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PART I

» » <«

Unless the context otherwise requires, all references in this Annual Report on Form 10-K to “Acadia, us” or “our” mean

Acadia Healthcare Company, Inc. and its consolidated subsidiaries.

the Company,” “we,

Item 1. Business.
Overview

We are the leading publicly traded pure-play provider of inpatient behavioral healthcare services in the United States. Our principal business is to
develop and operate inpatient psychiatric facilities, residential treatment centers, group homes, substance abuse facilities and facilities providing outpatient
behavioral health services to better serve the behavioral health and recovery needs of communities throughout the United States. As of March 1, 2011, following
the Haven Behavioral Healthcare Holdings, LL.C (“Haven”) acquisition discussed below, we operated a total of 32 behavioral healthcare inpatient and outpatient
facilities, with over 2,100 licensed beds, in 19 states. We believe that our primary focus on the provision of behavioral health services allows us to operate more
efficiently and provide higher quality care than our competitors. On a pro forma basis for the years ended December 31, 2011 and 2010, giving effect to
acquisitions completed during 2011, we generated revenue of $330.4 million and $314.2 million, respectively.

On March 1, 2012, we completed the acquisition of three inpatient behavioral healthcare facilities with a combined 166 licensed beds from Haven
for $91.0 million of cash consideration using the net proceeds from the December 2011 sale of our common stock and borrowings under our senior credit facility.

On December 20, 2011, we completed the offering of 9,583,332 shares of our common stock (including shares sold pursuant to the exercise of the
over-allotment option that we granted to the underwriters as part of the offering) at a price of $7.50 per share. The net proceeds to us from the sale of the shares,
after deducting the underwriting discount of approximately $3.8 million and additional offering-related expenses of approximately $0.9 million, were
approximately $67.2 million.

On November 1, 2011, we completed the acquisition of PHC, Inc. (“PHC”), a publicly-traded behavioral health services company providing
psychiatric services to individuals who have behavioral health disorders, including alcohol and drug dependency. In connection with our acquisition of PHC, we
issued 4,891,667 shares of our common stock to the PHC stockholders and 17,633,117 shares to unitholders of Acadia Healthcare Holdings LLC. Shares of
Acadia common stock began trading on the NASDAQ Global Market on November 1, 2011 under the symbol “ACHC.”

On April 1, 2011, we acquired Youth and Family Centered Services, Inc. (“YFCS”), the largest private, for-profit provider of behavioral health,
education and long term support services exclusively for abused and neglected children and adolescents. YFCS’ services include residential treatment care,
community-based services, acute care, specialized education services, therapeutic group homes, therapeutic foster care and medical and behavioral services.

Acadia was formed as a limited liability company in the State of Delaware in 2005, and converted to a corporation on May 13, 2011. Our common
stock is listed for trading on The NASDAQ Global Market under the symbol “ACHC.” Our principal executive offices are located at 830 Crescent Centre Drive,
Suite 610, Franklin, Tennessee 37067, and our telephone number is (615) 861-6000.

Competitive Strengths

We believe the following strengths differentiate us from other providers of behavioral healthcare services:

Premier operational management team with track record of success. Our management team has approximately 145 combined years of experience
in acquiring, integrating and operating a variety of behavioral health facilities. Following the sale of Psychiatric Solutions, Inc. (“PSI”) to Universal Health
Services, Inc. (“UHS”) in November 2010, certain of PSI’s key former executive officers joined Acadia in February 2011. The combination of the Acadia
management team with the operational expertise of the former PSI management team gives us what we believe to be the premier leadership team in the
behavioral healthcare industry. The new management team intends to bring its years of experience operating behavioral health facilities to generate strong cash
flow and grow a profitable business.

Favorable industry and legislative trends. According to the National Institute of Mental Health, approximately 6% of people in the United States
suffer from a seriously debilitating mental illness and over 20% of children, either currently or at some point during their life, have had a seriously debilitating
mental disorder. We believe the market for behavioral services will continue to grow due to increased awareness of mental health and substance abuse conditions
and treatment options. National expenditures on mental health and substance abuse treatment are expected to reach $239 billion in 2014, up from $121 billion in
2003, representing a compound annual growth rate of approximately 6.4%.
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While the growing awareness of mental health and substance abuse conditions is expected to accelerate demand for services, recent healthcare
reform is expected to increase access to industry services as more people obtain insurance coverage. A key aspect of reform legislation is the extension of mental
health parity protections established into law by the Mental Health Parity and Addiction Equity Act of 2008 (the “M HPAEA™). The MHPAEA provides for equal
coverage between psychiatric or mental health services and conventional medical health services and forbids employers and insurers from placing stricter limits
on mental healthcare compared to other health conditions. According to IBISWorld, the MHPAEA is projected to affect more than 113 million individuals.

