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PART |

Forward-Looking Statements

Thisannual report on Form 10-K containsforward-1ooking statementswithin the meaning of thefederal securitieslaws. Statements
that are not historical facts, including statements about our beliefs and expectations, are forward-looking statements. Forward-looking
statementsinclude statements preceded by, followed by or that includethewords®may,” “could,” “would,” “should,” “believe,” “ expect,”
“anticipate,” “plan,” “target,” “estimate,” “ project,” “intend,” and similar expressions. These statementsinclude, among others, statements
regarding our expected business outlook, anticipated financial and operating results, our business strategy and means to implement our
strategy, our objectives, the amount and timing of capital expenditures, thelikelihood of our successin expanding our business, financing
plans, budgets, working capital needs, and sources of liquidity.

Forward-looking statements are only predictions and are not guarantees of performance. These statements are based on our
management’s beliefs and assumptions, which in turn are based on currently available information. Important assumptions relating to
the forward-looking statements include, among others, assumptions regarding our services, the expansion of our services, competitive
conditions, and general economic conditions. These assumptionscould proveinaccurate. Forward-1ooking statementsalsoinvolve known
and unknown risks and uncertainties, which could cause actua results to differ materially from those contained in any forward-looking
statement. Many of these factors are beyond our ability to control or predict. Such factorsinclude, but are not limited to, the following:

e changesin government reimbursement for our services and/or new payment policies may result in areduction in net
operating revenues, an increase in costs, and a reduction in profitability;

» thefailure of our Medicare-certified long term care hospitals or inpatient rehabilitation facilities to maintain their Medicare
certifications may cause our net operating revenues and profitability to declineg;

« thefailure of our Medicare-certified long term care hospitals and inpatient rehabilitation facilities operated as “hospitals
within hospitals’ to qualify as hospitals separate from their host hospitals may cause our net operating revenues and
profitability to decline;

e agovernment investigation or assertion that we have violated applicable regulations may result in sanctions or reputational
harm and increased costs;

e acquisitions or joint ventures may prove difficult or unsuccessful, use significant resources, or expose us to unforeseen
lighilities;

» our plans and expectations related to our acquisitions and our ability to realize anticipated synergies;

e private third-party payors for our services may adopt payment policies that could limit our future net operating revenues and
profitability;

» thefailure to maintain established relationships with the physiciansin the areas we serve could reduce our net operating
revenues and profitability;

« shortagesin qualified nurses, therapists, physicians, or other licensed providers could increase our operating costs
significantly or limit our ability to staff our facilities;

e competition may limit our ability to grow and result in a decrease in our net operating revenues and profitability;
* thelossof key members of our management team could significantly disrupt our operations;
« theeffect of claims asserted against us could subject us to substantial uninsured liabilities;

e asecurity breach of our or our third-party vendors' information technology systems may subject usto potential legal and
reputational harm and may result in aviolation of the Health Insurance Portability and Accountability Act of 1996 or the
Health Information Technology for Economic and Clinical Health Act; and

»  other factors discussed from time to time in our filings with the Securities and Exchange Commission (the “ SEC”), including
factors discussed under the heading “Risk Factors” of this annual report on Form 10-K.



Table of Contents

Except as required by applicable law, including the securities laws of the United States and the rules and regulations of the SEC,
we are under no obligation to publicly update or revise any forward-looking statements, whether as a result of any new information,
future events, or otherwise. You should not place undue reliance on our forward-looking statements. Although we believe that the
expectations reflected in forward-looking statements are reasonable, we cannot guarantee future results or performance.

Investors should also be aware that while we do, from time to time, communicate with securities analysts, it is against our policy
to disclose to securities analysts any material non-public information or other confidential commercial information. Accordingly,
stockholders should not assume that we agree with any statement or report issued by any securities analyst irrespective of the content of
the statement or report. Thus, to the extent that reports issued by securities analysts contain any projections, forecasts or opinions, such
reports are not the responsibility of the Company.
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Item 1. Business.

Overview

We began operationsin 1997 and, based on the number of facilities, areone of thelargest operatorsof critical illnessrecovery
hospitals (previously referred to as long term acute care hospitals), rehabilitation hospitals (previously referred to as inpatient
rehabilitation facilities), outpatient rehabilitation clinics, and occupational health centersin the United States. Asof December 31,
2019, we had operations in 47 states and the District of Columbia. As of December 31, 2019, we operated 101 critical illness
recovery hospitalsin 28 states, 29 rehabilitation hospitalsin 12 states, and 1,740 outpatient rehabilitation clinicsin 37 states and
the District of Columbia. Asof December 31, 2019, Concentra, ajoint venture subsidiary, operated 521 occupational health centers
in 41 states. Concentra also provides contract services at employer worksites and Department of Veterans Affairs community-
based outpatient clinics (*CBOCSs").

We manage our Company through four business segments: our critical illness recovery hospital segment, our rehabilitation
hospital segment, our outpatient rehabilitation segment, and our Concentra segment. We had net operating revenues of $5,453.9
million for the year ended December 31, 2019. Of this total, we earned approximately 34% of our net operating revenues from
our critical illness recovery hospital segment, approximately 12% from our rehabilitation hospital segment, approximately 19%
from our outpati ent rehabilitation segment, and approximately 30% from our Concentrasegment. We al so recognized net operating
revenues associated with employee leasing services provided to the Company’s non-consolidating subsidiaries; these revenues
are included as part of our other activities. Our critical illness recovery hospital segment consists of hospitals designed to serve
the needs of patientsrecovering from critical illnesses, often with complex medical needs, and our rehabilitation hospital segment
consists of hospitals designed to serve patients that require intensive physical rehabilitation care. Patients are typically admitted
toour critical illnessrecovery hospital s and rehabilitation hospitalsfrom general acute care hospitals. Our outpatient rehabilitation
segment consistsof clinicsthat provide physical, occupational, and speech rehabilitati on services. Our Concentrasegment consists
of occupational health centers and contract services provided at employer worksites that deliver occupational medicine, physical
therapy, and consumer health services. Additionally, our Concentra segment delivers veterans' healthcare services through its
Department of Veterans Affairs CBOCs. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Results of Operations” and “ Notesto Consolidated Financia Statements—Note 11. Segment Information” beginning
on F-26 for financial information for each of our segments for the past three fiscal years.

Critical IlIness Recovery Hospitals

We are aleading operator of critical illness recovery hospitalsin the United States, which are certified by Medicare aslong
term care hospitals (“LTCHS"). As of December 31, 2019, we operated 101 critical illness recovery hospitalsin 28 states. For the
years ended December 31, 2017, 2018, and 2019, approximately 52%, 51% and 49%, respectively, of the net operating revenues
of our critical illness recovery hospital segment came from Medicare reimbursement. As of December 31, 2019, we employed
approximately 14,500 peopleinour critical illnessrecovery hospital segment, consisting primarily of registered nurses, respiratory
therapists, physical therapists, occupational therapists, and speech therapists.

We operate the majority of our critical illness recovery hospitals as ahospital within ahospital (an“HIH"). A critical illness
recovery hospital that operates asan HIH typically |eases space from ageneral acute care hospital, or “host hospital,” and operates
as aseparately licensed hospital within the host hospital, or on the same campus as the host hospital. In contrast, a free-standing
critical illness recovery hospital does not operate on a host hospital campus. We operated 101 critical illness recovery hospitals
at December 31, 2019, of which 72 were operated as HIHs and 29 were operated as free-standing hospitals.

Patients are typically admitted to our critical illness recovery hospitals from general acute care hospitals, likely following
an intensive care unit stay, suffering from chronic critical illness. These patients have highly specialized needs, with serious and
complex medical conditionsinvolving multiple organ systems. These conditions are often aresult of complicationsrelated to heart
failure, complex infectious disease, respiratory failure and pulmonary disease, complex surgery requiring prolonged recovery,
renal disease, neurological events, and trauma. Given their complex medical needs, these patients require alonger length of stay
than patients in a general acute care hospital and benefit from being treated in acritical illness recovery hospital that is designed
to meet their unique medical needs. For the year ended December 31, 2019, the average length of stay for patientsin our critical
illness recovery hospitals was 28 days.
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Additionally, we continually seek to increase our admissions by demonstrating our quality outcomes and, by doing so,
expanding and improving our relationships with the physicians and general acute care hospitalsin the markets where we operate.
We maintain astrong focus on the provision of high-quality medical carewithin our facilities. The Joint Commission (“TJC") and
DNV GL Healthcare USA, Inc. (“DNV") are independent, not-for-profit organizations that establish standards related to the
operation and management of healthcare facilities. As of December 31, 2019, we operated 101 critical illness recovery hospitals,
100 of whichwereaccredited by TJC. Oneof our critical illnessrecovery hospital swasaccredited by DNV. Alsoasof December 31,
2019, all of our critical illness recovery hospitals were certified as LTCHs. Each of our critical illness recovery hospitals must
regularly demonstrateto asurvey team conformanceto the applicabl e standards established by TJC, DNV or the M edicare program,
as applicable.

When apatient isreferred to one of our critical illnessrecovery hospitals by a physician, case manager, discharge planner,
or payor, aclinical assessment is performed to determine patient eligibility for admission. Based on the determinations reached
in this clinical assessment, an admission decision is made.

Upon admission, an interdisciplinary team meets to perform a comprehensive review of the patient’s condition. The
interdisciplinary team iscomposed of anumber of cliniciansand may includeany or all of thefollowing: an attending physician;
aregistered nurse; a physical, occupational, and speech therapist; a respiratory therapist; a dietitian; a pharmacist; and a case
manager. Upon completion of aninitial evaluation by each member of the treatment team, an individualized treatment planis
established and initiated. Case management coordinates all aspects of the patient’s hospital stay and serves as a liaison to the
insurancecarrier’ scasemanagement staff asappropriate. Thecasemanager specifically communicatesclinical progress, resource
utilization, and treatment goals to the patient, the treatment team, and the payor.

Each of our critical illness recovery hospitals has a distinct medical staff that is composed of physicians from multiple
specialties that have successfully completed the required privileging and credentialing process. In general, physicians on the
medical staff are not directly employed but are more commonly independent, practicing at multiple hospitalsin the community.
Attending physicians conduct daily rounds on their patients while consulting physicians provide consulting services based on
the specific medical needs of our patients. Each critical illnessrecovery hospital developson-call arrangementswith individual
physicians to ensure that a physician is available to care for our patients. When determining the appropriate composition of the
medical staff of acritical illnessrecovery hospital, we consider the size of thecritical illnessrecovery hospital, servicesprovided
by the critical illness recovery hospital, if applicable, the size and capabilities of the medical staff of the general acute care
hospital that hoststhat HIH and, if applicable, the proximity of an acute care hospital to thefree-standing critical illnessrecovery
hospital. The medical staff of each of our critical illness recovery hospitals meets the applicable requirements set forth by
Medicare, the hospital’s applicable accrediting organizations, and the state in which that critical illness recovery hospital is
located.

Our critical illness recovery hospital segment is led by a president & chief operating officer, chief medical officer, and
chief quality officer. Each of our critical illnessrecovery hospital shasan onsite management team consi sting of achief executive
officer, amedical director, a chief nursing officer, and a director of business development. These teams manage local strategy
and day-to-day operations, including oversight of clinical care and treatment. They also assume primary responsibility for
developing relationships with the general acute care providers and clinicians in the local areas we serve that refer patients to
our critical illness recovery hospitals. We provide our critical illness recovery hospitals with centralized accounting, treasury,
payroll, legal, operational support, human resources, compliance, management information systems, and billing and collection
services. The centralization of these services improves efficiency and permits staff at our critical illness recovery hospitals to
focus their time on patient care.

For adescription of government regulations and Medicare payments made to our critical illness recovery hospitals, see“—
Government Regulations” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Regulatory Changes.”

Critical IlIness Recovery Hospital Strategy

The key elements of our critical illness recovery hospital strategy are to:

Focus on Specialized Inpatient Services. We serve highly acute patients and patients with debilitating injuries and
rehabilitation needs that cannot be adequately cared for in a less medically intensive environment, such as a skilled nursing
facility. Patients admitted to our critical illness recovery hospitals require long stays, benefiting from a more specialized and
targeted clinical approach. Our care model is distinct from what patients experience in general acute care hospitals.



Table of Contents

Provide High-Quality Care and Service. Our critical illness recovery hospitals serve a critical role in comprehensive
healthcare delivery. Through our specialized treatment programs and staffing models, we treat patients with acute, highly
complex, and specialized medical needs. Our treatment programs focus on specific patient needs and medical conditions, such
as ventilator weaning protocols, comprehensive wound care assessments and treatment protocols, medication review and
antibiotic stewardship, infection control prevention, and customized mobility, speech, and swallow programs. Our staffing
models ensure that patients have the appropriate clinical resources over the course of their stay. We maintain quality assurance
programs to support and monitor quality of care standards and to meet regulatory requirements and maintain Medicare
certifications. We believe that we are recognized for providing quality care and service, which helps develop brand loyalty in
the local areas we serve.

Our treatment programs are continuously reassessed and updated based on peer-reviewed literature. This approach
providesour cliniciansaccessto the best practicesand protocol sthat we have found to be eff ectivein treating various conditions
in this population such as respiratory failure, non-healing wounds, brain injury, renal dysfunction, and complex infectious
diseases. In addition, we customize these programs to provide atreatment plan tailored to meet our patients' unique needs. The
collaborative team-based approach coupled with the intense focus on patient safety and quality affords these highly complex
patients the best opportunity to recover from catastrophic illness. This comprehensive care model is ultimately measured by
the functional recovery of each of our patients.

The quality of the patient care we provide is continually monitored using several measures, including clinical outcomes
dataand analyses and patient satisfaction surveys. Quality metricsfrom our critical illnessrecovery hospitals are used to create
monthly, quarterly, and annual reporting for our leadership team. In order to benchmark ourselves against other hospitals, we
collect our clinical and patient satisfaction information and compare it to national standards and the results of other healthcare
organizations. We are required to report quality measuresto individual states based on unique requirements and laws. We also
submit required quality data elements to the Center for Medicare & Medicaid Services (“CMS’). See “—Government
Regul ations—Other M edi care Regul ations—M edicare Quality Reporting.”

Control Operating Costs. We continually seek to improve operating efficiency and control costs at our critical illness
recovery hospitals by standardizing operations and centralizing key administrative functions. These initiatives include:

«  centralizing administrativefunctionssuch asaccounting, finance, treasury, payroll, legal, operational support, human
resources, compliance, and billing and collection;

»  standardizing management information systemsto assist in capturing themedical record, accounting, billing,
collections, and data capture and analysis; and

» centralizing sourcing and contracting to receive discounted prices for pharmaceuticals, medical supplies, and
other commodities used in our operations.

Increase Commercial Volume. We have focused on continued expansion of our relationships with commercia insurersto
increase our volume of patientswith commercial insurancein our critical illnessrecovery hospitals. We believe that commercial
payors seek to contract with our hospitals because we offer our patients high-quality, cost-effective care at more attractive rates
than general acute care hospitals. We also offer commercial enrollees customized treatment programs not typically offered in
general acute care hospitals.

Pursue Opportunistic Acquisitions. We may grow our network of critical illness recovery hospitals through opportunistic
acquisitions. When we acquire a critical illness recovery hospital or a group of related facilities, a team of our professionalsis
responsible for formulating and executing an integration plan. We seek to improve financial performance at such facilities by
adding clinical programsthat attract commercial payors, centralizing administrative functions, and implementing our standardized
resource management programs.

Rehabilitation Hospitals

Our rehabilitation hospital s provide comprehensive physical medicine, aswell asrehabilitation programsand services, which
serve to optimize patient health, function, and quality of life. As of December 31, 2019, we operated 29 rehabilitation hospitals
in 12 states. For the years ended December 31, 2017, 2018, and 2019, approximately 51%, 50% and 50% respectively, of the net
operating revenues of our rehabilitation hospital segment came from Medicare reimbursement. As of December 31, 2019, we
employed approximately 10,900 peoplein our rehabilitation hospital segment, consisting primarily of registered nurses, respiratory
therapists, physical therapists, occupational therapists, speech therapists, neuropsychologists, and other psychologists.
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Patients at our rehabilitation hospital s have specialized needs, with serious and often complex medical conditions requiring
rehabilitative healthcare services in an inpatient setting. These conditions require targeted therapy and rehabilitation treatment,
including comprehensive rehabilitative services for brain and spinal cord injuries, strokes, amputations, neurological disorders,
orthopedic conditions, pediatric congenital or acquired disabilities, and cancer. Given their complex medical needs and gradual
and prolonged recovery, these patients generally require alonger length of stay than patientsin ageneral acute care hospital. For
the year ended December 31, 2019, the average length of stay for patientsin our rehabilitation hospitals was 14 days.

Additionally, we continually seek to increase our admissions by demonstrating our quality outcomes and, by doing so,
expanding and improving our relationships with the physicians and general acute care hospitalsin the markets where we operate.
We maintain a strong focus on the provision of high-quality medical care within our facilities. As of December 31, 2019, we
operated 29 rehabilitation hospitals, all of which were accredited by TJC. Also as of December 31, 2019, all of our rehabilitation
hospital s were certified as Medicare providers asinpatient rehabilitation facilities (“|RFS"). 12 of our rehabilitation hospitals also
received accreditation from the Commission on Accreditation of Rehabilitation Facilities (“CARF"), an independent, not-for-
profit organization that establishes standards related to the operation of medical rehabilitation facilities. Each of our rehabilitation
hospitals must regularly demonstrate to a survey team conformance to the applicable standards established by TJC, the Medicare
program, or CARF, as applicable.

When a patient is referred to one of our rehabilitation hospitals by a physician, case manager, discharge planner, health
mai ntenance organi zation, or insurance company, we perform aclinical assessment of the patient to determineif the patient meets
criteriafor admission. Based on the determinations reached in this clinical assessment, an admission decision is made.

Upon admission, aninterdisciplinary team reviewsapatient’s condition. Theinterdisciplinary teamiscomposed of anumber
of clinicians and may include any or al of the following: an attending physician; aregistered nurse; a physical, occupational, and
speech therapist; a respiratory therapist; a dietitian; a pharmacist; and a case manager. Upon completion of an initial evaluation
by each member of the treatment team, an individualized treatment plan is established and implemented. The case manager
coordinates all aspects of the patient’s hospital stay and serves as a liaison with the insurance carrier’s case management staff
when appropriate. The case manager communicates progress, resource utilization, and treatment goals between the patient, the
treatment team, and the payor.

Each of our rehabilitation hospitals has amulti-specialty medical staff that is composed of physicians who have completed
the privileging and credentialing process required by that rehabilitation hospital and have been approved by the governing board
of that rehabilitation hospital. Physicians on the medical staff of our rehabilitation hospitals are generally not directly employed
by our rehabilitation hospitals, but instead have staff privileges at one or more hospitals. At each of our rehabilitation hospitals,
attending physicians conduct rounds on their patients on a regular basis and consulting physicians provide consulting services
based on the medical needs of our patients. Our rehabilitation hospitals also have on-call arrangements with physicians to ensure
that aphysicianisavailableto care for our patients. We staff our rehabilitation hospital s with the number of physicians, therapists,
and other medical practitioners that we believe is appropriate to address the varying needs of our patients. When determining the
appropriate composition of the medical staff of arehabilitation hospital, we consider the size of therehabilitation hospital, services
provided by the rehabilitation hospital, and, if applicable, the proximity of an acute care hospital to the free-standing rehabilitation
hospital. The medical staff of each of our rehabilitation hospitals meets the applicable requirements set forth by Medicare, the
facility’s applicable accrediting organizations, and the state in which that rehabilitation hospital is located.

Our rehabilitation hospital segment isled by a president, chief operating officer, national medical director, chief academic
officer, and chief quality officer. Each of our rehabilitation hospital s has an onsite management team consisting of achief executive
officer, amedical director, a chief nursing officer, a director of therapy services, and a director of business development. These
teams manage local strategy and day-to-day operations, including oversight of clinical care and treatment. They also assume
primary responsibility for devel oping relationships with the general acute care providersand cliniciansin thelocal areaswe serve
that refer patientsto our rehabilitation hospital s. We provide our facilitieswithin our rehabilitation hospital segment with centralized
accounting, treasury, payroll, legal, operational support, human resources, compliance, management information systems, and
billing and collection services. The centralization of these servicesimproves efficiency and permits the staff at our rehabilitation
hospitals to focus their time on patient care.

For adescription of government regul ationsand M edi care payments madeto our rehabilitation hospital s, see“ —Government
Regulations’ and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Regulatory
Changes.”
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Rehabilitation Hospital Strategy
The key elements of our rehabilitation hospital strategy are to:

Focus on Specialized Inpatient Services. We serve patients with debilitating injuries and rehabilitation needs that cannot be
adequately cared for in a less medically intensive environment, such as a skilled nursing facility. Generally, patients in our
rehabilitation hospitals require longer stays and can benefit from more specialized and intensive clinical care than patients treated
in general acute care hospitals and require more intensive therapy than that provided in outpatient rehabilitation clinics.

Provide High-Quality Care and Service. Our rehabilitation hospitals serve a critical role in comprehensive healthcare
delivery. Through our specialized treatment programs and staffing models, wetreat patientswith complex and specialized medical
needs. Our specialized treatment programs focus on specific patient needs and medical conditions, such as rehabilitation programs
for brain traumaand spinal cord injuries. We also focus on specific programs of care designed to restore strength, improve physical
and cognitive function, and promote independence in activities of daily living for patients who have suffered complications from
strokes, amputations, cancer, and neurological and orthopedic conditions. Our staffing models ensure that patients have the
appropriate clinical resources over the course of their stay. We maintain quality assurance programsto support and monitor quality
of care standards and to meet regulatory requirements and maintain Medicare certifications. We believe that we are recognized
for providing quality care and service, which helps develop brand loyalty in the local areas we serve.

Our treatment programs, which are continuously reassessed and updated, benefit patients because they give our clinicians
access to the best practices and protocol s that we have found to be most effective in treating various conditions such as brain and
spinal cordinjuries, strokes, and neuromuscul ar disorders. I n addition, we combineor modify these programsto provide atreatment
plan tailored to meet our patients' unique needs. We measure the outcomes and successes of our patients' recovery in order to
provide the best possible patient care and service.

The quality of the patient care we provide is continually monitored using several measures, including clinical outcomes
data and analyses and patient satisfaction surveys. Quality metrics from our rehabilitation hospitals are used to create monthly,
quarterly, and annual reporting for our leadership team. In order to benchmark ourselves against other hospitals, we collect our
clinical and patient satisfactioninformation and compareit to national standardsand theresultsof other healthcare organizations.
We arerequired to report quality measuresto individual states based on unique requirements and laws. We al so submit required
quality dataelementsto CM S. See“—Government Regulations—Other M edi care Regul ations—M edicare Quality Reporting.”

Control Operating Costs. We continually seek toimprove operating efficiency and control costsat our rehabilitation hospitals
by standardizing operations and centralizing key administrative functions. These initiatives include:

e centralizing administrative functions such as accounting, finance, treasury, payroll, legal, operational support, human
resources, compliance, and billing and collection;

«  gtandardizing management information systemsto assist in capturing the medical record, accounting, billing,
collections, and data capture and analysis; and

«  centralizing sourcing and contracting to receive discounted prices for pharmaceuticals, medical supplies, and other
commodities used in our operations.

Increase Commercial Volume. We have focused on continued expansion of our relationships with commercial insurers to
increase our volume of patientswith commercial insurancein our rehabilitation hospitals. We believe that commercia payors seek
to contract with our rehabilitation hospital s because we offer our patients high-quality, cost-effective care at more attractive rates
than general acute care hospitals. We also offer commercia enrollees customized and comprehensive rehabilitation treatment
programs not typically offered in general acute care hospitals.

Develop Rehabilitation Hospitals through Pursuing Joint Ventures with Large Healthcare Systems. By leveraging the
experience of our senior management and development team, we believe that we are well positioned to expand our portfolio of
joint ventured operations. When we identify joint venture opportunities, our development team conducts an extensive review of
the area’s referral patterns and commercial insurance rates to determine the general reimbursement trends and payor mix. Once
discussions commence with a healthcare system, we refine the specific needs of a joint venture, which could include working
capital, the construction of new space, or the leasing and renovation of existing space. A joint venture typically consists of us and
the healthcare system contributing certain post-acute care businesses into a newly formed entity. We typically function as the
manager and hold either a majority or minority ownership interest. We bring clinical expertise and clinical programs that attract
commercia payors and implement our standardized resource management programs, which may improve the clinical outcome
and enhance the financial performance of the joint venture.
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Pursue Opportunistic Acquisitions. We may grow our network of rehabilitation hospital sthrough opportunistic acquisitions.
When we acquire arehabilitation hospital or agroup of related facilities, ateam of our professionalsisresponsiblefor formulating
and executing an integration plan. We seek to improve financial performance at such facilities by adding clinical programs that
attract commercial payors, centralizing administrative functions, and implementing our standardized resource management
programs.

Outpatient Rehabilitation

We arethe largest operator of outpatient rehabilitation clinicsin the United States based on number of facilities, with 1,740
facilities throughout 37 states and the District of Columbia as of December 31, 2019. Our outpatient rehabilitation clinics are
typicaly located in amedical complex or retail location. Our outpatient rehabilitation segment employed approximately 10,700
people as of December 31, 2019.

In our outpatient rehabilitation clinics, we provide physical, occupational, and speech rehabilitation programs and services.
We also provide certain specialized programs such as functional programsfor work related injuries, hand therapy, post-concussion
rehabilitation, pediatric rehabilitation, cancer rehabilitation, and athl etic trai ning services. Thetypical patientinoneof our outpatient
rehabilitation clinics suffers from muscul oskel etal impairments that restrict his or her ability to perform normal activities of daily
living. These impairments are often associated with accidents, sportsinjuries, work related injuries, or post-operative orthopedic
and other medical conditions. Our rehabilitation programs and services are designed to help these patients minimize physical and
cognitive impairments and maximize functional ability. We al so provide services designed to prevent short term disabilities from
becoming chronic conditions. Our rehabilitation services are provided by our professionalsincluding licensed physical therapists,
occupational therapists, and speech-language pathol ogists.

Outpatient rehabilitation patients are generally referred or directed to our clinics by aphysician, employer, or health insurer
who believes that a patient, employee, or member can benefit from the level of therapy we provide in an outpatient setting. In
recent years, anumber of states have enacted lawsthat allow individual sto seek outpatient physical rehabilitation serviceswithout
aphysician order. In our outpatient rehabilitation segment, for the year ended December 31, 2019, approximately 83% of our net
operating revenues come from commercia payors, including healthcare insurers, managed care organizations, workers
compensation programs, contract management services, and private pay sources. We believe that our services are attractive to
healthcare payors who are seeking to provide high-quality and cost-effective care to their enrollees. The balance of our
reimbursement is derived from Medicare and other government sponsored programs.

For adescription of government regul ations and M edicare payments made to our outpatient rehabilitation services, see“—
Government Regulations” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Regulatory Changes.”

Outpatient Rehabilitation Strategy
The key elements of our outpatient rehabilitation strategy are to:

Provide High-Quality Care and Service. We are focused on providing ahigh level of serviceto our patientsthroughout their
entire course of treatment. To measure satisfaction with our service we have devel oped surveys for both patients and physicians.
Our clinics utilize the feedback from these surveysto continuously refine and improve service levels. We believe that by focusing
onquality careand offering ahighlevel of customer servicewedevel op brand | oyalty which allowsusto strengthen our rel ationships
with referring physicians, employers, and health insurers to drive additional patient volume.

Increase Market Share. We strive to establish aleading presence within the local areas we serve. To increase our presence,
we seek to open new clinics in our existing markets. We have also entered into joint ventures with hospital systems that have
resulted in an increase in the number of facilities that we operate. This allows us to realize economies of scale, heightened brand
loyalty, and workforce continuity. We also focus on increasing our workers' compensation and commercial/managed care payor
mix.

Expand Rehabilitation Programsand Services. Through our local clinical directorsof operationsand clinic managerswithin
their service areas, we assess the healthcare needs of the areas we serve. Based on these assessments, we implement additional
programs and services specifically targeted to meet demand in thelocal community. In designing these programs we benefit from
theknowledge we gain through our national network of clinics. Thisknowledgeisused to design programsthat optimize treatment
methods and measure changesin health status, clinical outcomes, and patient satisfaction.
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Optimize Payor Contract Reimbursements. We review payor contracts scheduled for renewal and potential new payor
contractsto assure reasonable reimbursementsfor the services we provide. Before we enter into anew contract with acommercial
payor, we assess the reasonableness of the reimbursements by analyzing past and projected patient volume and clinic capacity.
We create a retention strategy for the top performing contracts and a renegotiation strategy for contracts that do not meet our
defined criteria. We believe that our national footprint and our strong reputation enable us to negotiate favorable reimbursement
rates with commercial insurers.

Maintain Srong Community and Employee Relations. We believe that the relationships between our employees and the
referral sources in their communities are critical to our success. Our referral sources, such as physicians and healthcare case
managers, send their patients to our clinics based on three factors: the quality of our care, the customer service we provide, and
their familiarity with our therapists. We seek to retain and motivate our therapists by implementing a performance-based bonus
program, a defined career path with the ability to be promoted from within, timely communication on company devel opments,
and internal training programs. We also focus on empowering our employees by giving them a high degree of autonomy in
determining local area strategy. We seek to identify therapists who are potential business leaders. This management approach
reflects the unique nature of each local area in which we operate and the importance of encouraging our employees to assume
responsibility for their clinic's financial and operational performance.

Pursue Opportunistic Acquisitions. We may grow our network of outpatient rehabilitation facilities through opportunistic
acquisitions. We believe our size and centralized infrastructure allow us to take advantage of operational efficiencies and improve
financial performance at acquired facilities.

Concentra

We are the largest provider of occupational health services in the United States based on the number of facilities. As of
December 31, 2019, we operated 521 occupational health centers, 131 onsite clinics at employer worksites, and 32 CBOCs
throughout 43 states. In some of our occupational health centers we also provide urgent care services. On February 1, 2018, we
acquired U.S HealthWorks, an occupational medicine and urgent care service provider, as part of our Concentra segment. We
deliver occupational medicine, consumer health, physical therapy, and veterans' healthcare services in our occupational health
centers, onsite clinics located at the workplaces of our employer customers, and our CBOCs. Our Concentra segment employed
approximately 11,700 people as of December 31, 2019.

We offer arange of occupational and consumer health services through our occupational health centers and onsite clinics.
Occupational health services include workers' compensation injury care as well as employer services, clinical testing, wellness
programs, and preventative care. Our servicesat the CBOCsinclude primary care, specialty care, sub-specialty care, mental health,
and pharmacy benefits. Consumer health consists of non-employer, patient-directed treatment of injuries and illnesses. Our
consumer health service offerings include urgent care, wellness programs, and preventative care.

Occupational medicine refersto the diagnosis and treatment of work-related injuries (workers' compensation), compliance
services, such as preventive services, including pre-employment, fitness-for-duty, and post-accident physical examinations and
substance abuse screening. Utilization is driven by the needs of labor-intensive industries such as transportation, distribution/
warehousing, manufacturing, construction, healthcare, police/fire, and other occupationsthat have historically posed a higher than
averagerisk of workplaceinjury or that requireaworkplace physical. Workers' compensationistheform of insurancethat provides
medical coverage to employees with work-related illnesses or injuries.

Workers' compensationisadministered on astate-by-state basisand each stateisresponsiblefor implementing and regul ating
its own workers' compensation program. Because workers' compensation benefits are mandated by law and subject to extensive
regulation, insurers, third-party administrators, and employers do not have the same flexibility to alter benefits as they have with
other health benefit programs. In addition, because programs vary by state, it is difficult for insurance companies and multi-state
employers to adopt uniform policies to administer, manage, and control the costs of benefits across states. As aresult, managing
the cost of workers' compensation requires approaches that are tailored to the specific regulatory environments in which the
employer operates. For the year ended December 31, 2019, approximately 58% of our Concentra segment net operating revenues
came from workers' compensation payments.

Acquisition of Additional Membership Interestsin Concentra Group Holdings Parent

On January 1, 2020, Select acquired, through the consummation of the January Interest Purchase (as defined below),
approximately 17.2% of the outstanding membership interests of Concentra Group Holdings Parent, ajoint venture subsidiary of
Select, on afully diluted basis from Welsh, Carson, Anderson & Stowe XI1, L.P. (“WCAS”), Dignity Health Holding Corporation
(“DHHC") and certain other sellers, in exchange for an aggregate purchase price of approximately $338.4 million.
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On February 1, 2020, Select acquired, through the consummation of the February Interest Purchase (as defined below), an
additional 1.4% of the outstanding membership interests of Concentra Group Holdings Parent on afully diluted basisfrom WCAS,
DHHC, and certain other sellersin exchange for an aggregate purchase price of approximately $27.8 million.

Concentra Strategy
The key elements of our Concentra strategy are to:

Provide High-Quality Care and Service. We strive to provide a high level of service to our patients and our employer
customers. We measure and monitor patient and employer satisfaction and focus on treatment programsto provide the best clinical
outcomesin a consistent manner. Our programs and services have proven that aggressive treatment and management of workers
injuries can more rapidly restore employees to better health which reduces workers' compensation indemnity claim costs for our
employer customers.

Focus on Occupational Medicine. Our history as an industry leader in the provision of occupational medicine services
provides the platform for Concentrato grow this service offering. Complementary service offerings help drive additional growth
in this businessline.

Pursue Direct Employer Relationships. We believe we provide occupational health services in a cost-effective manner to
our employer customers. By establishing direct relationshi pswith these customers, we seek to reduce overall costsof their workers
compensation claims, while improving employee health, and getting their employees back to work faster.

Increase Presencein the Areas We Serve. We striveto establish astrong presence within thelocal areaswe serve. Toincrease
our presence, we seek to expand our services and programs and to open new occupational health centers and employer onsite
locations. This allows us to realize economies of scale, heightened brand loyalty, and workforce continuity.

Pursue Opportunistic Acquisitions. We may grow our network and expand our geographic reach through opportunistic
acquisitions. We believe our size and centralized infrastructure allow us to take advantage of operational efficienciesand improve
financial performance at acquired facilities.

Other

Other activitiesinclude our corporate administration and shared services, aswell asemployeeleasing serviceswith our non-
consolidating subsidiaries. We also hold minority investments in other healthcare related businesses. These include investments
in companies that provide specialized technology and services to healthcare entities, as well as providers of complementary
services.

Our Competitive Strengths

We believe that the success of our business model is based on a number of competitive strengths, including our position as
aleading operator in each of our business segments, our proven financial performance, our strong cash flow, our significant scale,
our experience in completing and integrating acquisitions, our partnerships with large healthcare systems, our ability to capitalize
on consolidation opportunities, and our experienced management team.

Leading Operator in Distinct but Complementary Linesof Business. Webelievethat we are aleading operator in our business
segments based on number of facilitiesin the United States. Our leadership position and reputation as ahigh-quality, cost-effective
healthcare provider in each of our business segments allows usto attract patients and employees, aids usin our marketing efforts
toreferral sources, and hel psus negotiate payor contracts. Inour critical illnessrecovery hospital segment, we operated 101 critical
illnessrecovery hospitalsin 28 statesas of December 31, 2019. In our rehabilitation hospital segment, we operated 29 rehabilitation
hospitalsin 12 statesas of December 31, 2019. In our outpatient rehabilitation segment, we operated 1,740 outpatient rehabilitation
clinicsin 37 statesand the District of Columbiaasof December 31, 2019. In our Concentrasegment, we operated 521 occupational
health centersin 41 states as of December 31, 2019. With these leading positions in the areas we serve, we believe that we are
well-positioned to benefit from the rising demand for medical services dueto an aging population in the United States, which will
drive growth across our business segments.

Proven Financial Performance and Strong Cash Flow. We have established a track record of improving the financial
performance of our facilities due to our disciplined approach to revenue growth, expense management, and focus on free cash
flow generation. This includes regular review of specific financial metrics of our business to determine trends in our revenue
generation, expenses, billing, and cash collection. Based on the ongoing analysis of such trends, we make adjustments to our
operations to optimize our financial performance and cash flow.
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Sgnificant Scale. By building significant scalein each of our business segments, we have been ableto leverage our operating
costs by centralizing administrative functions at our corporate office.

Experience in Successfully Completing and Integrating Acquisitions. Since our inception in 1997 through 2019, we
compl eted ten significant acquisitionsfor approximately $3.32 billion, whichincludes$418.6 million paid to acquire Physiotherapy,
$1.05 billion paid to acquire Concentra, and $753.6 million paid to acquire U.S. HealthWorks. We believe that we have improved
the operating performance of these businesses over time by applying our standard operating practices and by realizing efficiencies
from our centralized operations and management.

Experiencein Partneringwith Large Healthcare Systems. Over the past several yearswe have partnered with largehealthcare
systemsto provide post-acute care services. Webelieve that we provide operating experti seto these venturesthrough our experience
in operating critical illness recovery hospitals, rehabilitation hospitals, and outpatient rehabilitation facilities and have improved
and expanded the level of post-acute care services provided in these communities, as well as the financial performance of these
operations.

WElI-Positioned to Capitalize on Consolidation Opportunities. We believe that we are well-positioned to capitalize on
consolidation opportunities within each of our business segments and selectively augment our internal growth. We believe that
each of our business segmentsis largely fragmented, with many of the nation’s critical illness recovery hospitals, rehabilitation
hospitals, outpatient rehabilitation facilities, and occupational health centers operated by independent operators lacking national
or broad regional scope. With our geographically diversified portfolio of facilitiesin the United States, we believethat our footprint
provides us with a wide-ranging perspective on multiple potential acquisition opportunities.

Experienced and Proven Management Team. Prior to co-founding our company with our current Executive Chairman and
Co-Founder, our Vice Chairman and Co-Founder founded and operated three other healthcare companiesfocused on inpatient and
outpatient rehabilitation services. The other members of our senior management team also have extensive experience in the
healthcare industry, with an average of ailmost 25 years in the business. In recent years, we have reorganized our operations to
expand executive talent and ensure management continuity.

Sources of Net Operating Revenues

Thefollowing table presentsthe approximate percentages by source of net operating revenue received for healthcare services
we provided for the periods indicated:

Year Ended December 31,

Net Operating Revenues by Payor Source 2017 2018 2019
Medicare 30.1% 26.6% 25.9%
Commercial insurance®™ 34.4% 31.8% 32.3%
Workers' Compensation 17.2% 22.1% 21.4%
Private and other®® 15.3% 16.8% 17.5%
Medicaid 3.0% 2.7% 2.9%
Total 100.0% 100.0% 100.0%
D Primarily includes commercial heathcare insurance carriers, health maintenance organizations, preferred provider

organizations, and managed care programs.

(2 Primarily includes management services, employer services, self-payors, and non-patient related payments. Self-pay
revenues represent less than 1% of total net operating revenues for all periods.
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Government Sources

Medicareis afederal program that provides medical insurance benefits to persons age 65 and over, some disabled persons,
and persons with end-stage renal disease. Medicaid is afederal-state funded program, administered by the states, which provides
medical benefits to individuals who are unable to afford healthcare. As of December 31, 2019, we operated 101 critical illness
recovery hospitals, al of whichwerecertified by MedicareasLTCHs. Also asof December 31, 2019, we operated 29 rehabilitation
hospitals, all of whichwerecertified by Medicareas| RFs. Our outpatient rehabilitation clinicsregularly receive M edicare payments
for their services. Our Concentra segment receives payments from the Department of Veterans Affairs and other governmental
programs. Additionally, many of our critical illness recovery hospitals and rehabilitation hospitals participate in state Medicaid
programs. Amounts received under the Medicare and Medicaid programs are generally less than the customary charges for the
services provided. In recent years, there have been significant changes made to the Medicare and Medicaid programs. Since a
significant portion of our revenues come from patients covered under the Medicare program, our ability to operate our business
successfully in the future will depend in large measure on our ability to adapt to changes in the Medicare program. See “—
Government Regulations—Overview of U.S. and State Government Reimbursements.”

Non-Government Sources

Our non-government sources of net operating revenueincludeinsurance companies, workers' compensation programs, health
maintenance organizations, preferred provider organizations, other managed care companies, and employers, as well as patients
directly.

Employees

As of December 31, 2019, we employed approximately 49,900 peopl e throughout the United States. Approximately 35,700
of our employees are full-time and the remaining approximately 14,200 are part-time employees. Our critical illness recovery
hospital segment employees totaled approximately 14,500, rehabilitation hospital segment employees totaled approximately
10,900, outpatient rehabilitation segment employees totaled approximately 10,700, and Concentra segment employees totaled
approximately 11,700. Approximately 2,100 of the remaining employees performed corporate management, administration, and
other support services primarily at our Mechanicsburg, Pennsylvania headquarters.

Competition
Critical l1lness Recovery Hospitals and Rehabilitation Hospitals

Our critical illness recovery hospitals and our rehabilitation hospitals both compete on the basis of the quality of the patient
serviceswe provide, the outcomes we achieve for our patients, and the prices we charge for our services. The primary competitive
factorsin both of our critical illnessrecovery hospital and rehabilitation hospital segmentsinclude quality of services, chargesfor
services, and responsiveness to the needs of patients, families, payors, and physicians. Other companies operate critical illness
recovery hospitals and rehabilitation hospitals that compete with our own hospitals, including large operators of similar facilities,
such as Kindred Healthcare, LLC and Encompass Health Corporation, and rehabilitation units and step-down units operated by
acute care hospitals in the markets we serve. The competitive position of a critical illness recovery hospital or a rehabilitation
hospital is also affected by the ability of its management to negotiate contracts with purchasers of group healthcare services,
including private employers, managed care companies, preferred provider organizations, and health maintenance organizations.
Such organi zations attempt to obtain discounts from established critical illnessrecovery hospital or rehabilitation hospital charges.
The importance of obtaining contracts with preferred provider organizations, health maintenance organizations, and other
organi zationswhich finance healthcare, and itseffect on acritical illnessrecovery hospital’sor rehabilitation hospital’s competitive
position, vary from areato area depending on the number and strength of such organizations.

Outpatient Rehabilitation Clinics

Our outpatient rehabilitation clinics face a highly fragmented and competitive environment. The primary competitors that
provide outpatient rehabilitation servicesinclude physician-owned physical therapy clinics, dedicated locally owned and managed
outpatient rehabilitation clinics, and hospital or university owned or affiliated ventures, aswell as national and regional providers
in select areas, including Athletico Physical Therapy, ATI Physical Therapy, U.S. Physical Therapy, and Upstream Rehabilitation.
Some of these competing clinics have longer operating histories and greater name recognition in these communities than our
clinics, and they may have stronger relationswith physiciansin these communities on whom werely for patient referrals. Because
thebarriersto entry arenot substantial and current customershavetheflexibility to move easily to new healthcare serviceproviders,
we believe that new outpatient physical therapy competitors can emerge relatively quickly.
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Concentra

Our Concentra segment’s occupational health services, consumer health, and veterans' healthcare business face a highly
fragmented and competitive environment. The primary competitors that provide occupational health services have typically been
independent physicians, hospital emergency departments, and hospital-owned or hospital-affiliated medical facilities. Because
the barriers to entry are not substantial and Concentra’s current customers have the flexibility to move easily to new healthcare
service providers, we believe that new competitors to Concentra can emerge relatively quickly. Furthermore, urgent care clinics
in the local communities Concentra serves provide services similar to those Concentra offers, and, in some cases, competing
facilities are more established or newer than Concentra's, may offer a broader array of services to patients than Concentra's, and
may have larger or more specialized medical staffsto treat and serve patients.

Government Regulations
General

The healthcare industry is required to comply with many complex laws and regulations at the federal, state, and local
government levels. These laws and regulations require that hospitals and facilities furnishing outpatient services (including
outpatient rehabilitation clinics, Concentra occupational health centers, onsite clinics, and CBOCs) comply with various
requirements and standards. These laws and regulations include those relating to the adequacy of medical care, facilities and
equipment, personnel, operating policies and procedures, and recordkeeping, as well as standards for reimbursement, fraud and
abuse prevention, and health information privacy and security. These laws and regulations are extremely complex, often overlap
and, in many instances, the industry does not have the benefit of significant regulatory or judicial interpretation. If we fail to
comply with applicable laws and regulations, we could suffer civil or criminal penalties, including the loss of our licenses to
operate and our ability to participate in the Medicare, Medicaid, and other federal and state healthcare programs.

Facility Licensure

Our healthcarefacilitiesare subject to state and local licensing statutesand regul ations ranging from the adequacy of medical
care to compliance with building codes and environmental protection laws. In order to assure continued compliance with these
various regulations, governmental and other authorities periodically inspect our facilities, both at scheduled intervals and in
response to complaints from patients and others. While our facilitiesintend to comply with existing licensing standards, there can
be no assurance that regulatory authorities will determine that all applicable requirements are fully met at any given time. In
addition, the state and local licensing laws are subject to changes or new interpretations that could impose additional burdens on
our facilities. A determination by an applicable regulatory authority that a facility is not in compliance with these requirements
could lead to the imposition of corrective action, assessment of fines and penalties, or loss of licensure, Medicare enrollment,
certification or accreditation. These consequences could have an adverse effect on our company.

Some states require usto get approval under certificate of need regulations when we create, acquire, or expand our facilities
or services, or alter the ownership of such facilities, whether directly or indirectly. The certificate of need regulations vary from
state to state, and are subject to change and new interpretation. If we fail to show public need and obtain approval in these states
for our new facilities or changes to the ownership structure of existing facilities, we may be subject to civil or even criminal
penalties, lose our facility license, or become ineligible for reimbursement.

Professional Licensure, Corporate Practice and Fee-Splitting Laws

Healthcare professionals at our critical illness recovery hospitals, our rehabilitation hospitals, and our facilities furnishing
outpatient services are required to beindividually licensed or certified under applicable state law. We take steps to ensure that our
employees and agents possess all necessary licenses and certifications.

Some states prohibit the “corporate practice of medicine,” which restricts business corporations from practicing medicine
through thedirect employment of physiciansor from exercising control over medical decisionsby physicians. Somestatessimilarly
prohibit the “corporate practice of therapy.” The laws relating to corporate practice vary from state to state and are not fully
developedin each statein whichwehavefacilities. Typically, however, professional corporationsowned and controlled by licensed
professionals are exempt from corporate practice restrictions and may employ physicians or therapists to furnish professional
services. Also, in some states, hospitals are permitted to employ physicians.

Some states also prohibit entities from engaging in certain financial arrangements, such as fee-splitting, with physicians or
therapists. The laws relating to fee-splitting also vary from state to state and are not fully developed. Generally, these laws restrict
business arrangements that involve a physician or therapist sharing medical fees with areferral source, but in some states these
laws have been interpreted to extend to management agreements between physi cians or therapists and business entities under some
circumstances.
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We believe that each of our facilities, licensed physicians, and therapists comply with any current corporate practice and
fee-gplitting laws of the state in which they are located. In states where we are prohibited by the corporate practice of medicine
from directly employing licensed physicians, we typically enter into management agreements with professional corporations that
are owned by licensed physicians, which, in turn, employ or contract with physicians who provide professional medical services
in our facilities. Under those management agreements, we perform only non-medical administrative services, do not exercise
control over the practice of medicine by the physicians, and structure compensation to avoid fee-splitting. I n those statesthat apply
the corporate practice of therapy prohibition, we either contract to obtain therapy services from an entity permitted to employ
therapistsor we managethe physical therapy practice owned by licensed therapiststhrough which thetherapy servicesareprovided.

Although we believe that our facilities comply with corporate practice and fee-splitting laws, if new regulations or judicia
or administrativeinterpretations establish that our facilities do not comply with these laws, we could be subject to civil and perhaps
criminal penalties. In addition, if any of our facilitiesis determined not to comply with corporate practice and fee-splitting laws,
certain of our agreements relating to the facility may be determined to be unenforceable, including our management agreements
with the professional corporations furnishing physician services or our payment arrangements with insurers or employers. Future
interpretations of corporate practice and fee-splitting laws, the enactment of new legislation, or the adoption of new regulations
relating to these laws could cause us to have to restructure our business operations or close our facilitiesin aparticular state. Any
such penalties, determinations of unenforceability, or interpretations could have a material adverse effect on our business.

Medicare Enrollment and Certification

In order to participate in the Medicare program and receive Medicare reimbursement, each facility must comply with the
applicable regulations of the United States Department of Health and Human Services relating to, among other things, the type
of facility, its equipment, its personnel, and its standards of medical care, aswell as compliance with all applicable state and local
lawsand regulations. Asof December 31, 2019, all of thecritical illnessrecovery hospitalswe operated were certified by Medicare
asLTCHSs. Asof December 31, 2019, all of therehabilitation hospitalswe operated were certified by Medicareas|RFs. In addition,
we provide the majority of our outpatient rehabilitation services through outpatient rehabilitation clinics certified by Medicare as
rehabilitation agencies or “rehab agencies,” which operate as outpatient rehabilitation providers for the purposes of the Medicare
program. Our Concentraoccupational health centersfurnishing outpatient servicesare generally enrolledin Medicare as suppliers.

Accreditation

Our critical illness recovery hospitals and our rehabilitation hospitals receive accreditation from TJC, DNV and/or CARF.
As of December 31, 2019, all of the 101 critical illness recovery hospitals and all of the 29 rehabilitation hospitals we operated
were accredited by TJC or DNV. In addition, 12 of our rehabilitation hospitals have al so received accreditation from CARF. Where
required under our contracts with the Department of Veterans Affairs, our facilities furnishing outpatient services that operate as
CBOCsareaccredited by TJC or another healthcare accrediting organi zation. See“—Government Regul ations—VeteransAffairs.”

