guidance provided by the American Medical Association ("AMA”) which promulgates
the Physicians Current Procedural Terminology ("CPT') codes used in the physician fee
schedule (the payment system for Part B physical therapy). Because the definition is so
expansive, it would encompasses all therapy provided to more than one patient at the same

time, whether “concurrent” or utilizing an extender such as an aide:

s gneint gorern 1y e

DCULOTYEANA DL SIS

15302. GROUP THERAPY SERVICES (Céde 97150)

Pay for outpatient phiysical therapy services (which includes cutpatient
speech-language patholagy services) and ocutpatient occupational therapy

‘services provided simultaneously to two or more individuals by a

practiticner as-group therapy services. The individuals can be, but need
not be performing the same activity. The physician or therapist involved in
group therapy services rmust be in constant attendance, but one-on-one
patient contact is not required. '

1301 X Street. ¥.¥. Delavars -

Suite 1108 - Tfast Tower Rew Jersey

Washington, D.C. ID005-3373 Rew York

202.414.9200  Pennsylvani

Fax 202.414.3299 onited

Kingdom

virginia

#ashington,

. oe

ir e relaere rtiees r e e d s m i t h . ¢ o n

‘Confidential Treatment

Requmedcbzr};.ﬂ“hs"“"' HHEC16/0819
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15304,  THERAPY STUDENTS

A General. ~ Only the services of the therapist can be billed
and paid under Medicare Part B. The services performed by a student are
not reimbursed even if provided under “line of sught super\nsmn of the
therapist; however, the presence of the student *in the room” does not
make the service unbillable. Pay for the direct (one-to-one) patient .
contaci services of the phys:cnan or therapist provided to Medicare Part B
patients. Group therapy services performed by a therapnst or physician
may be billed when a student is alsc present “in the room.”

Examples — Therapists may bill and be paid for the provision of services
in the following scenarios:

« The qualified pradmoner is present and in the room for the
entire session. The student pamcapates in the delivery of
services when the qualified practitioner is directing the service,
making the skilled judgment, and is responsibie for the
assessment and treatment.

« The qualified practitioner is present in the room guiding the
student in service delivery when the therapy student and the
therapy assistant student are participating in the provision of
services, and the practitioner is not engaged in treating ancther
patient of doing other tasks at the same time.

C. Therapy Assistants as Clinical Instructors — Physical

therapist assistants and occupational therdpy assistants are not precluded
from serving as clinical instructors (Cls) for therapy students, while .
providing services within the scope of work and performed under the
direction and super\nsxon of a ficensed physical or occupational therapist
toa Med»care beneficiary.

D. Services Provided under Part A and Part B — The payment
methodologies for Part A and B therapy services rendered by a student’
are different. Under the physician fee scheduie {Medicare Part B),
Medicare pays for services provided by physicians and practitioners that -
are specifically authorized by statute. Students do not meet the definition
of practitioners under Medicare Part B. Under SNF PPS, payments are
based upon the case mix or RUG cateqory that describes the patient. In
the rehabilitation groups, the number of therapy minutes delivered to the
patient determine the RUG category. Payment levels for each category’
are based upon the costs of caring for patients in each group rather than

. providing specific payment for each therapy service as is done in
Medicare Part B.

Significantly, the cover page of the transmittal for “Section 15302, Group Therapy
Services (Code 97150)” states as follows:
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NEW/REVISED MATERIAL — EFFECTIVE DATE:  July 1, 2002
IMPLEMENTATION DATE; May 17, 2002

Section 15302, Group Therapy Services (Code 87150), is added to clarify
payment policy for group therapy services.

By cornparison, “Section 15304, Therapy_Smdents,' provides as follows:

CLARIFICATION/MANUALIZATION ~ EFFECTIVE DATE: Not Applicable
IMPLEMENTATION DATE: ’ Not applicable.

Section 15304, Therapy Students, manualizes PM AB-01-56, “Questions
and Answers Regarding ngment for the Services of Therapy Students

" Under Part B of Medicare.

U.S. Strategies

We met with Gary Capistrant of U.S. Strategies on Wednesday, July 3, 2002,and

leamed the following information:

The House Ways and Means staff views Transmittal 1753 as not representing any
change in CMS policy. '

The staff of Senator Hatch is closely aligned with CMS (via a former staffer) and »
views Transmittal 1753 as resolving any issues on the definition of Group Therapy,
" and thus sees no need for any legislation. ’

Recent Congressional action on the therapy cap and physician fee schedule is likely .
to be all Congress will do {or want o do) that relates to therapy issues. :

_Staff in both the House and Senate are skeptical on the need for any legislation, and
not open to any arguments that suggest Medicare should be billed for more than 4

units in an hour.

. Staff see this as a payment problem to be taken up with CMS as opposed to a
cading problem, i.e., there is a code which describes the service. That code is group
therapy and the problem providers have (in their view) is that payment is too low. '
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- Senate not likely to take up anything on Medicare until September.
« Some opportunity may exist to educate Hatch's staff on therapy iss:ues in reéponse
to a series of questions given to Capistrant, but the therapy issues are not at the top

of their list, and any legislation is unlikely.

National Association for Support of Long Term Care {("NASL™)

We learned from NASL's outside counsel that a letter has been draﬁ'éd for NASL to
send io Terry Kaye (CMS official} protesting issuance of Transmittal 1753 and adoption of the
CPT Code definition of Group Therapy-previously withdrawn by CMS after the “Listening
Session.” Counsel speculated that issuance of Transmittal 1753 was the work of Dr. Laurie
Feinberg (CMS Official), who has in the past been identified as a somewhat “rogue official” and
* that the issuarice was not the result of any internal CMS deliberative process. '

Listening. Session

We do not have any information on the other organizations (approximately 18 trade
associations) whe participated in the Listening Session and submitted comments protesting
- the CPT code definition of group therapy,! and the failure of CMS 1o incorporate the clinical
definition of group therapy into its policy. Some of these organizations included:

1 On June 18, 1899, at the insistence of rehabilitation therapy provider organizationé, HCFA {now *
CMS) convened a "Listening Session” to discuss Draft PM AB-89, which stated as follows with
respect to group therapy: :

Group Therapy — Code 87150

The current poficy has been to use the CPT definition of group therapy, 97150.-
We are concerned that some providers may not be familiar with the CPT
definition, which may not be the same as their clinical concept of group therapy.

" CPT defines a group as trealment of two of more patients at the same ime. i a
therapist or physician performs any of the CPT Physical Medicine procedures
with two or more individuals concurrently or during the same time period, then
only 87150 is reported. (Note that 97150 is not a limed code, so one unit should
be billed for a calendar day.) CPT Assistant Vol. 5, No. 2, Summer 1985, p.8;
response to a question: CPT Assistant Vol. 7, Issue 2, Feb. 97, p.-10). This CPT
policy was alsa used as a example in the preamble of the November 22, 1996
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» American Academny of Physician Medicine and Rehabilitation
» American Association of Homes and Services for the Aging
» American Health Care Association )
. Nneﬁéén Medical Rehébilitaﬁon Providers Assaciation
-A Federation of American Health Systems
« - NASL )
» American Occupational Therapy Assocjation
» American Physical Therapy Asscciation
» . Américan Speech-Language Hearing Association

= Various state associations of rehabifitation facilities

DOJ Civil False Claims Litigation

The above action by CMS In Transmittal 1753 and the language used to describe
the material and effective date of the Group Therapy Services (Code 97150) presents a further
argumnent for dismissing the afleged claims against HealthSouth for periods prior to July 1,

" 2002, and based upon DOJ alleged application of the CPT code definition of Group Therapy.

The position of HealthSouth has been that the Health Care Financing
Administration (now CMS) never 'adopted the CPT code definition of Group Therapy and
therefore it cannot be liable with respect to claims that it allegedly inappropriately billed as
concurrent therapy for therapy that should have been billed under the Group Therapy C'ode.‘
The transmittal presents strong evidence to support the position of HealthSouth. )

Continued from previous page )
Federal Register notice (P. 53542) on the MPFS. The two patients are counted
as being treated concurrently or in the same time period by the therapist (oran -
assistant under his or her supervision). ¥ a therapist or a physician performs the
treatment on two of more patients during the same time periods, or with the
assistance of an aide or an assistant, the treatment must be reponted using the
group therapy code, $7150. For example, for a 25 minute group session of three
patients being treated with aquatic therapy or therapeutic exercise, one unit of
97150 should be billed. ’
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Operstions and Leagal Issues Presented for
HealthSouth by Transmittal 1753

Accepting the CPT code definition of Group Therapy as effective July 1, 2002,
assumes that HealthSouth would now follow that guidance in its Medicare billing practice. We
understand, however, that there are significant implications of HealthSouth accepting this
definition in billing for outpatient therapy provided through satellite operations of its
rehabilitation hospitals. While the DQJ faise claims case relates anly to HealthSouth
‘outpatient agencies, and currently carves-aut any claims on rehabifitation hospital billings, the
definition of Group Therapy to be effective July 1, 2002, would also apply to its hospital
outpatient billings.

Although Congress directed that CMS establish a separate prospective payment
systemn for.hospital oqtpaiiem departments, Congress specifically excluded therapy services as
a covered prospective payment system service. Social Security Act ("SSA™) §
1833()(1)(B)(iv). Instead, physical therapy services provided by a Hospital to an outpatient are

" paid under the physician fee schedule via the same Medicare Part B authority as those '
physicai thérapy services provided in a rehab agency, clinic, comprehensive outpatient
réhabilitation facility, or other settings. SSA § 1833(b)(8)(B). Since hospital outpatient
departments use the physician fee schedule, which utilizes CPT coding for payment
-determination, the proBlem associated with the group therapy definition is the same.

There are, however, some minor regulatory differences between hospital
outpatient physical therapy Services and those physical therapy services provided in other
settings such as arehabilitation agency. Specrﬁcally, the conditions of participation ("COPs")
for. hospxtal outpatient departments are abbreviated when compared to the COPs for agencies.

. For examnple, the hospital COPs provide that “physical therapy services...must be provided by
staff who meet the qualifications specified by the medical staff, consistent with State law.” 42
CER. § 482.57. This is in contrast with the personnel qualifications requtrements provided for
agencies, which specifies certain educational and other requirements for physical therapists
and physical therapy assistant. See 42 C.F.R. § 485.705. This difference is worth noting
because DOJ's solitary citation in the Devage complaint regarding the use of aides is to the
COPs for agencies and other providers (i.e., those COPs that are inapplicable to hospitals and
outpatient departments). Therefore, in a defensive position, we could argue that the use of
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aides in hospital outpatient departments is permitted to the extent they are in accord with state
law. While this is essentially our argument on the agency site of service, the argument is
better supporied in the hospital through the concise regulatory language. Also, the citation
relied upon by DOJ does not apply to hospitals as a matter of law.

However, if HealthSouth were to continue to utilize the clinical standards followed '
inthe past, which eSsen(iaily ﬁmited billing under the Group Therapy Code only when two or
more patients were. treated at the same time with the same miodality, as opposed to billing for

-concurrent therapy if the patients were treated with different modalities, the risk of !iabiiity for
claims submitted by HeahhSouth for services provided after July 1, 2002, is greatly increased,
and could-implicate its rehab hospitals.

Ogtioﬁs Available to HealthSouth

1. Due to federal jurisdictional issues, there is fittle, if any, likelihood that a
-federal court challenge to this manual adoption of the definition of Group Therapy for failure to
follow the Administrative Procedure Act rulemaking requirement would be successful.

] 2. Based upon’ the discussions with Gary Capistrant, it appears unlikely that
any federal legislation would override. the actions by CMS and legislate adoption of the clinical
standards fo“owéd by therapy providers.” Capistrant suggests that through the respénses to’
the questions from the staff of Senator Hatch and some educational efforts, the staff might be
willing to seek clarifications from CMS on its Group Therapy policy. While this also appears

) unlikely, it has the downside of the clarifications being that Transmittal 1753 simply clarified.
existing payment policy, and thus could undercut the argumnents to be advanced i inthe DOJ

false claims litigation or dismissal of the group therapy claims if it came outin any $eg|slahve )
context

. 3. Assuming HealthSouth and other therapy groups, such.as NASL and the
Federation could mount a successful effort such as was accomplished by the prior Listening
Session and have CMS, once again, withdraw Transmittal 1753, this could be favorable to |
HealthSouth with respect to the litigation as well as the operational issues. On the former, it
would prevent yet another instance of CMS putting forth the CPT code definition of Group
Thierapy and then abandoning or withdrawing it. On the operation side, HealthSouth could
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continue its current practice of providing and billing for concurrent therapy, utilizing the.current
clinical standards, for both its clinics and rehab bospital outpatient departments. The period of
time it would take to accomplish such an initiative, if at all, and the billing practices
HealthSouth would follow in the interin for services provided after July 1, 2002, need tobe
addressed as part of this strategy. ’

4, On'the DOJ civil false claims litigation, we do not think that the Transmittal

1753 arguments ({in the contemplated initial motion to dismiss in Devage to be filed by July 22y
would be a good strategic move, given all the other arguments the court will be asked to

_ decide, such as the "first to file bar” and “original source” arguments, which if suctessful could
result in dismissal of the complaint to all relators, and require DOJ to re-file. Our concern at
this point is aveiding making the case too complex for the judge initially and risk losing on what
is a strong legal argument based on Transmitial 1753. Therefore, we do not see the DOJ
litigation, at this time as offering a viable option on resolving the definition of Group Therapy, if
at all. ’

5, We do not see any potentiai benefits to seeking further clarification from

CAHABA on Transmittal 1753. From the exchange of e-mails with Susan Jones, it would ’
appear that after his initial oral response 16 Susan, and her follow-up e-mail, Dr. McKinney
sought guidance from CMS. Our view is that any further guidance from CAHABA could be
unfavorable to HealthSouth and result in a statement that Transmittal 1753 was simply a
clarification of CMS and CAHABA policy on Group Therapy. We have the samé_concems with

- a HealthSouth meeting with Tom Grissom at CMS, in that rather than resulting in a withidrawal

~of Transmittal 1753, CMS could clarify that #t reflects long-standing CMS policy. Therefore,

) éhy individual meeting by HealthSouth with CMS on group therapy, if at all, should be carefuily .
considered. - : : ‘
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Horton, Bill

From: Horton, Bill

Sent: Sunday, July 07, 2002 4:40 PM

To: . Owens, Bill

Cc: Smith, Weston; Jones, Susan .

Subject: FW: Sent on behalf of Tom Fox/Scot Hasselman—IMPORTANT; PLEASE READ

Importance: High . )
0298484.00C

Please review the attached memo from Tom Fox on the status of group therapy
issues and legislative initiatives. In particular, I point out that Reed Smith's strong
advice is that the recent group.therapy transmittal should be read to apply to any non-PPS
PT or OT services. ‘I agree with this position, and I do -not -believe what we have gotten
from BCBSAL is inconsistent with that or particularly helpful to us. I think we nesed to
get clarification to the field on this right away, and I'd like to discuss this with you
as soon as possible.

Tom alsc indicates that Gary Capistrant is not hopeful about legislative fixes, and
particularly that’ Hatch's staff does not seem intersstad in.trying to be responsive, I
believe that we need to get Eric and Gary in for a meeting to get a clear picture on what
is doable/hot doable in this area, as the picture that Tom seems to be getting from Gary
is fairly grim relative to what I had understood from Eric week before last..

Please review this and let me know how you want to proceed as soon as possible.

| ——— Original Message~~~—- -

From: Bird, Beverly M. [mailto:BBird@ReedSmith.com
. Sent: Friday, July 05, .200Z 3:24 BM

To: Jones, Susan; Horton, Bill. .

Cc: ‘Joseph Mays’; 'Jack Selden’; 'Richard Sharff'; Cody, Daniel A.;
Hurst, Andrew L. . ’ ’
Subject: Sent on behalf of Tom Fox/Scot Hasselman

<<0238484.D0C>>
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Reed Smith
MEMORANDUM

TO: Susan M. Jones DATE: Ju& 5, 2002
William Horton ’

FROM: Thomas C. Fox’
Scot T, Hasselman

ce: Joseph Mays
Jack W. Selden
Richard Sharff, Jr.
Daniel A. Cody
Andrew L. Hurst

RE: Transmitial 1753

Background

Medicare Carriers Manual Part 3 — Claims Process was revised by the Centers for
Medicare & Medicaid Services ("CMS") in the subject transmittal dated M'ay 17, 2002, to
provide the following guidance regarding grbup therapy ("Group Therapy”) services (Code-
97150) and therapy students. The transmittai group therapy definition essentially follows the
coding guidance provided by the American Medical Association ("AMA") which promulgates
the Physicians Cumrent. Procedural Terminology ("CPT") codes hs_ed in the physician fee
schedule (the payment system for Part B physical therap‘j). Because the definition is so
expansive, it would encompasses all therapy provided to more than one patient at the same
time, whether “concurrent” or utilizing an extender such as an aide:

15302, GROUP THERAPY SERVICES (Céde 97150)

Pay for outpatient physical therapy services (which includes outpatient
speech-language pathology services) and outpatient.occupational therapy
‘services provided simultaneously to two or more individuals by a
practiticner as group therapy services. The individuals can be, but need
not be performing the same activity. The physician or therapist involved in
group therapy services must be in constant attendance, but one-on-one
patient contact is not required. ' ' ’
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15304. THERAPY STUDENTS

A, General. ~ Only the services of the therapist can be billed |
and paid under Medicare Part B. The services performed by a student are
not reimbursed even if provided under “line of sight” supervision of the
therapist; however, the presence of the student "in the room” does not
make the service unbillable. Pay for the direct (one-to-one) patient
contact services of the physician or therapist provided to Medicare Part B
patients. Group therapy services performed by a therapist or physician -
may be billed when a student is also present “in the room.” ’

Examples -~ Therapists may bill and be paid for the provision of services
in the following scenarios: ‘

« The qualified practitioner is present and in the room for the
entire session. The student participates in the delivery of
services when the qualified practitioner is directing the service,
making the skilled judgment, and is responsibie for the
assessment and treatment. .

»_ The qualified practitioner is present in the room guiding the
student in service defivery when the therapy student and the
therapy assistant student are participating in the provision of
services, and the practitioner is not engaged in treating ancther .
patient of doing ather tasks at the same time. ’

C. Therapy Assistants as Clinical Instructors — Physical
therapist assistants and occupational therapy assistants are not precluded

from serving as clinical instructors (Cis) for therapy students, while .
providing services within the scope of work and performed under the
direction and supervision of a licensed physical or occupational therapist
to a Medicare beneficiary. ’ .

D. Services Provided under Pant A and Pant B ~ The payment
methodologies for Part A and B therapy services rendered by a student’
are diferent. Under the physician fee schedule (Medicare Part B), _
Medicare pays for services provided by physicians and practitioners that
are specifically authorized by statute. Students do not-meet the definition
of practitioners under Medicare Part B. Under SNF PPS, payments are
based upon the case mix or RUG category that describes the patient. in
the rehabilitation groups, the number of therapy minutes delivered to the
patient determine the RUG category. Payment levels for each category
are based upon the costs of caring for patients in each group rather than
providing specific payment for each therapy service as is done in ’
Medicare Part B.

Significantly, the cover page of the transmittal for "Section 15302, Group Therapy
Services (Code 97150)" states as follows: .

Confidential Treatment
Requested by HealthSouth
Corp.

HHEC16/0820



532

NEW/REVISED MATERIAL - EFFECTIVE DATE:  July 1, 2002
’)MPLEMENTAT!ON DATE: May 17, 2002

Section 15302, Group Therapy Services {Code 97150), is added to danfy

payment pol;cy for group therapy services.

By comparison, "Section 15304, Therapy Students,” provides as follows:

CLARIFICATION/MANUALIZATION ~ EFFECTIVE DATE: Not Applicable
IMPLEMENTATION DATE: Not applicable.

Section 15304, Therapy Students, manualizes PM AB-01-56, "Questions
and Answers Regarding Payment for the Services of Tnerapy Students
' Urder Part B of Medicare.” -

U.S. Strateqies

We met with Gary Capistrant of U.S. Strategies on Wednesday, July 3, 2002,and
learned the following information: .

« The House Ways and Means staff views Transmittal 1753 as not representing any
change in CMS policy.

« The staff of Senator Hatch is closely ahgned with CMS (via a former staffer) and '
views Transmittal 1753 as resolving any issues on the definition of Group Therapy,
and thus sees no need for any legislation. ‘

+ Recent Congressional action on the therapy ¢ap and physician fee schedule is likely V
to be alt Congress will do {or want to do) that relates to therapy issues. :

« _Staff in both the House and Senate are skeptical on the need for any legislation, and
not open to any arguments that suggest Medicare should be billed for more than 4

units in an hour.

