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NovaCare distinguishes itself from many other companies because it is built

upon a set ofvalues. Its Credo, Purpose and Beliefs setit apart.

NovaCare's employees differentiate themselves by aligmng their professional

activities and personal conduct with the values for which the organization stands.

The Chairman's Award is NovaCare's highest tribute to individuals who have

demonstrated the Pursuit of Excellence...being the best. The Chairman recognizes

those people who are pursuing personal and professional excellence. They are role

models within the organization, who are, in a very fundamental sense, Helping

Mahe Life a Little Better.

NovaCare's patients derive the greatest benefit from the Chairman's Award.

Everything we do at NovaCare is in support of maximizing the moment when the

patient and clinician are together. To the extent that individuals achieve excel-

lence, the result is ofbenefit to the patient.



NovaCare, Inc. is the nation's leading

provider of comprehensive medical

rehabilitation serwices.

The Contract Serwices Group,

NovaCare's largest business, provides

rehabilitation therapy serwices on a

contract basis to more than 1,900 health

care institutions - primarily nursing

homes - in 39 states. NovaCare's 4,600

full-time physical therapists, occupa-

tional therapists, and speechJanguage

pathologists treat more than 24,000

patients a day.

NovaCare also operates seven

rehabilitation hospitals to treat patients

requiring intensive medical rehabilitation.

In addition, six community integrated

programs provide therapy and commu-

nity re-entry support for individuals

who have suffered traumatic brain injury.

Following the completion of the acquisi-

tion of Rehabilitation Hospital Corporation

of America, NovaCare will add five

rehabilitation hospitals and four free-

standing outpatient medical rehabilita-

tion facilities to its hospital group.

NovaCare is also the nation's

largest provider oforthotic and prosthetic

patient care services, sewing individu-

als requiring custom braces and artificial

limbs through 108 centers in 24 states.

NovaCare's objective is to be a

cost-effective quality leader in the med-

ical rehabilitation industry. This is

being accomplished through a stratery

of consolidating and integrating the

industry to achieve strong national and

local market presence and by offering

a continuum ofserwices for people requir-

ing medical rehabilitation

This strategic focus is supported by

highly experienced management at all

Ievels within the organization. With a

very strong operating record and balance

sheet, NovaCare is well positioned for

continuing profrtable growth.
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Contract Services:

E 1-74 Sites

f-l 75-149 Sites

E 150+ Sites

. Orthotic & Prosthetic Patient Care Centers

0 MedicalRehabil itationHospitals

Community Integrated Programs
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NovaCare, Inc. and Subsidiaries

(Dollars in thoumds, except share data)

For the Year Ended June 30 1993 1992 VoChange

Net revenues $ 539,072 $ 385,099 +40

Net income 46,775 37,494 +25

Net income per common share .93

Weighted average number of common

.75 +24

sharesoutstanding... 50,443,24L 50,249,638

As ofJune 30 1993 1992 VoChange

Total assets $ 548,061 $ 292,303 +88

Totall iabil i t ies..,.. 264,291 68,103 +288

Stockholders'equif . 283,770 224,200 +27

Working capital 258,625 97,560 +165

Ratios 1993 t992

Gross profit margin* , 37.9Vo 32.QVo

Operating profit margin l4.7Vo l5.0Vo

Current ratio 4.6:1 3.1:l-

Return on average equity . l8.4Vo l8.8Vo

*1992 has been reclassiflred to conform to 1993 Dresentation
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HISToRY, NoVACARE

HAS CONTINUOUSLY

IMPROVED ITS CLINICAL

AND FINANCIAL

RESULTS, ITS MARKETS

ARE EXPANDING

DRAMATICALLY AND

ITS ABILITY TO

THOSE DEMANDS SETS

NoVACARE APART.
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ear Fellow Shareholders:

NovaCare had a banner year in

1993. Revenues increased 40 percent to

$539 million and operating income was

up 37 percent to $79 million. Earnings

per common share increased to $.93 -

a 24 percent improvement over the $.75

earned in 1992. We are particularly

pleased to achieve these record results

while making a number of strategic

investments for the future.

NovaCare's performance was again

driven by ow success in recmiting a

large number of higbly qualified reha-

bilitation professionals. A record 2,300

therapists joined the Contract Services

Group in 1993, resulting in a 46 percent

increase in the number ofphysical ther-

apists, occupational therapists and

speech-language pathologists employed

in this, our largest business. These ther-

apists treat more than 24,000 patients

each day in 1,900 health care institu-

tions that have contracted with NovaCare

for this essential service.

In an industry marked by excess

demand, with many unserved patients

and too few clinical professionals, this

recruiting success is a remarkable

achievement and one of NovaCare's

competitive strengths.

Increased earnings in our Medical

Rehabilitation Hospital Group and

Orthotics and Prosthetics (O&P) Group

also contributed to the excellent year.