Workers Compensation

Workers' compensation is a state mandated, comprehensive insurance program that requires employers to fund or insure
medical expenses, lost wages, and other costs resulting from work related injuries and illnesses. Workers' compensation benefits
and arrangements vary from state to state, and are often highly complex. In some states, payment for services covered by workers
compensation programs are subject to cost containment features, such as requirementsthat all workers' compensation injuries be
treated through a managed care program, or the imposition of fee schedules or payment caps for services furnished to injured
employees. Some state workers' compensation laws limit the ability of an employer to select the providers furnishing care to
injured employees. Several states require that physicians furnishing non-emergency services to workers' compensation patients
must register with the applicable state agency and undergo special continuing education and training. Workers' compensation
programsmay alsoimposeother requirementsthat affect the operationsof our facilitiesfurnishing outpatient services. Net operating
revenues generated directly from workers' compensation programs represented approximately 18% of our net operating revenue
from our outpatient rehabilitation segment, 1% of our net operating revenue from our critical illness recovery hospital segment,
2% of our net operating revenuefrom our rehabilitation hospital segment, and 58% of our net operating revenuefrom our Concentra
segment for the year ended December 31, 2019.

Our facilities furnishing outpatient services are reimbursed for services furnished to injured workers by payors pursuant to
the applicable state workers' compensation statutes. Most of the states in which we maintain operations reimburse providers for
services payable under workers' compensation laws pursuant to a treatment-specific fee schedule with established maximum
reimbursement levels. In states without such fee schedules, healthcare providers are often reimbursed based on “usual and
customary” fees benchmarked by market data and negotiated by providers with payors and networks.

Inadeguate increases to the applicable fee schedule amounts for our services, and changes in state workers' compensation
laws, including cost containment initiatives, could have a negative impact on the operations and financial performance of those
facilities.
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Veterans Affairs

Asof December 31, 2019, we had 32 CBOCs, which were established to provide servicesto veteransresiding in catchment
areas under agreements with the Department of Veterans Affairs. The awarding of such agreementsis regulated by laws related
to federal government procurements generally, including the Federal Acquisition Regulations. Our contracts with the Department
of Veterans Affairs include administrative and clinical services, performance standards, qualifications and other contractor
reguirements and information and security requirements. In general, our facilities furnishing outpatient services that are CBOCs
provide outpatient primary care and mental healthcare in exchange for a capitated monthly fee based on the number of eligible
patients then enrolled in that CBOC.

Overview of U.S. and State Government Reimbursements
Medicare Programin General

TheMedicare program reimburses healthcare providersfor servicesfurnished to Medicare beneficiaries, which aregenerally
persons age 65 and older, those who are chronically disabled, and those suffering from end stage renal disease. The program is
governed by the Social Security Act of 1965 and is administered primarily by the Department of Health and Human Services and
CMS. Thetable below shows the percentage of net operating revenues generated directly from the Medicare program for each of
our segments and our company as awhole for the fiscal years ended December 31, 2017, 2018 and 2019.

Year Ended December 31,

Medicare Net Oper ating Revenues by Segment 2017 2018 2019

Critical illness recovery hospital 52.4% 50.9% 49.4%
Rehabilitation hospital 50.9% 50.3% 49.6%
Outpatient rehabilitation 15.4% 16.2% 16.4%
Concentra 0.2% 0.1% 0.1%
Total Company 30.1% 26.6% 25.9%

TheM edicareprogramreimbursesvarioustypesof providers, including LTCHS, | RFs, and outpatient rehabilitation providers,
using different payment methodologies. The Medicare reimbursement systems specific to LTCHSs, IRFs, and outpatient
rehabilitation providers, as described herein, are different than the system applicable to general acute care hospitals. If any of our
hospitalsfail to comply with requirementsfor payment under M edicare reimbursement systemsfor LTCHsor IRFs, asapplicable,
that hospital will be paid under the system applicable to general acute care hospitals. For general acute care hospitals, Medicare
payments for inpatient care are made under the inpatient prospective payment system (“1PPS’) under which a hospital receives a
fixed payment amount per discharge (adjusted for areawage differences) using Medicare severity diagnosis-related groups (“MS-
DRGS"). The general acute care hospital MS-DRG payment rate is based upon the national average cost of treating a Medicare
patient’s condition, based on severity levels of illness, in that type of facility. Although the average length of stay variesfor each
MS-DRG, the average stay of all Medicare patients in a general acute care hospital is substantially less than the average length
of stay in LTCHs and IRFs. Thus, the prospective payment system for general acute care hospitals creates an economic incentive
for those hospitals to discharge medically complex Medicare patients to a post-acute care setting as soon as clinically possible.
Effective October 1, 2005, CM S expanded its post-acute care transfer policy under which general acute care hospitals are paid on
a per diem basis rather than the full MS-DRG rate if a patient is discharged early to certain post-acute care settings, including
LTCHs and IRFs. When a patient is discharged from selected MS-DRGs to, among other providers, an LTCH or IRF, the genera
acute care hospital may be reimbursed below the full MS-DRG payment if the patient’s length of stay is at |east one day lessthan
the geometric mean length of stay for the MS-DRG.

Medicare Reimbursement of LTCH Services

The Medicare payment system for LTCHSs is based on a prospective payment system specifically applicable to LTCHs
(“LTCH-PPS"). The policies and payment rates under LTCH-PPS are subject to annual updates and revisions. Under LTCH-PPS,
each patient discharged from an LTCH is assigned to a distinct “MS-LTC-DRG,” which is a Medicare severity long-term care
diagnosis-related group for LTCHSs, and an LTCH isgenerally paid a pre-determined fixed amount applicableto the assigned MS-
LTC-DRG (adjusted for areawage differences), subject to exceptionsfor short stay and high cost outlier patients (described below).
CMS assignsrelative weights to each MS-LTC-DRG to reflect their relative use of medical care resources. The payment amount
for each MS-LTC-DRG isintended to reflect the average cost of treating a Medicare patient assigned to that MS-LTC-DRG inan
LTCH.
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Sandard Federal Rate

Payment under the LTCH-PPS is dependent on determining the patient classification, that is, the assignment of the caseto
aparticular MS-LTC-DRG, the weight of the MS-LTC-DRG, and the standard federal payment rate. There is a single standard
federa rate that encompasses both the inpatient operating costs, which includes a labor and non-labor component, and capital -
related costs that CM S updates on an annual basis. LTCH-PPS also includes special payment policiesthat adjust the paymentsfor
some patients based on the patient’s length of stay, the facility’s costs, whether the patient was discharged and readmitted, and
other factors.

Patient Criteria

The Bipartisan Budget Act of 2013, enacted December 26, 2013, established a dual-rate LTCH-PPS for Medicare patients
discharged from an LTCH. Specifically, for Medicare patientsdischarged in cost reporting periods beginning on or after October 1,
2015, LTCHs are reimbursed at the LTCH-PPS standard federal payment rate only if, immediately preceding the patient’'s LTCH
admission, the patient was discharged from a “subsection (d) hospital” (generally, a short-term acute care hospital paid under
IPPS) and either the patient’s stay included at least three days in an intensive care unit or coronary care unit at the subsection (d)
hospital, or the patient was assigned to an MS-LTC-DRG for cases receiving at least 96 hours of ventilator servicesin the LTCH.
In addition, to be paid at the LTCH-PPS standard federal payment rate, the patient’s discharge from the LTCH may not include a
principal diagnosis relating to psychiatric or rehabilitation services. For any Medicare patient who does not meet these criteria,
the LTCH will be paid a“site-neutral” payment rate, which will be the lower of: (i) the IPPS comparable per-diem payment rate
capped at the MS-DRG payment rate plus any outlier payments; or (ii) 100 percent of the estimated costs for services.

The site neutral payment rate for those patients not paid at the LTCH-PPS standard federal payment rate is subject to a
transition period. During the transition period (applicable to hospital cost reporting periods beginning on or after October 1, 2015
through September 30, 2019), a blended rate will be paid for Medicare patients not meeting the new criteriathat is equal to 50%
of the site neutral payment rate amount and 50% of the standard federal payment rate amount. For discharges in cost reporting
periods beginning on or after October 1, 2019, only the site neutral payment rate will apply for Medicare patients not meeting the
new criteria. For hospital discharges beginning on or after October 1, 2017 through September 30, 2026, the IPPS comparabl e per
diem payment amount (including any applicable outlier payment) used to determine the site neutral payment rate is reduced by
4.6% after any annual payment rate update.

In addition, for cost reporting periods beginning on or after October 1, 2019, LTCHs must maintain an “LTCH discharge
payment percentage” of at least 50% to continue to be reimbursed for Medicare fee-for-service patients at the dual rates of the
LTCH-PPS. The “LTCH discharge payment percentage” is aratio, expressed as a percentage, of Medicare fee-for-service (FFS)
discharges not paid the site neutral payment rate (i.e., those meeting LTCH patient criteria) to the total number of Medicare FFS
discharges occurring during the cost reporting period. If this percentage is lower than 50%, the LTCH is notified that all of its
Medicare FFS discharges will be subject to payment adjustment beginning in the cost reporting period after it was notified. The
payment adjustment will result in reimbursement at an | PPS equivalent payment rate. However, the LTCH will not be subject to
this payment adjustment if it maintains an LTCH discharge payment percentage of at least 50% during a 6-month “ probationary-
cureperiod” immediately beforethe cost reporting peri od when the payment adjustment woul d apply, and during that cost reporting
period. An LTCH that has been subject to this payment adjustment will be reinstated at the regular dual rates of the LTCH-PPSin
the cost reporting period that begins after the LTCH is notified that its LTCH discharge payment percentage is at least 50%.

Payment adjustments, including the interrupted stay policy (discussed herein), apply to LTCH discharges regardless of
whether the caseis paid at the standard federal payment rate or the site-neutral payment rate. However, short stay outlier payment
adjustments do not apply to cases paid at the site-neutral payment rate. CM S calcul ates the annual recalibration of the MS-LTC-
DRG relative payment weighting factors using only datafrom LTCH discharges that meet the criteriafor exclusion from the site-
neutral payment rate. In addition, CM S applies the IPPS fixed-loss amount for high cost outliers to site-neutral cases, rather than
the LTCH-PPSfixed-lossamount. CM S cal culatesthe LT CH-PPSfixed-loss amount using only datafrom casespaid at the LTCH-
PPS payment rate, excluding cases paid at the site-neutral rate.

Short Stay Outlier Policy

CMS established a different payment methodology for Medicare patients with alength of stay less than or equal to five-
sixths of the geometric average length of stay for that particular MS-LTC-DRG, referred to as a short stay outlier (“SSO”). SSO
cases are paid based on a per diem rate derived from blending 120% of the MS LTC DRG specific per diem amount with a per
diem rate based on the general acute care hospital IPPS. Under this policy, as the length of stay of a SSO case increases, the
percentage of the per diem payment amounts based on the full MS-LTCH-DRG standard federal payment rate increases and the
percentage of the payment based on the |PPS comparable amount decreases.
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High Cost Outliers

Some cases are extraordinarily costly, producing losses that may be too large for hospitals to offset. Cases with unusually
high costs, referred to as “high cost outliers,” receive a payment adjustment to reflect the additional resources utilized. CMS
providesan additional payment if the estimated costsfor the patient exceed the adjusted MS-LTC-DRG payment plus afixed-loss
amount that is established in the annual payment rate update.

Interrupted Says

Aninterrupted stay isdefined asacaseinwhich an LTCH patient, upon discharge, isadmitted to ageneral acute care hospital,
IRF or skilled nursing facility/swing-bed and then returns to the same LTCH within a specified period of time. If the length of
stay at the receiving provider is equal to or less than the applicable fixed period of time, it is considered to be an interrupted stay
case and the case is treated as a single discharge for the purposes of payment to the LTCH. For interrupted stays of three days or
less, Medicare payments for any test, procedure, or care provided to an LTCH patient on an outpatient basis or for any inpatient
treatment during the “interruption” would be the responsibility of the LTCH.

Freestanding, HIH, and Satellite LTCHs

LTCHs may be organized and operated as freestanding facilities or as HIHs. Asits name suggests, afreestanding LTCH is
not located on the campus of another hospital. For such purpose, “campus’ means the physical areaimmediately adjacent to a
hospital’s main buildings, other areas, and structuresthat are not strictly contiguous to a hospital’s main buildings but are located
within 250 yards of its main buildings, and any other areas determined, on an individual case basisby the applicable CM Sregional
office, to be part of a hospital’s campus. Conversely, an HIH isan LTCH that is located on the campus of another hospital. An
LTCH, whether freestanding or an HIH, that uses the same Medicare provider number of an affiliated “primary site” LTCH is
known as a“satellite.” Under Medicare policy, asatellite LTCH must be located within 35 miles of its primary site LTCH and be
administered by such primary site LTCH. A primary site LTCH may have more than one satellite LTCH. CMS sometimes refers
to asatellite LTCH that isfreestanding asa“remote location.” LTCH HIHs and satellites must comply with certain requirements
to show that they operate as part of the main LTCH, and not the co-located hospital. Most or all of these requirements no longer
apply to LTCHsthat are located on the same campus as other hospitals excluded from the IPPS (e.g., LTCHs and IRFs), provided
that an IPPS hospital is not also located on that campus.

Facility Certification Criteria

The LTCH-PPS regulations define the criteria that must be met in order for a hospital to be certified as an LTCH. To be
eligible for payment under the LTCH-PPS, a hospital must be primarily engaged in providing inpatient services to Medicare
beneficiaries with medically complex conditions that require along hospital stay. In addition, by definition, LTCHs must meet
certain facility criteria, including: (i) instituting a review process that screens patients for appropriateness of an admission and
validatesthe patient criteriawithin 48 hours of each patient’sadmission, evaluatesregularly their patientsfor continuation of care,
and assesses the available discharge options; (ii) having active physician involvement with patient care that includes a physician
available on-site daily and additional consulting physicians on call; and (iii) having an interdisciplinary team of healthcare
professional s to prepare and carry out an individualized treatment plan for each patient.

An LTCH must have an average inpatient length of stay for Medicare patients (including both Medicare covered and non-
covered days) of greater than 25 days. LTCH cases paid at the site-neutral rate and Medicare Advantage cases are excluded from
the LTCH average length of stay calculation. LTCHs that fail to exceed an average length of stay of 25 days during any cost
reporting period may be paid under the general acute care hospital IPPS if not corrected within established time frames. CMS,
through its contractors, determines whether an LTCH has maintained an average length of stay of greater than 25 daysduring each
annual cost reporting period.

Prior to qualifying under the payment system applicableto LTCHs, anew LTCH initially receives paymentsunder the general
acute care hospital IPPS. The LTCH must continueto be paid under this system for aminimum of six monthswhile meeting certain
Medicare LTCH requirements, the most significant requirement being an average length of stay for Medicare patients (including
both Medicare covered and non-covered days) greater than 25 days.

25 Percent Rule

The " 25 Percent Rule” was adownward payment adjustment that applied if the percentage of Medicare patients discharged
from LTCHs who were admitted from a referring hospital (regardless of whether the LTCH or LTCH satellite is co-located with
the referring hospital) exceeded the applicable percentage admissions threshold during a particular cost reporting period.
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CMS was precluded from applying the 25 Percent Rule for freestanding LTCHSs to cost reporting years beginning before
July 1, 2016 and for discharges occurring on or after October 1, 2016 and before October 1, 2017. In addition, the law applied
higher percentage admissionsthresholdsfor most LTCHsoperating asHIHsand satellitesfor cost reporting years beginning before
July 1, 2016 and effective for discharges occurring on or after October 1, 2016 and before October 1, 2017.

For fiscal year 2018, CM S adopted a regulatory moratorium on the implementation of the 25 Percent Rule.

For fiscal year 2019 and thereafter, CM S eliminated the 25 Percent Rule entirely. The elimination of the 25 Percent Ruleis
being implemented in a budget-neutral manner by adjusting the standard federal payment rates down such that the projection of
aggregate LTCH payments would equal the projection of aggregate LTCH payments that would have been paid if the moratorium
ended and the 25 Percent Rule went into effect on October 1, 2018. As aresult, the elimination of the 25 Percent Ruleincludes a
temporary, one-time adjustment to thefiscal year 2019 LTCH-PPS standard federal payment rate, atemporary, one-time adj ustment
tothefiscal year 2020 LTCH-PPS standard federal payment rate, and a permanent, one-time adjustment to the LTCH-PPS standard
federal payment ratein fiscal years 2021 and subsequent years.

Annual Payment Rate Update

Fiscal Year 2018. On August 14, 2017, CM S published the final rule updating policies and payment rates for the LTCH-PPS
for fiscal year 2018 (affecting discharges and cost reporting periods beginning on or after October 1, 2017 through September 30,
2018). Certain errorsin thefinal rule published on August 14, 2017 were corrected in adocument published October 4, 2017. The
standard federal rate was set at $41,415, a decrease from the standard federal rate applicable during fiscal year 2017 of $42,476.
Theupdateto the standard federal ratefor fiscal year 2018 included amarket basket increase of 2.7%, lessaproductivity adjustment
of 0.6%, and less areduction of 0.75% mandated by the Affordable Care Act (“ACA"). The update to the standard federal rate for
fiscal year 2018 was further impacted by the Medicare Access and CHIP Reauthorization Act of 2015, which limits the update for
fiscal year 2018 to 1.0%. The fixed-loss amount for high cost outlier cases paid under LTCH-PPS was set at $27,381, an increase
from the fixed-loss amount in the 2017 fiscal year of $21,943. The fixed-loss amount for high cost outlier cases paid under the
site-neutral payment rate was set at $26,537, an increase from the fixed-loss amount in the 2017 fiscal year of $23,573.

Fiscal Year 2019. OnAugust 17, 2018, CM S published the final rule updating policies and payment rates for the LTCH-PPS
for fiscal year 2019 (affecting discharges and cost reporting periods beginning on or after October 1, 2018 through September 30,
2019). Certain errorsin the final rule were corrected in adocument published October 3, 2018. The standard federal rate was set
at $41,559, an increase from the standard federal rate applicable during fiscal year 2018 of $41,415. The update to the standard
federal rate for fiscal year 2019 included a market basket increase of 2.9%, less a productivity adjustment of 0.8%, and less a
reduction of 0.75% mandated by the ACA. Thestandard federal rate al so included an areawage budget neutrality factor of 0.999215
and a temporary, one-time budget neutrality adjustment of 0.990878 in connection with the elimination of the 25 Percent Rule
(discussed herein). The fixed-loss amount for high cost outlier cases paid under LTCH-PPS was set at $27,121, a decrease from
the fixed-loss amount in the 2018 fiscal year of $27,381. The fixed-loss amount for high cost outlier cases paid under the site-
neutral payment rate was set at $25,743, a decrease from the fixed-loss amount in the 2018 fiscal year of $26,537.

Fiscal Year 2020. On August 16, 2019, CM S published the final rule updating policies and payment rates for the LTCH-PPS
for fiscal year 2020 (affecting discharges and cost reporting periods beginning on or after October 1, 2019 through September 30,
2020). Certain errorsin the final rule were corrected in adocument published October 8, 2019. The standard federal rate was set
at $42,678, an increase from the standard federal rate applicable during fiscal year 2019 of $41,559. The update to the standard
federal rate for fiscal year 2020 included a market basket increase of 2.9%, less a productivity adjustment of 0.4%. The standard
federal rateal soincluded an areawage budget neutrality factor of 1.0020203 and atemporary, one-timebudget neutrality adjustment
of 0.999858 in connection with the elimination of the 25 Percent Rule (discussed herein). The fixed-loss amount for high cost
outlier cases paid under LTCH-PPS was set at $26,778, a decrease from the fixed-loss amount in the 2019 fiscal year of $27,121.
The fixed-loss amount for high cost outlier cases paid under the site-neutral payment rate was set at $26,552, an increase from
the fixed-loss amount in the 2019 fiscal year of $25,743.

Medicare Reimbursement of |RF Services

IRFsare paid under aprospective payment system specifically applicableto thisprovider type, whichisreferred to as“ IRF-
PPS.” Under the |RF-PPS, each patient discharged from an IRF is assigned to acase mix group (“|RF-CMG") containing patients
with similar clinical conditionsthat are expected to require similar amounts of resources. AnIRFisgenerally paid apre-determined
fixed amount applicable to the assigned IRF-CMG (subject to applicable case adjustments related to length of stay and facility
level adjustmentsfor location and low income patients). The payment amount for each IRF-CM G isintended to reflect the average
cost of treating a Medicare patient’s condition in an |RF relative to patients with conditions described by other IRF-CMGs. The
IRF-PPS also includes special payment policies that adjust the payments for some patients based on the patient’s length of stay,
the facility’s costs, whether the patient was discharged and readmitted and other factors.
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Facility Certification Criteria

Our rehabilitation hospitals must meet certain facility criteriato be classified as an | RF by the Medicare program, including:
(i) a provider agreement to participate as a hospital in Medicare; (ii) a pre-admission screening procedure; (iii) ensuring that
patients receive close medical supervision and furnish, through the use of qualified personnel, rehabilitation nursing, physical
therapy, and occupational therapy, plus, as needed, speech therapy, socia or psychological services, and orthotic and prosthetic
services, (iv) afull-time, qualified director of rehabilitation; (v) aplan of treatment for each inpatient that is established, reviewed,
and revised as needed by a physician in consultation with other professiona personnel who provide services to the patient; and
(vi) acoordinated multidisciplinary team approach in the rehabilitation of each inpatient, asdocumented by periodic clinical entries
made in the patient’s medical record to note the patient’s status in relationship to goal attainment, and that team conferences are
held at |east every two weeksto determine the appropriateness of treatment. Failureto comply with any of the classification criteria
may result in the denia of claims for payment or cause a hospital to lose its status as an IRF and be paid under the prospective
payment system that applies to general acute care hospitals.

Patient Classification Criteria

In order to qualify asan | RF, ahospital must demonstrate that during its most recent 12-month cost reporting period, it served
an inpatient population of whom at |east 60% required intensive rehabilitation services for one or more of 13 conditions specified
by regulation. Compliance with the 60% Rule is demonstrated through either medical review or the “presumptive” method, in
which a patient’s diagnosis codes are compared to a“ presumptive compliance” list. Beginning October 1, 2017, the 60% Rul€e's
presumptive methodology was revised to (i) include certain International Classification of Diseases, Tenth Revision, Clinical
Modification (*1CD-10-CM") diagnosis codes for patients with traumatic brain injury and hip fracture conditions and (ii) count
IRF casesthat contain two or more of the ICD-10-CM codes from three major multiple traumalistsin the specified combinations.

Annual Payment Rate Update

Fiscal Year 2018. On August 3, 2017, CM S published the final rule updating policies and payment rates for the |RF-PPS for
fiscal year 2018 (affecting discharges and cost reporting periods beginning on or after October 1, 2017 through September 30,
2018). The standard payment conversion factor for dischargesfor fiscal year 2018 was set at $15,838, an increase from the standard
payment conversion factor applicable during fiscal year 2017 of $15,708. The update to the standard payment conversion factor
for fiscal year 2018 included a market basket increase of 2.6%, less a productivity adjustment of 0.6%, and less a reduction of
0.75% mandated by the ACA. The standard payment conversion factor for fiscal year 2018 was further impacted by the Medicare
Access and CHIP Reauthorization Act of 2015, which limited the update for fiscal year 2018 to 1.0%. CM S increased the outlier
threshold amount for fiscal year 2018 to $8,679 from $7,984 established in the final rule for fiscal year 2017.

Fiscal Year 2019. On August 6, 2018, CM S published the final rule updating policies and payment rates for the IRF-PPS for
fiscal year 2019 (affecting discharges and cost reporting periods beginning on or after October 1, 2018 through September 30,
2019). Thestandard payment conversion factor for dischargesfor fiscal year 2019 was set at $16,021, anincrease from the standard
payment conversion factor applicable during fiscal year 2018 of $15,838. The update to the standard payment conversion factor
for fiscal year 2019 included a market basket increase of 2.9%, less a productivity adjustment of 0.8%, and less a reduction of
0.75% mandated by the ACA. CM Sincreased the outlier threshold amount for fiscal year 2019 to $9,402 from $8,679 established
inthefinal rule for fiscal year 2018.

Fiscal Year 2020. On August 8, 2019, CM S published the final rule updating policies and payment rates for the |RF-PPS for
fiscal year 2020 (affecting discharges and cost reporting periods beginning on or after October 1, 2019 through September 30,
2020). The standard payment conversion factor for dischargesfor fiscal year 2020 was set at $16,489, an increase from the standard
payment conversion factor applicable during fiscal year 2019 of $16,021. The update to the standard payment conversion factor
for fiscal year 2020 included a market basket increase of 2.9%, less aproductivity adjustment of 0.4%. CM S decreased the outlier
threshold amount for fiscal year 2020 to $9,300 from $9,402 established in the final rule for fiscal year 2019.

Medicare Reimbursement of Outpatient Rehabilitation Clinic Services

Outpatient rehabilitation providers enroll in Medicare as a rehabilitation agency, a clinic, or a public health agency. The
Medicare program reimburses outpatient rehabilitation providers based on the Medicare physician fee schedule. For services
provided in 2017 through 2019, a 0.5% update was applied each year to the fee schedule payment rates, subject to an adjustment
beginning in 2019 under the Merit Based Incentive Payment System (“MIPS”). In 2019, CM S added physical and occupational
therapiststothelist of MIPSeligible clinicians. For thesetherapistsin private practice, payments under the fee schedul e are subject
to adjustment in alater year based on their performance in MIPS according to established performance standards. Calendar year
2021 isthefirst year that payments are adjusted, based upon the therapist’s performance under MIPSin 2019. Providersinfacility-
based outpatient therapy settings are excluded from MIPS eligibility and therefore not subject to this payment adjustment.
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For services provided in 2020 through 2025, a 0.0% percent update will be applied each year to the fee schedule payment
rates, subject to adjustments under MIPS and the alternative payment models (“APMSs”). In 2026 and subsequent years, eligible
professional sparticipatingin APMs who meet certain criteriawoul d receive annual updatesof 0.75%, whileall other professionals
would receive annual updates of 0.25%. Each year from 2019 through 2024 eligible clinicians who receive a significant share of
their revenuesthrough an advanced APM (such as accountabl e care organizations or bundled payment arrangements) that involves
risk of financial losses and a quality measurement component will receive a5% bonus. The bonus payment for APM participation
isintended to encourage participation and testing of new APMs and to promote the alignment of incentives across payors.

In the final 2020 Medicare physician fee schedule, CM S revised coding, documentation guidelines, and valuation for the
office or outpatient visit for the evaluation and management (“E/M”) of an established patient. Because the Medicare physician
fee schedule is budget-neutral, any revaluation of E/M services that will increase spending by more than $20 million will require
abudget neutrality adjustment. To increase values for the E/M codes while maintaining budget neutrality under the fee schedule,
CMS proposed cuts to other codes to make up the difference, beginning in 2021. Under the proposal, physical and occupational
therapy services could see code reductions that may result in an estimated 8% decrease in payment. However, many providers
have opposed the proposed cuts, and CM S has not yet determined the actual cuts to each code.

Therapy Caps

Outpatient therapy providers reimbursed under the Medicare physician fee schedule have been subject to annual limits for
therapy expenses. For example, for the calendar year beginning January 1, 2017, the annual limit on outpatient therapy services
was $1,980 for combined physical and speech language pathology services and $1,980 for occupational therapy services. The
Bipartisan Budget Act of 2018 repealed the annual limits on outpatient therapy.

The annual limits for therapy expenses historically did not apply to services furnished and billed by outpatient hospital
departments. However, the Medicare Access and CHIP Reauthorization Act of 2015 and prior legislation extended the annual
limits on therapy expensesin hospital outpatient department settings through December 31, 2017. The application of annual limits
to hospital outpatient department settings sunset on December 31, 2017.

For calendar year 2018 through calendar year 2028, all therapy claims exceeding $3,000 are subject to a manual medical
review process authorized by the Middle Class Tax Relief and Job Creation Act of 2012 and amended by the Bipartisan Budget
Act of 2018. The $3,000 threshold is applied to physical therapy and speech therapy services combined and separately applied to
occupational therapy. CM S will continue to require that an appropriate modifier be included on claims over the current exception
threshold indicating that the therapy services are medically necessary. Beginning in 2028 and in each calendar year thereafter, the
threshold amount for claims requiring manual medical review will increase by the percentage increase in the Medicare Economic
Index.

Modifiersto Identify Services of Physical Therapy Assistants or Occupational Therapy Assistants

In the Medicare Physician Fee Schedulefinal rulefor calendar year 2019, CM S established two new modifiers (CQ and CO)
to identify services furnished in whole or in part by physical therapy assistants (“PTAS’) or occupationa therapy assistants
(“OTAS"). These modifierswere mandated by the Bipartisan Budget Act of 2018, which requiresthat claimsfor outpatient therapy
servicesfurnished in whole or part by therapy assistantson or after January 1, 2020 include the appropriate modifier. CM Sintends
to use these modifiersto implement a payment differential that would reimburse services provided by PTAsand OTAs at 85% of
the fee schedule rate beginning on January 1, 2022. In the final 2020 Medicare physician fee schedule rule, CMS clarified that
when the physical therapist isinvolved for the entire duration of the service and the PTA provides skilled therapy alongside the
physical therapist, the CQ modifier isn’t required. Also, when the same service (code) is furnished separately by the physical
therapist and PTA, CMS will apply the de minimis standard to each 15-minute unit of codes, not on the total physical therapist
and PTA time of the service, allowing the separate reporting, on two different claim lines, of the number of unitsto which the new
modifiers apply and the number of units to which the modifiers do not apply.

Other Requirements for Payment

Historically, outpatient rehabilitati on serviceshave been subject to scrutiny by the M edicare program for, among other things,
medical necessity for services, appropriate documentation for services, supervision of therapy aides and students, and billing for
single rather than group therapy when services are furnished to more than one patient. CM S has issued guidance to clarify that
services performed by a student are not reimbursed even if provided under “line of sight” supervision of the therapist. Likewise,
CMS has reiterated that Medicare does not pay for services provided by aides regardless of the level of supervision. CMS aso
has issued instructions that outpatient physical and occupational therapy services provided simultaneously to two or more
individuals by a practitioner should be billed as group therapy services.
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Medicaid Reimbursement of LTCH and | RF Services

TheMedicaid programisdesignedto providemedical assistancetoindividual sunableto afford care. Theprogramisgoverned
by the Social Security Act of 1965, funded jointly by each individual state and the federal government and administered by state
agencies. Medicaid payments are made under anumber of different systems, which include cost based reimbursement, prospective
payment systems, or programs that negotiate payment levelswith individual hospitals. In addition, Medicaid programs are subject
to statutory and regulatory changes, administrative rulings, interpretations of policy by the state agencies, and certain government
funding limitations, all of which may increase or decreasethe level of program paymentsto our hospitals. Net operating revenues
generated directly from the Medicaid program represented approximately 7% of our critical illness recovery hospital segment net
operating revenues and 2% of our rehabilitation hospital segment net operating revenues for the year ended December 31, 2019.

Other Healthcare Regulations
Medicare Quality Reporting

LTCHsand IRFs are subject to mandatory quality reporting requirements. LTCHs and IRFs that do not submit the required
quality datawill be subject to a 2% reduction in their annual payment update. The reduction can result in payment rates |ess than
the prior year. However, the reduction will not carry over into the subsequent fiscal years.

Our LTCHSs and IRFs are required to collect and report patient assessment data and clinical measures on each Medicare
beneficiary who receivesinpatient servicesin our facilities. We began reporting this data on October 1, 2012. CM S began making
this data available to the public on the CM S website in December 2016. CMS is now adding cross-setting quality measures to
compare quality and resource data across post-acute settings pursuant to the Improving Medicare Post-A cute Care Transformation
Act of 2014 (the “IMPACT Act”).

Medicare Hospital Wage Index Adjustment

As part of the methodology for determining prospective paymentsto LTCHs and IRFs, CM S adjusts the standard payment
amounts for area differences in hospital wage levels by a factor reflecting the relative hospital wage level in the geographic area
of the hospital compared to the national average hospital wage level. This adjustment factor is the hospital wage index. CMS
currently defineshospital geographic areas (labor market areas) based on the definitions of Core-Based Statistical Areasestablished
by the Office of Management and Budget.

Physician-Owned Hospital Limitations

CMS regulations include a number of hospital ownership and physician referral provisions, including certain obligations
requiring physician-owned hospitals to disclose ownership or investment interests held by the referring physician or his or her
immediate family members. In particular, physician-owned hospitals must furnish to patients, on request, alist of physicians or
immediate family members who own or invest in the hospital. Moreover, a physician-owned hospital must require all physician
ownersor investorswho are a so active members of the hospital’s medical staff to discloseinwriting their ownership or investment
interestsin thehospital to all patientsthey refer to the hospital. CM S can terminate the M edicare provider agreement of aphysician-
owned hospital if it failsto comply with these disclosure provisions or with the requirement that a hospital disclose in writing to
al patients whether there is a physician on-site at the hospital, 24 hours per day, seven days per week.

Under thetransparency and program integrity provisionsof the ACA, theexceptionto thefederal self-referral law (the” Stark
Law”) that permits physicians to refer patients to hospitals in which they have an ownership or investment interest has been
dramatically curtailed. Only hospitals with physician ownership and a provider agreement in place on December 31, 2010 are
exempt from the general ban on self-referral. Existing physician-owned hospitals are prohibited from increasing the percentage
of physician ownership or investment interests held in the hospital after March 23, 2010. In addition, physician-owned hospitals
are prohibited from increasing the number of licensed beds after March 23, 2010, unless meeting specific exceptions related to
thehospital’slocation and patient popul ation. Inorder toretain their exemption fromthe general ban on self-referral's, our physician-
owned hospitals are required to adopt specific measures relating to conflicts of interest, bona fide investments and patient safety.
As of December 31, 2019, we operated six hospitals that are owned in-part by physicians.
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Medicare Recovery Audit Contractors

CMS contracts with third-party organizations, known as Recovery Audit Contractors (“RACS’) to identify Medicare
underpayments and overpayments, and to authorize RACsto recoup any overpayments. RACsare paid on acontingency fee basis.
The contingency feeisapercentage of improper overpayment recoveries or underpaymentsidentified by the RAC. The RAC must
return the contingency feeif an improper payment determination is reversed on appeal. RACs conduct audit activities nationwide
in four regions of the country that cover all 50 states on a combined basis. RAC audits of our Medicare reimbursement may lead
to assertions that we have been overpaid, require us to incur additional costs to respond to requests for records and pursue the
reversal of payment denials through appeals, and ultimately require us to refund any amounts determined to have been overpaid.
We cannot predict the impact of future RAC reviews on our results of operations or cash flows.

Fraud and Abuse Enforcement

Various federal and state laws prohibit the submission of false or fraudulent claims, including claims to obtain payment
under Medicare, Medicaid, and other government healthcare programs. Penalties for violation of these laws include civil and
criminal fines, imprisonment, and exclusion from participation in federal and state healthcare programs. In recent years, federal
and state government agencies haveincreased the level of enforcement resources and activitiestargeted at the healthcare industry.
In addition, thefederal False ClaimsAct and similar state statutes allow individual sto bring lawsuits on behalf of the government,
in what are known as qui tam or “whistleblower” actions, alleging false or fraudulent Medicare or Medicaid claims or other
violations of the statute. The use of these private enforcement actions against healthcare providers has increased dramatically in
recent years, in part because theindividual filing theinitial complaint isentitled to sharein aportion of any settlement or judgment.
Revisions to the False Claims Act enacted in 2009 expanded significantly the scope of liability, provided for new investigative
tools, and made it easier for whistleblowers to bring and maintain False Claims Act suits on behalf of the government. See “—
Legal Proceedings.”

From time to time, various federal and state agencies, such as the Office of Inspector Genera of the Department of Health
and Human Services (“OIG”") issue a variety of pronouncements, including fraud aerts, the OIG’s Annual Work Plan, and other
reports, identifying practices that may be subject to heightened scrutiny. These pronouncements can identify issues relating to
LTCHs, IRFs, or outpatient rehabilitation servicesor providers. For example, the Ol G recently announced that it will (1) determine
whether Medicareappropriately paid hospitals' inpatient claimssubject to the post-acute caretransfer policy, (2) determinewhether
Medicare paid hospitals more for Medicare outlier payments than the hospitals would have been paid if their outlier payments had
been reconciled, and (3) examine up-coding of inpatient hospital billing by comparing how billing has changed over time and how
billing varied among hospitals. We monitor government publications applicable to us to supplement and enhance our compliance
efforts.

We endeavor to conduct our operations in compliance with applicable laws, including healthcare fraud and abuse laws. If
we identify any practices as being potentially contrary to applicable law, we will take appropriate action to address the matter,
including, where appropriate, disclosure to the proper authorities, which may result in avoluntary refund of moniesto Medicare,
Medicaid, or other governmental healthcare programs.

Remuneration and Fraud Measures

The federal anti-kickback statute prohibits some business practices and relationships under Medicare, Medicaid, and other
federal healthcare programs. These practices include the payment, receipt, offer, or solicitation of remuneration in connection
with, to induce, or to arrange for, the referral of patients covered by afederal or state healthcare program. Violations of the anti-
kickback law may be punished by: acriminal fine of up to $100,000 or up to ten years imprisonment for each violation, or both;
civil monetary penalties of $20,000, $30,000 or $100,000 per violation, depending on the type of violation; damages of up to three
times the total amount of remuneration; and exclusion from participation in federal or state healthcare programs.

The Stark Law prohibits referrals for designated health services by physicians under the Medicare and Medicaid programs
to other healthcare providersin which the physicians have an ownership or compensation arrangement unl ess an exception applies.
Sanctions for violating the Stark Law include returning program reimbursements, civil monetary penalties of up to $15,000 per
prohibited service provided, assessments equal to three times the dollar value of each such service provided, and exclusion from
the Medicare and Medicaid programs and other federal and state healthcare programs. The statute also provides a penalty of up
to $100,000 for a circumvention scheme. In addition, many states have adopted or may adopt similar anti-kickback or anti-self-
referral statutes. Some of these statutes prohibit the payment or receipt of remuneration for the referral of patients, regardl ess of
the source of the payment for the care. While we do not believe our arrangements are in violation of these prohibitions, we cannot
assure you that governmental officials charged with the responsibility for enforcing the provisions of these prohibitions will not
assert that one or more of our arrangements are in violation of the provisions of such laws and regulations.
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Provider-Based Satus

Thedesignation“provider-based” refersto circumstancesinwhich asubordinatefacility (e.g., aseparately certified Medicare
provider, adepartment of aprovider, or asatellite facility) istreated as part of aprovider for Medicare payment purposes. I n these
cases, the services of the subordinate facility are included on the “main” provider’s cost report and overhead costs of the main
provider can be allocated to the subordinate facility, to the extent that they are shared. As of December 31, 2019, we operated 19
critical illness recovery hospitals and six rehabilitation hospitals that were treated as provider-based satellites of certain of our
other facilities, 244 of the outpatient rehabilitation clinics we operated were provider-based and are operated as departments of
the rehabilitation hospital s we operated, and we provide rehabilitation management and staffing servicesto hospital rehabilitation
departments that may be treated as provider-based. These facilities are required to satisfy certain operationa standards in order
to retain their provider-based status.

Health Information Practices

The Health Insurance Portability and Accountability Act of 1996 (“HIPAA”) mandates the adoption of standards for the
exchange of electronic health information in an effort to encourage overall administrative simplification and enhance the
effectiveness and efficiency of the healthcare industry, while maintaining the privacy and security of health information. Among
the standards that the Department of Health and Human Services has adopted or will adopt pursuant to HIPAA are standards for
electronic transactions and code sets, unique identifiers for providers (referred to as National Provider Identifier), employers,
health plans and individuals, security and electronic signatures, privacy, and enforcement. If we fail to comply with the HIPAA
reguirements, we could be subject to criminal penalties and civil sanctions. The privacy, security and enforcement provisions of
HIPAA were enhanced by the Health Information Technology for Economic and Clinical Health Act (“HITECH”), which was
included in the ARRA. Among other things, HITECH establishes security breach notification requirements, allows enforcement
of HIPAA by state attorneys general, and increases penalties for HIPAA violations.

The Department of Health and Human Services has adopted standards in three areas in which we are required to comply
that affect our operations.

Standards relating to the privacy of individually identifiable health information govern our use and disclosure of protected
health information and require us to impose those rules, by contract, on any business associate to whom such information is
disclosed.

Standards relating to electronic transactions and code sets require the use of uniform standards for common healthcare
transactions, including healthcare claims information, plan eligibility, referral certification and authorization, claims status, plan
enrollment and disenrollment, payment and remittance advice, plan premium payments, and coordination of benefits.

Standards for the security of electronic health information require us to implement various administrative, physical, and
technical safeguardsto ensure the integrity and confidentiality of electronic protected health information.

We maintain aHIPAA committee that is charged with evaluating and monitoring our compliance with HIPAA. The HIPAA
committee monitors regulations promulgated under HIPAA as they have been adopted to date and as additional standards and
maodifications are adopted. Although health information standards have had a significant effect on the manner in which we handle
health dataand communi cate with payors, the cost of our compliance hasnot had amaterial adverse effect on our business, financial
condition, or results of operations. We cannot estimate the cost of compliance with standards that have not been issued or finalized
by the Department of Health and Human Services.

In addition to HIPAA, there are numerous federal and state laws and regulations addressing patient and consumer privacy
concerns, including unauthorized access or theft of personal information. State statutes and regulations vary from state to state.
Lawsuits, including class actions and action by state attorneys general, directed at companies that have experienced a privacy or
security breach also can occur. Although our policiesand proceduresare aimed at complying with privacy and security requirements
and minimizing the risks of any breach of privacy or security, there can be no assurance that a breach of privacy or security will
not occur. If thereis a breach, we may be subject to various penalties and damages and may be required to incur costs to mitigate
the impact of the breach on affected individuals.
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Compliance Program
Our Compliance Program

We maintain awritten code of conduct (the “ Code of Conduct”) that provides guidelines for principles and regulatory rules
that are applicable to our patient care and business activities. The Code of Conduct is reviewed and amended as necessary and is
the basisfor our company-wide compliance program. These guidelinesareimplemented by our compliance officer, our compliance
and audit committee, and are communicated to our empl oyeesthrough education and training. We al so have established areporting
system, auditing and monitoring programs, and a disciplinary system as a means for enforcing the Code of Conduct’s policies.

Compliance and Audit Committee

Our complianceand audit committeeismade up of membersof our senior management andin-house counsel. Thecompliance
and audit committee meets, at aminimum, on aquarterly basisand reviewsthe activities, reports, and operation of our compliance
program. In addition, our HIPAA committee provides reports to the compliance and audit committee. Our vice president of
compliance and audit services meets with the compliance and audit committee, at a minimum, on a quarterly basisto provide an
overview of the activities and operation of our compliance program.

Operating Our Compliance Program

We focus on integrating compliance responsibilities with operational functions. We recognize that our compliance with
applicable laws and regulations depends upon individual employee actions as well as company operations. As a result, we have
adopted an operations team approach to compliance. Our corporate executives, with the assistance of corporate experts, designed
the programs of the compliance and audit committee. We utilize facility leaders for employee-level implementation of our Code
of Conduct. This approach is intended to reinforce our company-wide commitment to operate in accordance with the laws and
regulations that govern our business.

Compliance | ssue Reporting

In order to facilitate our employees' ability to report known, suspected, or potential violations of our Code of Conduct, we
have developed a system of reporting. This reporting, anonymous or attributable, may be accomplished through our toll-free
compliance hotline, compliance e-mail address, or our compliance post office box. Our compliance officer and the compliance
and audit committee are responsible for reviewing and investigating each compliance incident in accordance with the compliance
and audit services department’s investigation policy.

Compliance Monitoring and Auditing / Comprehensive Training and Education

Monitoring reports and the results of compliance for each of our business segments are reported to the compliance and audit
committee, at a minimum, on a quarterly basis. We train and educate our employees regarding the Code of Conduct, as well as
the legal and regulatory requirements relevant to each employee’swork environment. New and current employees are required to
acknowledge and certify that the employee has read, understood, and has agreed to abide by the Code of Conduct. Additionally,
all employees are required to re-certify compliance with the Code of Conduct on an annual basis.

Palicies and Procedures Reflecting Compliance Focus Areas

We review our policies and procedures for our compliance program from time to time in order to improve operations and
to ensure compliance with requirements of standards, laws, and regulations and to reflect the ongoing compliance focus areas
which have been identified by the compliance and audit committee.

Internal Audit

We have a compliance and audit department, which has an internal audit function. Our vice president of compliance and
audit services manages the combined compliance and audit department and meets with the audit and compliance committee of
our board of directors, at a minimum, on a quarterly basis to discuss audit results and provide an overview of the activities and
operation of our compliance program.
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Available I nformation

We are subject to theinformation and periodic reporting requirements of the Securities Exchange Act of 1934, as amended,
and, in accordance therewith, file periodic reports, proxy statements, and other information, including our Code of Conduct, with
the SEC. Such periodic reports, proxy statements, and other information are available on the SEC’s website at www.sec.gov.

Our website address is www.selectmedicalholdings.com and can be used to access free of charge, through the investor
relations section, our annua report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any
amendments to those reports, as soon as reasonably practicable after we electronically file such material with or furnish it to the
SEC. The information on our website is not incorporated as a part of this annual report.

Executive Officers of the Registrant

Thefollowing table setsforth the names, ages and titles, aswell asabrief account of the business experience, of each person
who was an executive officer of the Company as of February 20, 2020:

Name Age Position

Robert A. Ortenzio 62  Executive Chairman and Co-Founder

Rocco A. Ortenzio 87  Vice Chairman and Co-Founder

David S. Chernow 62 President and Chief Executive Officer

Martin F. Jackson 65 Executive Vice President and Chief Financial Officer

John A. Saich 51 Executive Vice President and Chief Administrative Officer

Michael E. Tarvin 59 Executive Vice President, Genera Counsel and Secretary

Scott A. Romberger 59  Senior Vice President, Controller and Chief Accounting Officer

Robert G. Breighner, Jr. 50 Vice President, Compliance and Audit Services and Corporate Compliance Officer

Robert A. Ortenzio has served as our Executive Chairman and Co-Founder since January 1, 2014. Mr. Ortenzio co-founded
Select and has served as a director of Select since February 1997, and became a director of the Company in February 2005. Mr.
Ortenzio served asthe Company’s Chief Executive Officer from January 1, 2005 to December 31, 2013 and as Select’s President
and Chief Executive Officer from September 2001 to January 1, 2005. Mr. Ortenzio also served as Select’s President and Chief
Operating Officer from February 1997 to September 2001. Mr. Ortenzio a so currently serveson theboard of directorsof Concentra
Group Holdings Parent. He was an Executive Vice President and a director of Horizon/CM S Healthcare Corporation from July
1995 until July 1996. In 1986, Mr. Ortenzio co-founded Continental Medical Systems, Inc., and served in a number of different
capacities, including as a Senior Vice President from February 1986 until April 1988, as Chief Operating Officer from April 1988
until July 1995, as President from May 1989 until August 1996 and as Chief Executive Officer from July 1995 until August 1996.
Before co-founding Continental Medical Systems, Inc., he was a Vice President of Rehab Hospital Services Corporation. Mr.
Ortenzio isthe son of Rocco A. Ortenzio, our Vice Chairman and Co-Founder.

Rocco A. Ortenzio has served as our Vice Chairman and Co-Founder since January 1, 2014. Mr. Ortenzio co-founded Select
and served as Select’s Chairman and Chief Executive Officer from February 1997 until September 2001. Mr. Ortenzio served as
Select’s Executive Chairman from September 2001 until December 2013, and Executive Chairman of the Company from February
2005 until December 2013. In 1986, he co-founded Continental Medical Systems, Inc., and served as its Chairman and Chief
Executive Officer until July 1995. In 1979, Mr. Ortenzio founded Rehab Hospital Services Corporation, and served asits Chairman
and Chief Executive Officer until June 1986. In 1969, Mr. Ortenzio founded Rehab Corporation and served as its Chairman and
Chief Executive Officer until 1974. Mr. Ortenzio isthe father of Robert A. Ortenzio, the Company’s Executive Chairman and Co-
Founder.

David S. Chernow has served as our President and Chief Executive Officer since January 1, 2014. Mr. Chernow has served
as our President and previously held various executive officer titles since September 2010. Mr. Chernow served as a director of
the Company from January 2002 until February 2005 and from August 2005 until September 2010. Mr. Chernow also serves on
theboard of directorsof ConcentraGroup Hol dings Parent. From May 2007 to February 2010, Mr. Chernow served asthe President
and Chief Executive Officer of Oncure Medical Corp., one of the largest providers of free-standing radiation oncology carein the
United States. From July 2001 to June 2007, Mr. Chernow served as the President and Chief Executive Officer of JA Worldwide,
a nonprofit organization dedicated to the education of young people about business (formerly, Junior Achievement, Inc.). From
1999 to 2001, he was the President of the Physician Services Group at US Oncology, Inc. Mr. Chernow co-founded American
Oncology Resourcesin 1992 and served as its Chief Development Officer until the time of the merger with Physician Reliance
Network, Inc., which created US Oncology, Inc. in 1999.
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Martin F. Jackson has served as our Executive Vice President and Chief Financial Officer since February 2007. He served
asour Senior Vice President and Chief Financial Officer from May 1999 to February 2007. Mr. Jackson also serves on the board
of directors of Concentra Group Holdings Parent. Mr. Jackson previously served as a Managing Director in the Health Care
Investment Banking Group for CIBC Oppenheimer from January 1997 to May 1999. Prior to that time, he served as Senior Vice
President, Health Care Finance with McDonald & Company Securities, Inc. from January 1994 to January 1997. Prior to 1994,
Mr. Jackson held senior financial positions with Van Kampen Merritt, Touche Ross, Honeywell and L’ Nard Associates.