« Staff see this as a payment problem to be taken up with CMS as opposed to a
coding problem, i.e., there is @ code which describes the service. That code is group
therapy and the problem providers have (in their view) is that payment is too fow. '
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«  Senate not fikely to tske up at_lything on Medicare untit September.
« Some opportunity may exist to educate fHatch's staff on therapy issues in response
to a series of questions given to Capistrant, but the therapy issues are not at the top -

of their list, and any legisiation is unlikely.

Natiohal Association for Support of Long Term Care (*"NASLM

We learned from NASL's outside counsel that 2 lefier has been drafted for NASL to
sendto Terry Kaye (CMS official) protesting issuance of Trarfinittal 1758 and adoption of the
CPT Code definition of Group Therapy-previously withdrawn by CMS after the “Listening
Session.” Counsel speculated that issuance of Transmitial 1753 was the work of Dr. Laurie
Feinberg (CMS Official), who has in the past been identified as a somewhat "rogue official” and
that the issuanice was not the result of any internal CMS deliberative process., ’

Listening Session

We do not have any information on the other organizations (approximately 18 trade
associations) who participated in the.listening Session and submitted comments protesting
the CPT code definition of group therapy,! and the failure of CMS 1o incorporate the clinical
definition of group therapy into its poficy. Some of these organizations included:

1 On June 18, 1999, at the insistence of rehabilitation therapy provider organizations, HCFA {now
CMS) convened a “Listening Session” to discuss Draft PM AB-99, which stated as follows with
respect to group therapy: ’

Group Therapy ~ Code 97150

The cumrent policy has been to use the CPT definition of group therapy, 97150.
We are concerned that some providers may not be familiar with the CPT
definition, which may not be the same as their clinical concept of group therapy,

* CPT defines a group as treatment of two or more patients at the same time. ifa
therapist or physician performs any of the CPT Physical Medicine procedures
with twa or more individuals concurrently or during the same time peried, then
only 97150 is reported. (Note that 97150 is not a limed code, so one unit should
be billed for a calendar day.} CPT Assistant Vol. §, No. 2, Summer 1995, p.8;
rasponse to a question: CPT Assistart Vol. 7, Issue 2, Feb. 97, p.-10). This CPT
policy was also used as a example in the preamble of the November 22, 1966
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« Arerican Academy of Physician Medicine and Rehabilitation
+ Amefican Association of Homes and Services for the Aging
« American Health Care Association
. Amer_iééﬁ Medical Reh'abiﬁtaﬁon Providers Association
-' Federation of American Health Systems
» - NASL )
« American Occupational Therapy Assoc}i.ation
« American Physical Therapy Asscciation
v « - American Speech-Language Hearing Association

«  Various state associations of rehabilitation facilities

DQJ Civil False Claims Litigation

The above action by CMS In Transmittal 1753 and the Janguage used to describe
the material and effective date of the Group Therapy Services {Code 37150) presents a further
argumént for dismissing the alleged claims against HealthSouth for periods prior to July 1,

' 2002, and based upon DQJ alleged application of the CPT code definition of Group Therapy.

The position of HealthSouth has been that the Health Care Financing
Administration (now CMS) never .adopted the CPT cede definition of Group Therapy and
‘therefore it cannot be liable with respect to claims that it aliegedly inappropriately billed as
concurrent therapy for therapy that should have been billed under the Group Therapy Code.
The ransmittal presents strong evidence to support the position of HealthSouth..

Comtinued from previcus page

Federal Register notice (P. 59542) on the MPFS, The two patients are counted
as being treated concurrently or in the same time period by the therapist (or an -
assistant under his or her supervision). if a therapist or a physician performs the
treatment on two of more patients during the same time periods, or with the
assistance of an side or an assistant, the treatment must be reported using the
group therapy code, 87150. For example, for a 25 minute group session of three
patients being treated with aquatic therapy or therapeutic exercise, one-unit of
87150 should be billed. ’
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Operations and Legal lssues Presented for
HeealthSouth by Transmittal 1753

Accepting the CPT code definition of Group Therapy as effective July 1, 2002,
assumes that HealthSouth would now follow that guidance in its Medicare billing practice. We
understand, however, that there are significant implications of HealthSouth accepting this
definition in billing for outpatient therapy provided through satellite operations of its
rehabilitation hospitals. While the DOJ false claims case relates only to HealthSouth
‘outpatient agencies, and currently carves-out any claims on rehabilitation hospital billings, the
definition of Group Therépy to be effective Juiy 1, 2002, would also apply to its hospital
outpatient billings. ) :

Aithough Congress directed that CMS establish a separate prospective payment
system for.hospital outpatient departments, Congress specifically excluded therapy services as
a covéred prospective payment system service. Social Security Act ("SSA”) §
1833(1)(1)(B){iv). Instead, physical therapy services provided by a Hospital t6 an outpatient are
paid under the physician fee schedule via the same Medicare Part B authority as those '
physicai therapy services provided in a rehab agency, clinic, comprehensive outpatier}t
réhabiiitation facility, or other setlings. SSA§ 1833(b)(8)(8), Since hospital outpatient
-departments use the physician fee schedule, which utilizes CPT cading for payment

-determination, the problem associated with the group therapy definition is the same.

There are, however, some minor regulatory differences between hospital
outpatient physiéal therapy services and thosg physical therapy services provided in other
settings such as a rehabilitation agency. Specifically, the conditions of paméipaﬁon ('COP§7
for. hosp‘rial outpatient dépanments are abbreviated when compared to the COPs for agencies.

For example, the hospital COPs provide that "physical therapy services...must be provided by
staff who meet the qualifications specified by the medical staff, consistent with State law.” 42
C.F.R. §482.57. This is in contrast with the personnel qualifications requiiementé provided for
agencies, which‘spec'rﬁes certain educational and other requirements for physical therapists
and physical therapy assistant. See 42 C.F.R. § 485.705. This difference is worth noting
because DOJ's solitary citation in the Devage complaint regarding the use of aides is to the
COPs for agencies and other providers (i.e., those COPs that are inapplicable to hospitals and
outpatient departments). Therefore, in a defensive position, we could argue that the use of
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aides in hospital outpatient departments is permitted to the extent they are in accord with state
law. While this is essentially our argument on the agency site of service, the argument is
better supported in the hospital through the concise regulatory language. Also, the citation
refied upon by DOJ does not 2pply to hospitals as a matter of law. )

However, if HealthSouth were to continue to utilize the clinical standards followed
inthe past, which eésentiany limited billing under the Group Therapy Code only when two or
more patients were treated at the same time with the same modality, as opposed to billing for
_concurrent therapy if the patients were treated with different modalities, the risk of ﬁabiiity for
claims submitted by HealthSouth for services provided after July 1, 2002, is greetly increased,
and couid-implicate its rehab hospitals.

Options Available to HealthSouth

1. Due 1o federal jurisdictional issues, there is fittle, i any, likelihood that a
federal court challenge o this manual adoption of the definition of Group Therapy for failure to
foliow the Administrative Procedure Act rulemaking requirement would be successful.

2.  Baseduponthe discussions with Gary Capistrant, it appears unlikely that
any federal legislation would override the actions by CMS and legislate adoption of the clinical '
standards followed by therapy providers.  Capistrant suggests that through the respenses to’
the questions from the staff of Senator Hatch'and some educational efforts, the staff might be
willing to seek clarifications from CMS on its Group Therapy policy. While this also app_ears

’ unlikely, it has the downside of the clarifications being that Transmittal 1753 simply clarified-
existing payment policy, and thus could undercut the arguments to be advanced in the DOJ
“false claims lmgatmn Jor dismissal of the group therapy claims if it came out in any legxslatrve

context. .

3. Assuming HealthSouth and other therapy groups, such.as NASL and the
Federation could mount a successful effort such as was accomplished by the prior Listening
Sessioﬁ and have CMS, once again, withdraw Transmittal 1753, this could be favorable to
HealthSouth with respect to the litigation.as well as the operational issues. On the former, it
would prevent yet ancther instance of CMS putting forth the CPT code definition of Group
Therapy and then abandoning or withdrawing it. On the operation side, HealthSouth could
Conﬁden;ial Treatment
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continue its current practice of providing and billing for concurent therapy, utilizing the. current
clinical standards, for both its clinics and rehab hospital outpa‘hent departments. The penod of
time it would take to accomplish such an initiative, if at all, and the bilting practices
HealthSouth would follow in the interim for services provided after July 1, 2002, need to be
addressed as part of this strategy.

4. On the DOJ civil false claims litigation, we do not think that the Transmittal
1753 arguments (in the contemnplated initial motion to dismiss in Devage to be filed by July 22)
would be a good strategic move, grven all the other arguments the court will be asked to

. decide, such as the “first to file bar” and ongmal source” arguments, which i successful could

result in dismissal of the complaint to all refators, and_ require DOJ to re-file. Our concemn at
this point is avoiding making the case too complex for the judge initiaily and risk losing on what
is a strong legal argument based on Transmittal 1753. Therefore, we do not see the DOJ
litigation, at this time as ‘offering 2 viable opfion on resolving the definition of Group Therapy, if
at all.

5. We do not see any po’tenﬁa! benefils to seeking further clanfication from

CAHABA on Transmittal 1753. From the exchange of e-mails with Susan Jones, it would
appear that after his initial oral response to Susan, and her follow-up e-mail, Dr. McKinney
sought guidance from CMS. Our view s that any further guidance from CAHABA could be
unfavorable to HealthSouth and result in a statement that Transmittal 1753 was simply a
clarification of CMS and CAHABA policy on Group Therapy. We have the same _conéems with

. a HealthSouth meeting with Tom érisspm at CMS, in that rather than resultingina withidrawal

_of Transmittal 1753, CMS could clarify that it reflects long-standing CMS palicy, Therefore,

" any individual meeting by HealthSouth with CMS on group therapy, if at all, should be carefu!ly .
considered.
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Horton, Bill

From: Horton, Bill

Sent: Sunday, July 07, 20C2 4:40 PM

To: Owens, Bill

Cc: Smith, Westan; Jones, Susan

Subiect: FW: Sent on behalf of Tom Fox/Scot Hasselman—IMPORTANT; PLEASE READ
lniportance: 7 High

0Z98484.00C

Please review the attached memo from Tom Fox on' the status of group therapy
issues and legislative initiatives. In particular, I peint out that Reed Smith's strong
advice is that the recent group.therapy transmittal should be read to apply to any non-PPS
PT or OT services. I agree with this position, and I do not -believe what we have gotten
from BCBSAL is inconsistent with that or particularly helpful to us. I think we need to
get clarification to the field on this right away, and I'd like to discuss this with you
as soon as possible. .

Tom also indicates that Gary Capistrant is pot hopeful about legislative fixes, and .
particulariy that Batch's staff deoes not seem interested in.trying to be responsive. I
believe that we need to get Eric and Gary .in for a meeting to get -a clear picture on what
is doable/fiot doable in this ares, as the plcture that Tom seems to be getting from Gary
is fairly grim relative to what 1 had understooed from Erdic week before last..

Please review this and let me khow how you want to proceed as soon as possible.

L me—— Original Message--—-—-

From: Bird, Beverly M. [mailto:BBird@ReedSmith. com]

Sent: Friday, July 05, .2002 3:24 PM

To: Jones, Susan; Herton, :Bill.

Cc: "Joseph Mays'; 'Jack Selden’; 'Richard Sharff’; Cody, Daniel A.;
Hurst, Andrew L. ’
Subject: Sent on behalf of Tom Fox/Scot Hasselman

_<<029B484.DOC>>
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Reed Smith |
' MEMORANDUM

TO: -Susan M. Jones : DRTE: duh} S, 2002
William Horton _

FROM: Thomas C. Fox’
Scot T. Hasselman

¢c: Joseph Mays
Jack W. Selden -
Richard Sharff, Jr.
Daniel A. Cody
Andrew L. Hurst

RE:  Iransmittal 1753

Backaround

Medicare Carriers Manual Part 3 — Claims Process was. revised by the Centers for
Mg&icare & Medicaid Services "CMS”) in the subject transmittal dated M.ay 17, 2002, to
provide the following guidance regarding grqu;;v therapy ("Group Therapy”) services {Code-
$7150) and therapy students. The transmiftaj group therapy definition essentially follows the
coding guidar!ceprovided'by the American Medical Association {("AMA”") which promulgates
the Physicians Current Procedural Terminology ("CPT) codes used in the physician fee
schedu[e: (the payment sysiem for Part B physical therap\;{). Because the definition is so
expansive, it would encompasses all therapy provided to more than one patient at the same
time, whether “concurrent” or utilizing an extender such as an aide:

15302. - GROUP THERAPY SERVICES (Code 97150)

Pay for outpatient physical therapy services (which includes outpatient
speech-language pathology services) and outpatient.occupational therapy
‘services_provided simultaneously to two or more individuals by a
practitioner as group therapy services. The individuals can be, but need
not be performing the same activity. The physician or therapist involved in
group therapy services rmust be in constant attendance, but one-on-one
patient contdct is not required. ' '

1301 K Street, B.W, Delawace -
Suite 1100 ~ Eaat Tower  Nev Jerzey
Washingten, 0.C. 20005-3371 New York
202.419.3200  Peansylvani
At
Fax 202.414.529% United
Kingdom
virginia
#ashidgton,
. oc
F R e L re e d s m i &t h . ¢c om

et Do \
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15304, THERAPY STUDENTS

A General. - Only the services of the therapist can be billed
and paid under Medicare Part B. The services performed by a student are
not reimbursed even if provided under “fine of sight” supervision of the
therapist, however, the presence of the student *in the room” daes not
make the service unbillable. Pay for the direct (one-to-one) patient .
contact services of the physician or therapist provided to Medicare Part B
patients. Group therapy services performed by a therapist or physician " -
may be billed when a student is also present”in the room.” '

Exarﬁgles — Therapists may bill and be paid for the provision of services
in the following scenarios: C '

« The qualified praciitioner is present and in the room for the
entire session. The student participates in the delivery of
services when the qualified practitioner is directing the service,
making the skilled judgment, and is responsible for the
assessment and treatment. .

» The quanfied practitioner is present in the room guiding the
student in service delivery when the therapy student and the
therapy assistant student are participating in the provision of -
services, and the practitioner is not engaged in treating another .
patient of doing other tasks at the same time.

C. Therapy Assistants as Clinical Instructors — Physical
therapist assistants and occupational therapy assistants are not precluded

from serving as clinical instructors (Cls) for therapy students, while .
providing services within the scope of work and performed under the
direction and supervision of a licensed physical or occupational therapist
to a Medicare beneficiary. ’ .

D. Services Provided under Part A and Pad B ~ The payment
methodologies for Part A and B therapy services rendered by a student’
are different. Under the physician fee schedule (Medicare Part B), .
Medicare pays for services providéd by physicians and practitioners that
are specifically authorized by statute. Students do not meet the definition
of practitioners under Medicare Part B. Under SNF PPS, payments are
based upon the case mix or RUG category that describes the patient. In
the rehabilitation groups, the number of therapy minutes delivered to the
patient determine the RUG category. Payment levels for each category
are based upon the costs of caring for patients in each group rather than

. providing specific payment for each therapy service as is done in
Medicare Part B.

Significantly, the cover page of the ransmittal for “Section 15302, Group Therapy
Services (Code 97150)" states as follows:

Confidential Treatment
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NEW/REVISED MATERIAL — EFFECTIVE DATE:  July 1, 2002
IMPLEMENTATION DATE: May 17, 2002

Section 15302, Group Therapy Services (Code 97150), is added to clarify
payment policy for group therapy services.

By comparison, “Section 15304, Therapy:Stﬂdenfs,‘ provides as follows:

CLARIFICATION/MARUALIZATION ~ EFFECTIVE DATE: Not Applicable
IMPLEMENTATION DATE: ’ . Not applicable.

. Section 15304, Therapy Students, manualizes PM AB-01-56, *Questions
and Answers Regarding Payment for the Services of Therapy Students
"Under Part B of Medicare,” - ’ )

We met with Gary Capistrant of U.S. Strategies on Wednesday, July 3; 2002,and
iearned the following information:

» The House Ways and Means staff views Transmittal 1753 as niot representing any
change in CMS policy.

» The staff of Senator Ha{ch is closely aligned with CMS (via a former staffer) and
views Transmittal 1753 as resolving any issues on the definition of Group Therapy,
and thus sees no need for any legisiation.

« Recent Congressional action on the therapy cap and physician fee schedule is likely '
to be all Congress will do {or want 1o do) that relates to therapy issues. -

-+ _Staff in both the House and Senate are skeptical on the need for any legislation, and
not open to any arguments that suggest Medicare should be billed for more than 4
units in an hour. ‘

« Staff see this as a payment problem to be taken up with CMS as.opposed to a
cading problem, i.e., there is a code which describes the service. That code is group
therapy and the problem providers have (in their view) is that payment is too fow.
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+ Senate not fikely to take up ar)ything on Medicare until Septerﬁber.

. Qome opportunity may exist o educate Haich's staff on therapy i issues in response
1o a series of questions given to Capistrant, but the therapy issues are not at the top
of their Iist, and any legislation is unlikely.

National Association for Support of Long Term Care (*“NASLD

We learmed from NASL's outside counsel that a letter has been draf{ed for NASL to
send to Terry Kaye (CMS official) protesting issuance of Transmittal 1753 and adoption of the
CPT Code definition of Group Therapy-previously withdrawn by CMS after the “Listening
Session.” Counsel speculated that issuance of Transmital 1753 was the work of Dr. Laurie
Feiriberg {CMS Official), who has in the past been identified as a somewhat “rogue official® and
that the issuance was not the resuft of any interral CMS defiberative process.

Listening Sessicn

We do not have any information on the other organizations (approximately 18 trade
-associations) who participated in the Listening Session and submitted comments protesting
the CPT code definition of group therapy,! and the failure of CMS to incorporate the clinical
definition of group therapy into its policy. Some of these organizations included:

1 On June 18, 1999, at the insistence of rehabilitation lherapy provider organizations, HCFA {now
CMS) convened a “Listening Session” to discuss Draft PM AB-88, wh;ch stated as follows wnh
respect o group therapy:

Group Therapy ~ Code 87150

The current policy has been to use the CPT definition of group therapy, §7150.
We are concerned that some providers may not be familiar with the CPT
definition, which may not be the same as their dlinical concept of group therapy.
CPT defines a group as treatment of two of more patients at the sametime. lfa
therapist or physician performs any of the CPT Physical Medicine procedures
with two or more individuals concurrently or during the same time period, then *
only 97150 is reported. (Note that 97150 is not a limed code, so one unit should
be billed for a calendar day.}) CPT Assistant Vol. §, No. 2, Summer 1995, p.8;
response to a question: CPT Assistant Vol. 7, issue 2, Feb. 97, p.-10). This CPT
policy was also used as a example in the preamble of the Navember 22, 1996 -
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« American Academy of Physician Medicine and Rehabilitation
» Ameiican Assaciation of Homes and Sérvices for the Aging
« American Health Care Assaciation )
M Amer}'c:an‘ M_edicz_al Reh'abilita.ﬁon Providers Association -
. Federation of American Healtﬁ Systems
« - NASL )
» American Occupational Therapy Association
« American Physical Therapy Asscciation
. «  American Speech-Language Hearing Association

- Various state associations of rehabilitation facilities

DOJ Civii Faise Ciaims Litigation

© The above action by CMS In Transmittal 1753 and the language used to describe
the material and effective date of the Group Therapy Services {Code 97150) presents a further
argument for dismissing the alleged claims against HealthSouth for periods prior to July 1,
2002, and based upon DOJ alieged application of the CPT code definition of Grbup Therapy.