Leading platform in attractive healthcare niche. We are a leading behavioral healthcare platform in an industry that is undergoing consolidation in
an effort to reduce costs and expand programs to better serve the growing need for inpatient behavioral healthcare services. In addition, the behavioral healthcare
industry has significant barriers to entry, including (i) significant initial capital outlays required to open new facilities, (ii) expertise required to deliver highly
specialized services safely and effectively, and (iii) high regulatory hurdles that require market entrants to be knowledgeable of state and federal laws and
facilities to be licensed with local agencies.

Diversified revenue and payor bases. As of December 31, 2011, we operated 29 facilities in 18 states. The acquisitions of YFCS and PHC increased
our payor, patient/client and geographic diversity, which mitigates the potential risk associated with any single facility. On a pro forma basis giving effect to the
acquisitions of YFCS and PHC for the twelve months ended December 31, 2011, we received 67% of our revenue from Medicaid, 20% from commercial payors,
8% from Medicare, and 5% from private pay and other payors. As we receive Medicaid payments from 23 states, we do not believe that we are significantly
affected by changes in reimbursement policies in any one state. Substantially all of our Medicaid payments relate to the care of children and adolescents.
Management believes that children and adolescents are a patient class that is less susceptible to reductions in reimbursement rates. On a pro forma basis, our
largest facility would have accounted for less than 8% of revenue for the twelve months ended December 31, 2011, and no other facility would have accounted
for more than 7% of revenue for the same year. Additionally, on a pro forma basis, no state would have accounted for more than 16% of total revenue for the
twelve months ended December 31, 2011. We believe that our increased geographic diversity mitigates the impact of any financial or budgetary pressure that may
arise in a particular state where we operate.

Strong cash flow generation and low capital requirements. We generate strong free cash flow by profitably operating our business and by actively
managing our working capital. Moreover, as the behavioral healthcare business does not typically require the procurement and replacement of expensive medical
equipment, our maintenance capital expenditure requirements are generally less than that of other facility-based healthcare providers. For the year ended
December 31, 2011, our maintenance capital expenditures amounted to approximately 1.6% of our revenue. In addition, our accounts receivable management is
less complex than medical/surgical hospital providers because behavioral healthcare facilities have fewer billing codes and generally are paid on a per diem basis.

Business Strategy

We are committed to providing the communities we serve with high quality, cost-effective behavioral health services, while growing our business,
increasing profitability and creating long-term value for our stockholders. To achieve these objectives, we have aligned our activities around the following growth
strategies:

Increase margins by enhancing programs and improving performance at existing facilities. We believe we can improve efficiencies and increase
operating margins by utilizing our management’s expertise and experience within existing programs and their expertise in improving performance at
underperforming facilities. We believe the efficiencies can be realized by investing in growth in strong markets, addressing capital-constrained facilities that have
underperformed and improving management systems. Furthermore, the combination of Acadia, YFCS and PHC gives us an opportunity to develop a marketing
strategy in many markets which should help us increase the geographic footprint from which our existing facilities attract patients and referrals.

Opportunistically pursue acquisitions. We have established a national platform for becoming the leading dedicated provider of high quality
behavioral healthcare services in the U.S. Our industry is highly fragmented, and we selectively seek opportunities to expand and diversify our base of operations
by acquiring additional facilities. We believe there are a number of acquisition candidates available at attractive valuations, and we have a number of potential
acquisitions in various stages of development and consideration. We believe our focus on inpatient behavioral healthcare and history of completing acquisitions
provides us with a strategic advantage in sourcing, evaluating and closing acquisitions. We intend to focus our efforts on acquiring additional acute inpatient
psychiatric facilities, which should increase the percentage of such facilities in our portfolio. The acquisition of PHC and its recently acquired MeadowWood
facility added five inpatient facilities (four offering general psychiatric services and one
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offering substance abuse services), four outpatient psychiatric facilities, as well as two call centers. We leverage our management team’s expertise to identify and
integrate acquisitions based on a disciplined acquisition strategy that focuses on quality of service, return on investment and strategic benefits. We also have a
comprehensive post-acquisition strategic plan to facilitate the integration of acquired facilities that includes improving facility operations, retaining and recruiting
psychiatrists and other healthcare professionals and expanding the breadth of services offered by the facilities.