John A. Saich has served as our Executive Vice President and Chief Administrative Officer since October 1, 2018. He served
as our Executive Vice President and Chief Human Resources Officer from December 2010 to September 2018. He served as our
Senior VicePresident, Human Resourcesfrom February 2007 to December 2010. Heserved asour Vice President, Human Resources
from November 1999 to January 2007. He joined the Company as Director, Human Resources and HRIS in February 1998.
Previously, Mr. Saich served as Director of Benefits and Human Resources for Integrated Health Servicesin 1997 and as Director
of Human Resources for Continental Medical Systems, Inc. from August 1993 to January 1997.

Michael E. Tarvin has served as our Executive Vice President, General Counsel and Secretary since February 2007. He
served as our Senior Vice President, General Counsel and Secretary from November 1999 to February 2007. He served as our
Vice President, General Counsel and Secretary from February 1997 to November 1999. He was Vice President—Senior Counsel
of Continental Medical SystemsfromFebruary 1993 until February 1997. Prior tothat time, hewasA ssociate Counsel of Continental
Medical Systemsfrom March 1992. Mr. Tarvin was an associate at the Philadel phialaw firm of Drinker Biddle & Reath LLPfrom
September 1985 until March 1992.

Scott A. Romberger has served as our Senior Vice President and Controller since February 2007. He served as our Vice
President and Controller from February 1997 to February 2007. In addition, he has served as our Chief Accounting Officer since
December 2000. Prior to February 1997, he was Vice President—Controller of Continental Medical Systems from January 1991
until January 1997. Prior to that time, he served as Acting Corporate Controller and Assistant Controller of Continental Medical
Systems from June 1990 and December 1988, respectively. Mr. Romberger is a certified public accountant and was employed by
anational accounting firm from April 1985 until December 1988.

Robert G. Breighner, Jr. has served as our Vice President, Compliance and Audit Services since August 2003. He served as
our Director of Internal Audit from November 2001 to August 2003. Previously, Mr. Breighner was Director of Interna Audit for
Susguehanna Pfaltzgraff Co. from June 1997 until November 2001. Mr. Breighner held other positions with Susquehanna
Pfaltzgraff Co. from May 1991 until June 1997.
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Item 1A. Risk Factors.

In additionto thefactorsdiscussed el sewherein thisForm 10-K, thefollowing areimportant factor swhich could cause actual
results or eventsto differ materially from those contained in any forward-looking statements made by or on behalf of us.

Risks Related to Our Business

If there are changesin the rates or methods of government reimbursements for our services, our net operating revenues and
profitability could decline.

Approximately 30% of our net operating revenuesfor theyear ended December 31, 2017, 27% of our net operating revenues
for the year ended December 31, 2018, and 26% of our net operating revenues for the year ended December 31, 2019, came from
the highly regulated federal Medicare program.

In recent years, through legidative and regulatory actions, the federal government has made substantial changes to various
payment systems under the M edicare program. President Obamasigned into law comprehensive reformsto the healthcare system,
including changes to the methods for, and amounts of, Medicare reimbursement. Additional reforms or other changes to these
payment systems, including modifications to the conditions on qualification for payment, bundling payments to cover both acute
and post-acute care, or the imposition of enrollment limitations on new providers, may be proposed or could be adopted, either
by Congress or CMS. If revised regulations are adopted, the availability, methods, and rates of Medicare reimbursements for
services of the type furnished at our facilities could change. For example, the rules and regulations related to patient criteriafor
our critical illness recovery hospitals could become more stringent and reduce the number of patients we admit. Some of these
changes and proposed changes could adversely affect our business strategy, operations, and financial results. In addition, there
can be no assurance that any increases in Medicare reimbursement rates established by CMS will fully reflect increases in our
operating costs.

We conduct businessin a heavily regulated industry, and changesin regulations, new interpretations of existing regulations,
or violations of regulations may result in increased costs or sanctionsthat reduce our net operating revenues and profitability.

The healthcare industry is subject to extensive federal, state, and local laws and regulations relating to: (i) facility and
professional licensure, including certificatesof need; (ii) conduct of operations, including financial relationshipsamong healthcare
providers, Medicare fraud and abuse, and physician self-referral; (iii) addition of facilities and services and enrollment of newly
developed facilitiesin the Medicare program; (iv) payment for services; and (v) safeguarding protected health information.

Both federal and state regul atory agencies inspect, survey, and audit our facilitiesto review our compliance with these laws
andregulations. Whileour facilitiesintend to comply with existing li censing, M edicare certification requirements, and accreditation
standards, there can be no assurance that these regulatory authoritieswill determine that all applicable requirements are fully met
at any giventime. A determination by any of theseregulatory authoritiesthat afacility isnot in compliance with these requirements
could lead to the imposition of requirements that the facility takes corrective action, assessment of fines and penalties, or loss of
licensure, Medicare certification, or accreditation. These consequences could have an adverse effect on our company.

In addition, there have been heightened coordinated civil and criminal enforcement efforts by both federal and state
government agencies relating to the healthcare industry. The ongoing investigations relate to, among other things, variousreferral
practices, billing practices, and physician ownership. In the future, different interpretations or enforcement of these laws and
regulations could subject us to allegations of impropriety or illegality or could require us to make changes in our facilities,
equipment, personnel, services, and capital expenditure programs. These changes may increase our operating expenses and reduce
our operating revenues. If we fail to comply with these extensive laws and government regulations, we could become ineligible
to receive government program reimbursement, suffer civil or criminal penalties, or be required to make significant changes to
our operations. In addition, we could be forced to expend considerabl e resources responding to any related investigation or other
enforcement action.
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If our critical illness recovery hospitalsfail to maintain their certificationsas LTCHsor if our facilities operated as HI Hsfail
to qualify as hospitals separate from their host hospitals, our net operating revenues and profitability may decline.

Asof December 31, 2019, weoperated 101 critical illnessrecovery hospitals, all of whicharecurrently certified by Medicare
asLTCHs. LTCHs must meet certain conditions of participation to enroll in, and seek payment from, the Medicare program as an
LTCH, including, among other things, maintaining an average length of stay for Medicare patientsin excess of 25 days. An LTCH
that fails to maintain this average length of stay for Medicare patients in excess of 25 days during a single cost reporting period
isgenerally alowed an opportunity to show that it meets the length of stay criteria during a subsequent cure period. If the LTCH
can show that it meets the length of stay criteria during this cure period, it will continue to be paid under the LTCH-PPS. If the
LTCH again fails to meet the average length of stay criteria during the cure period, it will be paid under the general acute care
IPPS at rates generally lower than the rates under the LTCH-PPS.

Similarly, our HIHS must meet conditions of participation in the Medicare program, which include additional criteria
establishing separateness from the hospital with which the HIH shares space. If our critical illness recovery hospitalsfail to meet
or maintain the standardsfor certification as LTCHS, they will receive payment under the general acute care hospitals |PPS which
isgenerally lower than payment under the system applicableto LTCHs. Payments at rates applicableto general acute care hospitals
would result in our hospitals receiving significantly less Medicare reimbursement than they currently receive for their patient
services.

Decreasesin Medicarereimbursement ratesreceived by our outpatient rehabilitation clinicsmayreduceour futurenet operating
revenues and profitability.

Our outpatient rehabilitation clinicsreceive paymentsfrom the M edi care program under afee schedule. TheMedicareAccess
and CHIP Reauthorization Act of 2015 requires that payments under the fee schedule be adjusted starting in 2019 based on
performance in a MIPS and, beginning in 2020, incentives for participation in aternative payment models. The specifics of the
MIPS and incentives for participation in alternative payment models will be subject to future notice and comment rule-making.
Itisunclear what impact, if any, the MIPS and incentivesfor participation in alternative payment modelswill have on our business
and operating results, but any resulting decrease in payment may reduce our future net operating revenues and profitability,
including, for example, certain proposed CM S cutsto maintain budget-neutrality in respect of eval uation and management services
that will increase spending by more than $20 million, which may result in physical and occupational therapy services receiving
code reductions, and a concurrent decrease in payments, of approximately 8%.

The nature of the markets that Concentra serves may constrain its ability to raise prices at rates sufficient to keep pace with
theinflation of its costs.

Rates of reimbursement for work-related injury or illness visits in Concentra’'s occupational health services business are
established through a legislative or regulatory process within each state that Concentra serves. Currently, 36 states in which
Concentrahasoperationshavefee schedul espursuant towhich al healthcareprovidersareuniformly reimbursed. Thefeeschedules
are determined by each state and generally prescribe the maximum amounts that may be reimbursed for a designated procedure.
In the states without fee schedul es, healthcare providers are generally reimbursed based on usual, customary and reasonabl e rates
charged in the particular state in which the services are provided. Given that Concentra does not control these processes, it may
be subject to financia risksif individual jurisdictions reduce rates or do not routinely raise rates of reimbursement in a manner
that keeps pace with the inflation of Concentra's costs of service.

In Concentra’s veterans' healthcare business, reimbursement rates are generally set according to the capitated monthly rate
based on the number of then enrolled patients at that CBOC. Evolving legislative and regulatory changes aimed at improving
veterans' access to care, the most recent of which is the VA MISSION Act of 2018, could result in fewer patients enrolling in
CBOC:s. Federal legislation that permits certain veterans to receive their healthcare outside of the Department of VeteransAffairs
facilities, for example, may reduce demand for servicesat some of Concentra’s CBOCs. Moreover, changesin the methods, manner
or amounts of compensati on payablefor Concentra sservices, including, amountsrei mbursableto the CBOCsunder itsagreements
with the Department of Veterans Affairs, due to legidative or other changes or shifting budget priorities could result in lower
reimbursement for services provided at Concentra’'s CBOCs. Concentra may receive lower payments from the Veterans Health
Administration if fewer eligible veterans are considered to live within the catchments of its CBOCs. These trends could have an
adverse effect on our financial condition and results of operations.
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If our rehabilitation hospitalsfail to comply with the 60% Ruleor admissionsto | RFsarelimited dueto changestothediagnosis
codes on the presumptive compliance list, our net operating revenues and profitability may decline.

As of December 31, 2019, we operated 29 rehabilitation hospitals, all of which were certified as Medicare providers and
operating as | RFs. Our rehabilitation hospitals must meet certain conditions of participation to enroll in, and seek payment from,
the Medicare program as an |RF. Among other things, at least 60% of the IRF stotal inpatient population must require treatment
for one or more of 13 conditions specified by regulation. This requirement is now commonly referred to as the “60% Rule.”
Compliance with the 60% Rule is demonstrated through atwo step process. The first step isthe “ presumptive” method, in which
patient diagnosis codes are compared to a“ presumptive compliance” list. IRFsthat fail to demonstrate compliance with the 60%
Rule using this presumptive test may demonstrate compliance through a second step involving an audit of the facility’s medical
records to assess compliance.

If an IRF does not demonstrate compliance with the 60% Rule by either the presumptive method or through a review of
medical records, then the facility’s classification as an IRF may be terminated at the start of its next cost reporting period causing
the facility to be paid as a general acute care hospital under I|PPS. If our rehabilitation hospitals fail to demonstrate compliance
withthe60% Rul ethrough either method and areclassified asgeneral acutecarehospitals, our net operating revenueand profitability
may be adversely affected.

Asaresult of post-payment reviews of claims we submit to Medicare for our services, we may incur additional costs and may
be required to repay amounts already paid to us.

We are subject to regular post-payment inquiries, investigations, and audits of the claimswe submit to Medicarefor payment
for our services. These post-payment reviews include medical necessity reviews for Medicare patients admitted to LTCHs and
IRFs, and audits of Medicare claims under the Recovery Audit Contractor program. These post-payment reviews may require us
to incur additional costs to respond to requests for records and to pursue the reversal of payment denials, and ultimately may
require usto refund amounts paid to us by Medicare that are determined to have been overpaid.

Most of our critical illnessrecovery hospitals are subject to short-term leases, and theloss of multipleleasesclosein time could
materially and adversely affect our business, financial condition, and results of operations.

We lease most of our critical illnessrecovery hospitalsunder short-term leaseswith terms of lessthan ten years. Theseleases
often do not have favorable renewal options and generally cannot be renewed or extended without the written consent of the
landlords thereunder. |f we cannot renew or extend a significant number of our existing leases, or if the terms for lease renewal
or extension offered by landlords on a significant number of leases are unacceptable to us, then the loss of multiple leases close
in time could materially and adversely affect our business, financial condition, and results of operations.

Our facilities are subject to extensive federal and state laws and regulationsrelating to the privacy of individually identifiable
information.

HIPAA required the United States Department of Health and Human Services to adopt standards to protect the privacy and
security of individually identifiable health information. The department rel eased final regulations containing privacy standardsin
December 2000 and published revisionsto the final regulationsin August 2002. The privacy regulations extensively regulate the
use and disclosure of individually identifiable health information. The regulations also provide patients with significant new rights
related to understanding and controlling how their health information is used or disclosed. The security regulations require
healthcare providerstoimplement administrative, physical andtechnical practicesto protect thesecurity of individually identifiable
healthinformation that ismaintained or transmitted el ectronically. HITECH, whichwassignedinto law in February 2009, enhanced
the privacy, security, and enforcement provisions of HIPAA by, among other things, establishing security breach notification
reguirements, allowing enforcement of HIPAA by state attorneysgeneral, and increasing penaltiesfor HIPAA violations. Violations
of HIPAA or HITECH could resultin civil or criminal penalties. For example, HITECH permits HHS to conduct audits of HIPAA
compliance and impose penalties even if we did not know or reasonably could not have known about the violation and increases
civil monetary penalty amounts up to $50,000 per violation with a maximum of $1.5 million in a calendar year for violations of
the same requirement.

In addition to HIPAA, there are numerous federal and state laws and regulations addressing patient and consumer privacy
concerns, including unauthorized access, or theft of patient’s identifiable health information. State statutes and regulations vary
from state to state. Lawsuits, including class actions and action by state attorneys genera, directed at companies that have
experienced a privacy or security breach also can occur.
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In the conduct of our business, we process, maintain, and transmit sensitive data, including our patient’s individually
identifiable health information. We have developed a comprehensive set of policies and proceduresin our efforts to comply with
HIPAA and other privacy laws. Our compliance officer, privacy officer, and information security officer are responsible for
implementing and monitoring compliance with our privacy and security policies and procedures at our facilities. We believe that
the cost of our compliance with HIPAA and other federal and state privacy laws will not have a material adverse effect on our
business, financial condition, results of operations, or cash flows. However, there can be no assurance that a breach of privacy or
security will not occur. If there is abreach, we may be subject to various lawsuits, penalties and damages and may be required to
incur costs to mitigate the impact of the breach on affected individuals.

We may be adversely affected by a security breach of our, or our third-party vendors', information technology systems, such
asa cyber attack, which may cause a violation of HIPAA or HI TECH and subject usto potential legal and reputational harm.

In the normal course of business, our information technology systems hold sensitive patient information including patient
demographic data, eligibility for variousmedical plansincluding Medicare and Medicaid, and protected health information, which
is subject to HIPAA and HITECH. Additionally, we utilize those same systems to perform our day-to-day activities, such as
receiving referrals, assigning medical teams to patients, documenting medical information, maintaining an accurate record of all
transactions, processing payments, and maintai ning our employee’ spersonal information. Weal so contract with third-party vendors
to maintain and store our patient’s individually identifiable health information. Numerous state and federal laws and regulations
address privacy and information security concernsresulting from our accessto our patient’s and employee’s personal information.

Our information technology systems and those of our vendors that process, maintain, and transmit such data are subject to
computer viruses, cyber attacks, or breaches. We adhere to policies and procedures designed to ensure compliance with HIPAA
and other privacy and information security lawsand require our third-party vendorsto do so aswell. Failureto maintain the security
and functionality of our information systems and related software, or to defend a cybersecurity attack or other attempt to gain
unauthorized accessto our or third-party’s systems, facilities, or patient health information could expose usto anumber of adverse
consequences, including but not limited to disruptions in our operations, regulatory and other civil and criminal penalties,
reputational harm, investigations and enforcement actions (including, but not limited to, those arising from the SEC, Federal Trade
Commission, the OI G or state attorneysgeneral), fines, litigation with those affected by the data breach, oss of customers, disputes
with payors, and increased operating expense, which either individually or in the aggregate could have a material adverse effect
on our business, financial position, results of operations, and liquidity.

Furthermore, whileour informati on technol ogy systems, and those of our third-party vendors, are maintai ned with safeguards
protecting against cyber attacks, including passive intrusion protection, firewalls, and virus detection software, these safeguards
do not ensure that a significant cyber attack could not occur. A cyber attack that bypasses our information technology security
systems, or those of our third-party vendors, could cause the loss of protected health information, or other data subject to privacy
laws, theloss of proprietary businessinformation, or amaterial disruption to our or athird-party vendor’sinformation technology
business systems resulting in a material adverse effect on our business, financial condition, results of operations, or cash flows.
Inaddition, our futureresultscould be adversely affected dueto thetheft, destruction, |oss, misappropriation, or rel ease of protected
health information, other confidential data or proprietary businessinformation, operational or business delays resulting from the
disruption of information technology systems and subsequent clean-up and mitigation activities, negative publicity resulting in
reputation or brand damage with clients, members, or industry peers, or regulatory action taken as aresult of such incident. We
provide our employees training and regular reminders on important measures they can take to prevent breaches. We routinely
identify attemptsto gain unauthorized accessto our systems. However, given therapidly evolving natureand proliferation of cyber
threats, there can be no assurance our training and network security measures or other controls will detect, prevent, or remediate
security or databreachesin atimely manner or otherwise prevent unauthorized accessto, damageto, or interruption of our systems
and operations. For example, it has been widely reported that many well-organized international interests, in certain cases with
the backing of sovereign governments, are targeting the theft of patient information through the use of advance persistent threats.
Similarly, in recent years, several hospitals have reported being the victim of ransomware attacksin which they lost accessto their
systems, including clinical systems, during the course of the attacks. We are likely to face attempted attacks in the future.
Accordingly, we may be vulnerable to losses associated with the improper functioning, security breach, or unavailability of our
information systems as well as any systems used in acquired operations.

Our acquisitions require transitions and integration of various information technology systems, and we regularly upgrade
and expand our information technology systems' capabilities. If we experience difficulties with the transition and integration of
these systems or are unable to implement, maintain, or expand our systems properly, we could suffer from, among other things,
operational disruptions, regulatory problems, working capital disruptions, and increases in administrative expenses. While we
make significant efforts to address any information security issues and vulnerabilities with respect to the companies we acquire,
we may still inherit risks of security breaches or other compromises when we integrate these companies within our business.
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Quality reporting requirements may negatively impact Medicare reimbursement.

TheIMPACT Act requires the submission of standardized data by certain healthcare providers. Specificaly,
the IMPACT Act requires, among other significant activities, the reporting of standardized patient assessment data with regard to
quality measures, resource use, and other measures. Failure to report data as required will subject providersto a 2% reduction in
market basket prices then in effect. Additionally, reporting activities associated with the IMPACT Act are anticipated to be quite
burdensome. CM S proposesto require hospital sto have adischarge planning processthat focuseson patients’ goal sand preferences
and on preparing them and, as appropriate, their caregivers, to be active partners in their post-discharge care. The adoption of
these and additional quality reporting measures for our hospitals to track and report will require additional time and expense and
could affect reimbursement in the future. In healthcare generally, the burdens associated with collecting, recording, and reporting
quality data areincreasing.

There can be no assurance that al of our hospitals will continue to meet quality reporting requirementsin the future which
may result in one or more of our hospitals seeing areduction in its Medicare reimbursements. Regardless, we, like other healthcare
providers, arelikely toincur additional expensesin an effort to comply with additional and changing quality reporting requirements.

We may be adversely affected by negative publicity which can result in increased governmental and regulatory scrutiny and
possibly adverse regulatory changes.

Negative press coverage, including about the industriesin which we currently operate, can result in increased governmental
and regulatory scrutiny and possibly adverse regulatory changes. Adverse publicity and increased governmental scrutiny can have
anegative impact on our reputation with referral sources and patients and on the morale and performance of our employees, both
of which could adversely affect our businesses and results of operations.

Current and future acquisitions may use significant resources, may be unsuccessful, and could expose us to unforeseen
liabilities.

As part of our growth strategy, we may pursue acquisitions of critical illness recovery hospitals, rehabilitation hospitals,
outpatient rehabilitation clinics, and other related healthcare facilities and services. These acquisitions, may involve significant
cash expenditures, debt incurrence, additional operating losses and expenses, and compliance risks that could have a material
adverse effect on our financial condition and results of operations.

We may not be able to successfully integrate our acquired businesses into ours, and therefore, we may not be ableto realize
the intended benefits from an acquisition. If we fail to successfully integrate acquisitions, our financial condition and results of
operations may be materially adversely affected. These acquisitions could result in difficulties integrating acquired operations,
technologies, and personnel into our business. Such difficulties may divert significant financial, operational, and managerial
resources from our existing operations and make it more difficult to achieve our operating and strategic objectives. We may fail
to retain employees or patients acquired through these acquisitions, which may negatively impact the integration efforts. These
acquisitions could also have a negative impact on our results of operationsif it is subsequently determined that goodwill or other
acquired intangible assets are impaired, thus resulting in an impairment charge in a future period.

In addition, these acquisitions involve risks that the acquired businesses will not perform in accordance with expectations;
that we may becomeliablefor unforeseen financial or businessliabilities of the acquired businesses, including liabilitiesfor failure
to comply with healthcare regulations; that the expected synergies associated with acquisitions will not be achieved; and that
business judgments concerning the value, strengths, and weaknesses of businesses acquired will proveincorrect, which could have
amaterial adverse effect on our financial condition and results of operations.

Future joint ventures may use significant resources, may be unsuccessful, and could expose us to unforeseen liahilities.

As part of our growth strategy, we have partnered and may partner with large healthcare systems to provide post-acute care
services. These joint ventures have included and may involve significant cash expenditures, debt incurrence, additional operating
losses and expenses, and compliance risks that could have a material adverse effect on our financia condition and results of
operations.

A joint venture involves the combining of corporate cultures and mission. As aresult, we may not be able to successfully
operate ajoint venture, and therefore, we may not be ableto realize theintended benefits. If wefail to successfully execute ajoint
venture relationship, our financial condition and results of operations may be materially adversely affected. A new joint venture
could result in difficultiesin combining operations, technol ogies, and personnel. Such difficulties may divert significant financial,
operational, and managerial resourcesfrom our existing operationsand makeit moredifficult to achieve our operating and strategic
objectives. We may fail to retain employees or patients as aresult of the integration efforts.
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A joint venture is operated through a board of directors that contains representatives of Select and other partiesto the joint
venture. We may not control the board or some actions of the board may require supermajority votes. Asaresult, thejoint venture
may elect certain actions that could have adverse effects on our financial condition and results of operations.

I f wefail to compete effectively with other hospitals, clinics, occupational health centers, and healthcare providersin thelocal
areas we serve, our net operating revenues and profitability may decline.

The healthcare business is highly competitive, and we compete with other hospitals, rehabilitation clinics, occupational
health centers, and other healthcare providers for patients. If we are unable to compete effectively in the critical illness recovery,
rehabilitation hospital, outpatient rehabilitation, and occupational health services businesses, our ability to retain customers and
physicians, or maintain or increase our revenue growth, priceflexibility, control over medical cost trends, and marketing expenses
may be compromised and our net operating revenues and profitability may decline.

Many of our critical illnessrecovery hospitalsand our rehabilitation hospital s operate in geographic areaswhere we compete
with at least one other facility that provides similar services.

Our outpatient rehabilitation clinics face competition from avariety of local and national outpatient rehabilitation providers,
including physician-owned physical therapy clinics, dedicated locally owned and managed outpatient rehabilitation clinics, and
hospital or university owned or affiliated ventures, as well as national and regional providers in select areas. Other competing
outpatient rehabilitation clinicsin local areaswe serve may have greater name recognition and longer operating histories than our
clinics. The managers of these competing clinics may also have stronger rel ationshipswith physiciansin their communities, which
could givethem acompetitiveadvantagefor patient referrals. Becausethebarriersto entry are not substantial and current customers
havetheflexibility to move easily to new healthcare service providers, webelieve that new outpatient physical therapy competitors
can emerge relatively quickly.

Concentra’ sprimary competitors, including those of U.S. HealthWorks, havetypically beenindependent physicians, hospital
emergency departments, and hospital-owned or hospital-affiliated medical facilities. Because the barriersto entry in Concentra's
geographic markets are not substantial and its current customers have the flexibility to move easily to new healthcare service
providers, new competitorsto Concentracan emergerelatively quickly. The marketsfor Concentra' sconsumer health and veterans’
healthcare businesses are also fragmented and competitive. If Concentra’'s competitors are better able to attract patients or expand
servicesat their facilitiesthan Concentrais, Concentramay experiencean overall declineinrevenue. Similarly, competitivepricing
pressures from our competitors could cause Concentrato lose existing or future CBOC contracts with the Department of Veterans
Affairs, which may also cause Concentrato experience an overall declinein revenue.

Future cost containment initiatives undertaken by private third-party payors may limit our future net operating revenues and
profitability.

Initiatives undertaken by major insurers and managed care companies to contain healthcare costs affect our profitability.
These payors attempt to control healthcare costs by contracting with hospitals and other healthcare providers to obtain services
on adiscounted basis. We believe that this trend may continue and may limit reimbursements for healthcare services. If insurers
or managed care companies from whom we receive substantial payments reduce the amounts they pay for services, our profit
margins may decline, or we may lose patientsif we choose not to renew our contracts with these insurers at lower rates.

If we fail to maintain established relationships with the physicians in the areas we serve, our net operating revenues may
decrease.

Our successispartially dependent upon the admissionsand referral practices of the physiciansinthe communitiesour critical
illness recovery hospitals, rehabilitation hospitals, and outpatient rehabilitation clinics serve, and our ability to maintain good
relations with these physicians. Physicians referring patients to our hospitals and clinics are generally not our employees and, in
many of thelocal areasthat we serve, most physicianshave admitting privilegesat other hospitalsand arefreeto refer their patients
to other providers. If we are unableto successfully cultivate and maintain strong rel ationships with these physicians, our hospitals
admissions and our facilities’ and clinics' businesses may decrease, and our net operating revenues may decline.

We could experience significant increasesto our operating costs dueto shortages of healthcare professionalsor union activity.

Our critical illness recovery hospitals and our rehabilitation hospitals are highly dependent on nurses, our outpatient
rehabilitation division is highly dependent on therapistsfor patient care, and Concentrais highly dependent upon the ability of its
affiliated professional groups to recruit and retain qualified physicians and other licensed providers. The market for qualified
healthcare professionals is highly competitive. We have sometimes experienced difficulties in attracting and retaining qualified
healthcare personnel. We cannot assure you we will be able to attract and retain qualified healthcare professionalsin the future.
Additionally, the cost of attracting and retaining qualified healthcare personnel may be higher than we anticipate, and as aresult,
our profitability could decline.
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In addition, United States healthcare providers are continuing to see an increase in the amount of union activity. Though we
cannot predict the degree to which we will be affected by future union activity, there may be continuing legidlative proposals that
could result in increased union activity. We could experience an increase in labor and other costs from such union activity.

Our business operations could be significantly disrupted if we lose key members of our management team.

Our success dependsto asignificant degree upon the continued contributions of our senior officersand other key empl oyees,
and our ability to retain and motivate these individuals. We currently have employment agreements in place with three executive
officersand changein control agreementsand/or non-competition agreementswith several other officers. Many of theseindividuals
also havesignificant equity ownershipinour company. We do not maintain any key lifeinsurance policiesfor any of our employees.
The loss of the services of certain of these individuals could disrupt significant aspects of our business, could prevent us from
successfully executing our business strategy, and could have a material adverse effect on our results of operations.

In conducting our business, we are required to comply with applicable laws regarding fee-splitting and the corporate practice
of medicine.

Some states prohibit the “corporate practice of medicine” that restricts business corporations from practicing medicine
through thedirect employment of physiciansor from exercising control over medical decisionsby physicians. Somestatessimilarly
prohibit the “corporate practice of therapy.” The laws relating to corporate practice vary from state to state and are not fully
developedin each statein whichwehavefacilities. Typically, however, professional corporationsowned and controlled by licensed
professionals are exempt from corporate practice restrictions and may employ physicians or therapists to furnish professional
services. Also, in some states, hospitals are permitted to employ physicians.

Some states also prohibit entities from engaging in certain financial arrangements, such as fee-splitting, with physicians or
therapists. The lawsrelating to fee-splitting also vary from state to state and are not fully developed. Generally, these laws restrict
business arrangements that involve a physician or therapist sharing medical fees with areferral source, but in some states, these
laws have been interpreted to extend to management agreements between physicians or therapists and business entities under some
circumstances.

Webelievethat the Company’scurrent and planned activitiesdo not constitute fee-splitting or the unlawful corporate practice
of medicine as contemplated by these state laws. However, there can be no assurance that future interpretations of such laws will
not require structural and organizational modification of our existing relationshipswith the practices. If acourt or regulatory body
determines that we have violated these laws or if hew laws are introduced that would render our arrangementsillegal, we could
be subject to civil or criminal penalties, our contracts could be found legally invalid and unenforceable (in whole or in part), or
we could be required to restructure our contractual arrangements with our affiliated physicians and other licensed providers.

If the frequency of workplace injuries and illnesses continues to decline, Concentra’s results may be negatively affected.

Approximately 58% of Concentra’s revenue in 2019 was generated from the treatment of workers' compensation claims.
In the past decade, the number of workers' compensation claims has decreased, which Concentra primarily attributes to
improvements in workplace safety, improved risk management by employers, and changes in the type and composition of jobs.
During the economic downturn, the number of employeeswithworkers' compensationinsurance substantially decreased. Although
the number of covered employees has increased more in recent years as the employment rate has increased, adverse economic
conditions can cause the number of covered employees to decline which can cause further declines in workers' compensation
claims. In addition, because of the greater access to health insurance and the fact that the United States economy has continued
to shift from a manufacturing-based to a service-based economy along with general improvements in workplace safety, workers
are generally healthier and less prone to work injuries. Increases in employer-sponsored wellness and health promotion programs,
spurred in part by the ACA, have led to fitter and healthier employees who may be less likely to injure themselves on the job.
Concentra’'s business model is based, in part, on its ability to expand its relative share of the market for the treatment of claims
forworkplaceinjuriesandillnesses. If workplaceinjuriesandillnessesdeclineat agreater ratethantheincreaseintotal employment,
orif total employment declinesat agreater ratethan theincreaseinincident rates, the number of claimsintheworkers’ compensation
market will decrease and may adversely affect Concentra’s business.

If Concentra loses several significant employer customers or payor contracts, its results may be adversely affected.

Concentra’s results may decline if it loses several significant employer customers or payor contracts. One or more of
Concentra’ssignificant employer customers could be acquired. Additionally, Concentracoul d lose significant employer customers
or payor contracts due to competitive pricing pressures or other reasons. The loss of severa significant employer customers or
payor contracts could cause amaterial decline in Concentra’s profitability and operating performance.

33



Table of Contents

Significant legal actions could subject us to substantial uninsured liabilities.

Physicians, hospitals, and other healthcare providers have become subject to an increasing number of legal actionsalleging
malpractice, product liability, or related legal theories. Many of these actions involve large claims and significant defense costs.
We are al so subject to lawsuits under federal and state whistleblower statutes designed to combat fraud and abuse in the healthcare
industry. These whistleblower lawsuits are not covered by insurance and can involve significant monetary damages and award
bounties to private plaintiffs who successfully bring the suits. See “Legal Proceedings’ and Note 16 in our audited consolidated
financial statements.

Wecurrently maintain professional mal practiceliability insuranceand general liability insurance coveragesthrough anumber
of different programs that are dependent upon such factors as the state where we are operating and whether the operations are
wholly owned or are operated through ajoint venture. For our wholly owned operations, we currently maintai ninsurance coverages
under a combination of policies with a total annual aggregate limit of up to $40.0 million. Our insurance for the professional
liability coverage is written on a “claims-made” basis, and our commercial general liability coverage is maintained on an
“occurrence” basis. These coverages apply after a self-insured retention limit is exceeded. For our joint venture operations, we
have numerous programs that are designed to respond to the risks of the specific joint venture. The annual aggregate limit under
these programs ranges from $6.0 million to $20.0 million. The policies are generally written on a“claims-made” basis. Each of
these programs has either a deductible or self-insured retention limit. We review our insurance program annually and may make
adjustments to the amount of insurance coverage and self-insured retentions in future years. In addition, our insurance coverage
does not generally cover punitive damages and may not cover all claims against us. See “ Business—Government Regulations—
Other Healthcare Regulations.”

Concentration of ownershipamongour existing executivesand directorsmay prevent newinvestor sfrominfluencing significant
corporate decisions.

Our executives and directors, beneficially own, in the aggregate, approximately 19.7% of Holdings' outstanding common
stock as of February 1, 2020. As aresult, these stockholders have significant control over our management and policies and are
able to exercise influence over all matters requiring stockholder approval, including the election of directors, amendment of our
certificate of incorporation, and approval of significant corporate transactions. The directors elected by these stockholdersare able
to make decisions affecting our capital structure, including decisionsto issue additional capital stock, implement stock repurchase
programs, and incur indebtedness. Thisinfluence may havetheeffect of deterring hostiletakeovers, delaying or preventing changes
in control or changes in management, or limiting the ability of our other stockholdersto approve transactions that they may deem
to bein their best interest.
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Risks Related to Our Capital Structure

If WCAS and the other members of Concentra Group Holdings Parent or DHHC exercise their Put Right, it may have an
adverse effect on our liquidity. Additionally, we may not have adequate funds to pay amounts due in connection with the Put
Right, if exercised, in which case we would be required to issue Holdings' common stock to purchase interests of Concentra
Group Holdings Parent and our stockholders’ ownership interest will be diluted.

Pursuant to the Amended and Restated Limited Liability Company Agreement of Concentra Group Holdings Parent, WCAS
and the other members of Concentra Group Holdings Parent and DHHC have separate put rights (each, a“ Put Right™) with respect
to their equity interests in Concentra Group Holdings Parent. If a Put Right is exercised by WCAS or DHHC, Select will be
obligated to purchase up to 33 1/3% of the equity interests of Concentra Group Hol dings Parent that WCAS or DHHC, respectively,
owned as of February 1, 2018, at a purchase price based on a valuation of Concentra Group Holdings Parent performed by an
investment bank to be agreed between Select and one of WCAS or DHHC, which valuation will be based on certain precedent
transactions using multiples of EBITDA (as defined in the Amended and Restated Limited Liability Company Agreement of
Concentra Group Holdings Parent) and capped at an agreed upon multiple of EBITDA. Select has the right to elect to pay the
purchase price in cash or in shares of Holdings' common stock.

On January 1, 2020, Select, WCAS and DHHC agreed to atransaction in lieu of, and deemed to constitute, the exercise of
WCAS and DHHC'sfirst Put Right (the “ January Interest Purchase”), pursuant to which Select acquired an aggregate amount of
approximately 17.2% of the outstanding membership interests, on afully diluted basis, of Concentra Group Holdings Parent from
WCAS, DHHC and the other equity holders of Concentra Group Holdings Parent, in exchange for an aggregate payment of
approximately $338.4 million. On February 1, 2020, Select, WCAS and DHHC agreed to a transaction pursuant to which Select
acquired an additional amount of approximately 1.4% of the outstanding membership interests of Concentra Group Holdings
Parent onafully diluted basisfromWCAS, DHHC, and other equity holdersof ConcentraGroup HoldingsParent for approximately
$27.8 million (the “ February Interest Purchase”). The February Interest Purchase was deemed to constitute an additional exercise
of WCAS and DHHC'sfirst Put Right. Upon consummation of the January Interest Purchase and the February Interest Purchase,
Select ownsin the aggregate approximately 66.6% of the outstanding membership interests of Concentra Group Holdings Parent
on afully diluted basis and approximately 68.8% of the outstanding voting membership interests of Concentra Group Holdings
Parent.

WCAS and DHHC may exercise their remaining respective Put Rights to sell up to an additional 33 1/3% of the equity
interestsin Concentra Group Holdings Parent that each, respectively, owned as of February 1, 2018, on an annual basis beginning
in 2021 during the sixty-day period following the delivery of the audited financial statementsfor theimmediately preceding fiscal
year. If WCAS exercises future Put Rights, the other members of Concentra Group Holdings Parent, other than DHHC, may elect
to sell to Select, on the sameterms asWCAS, a percentage of their equity interests of Concentra Group Holdings Parent that such
member owned as of the date of the Amended and Restated LL C Agreement, up to but not exceeding the percentage of equity
interests owned by WCA S as of the date of the Amended and Restated L L C Agreement that WCA S has determined to sell to Select
in the exercise of its Put Right.

Furthermore, WCAS, DHHC, and the other members of Concentra Group Holdings Parent have a put right with respect to
their equity interest in Concentra Group Holdings Parent that may only be exercised in the event Holdings or Select experiences
a change of control that has not been previously approved by WCAS and DHHC, and which results in change in the senior
management of Select (an“SEM COC Put Right”). If an SEM COC Put Right is exercised by WCAS, Select will be obligated to
purchase all (but not less than all) of the equity interests of WCAS and the other members of Concentra Group Holdings Parent
(other than DHHC) offered by such members at a purchase price based on a valuation of Concentra Group Holdings Parent
performed by an investment bank to be agreed between Select and one of WCAS or DHHC, which valuation will be based on
certain precedent transactions using multiples of EBITDA and capped at an agreed upon multiple of EBITDA. Similarly, if an
SEM COC Put Right is exercised by DHHC, Select will be obligated to purchase all (but not less than all) of the equity interests
of DHHC at a purchase price based on a valuation of Concentra Group Holdings Parent performed by an investment bank to be
agreed between Select and one of WCA Sor DHHC, which valuation will bebased on certain precedent transactionsusing multiples
of EBITDA and capped at an agreed upon multiple of EBITDA.
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Wemay not have sufficient funds, borrowing capacity, or other capital resourcesavailableto pay for theinterestsof Concentra
Group Holdings Parent in cash if WCAS, DHHC, and the other members of Concentra Group Holdings Parent exercise the Put
Right or the SEM COC Put Right, or may be prohibited from doing so under the terms of our debt agreements. Such lack of
available funds upon the exercising of the Put Right or the SEM COC Put Right would force usto issue stock at atime we might
not otherwise desireto do so in order to purchase theinterests of Concentra Group Holdings Parent. To the extent that the interests
of Concentra Group Holdings Parent are purchased by issuing shares of our common stock, the increase in the number of shares
of our common stock issued and outstanding may depress the price of our common stock and our stockholders will experience
dilution in their respective percentage ownership in us. In addition, shares issued to purchase the interests in Concentra Group
Holdings Parent will be valued at the twenty-one trading day volume-weighted average sales price of such shares for the period
beginning ten trading days immediately preceding the first public announcement of the Put Right or the SEM COC Put Right
being exercised and ending ten trading days immediately following such announcement. Because the value of the common stock
issued to purchase the interestsin Concentra Group Holdings Parent is, in part, determined by the sales price of our common stock
following the announcement that the Put Right or the SEM COC Put Right is being exercised, which may cause the sales price of
our common stock to decline, the amount of common stock we may have to issue to purchase the interests in Concentra Group
Holdings Parent may increase, resulting in further dilution to our existing stockholders.

Our substantial indebtedness may limit the amount of cash flow available to invest in the ongoing needs of our business.

We have a substantial amount of indebtedness. As of December 31, 2019, Select had approximately $3,437.5 million of
total indebtedness, and Concentra had approximately $1,247.6 million of total indebtedness, $1,240.0 million of which was
intercompany debt owed to Select. As of December 31, 2019, our total indebtedness to third parties was $3,445.1 million. Our
indebtedness could have important consequences to you. For example, it:

e requires usto dedicate a substantial portion of our cash flow from operations to payments on our indebtedness,
reducing the availability of our cash flow to fund working capital, capital expenditures, development activity,
acquisitions, and other general corporate purposes;

e increases our vulnerability to adverse general economic or industry conditions;
e limitsour flexibility in planning for, or reacting to, changes in our business or the industriesin which we operate;

e makes us more vulnerable to increases in interest rates, as borrowings under our senior secured credit facilities are at
variable rates;

« limitsour ability to obtain additional financing in the future for working capital or other purposes; and
« placesusat acompetitive disadvantage compared to our competitors that have less indebtedness.

Any of these consequences could have a material adverse effect on our business, financial condition, results of operations,
prospects, and ability to satisfy our obligations under our indebtedness. In addition, there would be a material adverse effect on
our business, financial condition, results of operations, and cash flows if we were unable to service our indebtedness or obtain
additional financing, as needed. Furthermore, Concentra’sfailure to repay itsintercompany debt to Select could result in Select’s
inability to service its indebtedness, leading to the consequences described above.

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources.”

The Select credit facilities and the indenture governing Select’s 6.250% senior notes require Select to comply with certain
financial covenants and obligations, the default of which may result in the acceleration of certain of Select’s indebtedness.

In the case of an event of default under the agreements governing the Select credit facilities (as defined below), the lenders
under such agreements could elect to declare all amounts borrowed, together with accrued and unpaid interest and other fees, to
be due and payable. If Select isunableto obtain awaiver from the requisite lenders under such circumstances, these lenders could
exercise their rights, then Select’s financial condition and results of operations could be adversely affected, and Select could
become bankrupt or insolvent.

The Select credit facilities require Select to maintain aleverage ratio (based upon the ratio of indebtedness to consolidated
EBITDA as defined in the agreements governing the Select credit facilities), which is tested quarterly. Failure to comply with
these covenants would result in an event of default under the Select credit facilities and, absent a waiver or an amendment from
the lenders, preclude Select from making further borrowings under its revolving facility and permit the lenders to accelerate all
outstanding borrowings under the Select credit facilities.
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As of December 31, 2019, Select was required to maintain its leverage ratio (its ratio of total indebtedness to consolidated
EBITDA for the prior four consecutive fiscal quarters) at less than 7.00 to 1.00. At December 31, 2019, Select’s leverage ratio
was 4.31 to 1.00.

While Select has never defaulted on compliance with any of itsfinancial covenants, Select’s ability to comply with thisratio
in the future may be affected by events beyond its control. Inability to comply with the required financial covenants could result
in adefault under the Select credit facilities. In the event of any default under Select’s credit facilities, the revolving lenders could
elect to terminate borrowing commitments and declare al borrowings outstanding, together with accrued and unpaid interest and
other fees, to be immediately due and payable. In the event of any default under Select’s indenture, dated August 1, 2019, by and
among Select, the guarantors named therein and U.S. Bank National Association, astrustee (the*Indenture”), thetrustee or holders
of 25% of the notes could declare al outstanding 6.250% senior nhotes immediately due and payable.

The Concentra credit facilities require Concentra to comply with certain financial covenants and obligations, the default of
which may result in the acceleration of certain of Concentra’s indebtedness.

Inthecaseof anevent of default under theagreement (the* Concentra-JPM first lien credit agreement”) governing Concentra’'s
revolving facility (the “ Concentra-JPM revolving facility” and, together with the Concentra-JPM first lien credit agreement, the
“Concentra-JPM credit facilities’), which is nonrecourse to Select, the lenders under such agreement could elect to declare all
amounts borrowed, if any, together with accrued and unpaid interest and other fees, to be due and payable. If Concentrais unable
to obtain awaiver from these lenders under such circumstances, the lenders could exercise their rights, then Concentra’s financial
condition and resultsof operationscould beadversely affected, and Concentracould become bankrupt or insolvent. Asof December
31, 2019, there is no indebtedness outstanding under the Concentra-JPM revolving facility.

The Concentra-JPM first lien credit agreement requires Concentra to maintain a leverage ratio (based upon the ratio of
indebtedness for money borrowed to consolidated EBITDA) of 5.75 to 1.00, which is tested quarterly, but only if Revolving
Exposure (as defined in the Concentra-JPM first lien credit agreement) exceeds 30% of Revolving Commitments (as defined in
the Concentra-JPM first lien credit agreement) on such day. Failure to comply with this covenant would result in an event of
default under the Concentra-JPM first lien credit agreement only and, absent awaiver or an amendment from therevolving lenders,
preclude Concentrafrom making further borrowings under the Concentra-JPM revolving facility and permit the revolving lenders
to accelerate all outstanding borrowings under the Concentra-JPM revolving facility. Upon such acceleration, Concentra sfailure
to comply with thefinancial covenant would resultin an event of default with respect to the Concentraintercompany | oan agreement
(as defined below).

The Concentra-JPM first lien credit agreement also contains a number of affirmative and restrictive covenants, including
limitations on mergers, consolidations, and dissol utions; sales of assets; investmentsand acquisitions; indebtedness; liens; affiliate
transactions; and dividends and restricted payments. The Concentra-JPM first lien credit agreement contains events of default for
non-payment of principal and interest when due (subject to a grace period for interest), cross-default and cross-acceleration
provisions and an event of default that would be triggered by a change of control.

While Concentra has never defaulted on compliance with its financial covenants, Concentra’s ability to comply with this
ratio in the future may be affected by events beyond our control. Inability to comply with the required financial covenants could
result in adefault under the Concentra-JPM first lien credit agreement. In the event of any default under the Concentra-JPM first
lien credit agreement, the revolving lenders could elect to terminate borrowing commitments and declare al borrowings
outstanding, together with accrued and unpaid interest and other fees, to be immediately due and payable.

Payment of interest on, and repayment of principal of, our indebtedness is dependent in part on cash flow generated by our
subsidiaries.

Payment of interest on, and repayment of, principal of our indebtedness will be dependent in part upon cash flow generated
by our subsidiaries and their ability to make such cash available to us, by dividend, debt repayment, or otherwise. In particular,
Concentra’s inability to make interest and principal payments when due to Select, pursuant to the terms of the Concentra
intercompany loan agreement, may result in Select’sinability to service its debt to third parties. Our subsidiaries may not be able
to, or be permitted to, make distributions to enable us to make payments in respect of our indebtedness. Each of our subsidiaries
isadistinct legal entity and, under certain circumstances, legal and contractual restrictions may limit our ability to obtain cash
from our subsidiaries. In the event that we do not receive distributions from our subsidiaries, we may be unable to make required
principal and interest payments on our indebtedness. In addition, any payment of interest, dividends, distributions, loans, or
advances by our subsidiaries to us could be subject to restrictions on dividends or repatriation of distributions under applicable
local law, monetary transfer restrictions, and foreign currency exchange regulationsin the jurisdictions in which the subsidiaries
operate or under arrangementswith local partners. Furthermore, the ability of our subsidiaries to make such payments of interest,
dividends, distributions, loans, or advances may be contested by taxing authorities in the relevant jurisdictions.
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Despite our substantial level of indebtedness, we and our subsidiaries may be ableto incur additional indebtedness. Thiscould
further exacerbate the risks described above.

We and our subsidiaries may be able to incur additional indebtedness in the future. Although the Select credit facilities, the
Indenture and the Concentra-JPM first lien credit agreement contain restrictions on the incurrence of additional indebtedness,
these restrictions are subject to anumber of qualifications and exceptions, and the indebtednessincurred in compliance with these
restrictions could be substantial. Also, these restrictions do not prevent us or our subsidiaries from incurring obligations that do
not constitute indebtedness. As of December 31, 2019, Select had $411.7 million of availability under the Select revolving facility
(as defined below) (after giving effect to $38.3 million of outstanding letters of credit) and Concentra had $85.7 million of
availability under the Concentra-JPM revolving facility (after giving effect to $14.3 million of outstanding letters of credit). In
addition, to the extent new debt is added to us and our subsidiaries’ current debt levels, the substantial leverage risks described
above would increase.

Concentra’sinability to meet the conditionsand paymentsunder the Concentra-JPM revolvingfacility could jeopardize Select’s
equity investment in Concentra.

Select is not a party to the Concentra-JPM first lien credit agreement and is not an obligor with respect to Concentra’s debt
under the Concentra-JPM revolving facility; however, if Concentra fails to meet its obligations and defaults on the Concentra-
JPM revolving facility, aportion of or all of Select’s equity investment in Concentra could be at risk of loss.

Changes in the method of determining London Interbank Offered Rate (“LIBOR"), or the replacement of LIBOR with an
alternative reference rate, may adversely affect interest expense related to our debt.