The position of HeaRhSduth has been that the Healﬂ\ Care Financing
Administration (now CMS) never adopted the CPT code definition of Group Therapy and
therefore (t cannot be liable with respect to claims that it allegedly inappropriately billed as
concurrent therapy for therapy that stiould have been billed under the Group Therapy Code
The transmittat presents strong evidence to support the position of HealthSouth

Continued from previous page

Federal Regisler notice ®. 59542) on the MPFS. The two patients are counted
as being treated concurrently or in the same time period by the therapist (or an
assistant under his or her supervision), if a therapist or a physician performs the
treatment on two or more patients during the same time periods, or with the
assistarice of an aide or an assistant, the treatment must be reporied using the
group therapy code, 87150, For example, for a 25 minute group session of three
patients being treated with aquatic therapy or therapeutic exercise, one: umt of
97150 should be billed.
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Operations and Legal Issues Presented for
HezithSouth by Transmittal 1753

- Accepting the CPT code definition of Group Therapy as effective July 1, 2002,
assumnes that HealthSouth would now foflow that guidance in its Medicare billing practice. We
understand, however, that there are significant implications of HealthSouth accepting this
definition in billing for cutpatient therapy provided through satellite operations of its
rehabilitation hospitals. While the DOJ false ciaims case relates only to HealthSouth
‘outpatient agencies, and currently carves-out any claims on rehabilitation hospital bilfings, the
definition of Group Therapy to be effective July 1, 2002, would ziso apply to its hospital
outpatient billings. ’ :

Although Congress directed that CMS establish a separate prospective payment
system-for.hospital outpatient departments, Congress specifically excluded therapy services as
a covered prospective paymeht system SEWiQE. Social Security Act ("SSA") § .
18‘33(t)(1)(B)(iv).' Instead, physical therapy services provid‘ed by s hospital 16 an outpatient are

“paid under the physician fee schedule via the same Medicare Part B authority as those )
physicai thérapy services provided in a rehab agency, clinic, comprehensivé outpaﬁer}t
rehabilitation faciiity, or other settings. SSA § 1833(b)(8){B). Since hospital Sutpatient
departments use the physician fee schedule, which utilizes CPT coding for payment )
determination; the prqblem associateq with the group therapy definition is the same.

There are, however, some minor regulatory differences between hospital
ouipaﬁent physical therapy services and thase physical therapy services provided in other
settings such as a'rehabifitation agency. Specifically, the conditions of participation (‘COPé’)
for'hospiial cutpatient dépanments are abbreviated when compared to the COPs for agencies.

_For example, the hospital COPs provide that "physical therapy services...must be provided by
staff who meet the qualifications specified by the medical staff, consistent with State law.” ‘42
C.F.R. § 482.57. This is in contrast with the personnel qualifications requirementé_provided for
agencies, which specifies certain educational and other requirements for physical therapists
and physical therapy assistant. See 42 C.F.R. § 485.705. This difference is worth noting
because DOJ's solitary citation in the Devage complaint regarding the use of aides is to the
COPs for agencies and other providers (i.e., those COPs that are inappiicabié to hospitals and
outpatient departments). Therefore, in a defensive position, we could argue that the use of
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aides in hospite! outpatient departments is permitted to the extent they are in accord with state
law. While this is essentially our argument on the agency site of service, the argument is
better supported in the hospital through the concise reguiatory language. Also, the citation
relied upoh by DOJ does not apply to hospitals asa matter of law.

However if HealthSouth were to conbnue o ut!llze !he clinical standards followed
in the past, which escentnalty fimited billing under the Group Therapy Cade anly when two or
more patients were. treated at the same time' with the same modality, as opposed to bxlhng for
-concurrent therapy if the patlents were treated with different modalities, the sk of liability for
claims submitted by HeahhSouth for services provided after July 1, 2002 is greatly increased, A
and could: xmphca{e its rehab hospitals. '

Options Available to HealthSouth

1. Due to federal jurisdictional issues, there is litlle, if any, likefihood that a
federal court challenge to this manual adoption of the definition of Group Therapy for failure to
follow the Administrative Procedure Act rulemaking requiremnent would be successful.

» 2. Based upon the discussions with Gary Capistrant, it appears unfikely that -
any federal legnslatlon would override the actions by CMS and legislate adoption of the ciinical '
standards foliowed by therapy providers. Capistrant suggests that through the responses to
the questions from the staff of Senator Hatch'and some educational efforts, the staff might be
willing to seek clarifications from CMS on #s Group Therapy policy. While this also ‘apbears

7 unlikely, it has the downside of the clarifications being that Transmittal 1753 simply clarified.
existing payment policy, and thus could undércut the arguments to be advanced in the DOJ

“false claims !mgatlon for dismissal of the group therapy claims if it came out in any legisiative A
context.

. 3. Assuming HealthSouth and other therapy groups, such .as NASL and the
Federation could mount a successful effort such as was accomplished by the prior Lnstenmg
Session and have CMS, once again, withdraw Transmittal 1753, this could be favorable to
HealthSouth with respect to the litigation. as well as the operational issues. On the former, it
would prevent yet ancther instance of CMS putting forth the CPT code definition of Group
Therapy and then abandoning or withdrawing it, On the operation side, HealthSouth could
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continue its current practice of providing and billing for concument therapy, utilizing the current
clinical standards, for both its clinics and rehab hospital outpatient departments. The period éf
time it would take to accomplish such an initiative, if at all, and the billing practices
HealthSouth would follow in the interim for services provided after Ju!y 1, 2002 need to be
addressed as part of this' strategy

4, On'the DO civil false claims litigation, we do not think that the Transmittal
1753 arguments {in the contemplated initial motion to dismiss in Devage to be filed by July 22)
would be a good strategic move, glven all the other arguments the court will be asked to
decide, such as the *first to fi le bar” and ongma} source” arguments, whrch if suctessful couid
result in dismissal of the comp!amt to all refators, and require DOJ to re-file. Our ccncern at
this point is avoiding making the case too complex for the judge initially and risk losing on what
is a strong legal argument based on Transmittal 1753, Therefore, we do not see the DOJ
itigation, at this time as offering a viable option on resolving the definition of Group Therapy, ¥
at all.

5. We do not see any po'tential benefits to seeking further clarification from
CAHABA on Transmittal 1753, From the exchange of e-mails with Susan Jones, it would
appear that after his initial oral response to Susan, and her follow-up e-mail, Dr. McKinney
sought guidance from CMS. Our view is that any further guidance from CAHABA could be
unfavorable to HealthSouth and result in a statement that Transmittal 1753 was simply a
clarification of CMS arid CAHABA pohcy on Group Therapy. We have the same concems with
a HealthScuth meehng with Tom Grissom at CMS, in that rather than resulting in a withidrawal
of Transmittal 1753, CMS could c!anfy that it reflects iong—standmg CMS policy, Therefore.
ahy individual meeting by HealthSouth with CMS on group therapy, if at all, should be carefully
cansidered. V
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Horton, Bil}
From: Fox, Thomas C. [TFox@ReedSmith.com]
lent: Wednesday, July 24, 2002 7:52 AM )
o Horton, Bill Tab 80
Subject: RE: Healthsouth congressional strategy on group therapy

This is what I would say to Bill Owens{and Richazd if I had the
opporcunity).Unless a2nd uhtil Tramsmittal 1753 is withdrawn,outside counsel
is telling the company it faces substanctial risk of false clainms liability
by not foilowing that coding and billing policy for therapy effsctive July
1,2002. The company, through the Federation has raised with CMS the issues,
and perhaps creatsd questions in the mind of Tom Grissom.NASL is about to

. take & positien that is “four square” with the Company. Others would be
likely to come abozrd if a concerted appreach is put together. NASL helps
make the issus, not just 2 Healthsouth issue, but a profassional/industry
-issue. It also makes it a Medicare beneficary issve.It presents a resl .
dpportunity for Healthsouth to move privately and publically on the issue
and lead an effort for Congressional intervention.The Congressional "ask™
is not unreasonable and should be hard for the Company's supparters to turn
down--create a-forum for the therapy profassionals to provide public input -
on the policy and clear up the confusion creatad by RCFA/CMS.IE the Company
has support from key member of the Senate, now is the time to marshall that
support.These key supporters, not their staifers, need tc be approached by
these who have the direct and personal relationships with the "ask.” It is
very reasonablz. If more horsepower is needed, the company shoulsd rescruit it
.given what we understand the magnitude of the issue ta bs, and the
ramifications.This strategy is used frequently and successfully by companys
with similar problems who appear to have significantly less favorable
relations with Members than Healthsouth. Talk simply to congressional
staff now about modifying pavments for CPT codes can be part of a rulemaking
:xercise, but that approach is not going to get the job done that

=althsouth needs now.