Drive organic growth of existing facilities. We seek to increase revenue at our facilities by providing a broader range of services to new and existing
patients and clients. The YFCS acquisition presented us with an opportunity to provide a wider array of behavioral health services to patients and clients in the
markets YFCS serviced, without increasing the number of our licensed beds. We believe there are similar opportunities to market a broader array of services to
the markets served by PHC’s facilities. We also intend to increase licensed bed counts in our existing facilities, with a focus on increasing the number of acute
psychiatric beds. For example, we added 76 beds during 2011, added 166 beds on March 1, 2012 and expect to add approximately 132 additional beds by
March 31, 2012. Additionally, during the fourth quarter of 2011, 42 beds were converted from residential treatment care beds to acute inpatient psychiatric care
beds, which generally have higher reimbursement rates. Furthermore, we believe that opportunities exist to leverage out-of-state referrals to increase volume and
minimize payor concentration, especially with respect to our youth and adolescent focused services and our substance abuse services.

Types of Facilities and Services

Our facilities and services can generally be classified into the following categories: acute inpatient psychiatric facilities; residential treatment centers,
group homes, therapeutic group homes and foster care; substance abuse centers; outpatient community-based services; and other behavioral services, including
specialized educational services and call centers. The table below presents the percentage of our total revenue on a pro forma basis giving effect to the
acquisitions of YFCS and PHC attributed to each category for the year ended December 31, 2011:

PERCENTAGE OF
REVENUE FOR THE YEAR

Facility/Service ENDED DECEMBER 31, 2011
(Unaudited)

Acute inpatient psychiatric facilities 27%

Residential treatment centers/group homes 41%

Outpatient community-based services 28%

Substance abuse centers 2%

Other behavioral services 2%

Description of Facilities
Acute Inpatient Psychiatric Facilities

Acute inpatient psychiatric facilities provide a high level of care in order to stabilize patients that are either a threat to themselves or to others. The
acute setting provides 24-hour observation, daily intervention and monitoring by psychiatrists. Generally, due to shorter lengths of stay, the related higher patient
turnover, and the special security and health precautions required, acute psychiatric hospitals have lower average occupancy than residential treatment centers.
Our facilities which offer acute care services provide evaluation and crisis stabilization of patients with severe psychiatric diagnoses through a medical delivery
that incorporates structured and intensive medical and behavioral therapies with 24-hour monitoring by a psychiatrist, psychiatric trained nurses, therapists and
other direct care staff. Lengths of stay for crisis stabilization and acute care range from three to five days and from five to twelve days, respectively.

As of December 31, 2011, we operated 10 facilities that provided acute care services in addition to other services.

Residential Treatment Centers/Group Homes

Residential treatment centers treat patients with behavioral disorders in a non-hospital setting. The facilities balance therapy activities with social,
academic and other activities. Since the setting is less intensive, demands on staffing, security and oversight are generally lower than inpatient psychiatric
facilities. In contrast to acute care psychiatric facilities, occupancy can be managed more easily given a longer length of stay. Over time, however, residential
treatment centers have continued to serve increasingly severe patients who would have been treated in acute care facilities in earlier years.

We provide residential treatment care through a medical model residential treatment facility, which offers intensive, medically-driven interventions
and individualized treatment regimens designed to deal with moderate to high level patient acuity. Children and adolescents admitted to these facilities typically
have had multiple prior failed treatment plans, severe physical, sexual and emotional abuse, termination of parental custody, substance abuse, marked deficiencies
in social, interpersonal



Table of Contents

and academic skills and a wide range of psychiatric disorders. Treatment typically is provided by an interdisciplinary team coordinating psychopharmacological,
individual, group and family therapy, along with specialized accredited educational programs in both secure and unlocked environments. Lengths of stay range
from three months to several years.