Amounts drawn under the Select credit facilities bear interest rates at the election of the borrower, in relation to LIBOR or
an alternate base rate. On July 27, 2017, the Financial Conduct Authority in the U.K. announced that it would phase out LIBOR
as a benchmark by the end of 2021. It is unclear whether new methods of calculating LIBOR will be established such that it
continues to exist after 2021. The U.S. Federal Reserve is considering replacing U.S. dollar LIBOR with a newly created index
called the Secured Overnight Financing Rate, cal culated with abroad set of short-term repurchase agreements backed by treasury
securities. The Select credit facilities contain certain provisions concerning the possibility that LIBOR may cease to exist, and
that an alternative reference rate may be chosen. However, if LIBOR in fact ceases to exist, and no alternative rate is acceptable
to Select or IPMorgan Chase Bank, N.A., as agent to the Select credit agreement, amounts drawn under the Select credit facilities
would be subject to the alternate base rate, which may be a higher interest rate than LIBOR which would increase our interest
expense. As a result, we may need to renegotiate the Select credit facilities and may not be able to do so with terms that are
favorable to us. The overall financial market may be disrupted as a result of the phase-out or replacement of LIBOR. Disruption
in the financial market or the inability to renegotiate the credit facility with favorable terms could have a material adverse effect
on our business, financial position, and operating results.

We may be unable to refinance our debt on terms favorable to us or at all, which would negatively impact our business and
financial condition.

We are subject to risks normally associated with debt financing, including the risk that our cash flow will be insufficient to
meet required payments of principal and interest. While weintend to refinance all of our indebtedness before it matures, there can
be no assurance that we will be able to refinance any maturing indebtedness, that such refinancing will be on terms as favorable
to us as the terms of the maturing indebtedness or, if the indebtedness cannot be refinanced, that we will be able to otherwise
obtain fundsby selling assets or raising equity to makerequired paymentson our maturing indebtedness. Furthermore, if prevailing
interest rates or other factors at the time of refinancing result in higher interest rates upon refinancing, then the interest expense
relating to that refinanced indebtedness would increase. If we are unable to refinance our indebtedness at or before maturity or
otherwise meet our payment obligations, our business and financial condition will be negatively impacted, and we may be in
default under our indebtedness. Any default under the Select credit facilities would permit lenders to foreclose on our assets and
would also bedeemed adefault under thel ndenturegoverning Sel ect’ s6.250% seni or notes, whichmay alsoresultintheaccel eration
of that indebtedness, and, although Select is not an obligor with respect to Concentra's debt under such agreements, if Concentra
fails to meet its obligations and defaults on the Concentra-JPM first lien credit agreement, a portion of or all of Select’s equity
investment in Concentra Group Holdings Parent, the indirect parent company of Concentra, could be at risk of loss.

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources.”

Item 1B. Unresolved Staff Comments.

None.
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Item 2. Properties.

We currently lease most of our consolidated facilities, including critical illness recovery hospitals, rehabilitation hospitals,
outpatient rehabilitation clinics, occupational health centers, CBOCs, and our corporate headquarters. We own 21 of our critical
illnessrecovery hospitals, nineof our rehabilitation hospitals, one of our outpati ent rehabilitation clinics, and eight of our Concentra
occupational health centers throughout the United States. As of December 31, 2019, we leased 79 of our critical illness recovery
hospitals, ten of our rehabilitation hospitals, 1,460 of our outpatient rehabilitation clinics, 513 of our Concentraoccupational health
centers, and 32 CBOCs throughout the United States.

We lease our corporate headquartersfrom companies owned by arelated party affiliated with usthrough common ownership
or management. As of December 31, 2019, our corporate headquarters is approximately 221,453 square feet and is located in
M echanicsburg, Pennsylvania.

Thefollowing isalist by state of the number of facilities we operated as of December 31, 2019.

Critical lllness Outpatient Concentra
Recover Rehabilitation Rehabilitation Occupational Total
Hospitals? Hospitals® Clinics® Health Centers® Facilities
Alabama 1 — 23 — 24
Alaska — — 9 5 14
Arizona 2 1 41 17 61
Arkansas 2 — 1 2 5
Cdlifornia 1 1 75 100 177
Colorado — — 12 23 65
Connecticut — — 59 10 69
Delaware 1 — 13 1 15
District of Columbia — — 5 — 5
Florida 12 2 120 32 166
Georgia 5 1 69 16 91
Hawaii — — — 1 1
Illinois — — 68 17 85
Indiana 3 — 30 12 45
lowa 2 — 21 3 26
Kansas 2 — 14 4 20
Kentucky 2 — 64 9 75
Louisiana — 2 3 3 8
Maine — — 23 7 30
Maryland — — 65 12 77
Massachusetts — — 21 2 23
Michigan 11 — 36 18 65
Minnesota 1 — 32 6 39
Mississippi 4 — 1 — 5
Missouri 4 3 96 15 118
Nebraska 2 — 2 3 7
Nevada — 1 14 7 22
New Hampshire — — — 3 3
New Jersey 1 4 164 21 190
New Mexico — — 1 4 5
North Carolina 2 — 37 8 47
Ohio 16 5 102 17 140
Oklahoma 2 — 25 7 34
Oregon — — — 4 4
Pennsylvania 10 2 232 17 261
Rhode Island — — — 2 2
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South Carolina 2 — 26 4 32
South Dakota 1 — — — 1
Tennessee 5 — 19 9 33
Texas 2 6 128 56 192
Utah — — — 6 6
Vermont — — — 2 2
Virginia 1 1 42 6 50
Washington — — 9 18 27
West Virginia 1 — — — 1
Wisconsin 3 — 8 12 23
Total Company 101 29 1,740 521 2,391
(@D} Includes managed critical illness recovery hospitals, rehabilitation hospitals, and outpatient rehabilitation clinics,
respectively.

2 Our Concentra segment also had operationsin New York and Wyoming.

Item 3. Legal Proceedings.

We are a party to various legal actions, proceedings, and claims (some of which are not insured), and regulatory and other
governmental audits and investigationsin the ordinary course of its business. We cannot predict the ultimate outcome of pending
litigation, proceedings, and regulatory and other governmental audits and investigations. These matters could potentially subject
us to sanctions, damages, recoupments, fines, and other penalties. The Department of Justice, CMS, or other federal and state
enforcement and regulatory agencies may conduct additional investigations related to our businessesin the future that may, either
individually or in the aggregate, have a material adverse effect on our business, financia position, results of operations, and
liquidity.

To address claims arising out of the our operations, we maintain professional malpractice liability insurance and genera
liability insurance coverages through a number of different programs that are dependent upon such factors as the state where we
are operating and whether the operations are wholly owned or are operated through a joint venture. For our wholly owned
operations, we currently maintain insurance coverages under a combination of policies with atotal annual aggregate limit of up
to $40.0 million. Our insurance for the professional liability coverage is written on a“claims-made’ basis, and our commercial
general liability coverage is maintained on an “occurrence” basis. These coverages apply after a self-insured retention limit is
exceeded. For our joint venture operations, we have numerous programs that are designed to respond to the risks of the specific
joint venture. The annual aggregate limit under these programs ranges from $6.0 million to $20.0 million. The policies are
generally written on a*“claims-made” basis. Each of these programs has either a deductible or self-insured retention limit. We
review our insurance program annually and may make adjustmentsto the amount of insurance coverage and self-insured retentions
infutureyears. We al so maintain umbrellaliability insurance covering claimswhich, dueto their nature or amount, are not covered
by or not fully covered by our other insurance policies. These insurance policies also do not generally cover punitive damages
and are subject to various deductibles and policy limits. Significant legal actions, aswell asthe cost and possible lack of available
insurance, could subject usto substantial uninsured liabilities. In our opinion, the outcome of these actions, individually or in the
aggregate, will not have a material adverse effect on its financia position, results of operations, or cash flows.

Healthcare providers are subject to lawsuits under the qui tam provisions of the federal False ClaimsAct. Qui tam lawsuits
typically remain under seal (hence, usually unknown to the defendant) for some time while the government decides whether or
not to intervene on behalf of a private qui tam plaintiff (known as arelator) and take the lead in the litigation. These lawsuits can
involve significant monetary damages and penalties and award bounties to private plaintiffs who successfully bring the suits. We
are and have been a defendant in these cases in the past, and may be named as a defendant in similar cases from timeto timein
the future.
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Wilmington Litigation

On January 19, 2017, the United States District Court for the District of Delaware unsealed a qui tam Complaint in United
Statesof Americaand Stateof Delawareex rel. TheresaK elly v. Select Specialty Hospital—Wilmington, Inc. (“ SSH-Wilmington™),
Select Specialty Hospitals, Inc., Select Employment Services, Inc., Select Medical Corporation, and Crystal Cheek, No. 16-347-
LPS. The complaint was initially filed under seal in May 2016 by a former chief nursing officer at SSH-Wilmington and was
unsealed after the United Statesfiled aNotice of Election to Decline Intervention in January 2017. The corporate defendants were
served in March 2017. In the complaint, the plaintiff-relator alleges that the Select defendants and an individual defendant, who
is aformer health information manager at SSH-Wilmington, violated the False Claims Act and the Delaware False Claims and
Reporting Act based on allegedly falsifying medical practitioner signatures on medical records and failing to properly examine
the credential s of medical practitioners at SSH-Wilmington. In response to the Select defendants’ motion to dismissthe complaint,
in May 2017, the plaintiff-relator filed an amended complaint asserting the same causes of action. The Select defendants filed a
motion to dismiss the amended complaint based on numerous grounds, including that the amended complaint did not plead any
alleged fraud with sufficient particularity, failed to plead that the alleged fraud was material to the government’s payment decision,
failed to plead sufficient facts to establish that the Select defendants knowingly submitted false claims or records, and failed to
allege any reverse false claim. In March 2018, the District Court dismissed the plaintiff relator’s claims related to the alleged
failure to properly examine medical practitioners' credentials, her reverse false claims allegations, and her claim that the Select
defendants violated the Delaware Fal se Claims and Reporting Act. It denied the Select defendants’ motion to dismiss claims that
the allegedly falsified medical practitioner signatures violated the False Claims Act. Separately, the District Court dismissed the
individual defendant due to the plaintiff-relator’s failure to timely serve the amended complaint upon her.

In March 2017, the plaintiff-relator initiated a second action by filing a complaint in the Superior Court of the State of
Delaware in Theresa Kelly v. Select Medical Corporation, Select Employment Services, Inc. and SSH-Wilmington, C.A. No.
N17C-03-293 CLS. The Delaware complaint alleges that the defendants retaliated against her in violation of the Delaware
Whistleblowers Protection Act for reporting the same alleged violations that are the subject of the federal amended complaint.
The defendants filed a motion to dismiss, or aternatively to stay, the Delaware complaint based on the pending federal amended
complaint and the failure to allege facts to support a violation of the Delaware Whistleblowers' Protection Act. In January 2018,
the Court stayed the Delaware complaint pending the outcome of the federal case.

Weintend to vigorously defend these actions, but at thistime we are unable to predict the timing and outcome of this matter.
Contract Therapy Subpoena

On May 18, 2017, we received a subpoena from the U.S. Attorney’s Office for the District of New Jersey seeking various
documents principally relating to our contract therapy division, which contracted to furnish rehabilitation therapy services to
residentsof skilled nursing facilities (“SNFs”) and other providers. We operated our contract therapy division through asubsidiary
until March 31, 2016, when we sold the stock of the subsidiary. The subpoena seeks documentsthat appear to be aimed at assessing
whether therapy services were furnished and billed in compliance with Medicare SNF billing requirements, including whether
therapy services were coded at inappropriate level s and whether excessive or unnecessary therapy was furnished to justify coding
at higher paying levels. We do not know whether the subpoenahasbeen issued in connection with aqui tam lawsuit or in connection
with possible civil, criminal, or administrative proceedings by the government. We have produced documents in response to the
subpoena and intends to fully cooperate with this investigation. At this time, we are unable to predict the timing and outcome of
this matter.

Item 4. Mine Safety Disclosures.

None.
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PART Il
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and I ssuer Purchases of Equity Securities.

Market I nformation

Select Medical Holdings Corporation common stock is quoted on the New York Stock Exchange under the symbol “SEM.”

Holders

At the close of business on February 1, 2020, Holdings had 134,313,112 shares of common stock issued and outstanding.
As of that date, there were 123 registered holders of record. This does not reflect beneficia stockholders who hold their stock in
nominee or “street” name through brokerage firms.

Dividend Policy

Holdings has not paid or declared any dividends on its common stock at any point during the last three fiscal years. We do
not anti cipate paying any further dividendsonHoldings' common stock intheforeseeablefuture. Weintend to retain futureearnings
to finance the ongoing operations and growth of our business. Any future determination relating to our dividend policy will be
made at the discretion of Holdings board of directorsand will depend on conditions at that time, including our financial condition,
results of operations, contractual restrictions, capital requirements, business prospects, and other factors the board of directors
may deem relevant. Additionally, certain contractual agreements we are party to, including the Select credit facilities and the
Indenture governing Select’s 6.250% senior notes, restrict our capacity to pay dividends.

SecuritiesAuthorized For I ssuance Under Equity Compensation Plans

For information regarding securities authorized for issuance under equity compensation plans, see Part Il “Item 12—
Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.”
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Stock Performance Graph

The graph below compares the cumulative total stockholder return on $100 invested at the close of the market on
December 31, 2014, with dividends being reinvested on the date paid through and including the market close on December 31,
2019 with the cumulative total return of the same time period on the same amount invested in the Standard & Poor’s 500 Index
(S& P 500) and the S& P Health Care Services Select Industry Index (SPSIHP). The chart below the graph sets forth the actual
numbers depicted on the graph.

12/31/2014  12/31/2015 12/31/2016  12/31/2017 12/31/2018  12/31/2019

Select Medical Holdings Corporation (SEM) $ 10000 $ 8334 $ 9271 $ 12350 $ 10741 $ 16331
S& P Health Care Services Select Industry Index (SPSIHP) $ 10000 $ 9925 $ 10874 $ 12986 $ 121.76 $ 156.92
S& P 500 $ 10000 $ 10308 $ 9438 $ 11031 $ 11291 $ 133.69
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Purchases of Equity Securities by the I ssuer

Holdings board of directors has authorized a common stock repurchase program to repurchase up to $500.0 million worth
of shares of itscommon stock. The program has been extended until December 31, 2020 and will remainin effect until then, unless
further extended or earlier terminated by the board of directors. Stock repurchases under this program may be made in the open
market or through privately negotiated transactions, and at times and in such amounts as Holdings deems appropriate. Holdings
did not repurchase shares during the three months ended December 31, 2019 under the authorized common stock repurchase
program.

The following table provides information regarding repurchases of our common stock during the three months ended
December 31, 2019. As set forth bel ow, the shares repurchased during the three months ended December 31, 2019 relate entirely
to shares of common stock surrendered to usto satisfy tax withholding obligations associated with the vesting of restricted shares
issued to employees, pursuant to the provisions of our equity incentive plans.

Total Number of Approximate Dollar
Shares Purchased as Value of Sharesthat
Part of Publicly May Yet Be Purchased
Total Number of Average Price Announced Plans or Under Plansor
Shares Purchased Paid Per Share Programs Programs
October 1 - October 31, 2019 68,952 $ 17.70 — $ 152,086,459
November 1 - November 30, 2019 — — — —
December 1 - December 31, 2019 — — — —
Total 68,952 $ 17.70 — 152,086,459
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Item 6. Selected Financial Data.

You should read the following selected historical consolidated financial datain conjunction with our consolidated financial
statements and the accompanying notes. The financial results of Concentra, Physiotherapy, and U.S. HealthWorks areincluded in
our consolidated financial statements beginning on their acquisition dates of June 1, 2015, March 4, 2016, and February 1, 2018,
respectively.

You should also read “Management’s Discussion and Analysis of Financia Condition and Results of Operations’” whichis
contained el sewhere herein. The selected historical financial data has been derived from consolidated financial statements audited
by PricewaterhouseCoopers L LB, an independent registered public accounting firm. The selected historical consolidated financial
data as of December 31, 2018 and 2019, and for the years ended December 31, 2017, 2018, and 2019, have been derived from
our consolidated financial information included elsewhere herein. The selected historical consolidated financial data as of
December 31, 2015, 2016, and 2017, and for the years ended December 31, 2015 and 2016, have been derived from our audited
consolidated financial information not included elsewhere herein.

For the Year Ended December 31,
2015 2016 2017 2018 2019
(In thousands, except per share data)

Statement of Operations Data:

Net operating revenues™® $ 3742736 $ 4217460 $ 4365245 $ 5,081,258 $ 5,453,922
Operating expenses® 3,362,965 3,772,302 3,849,356 4,462,324 4,769,465
Depreciation and amortization 104,981 145,311 160,011 201,655 212,576
Income from operations 274,790 299,847 355,878 417,279 471,881
Loss on early retirement of debt® — (11,626) (19,719) (14,155) (38,083)
Equity in earnings of unconsolidated subsidiaries 16,811 19,943 21,054 21,905 24,989
Gain (loss) on sale of businesses 29,647 42,651 (49) 9,016 6,532
Interest expense (112,816) (170,081) (154,703) (198,493) (200,570)
Income before income taxes 208,432 180,734 202,461 235,552 264,749
Income tax expense (benefit) 72,436 55,464 (18,184) 58,610 63,718
Net income 135,996 125,270 220,645 176,942 201,031
Less: Net income attributable to non-controlling
interests® 5,260 9,859 43,461 39,102 52,582
Net income attributable to Select Medical Holdings
Corporation $ 130,736 $ 115411 $ 177,184 $ 137,840 $ 148,449
Earnings per common share:

Basic $ 100 $ 088 $ 133 $ 102 $ 1.10

Diluted $ 099 $ 087 $ 133 $ 102 $ 1.10
Welghted average common shares outstanding:

Basic 127,478 127,813 128,955 130,172 130,248

Diluted 127,752 127,968 129,126 130,256 130,276
Dividends per share $ 010 $ — 3 — 3 — 3 —
Balance Sheet Data (at end of period):
Cash and cash equivalents $ 14435 $ 99,029 $ 122549 $ 175178 $ 335,882
Working capital®® 19,869 191,268 315,423 287,338 298,712
Total assets™®® 4,388,678 4,920,626 5,127,166 5,964,265 7,340,288
Total debt 2,385,896 2,698,989 2,699,902 3,293,381 3,445,110
Redeemable non-controlling interests 238,221 422,159 640,818 780,488 974,541
Total stockholders' equity 859,253 815,725 823,368 803,042 770,972
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For the years ended December 31, 2016, 2017, 2018, and 2019, net operating revenues reflect the adoption of ASC Topic
606, Revenue from Contracts with Customers. Net operating revenues were not retrospectively conformed for the year
ended December 31, 2015.

Operating expenses include cost of services, general and administrative expenses, bad debt expense, and stock
compensation expense.

During the year ended December 31, 2016, the Company recognized a loss on early retirement debt of $0.8 million
relating to the repayment of series D tranche B term loansunder Select’s 2011 senior secured credit facility. Additionally,
on September 26, 2016, Concentra Inc. prepaid the term loans outstanding under its second lien credit agreement. The
premium plusthe expensing of unamortized debt issuance costs and original issuance discount resulted in losses on early
retirement of debt of $10.9 million.

During the year ended December 31, 2017, the Company refinanced Select’s 2011 senior secured credit facility. The
expensing of unamortized debt issuance costs and original issue discount, as well as certain feesincurred in connection
with the refinancing, resulted in aloss on early retirement of debt of $19.7 million.

During the year ended December 31, 2018, the Company refinanced the Select credit facilities and the Concentra-JPM
first lien credit agreement. The expensing of unamortized debt i ssuance costs and original issuediscount, aswell ascertain
feesincurred in connection with these refinancing events, resulted in losses on early retirement of debt of $14.2 million.

During the year ended December 31, 2019, the Company refinanced the Select credit facilities and the Concentra-JPM
first lien credit agreement. The Company also prepaid the term loans outstanding under both the Concentra-JPM first
and second lien credit agreements and redeemed its 6.375% senior notes. The expensing of unamortized debt issuance
costs and original issue discounts and premiums, as well as certain fees incurred in connection with these refinancing
events, resulted in losses on early retirement of debt of $38.1 million.

Reflects interests held by other parties in subsidiaries, limited liability companies and limited partnerships owned and
controlled by us.

As of December 31, 2016, 2017, 2018, and 2019, the balance sheet data reflects the adoption of ASU 2015-17, Balance
Sheet Classification of Deferred Taxes, which requires all deferred tax liabilities and assets be classified as non-current.
The balance sheet data was not retrospectively conformed as of December 31, 2015.

As of December 31, 2019, the balance sheet data reflects the adoption of ASC Topic 842, Leases, which required the
recognition of operating lease right-of-use assets and operating lease liabilities on the balance sheet. Refer to Note 1 —
Organization and Significant Accounting Policiesof thenotesto our consolidated financial statementsincluded elsewhere
herein. Prior periods were not adjusted and continue to be reported in accordance with ASC Topic 840, Leases.
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Non-GAAP Measure Reconciliation

Thefollowing table reconciles net income and income from operationsto Adjusted EBITDA and should be referenced when
wediscussAdjusted EBITDA. Refer to* Management’sDiscussion and Analysisof Financial Condition and Resultsof Operations’
for further information on Adjusted EBITDA as a non-GAAP measure.

For the Year Ended December 31,

2015 2016 2017 2018 2019
(I'n thousands)

Net income $ 1359% $ 125270 $ 220645 $ 176,942  $ 201,031
Income tax expense (benefit) 72,436 55,464 (18,184) 58,610 63,718
Interest expense 112,816 170,081 154,703 198,493 200,570
Loss (gain) on sale of businesses (29,647) (42,651) 49 (9,016) (6,532)
Equity in earnings of unconsolidated subsidiaries (16,811) (19,943) (21,054) (21,905) (24,989)
Loss on early retirement of debt — 11,626 19,719 14,155 38,083
Income from operations 274,790 299,847 355,878 417,279 471,881
Stock compensation expense:

Included in general and administrative 11,633 14,607 15,706 17,604 20,334

Included in cost of services 3,046 2,806 3,578 5,722 6,117
Depreciation and amortization 104,981 145,311 160,011 201,655 212,576
Concentra acquisition costs 4,715 — — — —
Physiotherapy acquisition costs — 3,236 — — —
U.S. HealthWorks acquisition costs — — 2,819 2,895 —
Adjusted EBITDA $ 399,165 $ 465,807 $ 537,992 $ 645,155 $ 710,908
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

You should read this discussion together with the “ Selected Financial Data” and consolidated financial statements and
accompanying notes included elsewhere herein.

Overview

We began operationsin 1997 and, based on the number of facilities, areone of thelargest operatorsof critical illnessrecovery
hospitals, rehabilitation hospitals, outpatient rehabilitation clinics, and occupationa health centers in the United States. As of
December 31, 2019, we had operationsin 47 statesand the District of Columbia. We operated 101 critical illnessrecovery hospitals
in 28 states, 29 rehabilitation hospitals in 12 states, and 1,740 outpatient rehabilitation clinics in 37 states and the District of
Columbia. Concentra, ajoint venture subsidiary, operated 521 occupational health centersin 41 states as of December 31, 2019.
Concentraalso provides contract services at employer worksites and Department of Veterans Affairs community-based outpatient
clinics (“CBOCs").

Our reportable segments include the critical illness recovery hospital segment, the rehabilitation hospital segment, the
outpatient rehabilitation segment, and the Concentra segment. We had net operating revenues of $5,453.9 million for the year
ended December 31, 2019. Of this total, we earned approximately 34% of our net operating revenues from our critical illness
recovery hospital segment, approximately 12% from our rehabilitation hospital segment, approximately 19% from our outpatient
rehabilitation segment, and approximately 30% from our Concentrasegment. Our critical illnessrecovery hospital segment consists
of hospitals designed to serve the needs of patients recovering from critical illnesses, often with complex medical needs, and our
rehabilitation hospital segment consists of hospitals designed to serve patients that require intensive physical rehabilitation care.
Patientsaretypically admittedto our critical illnessrecovery hospital sand rehabilitation hospital sfrom general acute carehospitals.
Our outpatient rehabilitation segment consists of clinics that provide physical, occupational, and speech rehabilitation services.
Our Concentra segment consists of occupational health centers that provide workers compensation injury care, physical therapy,
and consumer health services aswell as onsite clinics located at employer worksites that deliver occupational medicine services.
Additionally, our Concentra segment delivers veteran’s healthcare through its Department of Veterans Affairs CBOCs.

During 2019, we began reporting the net operating revenues and expenses associ ated with employeel easing services provided
to our non-consolidating subsidiaries as part of our other activities. Previoudly, these serviceswerereflected in thefinancial results
of our reportable segments. Under these employee leasing arrangements, actual labor costs are passed through to our non-
consolidating subsidiaries, resulting in our recognition of net operating revenues equal to the actual labor costs incurred. Prior
year results presented herein have been changed to conform to the current presentation.

Non-GAAP Measure

We believethat the presentation of Adjusted EBITDA, asdefined below, isimportant to investors because Adjusted EBITDA
iscommonly used as an analytical indicator of performance by investorswithin the healthcare industry. Adjusted EBITDA is used
by management to evaluate financial performance and determine resource allocation for each of our operating segments. Adjusted
EBITDA isnot ameasure of financial performance under accounting principlesgenerally accepted in the United States of America
(“GAAP’). Items excluded from Adjusted EBITDA are significant components in understanding and assessing financial
performance. Adjusted EBITDA should not be considered in isolation or as an alternative to, or substitute for, net income, income
from operations, cash flows generated by operations, investing or financing activities, or other financial statement data presented
in the consolidated financial statements as indicators of financial performance or liquidity. Because Adjusted EBITDA is not a
measurement determined in accordancewith GAAPand isthus susceptibleto varying cal cul ations, Adjusted EBITDA aspresented
may not be comparable to other similarly titled measures of other companies.

We define Adjusted EBITDA as earnings excluding interest, income taxes, depreciation and amortization, gain (loss) on
early retirement of debt, stock compensation expense, acquisition costs associated with Concentra, Physiotherapy, and U.S.
HealthWorks, gain (loss) on sale of businesses, and equity in earnings (losses) of unconsolidated subsidiaries. We will refer to
Adjusted EBITDA throughout the remainder of Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

Thetablecontained within* Selected Financial Data” reconcilesnet incomeandincomefrom operationstoAdjusted EBITDA
and should be referenced when we discuss Adjusted EBITDA.
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Summary Financial Results

Year Ended December 31, 2019

For theyear ended December 31, 2019, our net operating revenuesincreased 7.3%to $5,453.9 million, compared to $5,081.3
million for the year ended December 31, 2018. Income from operations increased 13.1% to $471.9 million for the year ended
December 31, 2019, compared to $417.3 million for the year ended December 31, 2018.

Net income increased 13.6% to $201.0 million for the year ended December 31, 2019, compared to $176.9 million for the
year ended December 31, 2018. For the year ended December 31, 2019, net income included pre-tax losses on early retirement
of debt of $38.1 million and apre-tax gain on sale of businesses of $6.5 million. For the year ended December 31, 2018, net income
included pre-tax losses on early retirement of debt of $14.2 million, pre-tax gains on sales of businesses of $9.0 million, and pre-

tax U.S. HealthWorks acquisition costs of $2.9 million.

Our Adjusted EBITDA increased 10.2% to $710.9 million for the year ended December 31, 2019, compared to $645.2
million for theyear ended December 31, 2018. Our Adjusted EBITDA marginincreased to 13.0% for the year ended December 31,
2019, compared to 12.7% for the year ended December 31, 2018.

The following tables reconcile our segment performance measures to our consolidated operating results:

For the Year Ended December 31, 2019

Critical Illness

Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
Net operating revenues $ 1836518 $ 670971 $ 1046011 $ 1628817 $ 271,605 $ 5453922
Operating expenses 1,581,650 535,114 894,180 1,355,404 403,117 4,769,465
Depreciation and amortization 50,763 27,322 28,301 96,807 9,383 212,576
Income from operations 204,105 108,535 123,530 176,606 (140,895) 471,881
Depreciation and amortization 50,763 27,322 28,301 96,807 9,383 212,576
Stock compensation expense — — — 3,069 23,382 26,451
Adjusted EBITDA $ 254,868 $ 135857 % 151,831 % 276,482 $ (108,130) $ 710,908
Adjusted EBITDA margin 13.9% 20.2% 14.5% 17.0% N/M 13.0%
For the Year Ended December 31, 2018
Critical Iliness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)

Net operating revenues® $ 1753584 $ 583,745 $ 995794 $ 1557673 $ 190462 $ 5,081,258
Operating expenses® 1,510,569 474,818 853,789 1,311,474 311,674 4,462,324
Depreciation and amortization 45,797 24,101 27,195 95,521 9,041 201,655
Income from operations 197,218 84,826 114,810 150,678 (230,253) 417,279
Depreciation and amortization 45,797 24,101 27,195 95,521 9,041 201,655
Stock compensation expense — — — 2,883 20,443 23,326
U.S. HealthWorks acquisition costs — — — 2,895 — 2,895
Adjusted EBITDA $ 243015 $ 108,927 % 142,005 $ 251,977  $ (200,769) $ 645,155
Adjusted EBITDA margin 13.9% 18.7% 14.3% 16.2% N/M 12.7%
N/M — Not meaningful.
D For the year ended December 31, 2018, the financial results of our reportable segments have been changed to remove

the net operating revenues and expenses associated with employee leasing services provided to our non-consolidating
subsidiaries. These results are now reported as part of our other activities. We lease employees at cost to these non-
consolidating subsidiaries.
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Thefollowingtableprovidesthe changesin segment performance measuresfor theyear ended December 31, 2019, compared

to the year ended December 31, 2018:

Critical Illness

Recovery Rehabilitation Outpatient

Hospital Hospital Rehabilitation Concentra Other Total
Change in net operating revenues 4.7% 14.9% 5.0% 4.6% 42.6 % 7.3%
Change in income from operations 3.5% 28.0% 7.6% 17.2% (8.2)% 13.1%
Change in Adjusted EBITDA 4.9% 24.7% 6.9% 9.7% (7.3)% 10.2%

Year Ended December 31, 2018

For theyear ended December 31, 2018, our net operating revenuesincreased 16.4%t0 $5,081.3 million, compared to $4,365.2
million for the year ended December 31, 2017. Income from operations increased 17.3% to $417.3 million for the year ended
December 31, 2018, compared to $355.9 million for the year ended December 31, 2017.

Net income was $176.9 million for the year ended December 31, 2018, compared to $220.6 million for the year ended
December 31, 2017. For the year ended December 31, 2018, net income included pre-tax losses on early retirement of debt of
$14.2 million, pre-tax gains on sales of businesses of $9.0 million, and pre-tax U.S. HealthWorks acquisition costs of $2.9 million.
For the year ended December 31, 2017, net income included a pre-tax loss on early retirement of debt of $19.7 million, pre-tax
U.S. HealthWorks acquisition costs of $2.8 million, and an incometax benefit of $71.5 million resulting primarily from the effects
of thefederal tax reform legidlation enacted on December 22, 2017. The decrease in net income was principally due to the income
tax benefit recognized during the year ended December 31, 2017, as discussed above.

Our Adjusted EBITDA increased 19.9% to $645.2 million for the year ended December 31, 2018, compared to $538.0
million for theyear ended December 31, 2017. Our Adjusted EBITDA marginincreased to 12.7% for the year ended December 31,
2018, compared to 12.3% for the year ended December 31, 2017.

The following tables reconcile our segment performance measures to our consolidated operating results:

For the Year Ended December 31, 2018

Critical Illness

Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)

Net operating revenues® $ 1753584 $ 583,745 $ 995,794 $ 1,557,673 190,462 5,081,258
Operating expenses® 1,510,569 474,818 853,789 1,311,474 311,674 4,462,324
Depreciation and amortization 45,797 24,101 27,195 95,521 9,041 201,655
Income from operations 197,218 84,826 114,810 150,678 (130,253) 417,279
Depreciation and amortization 45,797 24,101 27,195 95,521 9,041 201,655
Stock compensation expense — — — 2,883 20,443 23,326
U.S. HealthWorks acquisition costs — — — 2,895 — 2,895
Adjusted EBITDA $ 243015 $ 108,927 $ 142,005 $ 251,977 (100,769) 645,155
Adjusted EBITDA margin® 13.9% 18.7% 14.3% 16.2% N/M 12.7%
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For the Year Ended December 31, 2017

Critical Illness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)

Net operating revenues® $ 1725022 $ 509,108 $ 960,902 $ 1013224 $ 156,989 $ 4,365,245
Operating expenses® 1,472,343 419,067 828,369 859,475 270,102 3,849,356
Depreciation and amortization 45,743 20,176 24,607 61,945 7,540 160,011
Income from operations 206,936 69,865 107,926 91,804 (120,653) 355,878
Depreciation and amortization 45,743 20,176 24,607 61,945 7,540 160,011
Stock compensation expense — — — 993 18,291 19,284
U.S. HealthWorks acquisition costs — — — 2,819 — 2,819
Adjusted EBITDA $ 252679 $ 90,041 $ 132533 $ 157561 $ (94,822) $ 537,992
Adjusted EBITDA margin® 14.6% 17.7% 13.8% 15.6% N/M 12.3%

N/M — Not meaningful.

(1) For the years ended December 31, 2018 and 2017, the financial results of our reportable segments have been changed to
remove the net operating revenues and expenses associated with employee leasing services provided to our non-
consolidating subsidiaries. These results are now reported as part of our other activities. We lease employees at cost to
these non-consolidating subsidiaries.

Thefollowing table providesthe changesin segment performance measuresfor theyear ended December 31, 2018, compared
to the year ended December 31, 2017:

Critical Illness

Recovery Rehabilitation Outpatient

Hospital Hospital Rehabilitation Concentra Other Total
Change in net operating revenues 1.7 % 14.7% 3.6% 53.7% 213 % 16.4%
Change in income from operations (4.7)% 21.4% 6.4% 64.1% (8.00% 17.3%
Change in Adjusted EBITDA (3.8)% 21.0% 7.1% 59.9% (6.3)% 19.9%
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Significant Events

Financing Transactions

On August 1, 2019, Select entered into Amendment No. 3 to the Select credit agreement. Among other things, Amendment
No. 3 (i) provided for an additional $500.0 million in term loans that, along with the existing term loans, have a maturity date of
March 6, 2025, (ii) extended the maturity date of the Select revolving facility from March 6, 2022 to March 6, 2024, and (iii)
increased the total net leverage ratio permitted under the Select credit agreement. Additionally, on August 1, 2019, Select issued
and sold $550.0 million aggregate principal amount of 6.250% senior notes due August 15, 2026. Select used a portion of the net
proceeds of such 6.250% senior notes, together with a portion of the proceeds from the incremental term loan borrowings under
the Select credit facilities, in part to (i) redeem in full the $710.0 million aggregate principal amount of the 6.375% senior notes
at the redemption price of 100.000% of the principal amount plus accrued and unpaid interest on August 30, 2019, (ii) repay in
full the outstanding borrowings under the Select revolving facility, and (iii) pay related fees and expenses associated with the
financing.

On September 20, 2019, Concentra Inc. entered into Amendment No. 6 to the Concentra-JPM first lien credit agreement.
Among other things, Amendment No. 6 (i) provided for an additional $100.0 million in term loans that, along with the existing
first lientermloans, had amaturity date of June 1, 2022 and (i) extended the maturity date of the Concentra-JPM revolving facility
from June 1, 2021 to March 1, 2022. Concentra Inc. used the incremental borrowings under the Concentra-JPM first lien credit
agreement to prepay in full al of itsterm loans outstanding under ConcentraInc.’s then-outstanding second lien credit agreement
on September 20, 2019.

On December 10, 2019, Sel ect entered into Amendment No. 4 to the Select credit agreement. Among other things, Amendment
No. 4 provided for an additional $615.0 million in term loans that, along with the existing term loans, have a maturity date of
March 6, 2025. Additionally, on December 10, 2019, Select issued and sold $675.0 million aggregate principal amount of 6.250%
senior notes, due August 15, 2026, as additional notes under the indenture pursuant to which it previously issued $550.0 million
aggregate principal amount of senior notes. Select used a portion of the net proceeds of such 6.250% additional senior notes,
together with a portion of the proceeds from theincremental term loan borrowings under the Select credit facilities, to make afirst
lien term loan in an aggregate principal amount of approximately $1,240.3 million to Concentra Inc. pursuant to the Concentra
intercompany loan agreement. Concentra Inc. used the net proceeds from the Concentra intercompany loan agreement to repay
in full the $1,240.3 million Concentra-JPM first lien term loan outstanding under the Concentra-JPM first lien credit agreement.
Concentra Inc. continues to have availability of up to $100.0 million under its existing revolving credit facility, maturing March
1, 2022, pursuant to the Concentra-JPM first lien credit agreement.

Purchase of Concentra | nterest

On January 1, 2020, Select, WCAS, and DHHC entered into an agreement pursuant to which Select acquired approximately
17.2% of the outstanding membership interests of Concentra Group Holdings Parent on afully diluted basisfromWCAS, DHHC,
and other equity holders of Concentra Group Holdings Parent for approximately $338.4 million.

On February 1, 2020, Select, WCAS and DHHC entered into an agreement pursuant to which Select acquired an additional
1.4% of the outstanding membership interests of Concentra Group Holdings Parent on afully diluted basis from WCAS, DHHC,
and other equity holders of Concentra Group Holdings Parent for approximately $27.8 million.

These purchaseswerein lieu of, and are considered to be, the exercise of thefirst Put Right provided to certain equity holders
under the terms of the Amended and Restated Limited Liability Company Agreement of Concentra Group Holdings Parent, dated
as of February 1, 2018. The put rights of equity holders in Concentra Group Holdings Parent are described further within
“Commitments and Contingencies.”
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Regulatory Changes

The Medicare program reimburses us for services furnished to Medicare beneficiaries, which are generally persons age 65
and older, those who are chronically disabled, and those suffering from end stage renal disease. The program is governed by the
Social Security Act of 1965 and is administered primarily by the Department of Health and Human Services and CMS. Net
operating revenuesgenerated directly fromthe M edicare program represented approximately 30%, 27%, and 26% of the Company’s
net operating revenues for the years ended December 31, 2017, 2018, and 2019, respectively.

The Medicare program reimburses various types of providers using different payment methodologies. Those payment
methodol ogies are complex and are described el sewherein thisreport under “ Business—Government Regulations.” Thefollowing
isasummary of some of the more significant healthcare regulatory changes that have affected our financia performance in the
periods covered by thisreport or are likely to affect our financial performance and financia condition in the future.

Medicare Reimbursement of LTCH Services

The following is a summary of significant changes to the Medicare prospective payment system for our critical illness
recovery hospitals, which are certified by Medicare as LTCHs, which have affected our results of operations, aswell asthe policies
and payment rates that may affect our future results of operations. Medicare paymentsto our critical illness recovery hospitalsare
made in accordance with LTCH-PPS.

Fiscal Year 2018. On August 14, 2017, CM S published thefinal rule updating policies and payment rates for the LTCH-PPS
for fiscal year 2018 (affecting discharges and cost reporting periods beginning on or after October 1, 2017 through September 30,
2018). Certain errorsin thefinal rule published on August 14, 2017 were corrected in adocument published October 4, 2017. The
standard federal rate was set at $41,415, a decrease from the standard federal rate applicable during fiscal year 2017 of $42,476.
Theupdateto the standard federal ratefor fiscal year 2018 included amarket basket increase of 2.7%, lessaproductivity adjustment
of 0.6%, and less a reduction of 0.75% mandated by the ACA. The update to the standard federal rate for fiscal year 2018 was
further impacted by the Medicare Access and CHIP Reauthorization Act of 2015, which limits the update for fiscal year 2018 to
1.0%. The fixed-loss amount for high cost outlier cases paid under LTCH-PPSwas set at $27,381, an increase from the fixed-loss
amount in the 2017 fiscal year of $21,943. The fixed-loss amount for high cost outlier cases paid under the site-neutral payment
rate was set at $26,537, an increase from the fixed-loss amount in the 2017 fiscal year of $23,573.

Fiscal Year 2019. On August 17, 2018, CMS published the final rule updating policies and payment rates for the LTCH-
PPSfor fiscal year 2019 (affecting discharges and cost reporting periods beginning on or after October 1, 2018 through September
30, 2019). Certain errorsin the final rule were corrected in adocument published October 3, 2018. The standard federal rate was
set at $41,559, an increase from the standard federal rate applicable during fiscal year 2018 of $41,415. The update to the standard
federa rate for fiscal year 2019 included a market basket increase of 2.9%, less a productivity adjustment of 0.8%, and less a
reduction of 0.75% mandated by theACA. Thestandard federal rateal soincluded an areawage budget-neutrality factor of 0.999215
and atemporary, one-time budget-neutrality adjustment of 0.990878 in connection with the elimination of the 25 Percent Rule.
Thefixed-lossamount for high cost outlier cases paid under LTCH-PPSwas set at $27,121, adecrease from the fixed-loss amount
in the 2018 fiscal year of $27,381. The fixed-loss amount for high cost outlier cases paid under the site-neutral payment rate was
set at $25,743, a decrease from the fixed-loss amount in the 2018 fiscal year of $26,537.

Fiscal Year 2020. On August 16, 2019, CMS published the final rule updating policies and payment rates for the LTCH-
PPSfor fiscal year 2020 (affecting discharges and cost reporting periods beginning on or after October 1, 2019 through September
30, 2020). Certain errorsin the final rule were corrected in adocument published October 8, 2019. The standard federal rate was
set at $42,678, an increase from the standard federal rate applicable during fiscal year 2019 of $41,559. The update to the standard
federal rate for fiscal year 2020 included a market basket increase of 2.9%, less a productivity adjustment of 0.4%. The standard
federal rateal soincluded an areawage budget neutrality factor of 1.0020203 and atemporary, one-timebudget neutrality adjustment
of 0.999858 in connection with the elimination of the 25 Percent Rule. The fixed-loss amount for high cost outlier cases paid
under LTCH-PPS was set at $26,778, a decrease from the fixed-loss amount in the 2019 fiscal year of $27,121. The fixed-loss
amount for high cost outlier cases paid under the site-neutral payment rate was set at $26,552, an increase from the fixed-loss
amount in the 2019 fiscal year of $25,743.

53



Table of Contents

Medicare Reimbursement of |RF Services

Thefollowingisasummary of significant changestothe M edi care prospective payment systemfor our rehabilitation hospitals,
which are certified by Medicare as IRFs, which have affected our results of operations, aswell asthe policies and payment rates
that may affect our future results of operations. Medicare payments to our rehabilitation hospitals are made in accordance with
|RF-PPS.

Fiscal Year 2018. On August 3, 2017, CMS published the final rule updating policies and payment rates for the IRF-PPS
for fiscal year 2018 (affecting discharges and cost reporting periods beginning on or after October 1, 2017 through September 30,
2018). Thestandard payment conversion factor for dischargesfor fiscal year 2018 was set at $15,838, an increase from the standard
payment conversion factor applicable during fiscal year 2017 of $15,708. The update to the standard payment conversion factor
for fiscal year 2018 included a market basket increase of 2.6%, less a productivity adjustment of 0.6%, and less a reduction of
0.75% mandated by the ACA. The standard payment conversion factor for fiscal year 2018 was further impacted by the Medicare
Access and CHIP Reauthorization Act of 2015, which limited the update for fiscal year 2018 to 1.0%. CM S increased the outlier
threshold amount for fiscal year 2018 to $8,679 from $7,984 established in the final rule for fiscal year 2017.

Fiscal Year 2019. On August 6, 2018, CM S published the final rule updating policies and payment rates for the IRF-PPS
for fiscal year 2019 (affecting discharges and cost reporting periods beginning on or after October 1, 2018 through September 30,
2019). Thestandard payment conversion factor for dischargesfor fiscal year 2019 was set at $16,021, anincrease from the standard
payment conversion factor applicable during fiscal year 2018 of $15,838. The update to the standard payment conversion factor
for fiscal year 2019 included a market basket increase of 2.9%, less a productivity adjustment of 0.8%, and less a reduction of
0.75% mandated by the ACA. CM Sincreased the outlier threshold amount for fiscal year 2019 to $9,402 from $8,679 established
in thefinal rulefor fiscal year 2018.

Fiscal Year 2020. On August 8, 2019, CMS published the final rule updating policies and payment rates for the IRF-PPS
for fiscal year 2020 (affecting discharges and cost reporting periods beginning on or after October 1, 2019 through September 30,
2020). Thestandard payment conversion factor for dischargesfor fiscal year 2020 was set at $16,489, an increase from the standard
payment conversion factor applicable during fiscal year 2019 of $16,021. The update to the standard payment conversion factor
for fiscal year 2020 included a market basket increase of 2.9%, less aproductivity adjustment of 0.4%. CM S decreased the outlier
threshold amount for fiscal year 2020 to $9,300 from $9,402 established in the final rule for fiscal year 2019.

Medicare Reimbursement of Outpatient Rehabilitation Clinic Services

Outpatient rehabilitation providers enroll in Medicare as a rehabilitation agency, a clinic, or a public health agency. The
Medicare program reimburses outpatient rehabilitation providers based on the Medicare physician fee schedule. For services
provided in 2017 through 2019, a 0.5% update was applied each year to the fee schedule payment rates, subject to an adjustment
beginningin 2019 under the MIPS. In 2019, CM S added physical and occupational therapiststo thelist of MIPSeligibleclinicians.
For these therapists in private practice, payments under the fee schedule are subject to adjustment in a later year based on their
performance in MIPS according to established performance standards. Calendar year 2021 is the first year that payments are
adjusted, based upon the therapist’s performance under MIPS in 2019. Providers in facility-based outpatient therapy settings
are excluded from MIPS eligibility and therefore not subject to this payment adjustment. For services provided in 2020 through
2025, a0.0% percent update will be applied each year to the fee schedule payment rates, subject to adjustments under MIPS and
the APMs. In 2026 and subsequent years, eligible professionals participating in APMs who meet certain criteria would receive
annual updates of 0.75%, while all other professionals would receive annual updates of 0.25%.

Each year from 2019 through 2024 eligible clinicians who receive asignificant share of their revenues through an advanced
APM (such asaccountabl e care organizations or bundled payment arrangements) that involvesrisk of financial lossesand aquality
measurement component will receive a5% bonus. The bonus payment for APM participation isintended to encourage participation
and testing of new APMs and to promote the alignment of incentives across payors.

In the final 2020 Medicare physician fee schedule, CM S revised coding, documentation guidelines, and valuation for E/M
officevisit codes. Because the M edi care physician fee schedul eisbudget-neutral, any reval uation of E/M servicesthat will increase
spending by more than $20 million will require a budget neutrality adjustment. To increase values for the E/M codes while
maintaining budget neutrality under the fee schedule, CM S proposed cuts to other codes to make up the difference, beginning in
2021. Under the proposal, physical and occupational therapy services could see code reductions that may result in an estimated
8% decrease in payment. However, many providers have opposed the proposed cuts, and CM S has not yet determined the actual
cuts to each code.
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Modifiersto Identify Services of Physical Therapy Assistants or Occupational Therapy Assistants

In the Medicare Physician Fee Schedulefinal rulefor calendar year 2019, CM S established two new modifiers (CQ and CO)
to identify servicesfurnished in whole or in part by PTAs or OTAs. These modifiers were mandated by the Bipartisan Budget Act
of 2018, which requires that claims for outpatient therapy services furnished in whole or part by therapy assistants on or after
January 1, 2020 include the appropriate modifier. CM S intends to use these modifiers to implement a payment differential that
would reimburse services provided by PTAs and OTAs at 85% of the fee schedule rate beginning on January 1, 2022. In the final
2020 Medicare physician fee schedule rule, CM S clarified that when the physical therapist isinvolved for the entire duration of
the service and the PTA provides skilled therapy alongside the physical therapist, the CQ modifier isn't required. Also, when the
same service (code) is furnished separately by the physical therapist and PTA, CMS will apply the de minimis standard to each
15-minute unit of codes, not on the total physical therapist and PTA time of the service, allowing the separate reporting, on two
different claim lines, of the number of units to which the new modifiers apply and the number of unitsto which the modifiers do
not apply.
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Critical Accounting Matters
Revenue Adjustments

Net operating revenuesincludeamounts payableby M edicareunder prospective payment systemsand other payment methods.
The expected payment is derived based on thelevel of clinical services provided. Additionally, we are paid for healthcare services
provided from various other payor sources which include insurance companies, workers compensation programs, health
maintenance organi zations, preferred provider organizations, other managed care companies and employers, as well as patients.
We are paid by these payors using a variety of payment methodologies.

We recognize a contractual allowance for fixed discounts based on the difference between our standard billing rates and the
feeslegislated, negotiated or otherwise arranged between usand our patients. Additionally, we are subject to potential adjustments
to net operating revenues in future periods for administrative matters and other price concessions. These adjustments, which are
estimated based on an analysis of historical experience by payor source, are accounted for as a constraint to the amount of revenue
recognized in the period services are rendered.

In the critical illness recovery hospital and rehabilitation hospital segments, we estimate our contractual allowances based
on known contractual provisionsassociated with the specific payor or, wherewehavearel atively homogeneous patient popul ation,
we will monitor individual payor historical reimbursement rates to derive a per diem rate. The estimated per diem rate is used to
determine the contractual allowance recognized in the period services are rendered. In the outpatient rehabilitation and Concentra
segments, we estimate our contractual allowances based on known contractual provisions, negotiated amounts, or usual and
customary amounts associated with the specific payor or based on the service provided. We estimate our contractual allowances
using internally developed systems in which we monitor historical reimbursement rates and compare them against the associated
gross charges for the service provided. The percentage of historical reimbursed claims to gross charges is used to estimate the
contractual allowance recognized in the period services are rendered. In each of our segments, estimates for other potential
adjustmentsto net operating revenuesare recognized asan additional contractual allowance during the period servicesarerendered.

