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The proposed IRF would be subject to regulation by the Health Services Cost Review Commission
(“HSCRC”) however is not included in the Maryland All Payer Demonstration Model. As a result, the
HSCRC would set rates for the new facility which non Federal payers would be required to pay.
Medicare and Medicaid would not be required to pay HSCRC approved rates. Medicare would pay
under the IRF prospective payment system.

Encompass would be permitted to request exemption from HSCRC rate setting if the following criteria is
met after 12 months preceding the request:

— Two thirds of the annual gross revenue must be attributable to services derived from Federal Payers

— Annual gross revenue for non-physician services is not more than $20 million (in 1996 dollars),
adjusted by an appropriate index of inflation or when the annual gross revenue subject to
Commission rate-setting jurisdiction is not more than $5 million (in 1996 dollars) adjusted by an
appropriate index of inflation

Encompass projects in Year 1 that 80% of its revenue will be Medicare and Medicaid. This profile is
consistent with the other 127 Encompass Health IRFs across the county including HealthSouth
Chesapeake Rehabilitation Hospital in Maryland. HealthSouth Chesapeake Rehabilitation Hospital in
Maryland has an exemption from HSCRC rate setting.

Given the proposed profile, Encompass will submit a rate application to the HSCRC requesting waiver of
the 12 month actual experience requirement. Encompass anticipates approval of this request and
therefore the financial projections reflect gross and net revenue assuming the new IRF is not subject to
rate regulation.
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