As of December 31, 2011, we operated 14 facilities that provided residential treatment care, in addition to other services.

Our group home programs provide family-style living for youths in a single house or apartment within residential communities where supervision
and support are provided by 24-hour staff. The goal of a group home program is to teach family living and social skills through individual and group counseling
sessions within a real life environment. The residents are encouraged to take responsibility for the home and their health as well as actively take part in
community functions. Most attend an accredited and licensed on-premises school or a local public school.

We also operate therapeutic group homes that provide comprehensive treatment services for seriously, emotionally disturbed adolescents. The
ultimate goal is to reunite or place these children with their families or prepare them, when appropriate, for permanent placement with a relative or an adoptive
family.

We also manage therapeutic foster care programs, which are considered the least restrictive form of therapeutic placement for children and
adolescents with emotional disorders. Children and adolescents in our therapeutic foster care programs often are part of the child welfare or juvenile justice
system. Care is delivered in private homes with experienced foster parents who are trained to work with children and adolescents with special needs.

As of December 31, 2011, we operated three facilities that provided group home and therapeutic group home services.

Outpatient Community-Based Services

Our community-based services can be divided into two age groups: children and adolescents (seven to 18 years of age) and young children (three
months to six years of age). Community-based programs are designed to provide therapeutic treatment to children and adolescents who have a clinically-defined
emotional, psychiatric or chemical dependency disorder while enabling the youth to remain at home and within their community. Many patients who participate
in community-based programs have transitioned out of a residential facility or have a disorder that does not require placement in a facility that provides 24-hour
care.

Community-based programs developed for these age groups provide a unique array of therapeutic services to a very high-risk population of children.
These children suffer from severe congenital, neurobiological, speech/motor and early onset psychiatric disorders. These services are provided in clinics and
employ a treatment model that is consistent with our interdisciplinary medical treatment approach. Depending on their individual needs and treatment plan,
children receive speech, physical, occupational and psychiatric interventions that are coordinated with services provided by their referring primary care physician.
The children generally receive treatment during regular business hours.

As of December 31, 2011, we operated eight facilities that provided community-based services.

Substance Abuse Centers

Substance abuse centers (or SACs) provide a comprehensive continuum of care for adults with addictive disorders and co-occurring mental
disorders. Our detox, inpatient, partial hospitalization and outpatient treatment programs are cost-effective and give patients access to the least restrictive level of
care. All programs offer individualized treatment in a supportive and nurturing environment. As of December 31, 2011, we operated two SACs.

Specialized Education Services and Other Behavioral Services

Our accredited grammar, middle and high schools (including charter schools) are unique because of their focus on integrating educational
interventions into each child’s individual treatment plan through participation in interdisciplinary treatment team meetings to assist in monitoring and reporting on
each child’s clinical progress.

Our education programs are accredited schools that provide a full educational experience to children and adolescents having special education needs.
In some states, we provide educational services on an extended school year basis. As a result of the YFCS acquisition, we also have charter schools that utilize
teaching methods that address therapeutic needs particular to learning and behavioral deficits of the students.

4



Table of Contents

Our education services also include vocational education and training that may allow those residents to become employable in entry level positions
in the communities in which they reside. GED preparation courses are also offered for students who require assistance in developing test-taking skills and who
would benefit from tutoring services.

As of December 31, 2011, we operated 11 facilities that provided educational services.

We also offer a variety of other behavioral health services for specialized populations who need specific treatment methods. Programs include “at
risk” infant and children clinics, sexually maladaptive behavior (“SMB”) programs, programs for adolescent females, programs for the mentally retarded and
developmentally disabled youth and programs for severe and persistently mentally ill youths.

Call Center Operations

We provide management, administrative and help line services through contracts with major railroads and a call center contract with Wayne County,
Michigan.