Our success in developing specialty pro-

grams in our seven hospitals led to

increased admissions, occupancy and

revenues per patient in 1993. In the

O&P Group, visits by patients referred for

custom-made braces and artificial limbs

rose nine percent over the prior year.
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While we are gratified by our

accomplishments, it is the future that

excites us most. Our prospects have

never been brighter. The demand for

rehabilitation services continues to grow

with more and more patients referred by

cost-conscious payors. In addition, the

population ofsenior Americans is project-

ed to double over the next 40 years, and

medical advances are improving survival

rates following illness and trauma. All

of these point to an ever-growing mar-

ket for rehabilitation semces.

To ensure that we benefit from the

substantial grordh opportunities ahead,

we are building the human expertise

and financial resources necessary for

continued success in future years.

In last yeals report we introduced

Francis W. "Butch" Cash, president

and chief operating ollicer, who joined

us from Marriott Corporation. Our

investment in people continues. A num-

ber of exceptional individuals from

some of the world's greatest companies

joined our company since then - Carol

J. Klein, vice president, communica-

tions, from Dole Food Company;

Paul I( Ross, vice president, manage-

ment information systems - Contract

Services Group, from Johnson &

Johnson; Faye E. Patterson, vice presi-

dent, human resources - Contract

Services Group, from American Express;

Michael J. Reed, division vice president -

Contract Services Group, from

Manor Care; and Walter E. Stutrlemmer,

vice president, human resources -

O&P Group, from Marriott - to name

a few. The experience of these individu-

als, added to our highly experienced

team, will be invaluable as we continue

our rapid gro*th, focusing on integrating

our businesses and managing NovaCare

as one operating company.

Our positioning for the future

included a sigrrificant increase in finan-

cial resources as well. In January, we

capitalized on favorable conditions in the

financial markets and issued $175 million

of subordinated convertible debentures.

The additional funds allowed us to take

advantage of a number of acquisition

opportunities to reinforce our position as a

low cost provider ofquality rehabilitation

services and strengthen our continuum

ofservices in local and national markets.



In June we entered into an agree-

ment to acquire Rehabilitation Hospital

Corporation ofAmerica (RHCA) to

expand our ability to treat patients

requiring the intensity ofcare provided

in acute rehabilitation hospitals. This

acquisition will add five hospitals and

four satellite outpatient facilities to

NovaCare's hospital business. J. Calvin

Kaylor, who joins us from RHCA, will

become president and general manager

of NovaCare's Medical Rehabilitation

Hospital Group.

We also invested in new serwices,

training and technolory. In Phoenix, we

established an 18-bed, sub-acute unit in

one ofour hospitals for patients requir-

ing a lower intensity ofcare, and it has

been operating at firll capacity since its

opening. We also introduced a sub-acute

rehabilitation service for nursing home

customers desiring a dedicated rehabili-

tation program managed by NovaCare.

In the O&P Group, research continues

in the development of cost-effective,

state-of-the-art prostheses.

In a project promising considerable

benefits over the longer term, we are

developing a comprehensive rehabilita-

tion serwice for managed care payors in

Arizona. Another strategic investment

is a pilot study underway in our Contract

Serwices business to achieve break-

through productivity and customer ser-

vice gains.

In preparation for the substantial

growth ahead, we are also installing

enhanced computer systems in each of

our businesses and investing heavily in

clinical and management training.

We enter 1994 from a position of

strength, with earnings momentum, top

ranking market positions in each busi-

ness, a sound balance sheet and a large

cash position. We are the leader in

rehabilitation - which is a solution to

rising health care costs, not part ofthe
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JOHN H. FosTER, CHAIRMAN oF THE BoARD

AND CHIEF EXECUTIVE OFFICER; FRANCIS W.

CASH, pRES|DENT AND cHtEF opERATtNG oFFt-

CER: WALTER E. STUHLEMMER, VICE PRESI-

DENT, HUMAN RESOURCES, ORTHOTICS AND

PRoSTHETICS GRoUP; J.  CALVIN KAYLoR,

PRESIDENT AND GENERAL tMANAGER, MEDICAL

REHABILITATIoN HoSPITAL GRoUP; FAYE E.

PATTERSoN, VIcE PRESIDENT, HUMAN

RESOURCES, CONTRACT SERVICES GROUP;

PAUL K. Ross, VICE PRESIDENT, MANAGEMENT

INFORMATION SYSTEMS, CONTRAcT SERVIcES

GRoUP; CARoL J.  KLEIN, VIcE PRESIDENT,

COMMUNICATIONS; MICHAEL J,  REEO, DIVISION

vlcE PRESIDENT, CoNTRAcT SERVICES GRoUP

problem - and have the management

capacity and experience to act upon

the numerous opportunities that are

currently available.