Accounts Receivable

Substantially all of our accountsreceivableis related to providing healthcare servicesto patients. These healthcare services
areprimarily paid for by federal and state governmental authorities, managed care health plans, commercial insurance companies,
and workers' compensation and employer programs. We report accounts receivable at an amount equal to the consideration we
expect to receive in exchange for providing healthcare services to our patients, which is estimated using contractua provisions
associated with specific payors, historical reimbursement rates, and an analysis of past reimbursement experience to estimate
contractual allowances. Amounts that have been deemed to be uncollectible because of circumstances that affect the ability of
payors to make payments are written-off as bad debt expense as they occur.

Our accounts receivable by insured statusis as follows:

December 31, 2018 December 31, 2019
Commercial insurance and other $ 551,950 781% | $ 597,663 78.4%
Medicare and Medicaid 154,726 21.9% 165,014 21.6%
Total accounts receivable $ 706,676 100.0% | $ 762,677 100.0%

I nsurance Risk Programs

Under a number of our insurance programs, which include our employee health insurance, workers' compensation, and
professional malpractice liability insurance programs, we are liable for a portion of our losses before we can attempt to recover
from the applicable insurance carrier. We accrue for losses under an occurrence-based approach, whereby we estimate the losses
that will be incurred in a respective accounting period and accrue that estimated liability using actuarial methods. We monitor
these programs quarterly and revise our estimates as necessary to take into account additional information. We recorded aliability
of $175.2 million and $157.1 million for our estimated losses under these insurance programs at December 31, 2018 and 2019,
respectively. We also recorded insurance proceeds receivable of $32.4 million and $15.5 million at December 31, 2018 and 2019,
respectively, for liabilitieswhich exceed our deductiblesand self-insured retention limitsand arerecoverable through our insurance
policies.
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I ntangible Assets

Goodwill and other indefinite-lived intangible assets are not amortized, but instead are subject to periodic impairment
evaluations. Impairment tests are required to be conducted at least annually or when events or conditions occur that might suggest
a possible impairment. These events or conditions include, but are not limited to: a significant adverse change in the business
environment, regulatory environment, or legal factors; a current period operating or cash flow loss combined with a history of
such losses or a projection of continuing losses; or asale or disposition of asignificant portion of areporting unit. The occurrence
of one of these events or conditions could significantly impact an impairment assessment, necessitating an impairment charge.

We may first assess qualitatively if we can conclude whether goodwill is more likely than not impaired. If goodwill is more
likely than not impaired, we are then required to complete a quantitative analysis of whether a reporting unit’s fair value is less
than its carrying amount. In evaluating whether it is more likely than not that the fair value of a reporting unit is less than its
carrying amount, we consider relevant events or circumstances that affect the fair value or carrying amount of a reporting unit,
including (i) industry and market conditions, (ii) financial performance, such as negative or declining cash flows, or adeclinein
net operating revenues or earnings compared with actual and forecasted results, (iii) the regulatory environment affecting each of
our reporting units, including reimbursement and compliance requirements under the Medicare program, and (iv) other factors
specific to each reporting unit, such as a changein strategy, management, or acquisitions or divestitures affecting the composition
of the reporting unit.

We consider both the income and market approach in determining the fair values of our reporting units when performing a
quantitative analysis. Included in the income approach, specific for each reporting unit, are assumptions regarding revenue growth
rate, future Adjusted EBITDA margin estimates, future general and administrative expense rates, the industry’s weighted average
cost of capital and industry specific, market comparableimplied Adjusted EBITDA multiples. We a so include estimated residual
values at the end of the forecast period and future capital expenditure requirements. Each of these assumptions requires us to use
our knowledge of the industry, its recent transactions, and reasonable performance expectations for its operations. If any one of
the above assumptionschangesor failsto materialize, theresulting declinein our estimated fair valuescould result in animpairment
charge to the goodwill associated with any one of the reporting units.

At December 31, 2019, our other indefinite-lived intangible assets consist of trademarks, certificates of need, and
accreditations. To determine the fair value of our trademarks, we use arelief from royalty income approach. For our certificates
of need and accreditations, we perform qualitative assessments. As part of these assessments, we evaluate the current business
environment, regulatory environment, legal and other company-specific factors. If it is more likely than not that the fair values
are less than the carrying value, we perform quantitative impairment tests.

Our most recent impairment assessments were completed during the fourth quarter of 2019. We performed a qualitative
goodwill impairment assessment for each of our reporting units as of October 1, 2019. We did not identify any instances of
impairment with respect to goodwill or other indefinite-lived intangible assets as of October 1, 2019. During the fourth quarters
of 2017 and 2018, our impairment assessments did not identify any instances of impairment with respect to goodwill or other
indefinite-lived intangible assets.

We have recorded total goodwill and other identifiableintangible assets of $3.8 billion at December 31, 2019, of which $1.1
billion related to our critical illnessrecovery hospital reporting unit, $455.4 million related to our rehabilitation hospital reporting
unit, $706.5 million related to our outpatient rehabilitation reporting unit, and $1.5 billion relates to the Concentra reporting unit.

Realization of Deferred Tax Assets

We recognize deferred tax assets and liabilitiesfor the expected future tax consegquences of eventsthat have been recognized
inour financial statements. Deferred tax assets and liabilities are determined on the basis of the differences between the book and
tax bases of assets and liabilities by using enacted tax rates in effect for the year in which the differences are expected to reverse.
We also recognize the future tax benefits from net operating loss carryforwards as deferred tax assets. The effect of a changein
tax rates on deferred tax assets and liabilitiesis recognized in incomein the period that includes the enactment date.

We evaluate the realizability of deferred tax assets and reduce those assets using a valuation allowanceif it is more likely
than not that some portion or al of the deferred tax asset will not be realized. Among the factors used to assess the likelihood of
realization are projections of future taxableincome streams, the expected timing of the reversal s of existing temporary differences,
and the impact of tax planning strategies that could be implemented to avoid the potential loss of future tax benefits. However,
changesin tax codes, statutory tax rates or future taxable income levels could materially impact our valuation of tax accruals and
assets and could cause our provision for income taxes to vary significantly from period to period.

At December 31, 2019, we had deferred tax liabilities in excess of deferred tax assets of approximately $128.5 million
principally dueto depreciation deductionsthat have been accel erated for tax purposesand amortization of intangiblesand goodwill.
This amount includes approximately $18.5 million of valuation reserves related primarily to state net operating | osses.
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Operating Statistics

The following table sets forth operating statistics for each of our segments for each of the periods presented. The operating
statistics reflect datafor the period of time we managed these operations. Our operating statisticsinclude metrics we believe provide
relevant insight about the number of facilities we operate, volume of services we provide to our customers, and average payment
rates for services we provide. These metrics are utilized by management to monitor trends and performance in our businesses and
therefore may be important to investors because management may assess Select’s performance based in part on such metrics. Other
healthcare providersmay present similar statistics, and these statisticsare susceptibleto varying definitions. Our statisticsaspresented
may not be comparable to other similarly titled statistics of other companies.

Critical illnessrecovery hospital data:
Number of hospitals owned—start of period
Number of hospitals acquired
Number of hospital start-ups
Number of hospitals closed/sold
Number of hospitals owned—end of period
Number of hospitals managed—end of period
Total number of hospitals (all)—end of period
Available licensed beds™
Admissions™®
Patient days®
Average length of stay (days)®®
Net revenue per patient day®®
Occupancy rate™®
Percent patient days—M edicare®®
Rehabilitation hospital data:
Number of hospitals owned—start of period
Number of hospitals acquired
Number of hospital start-ups
Number of hospitals closed/sold
Number of hospitals owned—end of period
Number of hospitals managed—end of period
Total number of hospitals (all)—end of period
Available licensed beds™
Admissions™®
Patient days®
Average length of stay (days)®®
Net revenue per patient day®®
Occupancy rate™®
Percent patient days—M edicare®®
Outpatient rehabilitation data:
Number of clinics owned—start of period
Number of clinics acquired
Number of clinic start-ups
Number of clinics closed/sold
Number of clinics owned—end of period
Number of clinics managed—end of period
Total number of clinics (all)—end of period
Number of visits?®

Net revenue per visit?®

For the Year Ended December 31,

2017 2018 2019

102 99 9

1 — 4

1 1 —

(5) (4 —

99 % 100

1 — 1

100 % 101

4,159 4,071 4,265

35793 36,474 36,774

1,003,161 1,012,368 1,038,361

28 28 28

$ 1,704 1716 1,753
66% 67% 68%
54% 53% 51%

13 16 17

3 1 2

16 17 19

8 9 10

24 26 29

1,133 1,189 1,309

18,841 21,813 24,889

269,905 315,468 353,031

14 14 14

$ 1,577 1,606 1,685
72% 74% 76%
54% 54% 52%

1,445 1,447 1,423

13 20 31

28 34 57

(39) (78) (50)

1,447 1,423 1,461

169 239 279

1,616 1,662 1,740

8,232,536 8,356,018 8,719,282

$ 101 103 103
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For the Year Ended December 31,

2017 2018 2019

Concentra data:

Number of centers owned—start of period 300 312 524
Number of centers acquired 11 221 6
Number of center start-ups 4 — —
Number of centers closed/sold 3 9) 9)

Number of centers owned—end of period 312 524 521

Number of onsite clinics operated—end of period 105 124 131

Number of CBOCs owned—end of period 32 31 32

Number of visits™® 7,709,508 11,426,940 12,068,865

Net revenue per visit®® $ 15 $ 124 $ 122

(D] Data excludes | ocations managed by the Company. For purposes of our Concentra segment, onsite clinics and community-
based outpatient clinics are excluded.

2 Represents the number of patients admitted to our hospitals during the periods presented.

3 Each patient day represents one patient occupying one bed for one day during the periods presented.

4 Representsthe average number of daysin which patientswere admitted to our hospitals. Average length of stay iscal culated
by dividing the number of patient days, as presented above, by the number of patients discharged from our hospitals during
the periods presented.

(5) Represents the average amount of revenue recognized for each patient day. Net revenue per patient day is calculated by
dividing patient service revenues, excluding revenues from certain other ancillary and outpatient services provided at our
hospitals, by the total number of patient days.

(6) Represents the portion of our hospitals being utilized for patient care during the periods presented. Occupancy rate is
calculated using the number of patient days, as presented above, divided by the total number of bed days available during
the period. Bed days available is derived by adding the daily number of available licensed beds for each of the periods
presented.

@) Represents the portion of our patient days which are paid by Medicare. The Medicare patient day percentage is cal culated
by dividing the total number of patient days which are paid by Medicare by the total number of patient days, as presented
above.

(8 Represents the number of visitsin which patients were treated at our outpatient rehabilitation clinics and Concentra centers
during the periods presented.

9 Represents the average amount of revenue recognized for each patient visit. Net revenue per visit is calculated by dividing

patient service revenue, excluding revenues from certain other ancillary services, by thetotal number of visits. For purposes
of this computation for our Concentra segment, patient service revenue does not include onsite clinics and community-
based outpatient clinics.
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Results of Operations

The following table outlines selected operating data as a percentage of net operating revenues for the periods indicated:

For the Year Ended December 31,

2017 2018 2019
Net operating revenues 100.0% 100.0% 100.0%
Cost of services, exclusive of depreciation and amortization® 85.6 85.4 85.1
General and administrative 2.6 24 24
Depreciation and amortization 36 40 38
Income from operations 8.2 8.2 8.7
Loss on early retirement of debt (0.5) (0.3) (0.7)
Equity in earnings of unconsolidated subsidiaries 05 04 05
Gain (loss) on sale of businesses (0.0 0.2 0.1
Interest expense (3.6) (3.9) 3.7)
Income before income taxes 4.6 4.6 49
Income tax expense (benefit) (0.5 11 12
Net income 51 35 37
Net income attributable to non-controlling interests 1.0 0.8 1.0
Net income attributable to Select Medical Holdings Corporation 4.1% 2.7% 2.7%
(@D} Cost of services includes salaries, wages and benefits, operating supplies, lease and rent expense, and other operating

costs.
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The following table summarizes selected financial data by segment for the periods indicated:

Year Ended December 31,

% Change % Change
2017 2018Y 2019 2017 - 2018 2018 - 2019
Net operating revenues:
Critical illness recovery hospital $ 1725022 $ 1753584 $ 1,836,518 17% 4.7%
Rehabilitation hospital 509,108 583,745 670,971 14.7 14.9
Outpatient rehabilitation 960,902 995,794 1,046,011 36 5.0
Concentra® 1,013,224 1,557,673 1,628,817 537 46
Other® 156,989 190,462 271,605 21.3 426
Total Company $ 4365245 $ 5081,258 $ 5453922 16.4 % 7.3%
Income (loss) from operations:
Critical illness recovery hospital $ 206,936 $ 197,218 $ 204,105 4.7)% 3.5%
Rehabilitation hospital 69,865 84,826 108,535 21.4 28.0
Outpatient rehabilitation 107,926 114,810 123,530 6.4 7.6
Concentra® 91,804 150,678 176,606 64.1 17.2
Other® (120,653) (130,253) (140,895) (8.0) (8.2)
Total Company $ 355878 $ 4172719  $ 471,881 17.3 % 13.1%
Adjusted EBITDA:
Critical illness recovery hospital $ 252679 $ 243015 $ 254,868 (3.8)% 4.9%
Rehabilitation hospital 90,041 108,927 135,857 21.0 24.7
Outpatient rehabilitation 132,533 142,005 151,831 71 6.9
Concentra® 157,561 251,977 276,482 59.9 9.7
Other® (94,822) (100,769) (108,130) (6.3) (7.3)
Total Company $ 537,992 $ 645155 $ 710,908 19.9 % 10.2%
Adjusted EBITDA margins:
Critical illness recovery hospital 14.6% 13.9% 13.9%
Rehabilitation hospital 17.7 18.7 20.2
Outpatient rehabilitation 13.8 14.3 145
Concentra® 15.6 16.2 17.0
Other® N/M N/M N/M
Total Company 12.3% 12.7% 13.0%
Total assets:
Critical illness recovery hospital $ 1848783 $ 1,771,605 $ 2,099,833
Rehabilitation hospital 868,517 894,192 1,127,028
Outpatient rehabilitation 954,661 1,002,819 1,289,190
Concentra® 1,340,919 2,178,868 2,372,187
Other® 114,286 116,781 452,050
Total Company $ 5127166 $ 5964265 $ 7,340,288
Purchases of property and equipment:
Critical illness recovery hospital $ 49720 $ 40855 $ 45,573
Rehabilitation hospital 96,477 42,389 27,216
Outpatient rehabilitation 27,721 30,553 33,628
Concentra® 28,912 42,205 44,101
Other® 30,413 11,279 6,608
Total Company $ 233243 $ 167,281 $ 157,126
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(@D} For the years ended December 31, 2017 and 2018, the financial results of our reportable segments have been changed to
remove the net operating revenues and expenses associated with employee leasing services provided to our non-
consolidating subsidiaries. These results are now reported as part of our other activities. We lease employees at cost to
these non-consolidating subsidiaries.

2 The Concentra segment includes the operating results of U.S. HealthWorks beginning February 1, 2018.

3 Other includes our corporate administration and shared services, as well as employee leasing services with our non-
consolidating subsidiaries. Total assetsinclude certain non-consolidating joint ventures and minority investmentsin other
healthcare related businesses.

N/M — Not meaningful.

62



Table of Contents

Year Ended December 31, 2019 Compared to Year Ended December 31, 2018

Inthefollowing, wediscussour resultsof operationsrel ated to net operating revenues, operating expenses, Adjusted EBITDA,
depreciation and amortization, income from operations, loss on early retirement of debt, equity in earnings of unconsolidated
subsidiaries, gain on sale of businesses, interest expense, income taxes, and net income attributable to non-controlling interests.

Net Operating Revenues

Our net operating revenuesincreased 7.3% to $5,453.9 million for the year ended December 31, 2019, compared to $5,081.3
million for the year ended December 31, 2018.

Critical lllness Recovery Hospital Segment.  Net operating revenuesincreased 4.7% to $1,836.5 million for the year ended
December 31, 2019, compared to $1,753.6 million for the year ended December 31, 2018. The increase in net operating revenues
was due to increases in both patient volume and net revenue per patient day. Our patient days increased 2.6% to 1,038,361 days
for the year ended December 31, 2019, compared to 1,012,368 days for the year ended December 31, 2018. The acquisition of
four hospitals during 2019 contributed to the increase in patient days. We also experienced an increase in patient days in our
existing hospital's, which was offset by a decrease in patient days from hospital closures which occurred during 2018, including
the temporary closure of our hospital located in Panama City, Florida as a result of damage sustained from Hurricane Michael in
October 2018. Net revenue per patient day increased 2.2% to $1,753 for the year ended December 31, 2019, compared to $1,716
for the year ended December 31, 2018. We experienced increasesin both our Medicare and non-Medicare net revenue per patient

day.

Rehabilitation Hospital Segment. Net operating revenues increased 14.9% to $671.0 million for the year ended
December 31, 2019, compared to $583.7 million for the year ended December 31, 2018. The increase in net operating revenues
resulted from increases in both patient volume and net revenue per patient day during the year ended December 31, 2019. Our
patient daysincreased 11.9% to 353,031 daysfor the year ended December 31, 2019, compared to 315,468 daysfor the year ended
December 31, 2018. Theincreasein patient dayswas principally driven by our rehabilitation hospital s which recently commenced
operations. We al so experienced a3.7% increasein patient daysin our existing hospitals. Our net revenue per patient day increased
4.9%t0 $1,685 for theyear ended December 31, 2019, compared to $1,606 for the year ended December 31, 2018. We experienced
increases in both our Medicare and non-Medicare net revenue per patient day.

Outpatient Rehabilitation Segment. Net operating revenues increased 5.0% to $1,046.0 million for the year ended
December 31, 2019, compared to $995.8 million for the year ended December 31, 2018. The increase in net operating revenues
was attributable to an increase in visits, which increased 4.3% to 8,719,282 for the year ended December 31, 2019, compared to
8,356,018 visitsfor the year ended December 31, 2018. The increase in visits was due to new outpatient rehabilitation clinics and
a5.1% increase in visits within our existing clinics. This growth was offset in part by the sale of outpatient rehabilitation clinics
to non-consolidating subsidiaries. These clinics contributed 218,381 visits during the year ended December 31, 2018. During the
year ended December 31, 2019, we also experienced an increase in management fee revenues related to services provided to our
non-consolidating subsidiaries. These services have expanded as a result of our sales of clinics to these non-consolidating
subsidiaries. Our net revenue per visit was $103 for both the years ended December 31, 2019 and 2018.

Concentra Segment.  Net operating revenues increased 4.6% to $1,628.8 million for the year ended December 31, 2019,
compared to $1,557.7 million for the year ended December 31, 2018. Visitsin our centersincreased 5.6% to 12,068,865 for the
year ended December 31, 2019, comparedto 11,426,940 visitsfor theyear ended December 31, 2018. Theincreasesin net operating
revenues and visits were principally due to U.S. HealthWorks, which we acquired on February 1, 2018, and other new centers.
Net revenue per visit was $122 for the year ended December 31, 2019, compared to $124 for the year ended December 31, 2018.
The decrease in net revenue per visit was principally due to arelative increase in employer services visits, which yield lower per
visit rates.

Operating Expenses

Our operating expenses consist principally of cost of services and general and administrative expenses. Our operating
expenseswere $4,769.5 million, or 87.5% of net operating revenues, for the year ended December 31, 2019, compared to $4,462.3
million, or 87.8% of net operating revenues, for the year ended December 31, 2018. Our cost of services, a major component of
whichislabor expense, was$4,641.0 million, or 85.1% of net operating revenues, for theyear ended December 31, 2019, compared
to $4,341.1 million, or 85.4% of net operating revenues, for the year ended December 31, 2018. The decrease in our operating
expensesrelativeto our net operating revenueswas principally dueto the operating performance of our Concentraand rehabilitation
hospital segments. General and administrative expenseswere $128.5 million, or 2.4% of net operating revenues, for the year ended
December 31, 2019, compared to $121.3 million, or 2.4% of net operating revenues, for the year ended December 31, 2018.
General and administrative expensesincluded $2.9 million of U.S. HealthWorks acquisition costsfor the year ended December 31,
2018.
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Adjusted EBITDA

Critical IlIiness Recovery Hospital Segment. Adjusted EBITDA increased 4.9% to $254.9 million for the year ended
December 31, 2019, compared to $243.0 million for the year ended December 31, 2018. Our Adjusted EBITDA margin for the
critical illness recovery hospital segment was 13.9% for both the years ended December 31, 2019 and 2018. The increase in
Adjusted EBITDA for our critical illness recovery hospital segment was primarily driven by increases in patient volumes and net
revenue per patient day, as discussed above under “Net Operating Revenues.” Our Adjusted EBITDA margins were impacted by
our newly acquired hospitals, which operated at lower margins than our other critical illness recovery hospitals.

Rehabilitation Hospital Segment. Adjusted EBITDA increased 24.7% to $135.9 million for the year ended December 31,
2019, compared to $108.9 million for the year ended December 31, 2018. Our Adjusted EBITDA margin for the rehabilitation
hospital segment was 20.2% for the year ended December 31, 2019, compared to 18.7% for the year ended December 31, 2018.
The increases in Adjusted EBITDA and Adjusted EBITDA margin are primarily attributable to increases in patient volume and
net revenue per patient day at many of our existing hospitals. Adjusted EBITDA lossesin our start-up hospitals were $8.8 million
for the year ended December 31, 2019, compared to $4.7 million for the year ended December 31, 2018.

Outpatient Rehabilitation Segment. Adjusted EBITDA increased 6.9% to $151.8 million for the year ended December 31,
2019, compared to $142.0 million for the year ended December 31, 2018. Our Adjusted EBITDA margin for the outpatient
rehabilitation segment was 14.5% for the year ended December 31, 2019, compared to 14.3% for the year ended December 31,
2018. For the year ended December 31, 2019, the increase in Adjusted EBITDA resulted principally from increases in patient
visits in our existing clinics, as discussed above under “Net Operating Revenues.” We also experienced increases in Adjusted
EBITDA from our start-up and newly developed outpatient rehabilitation clinics.

ConcentraSegment.  Adjusted EBITDA increased 9.7%to $276.5 millionfor theyear ended December 31, 2019, compared
to $252.0 million for the year ended December 31, 2018, which included the operating results of U.S. HealthWorks beginning
February 1, 2018. Our Adjusted EBITDA margin for the Concentra segment was 17.0% for the year ended December 31, 2019,
compared to 16.2% for the year ended December 31, 2018. The increases in Adjusted EBITDA and Adjusted EBITDA margin
resulted from achieving lower relative operating costs across our combined Concentraand U.S. HealthWorks businesses.

Depreciation and Amortization

Depreciation and amortization expense was $212.6 million for the year ended December 31, 2019, compared to $201.7
million for the year ended December 31, 2018. The increase principally occurred within our critical illness recovery hospital and
rehabilitation hospital segments. The increase resulted in part from new hospitals operating within both of these segments.
Additionally, effective July 1, 2019, the state of Florida repealed its certificate of need regulations; accordingly, the certificate of
need intangible assets previously recognized by our Floridacritical illnessrecovery hospitals werefully amortized during the year
ended December 31, 2019.

I ncome from Operations

For the year ended December 31, 2019, we had income from operations of $471.9 million, compared to $417.3 million for
the year ended December 31, 2018. The increase in income from operations resulted principally from our Concentra and
rehabilitation hospital segments.

Losson Early Retirement of Debt

During the year ended December 31, 2019, we amended both the Select credit agreement and the Concentra-JPM first lien
credit agreement. We also repaid the term loans outstanding under both the Concentra-JPM first and second lien credit agreements
and redeemed our 6.375% senior notes. These financing events resulted in losses on early retirement of debt of $38.1 million.

During the year ended December 31, 2018, we amended both the Select credit agreement and the Concentra-JPM first lien
credit agreement which resulted in losses on early retirement of debt of $14.2 million.

Equity in Earnings of Unconsolidated Subsidiaries

Our equity inearningsof unconsolidated subsidiariesprincipally rel atesto rehabilitation businessesinwhichweareaminority
owner. For theyear ended December 31, 2019, we had equity in earnings of unconsolidated subsidiaries of $25.0 million, compared
to $21.9 million for theyear ended December 31, 2018. Theincreasein equity in earningswas principally attributableto thegrowth
of certain non-consolidating subsidiaries as aresult of our sales of outpatient rehabilitation clinics to these subsidiaries.
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Gain on Sale of Businesses

We recognized gains of $6.5 million and $9.0 million during the years ended December 31, 2019 and 2018, respectively.
The gains were principally attributable to the sales of outpatient rehabilitation clinics to non-consolidating subsidiaries.

Interest Expense

Interest expense was $200.6 million for the year ended December 31, 2019, compared to $198.5 million for the year ended
December 31, 2018. Theincreasein interest expense was principally dueto the recognition of interest expense on both the 6.250%
senior notesand the 6.375% senior notesduring August 2019, asthe redemption of the$710.0 million 6.375% senior notesoccurred
on August 30, 2019, while the issuance of the $550.0 million 6.250% senior notes occurred on August 1, 2019.

Income Taxes

We recorded income tax expense of $63.7 million for the year ended December 31, 2019, which represented an effective
tax rate of 24.1%. We recorded income tax expense of $58.6 million for the year ended December 31, 2018, which represented
an effective tax rate of 24.9%.

The reduction in our effective tax rate resulted from an increase in our income before income taxes generated from our
consolidated subsidiaries taxed as partnerships. For these subsidiaries, we only incur income tax expense on our share of the
earnings. The effect of the income allocated to non-controlling interests on the effective tax rate was 2.9% for the year ended
December 31, 2019, compared to 2.1% for the year ended December 31, 2018. Refer to Note 14 of the notes to our consolidated
financial statementsincluded herein for the reconciliations of the statutory federal incometax rate to our effectiveincome rate for
the years ended December 31, 2019 and 2018.

Net | ncome Attributable to Non-Controlling I nterests

Net income attributable to non-controlling interests was $52.6 million for the year ended December 31, 2019, compared to
$39.1 million for the year ended December 31, 2018. The increase was principally due to theimproved operating performance of
severa of our joint venture rehabilitation hospitals and our Concentra segment.
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Year Ended December 31, 2018 Compared to Year Ended December 31, 2017

Inthefollowing, wediscussour resultsof operationsrel ated to net operating revenues, operating expenses, Adjusted EBITDA,
depreciation and amortization, income from operations, loss on early retirement of debt, equity in earnings of unconsolidated
subsidiaries, gain on sale of businesses, interest expense, income taxes, and net income attributable to non-controlling interests.

Net Operating Revenues

Our net operating revenuesincreased 16.4%to $5,081.3 million for theyear ended December 31, 2018, compared to $4,365.2
million for the year ended December 31, 2017.

Critical lllness Recovery Hospital Segment.  Net operating revenuesincreased 1.7% to $1,753.6 million for the year ended
December 31, 2018, compared to $1,725.0 million for the year ended December 31, 2017. As of December 31, 2018, we operated
96 hospitals, compared to 100 hospitals at December 31, 2017. Despite the decrease in the number of hospitals operated, our
patient days increased 0.9% to 1,012,368 days for the year ended December 31, 2018, compared to 1,003,161 days for the year
ended December 31, 2017 and our occupancy increased to 67% for the year ended December 31, 2018, compared to 66% for the
year ended December 31, 2017. Our net revenue per patient day increased 0.7% to $1,716 for the year ended December 31, 2018,
compared to $1,704 for the year ended December 31, 2017. Theincrease principally resulted from changes we experienced in our
non-Medicare net revenue per patient day during the year ended December 31, 2018.

Rehabilitation Hospital Segment. Net operating revenues increased 14.7% to $583.7 million for the year ended
December 31, 2018, compared to $509.1 million for the year ended December 31, 2017. The increase in net operating revenues
resulted primarily from an increase in patient volumes during the year ended December 31, 2018. Our patient days increased
16.9% to 315,468 days for the year ended December 31, 2018, compared to 269,905 days for the year ended December 31, 2017.
The increase in patient days was principally attributable to the maturation of our rehabilitation hospitals which commenced
operations during 2016 and 2017. Our net revenue per patient day increased 1.8% to $1,606 for the year ended December 31,
2018, compared to $1,577 for the year ended December 31, 2017. The increase principally resulted from changes we experienced
in our non-Medicare net revenue per patient day during the year ended December 31, 2018.

Outpatient Rehabilitation Segment. Net operating revenues increased 3.6% to $995.8 million for the year ended
December 31, 2018, compared to $960.9 million for the year ended December 31, 2017. Our net revenue per visit increased 2.0%
to $103 for the year ended December 31, 2018, compared to $101 for the year ended December 31, 2017. Our net revenue per
visit benefited from improved contracted rates with some of our payors. Additionally, visits increased 1.5% to 8,356,018 for the
year ended December 31, 2018, compared to 8,232,536 visitsfor theyear ended December 31, 2017. Theincreasein visitsresulted
from both start-up and newly acquired outpatient rehabilitation clinics, as well as growth within our existing clinics. During the
year ended December 31, 2018, we also experienced an increase in management fee revenues related to services provided to our
non-consolidating subsidiaries.

Concentra Segment. Net operating revenues increased 53.7% to $1,557.7 million for the year ended December 31, 2018,
compared to $1,013.2 million for the year ended December 31, 2017. The increase in net operating revenues was principally due
to the acquisition of U.S. HealthWorks on February 1, 2018, which contributed $488.8 million of net operating revenues during
the period. Visits in our centers increased 48.2% to 11,426,940 for the year ended December 31, 2018, compared to 7,709,508
visitsfor the year ended December 31, 2017. Net revenue per visit increased 7.8% to $124 for the year ended December 31, 2018,
compared to $115 for the year ended December 31, 2017. The increase in net revenue per visit was driven principaly by U.S.
HealthWorks visits, which yield higher per visit rates, as well as an increase in workers' compensation and employer services
reimbursement rates in our existing Concentra centers.

Operating Expenses

Our operating expenses consist principally of cost of services and general and administrative expenses. Our operating
expenseswere $4,462.3 million, or 87.8% of net operating revenues, for the year ended December 31, 2018, compared to $3,849.4
million, or 88.2% of net operating revenues, for the year ended December 31, 2017. Our cost of services, a major component of
whichislabor expense, was$4,341.1 million, or 85.4% of net operating revenues, for theyear ended December 31, 2018, compared
to $3,735.3 million, or 85.6% of net operating revenues, for the year ended December 31, 2017. The decrease in our operating
expenses relative to our net operating revenues was principally due to the performance of our rehabilitation hospital segment and
lower relative operating costs within our Concentra segment as a result of the U.S. HealthWorks acquisition. General and
administrative expenseswere $121.3 million, or 2.4% of net operating revenues, for the year ended December 31, 2018, compared
to $114.0 million, or 2.6% of net operating revenues, for the year ended December 31, 2017. General and administrative expenses
included $2.9 million and $2.8 million of U.S. HealthWorks acquisition costs for the years ended December 31, 2018 and 2017,
respectively.
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Adjusted EBITDA

Critical IlInessRecovery Hospital Segment.  Adjusted EBITDA was $243.0 million for the year ended December 31, 2018,
compared to $252.7 million for the year ended December 31, 2017. Our Adjusted EBITDA margin for the critical illnessrecovery
hospital segment was 13.9% for the year ended December 31, 2018, compared to 14.6% for the year ended December 31, 2017.
Our Adjusted EBITDA and Adjusted EBITDA margin were impacted by increases in employee costs and other operating costs,
relative to our net operating revenues, during the year ended December 31, 2018, as compared to the year ended December 31,
2017.

Rehabilitation Hospital Segment.  Adjusted EBITDA increased 21.0% to $108.9 million for the year ended December 31,
2018, compared to $90.0 million for the year ended December 31, 2017. Our Adjusted EBITDA margin for the rehabilitation
hospital segment was 18.7% for the year ended December 31, 2018, compared to 17.7% for the year ended December 31, 2017.
The increases in Adjusted EBITDA and Adjusted EBITDA margin for our rehabilitation hospital segment were primarily driven
by increasesin patient volumewithin our rehabilitation hospital sthat commenced operationsduring 2016 and 2017, which allowed
our facilities to operate at lower relative costs compared to the prior period. The increases in Adjusted EBITDA and Adjusted
EBITDA marginsalso resulted fromanincreasein net revenue per patient day, asdiscussed above under “ Net Oper ating Revenues.”
Adjusted EBITDA losses in our start-up hospitals were $4.7 million for the year ended December 31, 2018, compared to $7.5
million for the year ended December 31, 2017.

Outpatient Rehabilitation Segment. Adjusted EBITDA increased 7.1% to $142.0 million for the year ended December 31,
2018, compared to $132.5 million for the year ended December 31, 2017. Our Adjusted EBITDA margin for the outpatient
rehabilitation segment was 14.3% for the year ended December 31, 2018, compared to 13.8% for the year ended December 31,
2017. For the year ended December 31, 2018, our Adjusted EBITDA and Adjusted EBITDA margin increased as a result of an
increase in patient visits and net revenue per visit, as discussed above under “ Net Operating Revenues.”

Concentra Segment. Adjusted EBITDA increased 59.9% to $252.0 million for the year ended December 31, 2018,
compared to $157.6 million for the year ended December 31, 2017. Theincreasein Adjusted EBITDA was principally dueto the
operating results of U.S. HealthWorks, which we acquired on February 1, 2018. Our Adjusted EBITDA margin for the Concentra
segment was 16.2% for the year ended December 31, 2018, compared to 15.6% for the year ended December 31, 2017. The
increase in Adjusted EBITDA margin resulted from achieving lower relative operating costs across our combined Concentra and
U.S. HealthWorks businesses.

Depreciation and Amortization

Depreciation and amortization expense was $201.7 million for the year ended December 31, 2018, compared to $160.0
million for the year ended December 31, 2017. The increase principally occurred within our Concentra segment due to the
acquisition of U.S. HealthWorks.

I ncome from Operations

For the year ended December 31, 2018, we had income from operations of $417.3 million, compared to $355.9 million for
theyear ended December 31, 2017. Theincreasein income from operations resulted principally from the growth of our Concentra
segment and the improved performance of our rehabilitation hospital segment, as discussed above.

Losson Early Retirement of Debt

During the year ended December 31, 2018, we amended both the Select credit agreement and the Concentra-JPM first lien
credit agreement which resulted in losses on early retirement of debt of $14.2 million. During the year ended December 31, 2017,
we refinanced Select’s senior secured credit facilities which resulted in aloss on early retirement of debt of $19.7 million.

Equity in Earnings of Unconsolidated Subsidiaries

Our equity in earnings of unconsolidated subsidiaries principally relates to rehabilitation businesses in which we are a
minority owner. For the year ended December 31, 2018, we had equity in earnings of unconsolidated subsidiaries of $21.9 million,
compared to $21.1 million for the year ended December 31, 2017.

Gain on Sale of Businesses

We recognized gains of $9.0 million during the year ended December 31, 2018. The gains were principally attributable to
sales of outpatient rehabilitation clinics to non-consolidating subsidiaries.

67



Table of Contents

Interest Expense

Interest expense was $198.5 million for the year ended December 31, 2018, compared to $154.7 million for the year ended
December 31, 2017. The increase in interest expense was principally due to an increase in our indebtedness as a result of the
acquisition of U.S. HealthWorks.

Income Taxes

We recorded income tax expense of $58.6 million for the year ended December 31, 2018, which represented an effective
tax rate of 24.9%. We recorded an income tax benefit of $18.2 million for the year ended December 31, 2017. For the year ended
December 31, 2017, our income tax benefit resulted primarily from the effects of the federal tax reform legislation enacted on
December 22, 2017. The effects of the federal tax reform legislation on our net deferred tax liability resulted in an income tax
benefit of $71.5 million for the year ended December 31, 2017. Additionally, we were able to realize the benefit of a prior net
operating loss deduction of $14.1 million.

Net Income Attributable to Non-Controlling I nterests

Net income attributable to non-controlling interests was $39.1 million for the year ended December 31, 2018, compared to
$43.5 million for the year ended December 31, 2017. The decrease is principally due to a decrease in net income of our joint
venture subsidiary, Concentra. In 2017, Concentra experienced an increase in net income as a result of an income tax benefit
generated primarily from the effects of the federal tax reform legislation enacted on December 22, 2017.
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Liquidity and Capital Resources
Cash Flows for the Years Ended December 31, 2017, 2018, and 2019

In the following, we discuss cash flows from operating activities, investing activities, and financing activities.

For the Year Ended December 31,

2017 2018 2019
Cash flows provided by operating activities $ 238,131 $ 494,194 $ 445,182
Cash flows used in investing activities (192,965) (697,137) (316,729)
Cash flows provided by (used in) financing activities (21,646) 255,572 32,251
Net increase in cash and cash equivalents 23,520 52,629 160,704
Cash and cash equivaents at beginning of period 99,029 122,549 175,178
Cash and cash equivalents at end of period $ 122549 $ 175178 $ 335,882

Operating activities provided $445.2 million of cash flows for the year ended December 31, 2019, compared to $494.2
million of cash flowsfor theyear ended December 31, 2018. Thelower operating cash flowswere principally driven by the change
in our accounts receivable. Our days sales outstanding was 51 days at both December 31, 2019 and 2018, while our days sales
outstanding was58 daysat December 31, 2017. During theyear ended December 31, 2018, weexperienced anincreasein operating
cash flows related to accounts receivable, primarily as a result of underpayments we received through the Medicare periodic
interim payment program in our critical illness recovery hospitals during the year ended December 31, 2017. Our days sales
outstanding will fluctuate based upon variability in our collection cycles.

Operating activities provided $494.2 million of cash flows for the year ended December 31, 2018, compared to $238.1
million of cash flowsfor the year ended December 31, 2017. During the year ended December 31, 2018, the increase in operating
cash flows was principally driven by the change in our accounts receivable, as described above.

Investing activities used $316.7 million, $697.1 million and $193.0 million of cash flowsfor the years ended December 31,
2019, 2018 and 2017, respectively. For the year ended December 31, 2019, the principal uses of cash were $157.1 million for
purchases of property and equipment and $159.8 million for investments in and acquisitions of businesses. For the year ended
December 31, 2018, the principal uses of cash were $515.6 million related to the acquisition of U.S. HealthWorks and $167.3
million for purchases of property and equipment. For the year ended December 31, 2017, the principal uses of cash were $233.2
million for purchases of property and equipment and $27.4 million for the acquisition of businesses, offset in part by $80.4 million
of proceeds received from the sale of assets.

Financing activities provided $32.3 million of cash flows for the year ended December 31, 2019. The principal sources of
cashwerefromtheissuanceof $1,225.0 million aggregate principal amount of 6.250% senior notes, $1,115.0 million of incremental
termloanborrowingsunder the Select credit facilities, and $100.0 million of incremental termloan borrowingsunder the Concentra-
JPM first lien credit agreement. These borrowings provided net financing cash inflows of $2,453.1 million. A portion of the net
proceeds of the 6.250% senior notes, together with a portion of the proceeds from the incremental term loan borrowings under
the Select credit facilities, were used by Select to redeem in full its $710.0 million 6.375% senior notes and to make afirst lien
term loan in an aggregate principal amount of approximately $1,240.3 million to Concentra Inc., pursuant to the Concentra
intercompany loan agreement. Concentra Inc. then repaid its $1,240.3 million Concentra-JPM first lien term loan outstanding
under the Concentra-JPM first lien credit agreement. The proceeds from theincremental term loans under the Concentra-JPM first
lien credit agreement were used, in part, to repay the $240.0 million of term loans outstanding under Concentra Inc.’s then-
outstanding second lien credit agreement. We also used $98.8 million and $33.9 million of cash for mandatory prepayments of
termloans under the Select credit facilities and Concentra-JPM credit facilities, respectively. During the year ended December 31,
2019, we had net repayments of $20.0 million under the Select and Concentra-JPM revolving facilities.

Financing activities provided $255.6 million of cash flows for the year ended December 31, 2018. The principal source of
cash was from the issuance of term loans under the Concentra-JPM credit facilities which resulted in net proceeds of $779.8
million. This was offset in part by $311.5 million of distributions to and purchases of non-controlling interests, of which $294.9
million related to the redemption and reorgani zati on transacti ons executed in connection with the acquisition of U.S. HealthWorks,
and $210.0 million of net repayments under the Select revolving facility.

Financing activities used $21.6 million of cash flowsfor the year ended December 31, 2017. The principal usesof cash were
$23.1 million for aprincipal prepayment associated with the Concentra-JPM credit facilities, $8.6 million for term loan payments
associated with the Select credit facilities, and cash used for the payment of fees and expenses related to the refinancing of the
Select credit facilities, offset in part by $10.0 million of net borrowings under the Select revolving facility.

69



Table of Contents

Capital Resources

Working capital. We had net working capital of $298.7 million at December 31, 2019, compared to net working capital
of $287.3 million at December 31, 2018.

A significant component of our working capital is our accounts receivable. Collection of these accounts receivable is our
primary source of cashand iscritical to our liquidity and capital resources. Our primary collection risksrel ate to non-governmental
payors who insure these patients and deductibles, co-payments, and self-insured amounts owed by the patient. Deductibles, co-
payments, and self-insured amounts owed by the patient are an immaterial portion of our accounts receivable balance at
December 31, 2019. Our general policy isto verify insurance coverage prior to the date of admission for patients admitted to our
critical illness recovery hospitals and rehabilitation hospitals. Within our outpatient rehabilitation clinics, we verify insurance
coverage prior to the patient’s visit. Within our Concentra centers, we verify insurance coverage or receive authorization from the
patient’s employer prior to the patient’s visit.

Select credit facilities.

In February 2019, Select made a principal prepayment of $98.8 million associated with its term loans in accordance with
the provision in the Select credit facilities that requires mandatory prepayments of term loans as a result of annual excess cash
flow, as defined in the Select credit facilities.

OnAugust 1, 2019, Select entered into Amendment No. 3 to the Select credit agreement. Among other things, Amendment
No. 3 (i) provided for an additional $500.0 million in term loans that, along with the existing term loans, have a maturity date of
March 6, 2025, (ii) extended the maturity date of the Select revolving facility from March 6, 2022 to March 6, 2024, and (iii)
increased the total net leverage ratio permitted under the Select credit agreement.

OnDecember 10, 2019, Select enteredinto Amendment No. 4 to the Sel ect credit agreement. Among other things, Amendment
No. 4 provided for an additional $615.0 million in term loans that, along with the existing term loans, have a maturity date of
March 6, 2025. Select used a portion of the net proceeds from these incremental term loan borrowings, together with a portion of
the net proceeds from the issuance of the $675.0 million aggregate principal amount of 6.250% senior notes on December 10,
2019, as described below, to make afirst lien term loan in an aggregate principal amount of approximately $1,240.3 million to
Concentra Inc. pursuant to the Concentra intercompany |oan agreement.

At December 31, 2019, Select had outstanding borrowings under the Select credit facilities consisting of a$2,143.3 million
Select term loan (excluding unamortized original issue discounts and debt issuance costs of $21.8 million). Select did not have
any borrowings outstanding under the Select revolving facility. At December 31, 2019, Select had $411.7 million of availability
under the Select revolving facility after giving effect to $38.3 million of outstanding letters of credit.

The Select credit agreement requires Select to maintain certain leverageratios, as defined in the Select credit agreement. As
of December 31, 2019, Select was required to maintain itsleverageratio at lessthan 7.00 to 1.00. Select’sleverageratiowas 4.31
to 1.00 at December 31, 2019. Additionally, the Select credit agreement will require aprepayment of borrowings of 25% of excess
cash flow, which will result in a prepayment of approximately $40.0 million for the year ended December 31, 2019. The Company
expects to have the borrowing capacity and intends to use borrowings under the Select revolving facility to make all or aportion
of the required prepayment during the quarter ended March 31, 2020.

On the last day of each calendar quarter, Select is required to pay each lender a commitment fee in respect of any unused
commitments under the Select revolving facility, which is currently 0.50% per annum and subject to adjustment based on Select’s
leverage ratio, as specified in the Select credit agreement.

The Select credit facilities also contain a number of other affirmative and restrictive covenants, including limitations on
mergers, consolidations and dissolutions; sales of assets; investments and acquisitions; indebtedness; liens; affiliate transactions;
and dividends and restricted payments. The Select credit facilities contain events of default for non-payment of principal and
interest when due (subject, asto interest, to agrace period), cross-default and cross-accel eration provisions and an event of default
that would be triggered by a change of control.

Select 6.250% senior notes.

On August 1, 2019, Select issued and sold $550.0 million aggregate principal amount of 6.250% senior notes due August
15, 2026. Select used a portion of the net proceeds of such 6.250% senior notes, together with a portion of the proceeds from the
incremental term loan borrowings under the Select credit facilities received on August 1, 2019 (as described above), in part to (i)
redeem in full the $710.0 million aggregate principal amount of the 6.375% senior notes at the redemption price of 100.000% of
the principal amount plus accrued and unpaid interest on August 30, 2019, (ii) repay in full the outstanding borrowings under the
Select revolving facility, and (iii) pay related fees and expenses associated with the financing.
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On December 10, 2019, Select i ssued and sold $675.0 million aggregate principa amount of 6.250% senior notes, due August
15, 2026, as additional notes under theindenture pursuant to which it previously issued $550.0 million aggregate principal amount
of senior notes. As described above, Select used a portion of the net proceeds from the issuance of these additional senior notes
to make afirst lien term loan in an aggregate principal amount of approximately $1,240.3 million to Concentra Inc. pursuant to
the Concentra intercompany |oan agreement.

Interest on the senior notes accrues at the rate of 6.250% per annum and is payable semi-annually in arrears on February 15
and August 15 of each year, commencing on February 15, 2020. The senior notes are Select’s senior unsecured obligations which
are subordinated to all of Select’s existing and future secured indebtedness, including the Select credit facilities. The senior notes
rank equally in right of payment with all of Select’s other existing and future senior unsecured indebtedness and senior in right of
payment to all of Select’s existing and future subordinated indebtedness. The senior notes are unconditionally guaranteed on a
joint and several basis by each of Select’sdirect or indirect existing and future domestic restricted subsidiaries, other than certain
non-guarantor subsidiaries, including Concentra and its subsidiaries.

Select may redeem some or all of the senior notes prior to August 15, 2022 by paying a“ make-whole” premium. Select may
redeem some or all of the senior notes on or after August 15, 2022 at specified redemption prices. In addition, prior to August 15,
2022, Select may redeem up to 40% of the principal amount of the senior notes with the net proceeds of certain equity offerings
at aprice of 106.250% plus accrued and unpaid interest, if any. Select is obligated to offer to repurchase the senior notes at aprice
of 101% of their principal amount plus accrued and unpaid interest, if any, as aresult of certain change of control events. These
restrictions and prohibitions are subject to certain qualifications and exceptions.

The terms of the senior notes contains covenants that, among other things, limit Select’s ability and the ability of certain of
Select’'ssubsidiariesto (i) grant lienson its assets, (ii) make dividend payments, other distributions or other restricted payments,
(i) incur restrictions on the ability of Select’srestricted subsidiariesto pay dividends or make other payments, (iv) enter into sale
and leaseback transactions, (v) merge, consolidate, transfer or dispose of substantially all of their assets, (vi) incur additional
indebtedness, (vii) make investments, (viii) sell assets, including capital stock of subsidiaries, (ix) use the proceeds from sales of
assets, including capital stock of restricted subsidiaries, and (x) enter into transactions with affiliates. These covenants are subject
to anumber of exceptions, limitations and qualifications.

Concentra credit facilities.

In February 2019, Concentralnc. made aprincipa prepayment of $33.9 million associated with itsterm loansin accordance
with the provision in the Concentra-JPM credit facilities that requires mandatory prepayments of term loans as a result of annual
excess cash flow, as defined in the Concentra-JPM credit facilities.

OnApril 8,2019, Concentral nc. entered into Amendment No. 5tothe Concentra-JPM first lien credit agreement. Amendment
No. 5, among other things, (i) extended the maturity date of the Concentra-JPM revolving facility from June 1, 2020 to June 1,
2021 and (ii) increased the aggregate commitments available under the Concentra-JPM revolving facility from $75.0 million to
$100.0 million.

On September 20, 2019, Concentra Inc. entered into Amendment No. 6 to the Concentra-JPM first lien credit agreement.
Among other things, Amendment No. 6 (i) provided for an additional $100.0 million in term loans that, along with the existing
first lientermloans, had amaturity date of June 1, 2022 and (i) extended the maturity date of the Concentra-JPM revolving facility
from June 1, 2021 to March 1, 2022. Concentra Inc. used the incremental borrowings under the Concentra-JPM first lien credit
agreement to prepay in full al of itsterm loans outstanding under Concentralnc.’s then-outstanding second lien credit agreement
on September 20, 2019.

On December 10, 2019, Concentra Inc. entered into the Concentra intercompany loan agreement with Select, as lender,
which provided for afirst lien term loan in an aggregate principal amount of approximately $1,240.3 million, maturing in June
2022. Concentralnc. used the net proceeds from the Concentraintercompany loan agreement to repay in full the $1,240.3 million
Concentra-JPM first lien term loan outstanding under the Concentra-JPM first lien credit agreement. Concentra Inc. continues to
have availability of up to $100.0 million under its existing revolving credit facility, maturing March 1, 2022, pursuant to the
Concentra-JPM first lien credit agreement.