Thomas C. Fox, Esg.
tfox@reedsmith.com

Reed SmithLLP

1301 K Street, N.W.
Washington, D.C. 20005
Tele: 202.414.35222

Fax : 202.434.9299

This e-mail is confidential and mav well be legally privileged. If
you have received it in error, you are on notice of its status. Please
notify us immediately by reply e-mail and then delete this message from your
system. Please do not copy it or use it for any purposes, or disclose its
contents to any other person. To do so could viclate state apd Federal
privacy laws. Thank you for your cooperation. Pleass contact Tom Fox at
202.414.9222 or e-mail tfox@reedsmith.com if vou need assistance.

~~~~~ Original Message-~~--

Frem: Horton, Bill [mailteo:Bill._Hortonfhealthsouth.com}

Sent: Tuesday, July 23, 2002 10:54 oM

Ta: ‘fox, Thomas C.' .

Subject: RE: Healthsouth congressional stratsgy on group therapy

['m meeting with Bill Owens when he returns to town Thursday, and he is
1oing te talk with Eric Hanson. If you had your druthers, what what your
preferred marching orders to Eric be?

1
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————— Original Message
from: Foxz, Tnomas C. ( mailto:TFoxfRes=dSmith.com <mailtzc:TFoxz@ResdSmitk,com>

i

Sent: Tuesday, July 23, 2002 9:56 AM

Tc: Horton, Bill

iubject: Healthsouth congressional siratsgy on group therapy

Any decision on what we should tell Gary Capistrant to make his "ask”
priority?

Thomas <. Fox, £sg.
tfox@reedsmith.com
Reed SmithLLP

1301 K Street, N.W.
washington, D.C. 2000%
Tele: 202.414.9222

Fax : 202.414.98299

This e-mail is confidential and may well be legally privileged. I you
have received it in error, ycu are on notice of its status. Please norify

VVVVVVVVYVYY

v

us immediately by reply e~mail and then delete this message from your
system. Please do not copy iz or use it for any purposes, or disclosez irs

V)

contants to any other person. T¢ do so could violats state and Faderal
privacy laws. Thank you for your cooperation. Please contact Tom Fox at
202.414.9222 or s-mail tfoxfrzedsmith.com if you need assistance.

vV VY

>
Confidentiality Notice: This s-mail communication and any attachments may
contain confidential and priviieged information for the use of the.
designated recipients named abecve. If you are not the intended recipient,
you are hersby notified that vyou have received this communication in error
ind that any review, disclosure, dissemination, distribution or copying of

t or its contents is prohibitsd. If you have received this communication
.n error, pleass notify me immediately by replying to this message and
deleting it from your computer. Thank you.
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Intormation for Compensation Committee Meeting Pagelotl
Tab 81

|Subj: inf tion for C tion Committee Meeting
{Date 712412002 6:32:58 PM Central Daylight Time
%From Bill. Horton@healthsouth com

iTo: \dsir66@aol.com, phil390@belisouth.net, jackchamberlin@aol.com
1eC: Brad.Hale@healthsouth.com

:Sent from the Intemnet (Details}

As you know, Richard has a loan in the principal amount of $25,218,114.87 under the 1999 Executive Equity
toan Plan. That loan was used to purchase, and is secured by, 4,362,297 shares of HRC common stock. Last
month, Richard paid the accrued interest on the loan and indicated that he wanted to satisfy the principal amount
by transferring to the company shares with a value equal to the principal amount. Using the average of the hlgh
and low prices on July 1 {he made the request at the end of June), that would result in his transferring
approximately 2,035,360 shares back to the company in satisfaction of the loan.

This transaction accomplishes three significant things:

1. R satisfies Richard's loan, thereby elm’nnatmg the last loan under the 1999 Plan to an executive officer and
cleaning up the proxy disclosure.

2. itallows the company to acquire over 2 million shares as part of the current buyback effort without any
additional cash outlay.

3. Itlikely reduces the depressive effect that would result if Richard sold shares for cash in a down market to
pay back the loan.

As a point of information, Richard would recognize taxable income (capital gains) in the amount of the difference
between the July 1 value and his basis in the stock.

Because the Plan does not expressly provide for this method of repayment, the Compensation Committee needs
to ratify this transaction. Note that the net result is exactly the same to all parties as if Richard had sold the stock
and paid off the loan and the company had then applied the proceeds to the current stock buyback, but it avoids .
the likely adverse impact of a 2-million share block (almost one day's voluime in a normal market) going into the
market at one time.

1 will be happy to answer questions or explain this further on the call tomorrow.
8ilt

William W. Horton

Executive Vice President and Corporate Counsel
HEALTHSOUTH Corporation

One HealthSouth Parkway

Birmingham, Alabama 35243

Telephone (205) 969-4977

Facsimile (205) 9694730
bili.horton@heaithsouth.com

Confidentiality Notice: This e-rail cc ication and any attachments may contain confidential and privileged
information for the use of the designated recipients named above. i you are not the intended recipient, you are
hereby notified that you have received this communication in error and that any review, disclosure,
dissemination, distribution or copying of it or its contents is prohibited. If you have received this communication in
error, please notify me immediately by replying to this i ge and deleting it from your computer. Thank you.
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Horton, Bill
From: Horton, Bill
“Sent: Tuesday, August 27, 2002 10:36 PM
To: Owens, Bill
Subject: ATTORNEY-CUENT PRIVILEGED-Draft Chronclogy
importance: High Tab 82
Chronolegy.doc

Aftached is a draft of the chronology RMS requested. | have prepared this from information in my files or’

of which | have personal knowledge. 1 do not know the dates on which you had discussions with RMS, or the dateson
which activities were undertaken with respect to estimating the financial impact of 1753, and accun‘!mgly will need your
input on those things. | will be happy to discuss this with you at your convenience.
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May 14

May 17
June 6

Mid-June

Junpe 20

June 21

June 24

June 25

June 28

551

ATTORNEY-CLIENT PRIVILEGED AND CONFIDENTIAL
ATTORNEY’S WORK PRODUCT
PREPARED IN ANTICIPATION OF LITIGATION
PRIVILEGED SELF-EVALUATION MATERIAL

RMS exercises options expiring in May and June and sells underlying
stock

CMS publishes Program Transmittal 1753, directed to Part B carriers
Tom Fox (Reed Smith) initially notifies HEALTHSOUTH of PT 1753

HEALTHSOUTH personnel begin efforts to interpret PT 1753 and
determine its application to Part A-certified providers and :
inpatient/outpatient facilities

Susan Smith calls Dr. McKinney (Medical Director BCBSAL) requesting
clarification; McKinney says he hasn’t seen 1753 and asks for a copy

Several conference calls among patient and outpatient
billing/coding/operations personnelHEALTHSOUTH clinical personnel
raise questions because they believe the transmittal relates on its face to
claims billed on a HCFA-1500, not on 2 UB-92 (used by rebab agencies,
CORFs and hospitals for payments made through Part A intermediaries)

McKinney advises Susan that 1753 only applied to patients in a group
setting doing similar activities, and that 1753 did not apply to rehab
agencies or hospitals; purpose of trapsmittal was to educate physicians on
group therapy code; said BCBSAL was not making any system changes -
related to the transmitial or CCI edits relating to group therapy

HEALTHSOUTH asks Scot Hasselman of Reed Smith for additional
interpretation in light of McKinney’s statements; Hasselman reviews
history of group therapy interpretations since 1999 and notes that 1753.
appears to be an attempt to backdoor group therapy/concurrent therapy -
provisions proposed and withdrawn in 1999 and 2001

Susan Smith sends e-mail to McKinney rejterating her understanding from
the June 21 discussion .

McKinney e-mails back that “[t}he transmittal was a clarification on_
97150 [the group therapy CPT code] for independent practitioners (MDs
who perform the service or Independent PTs). The definition of 97150 as
per the CPT manual is applicable to all providers of this service.”
Confidentis! Treatment
Requested by HeslthSouth
Corp.
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Early July

Tuly 5

“July 9

July 19

July 25-31

July 31

August 1

Aungust 6
August 7
August 14
August 15
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Bill Owens direct that we hold all Medicare outpatient billings effective
July 1 and seek a meeting with CMS for further clerification

RMS discusses with Bill Owens his desire to transfer stock to the
company to pay off loan before second quarter earnings announcement,
after baving paid accrued interest around June 25

Fox and Hasselman send memo to Susan Smith and Bill Horton providing
History and legal analysis of group therapy issues operationally and in
light of Devage case and outlining potential options

Operations personnel in Penusylvania forward information from Hospital
Association of Pennsylvania, advising that Pennsylvania intermediary has
said that 1753 applies only to physician billing and not billing by hospital
outpatient satellites

Jean Davis, along with Steve Speil of the Federation of American
Hospitals, meets with Tom Grissom of CMS (meeting rescheduled from a
few days earlier) to seek clarification on 1753; at meeting, Jean and Speil
review history of concurrent therapy/group therapy issues, including
May/July 2001 SNF rulemaking (Grissom indicates he is not familiar with -
statements in that ralemaking and will need to review); Jean discusses
clinical confusion and issues with correct coding; Jean and Speil request

. withdrawal of 1753 .

Ops begins rolling out new climical/coding/billing directives on group
therapy

Compensation Committee approves RMS’s transfer of stock in satisfaction
of loan based on average of high and low sale prices on that date (resulting
price, calculated after market close, of $10.06 per share) '

. Instructions given to Brockelman Group/SSB to transfer shares from loan

account to HEALTHSOUTH account at July 31 value, per Comp
Committee ’

Board meeting—Board advised of potential issues surrounding 1753
Earnings release
10-Q filed

Larry Taylor, Susan Smith, Jéan Davis, Matt Zurek, along with Steve

Speil, meet at CMS with Tom Grissom, Director, Center for Medicare' .
Confidential Treatment
Requested by HealthSouth

Corp.
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Management, and his staff of Terry Kay, Director, Division of Practitioner
& Ambulatory Care, and Lawrence Wilson, Director, Division of
Institutional Post Acute Care to follow up with Grissom from July 18
meeting; much discussion conceraing Part A/Part B and APTA input;
Terry Kay indicated that two patients at the samie time may not be group,
despite language of 1753, but that billed time had to be allocated among
the two patients (no concurrent therapy; only clock time)

Avgust 16—
August26  Continued analysis of financial impact

August26  Board meeting

August 27 Announcement

Confidential Treatment
. Requested by HealthSouth
: Corp-
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From:
Sent:
To:
Subject:

importance:

25

Chronology.doc

Horton, Bl

Tuesday, August 27, 2002 10:36 PM

Owens, Bill

ATTORNEY-CUENT PRIVILEGED~Draf Chronology

High

Attached is a draft of the chronology RMS requested. 1 have prepared this from informalion in my files or’

of which | have personal knowledge. | o not know the dates on which you had discussions with RMS, or the dates on
which activities were undertaken with respect to estimating the financial impact of 1753, and accordingly will nesd your
input on those things. | will be happy to discuss this with you at your convenience. .

Confidential Treatment
Reguested by HealthSouth
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May 14

May 17
June 6

Mid-June

June 20

June 21

June 24

June 25

June 28

555

ATTORNEY-CLIENT PRIVILEGED AND CONFIDENTIAL
: ATTORNEY’S WORK PRODUCT
PREPARED IN ANTICIPATION GF LITIGATION
PRIVILEGED SELF-EVALUATION MATERIAL

RMS exercises options expiring in May and June and sells underlying
stock

CMS publishes Program Transmittal 1753, directed to Part B camiers
Tom Fox (Reed Snith) initially notifies HEALTHSOUTH of PT 1753

HEALTHSOUTH personnel begin efforts to interpret PT 1753 and
determine its application to Part A-certified providers and :
inpatient/outpatient facilities

Susan Smith calls Dr. McKinney (Medical Director BCBSAL) requesting
clarification; McKinney says he hasn’t seen 1753 and asks for 2 copy

Several conference calls among inpatient and outpatient
billing/coding/operations personnelHEALTHSOUTH clinical personnel
raise guestions because they believe the transmittal relates on its face to
claims billed on a HCFA-1500, not on 2 UB-92 (used by rehab agencies,
CORFs and hospitals for payments made through Part A intermediaries)

McKinney advises Susan that 1753 only applied to patients in a group
setting doing simnilar activities, and that 1753 did not apply to rehab
agencies or hospitals; purpose of transmittal was to educate physicians on
group therapy code; said BCBSAL was not making any system changes
related 1o the transmittal or CCI edits relating to group therapy

HEALTHSOUTH asks Scot Hasselman of Reed Smith for additional
interpretation in light of McKinney’s staternents; Hasselman reviews
history of group therapy interpretations since 1999 and notes that 1753.
appears to be an attempt to backdoor group therapy/concurrent therapy -
provisions proposed and withdrawn in 1999 and 2001

Susan Smith sends e-mail to McKinney reiterating her understanding from
the June 21 discussion

McKinney e-mails back that “{tthe transmittal was a clarification on
97150 {the group therapy CPT code) for independent practitioners (MDs
who perform the service or Independent PTs). The definition of 97150 as
per the CPT manual is applicable to all providers of this service.”
Confidential Treatment
Requested by HeslthSouth
Corp.
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Late June/
Early July

July 5

July 9

July 19

July 25-31

July 31

August ]

August §
August 7
August 14
August 15

556

Bill Owens direct that we hold all Medicare outpatient billings effective
July 1 and seek a meeting with CMS for further clarification

RMS discusses with Bill Owens his desire 1o transfer stock to the
company to pay off loan before second quarter earnings announcement,
after having paid accrued imerest around June 25

Fox and Hasselman send memo to Susan Smith and Bill Horton providing
history and legal analysis of group therapy issues operationally and in
light of Devage case and outlining potential options

Operations personnel in Pennsylvania forward information from Hospital -
Association of Pennsylvania, advising that Pennsylvania interrediary has
said that 1753 applies cnly to physician billing and pot billing by hospital
outpatient satellites )

Jean Davis, along with Steve Speil of the Federation of American
Hospitals, meets with Tom Grssom of CMS {meeting rescheduled from a
few days earlier) to seek clarification on 1753; at meeting, Jean and Speil
review history of concurrent therapy/group therapy issues, including
May/July 2001 SNF rulemaking (Grissom indicates be is not familiar with
staternents in that rulernaking and will peed o review); Jean discusses
clinical confusion and issues with correct coding; Jean and Speil request
withdrawal of 1753

Ops begins rolling out new climical/coding/billing directives on group
therapy

Commpensation Committee approves RMS’s transfer of stock in satisfaction
of loan based on average of high and low sale prices on that date (resulting
price, calculated after market close, of $10.06 per share)

Instructions given to Brockelman Group/SSB to transfer sbares from loan
account to HEALTHSOUTH account at July 31 value, per Comp
Committee ’

Board meeting—Board advised of potential issues surrounding 1753
Earnings release

10-Q filed

Larry Taylor, Susan Smith, Jean Davis, Matt Zurek, along with Steve

Speil, meet at CMS with Tom Grissom, Director, Center for Medicare
Confidential Treatment
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Management, and his staff of Terry Kay, Director, Division of Practitioner
& Ambulatory Care, and Lawrence Wilson, Director, Division of
Institutional Post Acute Care to follow up with Grissom from July 18
meeting; much discussion concerning Part A/Part B and APTA input;
Terry Kay indicated that two patients at the same time may not be group,
despite language of 1753, but that billed time had to be allocated among
the two patients (no copcurrent therapy; only clock time)

August 16~ ’ .
August26  Continued apalysis of financial impact

August 26  Board meeting

Auvgust 27 Announcement

Confidential Treatment
Requested by HesalthSouth
Corp.
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From: Hortor, Bill
Tab 83
To: Scrushy, Richard
Subject: RE: Fw: questions for Mr. Scrushy
Date: 09/05/2G02 08:47:21 PM EST

I will send him something, although Aimee apparently didn’t get his message
until a good while after he sent it, because I just got it from her when I sent
it you -- so, deadline may already have passed. From the tone of the gquestions,
1 think he'll kill us either way.

----- Original Message-~---

From: Scrushy, Richard

Sent: Thursday, September 05, 2002 7:40 PM
To: Hortom, Bill

Subject: Re: Fw: guestions for Mr. Scrushy

Pls tell him scmething. I never said we had or I had a hint of anything. Bill
pls tell him scmething to let him know the wsj was wrong. You know what to do.
Tell him same stuff you told bham news. Let him know clearly I had no knowlege
till after aug 15 th. If we don't say this he will kill us tomm. Bls respond. Rs

Sent from my BlackBerry Wireless Handneld (www.BlackBerry.net)

HHEC 134-1396
Confidential Treatment
Requested by HealthSouth Corp.
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Tab 84

Bill; MaVay, Tado; Hervey, Jasern

Subiect: Thursday Zenfezence Call ~-PRIVILEGED AND CONFIDENTIAL
Sazte: 9871472002 11:55:30 AM EST

Attached iz a rougn dutline of ziscussisn points for tae Thursday call, baseg
nostly on what Richard cutlined at lunch day belzrs vesterd:y. It has noz been
reviewsd by anyene on this &nz, and .5 Zhus subjlsct To considerable furcher
impur. Tt alss has more terchriral decail than we can profitably usz on the
Medicare issuves, but I thought ic best o put everything out there so we could
see iz. Ricrard, Bill and Tadd MzVay will neeZ to plug the irnfo in the two
sections {on the 5175 MM and future strategies). I am also awaiting a summary
on yesterday’'s C¥S call to use to f£ill in the blanks there. I will defer to
vour folks to f.ogute out how Lo take this end make it work, but I cncourage you
to lock zt the f£scts cutlined carefully so there is no confusion.

I will be pererally unzeschable the rzst of the zay, but in my ciiize sunday

afrarnoon.
2ill

Willsam W. Hortoen

Executzive Vice President znd Cozpsrate Counsel
HEALTHSOUTE Corprration

Qne HealthSouth F3rkway

Birmingham, 3labana 335243

Talephone (2(5) $67-4877

Pacsimile (205} 9&3~4730
bill.horvonéhealthsouth.com

Atvzzcrment files @ %-1%CenfCallOutline.doc

HHEC 135-0193
Confidentisl Treatment
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ATTORNEY-CLIENT PRIVILEGED AND CONFIDENTIAL

ATTTORNEY'S WORK PRODUCT
SUBJECT TO REVISION

OUTLINE FOR 9/19 CONFERENCE CALL

i Status of SCA Transaction

A

B

mgo N

om

Process is moving forward, as outlined in our August 27 call.

Management team has been fully established: orientation and transition of
responsibilities has taken place this month: SCA management team is fully
focuscd on surgery center activities

. Management team and field operations are excited, motivated and ready 1o

move forward
Response from physician partners has been very positive

. Audit of surgery center business is expected 10 be completed by late

September (?)
Currently expect to file transaction documents with SEC in mid-October

. When transaction is completed, this will be the largest natwork of surgery

centers in United States — 209 centers in 37 states. with annual revenues of’
over $1 billion and EBITDA after minority interests of $___ miilion

2. Twe Important Points Relative to Outpatient Therapy/Group Therapy
Billing

A

Developments on the CMS from

(1) We announced on August 27 our initial estimate of the
impact that CMS Program Transmittal 1753 would have on
the results of our rehabilitation operations. Since then. many
people have been quoted in the press as saying that they don't
understand why there is an issue with use of the “group
therapy™ code in billing for outpatient therapy services, or
that Transmittal 1753 doesn’t represent any change in policy.
But let’s look at what has really happened.

{2)  Onb August 27, the same day as our announcement, CMS had
2 Skilled Nursing Facility Open Door Forum conference call.
On that call, Terry Kay and Lawrence Wilson of CMS
indicated that there had been questions about use of the group
therapy code and Transmittal 1753 in earlier forums. The
CMS representatives explained that there were circumstances
where two patients were receiving therapy in the same time
period that couid be billed as individual therapy. and other
circumstances where the group code was required. A caller
from an industry group pointed out that this was not

HHEC 135-0194
Confidentisl Treatment -
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consi with Tr 1 1753, which says that the group
code must be used whenever twa or more patients are
receiving therapy  The CMS representatives agreed that they
needed 10 revisit the {anguage and make sure it was clear.

On Scptember 4. in a CMS Hospital Open Door Forum. Tom
Scuily. the Administrator of CMS, said there were “gray
areas” on outpatient therapy billing thar CMS needed 1o
clarify. He reiterated that CMS was comminted to clearing up
any questions that existed and eliminating any lack of clarity
and guesswork on appropriate billing, and stated that CMS
would be issuing additional guidance to clarify Medicare
policy. )
On Scptember 6, the National Association for the Suppon of
Long-Term Care (NASL) semt Teny Kay at CMS a formal
letter pointing out that “there is real confusion about the legal
affect of Transmittal 1753 on the interpretation of CPT coes,
about the applicability of those interpretations to Part A
services, and about whether the transmintal removes the
professional discretion which, as CMS formerly
acknowledged, would permit a therapist 10 determine what
coding was appropriate”. NASL stated that there was “still
controversial and incompiete guidance emerging from CMS
on the proper interpretation of the coverage and coding rules
applicable to therapy.™ NASL extensively reviewed the
history of CMS's guidance and statements on the group
therapy code and the ciinical understanding of group therapy.
and requested that CMS withdraw the refevant portion of’
Transmitral 1753 and work withi therapy providers 1o develop
comprehensive guidance for coverage and coding of therapy
services in all treatment sertings.

On September 13, CMS held a special Open Door Forum on
group therapy [DISCUSS WHAT HAPPENED]

Despite whar reports in the press may have led some people
to believe, this is not just 8 HEALTHSOUTH issue. CMS
policies on coding and payment for therapy services aifect
every physical therapist, every occupational therapist, every
hospital in the country that provides outpatient therapy
services. Others in the industry have pointed out that CMS's
statements have been ambiguous and confusing, as well as
being inconsistent with the clinical standards followed by
professional therapists. While CMS keeps saying this is a
clear policy, the questions ar the September 13 forum, as well
as the inconsistency in CMS statements from one week to the
next. shows how much confusion there is and has been on
this issue. :

HHEC 135-0195
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Given the limied number of therapisis, the policies that CMS
has tried to implement through Transmiral 17535 will make it
more and more difficult for Medicare heneticiaries in all
senings to receive timely access to carc. Further. if these
restrictive payvment policies are followed, we believe thar
many therapists in private practice will simply not be able 10
afford 10 wreat Medicare patients.

We helieve that there is significant interest in Congress in
ensuring that CMS does not jeopardize Medicare
beneficiaries’ access to therapy services through policies that
are both inconsistent with good clinical practice and
ambiguous and confusing on their face.

B. Review what we knew at HEALTHSOUTH. when we knew it and what

we did.
)

2)

(4)

(5)

(6)

There have been many questions directed at us about what
we knew when and what we did about it. Before we move on
to the impact of these reimburscment changes. and what our
plans are, let’s review the answers 1o the questions
Transmittal 1753 was issued on May 17, with an effective
date of July 1. The transmittal was not a notice to providers
like HEALTHSOUTH. The transmittal was not a notice 10
Medicare Part A fiscal intermediaries, who administer
Medicare claims for providers like HEALTHSOUTH. The
1ransmittal was directed only to Medicare Part B carriers,
who administer payments to physicians and private-practice
therapists.

We first learned of the transmittal on June 6, when one of our
outside lawyers noticed it and called it 10 our artention. We
reviewed it and saw that it was directed only 10 Pan B
carriers, not the Part A intermediaries who interpretr Medicare
changes for us and process our Medicare claims.

Later in June. &s part of our efforts 10 understand what the
transmittai meant to us. Susan Smith. our Senior Vice
President of Reimbursement, contacted our national fiscal
intermediary to ask for clarification. Qur intermediary’s
response was “We haven’t seen any transmittal. Can you
send it to us””

After we provided & copy of the transmintal. our intermediary
1old us, “This doesn’t apply 10 vou, this applies to physicians
and private-practice therapists.” When we tried to get that in