In 1994, PHC began to operate a crisis hotline service under contract with a major transportation client. The hotline, Wellplace, is a national, 24-hour
telephone service, which supplements the services provided by the client’s Employee Assistance Programs. The services provided include information, crisis
intervention, critical incidents coordination, employee counselor support, client monitoring, case management and health promotion. The hotline is staffed by
counselors who refer callers to the appropriate professional resources for assistance with personal problems. Three major transportation companies subscribed to
these services as of December 31, 2011. Wellplace also contracts with Wayne County Michigan to operate its call center. This call center is located in mid-town
Detroit on the campus of the Detroit Medical Center and provides 24-hour crisis, eligibility and enrollment services for the Detroit-Wayne County Community
Mental Health Agency which oversees 56,000 consumers of mental health services in Wayne County Michigan. Wellplace’s primary focus is now on growing its
operations to take advantage of current opportunities and capitalize on the economies of scale in providing similar services to other companies and government
units.
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Facilities
The following table summarizes the services provided by, and information regarding, our facilities as of December 31, 2011.
TYPE OF
DATE FACILITY OR # OF
ACQUIRED/ KEY LICENSED  OWNED/

FACILITY OPENED SERVICES @ CITY STATE BEDS LEASED
Vermilion 06/06  IPF Lafayette LA 54 Leased
Montana 09/06 RTC Butte MT 92 Owned
Abilene 11/07 IPF Abilene X 60 Owned
RiverWoods 09/08 IPF Riverdale GA 75 Owned
Acadiana 03/09 SAC Lafayette LA 41 Leased
The Village 11/09 RTC Louisville TN 145 Leased
Ascent 04/11 MBS, ES and CBS Jonesboro AR N/A Owned
Casa Grande @ 04/11 RTC Casa Grande AZ 32 Owned
Desert Hills 04/11 AC, RTC, TFC, ES Albuquerque NM 100 Owned

and CBS
Lakeland 04/11  AC,RTC and ES Springfield MO 149 Owned
Millcreek-AR 04/11  RTC, MR and ES Fordyce AR 172 Leased
Millcreek-Magee 04/11 RTC, MR, TGH, CBS Magee MS 206 Leased

and ES
Millcreek-Pontotoc 04/11 RTC, CBS and ES Pontotoc MS 51 Leased
Options 04/11  RTC, ES and GH Indianapolis IN 92 Leased
Parc Place 04/11 RTC, ES Chandler AZ 87 Owned
PsychSolutions 04/11 CBS Miami FL N/A Leased
Resource 04/11  RTC, CBS and ES Indianapolis IN 92 Leased
Resolute 04/11 RTC, GH, ES and Indianapolis IN 86 Leased

CBS
Southwood 04/11 AC, RTC, ES and CBS  Pittsburgh PA 112 Owned
Detroit Behavioral Institute 11/11 RTC Detroit MI 66 Owned
Harmony Healthcare ©®) 11/11 OPC Various NV N/A Leased

locations

Harbor Oaks Hospital 11/11 IPF New Baltimore MI 71 Owned
Highland Ridge 11/11 IPF Midvale uT 41 Leased
MeadowWood 11/11 IPF New Castle DE 58 Owned
Mount Regis 11/11 SAC Salem VA 25 Owned
Seven Hills Hospital 11/11 IPF Las Vegas NV 58 Leased

Wellplace 11/11  OPC Monroeville PA N/A Leased

@ The following definitions apply to the services listed in this column: “IPF” means inpatient psychiatric facility; “RTC” means residential treatment care;

“AC” means acute care; “GH” means group home; “TGH” means therapeutic group home; “CBS” means community-based services; “ES” means
specialized educational services; “TFC” means therapeutic foster care; “MR” means mentally retarded; “MBS” means medical and behavioral services;
“SAC” means substance abuse center; and “OPC” means outpatient psychiatric clinic.

Closed for renovation prior to the beginning of 2011. Re-opened during first quarter 2012.

Three outpatient clinics, two located in the city of Las Vegas and one in the city of Henderson, in Nevada.

@
(©)

Sources of Revenue

We receive payments from the following sources for services rendered in our facilities: (i) state governments under their respective Medicaid
programs and otherwise; (ii) private insurers, including managed care plans; (iii) the federal government under the Medicare Program administered by the Center
for Medicare and Medicaid Services (“CMS”); and (iv) directly from other payors including individual patients and clients. For the twelve months ended
December 31, 2011, on a pro forma basis giving effect to the the acquisitions of YFCS and PHC, approximately 67% of our revenue came from Medicaid,
approximately 20% came from private insurers, approximately 8% came from Medicare and approximately 5% came directly from private pay and other payors.
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Regulation
Overview

The healthcare industry is subject to numerous laws, regulations and rules including, among others, those related to government healthcare
participation requirements, various licensure and accreditations, reimbursement for patient services, health information privacy and security rules, and Medicare
and Medicaid fraud and abuse provisions. Providers that are found to have violated any of these laws and regulations may be excluded from participating in
government healthcare programs, subjected to significant fines or penalties and/or required to repay amounts received from the government for previously billed
patient services. We believe we are in substantial compliance with all applicable laws and regulations and are not aware of any material pending or threatened
investigations involving allegations of wrongdoing.