At December 31, 2019, Concentra Inc. did not have any borrowings under the Concentra-JPM revolving facility. At
December 31, 2019, Concentralnc. had $85.7 million of availability under itsrevolving facility after giving effect to $14.3 million
of outstanding lettersof credit. Concentralnc. isrequiredto pay each lender acommitment feeinrespect of any unused commitments
under the Concentra-JPM revolving facility, which is currently 0.50% per annum and subject to adjustment based on thefirst lien
net leverageratio, as specified in the Concentra-JPM first lien credit agreement. Select and Holdings are not obligors with respect
to Concentra Inc.’s debt under the Concentra-JPM credit facilities. At December 31, 2019, Concentra Inc. had outstanding
borrowings under the Concentra intercompany loan agreement of $1,240.0 million.
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The Concentra-JPM first lien credit agreement contains a number of obligations concerning Concentra Inc. In particular,
such obligationsrequire Concentralnc. to maintain aleverageratio, as specified in the Concentra-JPM first lien credit agreement,
of 5.75t01.00whichistested quarterly, but only if Revolving Exposure (asdefined inthe Concentra-JPM first lien credit agreement)
exceeds 30% of Revolving Commitments (as defined in the Concentra-JPM first lien credit agreement) on such day. Failure to
comply with this covenant would result in an event of default under the Concentra-JPM first lien credit agreement only and, absent
a waiver or an amendment from the revolving lenders, preclude Concentra Inc. from making further borrowings under the
Concentra-JPM revolving facility and permit the revolving lendersto accelerate all outstanding borrowings under the Concentra-
JPM revolving facility. Upon such acceleration, Concentra Inc.’s failure to comply with the financial covenant would result in an
event of default with respect to the Concentra intercompany |oan agreement.

The Concentra-JPM first lien credit agreement also contains a number of affirmative and restrictive covenants, including
limitations on mergers, consolidations and dissol utions; sales of assets; investments and acquisitions; indebtedness; liens; affiliate
transactions; and dividends and restricted payments. The Concentra-JPM first lien credit agreement contains events of default for
non-payment of principal and interest when due (subject to a grace period for interest), cross-default and cross acceleration
provisions and an event of default that would be triggered by a change of control.

The Concentra intercompany loan agreement contains substantially similar obligations, and affirmative and negative
covenants.

Sock RepurchaseProgram.  Holdings' board of directorshasauthorized acommon stock repurchase program to repurchase
up to $500.0 million worth of shares of its common stock. The program has been extended until December 31, 2020, and will
remain in effect until then, unless further extended or earlier terminated by the board of directors. Stock repurchases under this
program may be madein the open market or through privately negotiated transactions, and at timesand in such amountsasHol dings
deems appropriate. Holdings funds this program with cash on hand and borrowings under the Select revolving facility. During the
year ended December 31, 2019, Holdings repurchased 2,165,221 shares at a cost of approximately $33.2 million, or $15.32 per
share, which includestransaction costs. Sincetheinception of the program through December 31, 2019, Holdings has repurchased
38,089,349 shares at a cost of approximately $347.9 million, or $9.13 per share, which includes transaction costs.

Liquidity. We believe our internally generated cash flows and borrowing capacity under the Select and Concentra-JPM
credit facilities will be sufficient to finance operations over the next twelve months. We may from time to time seek to retire or
purchase our outstanding debt through cash purchases and/or exchanges for equity securities, in open market purchases, privately
negotiated transactions, tender offers or otherwise. Such repurchases or exchanges, if any, may be funded from operating cash
flows or other sources and will depend on prevailing market conditions, our liquidity requirements, contractual restrictions and
other factors. The amounts involved may be material.

Use of Capital Resources. We may from time to time pursue opportunities to devel op new joint venture rel ationships with
large, regional health systems and other healthcare providers. We aso intend to open new outpatient rehabilitation clinics and
occupational health centersin local areas that we currently serve where we can benefit from existing referral relationships and
brand awareness to produce incremental growth. In addition to our development activities, we may grow through opportunistic
acquisitions.
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Commitments and Contingencies

Thefollowing contractual obligationtablesummarizesour contractual obligationsand theeffect such obligationsareexpected
to have on liquidity and cash flow in future periods.

Total 2020 2021-2023  2024-2025  After 2025
(in thousands)

Debt® $ 3447221 $ 25167 $ 62784 $ 2122584 $ 1,236,686
Interest® 1,160,004 201,391 597,726 296,000 64,887
Letters of credit outstanding®® 52,662 — 14,319 38,343 —
Purchase obligations® 142,330 58,955 66,990 16,385 —
Construction contracts® 16,196 16,196 — — —
Operating leases® 1,415,215 263,085 558,133 195,286 398,711
Total contractual cash obligations® $ 6233628 $ 564,794 $ 1299952 $ 2668598 $ 1,700,284

(@D} See Note 9 — Long-Term Debt and Notes Payable of the notes to our consolidated financial statementsincluded herein.

These figures do not reflect the indebtedness owed by Concentra Inc. to Select pursuant to the Concentra intercompany
loan agreement in the amount of $1,240.0 million as of December 31, 2019, because such indebtednessis eliminated in
consolidation.

(2 The interest obligation for the Select credit facilities was cal culated using the average interest rate of 5.7% for the Select
term loan at December 31, 2019. The interest obligation for the 6.250% senior notes was calculated using the stated
interest rate. The weighted average interest rate of our other debt obligations was 4.7% at December 31, 2019.

3 Amounts represent purchase commitments that are not presented as construction contract commitments. Our purchase
obligations primarily relate to software licensing and support.

(4 See Note 16 — Commitments and Contingencies of the notes to our consolidated financial statements included herein.
5 See Note 4 — Leases of the notes to our consolidated financial statementsincluded herein.
(6) Workers' compensation and professional malpractice liability insurance liabilities of $99.7 million, which are included

ascomponentsof other non-current liabilitiesonthe consolidated bal ance sheet at December 31, 2019, havebeen excluded
from the table above as we cannot reasonably estimate the amounts or periods in which these liabilities will be paid.

Concentra Put Right

Pursuant to the Amended and Restated Limited Liability Company Agreement of Concentra Group Holdings Parent, WCAS
and the other members of Concentra Group Holdings Parent and DHHC have Put Rights with respect to their equity interestsin
Concentra Group Holdings Parent. If a Put Right is exercised by WCAS or DHHC, Select will be obligated to purchase up to 33
1/3% of the equity interests of Concentra Group Holdings Parent offered by WCAS, DHHC, or the other members, that such
members owned as of February 1, 2018, at a purchase price based on a valuation of Concentra Group Holdings Parent performed
by aninvestment bank to be agreed between Select and one of WCA S or DHHC, which valuation will be based on certain precedent
transactions using multiples of EBITDA (as defined in the Amended and Restated Limited Liability Company Agreement of
Concentra Group Holdings Parent) and capped at an agreed upon multiple of EBITDA. Select has the right to elect to pay the
purchase price in cash or in shares of Holdings' common stock.

On January 1, 2020, Select, WCA S and DHHC agreed to consummate the January | nterest Purchase, which was atransaction
in lieu of, and deemed to constitute, the exercise of WCAS' and DHHC's first Put Right, pursuant to which Select acquired an
aggregate amount of approximately 17.2% of the outstanding membership interests, on afully diluted basis, of Concentra Group
Holdings Parent from WCAS, DHHC and the other equity holders of Concentra Group Holdings Parent, in exchange for an
aggregate payment of approximately $338.4 million. On February 1, 2020, Select, WCAS and DHHC agreed to consummate the
February Interest Purchase, pursuant to which Select acquired an additional amount of approximately 1.4% of the outstanding
membership interests of Concentra Group Holdings Parent on afully diluted basisfrom WCAS, DHHC, and other equity holders
of Concentra Group Holdings Parent for approximately $27.8 million. This purchase was deemed to constitute an additiona
exercise of WCAS' and DHHC'sfirst Put Right. Upon consummation of the January Interest Purchase and the February Interest
Purchase, Select ownsinthe aggregate approximately 66.6% of the outstanding membershipinterestsof ConcentraGroup Holdings
Parent on a fully diluted basis and approximately 68.8% of the outstanding voting membership interests of Concentra Group
Holdings Parent.

73



Table of Contents

WCAS and DHHC may exercise their remaining respective Put Rights to sell up to an additional 33 1/3% of the equity
interestsin Concentra Group Holdings Parent that each, respectively, owned as of February 1, 2018, on an annual basis beginning
in 2021 during the sixty-day period following the delivery of the audited financial statementsfor theimmediately preceding fiscal
year. If WCAS exercises future Put Rights, the other members of Concentra Group Holdings Parent, other than DHHC, may elect
to sell to Select, on the sameterms asWCAS, a percentage of their equity interests of Concentra Group Holdings Parent that such
member owned as of the date of the Amended and Restated LL C Agreement, up to but not exceeding the percentage of equity
interests owned by WCAS as of February 1, 2018 that WCAS has determined to sell to Select in the exercise of its Put Right.

Furthermore, WCAS, DHHC, and the other members of Concentra Group Holdings Parent have a put right with respect to
their equity interest in Concentra Group Holdings Parent that may only be exercised in the event Holdings or Select experiences
a change of control that has not been previously approved by WCAS and DHHC, and which results in change in the senior
management of Select (an“SEM COC Put Right”). If an SEM COC Put Right is exercised by WCAS, Select will be obligated to
purchase all (but not less than all) of the equity interests of WCAS and the other members of Concentra Group Holdings Parent
(other than DHHC) offered by such members at a purchase price based on a valuation of Concentra Group Holdings Parent
performed by an investment bank to be agreed between Select and one of WCAS or DHHC, which valuation will be based on
certain precedent transactions using multiples of EBITDA and capped at an agreed upon multiple of EBITDA. Similarly, if an
SEM COC Put Right is exercised by DHHC, Select will be obligated to purchase all (but not less than all) of the equity interests
of DHHC at a purchase price based on avaluation of Concentra Group Holdings Parent performed by an investment bank to be
agreed between Select and one of WCA Sor DHHC, which valuation will bebased on certain precedent transactionsusing multiples
of EBITDA and capped at an agreed upon multiple of EBITDA.

Furthermore, Select has a call right (the “Call Right™), whereby each other member of Concentra Group Holdings Parent
will be obligated to sell al or aportion of their equity interestsin Concentra Group Holdings Parent to Select at a purchase price
based on avaluation of Concentra Group Holdings Parent performed by an investment bank to be mutually agreed upon by Select
and either WCAS or DHHC. The valuation will be based on certain precedent transactions using multiples of EBITDA and capped
at an agreed upon multiple of EBITDA. Select may first exercise the Call Right after February 1, 2022.

We exclude the approximate amount that we may be required to pay to purchase these equity interests in Concentra Group
Holdings Parent from the contractual obligations table above because of the uncertainty asto: (i) whether or not the Put Right, if
exercisable, or the Call Right will actually be exercised; (ii) the dollar amounts that would be paid if the Put Right or Call Right
isexercised; and (iii) the timing and form of consideration of any such payments.

Effects of Inflation and Changing Prices

We derive a substantial portion of our revenues from the Medicare program. We have been, and could be in the future,
affected by the continuing efforts of governmental and private third-party payorsto contain healthcare costsby limiting or reducing
reimbursement payments.

Additionally, reimbursement payments under governmental and private third-party payor programs may not increase to
sufficiently cover increasing costs. Medicare reimbursement in our critical illness recovery hospitals and rehabilitation hospitals
is subject to fixed payments under the Medicare prospective payment systems. In accordance with Medicare laws, CMS makes
annual adjustmentsto Medicare payments under what is commonly known as a*“ market basket update.” Generally, theseratesare
adjusted for inflation. However, these adjustments may not reflect the actual increase in the costs of providing healthcare services
and may be reduced by CM S for other adjustments.

The healthcare industry is labor intensive and the Company’s largest expenses are labor related costs. Wage and other
expenses increase during periods of inflation and when labor shortages occur in the marketplace. There can be no guarantee we
will not experience increases in the cost of labor, asthe need for clinical healthcare professionalsis expected to grow. In addition,
suppliers pass along rising costs to us in the form of higher prices. We have little or no ability to pass on these increased costs
associated with providing services due to federal laws that establish fixed reimbursement rates.

Recent Accounting Pronouncements

Refer to Note 1 — Organization and Significant Accounting Policies of the notes to our consolidated financia statements
included herein for information regarding recent accounting pronouncements.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

We are subject to interest rate risk in connection with our variable rate long-term indebtedness. Our principal interest rate
exposure relates to the loans outstanding under the Select credit facilities and Concentra-JPM revolving facility.

As of December 31, 2019, Select had outstanding borrowings under the Select credit facilities consisting of a $2,143.3
million Select term loan (excluding unamortized original issue discount and debt issuance costs of $21.8 million). Select did not
have any borrowings outstanding under the Select revolving facility.

As of December 31, 2019, Concentra Inc. did not have any borrowings outstanding under the Concentra-JPM revolving
facility.

Asof December 31, 2019, each 0.25% increase in market interest rates will impact the interest expense on our variablerate
debt by $5.4 million per annum.

Item 8. Financial Statementsand Supplementary Data.

See Consolidated Financial Statements and Notes thereto commencing at Page F-1.

Item 9. Changesin and Disagreements With Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controlsand Procedures.
Evaluation of Disclosure Controls and Procedures

We carried out an eval uation, under the supervision and with the participation of our principal executive officer and principal
financial officer, of the effectiveness of the design and operation of our disclosure controls and procedures (as defined in
Rule 13a-15(€) of the Securities Exchange Act of 1934) as of the end of the period covered in thisreport. Based on this evaluation,
our principal executive officer and principal financia officer concluded that our disclosure controls and procedures, including the
accumulation and communication of disclosure to our principa executive officer and principal financia officer as appropriate to
allow timely decisions regarding disclosure, are effective as of December 31, 2019 to provide reasonable assurance that material
information required to beincluded in our periodic SEC reportsisrecorded, processed, summarized, and reported within thetime
periods specified in the relevant SEC rules and forms.

Changesin Internal Control over Financial Reporting

Therewasno changein our internal control over financial reporting (asdefined in Rule 13a-15(f) of the Securities Exchange
Act of 1934) identified in connection with the evaluation required by Rule 13a-15(d) of the Securities Exchange Act of 1934 that
occurred during the fourth quarter of the year ended December 31, 2019 that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

It should be noted that any system of controls, however well designed and operated, can provide only reasonable, and not
absolute, assurance that the objectives of the system will be met. In addition, the design of any control system is based in part
upon certain assumptions about the likelihood of future events. Because of these and other inherent limitations of control systems,
there is only reasonable assurance that our controls will succeed in achieving their goals under all potential future conditions.

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining an adequate system of internal control over our financial
reporting. In order to evaluate the effectiveness of internal control over financial reporting, as required by Section 404 of the
Sarbanes-Oxley Act, management has conducted an assessment, including testing, using the criteria of “Internal Control—
Integrated Framework (2013)” issued by the Committee of Sponsoring Organizations of the Treadway Commission, or “COSO,”
as of December 31, 2019. Our system of internal control over financial reporting is designed to provide reasonable assurance
regarding thereliability of financial reporting and the preparation and fair presentation of financial statementsfor external purposes
in accordance with U.S. generally accepted accounting principles.
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Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness of internal control over financial reporting to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

M anagement assessed the effectiveness of the Company’sinternal control over financial reporting as of December 31, 2019.
This assessment was based on criteria for effective internal control over financia reporting described in “Internal Control—
Integrated Framework (2013)" issued by COSO. Based on this assessment, management concludesthat, as of December 31, 2019,
internal control over financial reporting waseffectiveto providereasonabl e assuranceregarding thereliability of financial reporting
and the preparation of financial statements in accordance with U.S. generally accepted accounting principles. The effectiveness
of the Company’s interna control over financial reporting as of December 31, 2019 has been audited by
PricewaterhouseCoopers L L P, an independent registered public accounting firm as stated in their report which appears herein.

Item 9B. Other Information.

None.
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PART I11

Item 10. Directors, Executive Officers and Corporate Governance.

The information regarding directors and nominees for directors of the Company, including identification of the audit
committee and audit committee financial expert, and Compliance with Section 16(a) of the Exchange Act is presented under the
headings“ Corporate Governance—Committees of the Board of Directors’ and “Election of Directors—Directors and Nominees”
in the Company’s definitive proxy statement for use in connection with the 2019 Annual Meeting of Stockholders (the “Proxy
Statement”) to be filed within 120 days after the end of the Company’s fiscal year ended December 31, 2019. The information
contained under these headings isincorporated herein by reference. Information regarding the executive officers of the Company
isincluded inthisAnnual Report on Form 10-K under Item 1 of Part | aspermitted by Instruction 3to Item 401(b) of Regulation S-
K.

We have adopted awritten code of business conduct and ethics, known as our Code of Conduct, which appliesto all of our
directors, officers, and employees, as well as a Code of Ethics applicable to our senior financial officers, including our Chief
Executive Officer, our Chief Financial Officer and our Chief Accounting Officer. Our Code of Conduct and Code of Ethics for
senior financial officers are available on our website, www.sel ectmedi cal hol dings.com. Our Code of Conduct and Code of Ethics
for senior financial officers may also be obtained by contacting investor relations at (717) 972-1100. Any amendments to our
Code of Conduct or Code of Ethicsfor senior financial officers or waiversfrom the provisions of the codesfor our Chief Executive
Officer, our Chief Financial Officer and our Chief Accounting Officer will be disclosed on our website promptly following the
date of such amendment or waiver.

Item 11. Executive Compensation.

Information concerning executive compensation is presented under the headings “Executive Compensation” and
“Compensation Committee Report” inthe Proxy Statement. Theinformation contained under these headingsisincorporated herein
by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Information with respect to security ownership of certain beneficial owners and management is set forth under the heading
“Security Ownership of Certain Beneficial Ownersand Directorsand Officers’ in the Proxy Statement. Theinformation contained
under this heading is incorporated herein by reference.

Equity Compensation Plan I nformation

Set forth in the table below is alist of al of our equity compensation plans and the number of securities to be issued on
exerciseof equity rights, average exerciseprice, and number of securitiesthat would remain avail able under each planif outstanding
equity rights were exercised as of December 31, 2019.

Number of securities

Number of securities remaining available for
to beissued upon Weighted-aver age futureissuance under
exercise of exercise price of equity compensation
outstanding options,  outstanding options, plans (excluding
warrantsand rights ~ warrantsand rights securitiesreflected in
Plan Category (a) (b) column (a))(c)
Equity compensation plans approved by security holders:
Select Medical Holdings Corporation 2005 Equity Incentive Plan — — —®
Select Medical Holdings Corporation 2011 Equity Incentive Plan — — — @
Director Equity Incentive Plan — — — @
Select Medical Holdings Corporation 2016 Equity Incentive Plan — — 1,727,405
Equity compensation plans not approved by security holders — — —
D In connection with the approval of the Select Medical Holdings Corporation 2011 Equity Incentive Plan, we no longer
issue awards under the Select Medical Holdings Corporation 2005 Equity Incentive Plan.
(2 In connection with the approval of the Select Medical Holdings Corporation 2016 Equity Incentive Plan, as amended,
we no longer issue awards under the Select Medical Holdings 2011 Equity Incentive Plan and the Director Equity
Incentive Plan.
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Item 13. Certain Relationships, Related Transactions and Director | ndependence.

Information concerning related transactions is presented under the heading “Certain Relationships, Related Transactions
and Director Independence’ in the Proxy Statement. The information contained under this heading is incorporated herein by
reference.

Item 14. Principal Accountant Fees and Services.

Information concerning principal accountant fees and servicesis presented under the heading “ Ratification of Appointment
of Independent Registered Public Accounting Firm” in the Proxy Statement. The information contained under this heading is
incorporated herein by reference.
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PART IV

Item 15. Exhibitsand Financial Statement Schedules.

a Thefollowing documents are filed as part of this report:

Number

i. Financial Statements: See Index to Financial Statements appearing on page F-1 of this report.

ii. Financial Statement Schedule: See Schedule I1—Valuation and Qualifying Accounts appearing on page F-38
of this report.

iii. Thefollowing exhibits are filed as part of, or incorporated by reference into, this report:

Description

21

31

3.2

3.3

34

4.1

4.2

4.3
10.1

10.2

10.3

104

105

10.6

10.7

Equity Purchaseand Contribution Agreement, by and among Dignity Health Hol ding Corporation, U.S. HealthWorks,
Inc., Concentra Group Holdings, LLC, Concentra Inc. and Concentra Group Holdings Parent, LLC, dated October
22, 2017, incorporated herein by reference to Exhibit 2.1 of the Current Report on Form 8-K of Select Medical
Holdings Corporation and Select Medical Corporation filed on October 23, 2017 (Reg. Nos. 001-34465 and
001-31441).

Amended and Restated Certificate of Incorporation of Select Medical Corporation, incorporated by reference to
Exhibit 3.1 of Select Medical Corporation’s Form S-4 filed June 15, 2005 (Reg. No. 001-31441).

Form of Restated Certificate of Incorporation of Select Medical Holdings Corporation, incorporated by reference
to Exhibit3.3 of Select Medica Holdings Corporation's Form S-I/A filed September 21, 2009 (Reg
No. 333-152514).

Amended and Restated Bylaws of Select Medical Corporation, incorporated herein by reference to Exhibit 3.2 of
the Quarterly Report on Form 10-Q of Select Medical Holdings Corporation and Select Medical Corporation filed
on October 30, 2014 (Reg. Nos. 001-34465 and 001-31441).

Amended and Restated Bylaws of Select Medical Holdings Corporation, as amended, incorporated herein by
reference to Exhibit 3.4 of the Annual Report on Form 10-K of Select Medical Holdings Corporation and Select
Medical Corporation filed on February 26, 2016 (Reg. Nos. 001-34465 and 001-31441).

Indenture, dated as of August 1, 2019, by and among Select Medical Corporation, the guarantors named therein and
U.S. Bank National Association, astrustee, incorporated herein by reference to Exhibit 4.1 of the Current Report on
Form 8-K of Select Medical Holdings Corporation on August 1, 2019 (Reg. No. 001-34465).

Forms of 6.250% Senior Notes due 2026, incorporated herein by reference to Exhibit 4.1 of the Current Report on
Form 8-K of Select Medical Holdings Corporation on August 1, 2019 (Reg. No. 001-34465).

Description of Registrant’s Securities.

Employment Agreement, dated as of March 1, 2000, between Select Medical Corporation and Rocco A. Ortenzio,
incorporated by reference to Exhibit 10.16 of Select Medical Corporation’s Registration Statement on Form S-1
filed October 27, 2000 (Reg. No. 333-48856).

Amendment No. 1 to Employment Agreement, dated as of August 8, 2000, between Select Medical Corporation and
Rocco A. Ortenzio, incorporated by reference to Exhibit 10.17 of Select Medical Corporation’s Registration
Statement on Form S-1 filed October 27, 2000 (Reg. No. 333-48856).

Amendment No. 2 to Employment Agreement, dated as of February 23, 2001, between Select Medical Corporation
and Rocco A. Ortenzio, incorporated by reference to Exhibit 10.47 of Select Medical Corporation’s Registration
Statement on Form S-1 March 30, 2001 (Reg. No. 333-48856).

Amendment No. 3 to Employment Agreement, dated as of April 24, 2001, between Select Medical Corporation and
Rocco A. Ortenzio, incorporated by reference to Exhibit 10.50 of Select Medical Corporation’s Registration
Statement on Form S-4 filed June 26, 2001 (Reg. No. 333-63828).

Amendment No. 4 to Employment Agreement, dated as of September 17, 2001, between Select Medical Corporation
and Rocco A. Ortenzio, incorporated by reference to Exhibit 10.52 of Select Medical Corporation’s Annual Report
on Form 10-K for the fiscal year ended December 31, 2001 (Reg. No. 000-32499).

Amendment No. 5 to Employment Agreement, dated as of February 24, 2005, between Select Medical Corporation
and Rocco A. Ortenzio, incorporated by reference to Exhibit 10.10 of Select Medical Corporation’s Form S-4 filed
June 16, 2005 (Reg. No. 333-125846).

Employment Agreement, dated as of March 1, 2000, between Select Medical Corporation and Robert A. Ortenzio,
incorporated by reference to Exhibit 10.14 of Select Medical Corporation’s Registration Statement on Form S-1
filed October 27, 2000 (Reg. No. 333-48856).
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Number

Description

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

Amendment No. 1 to Employment Agreement, dated as of August 8, 2000, between Select Medical Corporation and
Robert A. Ortenzio, incorporated by reference to Exhibit 10.15 of Select Medical Corporation’s Registration
Statement on Form S-1 filed October 27, 2000 (Reg. No. 333-43856).

Amendment No. 2 to Employment Agreement, dated as of February 23, 2001, between Select Medical Corporation
and Robert A. Ortenzio, incorporated by reference to Exhibit 10.48 of Select Medical Corporation’s Registration
Statement on Form S-1 filed March 30, 2001 (Reg. No. 333-48856).

Amendment No. 3to Employment Agreement, dated as of September 17, 2001, between Select Medical Corporation
and Robert A. Ortenzio, incorporated by reference to Exhibit 10.53 of Select Medical Corporation’sAnnual Report
on Form 10-K for the fiscal year ended December 31, 2001 (Reg. No. 000-32499).

Amendment No. 4 to Employment Agreement, dated as of December 10, 2004, between Select Medical Corporation
and Robert A. Ortenzio, incorporated by reference to Exhibit 99.3 of Select Medical Corporation’s Current Report
on Form 8-K filed December 16, 2004 (Reg. No. 001-31441).

Amendment No. 5 to Employment Agreement, dated as of February 24, 2005, between Select Medical Corporation
and Robert A. Ortenzio, incorporated by reference to Exhibit 10.16 of Select Medical Corporation’s Form S-4 filed
June 16, 2005 (Reg. No. 333-125846).

Changeof Control Agreement, dated asof March 1, 2000, between Sel ect M edical Corporationand Martin F. Jackson,
incorporated by reference to Exhibit 10.11 of Select Medical Corporation’s Registration Statement on Form S-1
filed October 27, 2000 (Reg. No. 333-48856).

Amendment to Change of Control Agreement, dated as of February 23, 2001, between Select Medical Corporation
and Martin F. Jackson, incorporated by reference to Exhibit 10.52 of Select Medical Corporation’s Registration
Statement on Form S-1 filed March 30, 2001 (Reg. No. 333-48856).

Second Amendment to Change of Control Agreement, dated as of February 24, 2005, between Select Medical
Corporation and Martin F. Jackson, incorporated by reference to Exhibit 10.24 of Select Medical Corporation’s
Form S-4 filed June 16, 2005 (Reg. No. 333-125846).

Change of Control Agreement, dated as of March 1, 2000, between Select Medical Corporation and Michael E.
Tarvin, incorporated by reference to Exhibit 10.22 of Select Medical Corporation’s Registration Statement on
Form S-1 filed October 27, 2000 (Reg. No. 333-48856).

Amendment to Change of Control Agreement, dated as of February 23, 2001, between Select Medical Corporation
and Michadl E. Tarvin, incorporated by reference to Exhibit 10.54 of Select Medical Corporation’s Registration
Statement on Form S-1 filed March 30, 2001 (Reg. No. 333-48856).

Second Amendment to Change of Control Agreement, dated as of February 24, 2005, between Select Medical
Corporation and Michael E. Tarvin, incorporated by reference to Exhibit 10.39 of Select Medical Corporation’s
Form S-4 filed June 16, 2005 (Reg. No. 333-125846).

Change of Control Agreement, dated as of March 1, 2000, between Select Medical Corporation and Scott A.
Romberger, incorporated by referenceto Exhibit 10.56 of Select Medical Corporation’sAnnual Report on Form 10-
K for the fiscal year ended December 31, 2001 (Reg. No. 000-32499).

Amendment to Change of Control Agreement, dated as of February 23, 2001, between Select Medical Corporation
and Scott A. Romberger, incorporated by reference to Exhibit 10.57 of Select Medical Corporation’sAnnual Report
on Form 10-K for the fiscal year ended December 31, 2001 (Reg. No. 000-32499).

Second Amendment to Change of Control Agreement, dated as of February 24, 2005, between Select Medical
Corporation and Scott A. Romberger, incorporated by reference to Exhibit 10.42 of Select Medical Corporation’s
Form S-4 filed June 16, 2005 (Reg. No. 333-125846).

Formof Unit Award Agreement, incorporated by referenceto Exhibit 10.54 of Select Medical HoldingsCorporation’s
Form S-1 filed July 24, 2008 (Reg. No. 333-152514).

Office Lease Agreement, dated as of June 17, 1999, between Select Medical Corporation and Old Gettysburg
Associates 111, incorporated by reference to Exhibit 10.27 of Select Medical Corporation’s Registration Statement
on Form S-1 filed October 27, 2000 (Reg. No. 333-48856).

First Addendum to L ease Agreement, dated as of April 25, 2008, between Old Gettysburg Associates |11 and Select
Medical Corporation, incorporated by referenceto Exhibit 10.65 of Select Medical HoldingsCorporation’sForm S-1
filed July 24, 2008 (Reg. No. 333-152514).

Second Addendum to Lease Agreement, dated as of November 1, 2012, between Old Gettysburg Associates |11 LP
and Select Medical Corporation, incorporated by reference to Exhibit 10.37 of the Annual Report on Form 10-K of
Select Medical Holdings Corporation and Select Medical Corporation filed on February 26, 2013 (Reg.
Nos. 001-34465 and 001-31441).

Office Lease Agreement, dated August 25, 2006, between Old Gettysburg Associates 1V, L.P. and Select Medical
Corporation, incorporated by referenceto Exhibit 10.1 of Select Medical Corporation’sQuarterly Report on Form 10-
Q for the quarter ended September 30, 2006 (Reg. No. 001-31441).
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Number

Description

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43

First Addendum to L ease Agreement, dated as of November 1, 2012, between Old Gettysburg Associates |V LPand
Select Medical Corporation, incorporated by referenceto Exhibit 10.39 of the Annual Report on Form 10-K of Select
Medical Holdings Corporation and Select Medical Corporation filed on February 26, 2013 (Reg. Nos. 001-34465
and 001-31441).

Office Lease Agreement, dated November 1, 2012, by and between Select Medical Corporation and Old Gettysburg
Associates, incorporated by reference to Exhibit 10.40 of the Annual Report on Form 10-K of Select Medical
Holdings Corporation and Select Medical Corporation filed on February 26, 2013 (Reg. Nos. 001-34465 and
001-31441).

Office Lease Agreement, dated November 1, 2012, by and between Select Medical Corporation and Old Gettysburg
Associates |, LP, incorporated by reference to Exhibit 10.41 of the Annual Report on Form 10-K of Select Medical
Holdings Corporation and Select Medical Corporation filed on February 26, 2013 (Reg. Nos. 001-34465 and
001-31441).

Naming, Promotional and Sponsorship Agreement, dated as of October 1, 1997, between NovaCare, Inc. and the
Philadelphia Eagles Limited Partnership, assumed by Select Medical Corporation in a Consent and Assumption
Agreement dated November 19, 1999 by and among NovaCare, Inc., Select Medical CorporationandthePhiladel phia
EaglesLimited Partnership, incorporated by referenceto Exhibit 10.36 of Select Medical Corporation’s Registration
Statement on Form S-1 filed December 7, 2000 (Reg. No. 333-43856).

First Amendment to Naming, Promotional and Sponsorship Agreement, dated as of January 1, 2004, between Select
Medical Corporation and Philadelphia Eagles, LLC, incorporated by reference to Exhibit 10.63 of Select Medical
Corporation’s Form S-4 filed June 16, 2005 (Reg. No. 333-125846).

Select Medical Holdings Corporation 2005 Equity | ncentive Plan, asamended and restated, incorporated by reference
to Exhibit 10.88 of Select Medical Holdings Corporation's Form S-1/A filed September 9, 2009 (Reg.
No. 333-152514).

Select Medical Holdings Corporation 2011 Equity Incentive Plan, incorporated by reference to Exhibit A to Select
Medical Holdings Corporation’s Definitive Proxy Statement on Schedule 14A filed on March 25, 2011 (Reg.
No. 333-174393).

Select Medical Holdings Corporation 2005 Equity Incentive Plan for Non-Employee Directors, as amended and
restated, incorporated by reference to Exhibit 10.89 of Select Medical Holdings Corporation’s Form S-1/A filed
September 9, 2009 (Reg. No. 333-152514).

Amendment No. 6 to Employment Agreement between Select Medical Corporation and Rocco A. Ortenzio,
incorporated by reference to Exhibit 10.95 of Select Medica Holdings Corporation’s Form S-1/A filed June 18,
2009 (Reg. No. 333-152514).

Amendment No. 6 to Employment Agreement between Select Medical Corporation and Robert A. Ortenzio,
incorporated by reference to Exhibit 10.96 of Select Medical Holdings Corporation’s Form S-1/A filed June 18,
2009 (Reg. No. 333-152514).

Third Amendment to Change of Control Agreement between Select Medical Corporation and Michagl E. Tarvin,
incorporated by reference to Exhibit 10.100 of Select Medical Holdings Corporation’s Form S-1/A filed June 18,
2009 (Reg. No. 333-152514).

Third Amendment to Change of Control Agreement between Select Medical Corporation and Scott A. Romberger,
incorporated by reference to Exhibit 10.102 of Select Medical Holdings Corporation’s Form S-1/A filed June 18,
2009 (Reg. No. 333-152514).

Third Amendment to Change of Control Agreement between Select Medical Corporation and Martin F. Jackson,
incorporated by reference to Exhibit 10.103 of Select Medical Holdings Corporation’s Form S-1/A filed June 18,
2009 (Reg. No. 333-152514).

Form of Restricted Stock Agreement under the 2005 Equity Incentive Plan, incorporated by reference to
Exhibit 10.119 of the Annual Report on Form 10-K of Select Medical Holdings Corporation and Select Medical
Corporation filed on March 17, 2010 (Reg. Nos. 001-34465 and 001-31441).

Employment Agreement, dated September 13, 2010, by and between Select Medical Corporation and David S.
Chernow, incorporated herein by reference to Exhibit 10.1 of the Current Report on Form 8-K of Select Medical
Holdings Corporation and Select Medical Corporation filed on September 15, 2010. (Reg. Nos. 001-34465 and
001-31441).

Amendment No. 1 to Employment Agreement, dated March 21, 2011, between Select Medical Corporation and
David S. Chernow, incorporated herein by reference to Exhibit 10.8 of the Quarterly Report on Form 10-Q of Select
Medical Holdings Corporation and Select Medical Corporation filed on May 5, 2011. (Reg. Nos. 001-34465 and
001-31441).

Amendment No. 7 to Employment Agreement, dated November 10, 2010, by and between Select Medical
Corporation and Rocco A. Ortenzio, incorporated herein by reference to Exhibit 10.1 of the Current Report on
Form 8-K of Select Medical Holdings Corporation and Select filed on November 15, 2010. (Reg. Nos. 001-34465
and 001-31441).
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10.44

10.45

10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

10.56

10.57

10.58

Amendment No. 7 to Employment Agreement, dated November 10, 2010, by and between Select Medical
Corporation and Robert A. Ortenzio, incorporated herein by reference to Exhibit 10.2 of the Current Report on
Form 8-K of Select Medical Holdings Corporation and Select filed on November 15, 2010. (Reg. Nos. 001-34465
and 001-31441).

Fourth Amendment to Change of Control Agreement, dated March 8, 2011, between Select Medical Corporation
and Martin F. Jackson, incorporated herein by reference to Exhibit 10.111 of the Annual Report on Form 10-K of
Select Medical Holdings Corporation and Select Medical Corporation filed on March 9, 2011 (Reg. Nos. 001-34465
and 001-31441).

Amendment No. 8to Employment Agreement, dated March 8, 2011, between Select Medical Corporation and Robert
A. Ortenzio, incorporated herein by referenceto Exhibit 10.112 of theAnnual Report on Form 10-K of Select Medical
HoldingsCorporation and Select Medical CorporationfiledonMarch 9, 2011 (Reg. Nos. 001-34465and 001-31441).

Amendment No. 8to Employment Agreement, dated March 8, 2011, between Select M edical Corporation and Rocco
A. Ortenzio, incorporated herein by referenceto Exhibit 10.113 of theAnnual Report on Form 10-K of Select Medical
HoldingsCorporationand Select Medical CorporationfiledonMarch 9, 2011 (Reg. Nos. 001-34465 and 001-31441).

Fourth Amendment to Change of Control Agreement, dated March 8, 2011, between Select Medical Corporation
and Scott A. Romberger, incorporated herein by reference to Exhibit 10.115 of the Annual Report on Form 10-K of
Select Medical Holdings Corporation and Select Medical Corporationfiled on March 9, 2011 (Reg. Nos. 001-34465
and 001-31441).

Fourth Amendment to Change of Control Agreement, dated March 8, 2011, between Select Medical Corporation
and Michael E. Tarvin, incorporated herein by reference to Exhibit 10.117 of the Annual Report on Form 10-K of
Select Medical Holdings Corporation and Select Medical Corporation filed on March 9, 2011 (Reg. Nos. 001-34465
and 001-31441).

Form of Restricted Stock Award Agreement under the Select Medical Holdings Corporation 2011 Equity Incentive
Plan, incorporated herein by reference to Exhibit 10.107 of the Annual Report on Form 10-K of Select Medical
HoldingsCorporation and Select Medical CorporationfiledonMarch 2, 2012 (Reg. Nos. 001-34465and 001-31441).

Office Lease Agreement, dated October 30, 2014, between Century Park Investments, L.P. and Select Medical
Corporation, incorporated herein by referenceto Exhibit 10.80 of the Annual Report on Form 10-K of Select Medical
Holdings Corporation and Select Medical Corporation filed on February 25, 2015 (Reg. Nos. 001-34465 and
001-31441).

First Lien Credit Agreement, dated June 1, 2015, by and among, ConcentraHoldings, Inc., Concentra, Inc., JPMorgan
Chase Bank, N.A. as administrative agent, collateral agent and lender and the additional Ienders names therein,
incorporated herein by reference to Exhibit 10.3 of the Quarterly Report on Form 10-Q of Select Medical Holdings
Corporation and Select Medical Corporation filed on August 6, 2015 (Reg. Nos. 001-34465 and 001-31441).

First Amendment to L ease Agreement, dated February 24, 2016, between Old Gettysburg |1, LPand Select Medical
Corporation, incorporated herein by referenceto Exhibit 10.82 of the Annual Report on Form 10-K of Select Medical
Holdings Corporation and Select Medical Corporation filed February 26, 2016 (Reg. Nos. 001-34465 and
001-31441).

Second Amendment to the L ease Agreement, dated June 1, 2016, between Old Gettysburg |1, LPand Select Medical
Corporation, incorporated herein by referenceto Exhibit 10.1 of the Quarterly Report on Form 10-Q of Select Medical
Holdings Corporation and Select Medical Corporation filed August 4, 2016 (Reg. Nos. 001-34465 and 001-31441).

Third Amendment to the Lease Agreement, dated September 19, 2016, between Old Gettysburg |1, LP and Select
Medical Corporation, incorporated herein by reference to Exhibit 10.1 of the Quarterly Report on Form 10-Q of
Select Medical Holdings Corporationand Select Medical Corporationfiled November 3, 2016 (Reg. Nos. 001-34465
and 001-31441).

Amendment No. 1, dated September 26, 2016, among Concentra Inc., Concentra Holdings, Inc., JP Morgan Chase
Bank, N.A, as the administrative agent, collateral agent and lender, and the additional lenders named therein,
incorporated herein by reference to Exhibit 10.1 of the Current Report on Form 8-K of Select Medical Holdings
Corporation and Select Medical Corporation filed on September 28, 2016 (Reg. Nos. 001-34465 and 001-31441).

Office Lease Agreement, dated October 28, 2016, between Select Medical Corporation and Old Gettysburg
AssociatesV, L.P, incorporated herein by reference to Exhibit 10.3 of the Quarterly Report on Form 10-Q of Select
Medical Holdings Corporation and Select Medical Corporation filed November 3, 2016 (Reg. Nos. 001-34465 and
001-31441).

First Amendment to the L ease Agreement, dated November 15, 2016, between Old Gettysburg Associates and Sel ect
Medical Corporation, incorporated herein by referenceto Exhibit 10.75 of the Annual Report on Form 10-K of Select
Medical Holdings Corporation and Select Medical Corporation filed February 23, 2017 (Reg. Nos. 001-34465 and
001-31441).
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10.59

10.60

10.61

10.62

10.63

10.64

10.65

10.66

10.67

10.68

10.69

10.70

Select Medical Holdings Corporation 2016 Equity Incentive Plan, incorporated herein by reference to Appendix A
of the Definitive Proxy Statement on Schedule 14A of Select Medical Holdings Corporation filed March 3, 2016
(Reg. No. 001-34465).

Form of Restricted Stock Award Agreement under the Select Medical Holdings Corporation 2016 Equity Incentive
Plan, incorporated herein by reference to Exhibit 10.77 of the Annual Report on Form 10-K of Select Medical
HoldingsCorporation and Select Medical Corporationfiled February 23, 2017 (Reg Nos. 001-34465 and 001-31441).

Credit Agreement, dated as of March 6, 2017, among Select Medical Holdings Corporation, Select Medical
Corporation, JPMorgan Chase Bank, N.A., asAdministrative and Collateral Agent, Wells Fargo Securities, LLC and
Deutsche Bank Securities Inc., as CoSyndication Agents and RBC Capital Markets, Merrill Lynch, Pierce, Fenner
& Smith Incorporated, Goldman Sachs Bank USA, PNC Bank, National Association and Morgan Stanley Senior
Funding, Inc., as Co-Documentation Agents and the other lenders and issuing banks party thereto, incorporated
herein by reference to Exhibit 10.1 of the Current Report on Form 8-K of Select Medical Holdings Corporation and
Select Medical Corporation filed on March 7, 2017 (Reg Nos. 001- 34465 and 001-31441).

Change of Control Agreement, dated February 16, 2017, between Select Medical Corporation and John A. Saich,
incorporated herein by reference to Exhibit 10.2 of the Quarterly Report on Form 10-Q of Select Medical Holdings
Corporation and Select Medical Corporation filed May 4, 2017 (Reg Nos. 001- 34465 and 001-31441).

Second Amendment to L ease Agreement, dated as of May 30, 2017, between Old Gettysburg Associates and Select
Medical Corporation, incorporated by reference to Exhibit 10.1 of the Quarterly Report on Form 10-Q of Select
Medical Holdings Corporation and Select Medical Corporation filed August 3, 2017 (Reg. Nos. 001-34465 and
001-31441).

Amended and Restated Limited Liability Company Agreement of Concentra Group Holdings Parent, LLC, dated
February 1, 2018, by and among ConcentraGroup HoldingsParent, LL C, Select Medical Corporation, Welsh, Carson,
Anderson & StoweXIll, L.P, Dignity HealthHolding Corporation, Cressey & Company IV L P, and theother members
named therein, incorporated herein by referenceto Exhibit 10.1 of the Current Report on Form 8-K of Select Medical
Holdings Corporation and Select Medical Corporationfiled February 2, 2018 (Reg. Nos. 001-34465 and 001-31441).

Amendment No. 3, dated February 1, 2018, to the First Lien Credit Agreement, dated as of June 1, 2015, among
Concentra Inc., MJ Acquisition Corporation, Concentra Holdings, Inc., the Lenders party thereto and JPMorgan
Chase Bank, N.A., as amended by Amendment No. 1, dated as of September 26, 2016, Amendment No. 2, dated as
of March 20, 2017, incorporated herein by reference to Exhibit 10.2 of the Current Report on Form 8-K of Select
Medical Holdings Corporation and Select Medical Corporation filed February 2, 2018 (Reg. Nos. 001-34465 and
001-31441).

Amendment No. 1, dated March 22, 2018, to the Credit Agreement, dated March 6, 2017, by and among Select
Medical Holdings Corporation, Select Medical Corporation, JPMorgan Chase Bank, N.A., asAdministrative Agent
and Collateral Agent, and the other Ienders and issuing banks party thereto, incorporated herein by reference to
Exhibit 10.1 of the Current Report on Form 8-K of Select Medical Holdings Corporation and Select Medical
Corporation filed March 23, 2018 (Reg. Nos. 001-34465 and 001-31441).

Amendment No. 1, dated June 28, 2018, to the Amended and Restated Limited Liability Company Agreement of
Concentra Group Holdings Parent, LLC, dated February 1, 2018, by and among Concentra Group Holdings Parent,
LLC, Select Medical Corporation, Welsh, Carson, Anderson & Stowe X1, L.P,, Dignity Health Holding Corporation,
Cressey & Company 1V LP, and the other members named therein, incorporated herein by reference to Exhibit 10.68
of the Annual Report on Form 10-K of Select Medical Holdings Corporation and Select Medical Corporation filed
on February 21, 2019 (Reg. Nos. 001-34465 and 001-31441).

Amendment No. 2, dated October 26, 2018, to the Credit Agreement, dated March 6, 2017, by and among Select
Medical Holdings Corporation, Select Medical Corporation, JPMorgan Chase Bank, N.A., asAdministrative Agent
and Collateral Agent, and the other lenders and issuing banks party thereto, as amended by Amendment No. 1, dated
as of March 22, 2018, incorporated herein by reference to Exhibit 10.1 of Current Report on Form 8-K of Select
Medical Holdings Corporation and Select Medical Corporation filed October 31, 2018 (Reg. Nos. 001-34465 and
001-31441).

Amendment No. 4, dated October 26, 2018, to the First Lien Credit Agreement, dated as of June 1, 2015, among
ConcentraHoldingsInc., MJAcquisition Corporation, Concentra Inc., thelenders party thereto and JPM organ Chase
Bank, N.A., asAdministrative and Collateral Agent, as amended by Amendment No. 1, dated as of September 26,
2016, Amendment No. 2, dated as of March 20, 2017 and Amendment No. 3, dated February 1, 2018, incorporated
herein by reference to Exhibit 10.2 of the Current Report on Form 8-K of Select Medical Holdings Corporation and
Select Medical Corporation filed October 31, 2018 (Reg. Nos. 001-34465 and 001-31441).

Office Lease Agreement, dated as of October 24, 2018, between 207 Associates and Independence Avenue
Investments, LLC and Select Medical Corporation, incorporated herein by reference to Exhibit 10.71 of the Annual
Report on Form 10-K of Select Medical Holdings Corporation and Select Medical Corporation filed on February
21, 2019 (Reg. Nos. 001-34465 and 001-31441).
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Number Description

10.71 Amendment No. 5, dated April 8, 2019, totheFirst Lien Credit Agreement, dated asof June 1, 2015, among Concentra
Holdings Inc., MJ Acquisition Corporation, Concentra Inc., the lenders party thereto and JPMorgan Chase Bank,
N.A., asAdministrative and Collateral Agent, as amended by Amendment No. 1, dated as of September 26, 2016,
Amendment No. 2, dated as of March 20, 2017, Amendment No. 3, dated as of February 1, 2018, and Amendment
No. 4, dated as of October 26, 2018, incorporated herein by reference to Exhibit 10.1 of the Current Report on Form
8-K of Select Medical Holdings Corporation and Select Medical Corporation filed April 11, 2019 (Reg. Nos.
001-34465 and 001-31441).

10.72 Amendment No. 3, dated August 1, 2019, to the Credit Agreement, dated March 6, 2017, by and among Select
Medical Holdings Corporation, Select Medical Corporation, JPMorgan Chase Bank, N.A., asAdministrative Agent
and Collateral Agent, and the other lenders and issuing banks party thereto, as amended by Amendment No. 1, dated
as of March 22, 2018, and Amendment No. 2, dated as of October 26, 2018, incorporated herein by reference to
Exhibit 10.1 of the Current Report on Form 8-K of Select Medical Holdings Corporation filed August 1, 2019 (Reg.
No. 001-34465).

10.73 Amendment No. 6, dated September 20, 2019, to the First Lien Credit Agreement, dated as of June 1, 2015, among
ConcentraHoldingsInc., MJAcquisition Corporation, Concentralnc., thelenders party thereto and JPM organ Chase
Bank, N.A., asAdministrative Agent and Collateral Agent, asamended by Amendment No. 1, dated as of September
26,2016, Amendment No. 2, dated asof March 20, 2017, Amendment No. 3, dated asof February 1, 2018, Amendment
No. 4, dated as of October 26, 2018, and Amendment No. 5, dated as of April 8, 2019, incorporated herein by
referenceto Exhibit 10.1 of the Current Report on Form 8-K of Select Medical Holdings Corporation filed September
24, 2019 (Reg. No. 001-34465).

10.74 Amendment No. 4, dated December 10, 2019, to the Credit Agreement, dated March 6, 2017, by and among Select
Medical Holdings Corporation, Select Medical Corporation, JPMorgan Chase Bank, N.A., asAdministrative Agent
and Collateral Agent, and the other lenders and issuing banks party thereto, asamended by Amendment No. 1, dated
as of March 22, 2018, Amendment No. 2, dated as of October 26, 2018 and Amendment No. 3, dated as of August
1, 2019, incorporated herein by reference to Exhibit 10.1 of the Current Report on Form 8-K of Select Medical
Holdings Corporation filed December 11, 2019 (Reg. No. 001-34465).

10.75 First Lien Term Loan Credit Agreement, dated December 10, 2019, by and among Select Medical Corporation,
Concentralnc. and ConcentraHoldings, Inc., incorporated herein by reference to Exhibit 10.2 of the Current Report
on Form 8-K of Select Medical Holdings Corporation filed December 11, 2019 (Reg. No. 001-34465).