writing from the intermediary, we couldn’t. so we decided to
»o siraight 10 CMS for clarification.

We were able to schedule a meeting with a senior CMS
official for July 18. At thar meeting. we explained that we
needed clarification of the meaning of Transmittal 1753 as it

135-0196
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applied 1o us. We pointed out that. in July 2001, CMS had
expressly stated that clinical considerations were to be given
priority in determining whether therapy could be
appropriately delivered 1o more than one patient by a single
therapist at one time. We asked how the arbitrary rule
imposed by Transmiual 1753 squared with these earlier
statements by CMS.

The CMS official told us that he was not familiar with the
July 2001 rulemaking,. and asked us to provide further
background information while he investigated the history
with other CMS officials.

While we worked 10 provide the information that CMS had
asked for, we began analyzing the potential financial impact
assuming that the policy announced in Transmittal 1753
applied only to our outpatient division facilities. Our
estimates indicated that the potential impact was of 3 size that
we could manage around, without the likelihood of a material
impact on our results.

On August 6. Bill Owens raised the martter with RMS,
indicaring that based on our current understanding, and
pending further CMS clarification, our people believed the
impact would be within a range that would probably not be
material. RMS told Bill that he thought we should 20 back 10
CMS for one more meeting 10 make sure we had as much
clarity as possible so that we could make sure our estimates
were good.

On August 7, we sent a letter 10 the CMS official we had me
with in July, providing the additional background
information that he had requested on CMS’s past statements
and the clinical understanding of group therapy.

On August 15, we had a late afiernoon meeting with senior
CMS officials At that meeting, the officials advised us that
CMS policy was to apply Transminal 1753 1o all outpatient
therapy services in all sertings. even thought it was only
directed 1o Pant B providers. The officials 1hen provided
further guidance that contradicted the language of
Transmittal 1753, contusing the issue further.

After the August 15 meeting, it was clear to us that CMS
would interpret the transmittal to apply even to outpatient
services provided through our inpatient division facilities,
which have 2 Medicare mix much higher than our ourpetient
division facilities. Further. we became concerned that private
managed care contracts that base their reimbursemem on the
Medicare fee schedule would adopt the Medicare policy on
group therapy billing, and concluded that we needed ta
estimate that impact as well,

HHEC 135-0197
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(13)  We worked for @ solid week trving o get our best estimate of’
the potential financial impact on all these fronts - outpasient
facilities, outpatient services at inpatient facilities, and
managed care contracts incorporating Medicare policies. We
intentionally took a conservative approach, not wanting 10
present an unfairly optimistic piciure that we would later
have to come back and revise downward.

(14)  We presented our findings to our Board on August 26.
including our estirnate that the potential neyative impact of
applyving Transmittal 1753 across all our operations,
including the effect through managed care contracts, could be
as high as $175 million. The next day, we announced this 10
the public.

(15)  Since our announcement, many people have said “Other
praviders weren't confused. Other providers said the CMS
palicy was clear. Why does HEALTHSOUTH say it
wasn't7" Bur look at the facts:

(a) The transmittal was sent only to Part B carriers, not
the Pant A intermediaries who pay us or 1o providers
like us Our Part A intermediary first told us it didn™t
apply 10 us. We have been told of other Part A
intermediaries who still say it only applies 1o Pant B
providers, like physicians.

b) On September 4, CMS said, ~there’s been some
confusion. and we want to clear it up.” On Sepiember
13, CMS says, “There’s no confusion. and we don't
understand why people think there is.” In the same
call, CMS says, “Don’1 read Transmitral 1753 to say
what it says, read it 1o say what we meant it to say.”
Meanwhile, the providers who call in make it clear
that there is significant confusion.

(c) When CMS's own Medicare contractors don’t know
what the transmintal means. when CMS itself can’t
seem to make up its mind from one week 10 the next
about what ils policies are or even whether there is
confusion about the policies, how are providers to
know what statemenmts to rely on?

(16) We have made good faith efforts 1o clarify the rules we are
supposed to follow. We are joined by other providers who
have tried 1o get CMS to be consistent and ciear. and to make
policy with public input, as it is supposed to do. We have
tried to give the public our best estimates of the impact of
these ever-changing interpretations on us, and we will
continue 1o work through CMS and Congress to try 10 ensure
that access 10 quality care is not jeopardized by backdoor
rulemaking.

HHEC 135-0198
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3. What Makes Up the 173 million impact on HEALTHSQUTH?

{To be completed]

{ To be completed]
3. Personal Discussion from RMS

A. Many people, in the press and elsewhere. have made anacks on me
personally. Even where we have tried to explain the truth, people have
preferved (o print speculation and falsehoods. One reporier even published
a story that said 1 had sold 94% of my stock in HEALTHSOUTH., when
my stock ownership is a matter of public record, on file with the SEC. We
when called him to ask him how he could make such a mistake, he said
“Qops! I read the form wrong. Sorry!™ I want to take just a moment in
this setting to get the facts out once and for all.

B. [sold some stock in May. [ sold that stock on May 14, after exercising
options i had heid for 10 years that were about 10 expire. Those options
were awarded 10 me for work that I had done when this company had
revenues and assets of well under a billion dollars, and 1 had held them for
ten years while we grew to be a company with $4.5 billion in revenues, 87
billion in assets and the largest group of healthcare facilities in America.
They represented a significant chunk of my net wonth. 1 wasn’t about 10
let them expire, and ! don’t think any of you would have either. Like you,
1 also have a family to think about and estate planning needs, so when I
exercised those options, 1 sold the stock and used the cash, afier paying a
lot of taxes, to diversify my holdings. My advisors tell me 10 do that, just
like your advisors tell you to do that.

C. Tdid that on May 14. That's three days before the date on Transminal
1753 That's three weeks before we even found out about Transmittal
1753, That's five weeks before our intermediary toid us they didn't know
anything about Transmitial 1753. That's nearly three months before
anybody even mentioned to me that Transmirtal 1753 might have an
impact on HEALTHSOUTH.

D. In September 1999, I borrowed money from the company under a plan
approved by a vote of our stockholders. 1 used that money 10 buy stock.
because our Board and our investors wanted me to buy more stock. That
loan was not due 1o be repaid, under the terms of our stockholder-
approved plan. until September 2006. This vear, however, many of those
same people who thought it was a great idea for companies to lend officers
money to buy stock wanted those loans paid back. I didn’t wam this to be
a cloud over us. so around the end of June ! began discussing ways to pay
the company back without dumping a big block of stock in the market.

HHEC 135-0199
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We had announced a stock buy-back proyram. and 1 agreed that, if the
Compensation Committee approved. I would transfer stack back to the
company to satisty the loan, lerting the company acquire a big block of
stock for the buy-back program without incurring transaction costs and
commissions. On July 3{. our Compensation Commirtee approved that.
and | gave the company back more than half the stock | had purchased.
and | paid more than $10 million in cash for interest on the loan and taxes
on the transaction. And remember - this is on July 31, a week before our
management even told me about Transmittal 1753, when our team still did
not think its impact would be material, and more than two weeks before
our meeting with CMS. Since that time. T have spent over $4 million more
— in cash - 10 buy more stock by exercising more options. Anybody who
takes those rransactions and puts them on the timeline we ve gone over
here and who siill thinks 1hat there’s anything wrong just doesn’t want to
look at the facts. We've given you all the information here that you need
to understand what happened. We know that the press and the plaintiffs’
lawyers will say whatever they want to say, bur those of you who listen to
this call know the truth.

E. On August 27, we announced that Bill Owens was stepping up as CEO of
HEALTHSOUTH and that Larry Taylor would be the CEQ of SCA. We
announced that | would be chairman of both companies. Some people
have tried to say that means that I've been pushed aside or kicked upstairs.
That's just not true.  As we’ve said already, our tax advisors told me |
couldn’t be involved with either company if | continued as CEQ of either
one. 1szid that was great, because I've got two guys who've been in
training for vears to be CEOs. Our Board agreed with me. and expressed
the same confidence in Bill and Larry that 1 have. I'm still here, I'm going
10 be here, and I'm going to continue the work I've always done on the
vision and strategy of HEAL THSOUTH while helping the SCA
management team build a new public company. That's all we're going to
say on that subject. but anvone who thinks I've been pushed out the door
is welcome to come to my office and watch me working harder than ever
with both these great companies.

[ Final Comments/Open for Questions

HHEC 135-0200
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From: Hicks, Will

To: Horton, Bill Tab 85
Subject: FW: MCD

Date: 09/20/2002 12:29:56 PM EST

Call me on this. I talked to Owens want to get your perspective.

wWill

----- Original Message--~--—

From: Owens, Bill

Sent: Friday, September 20, 2002 11:27 AM
To: Hicks, Will; Horton, Bill

Subject: RE: MCD

Let's discuss this ASAP.

Original Message-

Fro Hicks, Will

sent: Friday, September 20, 2002 11:05 aM
To: Horton, Bill; Owens, Bill

Subject: RE: MCD

Chuck is out of the office until Tuesday.
Will

————— Original Message--—--—

From: Horton, Bill

Sent: Thursday, September 18, 2002 11:33 PM
To: Owens, Bill; Hicks, Will

Subject: MCD

I have had zero time to think about MCD this week, for which I apolegize. Rick
Miller has called me to see what's going on, as they apparently can't meet
payroll at end-cf-month. While I philosophically agree with Will that the time
has probably come just to let them go, I am concerned about the need to get
Chuck on board with whatever we do or don't do. Bill, not meaning to put more
on your plate, but not being able to aveid it, how do you think we should deal
with the situation?

ki R dbyF Corp, HHEC 447-01539
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From: Horton, Bilt
Sent: Sunday, September 29, 2002 4:33 PM
i Tab 86
To: Hale, Brad, Smith, Weston
Subject: Audit Committee

I am finding no record that I was ever given drafts of Audit Committee minutes for 2001 (after March
27) or 2002. Do either of you know the status of Audit Committee minutes?

th Corp. HHEC 583-00192
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From: Smith, Weston

Sent: Monday, October 7, 2002 9:49 AM

To: Harris, Emery Tab 87
Ce: Horton, Bill

Subject: FW: Audit Commitiee

Emery, please forward copies of the minutes to Bill,

Bill, copies of the minutes were sent to George Strong last week, he had
requested them in response to Fulbright. We have 2002 minutes, none
were prepared in 2001

From: Horton, Bill

Sent: Monday, October 07, 2002 8:45 AM
To: Smith, Weston

Subject: Audit Committee

Just a reminder that I need drafts of all audit committee meeting
minutes after Orlando 2001. Thanks.

Confidential Treatment Requested by HealthSouth Corp. HHEC 583-00489
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From: Horton, Bill

Sent: Wednesday, December 11, 2002 3:13 PM

To: Scrushy, Richard Tab 88
Ce: Hale, Brad

Subject: Board Meeting -- ATTORNEY-CL'ENT PRIVILEGED AND CONFIDENTIAL

1 mentioned to you before the last BOD meeting that, in order to clean up the issue regarding the
limitation on affiliate transactions in our bond indentures, we need the whole Board (with you
abstaining) to ratify the Compensation Committee's approval of your loan repayment transaction in July.
If that wasn't done at the last meeting, it should be done at this meeting so we can get certified
resolutions to the trustee this month. Please call with any questions.

Confidentiat Tt R ted by H Corp. HHEC 500-00456
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From: Horton, Bill
Sent: Wednesday, March 5, 2003 12:02 AM Tab 89
To: Scrushy, Richard

Subject: FW: Board Meeting - ATTORNEY-CLIENT PRIVILEGED AND CONFIDENTIAL

Richard, take a look at the e-mail below. I don't have any record that this has been done at any recent
Board meeting. In order to avoid having to include in our 10-K the language that was in our third quarter
10-Q concerning the possible assertion of a default under our bond indentures, we need the Board to
ratify the July transaction at a meeting this month. Once that is done, we can provide the fairness

opinion and the certified resolutions to the trustee and clear this up. Please let me know if you have
questions about this. Sorry to bother you, but this needs to be handled before we file the 10-K if at alf
possible.

-----Original Message--—-

From: Horton, Bill

Sent: Wednesday, December 11, 2002 2:14 PM

To: Scrushy, Richard

Cc: Hale, Brad

Subject: Board Meeting -~ ATTORNEY-CLIENT PRIVILEGED AND CONFIDENTIAL

I mentioned to you before the last BOD meeting that, in order to clean up the issue regarding the
limitation on affiliate transactions in our bond indentures, we need the whole Board (with you
abstaining) to ratify the Compensation Committee's approval of your loan repayment transaction in July.
If that wasn't done at the last meeting, it should be done at this meeting so we can get certified
resolutions to the trustee this month. Please call with any questions.

Confidential Ti o by Healtt ith Carp. HHEC 500-01033
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From: Horton, Bill

Sent: Monday, January 6, 2003 1:41 PM Tab 90

To: Esclavon, Mary

Subject: FW: PRIVILEGED AND CONFIDENTIAL -- Drafts of Governance Documents
Attach: CorpGovGuidelines.doc; NomGovCrteCharter.doc; InsiderTradingv3.doc

Please print this e-mail and attachments and give to RMS. Thanks.

---~-Qriginal Message-----

From: Horton, Bill

Sent: Sunday, January 05, 2003 5:58 PM

To: Scrushy, Richard

Subject: PRIVILEGED AND CONFIDENTIAL -- Drafts of Governance Documents

Attached are revised drafis of the documents Bob May circulated, marked to show proposed changes.
These changes reflect (a) my own review of Sarbanes-Oxley and the proposed NYSE listing standards
and related SEC rule proposals, (b} comments received from Phil Watkins, George Strong and Jack
Chamberlin, (c) a review of the drafts that Phil had done by Maynard Cooper, and (d) further
discussions with Phil this past Friday. They do not reflect anything much from the Disney standards, and
I need to get with you to discuss your thoughts on those. Where the changes are not self-explanatory, 1
have footnoted the source or the explanation.

Joel Gordon told me Thursday that he had sent "several” comments directly to Bob May (despite the
direction at the Board meeting that they be sent to me). Joel said that he would send me a copy of his
comments, but I have not received them yet.

I am available to discuss these and the Disney proposal at your convenience.

Req d by | Corp. HHEC 501-00174
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Horton, Biil

From: phii390 [phil390@belisouth.net}

Sent:  Friday, January 17, 2003 10:36 AM Tab 91
To: Horton, Bill
Cer Scrushy, Richard; Owens, Bill; ‘cnewhali@nea.com’; Strong, George;

‘jackchamberlin@healthsouth.com’; ‘jcgordon@msn.com’, Hanson, Jon; idsjré6@aol.com’;
‘sgivens@acaciavp.com’; 'rpmay@aol.com’; May, RP

Subject: Re: FW: Various Documents Attached
Bill,

T have reviewed the proposed changes on insider frading policy from the Corp
Gov Com.

As you and I have discussed, the reduction of the window from 45 days to 30
days is overly

restrictive and not consistent with what other companies do. Outside
lawyers suggested that

a 45 day window is "a middle of the road approach”.

I see no reason to have such a short window that couid be shortened further if
an additional
quiet period is declared.

The rest of the policy should be acceptable.
We can discuss furfher as a full board.

Phil Watkins

"Horton, Bill" wrote:

ek kR ok ok ok ke k kR Rk Rk

Warning: The attached file, hsCleanInsiderTradingPolicy.2IP, was not scanned by

T R T T T T N SR Y

Attached below in a ZIP file is a transmittal from Bob May, containing a cover letter and comments on the
Nominating/Governance C ittee Charter and insider trading policy from the Corporate Governance

C i These d including Bob's cover letter, are also being distributed 1o each of you by hand

delivery or UPS Overnight on Friday morning. As you will see from Bob's memo, the Committee proposes fo

defer action on the Corporate Governance Guidelines, so there are no comments inciuded on those.

1 will be out of the office Friday, but if you cannot open this file and do not receive the overnight/hand

HHEC 355-0096
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delivery package, please send me an e-mail and I will try to arrange to get the documents to you in some other
fashion.

Bill

William W. Horton

Executive Vice President and Corporate Counsel
HEALTHSOQUTH Corporation

Ope HealthSouth Parkway

Birmingham, AL 35243

Telephone (205) 969-4977

Facsimile (205) 969-473¢

bill horton@healthsouth.com

~—Original Message-----

From: RPMAY @aol.com {mailto:RPMAY@sol.com}
Sent: Thursday, January 16, 2003 4:21 PM

To: Horton, Bill

Subject: Various Documents Attached

Please distribute as outlined in cover letter thank you bob

Confidentiality Notice: This e-mail ication and any h may contain confidential and
privileged information for the use of the designated recipients named above. If you are not the intended
recxpxant, you are hereby nouﬁed that you have received this communication in error and that any review,

ion or copying of it o its contents is prohibited. If you have received this
commnmcauon in error, please notify me immediately by replying to this message and deleting it from your
computer. Thank you.

HHEC 355-0097
Confidential Treatment
Requested by HealthSouth Corp.
2/8/2003
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From: Horton, Bill

Sent: Thursday, February 13, 2003 1:43 PM

To: McVay, Tadd Tab 92
Subject: RE: Source call

Okay.

----- Original Message-----

From: McVay, Tadd

Sent: Thursday, February 13, 2003 12115 PM
To: Horton, Bill

Subject: Source call

1 am lining up a loan from UBS 10 Source which HRC will giee. Ubs wants short fegal update call with you tomorrow. Wil

2:00 work?
Tadd McVay

T F byt Corp.

HHEC 505-00264
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PERSONAL AND CONFIDENTIAL

Tab 93
Bill—

1 appreciated the conversation we had the other day, in which you spoke to my as
my friend and not as my boss. In order to organize my own thoughts and solicit your
advice, and aiso to vent, I write to you on the same basis and ask that you treat this as
confidential.

First, it goes without saying that working at HEALTHSOUTH has been the most
exciting and rewarding professional opportunity of my life, and one that I cherish greatly.
1 love my job most days, 1 have worked and continue to work with people that I admire,
respect and just plain like, and I derive great pride from being able to tell people what T
do and where I do it. It is my hope to stay here and be a valuable contributor for a long
time to come, or at least until I hit my number, which gets larger each year. Iam grateful
1o Richard, 10 you, and to many others for the chance that I have to do exciting and
chailenging work in an environment that 1 enjoy.

I am disappointed and troubled to think that Richard has doubts about my
enthusiasm, my dedication or my commitment to helping the company move forward. 1
want to change that view, and I want your help in figuring out how best to do that. In
order to clear the air and to help you see my perspective so that, perhaps, you can help me
modify it, though, I need to speak my mind on some things to you.

1 live and breathe HEALTHSOUTH. While T am usually not the {irst one in the
Batcave, I am almost invariably the last one out. 1 am generally the only one there on
Saturdays and Sundays, and I am there for part of almost every one of those. More nights
than not, 1 put my kids 1o bed and do another hour or so of work at home. 1 devote a
great deal of my own time to keeping up with legal and business developments that help
me do miy job, and I think it is immodest but not inaccurate to say that 1 am probably the
best public-company securities lawyer in Birmingham, and quite possibly one of the best
working as internal counsel at any healthcare company. I have achieved some small but
national reputation as a speaker and writer on various aspects of healthcare and
transactional law due in part to my efforts and n pant to the platform that
HEALTHSOUTH has given me. This in turn makes me even more committed to the
future of the company, because if something bad happens to the company the
professional reputation and contacts I have developed would be significantly impaired.

Day in and day out, I use my experience and judgment to find ways for the
company to achieve its goals, in many cases finding ways to get comfortable with
approaches that more conservative lawyers would not. Most of these things Richard
doesn’t know about, because they never reach his level  Indeed, if any but the most
significant legal issues reach Richard’s level, I have always felt that to be a sign that 1
was not doing my job. Maybe that has been a mistake, because | don't think he has any
idea how many difficult decisions | have had to make and how many times 1 have had to

HHEC 575.0283
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guide our inside lawyers, our outside lawyers, and lawyers (and businesspeople) on the
other side of a deal around to finding a way to get where we want them to be.

Moreover, 1 think I probably have the most comprehensive institutional
knowledge of HEALTHSOUTH - our history, our culture, our strengths and weaknesses
- of anyone still with the company except Richard and you. This doesn’t necessarily give
me many skills that would translate to other settings, but I think it makes me a helluva lot
better for my job than anyone else would be.

What is frustrating to me right now, though, is that I don’t feel like I am given
much credit for knowing what I'm doing, for accomplishing what I’ve accomplished, for
being creative and hardworking, and for being dedicated to the best interests of the
company. I am out of more loops than 1 seem to be in. Every time I open my mouth,
Richard seems prepared to discount what I say. Every time I deliver bad news, I seem to
be blamed for creating it. Every time I suggest a way to handle a problem, or suggest that
we might have to bite the bullet and face up to one, I get told that I'm going to ruin the
company or kill the deal or whatever. As I tell my wife, I promise I never do anything
with the intention of making you or Richard mad. Sometimes, though, my job entails
saying things yall are not going to want to hear. It’s hard to do that job when, if I have
i express some doubt or caution or suggest an unplcasant course of action, 'm going to
get yeiled at and told that I'm wrong before I can even finish my thought.

If Richard doesn’t think I'm a can-do sort of guy, | would point out things like
these:

* When we returned to the capital markets in the fall of 1999, 1 spent hours being
the voice of the company to the UBS investment banking team, all of whom were
strangers to us (McGahan having stayed very, very remote from the structuring of
that deal once he had sold it to us). You were tied up on other things. Tadd had
no real idea how to run that sort of transaction. Weston was still trying to get up
to speed on being controller.  You guys had to go on the road and sell it, and
that’s the more important job and one that you did well. The fact remains,
however, that it took yeoman work from me and the legal team 1 supervised to get
a totally restructure offering document done, to get the indenture terms
negotiated, and to get Leder and Barth and those guys to understand our company
in order to get a deal in place for you 1o sell.

e When we did the overnight deal in January 2000, I worked night and day ~
literally ~ to make that come together. I weat up and dealt with the closing, which
was one of the most difficult ones I've had, during an extremely difficult time for
me personally, and 1 got it done despite huge problems back here.

o In the Madrid case, 1 got us a resolution that was at least $2 million less than what
the government expected us to get. 1 got that without a single employee’s having
1o be deposed, without Richard being interviewed or deposed about a situation
involving his parents, without his parents being interviewed and without Weston

HHEC 575-0284
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or Susan being interviewed. I had an excellent legal team, but I think they will
tell 'you that my handling of the settlement negotiations was the most significant
factor in what was a very good result for us given the facts of the case.

« During the pendency of the Manning and Madrid cases, I have handled responses