Licensing and Certification

All of our facilities must comply with various federal, state and local licensing and certification regulations and receive periodic inspection by
licensing agencies to assure compliance with such laws. The initial and continued licensure of our facilities and certification to participate in the Medicare and
Medicaid programs depends upon many factors including various state licensure processes, environment of care, equipment, services, patient care, staff training,
personnel, physical environment and the existence of adequate policies, procedures and controls. Federal, state and local agencies survey facilities on a regular
basis to determine whether such facilities are in compliance with regulatory operating and health standards and conditions for participating in government
programs. Such surveys include review of patient utilization and inspection of standards of patient care.

Certificates of Need

Many of the states in which we operate facilities have enacted certificate of need (“CON”) laws that regulate the construction or expansion of certain
healthcare facilities, certain capital expenditures or changes in services or bed capacity. Failure to obtain CON approval of certain activities can result in: our
inability to complete an acquisition, expansion or replacement; the imposition of civil or criminal sanctions; the inability to receive Medicare or Medicaid
reimbursement, or the revocation of a facility’s license, any of which could harm our business.

Utilization Review

Federal regulations require that admissions and utilization of facilities by Medicare and Medicaid patients must be reviewed to ensure efficient
utilization of facilities and services. The laws and regulations require Quality Improvement Organizations (“QIOs”) to review the appropriateness of Medicare
and Medicaid patient admissions and discharges, the quality of care provided, the validity of diagnosis related group classifications and the appropriateness of
length of stay. QIOs may deny payment for services provided, assess fines, or recommend to the Department of Health and Human Services that a provider that is
in substantial non-compliance with the Medicare Conditions of Participation be excluded from participating in the Medicare program.

Audits

Most healthcare facilities are subject to federal and state audits to validate the accuracy of claims submitted to the Medicare and Medicaid programs.
If these audits identify overpayments, we could be required to make substantial repayments subject to various administrative appeal rights. Several of our
facilities have undergone claims audits related to their receipt of healthcare payments during the last several years with no material overpayments identified.
However, potential liability from future federal or state audits could ultimately exceed established reserves, and any excess could potentially be substantial.
Further, Medicare and Medicaid regulations also provide for withholding Medicare and Medicaid payments in certain circumstances, which could adversely
affect our cash flow.

The Anti-Kickback Statute and Stark Laws

A provision of the Social Security Act known as the “anti-kickback statute” prohibits healthcare providers and others from directly or indirectly
soliciting, receiving, offering or paying money or other remuneration to other individuals and entities in return for using, referring, ordering, recommending or
arranging for such referrals or orders of services or other items covered by a federal or state healthcare program. The anti-kickback statute may be found to have
been violated if only one purpose of a program is to induce referrals. A provider is not required to have actual knowledge or specific intent to commit a violation
of the anti-kickback statute to be found guilty of violating the law.
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The anti-kickback statute contains certain exceptions, and the Office of the Inspector General of the Department of Health and Human Services has
issued regulations that provide “safe harbors” from federal anti-kickback statute liability for various activities. The fact that conduct or a business arrangement
does not fall within a safe harbor or exception does not automatically render the conduct or business arrangement illegal under the anti-kickback statute.
However, conduct and business arrangements falling outside the safe harbors may lead to increased scrutiny by government enforcement authorities.

Although we believe that our arrangements with physicians, psychiatrists and other referral sources have been structured to comply with current law
and available interpretations, there can be no assurance that all arrangements comply with an available safe harbor or that regulatory authorities enforcing these
laws will determine these financial arrangements do not violate the anti-kickback statute or other applicable laws.