21.1 Subsidiaries of Select Medical Holdings Corporation.
23 Consent of PricewaterhouseCoopersLLP.
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Executive Vice President and Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

32.1 Certification of Chief Executive Officer, and Executive Vice President and Chief Financial Officer pursuant to 18
U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document - the instance document does not appear in the Interactive Data File because its XBRL
tags are embedded within the Inline XBRL document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB XBRL Taxonomy Extension Label Linkbase Document.
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.

The representations, warranties, and covenants contained in the agreements set forth in this Exhibit Index were made only
asof specified datesfor the purposes of the applicable agreement, were made solely for the benefit of the partiesto such agreement,
and may be subject to qualifications and limitations agreed upon by the parties. In particular, the representations, warranties, and
covenants contained in such agreement were negotiated with the principal purpose of allocating risk between the parties, rather
than establishing matters as facts, and may have been qualified by confidential disclosures. Such representations, warranties, and
covenants may also be subject to a contractual standard of materiality different from those generally applicable to stockholders
and to reports and documents filed with the SEC. Accordingly, investors should not rely on such representations, warranties, and
covenants as characterizations of the actual state of facts or circumstances described therein. Information concerning the subject
matter of such representations, warranties, and covenants may change after the date of such agreement, which subsequent
information may or may not be fully reflected in the parties’ public disclosures.

Item 16. Form 10-K Summary.

None.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SELECT MEDICAL HOLDINGS CORPORATION

By: /s’ MICHAEL E. TARVIN
Michael E. Tarvin
(Executive Vice President, General Counsel and
Secretary)

Date: February 20, 2020

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities indicated as of February 20, 2020.

/s ROCCOA. ORTENZIO /s ROBERT A. ORTENZIO
Rocco A. Ortenzio Robert A. Ortenzio
Director, Vice Chairman and Co-Founder Director, Executive Chairman and Co-Founder
/s/ DAVID S. CHERNOW /s MARTIN F. JACKSON
David S. Chernow Martin F. Jackson
President and Chief Executive Officer (principal executive Executive Vice President and Chief Financial Officer
officer) (principal financial officer)
/sl SCOTT A. ROMBERGER
Scott A. Romberger /sy RUSSELL L. CARSON
Senior MVice President, Controller and Chief Accounting Russell L. Carson
Officer (principal accounting officer) Director
/sy BRYAN C. CRESSEY /s WILLIAM H. FRIST, M.D.
Bryan C. Cressey William H. Frist, M.D.
Director Director
/' JAMES S. ELY Il /sl LEOPOLD SWERGOLD
James S. Ely 111 Leopold Swergold
Director Director
/sy THOMASA. SCULLY /s/ DANIEL J. THOMAS
ThomasA. Scully Daniel J. Thomas
Director Director

/sy MARILYN B. TAVENNER
Marilyn B. Tavenner
Director
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
of Select Medical Holdings Corporation

Opinions on the Financial Statements and I nternal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of Select Medical Holdings Corporation and its subsidiaries (the
“Company”) as of December 31, 2019 and 2018, and the related consolidated statements of operations and comprehensive income, of
changes in equity and income, and of cash flows for each of the three years in the period ended December 31, 2019, including the
related notes and schedule of valuation and qualifying accounts for each of the three years in the period ended December 31, 2019
listed in the accompanying index (collectively referred to as the “consolidated financial statements’). We aso have audited the
Company's internal control over financial reporting as of December 31, 2019, based on criteria established in Internal Control -
Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

In our opinion, the consolidated financial statements referred to above present fairly, in al material respects, the financial position of
the Company as of December 31, 2019 and 2018, and the results of its operations and its cash flows for each of the three yearsin the
period ended December 31, 2019 in conformity with accounting principles generally accepted in the United States of America. Also
in our opinion, the Company maintained, in all material respects, effectiveinternal control over financial reporting as of December 31,
2019, based on criteria established in Internal Control - Integrated Framework (2013) issued by the COSO.

Change in Accounting Principle

Asdiscussed in Note 1 to the consolidated financial statements, the Company changed the manner in which it accounts for leases as
of January 1, 2019.

Basisfor Opinions

The Company's management is responsible for these consolidated financial statements, for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, included in Management’s
Report onlnternal Control over Financial Reporting appearing under Item 9A.. Our responsibility isto expressopinionsonthe Company’s
consolidated financial statements and on the Company'sinternal control over financial reporting based on our audits. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be
independent with respect to the Company in accordance with the U.S. federal securities |aws and the applicable rules and regulations
of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits
to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to
error or fraud, and whether effective internal control over financial reporting was maintained in all material respects.

Our audits of the consolidated financial statements included performing procedures to assess the risks of material misstatement of the
consolidated financial statements, whether dueto error or fraud, and performing proceduresthat respond to thoserisks. Such procedures
included examining, on atest basis, evidence regarding the amountsand disclosuresin the consolidated financial statements. Our audits
alsoincluded evaluating the accounting princi ples used and significant estimatesmade by management, aswell asevaluating the overall
presentation of the consolidated financial statements. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that amaterial weakness exists, and testing and evaluating
the design and operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

Definition and Limitations of I nternal Control over Financial Reporting

A company’sinternal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statementsfor external purposesin accordancewith generally accepted accounting
principles. A company’sinternal control over financial reportingincludesthosepoliciesand proceduresthat (i) pertaintothemaintenance
of recordsthat, inreasonabledetail, accurately andfairly reflect thetransacti onsand dispositionsof theassetsof thecompany; (ii) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
Statements.
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Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changesin
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Critical Audit Matters

The critical audit matter communicated below isamatter arising from the current period audit of the consolidated financia statements
that was communicated or required to be communicated to the audit committee and that (i) relates to accounts or disclosures that are
material to the consolidated financial statements and (ii) involved our especially challenging, subjective, or complex judgments. The
communication of critical audit mattersdoesnot alter in any way our opinion on the consolidated financial statements, taken asawhole,
and we are not, by communicating the critical audit matter below, providing a separate opinion on the critical audit matter or on the
accounts or disclosures to which it relates.

Valuation of patient accounts receivable - contractual allowances

As described in Note 1 to the consolidated financial statements, substantially all of the Company’s accounts receivable are related to
providing healthcare services to patients whose costs are primarily paid by federal and state governmental authorities, managed care
health plans, commercial insurance companies, and workers' compensation and employer programs. Asof December 31, 2019, accounts
receivable of the Company totaled approximately $762.7 million. The Company reports accounts receivable at an amount equal to the
consideration management expects to receive in exchange for providing healthcare services to its patients, which is estimated using
contractual provisionsassociated with specific payors, historical reimbursement rates, and an analysisof past reimbursement experience
to estimate contractual alowances.

The principal considerations for our determination that performing procedures relating to the valuation of patient accounts receivable
- contractual allowances is a critical audit matter are that there was significant judgment by management in estimating accounts
receivable at an amount equal to the consideration management expects to receive. This resulted in significant auditor judgment and
effort in performing procedures and evaluating the audit evidence obtained in relation to the valuation of patient accounts receivable
- contractual allowances.

Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our overall opinion
on the consolidated financia statements. These procedures included testing the effectiveness of controls relating to management’s
valuation of patient accountsreceivable, including controlsover the estimate of contractual allowances. These proceduresalsoincluded,
among others: (i) eval uating management’s processfor devel oping the estimatefor contractual allowances, (ii) testing the completeness,
accuracy, and relevance of the underlying data used to estimate contractual allowances, including historical billing and reimbursement
data, (iii) testing the accuracy of a sample of revenue transactions and a sample of cash receipts from the historical billing and
reimbursement data which is used in management’s estimation of contractual allowances, and (iv) evaluating the historical accuracy
of management’s process for devel oping the estimate of the amount which management expects to collect by comparing actual cash
receipts to the previously recorded patient accounts receivable.

/s PricewaterhouseCoopers LLP

Harrisburg, Pennsylvania
February 20, 2020

We have served as the Company’s auditor since 2005.
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PART | FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

Consolidated Balance Sheets

Select M edical Holdings Cor poration

(in thousands, except share and per share amounts)

ASSETS

Current Assets:
Cash and cash equivalents
Accountsreceivable
Prepaid income taxes
Other current assets
Total Current Assets
Operating | ease right-of-use assets
Property and equipment, net
Goodwill
Identifiable intangible assets, net
Other assets
Total Assets

December 31, 2018

December 31, 2019

LIABILITIESAND EQUITY

Current Liabilities:
Overdrafts
Current operating lease liabilities

Current portion of long-term debt and notes payable

Accounts payable

Accrued payroll

Accrued vacation

Accrued interest

Accrued other

Income taxes payable
Total Current Liabilities
Non-current operating lease liabilities
Long-term debt, net of current portion
Non-current deferred tax liability
Other non-current liabilities
Total Liabilities
Commitments and contingencies (Note 16)
Redeemable non-controlling interests
Stockholders' Equity:

Common stock, $0.001 par value, 700,000,000 shares authorized, 135,265,864 and
134,328,112 shares issued and outstanding at 2018 and 2019, respectively

Capital in excess of par
Retained earnings
Total Stockholders' Equity
Non-controlling interests
Total Equity
Total Liabilitiesand Equity

$ 175178 $ 335,882
706,676 762,677

20,539 18,585

90,131 95,848

992,524 1,212,992

— 1,003,986

979,810 998,406

3,320,726 3,391,955

437,693 409,068

233,512 323,881

$ 5,964,265 $ 7,340,288
$ 25,083 $ —
— 207,950

43,865 25,167

146,693 145,731

172,386 183,754

110,660 124,111

12,137 33,853

190,691 191,076

3,671 2,638

705,186 914,280

— 852,897

3,249,516 3,419,943

153,895 148,258

158,940 101,334

4,267,537 5,436,712

780,488 974,541

135 134

482,556 491,038

320,351 279,800

803,042 770,972

113,198 158,063

916,240 929,035

$ 5,964,265 $ 7,340,288

The accompanying notes are an integral part of these consolidated financial statements.
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Select Medical Holdings Cor por ation
Consolidated Statements of Operations and Comprehensive Income
(in thousands, except per share amounts)

For the Year Ended December 31,

2017 2018 2019

Net operating revenues $ 4365245 $ 5,081,258 $ 5,453,922
Costs and expenses:

Cost of services, exclusive of depreciation and amortization 3,735,309 4,341,056 4,641,002

Genera and administrative 114,047 121,268 128,463

Depreciation and amortization 160,011 201,655 212,576
Total costs and expenses 4,009,367 4,663,979 4,982,041
Income from operations 355,878 417,279 471,881
Other income and expense:

Loss on early retirement of debt (29,719) (14,155) (38,083)

Equity in earnings of unconsolidated subsidiaries 21,054 21,905 24,989

Gain (loss) on sale of businesses (49) 9,016 6,532

Interest expense (154,703) (198,493) (200,570)
Income before income taxes 202,461 235,552 264,749
Income tax expense (benefit) (18,184) 58,610 63,718
Net income 220,645 176,942 201,031
Less: Net income attributable to non-controlling interests 43,461 39,102 52,582
Net income attributable to Select Medical Holdings Corporation $ 177,184 % 137,840 $ 148,449
Earnings per common share (Note 15):

Basic $ 133 $ 102 $ 110

Diluted $ 133 $ 102 $ 1.10

The accompanying notes are an integral part of these consolidated financial statements.
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Balance at December 31, 2016

Net income attributable to Select Medical
Holdings Corporation

Net income attributable to non-controlling
interests

Issuance of restricted stock

Forfeitures of unvested restricted stock
Vesting of restricted stock

Repurchase of common shares
Exercise of stock options

Issuance of non-controlling interests

Distributions to and purchases of non-
controlling interests

Redemption adjustment on non-controlling
interests

Other
Balance at December 31, 2017

Net income attributable to Select Medical
Holdings Corporation

Net income attributable to non-controlling
interests

Issuance of restricted stock

Forfeitures of unvested restricted stock
Vesting of restricted stock

Repurchase of common shares
Exercise of stock options

Issuance and exchange of non-controlling
interests

Distributions to and purchases of non-
controlling interests

Redemption adjustment on non-controlling
interests

Other
Balance at December 31, 2018

Net income attributable to Select Medical
Holdings Corporation

Net income attributable to non-controlling
interests

Issuance of restricted stock

Forfeitures of unvested restricted stock
Vesting of restricted stock

Repurchase of common shares
Exercise of stock options

Issuance of non-controlling interests

Distributions to and purchases of non-
controlling interests

Redemption adjustment on non-controlling
interests

Other
Balance at December 31, 2019

Consolidated Statements of Changesin Equity and Income

Select Medical Holdings Cor por ation

(in thousands)

Total Stockholders' Equity

Redeemable
Non- Common Common Capital in Total Non-
controlling Stock Stock Excess Retained ~ Stockholders  controlling Total
interests Issued Par Value of Par Earnings Equity Interests Equity

$ 422,159 132597 $ 132 $ 443908 $ 371685 $ 815725 $ 90,176 $ 905,901
177,184 177,184 177,184

35,639 — 7,822 7,822
1,598 2 ) — _

27 0 — —

18,291 18,291 18,291
(280) 0 (2,666) (2,087) (4,753) (4,753)

227 0 2,017 2,017 2,017

1,951 1,951 16,329 18,280
(5,334) 7 7 (5,293) (5,286)
187,506 (187,506) (187,506) (187,506)

848 452 452 202 654

$ 640,818 134115  $ 134 $ 463499 $ 359735 $ 823368 $ 109,236 $ 932,604
137,840 137,840 137,840

27,775 — 11,327 11,327

1,491 1 ) — _

(168) 0 0 — —

20,443 20,443 20,443
(357) 0 (3,728) (3,109) (6,837) (6,837)

185 0 1,722 1,722 1,722

163,659 1,553 74,341 75,894 1,921 77,815
(217,570) (932) (83,617) (84,549) (10,839) (95,388)
164,476 (164,476) (164,476) (164,476)
1,330 (363) (363) 1,553 1,190

$ 780,488 135266 $ 135 $ 482556 $ 320351 $ 803042 $ 113198 $ 916,240
148,449 148,449 148,449

25,956 — 26,626 26,626

1,500 2 ) — —

(43) 0 — —

23,382 23,382 23,382

(2,500) 3) (22,565) (15,963) (38,531) (38,531)

105 0 964 964 964

6,499 6,499 31,622 38,121

(6,205) 204 204 (15,065) (14,861)
172,915 (172,915) (172,915) (172,915)
1,387 (122 (122) 1,682 1,560

$ 974,541 134328 $ 134 $ 491,038 $ 279800 $ 770972 $ 158,063

The accompanying notes are an integral part of these consolidated financial statements.
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Select M edical Holdings Cor poration
Consolidated Statements of Cash Flows
(in thousands)

For the Year Ended December 31,

2017 2018 2019
Operating activities
Net income $ 220,645 $ 176,942 $ 201,031
Adjustments to reconcile net income to net cash provided by operating activities:
Distributions from unconsolidated subsidiaries 20,006 15,721 20,222
Depreciation and amortization 160,011 201,655 212,576
Provision for bad debts 1,133 (203) 3,038
Equity in earnings of unconsolidated subsidiaries (21,054) (21,905) (24,989)
L oss on extinguishment of debt 6,527 2,999 22,130
Gain on sale of assets and businesses (10,349) (9,168) (6,321)
Stock compensation expense 19,284 23,326 26,451
Amortization of debt discount, premium and issuance costs 11,130 13,112 11,566
Deferred income taxes (72,324) 7,217 (7,435)
Changes in operating assets and liabilities, net of effects of business combinations:
Accounts receivable (118,833) 54,575 (57,991)
Other current assets 1,597 (4,152) (4,259)
Other assets (886) 7,857 6,122
Accounts payable 3,903 (1,778) 5,743
Accrued expenses 17,341 27,896 37,298
Net cash provided by operating activities 238,131 494,194 445,182
Investing activities
Business combinations, net of cash acquired (27,390) (523,134) (93,705)
Purchases of property and equipment (233,243) (167,281) (157,126)
Investment in businesses (12,682) (13,482) (66,090)
Proceeds from sale of assets and businesses 80,350 6,760 192
Net cash used in investing activities (192,965) (697,137) (316,729)
Financing activities
Borrowings on revolving facilities 970,000 595,000 700,000
Payments on revolving facilities (960,000) (805,000) (720,000)
Proceeds from term loans 1,139,487 779,823 1,208,106
Payments on term loans (1,179,442) (11,500) (1,618,170)
Proceeds from 6.250% senior notes — — 1,244,987
Payment on 6.375% senior notes — — (710,000)
Revolving facility debt issuance costs (4,392) (1,639) (310)
Borrowings of other debt 46,621 42,218 24,225
Principal payments on other debt (20,647) (25,242) (30,604)
Repurchase of common stock (4,753) (6,837) (38,531)
Proceeds from exercise of stock options 2,017 1,722 964
Decrease in overdrafts (9,899) (4,380) (25,083)
Proceeds from issuance of non-controlling interests 9,982 2,926 18,447
Distributions to and purchases of non-controlling interests (10,620) (311,519) (21,780)
Net cash provided by (used in) financing activities (21,646) 255,572 32,251
Net increase in cash and cash equivalents 23,520 52,629 160,704
Cash and cash equivaents at beginning of period 99,029 122,549 175,178
Cash and cash equivalents at end of period $ 122549 $ 175,178 $ 335,882
Supplemental information:
Cash paid for interest $ 149,156 $ 193,406 $ 182,992
Cash paid for taxes 64,991 48,153 70,592
Non-cash investing and financing activities:
Liabilities for purchases of property and equipment $ 30,043 $ 29134 $ 28,760
Non-cash equity exchange for acquisition of U.S. HealthWorks — 238,000 —

The accompanying notes are an integral part of these consolidated financial statements.
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SELECT MEDICAL HOLDINGS CORPORATION
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Significant Accounting Policies
Business Description

The consolidated financial statements of Select Medical Holdings Corporation (“Holdings’) include the accounts of its
wholly owned subsidiary, Select Medical Corporation (“ Select”). Holdings conducts substantially all of itsbusinessthrough Select
and its subsidiaries. Holdings and Select and its subsidiaries are collectively referred to as the “ Company.”

The Company is, based on number of facilities, oneof thelargest operatorsof critical illnessrecovery hospitals, rehabilitation
hospitals, outpatient rehabilitation clinics, and occupational health centers in the United States. As of December 31, 2019, the
Company had operationsin 47 states and the District of Columbia. As of December 31, 2019, the Company operated 101 critical
illness recovery hospitals, 29 rehabilitation hospitals, and 1,740 outpatient rehabilitation clinics. As of December 31, 2019,
Concentra, a joint venture subsidiary, operated 521 occupational health centers. Concentra also operated 131 onsite clinics at
employer worksites and 32 Department of Veterans Affairs CBOCs.

The Company is managed through four business segments: the critical illness recovery hospital segment, the rehabilitation
hospital segment, the outpatient rehabilitation segment, and the Concentra segment. The Company’s critical illness recovery
hospital segment consists of hospital s designed to serve the needs of patientsrecovering from critical illnesses, often with complex
medical needs, and therehabilitation hospital segment consistsof hospital sdesigned to serve patientsthat requireintensive physical
rehabilitation care. Patients are typically admitted to the Company’s critical illness recovery hospitals and rehabilitation hospitals
from general acute care hospitals. The Company’s outpatient rehabilitation segment consists of clinics that provide physical,
occupational, and speech rehabilitation services. The Company’s Concentra segment consists of occupational health centers that
provide workers compensation injury care, physical therapy, and consumer health services and onsite clinicslocated at employer
worksites that deliver occupational medicine services. Additionally, the Company’s Concentra segment includes Department of
Veterans Affairs community-based outpatient clinics (“* CBOCS") that deliver occupational medicine, physical therapy, veteran's
healthcare, and consumer health services.

Use of Estimates

The preparation of financial statementsin conformity with accounting principles generally accepted in the United States of
America (“GAAP") requires management to make estimates and assumptions that affect the reported amounts of assets and
liahilities, including disclosure of contingencies, at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Estimates and assumptions are used for, but not limited to: amounts realizable for services
performed, estimated useful lives of assets, the valuation of intangible assets, amounts payable for self-insured losses, and the
computation of income taxes. Future events and their effects cannot be predicted with certainty; accordingly, the Company’s
accounting estimates require the exercise of judgment. The accounting estimates used in the preparation of thefinancial statements
will change as new events occur, as more experience is acquired, as additional information is obtained, and as the Company’s
operating environment changes. The Company’s management evaluates and updates assumptions and estimates on an ongoing
basis. Actual results could differ from those estimates.

Principles of Consolidation

The consolidated financial statements include the accounts of Holdings, Select, and the subsidiaries, limited liability
companies, and limited partnerships in which the Company has a controlling financial interest. All intercompany balances and
transactions are eliminated in consolidation.

Non-Controlling I nterests

Theownershipinterestsheld by outside partiesin subsidiaries, limited liability companiesand limited partnershipscontrolled
by the Company are classified as non-controlling interests. Net income or loss is attributed to the Company’s non-controlling
interests. Some of the Company’s non-controlling ownership interests consist of outside partiesthat have certain redemption rights
that, if exercised, require the Company to purchase the parties’ ownership interests. These interests are classified and reported as
redeemabl e non-controlling interests and have been adjusted to their approximate redemption values, after the attribution of net
income or loss.

F-8



Table of Contents
SELECT MEDICAL HOLDINGS CORPORATION

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

1.  Organization and Significant Accounting Policies (Continued)

The Company’s redeemabl e non-controlling interests are comprised primarily of the Class A membership interests owned
by outside members of Concentra Group Holdings Parent, LL C (“ Concentra Group Holdings Parent”), each which have put rights
with respect to their interests in Concentra Group Holdings Parent. The redemption value of these membership interests is
approximately $750.6 million and $939.9 million asof December 31, 2018 and 2019, respectively. On January 1, 2020 and February
1, 2020, Select purchased portions of the outstanding membership interests owned by outside members of Concentra Group
Holdings Parent. Refer to Note 17 for discussion related to this transaction.

Earnings per Share

The Company’s capital structure includes common stock and unvested restricted stock awards. To compute earnings per
share (“ EPS"), the Company appliesthetwo-class method becausethe Company’ sunvested restricted stock awardsare participating
securities which are entitled to participate equally with the Company’s common stock in undistributed earnings. Application of
the Company’s two-class method is as follows:

(i)  Netincome attributable to the Company is reduced by the amount of dividends declared and by the contractual amount
of dividends that must be paid for the current period for each class of stock, if any.

(i) The remaining undistributed net income of the Company is then equally allocated to its common stock and unvested
restricted stock awards, asif all of the earnings for the period had been distributed. The total net income all ocated to each
security is determined by adding both distributed and undistributed net income for the period.

(iii) The net income allocated to each security isthen divided by the weighted average number of outstanding shares for the
period to determine the EPS for each security considered in the two-class method.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a maturity of three months or less when purchased to be cash
equivalents. Cash equivalents are stated at cost which approximates fair value.

Accounts Receivable

Substantially all of the Company’saccountsreceivableisrel ated to providing heal thcare servicesto patients. Thesehealthcare
services are primarily paid for by federal and state governmental authorities, managed care health plans, commercial insurance
companies, and workers' compensation and employer programs. The Company reports accounts receivable at an amount equal to
the consideration the Company expectsto receivein exchange for providing healthcare servicesto its patients, which is estimated
using contractual provisions associated with specific payors, historical reimbursement rates, and an analysis of past reimbursement
experience to estimate contractual allowances. Amounts that have been deemed to be uncollectible because of circumstances that
affect the ability of payors to make payments are written-off as bad debt expense as they occur.

Credit Risk and Payor Concentrations

Financial instrumentsthat potentially subject the Company to concentrations of credit risk consist primarily of cash balances
and accountsreceivable. The Company’s excess cash isheld with large financial institutions. The Company grantsunsecured credit
toitspatients, most of whomresideintheserviceareaof the Company’sfacilitiesand areinsured under third-party payor agreements.

Accounts receivable from the Medicare program represents the only significant third-party payor concentration for the
Company. The Company does not believe there is significant credit risk associated with this governmental program. Medicare
receivables comprise approximately 16% and 15% of the Company’s accounts receivable at December 31, 2018 and 2019,
respectively.
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The Company’s primary collection risks for its accounts receivable relate to non-governmental payors who insure the
Company’s patients and deductibles, co-payments, and self-insured amounts owed by the patient. The Company believesits credit
risk with its non-governmental payorsislimited due to the diversity in the Company’s non-governmental third-party payor base,
as well as their geographic dispersion. Further, deductibles, co-payments, and self-insured amounts owed by the patient are an
immaterial portion of the Company’s accounts receivable balance at both December 31, 2018 and 2019. The Company’s general
policy isto verify insurance coverage prior to the date of admission for patients admitted to its critical illness recovery hospitals
and rehabilitation hospitals. Within the Company’s outpatient rehabilitation clinics, insurance coverage is verified prior to the
patient’s visit. Within the Company’s Concentra centers, insurance coverage is verified or an authorization is received from the
patient’s employer prior to the patient’s visit.

Net operating revenues generated directly from the Medicare program represented approximately 30%, 27%, and 26% of
the Company’s total net operating revenues for the years ended December 31, 2017, 2018, and 2019, respectively. As a provider
of services under the Medicare program, the Company is subject to extensive regulations. The inability of any of the Company’s
critical illnessrecovery hospitals, rehabilitation hospitals, or outpatient rehabilitation clinicsto comply with Medicare regulations
can result in the Company receiving significantly less Medicare payments than the Company currently receives for its services
provided to patients.

Financial I nstruments

TheCompany’sfinancial instrumentsconsist principally of cash and cash equivalents, accountsreceivabl e, accountspayable,
and indebtedness. The carrying amount of cash and cash eguivalents, accounts receivable, and accounts payable approximate fair
value because of the short-term maturities of these instruments. The principal outstanding, carrying values, and fair values of the
Company’s indebtedness are presented in Note 9.

Leases

The Company evaluates whether acontract isor containsalease at theinception of the contract. Upon lease commencement,
the date on which alessor makes the underlying asset avail able to the Company for use, the Company classifiesthe lease as either
an operating or finance lease. Most of the Company’s facility and equipment leases are classified as operating leases.

Balance Sheet

For both operating and financel eases, the Company recogni zesaright-of-use asset and | easeliability at |ease commencement.
A right-of-use asset represents the Company’sright to use an underlying asset for the lease term while the lease liability represents
an obligation to make lease payments arising from a lease which are measured on a discounted basis. The Company elected the
short-term lease exemption for its equipment | eases; accordingly, equipment leaseswith terms of 12 monthsor lessare not recorded
on the consolidated balance sheets.

Lease liahilities are measured at the present value of the remaining, fixed |ease payments at |ease commencement. As most
of the Company’s leases do not specify an implicit rate, the Company uses its incremental borrowing rate, which coincides with
the lease term at the commencement of alease, in determining the present value of its remaining lease payments. The Company’s
leases may also specify extension or termination clauses. These options are factored into the measurement of the lease liability
when it is reasonably certain that the Company will exercise the option. Right-of-use assets are measured at an amount equal to
the initial lease liability, plus any prepaid lease payments (less any incentives received, such as reimbursement for leasehold
improvements) and initial direct costs, at the |ease commencement date.

The Company has elected to account for lease and non-lease components, such as common area maintenance, as a single
leasecomponent for itsfacility leases. Asaresult, thefixed paymentsthat woul d otherwise be all ocated to the non-lease components
are accounted for as lease payments and are included in the measurement of the Company’s right-of-use asset and lease liability.
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Satement of Operations and Comprehensive Income

For the Company’s operating leases, rent expense, acomponent of cost of services and general and administrative expenses
on the consolidated statements of operations and comprehensive income, isrecognized on astraight-line basis over the leaseterm.
The straight-line rent expense is reflective of the interest expense on the lease liability using the effective interest method and the
amortization of the right-of-use asset. The Company may enter into arrangements to sublease portions of its facilities and the
Company typically retainstheobligationtothelessor under thesearrangements. The Company’ ssubleasesareclassified asoperating
leases; accordingly, the Company continues to account for the original leases as it did prior to commencement of the subleases.
Sublease income, a component of cost of services on the consolidated statements of operations and comprehensive income, is
recoghized on a straight-line basis, as a reduction to rent expense, over the term of the sublease.

For the Company’s finance leases, interest expense on the lease liability is recognized using the effective interest method.
Amorti zation expense rel ated to the right-of -use asset is recognized on a straight-line basis over the shorter of the estimated useful
life of the asset or the lease term.

The Company elected the short-term lease exemption for its equipment leases. For these leases, the Company recognizes
lease payments on a straight-line basis over the lease term and variabl e lease payments are expensed as incurred. These expenses
are included as components of cost of services on the consolidated statements of operations and comprehensive income.

The Company makes payments related to changes in indexes or rates after the lease commencement date. Additionally, the
Company makes payments, which are not fixed at lease commencement, for property taxes, insurance, and common area
maintenancerel atedtoitsfacility leases. Thesevariablelease payments, which areexpensed asincurred, areincluded asacomponent
of cost of services and general and administrative expenses on the consolidated statements of operations and comprehensive
income.

Property and Equipment

Property and equipment arestated at cost, net of accumul ated depreci ation. Mai ntenanceand repairsof property and equi pment
are expensed as incurred. Improvements that increase the estimated useful life of an asset are capitalized. Direct internal and
external costs of developing software for internal use, including programming and enhancements, are capitalized and depreciated
over the estimated useful lives once the softwareis placed in service. Capitalized software costs are included within furniture and
equipment. Softwaretraining costs, maintenance, and repairsare expensed asincurred. Depreci ation and amortization are computed
using the straight-line method over the estimated useful lives of the assets or the term of the lease, as appropriate. The general
range of useful livesisasfollows:

Land improvements 5—25years
Leasehold improvements 1—20years
Buildings 40 years
Building improvements 5—40years
Furniture and equipment 1—20years

The Company reviewstherealizability of long-lived assetswhenever events or circumstances occur which indicate recorded
costs may not be recoverable. If it is determined that along-lived asset or asset group is not recoverable, an impairment chargeis
recoghized based on the excess of the carrying amount of the long-lived asset or asset group over its fair value.

I ntangible Assets
Goodwill and indefinite-lived identifiable intangible assets

Goodwill and other indefinite-livedintangibleassetsarerecognized primarily astheresult of businesscombinations. Goodwill
is assigned to reporting units based upon the specific nature of the business acquired. When a business combination contains
business components related to more than one reporting unit, goodwill is assigned to each reporting unit based upon an allocation
determined by therelative fair values of the business acquired. When the Company disposes of a business, the Company allocates
aportion of the reporting unit’s goodwill to that business using the relative fair value methodol ogy.
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Goodwill and other indefinite-lived intangible assets are not amortized, but instead are subject to periodic impairment
evaluations. Impairment tests are required to be conducted at least annually or when events or conditions occur that might suggest
a possible impairment. These events or conditions include, but are not limited to: a significant adverse change in the business
environment, regulatory environment, or legal factors; a current period operating or cash flow loss combined with a history of
such losses or a projection of continuing losses; or asale or disposition of asignificant portion of areporting unit. The occurrence
of one of these events or conditions could significantly impact an impairment assessment, necessitating an impairment charge.

The Company may first assess qualitatively if it can conclude whether goodwill is more likely than not impaired. If goodwill
is more likely than not impaired, the Company is then required to complete a quantitative analysis of whether a reporting unit’'s
fair valueislessthan its carrying amount. In evaluating whether it is more likely than not that the fair value of areporting unit is
lessthan its carrying amount, the Company considersrelevant events or circumstancesthat affect thefair value or carrying amount
of areporting unit. The Company considers both the income and market approach in determining the fair value of its reporting
units when performing a quantitative anaysis.

At December 31, 2019, the Company’s other indefinite-lived intangible assets consist of trademarks, certificates of need,
and accreditations. To determine the fair values of its trademarks, the Company uses arelief from royalty income approach. For
the Company’scertificatesof need and accreditations, the Company performsqualitative assessments. Aspart of these assessments,
the Company eval uates the current business environment, regulatory environment, legal and other company-specific factors. If it
ismore likely than not that the fair values are less than the carrying val ues, the Company performs a quantitative impairment test.

The Company’s most recent impairment assessments were completed during the fourth quarter of 2019 utilizing information
as of October 1, 2019. The Company did not identify any instances of impairment with respect to goodwill or other indefinite-
lived intangible assets as of Octaober 1, 2019.

Finite-lived identifiable intangibl e assets

At December 31, 2019, the Company’s finite-lived intangible assets consist of customer relationships and non-compete
agreements. Finite-lived intangible assets are amortized based on the pattern in which the economic benefits are consumed or
otherwise depleted. If such a pattern cannot be reliably determined, finite-lived intangible assets are amortized on a straight-line
basis over their estimated lives. Management believes that the below estimated useful lives are reasonabl e based on the economic
factors applicable to each class of finite-lived intangible asset.

Customer relationships 5—17 years
Non-compete agreements 1—15years

The Company reviewstherealizability of finite-lived intangibl e assetswhenever eventsor circumstancesoccur whichindicate
recorded amounts may not be recoverable. If the expected undiscounted future cash flows are less than the carrying amount of
such assets, the Company recognizes an impairment 10ss to the extent the carrying amount of the assets exceeds their estimated
fair value.

Equity Method | nvestments

The Company applies the equity method of accounting for investments in which the Company has the ability to exercise
significant influence over the operating and financial policies of theinvestee, but does not possess a controlling financial interest
in the investee. Investments of this nature are recorded at origina cost and adjusted periodically to recognize the Company’s
proportionate share of theinvestees' netincomeor lossesafter the date of investment. When net lossesfrom aninvestment accounted
for under the equity method exceed the carrying amount, the investment balance is reduced to zero. The Company resumes
accounting for the investment under the equity method if the investee subsequently reports net income and the Company’s share
of that netincome exceedsthe share of the net [osses not recogni zed during the period the equity method was suspended. | nvestments
arewritten down only when thereisclear evidence that adeclinein valuethat is other than temporary has occurred. The Company
evaluatesits equity method investments for impairment when thereis evidence or indicatorsthat alossin value may be other than
temporary.
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Income Taxes

The Company recognizes deferred tax assets and liabilitiesfor the expected future tax consequences of eventsthat have been
recognized inthe Company’sfinancial statements. Deferred tax assets and liabilities are determined on the basis of the differences
between the book and tax bases of assets and liabilities by using enacted tax rates in effect for the year in which the differences
are expected to reverse. The Company also recognizes the future tax benefits from net operating loss carryforwards as deferred
tax assets. Theeffect of achangeintax rateson deferred tax assetsand liabilitiesisrecognized inincomein the period that includes
the enactment date.

The Company evaluates the realizability of deferred tax assets and reduces those assets using a valuation allowanceiif it is
more likely than not that some portion or all of the deferred tax asset will not be realized. Among the factors used to assess the
likelihood of redlization are projections of futuretaxableincome streams, the expected timing of thereversalsof existingtemporary
differences, and the impact of tax planning strategies that could be implemented to avoid the potential loss of future tax benefits.

Reservesfor uncertain tax positions are established for exposureitemsrelated to various federal and state tax matters. Income
tax reserves are recorded when an exposure is identified and when, in the opinion of management, it is more likely than not that
atax position will not be sustained and the amount of the liability can be estimated.

I nsurance Risk Programs

Under anumber of the Company’sinsurance programs, which include the Company’s employee health insurance, workers
compensation, and professional malpractice liability insurance programs, the Company is liable for a portion of its losses before
it can attempt to recover from the applicableinsurancecarrier. The Company accruesfor |osses under an occurrence-based approach
whereby the Company estimates the losses that will be incurred in a respective accounting period and accrues that estimated
liability using actuarial methods. These programs are monitored quarterly and estimates are revised as necessary to take into
account additional information. The Company also records insurance proceeds receivable for liabilities which exceed the
Company’s deductibles and self-insured retention limits and are recoverable through its insurance policies.

Revenue Recognition
Patient Services Revenue

Patient services revenue is recognized when obligations under the terms of the contract are satisfied; generally, this occurs
as the Company provides healthcare servicesto its patients, as each service provided is distinct and future services rendered are
not dependent on previously rendered services. Patient service revenues are recognized at an amount equal to the consideration
the Company expects to receive in exchange for providing healthcare services to its patients. These amounts are due from third-
party payors, including health insurers and government programs; other payors; and patients.

Medicare: Medicareisafederal program that provides medical insurance benefitsto persons age 65 and over, some disabled
persons, and personswith end stagerenal disease. Amountsthe Company receivesfor treatment of patientscovered by theMedicare
program are generally less than the standard billing rates; accordingly, the Company recognizes revenue based on amounts which
are payable by Medicare under prospective payment systems and other payment methods. The expected payment is derived based

on the leve of clinical services provided.

Non-Medicare: The Company isreimbursed for healthcare services provided from various other payor sourceswhichinclude
insurance companies, state Medicaid programs, workers' compensation programs, health maintenance organizations, preferred
provider organizations, other managed care companies and employers, as well as patients. The Company is reimbursed by these
payorsusing avariety of payment methodol ogies and the amounts the Company receivesare generally lessthan its standard billing
rates.
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Inthecritical illnessrecovery hospital and rehabilitation hospital segments, the Company recognizesrevenue based on known
contractual provisions associated with the specific payor or, where the Company has arelatively homogeneous patient popul ation,
the Company will monitor individual payor historical reimbursement rates to derive a per diem rate which is used to determine
theamount of revenueto berecognized for servicesrendered. Inthe outpatient rehabilitation and Concentrasegments, the Company
recognizes revenue from payors based on known contractual provisions, negotiated amounts, or usual and customary amounts
associated with the specific payor or based on the service provided. The Company performs provision testing, using internally
developed systems, whereby the Company monitors historical reimbursement rates and compares them against the associated
gross chargesfor the service provided. The percentage of historical reimbursed claimsto gross chargesis utilized to determine the
amount of revenue to be recognized for services rendered.

The Company is subject to potential adjustments to net operating revenues in future periods for administrative matters and
other price concessions. These adjustments, which are estimated based on an analysis of historical experience by payor source,
are accounted for as a constraint to the amount of revenue recognized by the Company in the period services are rendered.

Other Revenues

The Company recognizes revenue for services provided to healthcare institutions, principally for providing management and
employee leasing services, under contractual arrangements with related parties affiliated with the Company and with other non-
affiliated healthcareinstitutions. Revenueisrecognized when the obligationsunder thetermsof the contract are satisfied. Revenues
from these services are measured as the amount of consideration the Company expects to receive for those services.

Recent Accounting Pronouncements
Financial Instruments

In June 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-13, Financial Instruments — Credit Losses:
Measurement of Credit Losses on Financial Instruments. The current standard del ays the recognition of acredit losson afinancial
asset until thelossis probable of occurring. The new standard removes the requirement that a credit loss be probable of occurring
for it to berecognized and requires entitiesto use historical experience, current conditions, and reasonabl e and supportableforecasts
to estimate their future expected credit losses. The standard is required to be applied using the modified retrospective approach
with a cumulative-effect adjustment to retained earnings, if any, upon adoption.

The Company has compl eted the adoption of the standard as of January 1, 2020. The Company’s primary financial instrument
subject to the standard is its accounts receivable derived from contracts with customers. A significant portion of the Company’s
accounts receivable is from highly-solvent, creditworthy payors including governmental programs, principaly Medicare and
Medicaid, and highly-regulated commercia insurers. The Company’s estimate of expected credit losses as of January 1, 2020,
using itsexpected credit 1oss eval uation processes, resulted in no adjustmentsto the allowance for credit losses and no cumulative-
effect adjustment to retained earnings on the adoption date of the standard.

Recently Adopted Accounting Pronouncements

Leases

The Company adopted Accounting Standards Codification (“* ASC”) Topic 842, Leases as of January 1, 2019. The Company
used the modified retrospective approach for leases which existed on that date. Prior comparative periods were not adjusted and
continue to be reported in accordance with ASC Topic 840, Leases.

The Company elected the package of practical expedients, which permitted the Company not to reassess under ASC Topic
842 the Company’s prior conclusions about lease identification, lease classification, and initial direct costs. The Company did
not el ect theuse-of -hindsight or the practi cal expedient pertainingtoland easements; thelatter not being applicabletothe Company.

The adoption of the standard resulted in the recognition of operating lease right-of-use assets of $1,015.0 million and
operating lease liabilities of $1,057.0 million at January 1, 2019. The difference between the operating | ease right-of-use assets
and operating lease liahilities resulted from the reclassification of prepaid rent, deferred rent, unamortized lease incentives, and
acquired favorable and unfavorable leasehold interests upon adoption. The Company did not recognize a cumulative-effect
adjustment to retained earnings upon adoption.
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2. Acquisitions
U.S HealthWebrks Acquisition

On February 1, 2018, Concentra acquired all of the issued and outstanding shares of stock of U.S. HealthWorks, Inc. (“U.S.
HealthWorks"), an occupational medicine and urgent care provider, from Dignity Health Holding Corporation (“DHHC"). For the
yearsended December 31, 2017 and 2018, the Company recognized $2.8 million and $2.9 million of U.S. HealthWorks acquisition
costs, respectively, which are included in general and administrative expense.

Concentraacquired U.S. HealthWorksfor $753.6 million. DHHC, asubsidiary of Dignity Health, wasissued a 20.0% equity
interest in Concentra Group Holdings Parent, which was valued at $238.0 million. The remainder of the purchase price was paid
in cash. Select retained amajority voting interest in Concentra Group Holdings Parent following the closing of the transaction.

For the U.S. HealthWorks acquisition, the Company all ocated the purchase price to tangible and identifiableintangible assets
acquired and liabilities assumed based on their estimated fair valuesin accordance with the provisions of ASC Topic 805, Business
Combinations. During theyear ended December 31, 2018, the Company finalized the purchase accounting rel ated to thisacquisition.

Thefollowingtablereconcilesthefair valuesof i dentifiabl e net assetsand goodwill to the consideration given for theacquired
business (in thousands):

Accounts receivable $ 68,934
Other current assets 10,810
Property and equipment 69,712
Identifiable intangible assets 140,406
Other assets 25,435
Goodwill 540,067
Total assets 855,364
Accounts payable and other current liabilities 49,925
Deferred income taxes and other long-term liabilities 51,851
Total liabilities 101,776
Consideration given $ 753,588

The following table outlines the identifiable intangible assets acquired:

Weighted Average
Fair Value Amortization Period
(in thousands) (in years)
Customer relationships $ 135,000 15years
Trademark 5,000 1year
Favorable leasehold interests 406 3years

Identifiable intangible assets $ 140,406

The customer relationships and trademarks are amortized on a straight-line basis over their expected useful lives. Favorable
leasehold interests, which are now acomponent of the operating | ease right-of -use assets upon adoption of ASC Topic 842, Leases,
are amortized to rent expense over the remaining lease terms at the time of acquisition.

Goodwill of $540.1 million was recognized for the business combination. The value of goodwill was derived from U.S.
HealthWorks' future earnings potential and its assembled workforce. Goodwill was assigned to the Concentra reporting unit and
isnot deductiblefor tax purposes. However, prior toitsacquisition, U.S. HealthWorks completed certain acquisitions that resulted
in tax deductible goodwill with avalue of $83.1 million, which the Company will deduct through 2032.
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U.S. HealthWorks contributed net operating revenues of $488.8 million for the year ended December 31, 2018, which is
reflected in the Company’s consolidated statement of operations and comprehensive income. Due to the integrated nature of the
Company’s operations, the Company believesit is not practicable to separately identify earnings of U.S. HealthWorks on a stand-
alone basis.

Pro Forma Results

The following pro forma unaudited results of operations have been prepared assuming the acquisition of U.S. HealthWorks
occurred on January 1, 2017. These results are not necessarily indicative of the results of future operations nor of the results that
would have occurred had the acquisition been consummated on the af orementioned date.

For the Year Ended December 31,

2017 2018
(in thousands, except per share amounts)
Net operating revenues $ 4,903,612 $ 5,128,838
Net income attributable to the Company 170,689 140,488

The Company’sproformaresultswere adjusted to recognize $2.9 million of U.S. HealthWorks acquisition costsas of January
1, 2017. These acquisition costs were excluded from the pro forma results for the year ended December 31, 2018.

Other Acquisitions

TheCompany madeacquisitionsconsisting of critical illnessrecovery hospital, rehabilitation hospital, outpatient rehabilitation,
and Concentrabusi nessesduring theyear ended December 31, 2019. Theconsideration given for theseacquired businessesconsisted
principally of $93.7 million of cash and the issuance of $15.1 million of non-controlling interests. The Company allocated the
purchase price of these acquired businesses to assets acquired, principally property and equipment, and liabilities assumed based
ontheir estimated fair val uesinaccordancewith theprovisionsof A SC Topic 805, BusinessCombinations. The Company recognized
goodwill of $33.6 million, $14.3 million, $13.0 million, and $16.1 million in our critical illness recovery hospital, rehabilitation
hospital, outpatient rehabilitation, and Concentra reporting units, respectively. These acquired businesses are not material
individually or collectively.

3.  VariableInterest Entities

Concentra does not own many of its medical practices, as certain states prohibit the “ corporate practice of medicine,” which
restricts business corporations from practicing medicine through the direct employment of physicians or from exercising control
over medical decisions by physicians. In states which prohibit the corporate practice of medicine, Concentratypically entersinto
long-term management agreements with professional corporations or associations that are owned by licensed physicians, which,
in turn, employ or contract with physicians who provide professional medical servicesin its occupationa health centers.

The management agreements have terms that provide for Concentrato conduct, supervise, and manage the day-to-day non-
medical operations of the occupational health centersand provide all management and administrative services. Concentrareceives
a management fee for these services, which is based, in part, on the performance of the professional corporation or association.
Additionally, the outstanding voting equity interests of the professional corporationsor associationsaretypically owned by licensed
physicians appointed at Concentra’s discretion. Concentra has the ability to direct the transfer of ownership of the professional
corporation or association to a new licensed physician at any time.

Based on the provisions of these agreements, Concentrahasthe ability to direct the activitieswhich most significantly impact
the performance of these professional corporations and associations and has an obligation to absorb losses or receive benefits
which could potentially be significant to the professional corporations and associations. Accordingly, the professional corporations
and associations are variable interest entities for which Concentrais the primary beneficiary.
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As of December 31, 2018 and 2019, the total assets of Concentra’s variable interest entities were $166.2 million and $178.4
million, respectively, and are principally comprised of accountsreceivable. As of December 31, 2018 and 2019, thetotal liabilities
of Concentra’s variable interest entities were $164.4 million and $176.7 million, respectively, and are principally comprised of
accounts payable, accrued expenses, and obligations payable for services received under the aforementioned management
agreements.

4, L eases

The Company has operating and finance leases for its facilities and certain equipment. The Company leases its corporate
office space from related parties. The Company’s critical illness recovery hospitals and rehabilitation hospitals generally have
lease terms of 10 years with two, five year renewal options. These renewal options vary for hospitals which operate as a hospital
within a hospital, or “HIH.” The Company’s outpatient rehabilitation clinics generally have lease terms of five years with two,
three to five year renewal options. The Company’s Concentra centers generally have lease terms of 10 years with two, five year
renewal options.

For the year ended December 31, 2019, the Company’stotal lease cost was as follows (in thousands):

For the Year Ended December 31, 2019

Unrelated Parties Related Parties Total

Operating lease cost $ 271,799 % 5498 $ 277,297
Finance lease cost:

Amortization of right-of-use assets 258 — 258

Interest on lease liabilities 812 — 812
Short-term lease cost 2,171 — 2,171
Variable lease cost 43,096 553 43,649
Sublease income (9,822) — (9,822)

Total lease cost $ 308314 $ 6,051 $ 314,365

For the year ended December 31, 2019, supplemental cash flow information related to leases was as follows (in thousands):

Cash paid for amounts included in the measurement of lease liabilities:

Operating cash flows for operating |eases $ 274,095

Operating cash flows for finance leases 77

Financing cash flows for finance leases 225
Right-of -use assets obtained in exchange for lease liabilities:

Operating leases®” 1,275,575

Finance leases 9,102

(1) Includes the right-of-use assets obtained in exchange for lease ligbilities of $1,057.0 million which were recognized upon
adoption of ASC Topic 842 at January 1, 2019.
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As of December 31, 2019, supplemental balance sheet information related to |eases was as follows (in thousands):

Operating L eases

Unrelated Parties Related Parties Total
Operating |ease right-of-use assets $ 971,382 $ 32,604 $ 1,003,986
Current operating lease liabilities $ 202,506 $ 5444 $ 207,950
Non-current operating lease liabilities 826,049 26,848 852,897
Total operating lease liabilities $ 1,028,555 $ 32292 $ 1,060,847
Finance L eases
Unrelated Parties Related Parties Total
Property and equipment, net $ 4965 $ $ 4,965
Current portion of long-term debt and notes payable $ 195 $ $ 195
Long-term debt, net of current portion 13,088 13,088
Total finance lease liabilities $ 13283 $ $ 13,283
As of December 31, 2019, the weighted average remaining lease terms and discount rates were as follows:
Weighted average remaining lease term (in years):
Operating |leases 8.0
Finance leases 34.4
Weighted average discount rate:
Operating leases 5.9%
Finance leases 7.3%
As of December 31, 2019, maturities of lease liabilities were approximately as follows (in thousands):
Operating L eases Finance L eases Total
2020 $ 263,085 $ 1,182 $ 264,267
2021 227,202 1,193 228,395
2022 187,053 1,203 188,256
2023 143,878 1,214 145,092
2024 110,835 1,225 112,060
Thereafter 483,162 30,404 513,566
Total undiscounted cash flows 1,415,215 36,421 1,451,636
Less: Imputed interest 354,368 23,138 377,506
Total discounted lease liahilities $ 1,060,847 $ 13283 $ 1,074,130
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4. Leases(Continued)

As of December 31, 2018, the Company’s future minimum lease obligations on long-term, non-cancel able operating
|eases were approximately as follows (in thousands):

2019 $ 267,846
2020 231,711
2021 193,155
2022 150,155
2023 107,759
Thereafter 484,038

$ 1,434,664

For the years ended December 31, 2017 and 2018, the Company’s rent expense for facility and equipment operating leases,
including cancelable leases, was $267.4 million and $307.8 million, respectively. The Company made paymentsto related parties
for office rent, leasehold improvements, and miscellaneous expenses of $6.2 million and $6.3 million for the years ended
December 31, 2017 and 2018, respectively.