to legal due diligence on three bond deals, three synthetic lease financings and the
$400 million credit agreement in a way that allowed the deals to go forward
without adverse disclosures and, I believe, without losing the credibility with
bankers and underwriters and their counsel that I need to have to get future deals
done.

e I have held the key members of our internal legal team together at a time when
legal salaries were skyrocketing (and ours were not keeping up) and when there
has been significant frustration on the part of some of our team with the apparent
willingness of some of our operations people to ignore critical legal issues.

Obviously, there are numerous areas where | have fallen short, and areas where 1 have
failed to achieve things 1 would have liked to have achieved for us. However, 1 have
worked hard when it was easy and fun, and | have worked hard when it has been
chaiienging, unpleasant, and to some degree unrewarding. | fiked it when the deais were
plentiful and the market loved us. Unlike some others now departed, I think I have found
ways to be useful and productive when things have gone the other way.

You indicated that Richard wondered why, when he met with other executives,
their lawyers seemed to have more positive attitudes. In part, I suspect, that is because
those lawyers were given some opportunity to be involved in strategizing the deals in
question, or at least informed about the relevant factors before the meeting. Sometimes, 1
fear, it is because the people involved in those deals are seeking to sell us on things that
will be advantageous to them and not advantageous to us. We have, frankly, made the
decision to jump prematurely at some things — Oracle, WebMD, Lloyd Noland, College
Sports Southeast, for example — because we decided to take chances that we could make
things work out. 1f we had more carefully considered the potential downsides and tried to
structure around them, we might not have done some things we should have done, but we
might also have avoided some costs in money, time and resources (and some difficult
public relations issues).

1 don’t expect to win every argument, and I've been pushed - by Richard, by you,
by Mike — to take some chances that I wouldn’t have taken, but that it turned out T would
have been wrong not to take. 1 value that very much. However, I'm a fairly smart and
knowledgeable guy, and 1 probably have as much knowledge as anybody in the office
about how the rest of the world does deals. I’m also pretty good at analyzing things and
seeing how the pieces fit together. If I have a voice in the discussion, I think 1 can
contribute Lately, however, there doesn’t seem to be much desire to hear my voice

I'm also frustrated at the level of confidence that has been placed in people who,
speaking bluntly, do not seem to be up to the challenges given to them. Jason Hervey
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may have many fine qualities, but I have real questions about his ability to see what the
risks are in a deal and plan around them, Jim Whitten has been asked to do things that
are totally beyond his capacities. Scott Stone appears bent on disregarding any issues
that are raised by the healthcare regulatory environment. Closer to home, I continue to be
concerned about our attention to detail on accounting and collections matters, where 1
have great respect for the people involved but where the quality of results has been
erratic. Yet, if I say there’s a legal or contractual issue to be considered and Jason or Jim
says there’s not, I'm the bad guy. I may be right or I may be wrong, but 1 think I deserve
more than being dismissed out of hand.

C 575-0286
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Fulbright & Jawvorski L.1.p.
A Registered Limited Liability Partnership
666 Fifth Avenue, 31st Fioor
New York, New York 10103-3188
wwwy. fulbright.com

MEMORANDUM

TO: David Barrack

CC: Hal Hirsch Tab 94
FROM: Glen Banks

DATE:  September 23, 2002

RE: HealthSouth

‘ I reviewed the class action complaints and derivative complaint in the binder delivered to
me on Friday. The one derivative complaint alleges a host of self-dealing transactions involving
Richard Scrushy, HealthSouth’s Chairman of the Board and CEO at the time of the transactions.
The self-dealing transactions in the derivative complaint are summarized in point A. below.

The 13 securities law class actions all allege fraud in violation of § 10(b) and Rule 10b-5
of the *34 Act and § 20(a) of that statute, the control person provision.

The allegations of the securities fraud complaints are similar. In December 2001,
HealthSouth gave guidance of $1.14 eps for 2002 and subsequently repeatedly confirmed that
guidance, doing nothing to correct or update it through August 26, 2002. That guidance was
disseminated with knowledge that Medicare, the source of nearly one-third of HealthSouth’s
revenues, would be setting new regulations in a Prospective Payment System (“PPS™) which
HealthSouth allegedly knew would reduce reimbursement to it.

The key reimbursement issue addressed in the complaints, concurrent therapy, can be
explained as follows. Assume in a one hour physical therapy session, a therapist treats two
Medicare patients, for example, one who had a right knee replacement and another who had a
left knee replacement. During the session, the therapist directs and supervises both patients and,
at various times, works individually with each patient.

Prior to the PPS becoming effective, HealthSouth would bill Medicare for one hour of
“individual therapy” for each patient. The complaints insinuate that Medicare believed such
therapy should have been billed as “group therapy” which would have been reimbursed at a
substantially lower rate.

The complaints allege that a focus of the PPS was to definitively define what constituted
individual therapy so that HealthSouth and others would no longer get paid for concurrent
therapy at individual therapy rates but would be paid at the lower group therapy rate.

The crux of the complaints.is that despite knowing that the PPS would lower Medicare
payments for concurrent therapy and thereby impact its revenues and eamnings, from December
14, 2001 through August 26, 2002, HealthSouth repeatedly falsely told the investing public that

somsrszs  OONFIDENTIAL TREATMENT REQUESTED
By Dechert LLP on behalf of its client ; FJ1 000510
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(i) the company would benefit from the PPS and (ii) the company was comfortable with the
$1.14 eps guidance for 2002 that it had disseminated in December 2001. While HealthSouth was
making these allegedly false statements, Scrushy disposed of 75% of his interest in the company
selling 5,275,360 shares on May 17 at $14.05 for proceeds of in excess of $74 million and, on
July 31, delivering 2,506,770 shares to HealthSouth valued at $10.06 per share in repayment of a
loan from the company.

Named as defendants in the securities law complaints are HealthSouth, Scrushy, Western
Smith, the company’s CFO and Executive Vice President, William Owens, the company’s Chief
Operating Officer, and George Strong, a directer of the company who sold stock in the class
period for proceeds of approximately $2.8 miltion.

Point A below summarizes the allegations in the Derivative Claim. Point B below sets
forth a timeline of the allegations in the securities frand claims

A. The Allegations in the Derivative Claim

. The compensation paid to Scrushy was “grossly excessive.”

. Scrushy caused HealthSouth to purchase equipment and services from GG
Enterprises, a company he controlled, at prices greater than what could
have been paid to an independent vendor.

. Scrushy caused HealthSouth to loan $10m. to 21* Century Health Venture
L.L.C. which went out of business causing a loss on the loan. Money that
went to 21% Century was part of a scheme to improperly divert company
funds to Scrushy.

. Scrushy has an interest in Capstone Capital Corporation. HealthSouth
sold certain depreciable buildings to Capstone and then leased back the
property at inflated rental amounts as part of a plan to divert HealthSouth
funds to Scrushy. A Qui tam proceeding arising from this sale/leaseback
resulted in a $7.9 million settlement.

. HealthSouth improperly made substantial loans to officers and directors at
below market interest rates.

. HealthSouth invested $2 million in Med.Center.Direct.com, Inc. a
company in which Scrushy and other insiders had a substantial interest.
HealthSouth also entered into 10 year agreement under which Med.Center
would be the company’s exclusive e-procurement vendor of medical
product and supplies. Med.Center was a HealthSouth corporate
opportunity and should not have been independently pursued by
HealthSouth executives.

. HealthSouth established Source Medical Solutions, Inc. and let the
insiders buy-in at sweetheart deal prices.

3087921 CONFIDENTIAL TREATMENT REQUESTED
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HealthSouth advanced $82m. to Source.

HealthSouth did a sweetheart sale-Jeaseback transaction
with Source for HealthSouth intellectual property on terms
favorable to Source.

. In July 2002, HealthSouth accepted 2,506,770 shares from Scrushy,
valued at $10.06 per share, in repayment of 2 loan. The valuation was
excessive and unreasonable given what Scrushy knew about the
Medicare/Medicaid problem which would have an estimated impact of
reducing HealthSouth’s eamings by $175 million.

. Claims

(13

Breach of Fiduciary Duty

Waste

Misappropriation of Corporate Assets

Unjust Enrichment

Breach of Contract

Willful Violation of Law

Civil Conspiracy

B. The Timeline for the Securities Fraud Claims

12/14/2001

HealthSouth press release projected EPS of $1.14 in 2002.

Scrushy said: "we believe that the new rules {the Prospective Project
System ("PPS") being implemented by Medicare as of January 1] will
enhance our 2002 results of operations as they are phased in across our
inpatient rehabilitation facilities next year."

1/14/2002

HealthSouth press release stated that the company is comfortable with
an estimate of $1.14 EPS for 2002.

The release stated that HealthSouth expected a positive impact from the
implementation of the new PPS.

Scrushy said: “We have been preparing for the implementation of PPS
for several years. . . this new system is not a surprise, and our intensive

503287921 - GONFIDENTIAL TREATMENT REGUESTED
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cost management efforts have prepared us well for it.”

1/22 . HealthSouth press release stated that the Company had received
notification of its first PPS payments.

. According to the press release, the payments were “identical to the
expected payment predicted by HealthSouth’s internal PPS payment
model.”

. Scrushy said the notifications validated the accuracy of HealthSouth’s

internal claims model and that he expected “future payments will
continue to support the positive PPS impact to eamnings that we have
previously predicted.”

. Scrushy reaffirmed the earnings guidance of $1.14 EPS.

2/14 . HealthSouth director George Strong sold 73,885 shares for proceeds of
$895,121
3/12 . HealthSouth press release announced fourth quarter results. Serushy

said: “our early experience under the new impatient rehabilitation
prospective payment system is confirming our expectations for the
positive impact that PPS will have on our business.”

3727 . HealthSouth filed its Form 10-K which stated: “freestanding impatient
rehabilitation facilities and hospital based rehabilitation units are being
placed under a PPS to be phased in beginning January 1, 2002.” The
PPS regulations were implemented pursuant to the Balanced Budget
Act of 1997.

. The 10-K stated: "we believe that our low-cost profile favorably
' positions us to respond to reimbursement pricing pressure.”

5/2 . HealthSouth press release announced first quarter earnings consistent
with consensus estimates.

. Scrushy said: "Our first wave of inpatient rehabilitation facilities
moved into the new inpatient rehabilitation prospective payment
system beginning January 1, and just as we had projected, PPS had a
positive impact on our bottom line. We have spent years preparing for
this.change. Lowering our costs and increasing our efficiencies, and
our initial PPS payments have continued to come in on target with our
preliminary estimates.”

5/10 . HealthSouth filed its Form 10-Q for the first quarter.

somsroz;  OONFIDENTIAL TREATMENT REQUESTED
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5/14 Scrushy sold 5,275,360 shares at $14.05 per share for proceeds in
excess of $74 million. This was his first sale of HealthSouth stock

since 1997,

517 . As alleged in § 28 of the Strauss Complaint:

“In addition to the existing policies for group therapy reimbursement
that had been in place for years, defendants were most recently notified
of CMS’ [Center for Medicare and Medicaid Services] Program
Transmittal clarifying certain reimbursement policies for outpatient
rehabilitation services when one of the lawyers for HealthSouth came
across the CMS Transmittal on May 17, 2002, The Transmittal
(effective as of July 1, 2002) reiterated that outpatient therapy services
provided to two or more patients in a single time period (concurrent
therapy) be billed as group therapy services, rather than as an
individual therapy code that generates a higher reimbursement per
treatment than the group therapy code. As an analyst in the industry
explained, Medicare reimbursement for group therapy services is
approximately $14 per patient per day whereas reimbursement for
individual therapy service is $21 per patient for each 15-minute
increment of therapy. Thus, under the CMS directive, Medicare
reimbursement for a patient receiving one hour of concurrent therapy
could potentially be reduced from $84 to $14.”

. The complaints insinuate that the referenced CMS Transmittal was
merely a reiteration of the government’s prior position that concurrent
therapy should be billed and reimbursed as “group therapy,” not
“individual therapy.”

. According to paragraph 27 of the Strauss complaint, the required
billing practice for concurrent therapy was set forth in a proposed rule
of the Department of Health and Human Resources dated May 10,
2001. 42 C.F.R. §410,411, 413, 424, 482, 489 (2000).

. Since the mid-1990s, according to CMS policy, group therapy included
services provided simultaneously to two or more individuals by
practitioners. The individuals can be, but need not be, performing the
same activity. Although the therapist must provide constant
attendance, one-on-one patient contact is not required. Thus, “[i]f the
provider is overseeing the therapy of more than one patient during a
period of time, he or she must bill the code for group therapy...since he
or she is not furnishing constant attendance to a single patient.” 42
C.F.R. §410, 414 (1994). The same policy and identical language was
reiterated in the 1996 rules and regulations. 42 C.F.R. §410, 415
(1996).
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*#%%  Although the securities fraud complaints are focused on the events
in 2002, consideration should be given to the possibility of the
following assertion that could lead to far broader problems: Since
the mid 1990s, despite applicable Medicare regulations requiring

. concurrent therapy to be billed as group therapy, HealthSouth
improperly billed concurrent therapy as individual therapy.

6/7 . Strong sold 66,665 shares for proceeds of $933,310.
6/11 . Strong sold 67,216 shares for proceeds of $941,024.
7/11 . HealthSouth press release said it was comfortable with its EPS

estimate. It said: “the fundamentals of our business continue to be
solid, and we remain confident in our guidance for the rest of the year.”

7/29 . Barron’s published an article prepared with HealthSouth input which
said the PPS will have a positive impact on HealthSouth because, since
its costs tend to be lower, the PPS will allow HealthSouth, for the first
time, to make a profit on some portion of the 31% of its business that
comes from Medicare.

7/31 . To repay a loan owed to the company, Scrushy transferred 2,506,770
shares to the Company. Given the price of HealthSouth stock at the
time ($10.06), the transferred shares had a value of $25,218,106.

. As aresult of the May sale and the July transfer, Scrushy disposed of
75% of his interest in HealthSouth.

8/7 . HealthSouth press release reported 2Q results that showed increased
revenues and earnings. Scrushy said: “This clearly demonstrates the
success we are having under the new Prospective Payment System.”

8/8 . A management sponsored conference call gave no hint of PPS
adversely impacting HealthSouth’s revenues or earnings.

8/12 . Follow-up article in Barron’s described HealthSouth as a health-care
business at a "bargain price.”

8/14 . HealthSouth filed its Form 10-Q for the second guarter.

e . Although the 10-Q represented that HealthSouth could not predict the
impact of any proposals regarding Medicare reimbursement limits, it
was totally silent on the effect of the PPS upon the Company.

. HealthSouth filed Form 8-K to comply with SEC Order 4-460.

sonsey  CONFIDENTIAL TREATMENT RE(_)UES_TED FJ 000515
Bv Dechert LLP on behalf of its client
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David Barrack
September 23, 2002
Page 7

Scrushy and the CFO certified the company’s resuits,

8/26 . HealthSouth prospectus in a $998 million note exchange became
effective. The Registration Statement on Form S-4/A generally talked
about the risk of a change in Medicare reimbursement policy. There
was no discussion of any adverse impact upon the company by the
PPS.

8/27 . HealthSouth press release said impact of reimbursement change “will
require material revisions” to the company’s business model and that
EBITA will be $175 million less than previously projected.

. Press release said that effective July 1, CMS had issued a directive
requiring out-patient therapy provided to two or more patients at a
single time to be billed a “group therapy” which would significantly
lower reimbursement for services that had been billed as individual
therapy. HealthSouth believed there was “substantial confusion”
concerning what this directive meant and, in July and August,
HealthSouth “sought clarification™ through meetings with its
intermediary and CMS officials. HealthSouth contended that “pending
further clarification,” it was implementing a “conservative
interpretation of current Medicare coding requirements.”

. The press release stated: “the directive implemented on July 1 is
inconsistent with many providers’ understanding of appropriate coding
practices.”

8/27-28

News media reported CMS directive was no surprise to industry
insiders who knew about it for months.

. Analysts downgraded HealthSouth and question management's
credibility.

. Rating agencies put HealthSouth on CreditWatch.

. CMS Administrator was quoted in Reuters that he is “astounded” by
the claims in HealthSouth’s press release.

. A Prudential report expressed “surprise” at HealthSouth’s
announcement and the tirming of HealthSouth’s reaction to the CMS
revisions because such revisions are the result of a long process so that
companies have ample time not only to challenge proposed changes but
to effect necessary operational changes.

Gl NFIDENT‘ALTREATMENTREQUES}ED
30328792.1 Boy Dechert LLP on behalf of its client FJ 000516
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Smith, Susan M. (Corporate)

From: Jones, Susan

Sent: Tuesday, July 02, 2002 9:05 AM

Yo: OPS - IP Market Leaders

Ce: Foster, Pat; Taylor, Larry;, Schmitt, Rick; Horton, Bilt

As a follow up on the group therapy definitions, | am scheduling a meeting with CMS for clarification.
Please continue business as usual as directed by Bill Owens last Friday.
When we have definitive information from CMS, we will let you know.

Thanks

Tab 95

HHEC 301-0607

1 Confidentinl Treatment
Requested by HealthSouth Corp.
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‘Horton, Bill

" From: * Horton, Bill

Sent: Thursday, June 06, 2002 8:310 PM

To: ‘Owens; Bill, Smith, Weston;  Taylor, Lan'y' Jories, Susan Tab 96
: Subject: FW: Transmiltial on group therapy - a

-As .sbon as Bill is back in the office, we need to discuss our planned response. to, the CMS
- Program Transmittal provision on Group Therapy described below. This is quite important..
-He also need to discuss what Fox has told me about what Gary Capistrant has told him about
his meet;ngs wlth Batch's staff.
----- Original Message--s=-
- From: Fox, Thomas C. (mailto:TFexfReedSmith.com]
-Sent: Thursday, June D6, 2002 7:55 aM :
-To: Herton, Bill .
Cc: Jones, Susan; Hasselman, Scot T.; Cody, Daniel A.
‘Subject: FW: Transmittal on group therapy

I don't see any heed to raise t!us information today but, we should take ‘it
up soon as part of ‘thé company's overall strategy. One trade. ‘group, - NASL is-
registering strong concerns.already with the language and its inclusion in a
‘Program Transmittal. Second, Scot has keep in close touch with Gary
.Capistrant and reactions he{Capistrant}) is getting on a legislative .
. proposal, most recently from-the staff of Senator Hatch, no less. Some
_strategic.decisions need to be made in the near term on how the company

. wants to approach these issues.l leave to you the need for decision making
at the level of Richard and/or Bill, but we want to be certain any
lega.slanve approach. is fully aired within ther company .

Thomas .C. Fox, Esqg.
tfox@reedsmith. com

Reed SmithLLP

1301 K Street, N.W.
Washington, -D.C. 20005
Tele: 202.414.5222
Fax : 202.414.9298

This e-mail is confidential and may well be legally privileged. If you
have received it in errxor, you are on notice of its status. Please notify
us immediately by reply e-mail and then delete this message from your
system. "Please do not copy it or use it for any purposés, or disclose its
contents. to any other person. To .do so could violate state and Federal
privacy laws. Thank yon for your cooperation. Please contact Tom Fox at
202.414.9222 or e-mail tfoxfresdsmith.com if you.need assistance.

Original Message—-—-—w-
From:  McCurdy, Debra A.
Sent: Thursday, June 06, 2002 8:10 AM -

To: Fox;- Thomas; Hasselman, Scot
Subject: Transmittal on group therapy

CMS has issued a transmittal, dated May 17, 2002, which clarifies payment
polXicy for group :herapy services. It includes the following language on
group the:apy .

'15302. Group Therapy Services {Code 97150)

Pay for outpatient physical therapy services
twhich includes cutpatient speech-language
pathology services) and outpatient pccupational therapy serv;ces provided
simultanecusly to two or mpre individvals .

vvvyvvvv‘v'-vvv.v'vvvvvvv\/\}Q/vvvvv'\‘/\‘}vv{/
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by 2 practitioner as group therapy services. The individuals

can be, but nesd not be performing the same activity. The physician or
therapist involved in group tbetapy services

must be in constant attendance, but one-on—one patiedt contact

is not :equ:.red

The t:ansmtta.‘ alse "manualizes® PM AB-01-56, the therapy student Q&A
document. The document is on the intermet at:

http://wwa . hcfa.gov/pubforms/transmit /R1753B3.pdf. I'm forwarding the
NASL's reaction to the new policy -— they basically oppose the policy: and
the way it was issued thzough the transnuttal.

—————— Original Message~—---—

From: Barbara Morehouse (mailto:barbaraBnasl.org}
Sent: Wednesday, June 05, 2002 4:15 PM

To: barbiraf@nasl.org

Subject: Medical Services Committes Conference Ca.L

TO: NASL Medical Services Commitiee
FROM: Cindy Susienka, Chair
' . Tracy Gregy, Co~Chair
Date: - June 5, 2002
‘Re: Committee Conference Call.

The Medical Senu.ces Committee w:.‘l meet by coniference call om Monday,
June 10, 2002 at 10:00 a.m. Eastern to dlscuss status and NMASL direction
on the following issues:

4 , 500 Therapy Cap: The House Ways and Means Committee is scheduled
.to markup a Medicare reform package next week which is expected to include
a proposal for three separate $1,500 caps. While it is still uncertain as .
to how the House Energy & Commerce and Sendte Finance Committees will
approach the issve, it is clear that we need to shazpen om: st.atogy,
including our grassroots efforts.
*  Group Therapy: Below please find a hnk to Carriers Transmttal .
1753 which was just recently posted to the CMS website. The Transmittal
includes the following instructions to the Carriers:
"15302. Group Therapy Services {Code 37150}

) Pay for outpatient physical therapy services
{which includes outpatient speech-languagé
pathology services) and outpatient otcupational therapy services provided
simultanecusly to two or more individuals -
by a practitioner as group therapy services. The individuals
can. be, but need not be pe:fcrm:.ng the same activity. The physiciaq or
therapist involved in group therapy services
must be in constant attendance, but. one~on-one patient contact
is not quu:.red "

-NASL has already registered strong concerns with CMS as to the
substance of tbe language and the process by which it was :anluded in
the Transmittal. Also included in the Transmittal is a prohibition for
the payment of bad debts for servites paid under the Medicare physician
fee schedule. It is expected that a Fiscal Intemed.tary counterpart to
Transmittal 1753 will be issued shortly.

‘'The phone number. to6 participate is (800) 526~7151. Wo pass code is .
needed, you need only ask for the NASL conference call. Please note that
you will be individually billed by Genesys Conferencing for your
participation on the call.

Please contact Barbara Morehouse {Barbara@nasl.org) or {703} 549—8500 with’
any guestions.

http://www.hcta.gov/pubforms/transmit /R1753B3. pdf Confidential Treatment
) Requested by HealthSouth

2 : Corp.

HHEC16/0698
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03/19/2000 TX- 122099-01
Informational TX-

Correct policy/procedure reviewed with caller
policy on cutting off-cycle checks <$500

03/19/2000 State not given 12209%-02
Allegation or Complaint State not given

Caller referred to someone outside the CCO,specify
Jennifer Hodge,corp p/r

03/21/2000 TN- 030018-00 121795-02
Allegation or Complaint TN~ 030018-00
Allegation (s} unsubstantiated

investigated by Beth Hosmer,corp HR

03/16/2000 State not given 121799~01
Informational State not given