Gpit li"i*s o,, Opportornities in
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The need for health care reforn

is undisputed. Health care expenditures

in the United States have more than

tripled since 1980 and the high cost of

insurance has limited access to health

care for an estimated 37 million

Americans. Today's reform initiatives

are focused on improving access to qual-

ity medical care and providing increased

value for our health care dollars.

Both objectives have positive impli-

cations for NovaCare. Clearly, extending

coverage to 37 million people will dra-

matically increase the market for reha-

bilitation services. Moreover, given the

confirmed cost-effectiveness of rehabili-

tation and the trend toward treating



individuals in lower cost settings, like

nursing homes - NovaCare's largest

market - the demand for our servrces

should expand even more.

In the search for better value,

managed care - whether a health

maintenance orgarrization (HMO) or some

other large purchasing group - has

presented itselfas the most viable alter-

native. With no federal action at all,

managed care is already the system of

choice for more than 50 percent of

insured Americans. Experts predict that

this figure will reach 90 percent -

without reform -by the year 2000, less

than seven years away. Reform will

only accelerate this trend.

We see the shift toward managed

care as the most important health care

trend in the United States. By under-

standing what the managed care payor

wants, NovaCare has a map of the

winning strategies for the new health

care marketplace. The managed care

customer seeks providers who deliver

quality, Iow-cost care with demonstrat-

ed clinical outcomes; command a strong

presence in local markets; and olfer a

continuum ofservices.

NovaCare is well on its way to

meeting those needs:

* We have earned a reputation for patient

care excellence and are an industry

leader in outcomes measurement.

We are a low cost provider in each

ofour businesses.

We have meaningfirl local market

positions and consistently high marks

in customer service.

* We offer a continuum of services for

individuals requiring different inten-

sities of rehabilitative therapy.

In 1994 and beyond, we will contin-

ue to develop our strengths in these

fundamental areas, capitalizing on the

strategies that charted our course to

date. These are precisely the strategies

that will position NovaCare as the

provider ofchoice for all customers -

both in the near term and the future.

Our direction is clear and the

opportunities abundant. In the pages

that follow, we discuss the steps we

are taking to build the winning rehabili-

tation company for the 1990s and beyond.

On behalfofyour board and man-

agement, I would like to express my

sincere appreciation to you, our share-

holders, for your continuing confidence

and support. We also extend our

heartfelt thanks to each ofNovaCare's

employees, for it is through your collec-

tive energies and hard work that we are

Helping Make Life a Little Better fot: so

many thousands ofindividuals each day.
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John H. Foster

Chaiman and Chief Executive Officer

September 17, 1993

DURING THE YEAR WE

WERE DEEPLY SADDENED

BY THE UNTIMELY DEATH

OF OUR DJRECTOR AND

FRIEND, RAYMOND VELGE.

MR. VELGE, A PART OF

NoVACARE SINcE ITS

BEGINNING. EXEMPLIFIED

THE VALUES THAT ARE

AT THE HEART OF OUR

oRGANIZATIoN. HI5 WIS.

DOM, GOOD JUDGMENT

AND EXTRAORDINARY

TALENTS BOTH AS A

BUSINESS LEADER AND

STRATEGIC THINKER -

WILL BE LONG REMEM.

BERED AND SORELY

MISSED.
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will be defined by the speed and extent

of the patient's recovery - the outcome

of treatment.

Methods to measure outcomes are

already well-established in rehabilita-

tion hospitals. NovaCare was one 0f the

early participants in the Uniform Data

Set for Medical Rehabilitation Serwices,

a third party data clearinghouse

on outcomes maintained by the State

University of New York at Buffalo.

Based on this massive database, which

evaluates functional outcomes and

costs across 250 rehabilitation facilities,

NovaCare's record is superior, particu-

Iarly among hospitals treating higher

acuity patients.

While widely used in the hospital

setting, outcomes measures are not well-

developed in other settings. However,

as a natural outgro*'th ofour leadership

roie in geriatric rehabilitation, NovaCare

recently made a major commitment to

establish outcomes measures in nursing

homes. With a daily patient caseload of

more than 24,000 nursing home patients,

NovaCare will provide the first signifi-

cant database to examine outcomes in

this setting.

Our therapists enthusiastically

support this program. They began

tracking information on a large group of

patients during 1993, and we expect

to begin sharing the results with our

nursing home customers later this year.

In addition to creating a common

'language 
for discussions with referring

physicians. nursing staff. faciliry

administrators, payors, patients and

families, the data will help us determine

the most effective treatment plans for

our patients.

Our quest for better patient out-

comes also extends to the medical

research community. For example, prac-

titioners in our O&P group are working

with surgeons to provide lower limb

prostheses to patients while they are

still in the operating room. This gets the

patient up and walking sooner and

accelerates recovery. And, with the

University of Arizona, we are establish-

ing a motion analysis laboratory to

learn more about balance and gait in

individuals with neurological and ortho-

pedic conditions.

These initiatives, combined with

NovaCare's national reputation for clin-
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