5. Property and Equipment

The Company’s property and equipment consists of the following:

December 31,
2018 2019

(in thousands)
Land $ 87,358 $ 95,549
L easehold improvements 498,520 543,934
Buildings 481,375 553,701
Furniture and equipment 609,805 670,050
Construction-in-progress 67,333 52,467
Total property and equipment 1,744,391 1,915,701
Accumulated depreciation (764,581) (917,295)
Property and equipment, net $ 979,810 $ 998,406

Depreciation expense was $142.6 million, $171.7 million, and $182.9 million for the years ended December 31, 2017, 2018,
and 2019, respectively.
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6. Intangible Assets

Goodwill

The following table shows changesin the carrying amounts of goodwill by reporting unit for the years ended December 31,
2018 and 2019:

Critical Illness

Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Total
(in thousands)
Balance as of January 1, 2018 $ 1,045220 $ 415528 $ 647,522 $ 674542 $ 2,782,812
Acquired — 1,118 4,309 537,424 542,851
Measurement period adjustment — — — 4,472 4,472
Sold — — (9,409) — (9,409)
Balance as of December 31, 2018 1,045,220 416,646 642,422 1,216,438 3,320,726
Acquired 33,149 14,254 12,970 18,299 78,672
Measurement period adjustment 435 — — (2,249) (1,814)
Sold — — (5,629) — (5,629)
Balance as of December 31, 2019 $ 1,078,804 $ 430,900 $ 649,763 $ 1,232,488 $ 3,391,955

I dentifiable | ntangible Assets

The following table provides the gross carrying amounts, accumulated amortization, and net carrying amounts for the
Company’s identifiable intangible assets:

December 31,
2018 2019
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount

(in thousands)
Indefinite-lived intangible assets:

Trademarks $ 166,698 $ — $ 166,698 $ 166,698 $ — 3 166,698
Certificates of need 19,174 — 19,174 17,157 — 17,157
Accreditations 1,857 — 1,857 1,874 — 1,874
Finite-lived intangible assets:
Trademarks 5,000 (4,583) 417 5,000 (5,000) —
Customer relationships 280,710 (61,900) 218,810 287,373 (87,346) 200,027
Favorable leasehold interests™ 13,553 (6,064) 7,489 — — —
Non-compete agreements 29,400 (6,152) 23,248 32,114 (8,802) 23,312
Total identifiable intangible assets $ 516,392 $ (78,699) $ 437,693 $ 510,216 $ (101,148) $ 409,068

(@D} Favorableleasehold interests are acomponent of the operating | ease right-of-use assets upon adoption of ASC Topic 842,
Leases.

The Company’saccreditationsand trademarks have renewal termsand the coststo renew theseintangibl e assets are expensed
asincurred. At December 31, 2019, the accreditati ons and trademarks have aweighted averagetime until next renewal of 1.5 years
and 7.2 years, respectively.

The Company’s finite-lived intangible assets amortize over their estimated useful lives. Amortization expense was $17.4
million, $29.9 million, and $29.6 million for the years ended December 31, 2017, 2018, and 2019, respectively.
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Estimated amortization expense of the Company’s finite-lived intangible assets for each of the five succeeding yearsis as
follows:

2020 2021 2022 2023 2024
(in thousands)
Amortization expense $ 26,943 $ 26,624 $ 26,295 $ 26,019 $ 18,057

7. Equity Method Investments

The Company’s equity method investments consist principally of minority ownership interestsin rehabilitation businesses.
Equity method investments of $146.9 million and $230.7 million are presented as part of other assets on the consolidated balance
sheets as of December 31, 2018 and 2019, respectively. At December 31, 2019, these businesses consist primarily of thefollowing
ownership interests:

BIRJV, LLP 49.0%
OHRH, LLC 49.0%
Global Rehab—Scottsdale, LLC 49.0%
Rehabilitation Institute of Denton, LLC 50.0%
ES Rehabilitation, LLC 49.0%
Coastal Virginia Rehabilitation, LLC 49.0%
BHSM Rehabilitation, LLC 49.0%
Vibra Hospital of San Diego, LLC 39.0%

The Company provides contracted services, principally employee leasing services, and charges management feesto related
parties affiliated through its equity method investments. Net operating revenues generated from contracted services provided and
management fees charged to related parties affiliated through the Company’s equity method investments were $178.1 million,
$216.9 million, and $308.2 million for the years ended December 31, 2017, 2018, and 2019, respectively.

The Company had receivablesfrom related parties affiliated through its equity method investments of $8.7 million and $11.5
million, which are included as part of other current assets and other assets on the consolidated balance sheet, respectively, as of
December 31, 2018. The Company has related party receivables of $5.7 million and $28.7 million which are included as part of
other current assets and other assets on the consolidated balance sheet, respectively, as of December 31, 2019.

The Company had liabilitiesto related parties affiliated through the Company’s equity method investments of $15.1 million
and $31.2 million, which are included as part of accrued other on the consolidated balance sheets, as of December 31, 2018 and
2019, respectively.

Summarized combined financial information of the entities in which the Company has a minority ownership interest is as
follows:

December 31,
2018 2019

(in thousands)
Current assets $ 125435 $ 178,674
Non-current assets 118,270 317,332
Total assets $ 243,705 $ 496,006
Current liabilities $ 43792 $ 107,400
Non-current liabilities 16,338 127,976
Equity 183,575 260,630
Total liabilities and equity $ 243,705 $ 496,006
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7.  Equity Method Investments (Continued)

For the Year Ended December 31,

2017 2018 2019
(in thousands)
Revenues $ 336,349 $ 393,034 $ 536,464
Cost of services and other operating expenses 289,224 342,603 476,182
Net income 45,648 48,535 58,519

8. Insurance Risk Programs

Under anumber of the Company’sinsurance programs, which include the Company’s employee health insurance, workers
compensation, and professional malpractice liability insurance programs, the Company is liable for a portion of its losses before
it can attempt to recover from the applicableinsurancecarrier. The Company accruesfor lossesunder an occurrence-based approach
whereby the Company estimates the losses that will be incurred in a respective accounting period and accrues that estimated
liability using actuarial methods. At December 31, 2018 and 2019, provisionsfor losses for professional liability risksretained by
the Company have been discounted at 3%. The Company recorded aliability of $175.2 million and $157.1 million related to these
programs at December 31, 2018 and 2019, respectively. If the Company did not discount the provisionsfor lossesfor professional
liability risks, the aggregate liability for all of the insurance risk programs would be approximately $180.7 million and $162.0
million at December 31, 2018 and 2019, respectively. At December 31, 2018 and 2019, the Company recorded insurance proceeds
receivable of $32.4 million and $15.5 million, respectively, for liabilities which exceeded its deductibles and self-insured retention
limits and are recoverabl e through its insurance policies.

9. Long-Term Debt and Notes Payable

For purposes of this indebtedness footnote, references to Select exclude Concentra Inc. because the Concentra-JPM credit
facilities are non-recourse to Holdings and Select.

As of December 31, 2019, the Company’s long-term debt and notes payable were as follows (in thousands):

Unamortized Unamortized
Principal Premium | ssuance Carrying
Qutstanding (Discount) Costs Value Fair Value

Select 6.250% senior notes $ 1,225,000 $ 39988 $ (19,944) $ 1,245044 | $ 1,322,020
Select credit facilities:

Select term loan 2,143,280 (10,411) (11,348) 2,121,521 2,145,959
Other debt, including finance leases 78,941 — (396) 78,545 78,545
Total debt $ 3447221 % 29577 $ (31,688 $ 3445110 | $ 3,546,524

Principal maturities of the Company’s long-term debt and notes payable are approximately as follows (in thousands):

2020 2021 2022 2023 2024 Thereafter Total
Select 6.250% senior notes $ — 3 — $ — 3 — 3 — $ 1225000 $ 1,225,000
Select credit facilities:
Select term loan 11,150 11,150 11,150 11,150 11,150 2,087,530 2,143,280
Other debt, including finance |eases 14,017 7,255 18,715 3,364 23,550 12,040 78,941
Total debt $ 25167 $ 18,405 $ 29,865 $ 14514 % 34,700 $ 3324570 $ 3,447,221
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9. Long-Term Debt and Notes Payable (Continued)

As of December 31, 2018, the Company’s long-term debt and notes payable were as follows (in thousands):

Unamortized Unamortized
Principal Premium Issuance Carrying
Outstanding (Discount) Costs Value Fair Value

Select 6.375% senior notes $ 710000 $ 550 $ (4642) $ 705908 | $ 706,450
Select credit facilities:

Select revolving facility 20,000 — — 20,000 18,400

Select term loan 1,129,875 (9,690) (9,321) 1,110,864 1,076,206
Concentra-JPM credit facilities:

Concentraterm loans 1,414,175 (2,765) (18,648) 1,392,762 1,357,802
Other debt, including finance leases 64,331 — (484) 63,847 63,847
Total debt $ 3338381 $ (12,905) $ (33,095 $ 3293381 | $ 3,222,705

Select Credit Facilities

On March 6, 2017, Select entered into a senior secured credit agreement (the “ Select credit agreement”) that provided for
$1.6 billion in senior secured credit facilities comprised of a$1.15 billion term loan (the “ Select term loan™) and a $450.0 million
revolving credit facility (the “Select revolving facility” and, together with the Select term loan, the “Select credit facilities”),
including a $75.0 million sublimit for the issuance of standby letters of credit.

OnAugust 1, 2019, Select entered into Amendment No. 3 to the Select credit agreement. Among other things, Amendment
No. 3 (i) provided for an additional $500.0 million in term loans that, along with the existing term loans, have a maturity date of
March 6, 2025, (ii) extended the maturity date of the Select revolving facility from March 6, 2022 to March 6, 2024, and (iii)
increased the total net leverage ratio permitted under the provisions of the Select revolving facility.

On December 10, 2019, Select enteredinto Amendment No. 4 to the Sel ect credit agreement. Among other things, Amendment
No. 4 provided for an additional $615.0 million in term loans that, along with the existing term loans, have a maturity date of
March 6, 2025.

Theinterest rate on the Select term loan is equal to the Adjusted LIBO Rate (as defined in the Select credit agreement) plus
apercentage ranging from 2.25%to 2.50%, or the Alternate Base Rate (as defined in the Select credit agreement) plusapercentage
ranging from 1.25% to 1.50%, in each case subject to a specified leverage ratio. The interest rate on the loans outstanding under
the Select revolving facility is equal to the Adjusted LIBO Rate plus a percentage ranging from 2.25% to 2.50%, or the Alternate
Base Rate plus a percentage ranging from 1.25% to 1.50%, in each case subject to a specified leverage ratio.

The Select revolving facility requires Select to maintain aleverage ratio, as specified in the Select credit agreement, not to
exceed 7.00 to 1.00. As of December 31, 2019, Select’s leverage ratio was 4.31 to 1.00.

Borrowings under the Select credit facilities are guaranteed by Holdings and substantially all of Select’s current domestic
subsidiaries, other than certain non-guarantor subsidiaries including Concentra and its subsidiaries, and will be guaranteed by
substantially all of Select’s future domestic subsidiaries. Borrowings under the Select credit facilities are secured by substantially
all of Select’sexisting and future property and assets and by apledge of Select’s capital stock, the capital stock of Select’sdomestic
subsidiaries, other than certain non-guarantor subsidiaries including Concentra and its subsidiaries, and up to 65% of the capital
stock of Select’s foreign subsidiaries held directly by Select or adomestic subsidiary.

At December 31, 2019, Select had $411.7 million of availability under the Select revolving facility after giving effect to
$38.3 million of outstanding letters of credit. The Select revolving facility is due March 6, 2024. As of December 31, 2019, the
applicable interest rate for the Select term loan was the Adjusted LIBO Rate plus 2.50% or the Alternate Base Rate plus 1.50%.
The applicable interest rate for the Select revolving facility was the Adjusted LIBO Rate plus 2.50% or the Alternate Base Rate
plus 1.50%.
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Prepayment of Borrowings

Select will be required to prepay borrowings under the Select credit facilities with (i) the net cash proceeds received from
non-ordinary course asset salesor other dispositions, or asaresult of acasualty or condemnation, subject to reinvestment provisions
and other customary carveouts and, to the extent required, the payment of certain indebtedness secured by liens having priority
over the debt under the Select credit facilities or subject to afirst lien intercreditor agreement, (ii) the net cash proceeds received
from the issuance of debt obligations other than certain permitted debt obligations, and (iii) a percentage of excess cash flow (as
defined in the Select credit agreement) based on Select’s leverage ratio, as specified in the Select credit agreement.

For theyear ended December 31, 2019, the Select credit agreement will require aprepayment of borrowingsof 25% of excess
cash flow. Thiswill result in a prepayment of approximately $40.0 million. The Company expects to have the borrowing capacity
and intends to use borrowings under the Select revolving facility, which has a maturity date of March 6, 2024, to make all or a
portion of the required prepayment during the quarter ended March 31, 2020; accordingly, the prepayment is reflected in long-
term debt, net of current portion on the consolidated bal ance sheet as of December 31, 2019. Upon prepayment, Select will not be
required to make the quarterly amortization payments on the Select term loan, as specified in the Select credit agreement, until
September 30, 2023.

For the year ended December 31, 2018, the Select credit agreement required a prepayment of borrowings of approximately
$98.8 million asaresult of excess cash flow. The prepayment was made in February 2019. The Company was not required to make
aprepayment of borrowings as aresult of excess cash flow for the year ended December 31, 2017.

Select 6.250% Senior Notes

On August 1, 2019, Select issued and sold $550.0 million aggregate principal amount of 6.250% senior notes due August
15, 2026. Select used a portion of the net proceeds of the 6.250% senior notes, together with a portion of the proceeds from the
incremental term loan borrowings under the Select credit facilities received on August 1, 2019 (as described above), in part to (i)
redeem in full the $710.0 million aggregate principal amount of the 6.375% senior notes at the redemption price of 100.0% of the
principal amount plus accrued and unpaid interest on August 30, 2019, (ii) repay in full the outstanding borrowings under the
Select revolving facility, and (iii) pay related fees and expenses associated with the financing.

On December 10, 2019, Select issued and sold $675.0 million aggregate principal amount of 6.250% senior notes, due August
15, 2026, as additional notes under the indenture pursuant to which it previously issued $550.0 million aggregate principal amount
of senior notes. The additional senior notes wereissued at 106.00% of the aggregate principal amount.

Interest on the senior notes accrues at the rate of 6.250% per annum and is payable semi-annually in arrears on February 15
and August 15 of each year, commencing on February 15, 2020. The senior notes are Select’s senior unsecured obligations which
are subordinated to all of Select’s existing and future secured indebtedness, including the Select credit facilities. The senior notes
rank equally in right of payment with all of Select’s other existing and future senior unsecured indebtedness and senior in right of
payment to all of Select’s existing and future subordinated indebtedness. The senior notes are unconditionally guaranteed on a
joint and several basis by each of Select’s direct or indirect existing and future domestic restricted subsidiaries, other than certain
non-guarantor subsidiaries, including Concentra and its subsidiaries.

Prior to August 15, 2022, Select may redeem some or al of the senior notes by paying a“ make-whol€” premium. On or after
August 15, 2022, Select may redeem some or all of the senior notes at specified redemption prices. In addition, prior to August
15, 2022, Select may redeem up to 40% of the principal amount of the senior noteswith the net proceeds of certain equity offerings
at aprice of 106.250% plus accrued and unpaid interest, if any. Select is obligated to offer to repurchase the senior notes at aprice
of 101% of their principal amount plus accrued and unpaid interest, if any, as aresult of certain change of control events. These
restrictions and prohibitions are subject to certain qualifications and exceptions.
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Concentra-JPM Credit Facilities

On June 1, 2015, Concentralnc. entered into afirst lien credit agreement (the “ Concentra-JPM first lien credit agreement”)
that provided for first lien term loans (the “ Concentra-JPM first lien term loan”) and a revolving credit facility (the “Concentra-
JPM revolving facility” and, together with the Concentra-JPM first lien term loan, the “ Concentra-JPM credit facilities”).

On April 8, 2019, Concentra Inc. entered into Amendment No. 5 to the Concentra-JPM first lien credit agreement. Among
other things, Amendment No. 5 (i) extended the maturity date of the Concentra-JPM revolving facility from June 1, 2020 to June
1, 2021 and (ii) increased the aggregate commitments available under the Concentra-JPM revolving facility from $75.0 million
to $100.0 million.

On September 20, 2019, Concentra Inc. entered into Amendment No. 6 to the Concentra-JPM first lien credit agreement.
Among other things, Amendment No. 6 (i) provided for an additional $100.0 million in term loans that, along with the existing
first lientermloans, had amaturity date of June 1, 2022 and (ii) extended the maturity date of the Concentra-JPM revolving facility
from June 1, 2021 to March 1, 2022. Concentra Inc. used the incremental borrowings under the Concentra-JPM first lien credit
agreement to prepay in full the $240.0 million term loan outstanding under Concentra Inc.’s then-outstanding second lien credit
agreement, plus a prepayment premium egual to 1.00% of the principal amount prepaid, on September 20, 2019.

On December 10, 2019, Concentra Inc. repaid in full the $1,240.3 million Concentra-JPM first lien term loan outstanding
under the Concentra-JPM first lien credit agreement. Concentra Inc. continues to have availability of up to $100.0 million under
the Concentra-JPM revolving facility, which matures March 1, 2022.

The interest rate on the loans outstanding under the Concentra-JPM revolving facility is equal to the Adjusted LIBO Rate
(as defined in the Concentra-JPM first lien credit agreement) plus a percentage ranging from 2.25% to 2.50%, or the Alternate
Base Rate (as defined in the Concentra-JPM first lien credit agreement) plus a percentage ranging from 1.25% to 1.50%, in each
case subject to afirst lien net leverage ratio, as specified in the Concentra-JPM first lien credit agreement.

The Concentra-JPM first lien credit agreement requires Concentra Inc. to maintain a leverage ratio, as specified in the
Concentra-JPM first lien credit agreement, of 5.75 to 1.00 which is tested quarterly, but only if Revolving Exposure (as defined
inthe Concentra-JPM first lien credit agreement) exceeds 30% of Revolving Commitments (as defined in the Concentra-JPM first
lien credit agreement) on such day.

The borrowings under the Concentra-JPM first lien credit agreement are guaranteed, on a first lien basis by Concentra
Holdings, Inc., Concentralnc., and certain domestic subsidiaries of Concentralnc. (subject, in each case, to permitted liens). These
borrowings will also be guaranteed by certain of Concentra Inc.’s future domestic subsidiaries. The borrowings are secured by
substantially all of Concentra Inc.’s and its domestic subsidiaries’ existing and future property and assets and by a pledge of
Concentra Inc.’s capital stock, the capital stock of certain of ConcentraInc.’s domestic subsidiaries and up to 65% of the voting
capital stock and 100% of the non-voting capital stock of Concentralnc.’s foreign subsidiaries, if any.

At December 31, 2019, Concentra Inc. had $85.7 million of availability under the Concentra-JPM revolving facility after
giving effect to $14.3 million of outstanding | etters of credit. At December 31, 2019, the applicable interest rate for the Concentra-
JPM revolving facility was the Adjusted LIBO Rate plus 2.50% or the Alternate Base Rate plus 1.50%. The Concentra-JPM
revolving facility matures on March 1, 2022.

Prepayment of Borrowings

For the year ended December 31, 2018, the Concentra-JPM first lien credit agreement required a prepayment of borrowings
of $33.9 million as aresult of excess cash flow. The prepayment was made in February 2019. Concentra Inc. was not reguired to
make a prepayment of borrowings as aresult of excess cash flow from the year ended December 31, 2017.

Fair Value

The Company considers the inputs in the valuation process to be Level 2 in the fair value hierarchy for its senior notes and
the Select and Concentra-JPM credit facilities. Level 2 in the fair value hierarchy is defined as inputs that are observable for the
asset or liability, either directly or indirectly, which includes quoted prices for identical assets or liabilitiesin markets that are not
active.
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The fair values of the Select and Concentra-JPM credit facilities were based on quoted market prices for this debt in the
syndicated loan market. The fair value of the senior notes was based on quoted market prices. The carrying amount of other debt,
principally short-term notes payable, approximates fair value.

Losson Early Retirement of Debt

During the year ended December 31, 2017, the Company refinanced the Select credit facilities which resulted in a loss on
early retirement of debt of $19.7 million. The loss on early retirement of debt consisted of $6.5 million of debt extinguishment
losses and $13.2 million of debt modification losses.

During the year ended December 31, 2018, the Company refinanced the Select and Concentra-JPM credit facilities which
resulted in losses on early retirement of debt of $14.2 million. The losses on early retirement of debt consisted of $3.0 million of
debt extinguishment losses and $11.2 million of debt modification losses.

During the year ended December 31, 2019, the Company refinanced its senior notes and the Select and Concentra-JPM credit
facilities which resulted in losses on early retirement of debt of $38.1 million. The losses on early retirement of debt consisted of
$22.1 million of debt extinguishment losses and $16.0 million of debt modification losses.

10. Stock Repurchase Program

Holdings' board of directors has authorized a common stock repurchase program to repurchase up to $500.0 million worth
of shares of its common stock. The program has been extended until December 31, 2020, and will remain in effect until then,
unless further extended or earlier terminated by the board of directors. Stock repurchases under this program may be made in the
openmarket or through privately negotiated transactions, and at timesand in such amountsas Hol dingsdeemsappropriate. Holdings
is funding this program with cash on hand and borrowings under the Select revolving facility.

Holdingsdid not repurchase shares under the common stock repurchase program during the years ended December 31, 2017
and 2018. During the year ended December 31, 2019, Holdings repurchased 2,165,221 shares at a cost of approximately $33.2
million. The common stock repurchase program has available capacity of $152.1 million as of December 31, 2019.

11. Segment Information

The Company identifiesits segments according to how the chief operating decision maker evaluates financial performance
and allocatesresources. The Company’ sreportable segments consist of thecritical illnessrecovery hospital segment, rehabilitation
hospital segment, outpatient rehabilitation segment, and Concentra segment. Other activities include the Company’s corporate
shared services, certain investments, and employee leasing services provided to related parties affiliated through the Company’s
equity method investments. The accounting policies of the segments are the same as those described in the summary of significant
accounting policies.

The Company evaluates performance of the segments based on Adjusted EBITDA. For the years ended December 31, 2017,
2018, and 2019, Adjusted EBITDA is defined as earnings excluding interest, income taxes, depreciation and amortization, gain
(loss) on early retirement of debt, stock compensation expense, acquisition costs associated with U.S. HealthWorks, gain (loss)
on sale of businesses, and equity in earnings (losses) of unconsolidated subsidiaries. The Company has provided additional
information regarding its reportable segments, such as total assets, which contributes to the understanding of the Company and
provides useful information to the users of the consolidated financial statements.
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The following tables summarize selected financial data for the Company’s reportable segments.

For the Year Ended December 31, 2017

Critical Illness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
Net operating revenues® $ 1,725,022 $ 509,108 $ 960,902 $ 1,013224 $ 156,989 $ 4,365,245
Adjusted EBITDA 252,679 90,041 132,533 157,561 (94,822) 537,992
Total assets 1,848,783 868,517 954,661 1,340,919 114,286 5,127,166
Capital expenditures 49,720 96,477 27,721 28,912 30,413 233,243
For the Year Ended December 31, 2018
Critical Illness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra? Other Total
(in thousands)
Net operating revenues® $ 1,753584 $ 583,745 $ 995,794 $ 1557673 $ 190462 $ 5,081,258
Adjusted EBITDA 243,015 108,927 142,005 251,977 (100,769) 645,155
Total assets 1,771,605 894,192 1,002,819 2,178,868 116,781 5,964,265
Capital expenditures 40,855 42,389 30,553 42,205 11,279 167,281
For the Year Ended December 31, 2019
Critical Illness
Recovery Rehabilitation Outpatient
Hospitals Hospitals Rehabilitation Concentra Other Total
(in thousands)
Net operating revenues $ 1,836,518 $ 670,971 $ 1,046,011 $ 1,628,817 $ 271,605 $ 5,453,922
Adjusted EBITDA 254,868 135,857 151,831 276,482 (108,130) 710,908
Total assets 2,099,833 1,127,028 1,289,190 2,372,187 452,050 7,340,288
Capital expenditures 45,573 27,216 33,628 44,101 6,608 157,126
A reconciliation of Adjusted EBITDA to income before income taxesis as follows:
For the Year Ended December 31, 2017
Critical lllness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
Adjusted EBITDA $ 252,679 $ 90,041 $ 132533 % 157561 $ (94,822)
Depreciation and amortization (45,743) (20,176) (24,607) (61,945) (7,540)
Stock compensation expense — — — (993) (18,291)
U.S. HealthWorks acquisition costs — — — (2,819) —
Income (loss) from operations $ 206,936 $ 69,865 $ 107,926 $ 91804 $ (120653) $ 355878
Loss on early retirement of debt (19,719)
Equity in earnings of unconsolidated subsidiaries 21,054
Loss on sale of businesses (49)
Interest expense (154,703)
Income before income taxes $ 202,461
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11. Segment Information (Continued)

Adjusted EBITDA

Depreciation and amortization

Stock compensation expense

U.S. HealthWorks acquisition costs

Income (loss) from operations

Loss on early retirement of debt

Equity in earnings of unconsolidated subsidiaries
Gain on sale of businesses

Interest expense

Income before income taxes

Adjusted EBITDA

Depreciation and amortization

Stock compensation expense

Income (loss) from operations

Loss on early retirement of debt

Equity in earnings of unconsolidated subsidiaries
Gain on sale of businesses

Interest expense

Income before income taxes

For the Year Ended December 31, 2018

Critical Illness

Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation ~ Concentra® Other Total
(in thousands)
$ 243015 $ 108,927 $ 142,005 $ 251,977 $  (100,769)
(45,797) (24,101) (27,195) (95,521) (9,041)
— — — (2,883) (20,443)
— — — (2,895) —
$ 197,218 $ 84,826 $ 114,810 $ 150,678 $  (130,253) 417,279
(14,155)
21,905
9,016
(198,493)
235,552
For the Year Ended December 31, 2019
Critical lllness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
$ 254868 $ 135857 $ 151,831 $ 276,482 $ (108,130)
(50,763) (27,322) (28,301) (96,807) (9,383)
— — — (3,069) (23,382)
$ 204,105 $ 108,535 $ 123530 $ 176,606 $ (140,895) $ 471,881
(38,083)
24,989
6,532
(200,570)
264,749

(@D} Priorto 2019, thefinancial resultsof employeeleasing servicesprovided torel ated partiesaffiliated through the Company’s
equity method investments were included with the Company’s reportable segments. These results are now reported as
part of the Company’s other activities. For the years ended December 31, 2017 and 2018, net operating revenues were
conformed to reflect the current presentation.

2 The Concentra segment includes the operating results of U.S. HealthWorks beginning February 1, 2018.
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12. Revenuefrom Contractswith Customers

The following tables disaggregate the Company’s net operating revenues;

Patient service revenues:
Medicare
Non-Medicare
Total patient services revenues
Other revenues
Total net operating revenues

Patient service revenues:
Medicare
Non-Medicare
Total patient services revenues
Other revenues
Total net operating revenues

Patient service revenues:
Medicare
Non-Medicare
Total patient services revenues
Other revenues
Total net operating revenues

For the Year Ended December 31, 2017

Critical Illness

Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
$ 903,503 $ 259,221 % 148,403 $ 2128 $ — % 1,313,255
810,723 207,196 739,531 1,002,787 — 2,760,237
1,714,226 466,417 887,934 1,004,915 — 4,073,492
10,796 42,691 72,968 8,309 156,989 291,753
$ 1,725,022 $ 509,108 $ 960,902 $ 1,013,224 $ 156,989 $ 4,365,245
For the Year Ended December 31, 2018
Critical lllness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
$ 893429 $ 293913 % 161,054 $ 2,168 $ — 1,350,564
847,447 254,215 762,247 1,545,852 — 3,409,761
1,740,876 548,128 923,301 1,548,020 — 4,760,325
12,708 35,617 72,493 9,653 190,462 320,933
$ 1,753,584 $ 583,745 $ 995,794 $ 1,557,673 $ 190,462 $ 5,081,258
For the Year Ended December 31, 2019
Critical lllness
Recovery Rehabilitation Outpatient
Hospital Hospital Rehabilitation Concentra Other Total
(in thousands)
$ 907,963 $ 332514 % 171,690 $ 195 $ — 3 1,414,132
916,650 300,113 794,288 1,615,529 — 3,626,580
1,824,613 632,627 965,978 1,617,494 — 5,040,712
11,905 38,344 80,033 11,323 271,605 413,210
$ 1,836,518 $ 670971 $ 1,046,011 $ 1,628,817 $ 271,605 $ 5,453,922
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13. Stock-based Compensation

Holdings' equity incentive plan providesfor theissuance of stock optionsand restricted stock awards. The equity plan allows
for the issuance of 7,735,628 awards, as adjusted for forfeited restricted stock and stock options awards through December 31,
2019. Asof December 31, 2019, Hol dings has capacity toissue 1,727,405 restricted stock and stock option awards under the equity
plan. The equity plan alows for authorized but previously unissued shares or shares previously issued and outstanding and
reacquired by Holdings to satisfy these awards.

The Company measures the compensation costs of stock-based compensation arrangements based on the grant-date fair
value and recognizes the costs over the period during which employees are required to provide services. Restricted stock awards
are valued by using the closing market price of its stock on the date of grant. These restricted stock awards generally vest over
three to four years. Stock options are valued using the Black-Scholes option-pricing model. Forfeitures are recognized as they
occur.

Transactions related to restricted stock awards are as follows:

Weighted Average
Grant Date
Shares Fair Value
(share amountsin thousands)

Unvested balance, January 1, 2019 4450 $ 15.68
Granted 1,500 16.60
Vested (1,300) 11.97
Forfeited (43) 16.09
Unvested balance, December 31, 2019 4,607 $ 17.03

For the years ended December 31, 2017, 2018, and 2019, the weighted average grant date fair values of restricted stock
awards granted were $15.84, $19.72, and $16.60, respectively. For the years ended December 31, 2017, 2018, and 2019, the fair
values of restricted stock awards vested were $17.1 million, $19.1 million, and $15.6 million, respectively.

As of December 31, 2019, the Company did not have any stock options outstanding or exercisable. There were no options
granted or canceled during the year ended December 31, 2019. During the year ended December 31, 2019, 105,000 options were
exercised, which had a weighted average exercise price of $9.18. For the years ended December 31, 2017, 2018, and 2019, the
intrinsic values of options exercised were $1.6 million, $1.8 million, and $0.7 million, respectively.

Stock compensation expense recognized by the Company was as follows:
For the Year Ended December 31,

2017 2018 2019
(in thousands)

Stock compensation expense:

Included in general and administrative $ 15,706 $ 17604 $ 20,334
Included in cost of services 3,578 5,722 6,117
Total $ 19284 $ 23326 $ 26,451

Stock compensation expense based on current stock-based awardsfor each of the next fiveyearsisestimated to be asfollows:

2020 2021 2022 2023 2024
(in thousands)
Stock compensation expense $ 24381 $ 16,031 $ 8117 $ 1,267 $ 19
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14. Income Taxes

The components of the Company’s income tax expense for the years ended December 31, 2017, 2018, and 2019 were as
follows:

For the Year Ended December 31,
2017 2018 2019
(in thousands)

Current income tax expense:

Federal $ 45809 $ 36,072 $ 55,822
State and local 8,331 15,321 15,331
Total current income tax expense 54,140 51,393 71,153
Deferred income tax expense (benefit) (72,324) 7,217 (7,435)
Total income tax expense (benefit) $ (18,184) $ 58,610 $ 63,718

Reconciliations of the statutory federal income tax rate to the effective income tax rate are as follows:

For the Year Ended December 31,

2017 2018 2019
Federal income tax at statutory rate 35.0 % 21.0% 21.0%
State and local income taxes, less federal income tax benefit 37 5.0 4.2
Permanent differences 17 21 17
Vauation allowance (7.3) 05 0.5
Uncertain tax positions (0.6) (0.8) (0.2)
Non-controlling interest 0.5 (2.1 (2.9
Stock-based compensation (1.3) (2.2) (0.7)
Deferred income taxes - state income tax rate adjustment (2.8) 0.4 0.8
Deferred income taxes - tax legisation rate adjustment (37.5) — —
Other 0.9 1.0 0.9
Effective income tax rate (9.0)% 24.9% 24.1%
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14. Income Taxes (Continued)

The Company’s deferred tax assets and liabilities are as follows:

December 31,
2018 2019
(in thousands)

Deferred tax assets

Allowance for doubtful accounts $ 10313 % 13,097

Compensation and benefit-related accruals 51,900 55,300

Professional malpractice liability insurance 13,644 13,753

Deferred revenue 209 274

Federal and state net operating loss and state tax credit carryforwards 40,163 38,933

Interest limitation carryforward 4,675 4,943

Stock awards 5,695 6,251

Equity investments 2,055 2,914

Operating lease liabilities — 267,513

Other 3,271 2,344
Deferred tax assets 131,925 $ 405,322
Valuation allowance (17,893) (18,461)
Deferred tax assets, net of valuation allowance 114,032  $ 386,861
Deferred tax liabilities

Deferred income (13,891) $ (9,190)

Investment in unconsolidated affiliates (5,653) (7,498)

Depreciation and amortization (217,950) (225,079)

Deferred financing costs (8,324) (6,250)

Operating lease right-of -use assets — (263,818)

Other (3,488) (3,546)
Deferred tax liabilities (249,306) $ (515,381)
Deferred tax liabilities, net of deferred tax assets $ (135,274) $ (128,520)

The Company’s deferred tax assets and liabilities are included in the consolidated balance sheet captions as follows:

December 31,
2018 2019
(in thousands)
Other assets $ 18621 $ 19,738
Non-current deferred tax liability (153,895) (148,258)
$ (135,274) $ (128,520)

Asof December 31, 2018 and 2019, the Company’sval uation allowanceis primarily attributableto the uncertainty regarding
the realization of state net operating losses and other net deferred tax assets of |0ss entities. The state net deferred tax assets have
afull valuation allowance recorded for entities that have acumulative history of pre-tax losses (current year in addition to the two
prior years).

For the year ended December 31, 2018, the Company recorded a net valuation allowance increase of $4.9 million. This
increase was comprised of a $3.9 million valuation allowance recognized on net operating losses acquired and recorded as part of
U.S. HealthWorks' opening balance sheet, and a $1.0 million valuation alowance recognized as a result of a net change in state
net operating losses for the year ended December 31, 2018. For the year ended December 31, 2019, the Company recorded a net
va uation allowance increase of $0.6 million which was the result of anet change in state net operating losses. The changesin the
Company’s valuation allowance were recognized as aresult of management’s reassessment of the amount of its deferred tax assets
that are more likely than not to be realized.
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14. Income Taxes (Continued)

At December 31, 2018 and 2019, the Company’s net deferred tax liabilities of approximately $135.3 million and $128.5
million, respectively, consist of itemswhich have been recognized for tax reporting purposes, but which will increasetax on returns
to be filed in the future. The Company has performed an assessment of positive and negative evidence regarding the realization
of the net deferred tax assets. This assessment included areview of legal entities with three years of cumulative losses, estimates
of projected future taxableincome, the effectson futuretaxableincomeresulting from thereversal of existing deferred tax liabilities
in future periods, and the impact of tax planning strategies that management would and could implement in order to keep deferred
tax assets from expiring unused. Although realization is not assured, based on the Company’s assessment, it has concluded that it
ismore likely than not that such assets, net of the determined valuation allowance, will be realized.

The total state net operating losses are approximately $719.6 million. State net operating loss carryforwards expire and are
subject to valuation allowances as follows:

State Net Operating Gross Valuation
L osses Allowance

(in thousands)

2020 $ 17297 % 14,100
2021 11,772 8,806
2022 39,319 33,790
2023 20,743 15,367
Thereafter through 2038 630,506 413,916

15. Earningsper Share

Thefollowing table setsforth the net incomeattributabl eto the Company, its common shares outstanding, and its participating
securities outstanding. There were no dividends declared or contractual dividends paid for the years ended December 31, 2017,
2018, and 2019.

Basic EPS Diluted EPS
For the Year Ended December 31, For the Year Ended December 31,
2017 2018 2019 2017 2018 2019
(in thousands)

Net income $ 220645 $ 176942 $ 201,031 $ 220645 $ 176942 $ 201,031
Less: net income attributable to non-controlling interests 43,461 39,102 52,582 43,461 39,102 52,582
Net income attributable to the Company 177,184 137,840 148,449 177,184 137,840 148,449
Less: net income attributable to participating securities 5,758 4,551 4,995 5,751 4,548 4,994
Net income attributable to common shares $ 171426 $ 133289 $ 143454 $ 171433 $ 133292 $ 143455
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15. Earnings per Share (Continued)

The following tables set forth the computation of EPS under the two-class method:

For the Year Ended December 31, 2017

Net Income 1) . Net Income N ]
Allocation Shares’ Basic EPS Allocation Shares’ Diluted EPS

(in thousands, except for per share amounts)

Common shares $ 171,426 128955 $ 133 | $ 171,433 129,126 $ 1.33
Participating securities 5,758 4,332 1.33 5,751 4,332 1.33
Total Company $ 177,184 $ 177,184

For the Year Ended December 31, 2018

Net Income 1) . Net |ncome N ]
Allocation Shares’ Basic EPS Allocation Shares’ Diluted EPS

(in thousands, except for per share amounts)

Common shares $ 133,289 130,172 $ 102 | $ 133,292 130,256 $ 1.02
Participating securities 4,551 4,444 1.02 4,548 4,444 1.02
Total Company $ 137,840 $ 137,840

For the Year Ended December 31, 2019

Net |ncome 1) . Net |ncome N -
Allocation Shares’ Basic EPS Allocation Shares’ Diluted EPS

(in thousands, except for per share amounts)

Common shares $ 143,454 130,248 $ 110 | $ 143,455 130,276 $ 1.10
Participating securities 4,995 4535 % 1.10 4,994 4535 $ 1.10
Total Company $ 148,449 $ 148,449

D Represents the weighted average share count outstanding during the period.
16. Commitmentsand Contingencies
Construction Commitments

At December 31, 2019, the Company had outstanding commitmentsunder construction contractsrelated to new construction,
improvements, and renovations totaling approximately $16.2 million.

Litigation

The Company is a party to various legal actions, proceedings, and claims (some of which are not insured), and regulatory
and other governmental audits and investigationsin the ordinary course of its business. The Company cannot predict the ultimate
outcome of pending litigation, proceedings, and regulatory and other governmental audits and investigations. These matters could
potentially subject the Company to sanctions, damages, recoupments, fines, and other penalties. The Department of Justice, Centers
for Medicare & Medicaid Services(*CMS"), or other federal and state enforcement and regul atory agenciesmay conduct additional
investigations related to the Company’s businesses in the future that may, either individually or in the aggregate, have a material
adverse effect on the Company’s business, financial position, results of operations, and liquidity.
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16. Commitments and Contingencies (Continued)

Toaddressclaimsarising out of the Company’ soperations, the Company maintai nsprof essional mal practiceliability insurance
and general liability insurance coverages through anumber of different programsthat are dependent upon such factors asthe state
where the Company is operating and whether the operations are wholly owned or are operated through a joint venture. For the
Company’swholly owned operations, the Company currently maintainsinsurance coverages under acombination of policieswith
atotal annual aggregate limit of up to $40.0 million. The Company’s insurance for the professional liability coverage is written
ona‘“claims-made’ basis, and its commercial general liability coverage is maintained on an “occurrence’ basis. These coverages
apply after a self-insured retention limit is exceeded. For the Company’s joint venture operations, the Company has numerous
programs that are designed to respond to the risks of the specific joint venture. The annual aggregate limit under these programs
ranges from $6.0 million to $20.0 million. The policies are generally written on a“claims-made” basis. Each of these programs
has either a deductible or self-insured retention limit. The Company reviews its insurance program annually and may make
adjustmentsto the amount of insurance coverage and self-insured retentionsin future years. The Company also maintainsumbrella
liability insurance covering claimswhich, dueto their nature or amount, are not covered by or not fully covered by the Company’s
otherinsurancepolicies. Theseinsurancepoliciesal sodonot generally cover punitivedamagesand aresubject to variousdeductibles
and policy limits. Significant legal actions, aswell asthe cost and possiblelack of availableinsurance, could subject the Company
to substantial uninsured liabilities. In the Company’s opinion, the outcome of these actions, individually or in the aggregate, will
not have a material adverse effect on its financial position, results of operations, or cash flows.

Healthcare providers are subject to lawsuits under the qui tam provisions of the federal False ClaimsAct. Qui tam lawsuits
typically remain under seal (hence, usually unknown to the defendant) for some time while the government decides whether or
not to intervene on behalf of a private qui tam plaintiff (known as arelator) and take the lead in the litigation. These lawsuits can
involve significant monetary damages and penalties and award bounties to private plaintiffs who successfully bring the suits. The
Company is and has been a defendant in these cases in the past, and may be named as a defendant in similar cases from time to
timein the future.

Wi mington Litigation. On January 19, 2017, the United States District Court for the District of Delaware unsealed a qui
tam ComplaintinUnited Statesof Americaand Stateof Delawareex rel. TheresaK elly v. Sel ect Specialty Hospital-Wilmington, Inc.
(“SSH Wilmington™), Select Specialty Hospitals, Inc., Select Employment Services, Inc., Select Medical Corporation, and Crystal
Cheek, No. 16 347 LPS. The Complaint was initialy filed under seal in May 2016 by a former chief nursing officer at
SSH Wilmington and was unseal ed after the United Statesfiled a Notice of Election to Decline Intervention in January 2017. The
corporate defendants were served in March 2017. In the complaint, the plaintiff relator alleges that the Select defendants and an
individual defendant, who is a former health information manager at SSH Wilmington, violated the False Claims Act and the
Delaware False Claims and Reporting Act based on allegedly falsifying medical practitioner signatures on medical records and
failing to properly examine the credentials of medical practitioners at SSH Wilmington. In response to the Select defendants’
motion to dismiss the Complaint, in May 2017 the plaintiff-relator filed an Amended Complaint asserting the same causes of
action. The Select defendants filed a Motion to Dismiss the Amended Complaint based on numerous grounds, including that the
Amended Complaint did not plead any alleged fraud with sufficient particul arity, failed to plead that the alleged fraud was material
to the government’s payment decision, failed to plead sufficient facts to establish that the Select defendants knowingly submitted
falseclaimsor records, andfailedto alegeany reversefaseclaim. InMarch 2018, theDistrict Court dismissed theplaintiff relator’s
claims related to the alleged failure to properly examine medical practitioners' credentials, her reverse false claims allegations,
and her claim that defendants violated the Delaware False Claims and Reporting Act. It denied the defendants’ motion to dismiss
claims that the allegedly falsified medical practitioner signatures violated the False Claims Act. Separately, the District Court
dismissed the individual defendant due to plaintiff-relator’s failure to timely serve the amended complaint upon her.

In March 2017, the plaintiff-relator initiated a second action by filing a Complaint in the Superior Court of the State of
Delaware in Theresa Kelly v. Select Medical Corporation, Select Employment Services, Inc., and SSH Wilmington, C.A. No.
N17C-03-293 CLS. The Delaware Complaint alleges that the defendants retaliated against her in violation of the Delaware
Whistleblowers' Protection Act for reporting the same alleged violations that are the subject of the federal Amended Complaint.
The defendants filed amotion to dismiss, or aternatively to stay, the Delaware Complaint based on the pending federal Amended
Complaint and the failure to alege facts to support aviolation of the Delaware Whistleblowers' Protection Act. In January 2018,
the Court stayed the Delaware Complaint pending the outcome of the federal case.

The Company intends to vigorously defend these actions, but at this time the Company is unable to predict the timing and
outcome of this matter.
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16. Commitments and Contingencies (Continued)

Contract Therapy Subpoena. On May 18, 2017, the Company received asubpoenafrom the U.S. Attorney’s Office for the
District of New Jersey seeking variousdocuments principally relating to the Company’s contract therapy division, which contracted
to furnish rehabilitation therapy services to residents of skilled nursing facilities (“ SNFs’) and other providers. The Company
operated itscontract therapy divisionthrough asubsidiary until March 31, 2016, when the Company sold the stock of the subsidiary.
Thesubpoenaseeksdocumentsthat appear to beai med at assessing whether therapy serviceswerefurnished andbilledincompliance
with Medicare SNF hilling requirements, including whether therapy services were coded at inappropriate levels and whether
excessive or unnecessary therapy was furnished to justify coding at higher paying levels. The Company does not know whether
the subpoena has been issued in connection with aqui tam lawsuit or in connection with possible civil, criminal or administrative
proceedings by the government. The Company has produced documentsin response to the subpoenaand intendsto fully cooperate
with thisinvestigation. At this time, the Company is unable to predict the timing and outcome of this matter.

17. Subsequent Events

On January 1, 2020, Select, Welsh, Carson, Anderson & Stowe XlI, L.P. (“WCAS"), and DHHC entered into an agreement
pursuant to which Select acquired approximately 17.2% of the outstanding membership interests of Concentra Group Holdings
Parent onafully diluted basisfromWCAS, DHHC, and other equity holdersof ConcentraGroup Holdings Parent for approximately
$338.4 million. On February 1, 2020, Select, WCAS and DHHC entered into an agreement pursuant to which Select acquired an
additional 1.4% of the outstanding membership interests of Concentra Group Holdings Parent on afully diluted basisfrom WCAS,
DHHC, and other equity holders for approximately $27.8 million.

These purchases were in lieu of, and considered to be, the exercise of the first put right provided to certain equity holders
under the terms of the Amended and Restated Limited Liability Company Agreement of Concentra Group Holdings Parent, dated
as of February 1, 2018. Following these purchases, Select owns approximately 66.6% of the outstanding membership interests of
ConcentraGroup Holdings Parent on afully diluted basisand approximately 68.8% of the outstanding ClassA membershipinterests
of Concentra Group Holdings Parent.
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18. Selected Quarterly Financial Data (Unaudited)

The tables below sets forth selected unaudited financial datafor each quarter of the last two years.

First Second Third Fourth
Quarter Quarter Quarter Quarter

(in thousands, except per share amounts)
For the year ended December 31, 2018

Net operating revenues $ 1,252,964 $ 1,296,210 $ 1,267,401 $ 1,264,683
Cost of services, exclusive of depreciation and amortization 1,065,813 1,094,731 1,087,062 1,093,450
Depreciation and amortization 46,771 51,724 50,527 52,633
Income from operations 108,598 120,561 99,837 88,283
Net income 43,982 60,559 42,679 29,722
Net income attributable to Select Medical Holdings Corporation 33,739 46,511 32,917 24,673
Earnings per common share:®

Basic $ 025 $ 035 $ 024 $ 0.18
Diluted $ 025 $ 035 $ 024 $ 0.18

First Second Third Fourth

Quarter Quarter Quarter Quarter

(in thousands, except per share amounts)
For the year ended December 31, 2019

Net operating revenues $ 1,324,631 $ 1,361,364 $ 1,393343 $ 1,374,584
Cost of services, exclusive of depreciation and amortization 1,132,092 1,150,150 1,183,111 1,175,649
Depreciation and amortization 52,138 54,993 52,941 52,504
Income from operations 111,724 124,882 122,906 112,369
Net income 53,344 59,986 44,030 43,671
Net income attributable to Select Medical Holdings Corporation 40,834 44,816 30,732 32,067
Earnings per common share:®
Basic $ 030 $ 033 $ 023 $ 0.24
Diluted $ 030 $ 033 $ 023 $ 0.24
(@D} Dueto rounding, the summation of quarterly earnings per common share balances may not equal year to date equivalents.
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The following Financia Statement Schedule along with the report thereon of PricewaterhouseCoopersLLP dated
February 20, 2020, should be read in conjunction with the consolidated financial statements. Financial Statement Schedules not
included in thisfiling have been omitted because they are not applicable or the required information is shown in the consolidated
financial statements or notes thereto.

Select Medical Holdings Cor poration
Select Medical Cor poration
Schedule I1—Valuation and Qualifying Accounts

Balance at Charged to
Beginning Cost and Balance at
of Year Expenses Acquisitions? Deductions End of Year
(in thousands)

Income Tax Valuation Allowance
Year ended December 31, 2019 $ 17,893 $ 568 $ — $ — 8 18,461
Year ended December 31, 2018 $ 12986 $ 1,032 % 3875 $ — 8 17,893
Year ended December 31, 2017 $ 26421 $ (13,435) $ — 8 — 8 12,986
D Includes valuation allowance reserves resulting from business combinations.
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