Caller referred ro someone outside the CCO,specify
Policy on personnel record; HR director

03/16/2000 VA~ 020220-00C 121799-03
Venting VA~ 020220-00
Caller referred to conflict resolution procedures

03/16/2000 WA- 121799%~04
Allegation or Complaint WA~
Caller referred to conflict resclution procedures

03/15/2000 State not given 12169902
Informational State not given

Correct policy/procedure reviewed with caller
Policy on taking a perscnal day

03/15/2000 CT- 030662~00 121699-04
Allegation or Complaint CT- 030662-00

Caller referred to someone outside the CCO,specify
Beth Hosmer,Corporate KR

03/15/2000 CA- 121699-05
Venting CA-

Caller referred to conflict resolution procedures
03/15/2000 CA- 049805-00 121699-03
Venting CA~ 049805-00

Caller referred to conflict resolution procedures

04/04/2000 AL~ 102899-04
01/05/2000 Allegation or Complaint AL~
Allegation{s) unsubstantiated

investigated by CCO

03/21/2000 TN- 030018-00 121599-02
Allegation or Complaint TN- 030018-00
Allegation (s} unsubstantiated

investigated by Beth Hosmer,corp HR

Tab 97

12/20/99

12/20/99

12/22/9%

12/17/9%

12/17/%%

12/17/9%

12/16/9%

12/16/99

12/16/99

12/16/99

12/22/799

HHEC 540-0142
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STRATEGIC MANAGEMENT SYSTEMS, |INC.

112 S. WEST STREET « ALEXANDRIA, VIRGINIA 22314

TELEPHONE (703) 683-9600 » FAX (703) 836-5255

December 3, 1997

Ms. Kelly L. Cullisen

Assistant Vice President for Internal Audit Tab 98
One HealthSouth Parkway

Birmingham, AL 35243

Rex Compliance Policies and Procedures for Roles and Responsibilities for the Compliance Officer,
Employee Issue Resolution Process, and Protocols between the Compliance Office and Legal Counset

Dear Kelly:
"This lettey is a follow-up to our previ ph di ion regarding the devel of Compli Policies
and Procedures for Heal h.  We previ provided you a list of 14 issue areas which will be developed

into draft policies and procedures by us for the Compliance Office. We have developed the first three “straw”
policies and procedures for your review. According to your desire to have them as quickly as possible we began
with the following: “Roles and R ilities for the Compliance Officer,” “Employee Issue Resolution
Process” and “Protocols between the Compliance Office and Legal Counsel.”

As per our previous discussion, we have taken the charted roles and responsibilities and converted them
into Compliance Office Policies and Procedures on the subject. Everything related to the function will be
in one place as a respit. It is also important that you ensure this policy and procedure is crafied
sufficiently to account for your role as well as the Compliance Officer.

While every company has their own process, consistent with their culture, in dealing with problems, it is
important that your method be cast in the form of a policy and procedure. We have tried to follow your
desired approach in dealing with this, however it may not be exactly on track. The enclosed draft policy
and procedures will need to be modified so as to be consistent with the way HealthSouth traditionally
operates.

Most of the concerns, allegations and complaints that come into the Compliance Office are best handled
by the Compliance Office. But, occasions will arise when Legal Counsel needs to direct the issue
resolution process. It is important that HealthSouth have a policy that determines when it is appropriate
to notify Legal Counsel. The enclosed draft policy and procedure is designed to address this issue. You
will need fo discuss this with Legal Counsel to ensure that it is consistent with your intended modis
operendi.

If yon would like to discuss any of the policies and procedures submitted 1o date, or if you have any
questions or concerns, please contact me at (703) 683-9600.

Sincerely,

Richard P. Kusserow

President

cc! Anthony J. Tanner, Executive Vice President, Corporate Compliance Officer

C 259-0171
}éolnll'g‘emh\ Trefkmﬂstcn
Requesied by ‘HealthSouth Corp-
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HEALTHSOUTR

Roles and Responsibilities for the Compliance Officer

COMPLIANCE POLICY NO.

Effective Date:
Page ___of ___

BACKGROUND/PURPOSE

The critical issue from the standpoint of the Guidelines of the United States Sentencing Comumission and
standards of the Model Compliance Programs of the Office of Inspector General that the Roles and
Responsibilities for the Compliance Officer be clearly delineated. This is particularly important as to the
positioning of the Compliance Officer in relationship to the CEO and Board.

POLICY

1t is the Policy of Health South that the Compliance Officer have direct access to the CEO and, if deemed
necessary, to the Board. The Compliance Officer is to be the focal point for all compliance activities and
is an integral pant of management and not subordinate to either the Legal Counsel or financial
management. However, the Compliance Officer shall consult with these functions in making compliance
decisions.

PROCEDURES

The Compliance Officer shall carry out the responsibilities of the office by engaging in the following
procedures:

1. Oversee and monitor HealthSouth’s compliance activities. 7This includes designing and
1 ing the liance program, as well as reviewing the content and performance of the
Comphance Program on a continuing basis and taking appropriate steps to improve its
effectiveness.
2. Periodically prepare and deliver reports to the CEO and Board on the status of HealthSouth’s
compliance efforts.
3. Investigate compliance violations and acts as appropriated to resolve probl In canrying out

the responsibilities of the function, will have access to all needed imformation, including
contracts, billing records, and arrangements entered into by HealthSouth purposes of review.

4, Actin the role of Executive Director of the Executive Compliance Committee in reporting results
of the compliance efforts of the company; and in providing oversight and guidance for the
Chairman of the Board, President, Chief Operating Officer, Legat Counsel, and senior

1

on matters relating to compliance

HHEC 259-0172

Confidential Tred

Requested by HealthSo

tment
Sounth Corp-
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Be responsible, together with the Executive Compliance Committee, to implement all necessary
actions to ensure achievement of the objectives of an effective compliance program by means of
mvnews relevam training, a system of consistent enforcement of the rules, and the
d 1 ion of corrective action plans.

i P

Work with legal counsel, reviews and updates on a periodic basis the Standards of Conduct to
ensure its continuing currency and relevance in providing guidance to management and
employees.

Institute, maintain, and revise policies and procedures conmsistent with the HealthSonth
Compliance Program for the general operation of the program and related activities to prevent
illegal, unethical, or improper conduct.

Oversee and manage the performance of the compliance program and identify potential areas of
compliance vulnerability and risk; and thereafter, provide specific direction as to the resolution of
problematic issues, as well as general guidance to the company at large on how to deal with
similar situations.

Develop and oversee the HealthSouth “Hotline” operation to solicit, evaluate, and respond to
complaints and problems. Provide direction, oversight, and day-to-day management of the
"Hotline” operation and other “feedback” mechanisms from employees.

Aonrel

Assist in the and i ion of an effective compliance communication
program for ali company managers and employees, including promoting (a) use of the "Hotline,”
(b) heigh d of the Standards of Conduct, (¢) understanding of new and existing
compliance issues and related policies and procedures, and (d) reporting violations of laws,
regulations, company policies, and Standards of Conduct.

Work with the Chief Financial Officer in ongoing monitoring and evaluating of HealthSouth’s
regulatory compliance in business activities and recommending the development of internal
systems and controls to reinforce compliance.

Analyze the organization’s business, industry environment and legal requirements with which it
must comply, including specific risk areas; and assessing existing policies and procedures which
address these areas.

Prepare periodic reports and evidence for the Execntive Compliance Committee and the Board on
the progress and effectiveness of HealthSouth’s compliance activities and efforts.

Develop and oversee a system for uniform enforcement of violations of rules, regulations,
policies, procedures, and the Standards of Cenduct; and where appropriate, ensure proper
reporting of potential violations of law to the duly authorized law enforcement agencies.

Coordinate with Human Resources compliance problems that involve personnel related issues,
inchiding, (a) assuring that appropriate sanction and disciplining agencies of the government
have been checked for new and current employees, such as the Cumulative Sanction List of the
Office of Inspector General, and (b) verifying credentials and licenses have been checked for new
and current employees.

Ensure that individuals, entities and organizations with whom HealthSouth engages in a business
relationship have been checked for sanctioning information with duly authorized regulatory and
enforcement agencies.

HHEC 259-017%
e "Frestmen
chfe:::idb; “H‘:ll::;ﬁ\)ﬂl Corp.
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HEALTHSOUTH CORPORATION

Emplovee Issne Resolution Process

COMPLIANCE POLICYNO. _______

Effective Date:
Page _ of

BACKGROUND/PURPOSE

The Compliance Office has been created to act as a facilitator of issues and problems arising from
expressed employee concerns, complaints, and allegations. In addition, work of the Compliance Office
may generate information that warrants closer examination or steps to resolve problems.  As a rule, the
Compliance Office will be engaging others 10 assist in resolution of issues on an ad hoc basis. The
following policies and procedures are designed to provide guidance as to how this process will work.

POLICIES

1. Any contact by employees concerning compliance matters with Corporate executives and managers
will be routed to the Compliance Office for handling through the Employee Issue Resolution Process.
All o ications will be ped, logged, and sequentially numbered wpon receipt by the
Compliance Office.

2. All calls received on the Hotline will be handled in accordance with the Compliance Office Policies
and Procedures concerning Hotline Qperations. All those calling the Compliance Office Hotline are
assured anonymity within legal and practicable limits should they choose not to identify themselves.
Care must be taken to assure the anonymity of these hotline callers. In the event that an anonymous
hotline caller is identified, then confidentiality must be maintained, as per the Policies and Procedures

for Hotline Operations (Compliance Policy Number ).

3. In general, the Employee Issue Resolution Process should be completed, to include an analysis of the
sitnation and a clear-cut decision, within twenty (20) business days from receipt. Not all matters can
be bly foreseen, therefore there may be circumstances that warrant a continuation of this
timeframe. Such extensions and their reasons should be noted in the file.

4. I potential legal issues exist, the report will be provided to Legal Counsel as provided for under the
Policies and Procedures set forth under Protocols between the Legal Counsel and Compliance Office
(Compiliance Policy Number ).

S. Complaints received from attorneys or law enforcement agencies will generally be referred to Legal
Counsel for advice as provided for under the Policy and Procedure for Protocols Between Legal
Counsel and the Compliance Office (Compliance Policy Nuomber ). Compliance issues will
likewise be referred to the Compliance Office for resolution. Anonymous compliance complaints will
be investigated only if the Company deems it to be appropriate.

6. All written reports stemming from such an investigation will be kept separately from the complaining
employee’s personnel file and will be filed only with the Compliance Office. Access to these records

HHEC 259-0174
Confidentinl T reatment
Requested by HealthSouth Corp.
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will be strictly lmited and available only to senior management with prior approval of the
Compliance Office. The Compliance Policies and Procedures for Rgcord Management {Compliance
Policy Number ) will be followed.

7. .Management at all levels should ensure that no action is taken which may appear to be retaliation for
an employee’s utilization of the Corporate Compliance Hotline or Issue Resolition Process and be
sensitized to this issue as provided for wnder the Non-Retribution/Non-Retaliation Policies and
Procedures (Compliance Policy Number ___ ).

PROCEDURES

While it is inappropriate to establish rigid procedures for the conduct of inquiries arising from employee
complaints, certain guide lines should be follewed. A consistent framework/approach will lend to the
clarity of the process and provide management with a formula for addressing issues raised to them from
within the various business units. The following operational guidelines should provide the desired frame
work:

1. The matter will be assigned to a person who is in a recognized and responsible position,
organizationally removed from the employees i di and who is free from prior
involvement in the circumstances of the particular case or individual’s appeal.

2. Before alerting management, the individual making the complaint should be fully debriefed on all
relevant facts. It is important to understand the situation from their perspective. While it is not the
role of the party examining the issne to be an advocate for either the employee or the object of the
complaint, it is clearly expected that every effort will be made to find a solution satisfactory to the

ployee, while maintaining good busi practices, Success is a fair hearing solution for both the
employee and HealthSouth.

3. In addition, the individual making the inquiries should ensure the following:
a) Conduct a fair impartial review of all relevant facts.
b) Understand there are often two sides 1o an issue and the review process
may substantiate the individval's point of view or that of the opposing
party, or an alternate position acceptable to the parties may be found.

C) Restrict the inquiry to those necessary to resolve the jssues.

d) In rare instances, it may be necessary to meet with the two parties
simultaneously to clarify a key issue.

€) Conduct the inquiry with as little visibility as possible while gathering
pertinent facts relating to the complaint.

3. A summary of the results of the inquiry will be submitted to the Compliance Office along with

¥ec ions for final jon. Every effort must be made to protect the privacy of those
contacted during the inguiry and in no case should the employee be advised as to the extent, if any, of

discipline resulting from the matter. If a manager’s action is reversed, the reasons for
that reversal must be reviewed with that manger, the appropriate level of management within the

organization, and the complaining employ

HHEC 259-0175
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4. The field employee managing the process of determining the facts behind the allegation, complaint,
and concern should generally follow the outline set forth below:

*  TFully debrief complainant;
= Notify appropriate internal parties;
®  Determine cause of problem, desired outcome, affected parties, applicable gnidelines,

possible regulatory or fi ial impact;

» Provide a complete list of findings and rec dati

®  Determine corrective action measures necessary; e.g. Policy changes, Operational
changes, System changes, P 1 changes, Training/education, etc.

* Documentation of results through an Issue Report.

5. Confidentiality is a requi in a reporting system if that system is to be trusted by its users.
HealthSouth employees must have confidence that any information gathered during the course of an
investigation will be handled carefully and not be available to those without a business need to know.
This right to confidentiality is not only preferred, but is essential if HealthSouth’s employees are to
utilize the system. For this reason, written or verbal communication concerning the review conducted
under these policies are strictly limited to those with a business need to know.

6. A written report, to be filed with the original written cc ication, should be prepared and filed
with the Compliance Office. This report will enable the business to have an appropriate record of the
management actions, if any, taken. It should include a summary of the individual’s complaint, a

chronology of events, findings/conct and recc ded actions with specific responsibilities
identified at the appropriale management level to ensure the required implementation takes place.
The ger responsible for the impl ion plan must notify the Compliance Office, in writing,

that the appropriate actions have been implemented.

7. Complaints received from former employees, applicants, or others on their own behalf will be handled
within the same guidelines applicable to current employees as discussed above. Reporis or pertinent
information will not be provided to a third party.

8. All files relative to the Hotline or Executive Communication will be filed in the Compliance Office by
year, month, and sequential number with cross references to operating division and location code.
The files will be housed in the Corporate Compliance Department and will be locked at all times.

HHEC 259-0176
Confidential Treatment
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HEALTHSOUTH CORPORATION

Protocols between the Compliance Office and 1epal Counsel

COMPLIANCE POLICY NO.
Effective Date:
Page __of
BACKGROUND/PURPOSE,
The impontance of establishing and maintaining a protocol between Legal Counsel and the Compliance

Office is a matter of high pricrity for the Compliance Program. Although most allegations, concerns, and
complaints received by the Compliance Office and Hotline are matters that are most appropriately

dd d by the Compliance Office, on occasion issues arise that should be addressed under direction of
Legal Counsel. This is to be done to adequately protect the identity of individuals cooperating with the
resolution of the matter and to protect the evidence for possible future action.

POLICY

Wh there are allegations of violations of criminal law, Legal Counsel must be called in to address
the legal sufficiency of the allegations. 1n view of the fact that the Office of Inspector General, in their
pronouncements and Model Compliance Plans, has stated that all of these decisions need to be made
within 30 days. With the extremely limited time available to carry out all these steps, Legal Counsel
should be notified immediately upon receipt of allegations or evidence suggesting criminal wrongdoing.
Legal Counsel must also take steps to ensure that employee rights are protected and evidence is preserved.
1t will be important for you to decide whether such matters would be referred directly to inside or outside
counsel.

PROCEDURES

Legal Counsel will conduct their investigation and evaluate the facts and evidence with utmost dispatch to
determine whether there is reason to believe a criminal violation may have occurred. It will be fusther
their responsibility, as Legal Counsel to the company, to:

Determine how to address the issue;

Detenmine a proper course of action to resolve the facts of the situation;

Determine whether the fact and evidence warrant action;

Determine whether referral to a duly authorized law enforcement agency is calied for;
Establish the appropriate enforcement agency to be notified,

Determine when that referral or disclosure should be made; and,

Determine under what circomstances it should take place.

LI I A I )

Once all the facts have been evaluated and determinations made, Legal Counsel will report back to Senior
M with rec ded courses of action, including referral to a duly authorized law
enforcement agency. All of the foregoing steps will be completed within 30 days.

HHEC 259-0177
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The following form shall be used to engage Legal Counsel in this effort. On a case by case basis, this
document may need to be reviewed with Legal Counsel for modification to meet specific needs. The
language will need to reflect whether the Legal Counsel is inside or outside the company. This type of
document will also evidence that the matter has been turned over 1o Legal Counsel and establish the
necessary “andit trail” 1o that end. The enclosed dochment is also designed to make clear the fact that
matters would be investigated under direction of Legal Counsel. I thereby assists in establishing
Attorney-Client Privilege.

HHEC 259-0178
Confidential Treatment
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(ATTACHMENT)

(DATE)

TO: , HealthSouth Legal Counsel

Subject:

1 was informed on (DATE) of a possible violation of the Standards of Conduct regarding (NAME
OF UNIT OR PARTIES) that may raise to the level of a criminal violation. In order to assess this
properly, we need your legal advice and counsel as to the likely facts and the applicable law.
Please look into this possible iregularity and advice accordingly. Based upon the results of your
inquiry and evaluation of the facts, you can advise as to the appropriate manner by which this issue
can be addressed, as well as whether sufficient evidence exists to warrant referral to a duly
authorized law enforcement agency. We recognize that in conducting an investigation you may
require the assistance of others. It should be made clear to those who assist you that any such
assistance is being specifically provided at your request and under your direction and not the
Compliance Office.  As per our understanding with you, you should consider your work on this
matter and the efforts of those assisting you to be confidential; accordingly, those with whom you
work, as well as those whom you may interview, should be cautioned that the conversations and
investigation itself are not to be discussed or otherwise disclosed except to you.

Thank you for your cooperation and assistance.

(COMPLIANCE OFFICER)

HHEC 259-0179
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STRATEGIC MANAGEMENT SYSTEMS, INC.

112 5. WEST STREET » ALEXANDRIA, VIRGINIA 22314

TELEPHONE (703) 683-9600 » FAX (703) 836-5255

November 21, 1997

Kelly L. Cullison

Assistant Vice President for Internal Audit
BealthSouth Corporation

One HealthSouth Parkway

Birmingham, AL 35243

Tab 99

Re: Policies aﬁd Procedures for the HealthSouth Corporation Compliance Office

Dear Kelly,

This is a follow-up to our telephone discussion on November 20th concerning development of the
Compliance Office Manual of Policies and Procedures. We tonched on a variety of issues that you are
particularly concerned about, as well as a number of topics which 1 believe are important for HealthSouth.
H ith, I am providing you with a pitulation of the points we covered. My notes indicated that we
identified some 14 issue areas that you requested that we xy to render into policies and procedures for the
Compliance Office. We are operating under the understanding that we can always modify or add to this list
at any time. The documents provided you will be in rough draft form and will require some hanmmering out
by HealthSouth. It is very important that you take the time to evalvate each of the drafi policy and
procedure documents, not only for their face value, but also to determine how each one will fit in the Jarger
scheme of things. The policies and procedures should be in harmony with your existing Compliance
Program, and should reflect the way you want the program to operate. What we want to avoid, is
developing a Compliance Manual that creates an overly bureaucratized function that drives the program.
As a result of this, we will submit documents for each of the identified areas as they are developed. We
want to ensure that you have enough time 10 involve others in deciding how to propexly tailor it to “fit your
culture.”

My notes indicate that we agreed to work in developing compliance policies and procedures for the
following areas:

Protocols between the Compliance Office and Legal Counsel
Process for resolution of issues brought to the Compliance Office
Roles and responsibilities for the compliance officer
Compliance officer confidentiality

Sanctions policy

Hotline operations

‘Non-retribution/non-retaliation policy

Voluntary disclosure to the government of violations of law
9. Search warrant compliance policy .

10. Employee compliance training policy

11. Patient confidentiality

12. Records management

13. Ongoing monitoring and auditing for compliance

14. Billing and coding

PN W

T will work with Julian De La Rosa and Andy Joseph to ensure that we crafl these documents to be
consistent with the philosophy and operating business environment at HealthSouth. As you evaluate the
documents we submit to you, please consider that these are the policies and p d for the C 1i

Office, and not necessarily for HealthSouth at large. In some cases, these documents will be exclusive to the
Compliance Officer operations. However, in most cases these are rules for how the Comphiance Office will
intersect with operational and Human Resources policies and procedures. Besause these policies and
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procedures will be sent to you in rough draft form, we suggest that you use a task force team approach in
refining each individual policy and procedure. This team should include Legal Counsel and Human
Resources, as well as people from operations. As such, we believe it is betier to develop a straw document
that can be refined. We will work with you to tailor it to HealthSouth's environment. As you receive each
of these documents please review them carefully and then we can discuss what alterations you would Jike to
make 10 each one. In some cases, I suspect that a Jot of work will be needed to ensure that they reflect your
current thinking about the proper role of the Compliance Officer in the larger context of the system
operations.

According to our conversation, and the discussions you have had with Jultan, we will focus first on issues
relating to: (a) operating protocols between the Compliance Office and Legal Counsel; (b) general operating
rules of the Compliance Office;-and {c ) process to be foliowed in resolving issves raised to the Compliance
Office. Thereafter, we will begin with the easier problems and work towards the more difficult. I there
other issues of special priority, besides those mentioned above, please let me know and we will put them ont
the top of the list. During our conversation we briefly discussed developing a process for employee exit
interviews and for medical director/advisor agreements, but agreed to work on them later in the process in
order to take advantage of work under development related to these areas. However, when you are ready to
move forward with these, or any other compliance policies you would like to add to this list, let Julian,
Andy, or myself know. Also, if the ft ing list is incomplete or includes a subject matter that you would
want to defer action on at this point in time, please let us know. Feel free to call meé at (703) 683-9600.

Sincerely,

Richard P. Kusserow
President

[= Asnthony J. Tanner, Executive Vice President and Corporate Compliance Officer
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HealthSouth Compliance Program Overview

HealthSouth Corporation formalized its compliance efforts with the implementation of its Corporate
Compliance Program in 1997. Development ane relevant features of the program are summarized befow.

Program Development

! Q Y

in early 1997, HealthSoutt d with external inc.
("SMS") to formahzc the Company’s Corporalc Comphancc Program wnhm thc fmmcwork of ﬁlc "U.Ss.
idelines for Organi " This was tished through the following:

«  Organizational assessment utilizing focus group discussions and employee surveys

»  Formalization of the Company conduct standards, in the form of the HealthSouth Standards of
Business Conduct ("Standards"). (D

*  Designation of a high-level Corporate Compliance Officer

* Deveiop of an employee training prog

*  Establishment of a Compliance Hotline ("Hotline") for reporting compliance violations or
concemns

+  Screening of all employees through OIG sanctions listings as well as numerous state and
regulatory databases

Standards of Business Conduct
The Standards contain the basic conduct dard: d of Health h employees, and are provided to
all employees during compliance training. The Slandards were created with input from cmployees from all
levc|s and functions and were writien to ensure that ali employees have a clear understanding of the

p ional, legal and p 1 ethics that are expected in the workplace. A Spanish version of
the Standards is available to mee( the needs of HealthSouth's large Hispanic employee population.

The Standards are applied to the following eight categories:
e Quality of Care
+  Compliance with Laws & Regulations
« Billing & Coding
+  Conflicts of interest
»  Protection of Property
+  Health & Safety
s Human Resources

»  Communication

Within each category, specific topics of concern are p d and di d. Employees are directed to
avoid illegal practices, and those practices which may be legal but which present ethical and moral
dilemmas or opp ity for misimpression. The Standards outline each employee's responsibility to act in

Aard sogats

accordance with the S and compli: is an clement of each employee's

performance evaluation.

and to report

The Standards were first approved by the Compliance Committee of the Board of Directors on October 15,
1997, and {ast amended May, 2001,
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Employee Training
Compliance training for HealthSouth employees is tracked and monitored from the corporate office.
Current training standards for the Compliance Program are as foliows:

+  Orientation: New hires are trained within 10 business days of hire date.

*  Refresher: All employees participate in refresher training ty.
Orientation Training
A demlcd Trainer's Manual is distributed to facilities for use in preparing and conducting the Compliance
Ori New modi are d to participate in sessions conducted by experienced trainers

prior to conducting their own sessions.

In many cities, training is conducted on a market basis, with employees from muitiple facitities taking part.
in other areas, where facilities may be isolated, training is conducted at the facility level.

Compliance Orientation consists of a live two-hour session. A brief introductory video explains the nature
and purpose of the Company's Compliance Program. Through the use of slides and/or cmployce handouts,
the moderator discusses key aspects of the Standards and the imp of

Employees are then asked to review a number of case studies to identify the relevant cumphance issues and
determine the ideal resolution process.

Upon completion of the training session, the following documentation is completed:

«  Evidence of C form - dt ployee's d and receipt of the Standards;
filed in the employee's personnel file.

*  Classroom Roster - a listing of attendees; forwarded to the Corporate Office for entry into the
tracking system.

*  Participant Evaluation - significant comments are forwarded to the Corporate Office for review
and evaluation.
Currently, steps are underway 10 integrate training d ion into the Company's intranet; this will
facilitate the process and ensure greater reporting accuracy. The training session jtself will continue to be a
live presentation.

Refresher Training

The Refresher Course is a self-paced moduie which employees complete every year. A Moderator's Guide
is distributed to facilities to assist in administering the training. The course requires the employee o review
the basic el of the Compli Program (including the Standards) and plete a number of
exercises. Upon pletion, the following di ion is prep:

*  Evidence of Completion form

~  Employee acknowledges he/she has completed the refresher workbook and possesses a copy
of the Standards.

~  Moderator certifies that employee has completed the workbook

~  Form is filed in employee personnel file.

*  Employee Contact Page - provides contact i ion for key p | to guide employees in
resolving conflicts.

®  Refresher Training Summary Report - completed by facility and forwarded to Cotporate Office for
emry into the wraining tracking syster.

Currently, steps are underway to integrate the refresher training and d ion into the Company's
intranet; this will allow for greater employee interactivity and ensure greater reporting accuracy.
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Compliance Hotline

The Hotline was established in November, 1997, as an integral element of HealthSouth's Compliance

Program. The Hotline complies with the O1G guidance documents as a secure mechanism through which

employees can raise concems in a confidential or anonymous manner, without fear of retaliation or

retribution. Both in employee comphance fraining and in the Standards, the importance of the Hotline is
hasized to employees. Additionally, the Hotline number and operating hours are posted in each facility.

Employccs have an affirmative duty to report suspected violations of the Standards to the ¢

team, Human Resources or the Hotline.

HealthSouth's toll-free Hotline operates 8 A.M. until 5 P.M, CST. Each employee receives a wallet-sized
card with the hotline aumber and confidentiality information. Calls are not traced or recorded.

Al calls are anonymous and confidential to the extent allowed by law, and each issue is investigated fully
by the Corporate Compliance Office, or referred to another internal department as appropriate.

In addition to calling the hotline, employees may report or allegations to the Compli Office
by secure fax or by U.S. mail to a designated post office box.

Cases are recorded in a secure, encrypted database to facilitate monitoring and foll p. In
with Compliance Office policy, case details are purged from the system 90 days after the date of closure. A
summary jog is maintained documenting the type of case received and noting the general disposition of the
case. As of August §, 2001, 3,269 cases had been logged by the Compliance Office {from inception 1/97).

Non-Retaliation Policy

An important element of HealthSouth’s it initiative is a well-publicized Company policy
forbidding retaliation against any employee who, in good faith, reports a concern to management, Human
Resources, the Corporate Compliance Office, or the Hotline. The liation policy is icated to
employees both in the context of the Standards and in overall compliance training. The Hotline is an
impertant element of the non-retaliation policy because it permits anonymous communication with the
Compliance Program.

Corporate Compliance Officer
The Corp Compli Officer is independent of Company executive officers, and can bring issues

directly to the Board of Directors. Reports are made to the Board of Directors at regularly scheduled Board
meetings (at least quarterly).

Board Compliance Subcommittee

The Company's Board of Directors has established a i b i The subc ittee meets
quarterly, at which point the Compliance Officer prcsems a summary of recent activities and initiatives of
the Compli Office. The sut ittee consists of three outside directors and the Corporate Compliance
Officer.

Sanctions Screening

Upon implementation of the Company's Compliance Program, alf existing employees were screened
through OIG sanctions listings as well as numerous state and regulatory databases. Currently, all new
employees and contractors are screened upon hire.

The HealthSouth Employment Application requires applicants to acknowledge any sanctions or felony
copvictions they have received.

CONFIDENTIAL SG 0000200
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Monitoring & Auditing

Ongoing compliance monitoring occurs within the Company as foifows:

Corporate Compliance Audits

The Compli Office conducts and/or di routine audits of selected sites and divisions pursuant
1o the OIG's annual work plan. Over 400 routine reviews have been conducted to date during the year 2000;
these have focused on outpatient rehabilitation centers. Additionally, the Compli Office cond)
investigations as issues are raised through the Hotline. Recently, the Compliance Office began reviewing

facilities' compliance with the training standards.

Internat Audits

The HealthSouth intemal Audit dep ducts routine d audits on an ongolag basis. In
addition, the Intemal Audit department conducts reviews of selected sites upon management request or as
the result of issues reported to the Compliance Office. As of November 10, 2000, The Intemnal Audit
Department had jogged 130 audits for the year 2000.

Pristine Audits

HealthSouth's Pristine Factor Audit is a yearly, unannounced audit of each of the Company's 2,000

focati Admini d independently by external auditing finn Emst & Young, LLP, the Pristine Factor
Program grades all facilities using 2 standardized 50-point checklist. One item on the checklist verifies that
the facility bas posted the Compliance Hotline number. For year 2000 audits conducted as of November 10,
2000, 94.68% of facilities were compliant with this item.

Heaith Information Reviews
HealthSouth's Health Infc ion Department assists field locations with bilting and coding questions, and
conducts site reviews as needed.

CONFIDEN
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SUBJECT/ Fixed Assets

For 1995, the Audit Department added a program step to audit facilities fixed assets. During
recent audits, we have noted a few recurring deficiencies. These deficiencies have led to two
significant audit concerns which I would like to bring to your attention.

CONCERN:
Fixed Asset Vajuation

Many facilities have fixed assets in storage, both on and off site. Assets in both storage
areas are either obsolete, damaged, or not used in current product lines. In some cases,
off-site storage areas have not been inventoried.

Stored fixed assets not only increase outside storage costs, but also waste valuable facility
square footage. Any non-inventoried fixed assets increase the risk of company property
being used for personal financial gain.

CONCERN:
Safeguarding Of Assets

Fixed asset numbers per corporate fixed asset lists do not always agree with facility tag
numbers. Also, fixed assets are not consistently tagged or descriptions are not
standardized on the corporate fixed asset kist.

In cases of new acquisitions {i.e., NME, Re-Life, Novacare, etc.), fixed asset inventories
gathered by contracted valuation personnel have either not been communicated to the
field, or field persomnel have not reconciled these inventories to facility assets. Without
standardized descriptions it is difficult to locate assets. For example: One facility may tag
and describe a cybex machine in detail whereas another facility may tag and describe the
same machine as PT equipment.

HHEC 312-0167
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Without consistent and proper identification of assets, the risk of company property being
used for personal financial gain significantly increases.

RECOMMENDATION:

Al facilities should take a complete fixed asset inventory. This inventory should include the
following: (1) all assets in storage, (2) a reconciliation to corporate fixed asset lists, (3) a review
of valuation amounts and (4) current asset status (i.e., obsolete, damaged, in use, etc.).

Should you have any questions or need to discuss the above concerns, feel free to contact me.
Thank you for your attention into these concemns and recommendations.
TLR/Mle

cc: Richard Scrushy
Jim Bennett
Aaron Beam
‘Tony Tanner
Daryl Brown
Gerald Scrushy
Bill Owens
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. Condansed Transcript (with WOrd index) of 4/28/U3 SEC Hearing
Monday, April 28, 2003, 12:28:54 PM

Tab 102
HRC#5
Page 1764 Page 1765

1 company for twency years, there wouldn't be any reasan 3 MR. SJ0BLOM: No, Your Honor,

2 to fire him, would there be? z MR. COOPER: Your Homor, say he be excused

3 A I don't think there would be. 3 from subpoena?

. MR. SJOBLOM: Thank you, Your Honox. I THE COURT: That's fine,

H THE COURT: Do you know, and if you don‘t, H THE WITNESS: Sorry I talked o fast.

& it's perfectly fime, do you know who is responsible 6 THE COURT: That’s all right. I got the

7 for aigning 10-Us and 10-Xs for a publicly rraded 7 hang of it.

8 company? a THE WITNESS: This is a mew expexienve for

H THE WITNESS: Generally it's the chairmas, 3 me.
10 preaident and chief fimancial officer. U] MR. LOOMIS: Your Honor, we would call Kelly
11 THE COURT: Do you know if the chief 11 Coleman. She’s in the witness room Yight there.
32 operating officer has to sign it? 12 MR. STURDIVANT: Your Ronor, I'm Jam
13 THE WIINESS: In eome cases they do, and 13 Sturdivanc, and 1 represent Ms. Coleman.
14 some cases mot. i) THE COURT: Please have a seat.
1s THE COURT: You are mot familiar with that? 15 (James Sturdivant representing M. Colsmani
15 THE WITNESS: I'm not familiar. I know I 1€ KELLY HUGHES COLEMAN, SWORN.
17 alwaye migned .- when I wasm chairman of the company, I 17 THE WITNESS: Will you state your full name
18 always migned the reporce. 18 for the record.
19 THE COURT: So if Mr. Ouens wanced to be 19 THE WITNESS: Kelly Hughea Coleman.
20 moved to COO instead of CFO, that would mean he didn’t 20 THE CLERK: Kelly, K-B-L-L-¥?
21 have to sign anymore, would he? 2 THE NITNESS: Yes, ma‘am.
22 THE WITHESS: 1 can't say that. I dom't 22 THE CLERK: Hughes, H-U-G-H-E-§?
23 know. 23 THE WITNESS: Yes, C-0-L-E-M-A-N.
24 THE COURT: Anything else for Mr, Gorden? 2 THE CLERK: The city and the state where you
25 MR. LOOMIS: No, Your Homor. 25 live.

Page 1766 Page 1767

T THE WITNESS: Birmingham, Alabama. 1 and then accounting supervisor, accounting manager,
2 DIRECT EXAMINATION 2 director of accounting. And then my current title is
3 BY MR. LOOMIS: 3 amsistant vice-president of finance.

4 O  Good atverncon. Ms. Coleman. Can you give us the 4 O When did you become assiszant vice-president of
5 bemefit of your education? s tinance?

§ A Yes. I went to high school at Chelsea Kigh 6 A In March, 2001.

7 School and I west cto college at University of 7 Q0  Can you give me 4 rough idea of when you became
€  Alabama. 8 director of accounting?

5 Q  Di¢ you obtain a degree from the University of 3 THE COURT: What did you Bay, a

16 Rlabama? 10 vice-president of finance, when was that?

11 A 1did. I have an accounting degree. EEY THE WITNESS: March, 2001.

12 @ 1s that BS or BA? 12 TKE COURT: ALl right.

13 A s 13 A Director of actounting was probably & year or o
14 @ When did you graduate? 3¢ before that, Toughly.

15 A 1n May ‘S6. 15 0 Sometime msybe fall of 2000?

16 Q  Where did you go to wark after you graduated from 1% THE COURT: A year before March 2001, would
17 Alabama? 17 be March 2000,

18 A 1 wenc to work at HealthSouth. 18 MR. LOOMIS: March 2000, sorry.

19 Q@ Are you still employed at HealthSouth? 19 @ Sometime around the spring of 20007

30 A ves, Iam. 20 A That's probably about right.

21 @ Can you walk us through your progression at 2 Q  Okay.

22 HealthSouth pince starcing in May of 967 22 THE COURT: When were you accountant

23 A Yes, wWnen I first started. I vas hizved as an 23 manager?

24 accountant level ome. And then 1 was later promoted 21 THE WITNESS: If T remember correctly, I

25 to accountant level two, and then senior accountant. 25 became a manager in the fall of '99. roughly.

CONFIDENTIAL page 44

HHEC 15-00458



610

Condansed Transcript (with Word Index) of 4/24/03 SEC Hearing
Monday, April 28, 2003, 12:28:54 PM

HRC#5

Page 1768 bage 1763
1 THE COURT: And Accountant supervisor? 1 A It wam Weston Smith, Emery Harris, Kay Morgan,
2 THE WITNESS: Probably within nine to twelve 2 Angela Ayers, and Jenny Valentine and myself.
3 months before that, 3 @ Did Mr. Smith -- Weaton Smith say anything during
. THE COURT: Thanks 4 that meecing?
5 @  Who was your supervisor when you were an 5 A Yes, he did.
§ accounting superviaor, who was your imsediate § Q  Tell me ahour that.
7 reporter? 7 A When he first came ioxo the meeting, he seemed
& A As a supervieor, my direct supervisor was Jeany 8 kind of emotional or distraught. And when he came
s Valentine. v into the room, he sald that he was having difficulty
18 Q And ap an accounting manager? 10 sleeping at night and he didn't want to sign the
1A Angels Ayers 11 financials anymare.
12 1+ As a director of accounting? 1z THE COQURT: Didn't what?
13 A Angela Avers 13 THE WITNESS: He did not want to sign the
14 0 And then as an AVE of finance? 14  financials. And he said thac the entriss have got to
1S A Bmery Harris was my first supervisor. But then 15  stop. And he said that there was a plan that had been
16 later ic was -+ it became Angela Ayers again. 16 thought of, and he said that the Medicaze announcement
17 @ Prior to becoming an AVP of finance, were you an 17 on the changes in the outpatienc group therapy billing
18 officer of HealthSouch? 18 was suppased to be coming out the following week
1% A No, sir. 1y sometime.
20 QS0 is an AVP of finance considered an officer? 20 And he 6aid that that aNMOUNCEMERT was going
21 A Yes, air. 21 to come cut, and 2180 they were going to announce that
22 Q  Did you have a meeting in or around August of 22 the surgery center division was going to be split off
23 2002 in which Weston Smith attended the meeting? 23 inte its own company. And then he said that the
24 A Yes. 24 disgnostic division vas going to be sold. And aftver
25 Q Who elae was in that meeting? 25 all of that, after all of that took place, whatever
Page 1770 Page 1773
1 was left of HealthSouth Corporation was going to be 1 THE WITNESS: 1t was -- it was either lacer
2 taken private. 2 that afternoon or poasibly the nexc day.
3 Q  Did you understand then that this Medicare policy 3 THE COURT: Tell me who was there.
4 was part of the plan to etop the entrien? % THE WITNESS: It wam Emery Narris, Angela
5 A 1 knew that -- he had #aid that the entries were S Ayers, Jenny Valentine, and myself.
§ coming to a stop. And I didn't know thar the Medicare 6 THE COURT: What did Emery say in that
7 annpuncement was necessarily part of that. But it waz 7 meecing?
8 all going to be part of the plan to be announced ac 8 THE WITNESS: It wae a follow-up meering
% the eame time. 9 after the meecing with Wescon and he was juat saying
10 @ Okay. And shortly after that, was there an 16 that I know all of this is shocking and a lot to take
1 made by Healthsouth the impact 11 in, but there's a lot of vork to be done on the -- To
12 of a new Medicare billing pelicy? 12 get information ready for the surgery center wplit off
13 A Yes, sir. 13 and the possible sale of the diagnostic division.
16 @  Did Mr. Smith in that meeting say anything to 14 @  Now, in this meeting vith Weston Smith, he said
15 suggest that Mr. Scrushy had authorized this plan? 15 something about encries had to be stopped. What did
16 MR, SJOBLOM: Objectien, leading. 16  you understand “entries® to be?
17 THE COURT: Sustained. 17 A well, after he said that, he was uncomtortahle
18 @ Did he say anything about Mr. Scrushy? 18 wigning tinancials, the entries that I thought of were
13 A e did say that he thought the plan would work 13 the encries that vere made at the end Of -- 8T the end
20 and he said that Richard was in support of the plan. 20 of quarcers.
n g Aftes the meeting, did you have any discussions 0 What kind of entries are you talking about?
22 with Emery Harris? 22 A They are referred to as wanagement entries or
23 A 1 did. There was a meeting with Emery, Angela 23 corporate pushdowns that would adjust certain revenue
24 and Jenny and mywelf that I recall. 24 categories or expense line items or sometimes balsnce
25 THE COURT: 1've got to know when. 25 sheer categoriea.
CONFIDENTIAL page 45
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Uondensed Transcript {with Word Index) of 4/24103 SEC Hearlng
Monday, Aprit 28, 2003, 12:28:54 PM

HRC#5
Page 1772] Page 1773

1 Q Would the balance sheet category include entries 3 that.

2 to Property, Plant and Equipment? 2 Q Who did you receive explanations from?

3 MR. SJOBLOM: Gbjection, leading. 3 A It was primarily Emery Karris that would give me
‘. THE COURT: Sustained. 4 explanations, occamionally maybe Jenny or maybe

S @  what categories on the balance sheet would be S Angela.

€ included in these management entries? 6 ©  There's been testimony by other witnesses in thim
7 A Different categories, Property, Planc and 7 ecase about meerings of accounting personnel behind

8  Equipment was one of the categories. 1 rememder 8 clomed doors and they mentioned that it was you and

5  inventory on some of the pre-paids, and sometimes S  Jenny Valentine, Angela Ayers, Bmery Harris. Kay
10 maybe even liability accounte 10 Morgan and Cathy Edwards.
11 Q ¥exe you involved in making any of these i1 MR. SJOBLOM: Objection, misstates the
12 entries? iz rtestimony in this courtroom.
13 A Y was periodically from time to time. 13 THE COURT: 1f you want to ask a guestion,
14 Q  Who else wae involved in making these entries? 34 don't lead, because I know you are Zixing to ask a
15 A To my knowledge, Angela Ayers and Jenny 1s leading question.
1§ Valentime, and Cathy Sdwards and Kay Norgan made some 16 Q  Did you participate in meetings with other
17 encries as well. 17 accounting peraonnel in peoples’ offices?
18 Q@ Did you ever raise any questions sbouc the 1 A Yes, 1did.
15 legitimacy of these entriss? 19 0  Did those people to your knowledge have meetings
20 A Whenever the -- whenever we would get gueations 20 outside of your presence?

22 on the entri from facilities or whomever would be 2 A Yes, sir.

22 giving explanations, then I would communicate those 22 Q How do you know about those meetings?
23 explanations back down. Some af the explanations made 23 A It would be to where maybe I was going downstairs
24 more sense than others. But after regeiving 24 to Emery‘s office to carry him a piece of
2% explanations, I didn‘t even question it further than 25 documentation oy aek a gueation, and I would knock on

Page 1774 Page 1775}

1 the door. We would say come in, and there vould be 1 1'mgoing to sustain the objection.

2 tvo, three, four pecple in Chere. 2 MR. LOOMIS: Okay.

3 @  Who would those two to three, four people be? 3 Q  After you became assistant vice-president of

4 A It would vary. Sometimes it would consist of 4 finance, did you attend officers’ meecings?

s Angela Ayers, Cathy Edwards, Kay Morgan and sometimes 5 A Yes, mir.

6 Jenny valentine. § @  Did you attend those meetings regularly?

7 @  You said knock on the door, was the door T oA 1 did.

8 closed? 8 Q From March of 2001 until the present, I think

3 A A lot of the times it was very comnon for Smery 5 thers wan mometime that you vere on maternity leave;
1 eapecially to cloge his door whenever meeting on 10 i8 that correct?

11  certain items because he sat in a high tratfic area. 11 A Correct.

12 There were cubes right outside his office or people 12 Q  hen wam thav?

13 alvays coming in and out. And it was very common to 13 A From March 25th, 2002 through mid June 2002.

14 close the door, you know, for mestings so that there 14 @  Other than that time. did you attend the officer
15 would be fewer disturbances. 15 meetings regularly?

16 @ You said hot shot -- I'm sorry? 16 A Yes, sir. If T was at vork and not sick or on
17 A High tratfic arex, 17 vacation, I was at the meetinge.

a8 Q To your knowledge, did Emery Harris and other 18 Q Did Mr. Scrushy aleoc attend all the cfficer

19 accounting people have social gatherings outside of 15  meerings that you artended?

20 HealthSouth in which you wers not involved? 20 A Yes, wir, from what I recall. There may have

21 MR. SJOBIOM: Objection, relevancy. 21 been one Lo where 1 don’t remender him being there.
22 MR. LOOMIS: It goes to show whether she was 22 ] Did Mz. Scrushy, in those meetings, take an

23 involved in various aceounting meetings, Your Komor. 23 active role?

21 THE COURT: Secial is not accounting. I 24 A Yes, mir.

25  mean, as much as scecuntants might think they are. 25 © Do you recall a meeting, an officers’ meeting on
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