These laws and regulations are extremely complex and, in many cases, we do not have the benefit of regulatory or judicial interpretation. It is
possible that different interpretations or enforcement of these laws and regulations could subject our current or past practices to allegations of impropriety or
illegality or could require us to make changes in our arrangements relating to facilities, equipment, personnel, services, capital expenditure programs and
operating expenses. A determination that we have violated one or more of these laws, or the public announcement that we are being investigated for possible
violations of one or more of these laws, could have a material adverse effect on our business, financial condition or results of operations. In addition, we cannot
predict whether other legislation or regulations at the federal or state level will be adopted, what form such legislation or regulations may take or what their
impact on us may be.

If we are deemed to have failed to comply with the anti-kickback statute or other applicable laws and regulations, we could be subjected to liabilities,
including criminal penalties, civil penalties (including the loss of our licenses to operate one or more facilities), and exclusion of one or more facilities from
participation in the Medicare, Medicaid and other federal and state healthcare programs. The imposition of such penalties could have a material adverse effect on
our business, financial condition or results of operations.

The Social Security Act also includes a provision regarding physician self-referrals, commonly known as the “Stark Law.” This law prohibits
physicians from referring Medicare and Medicaid patients to healthcare entities in which they or any of their immediate family members have an ownership or
other financial interest in the furnishing of any “designated health services.” These types of referrals are commonly known as self-referrals. A violation of the
Stark Law may result in a denial of payment, require refunds to patients and the Medicare program, civil monetary penalties of up to $15,000 for each violation,
civil monetary penalties of up to $100,000 for circumvention schemes, civil monetary penalties of up to $10,000 for each day that entity fails to report required
information, exclusion from the Medicare and Medicaid programs and other federal programs, and additionally could result in penalties for false claims. There
are ownership and compensation arrangement exceptions for many customary financial arrangements between physicians and facilities, including employment
contracts, personal services agreements, leases and recruitment agreements. We have structured our financial arrangements with physicians to comply with the
statutory exceptions included in the Stark Law and subsequent regulations. However, future Stark Law regulations may enforce provisions of this law in a manner
different from the manner in which we have interpreted them. We cannot predict the effect such future regulations will have on us.

Federal False Claims Act and Other Fraud and Abuse Provisions

The Social Security Act also imposes criminal and civil penalties for submitting false claims to Medicare and Medicaid. False claims include, but are
not limited to, billing for services not rendered, billing for services without prescribed documentation, misrepresenting actual services rendered in order to obtain
higher reimbursement, knowingly retaining overpayments and committing cost report fraud. Like the anti-kickback statute, these provisions are very broad.

Violations of the Federal False Claims Act are punishable by fines of up to three times the actual damages sustained by the government, plus
mandatory civil penalties. There are many potential bases for liability under the False Claims Act. The Fraud Enforcement and Recovery Act of 2009 has
expanded the number of actions for which liability may attach under the False Claims Act, eliminating requirements that false claims be presented to federal
officials or directly involve federal funds. The Fraud Enforcement and Recovery Act also clarifies that a false claim violation occurs upon the knowing retention
of overpayments. In addition, recent changes to the anti-kickback statute have made violations of that law punishable under the civil False Claims Act. Further, a
number of states have adopted their own false claims provisions as well as their own whistleblower provisions whereby a private party may file a civil lawsuit on
behalf of the state.

A current trend affecting the healthcare industry is the increased use of the federal False Claims Act, and, in particular, actions being brought by
individuals on the government’s behalf under the False Claims Act’s qui tam, or whistleblower, provisions. Whistleblower provisions allow private individuals to
bring actions on behalf of the government by alleging that the defendant has defrauded the Federal government.
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Further, the Health Insurance Portability and Accountability Act (“HIPAA”) broadened the scope of the fraud and abuse laws by adding several
criminal provisions for healthcare fraud offenses that apply to all health benefit programs, whether or not payments under such programs are paid pursuant to
federal programs. HIPAA also introduced enforcement mechanisms to prevent fraud and abuse in Medicare. There are civil penalties for prohibited conduct,
including, but not limited to billing for medically unnecessary products or services.

HIPAA Administrative Simplification and Privacy Requirements

The administrative simplification provisions of HIPAA, as amended by the Health Information Technology for Economic and Clinical Health Act
(“HITECH™), require the use of uniform electronic data transmission standards for healthcare claims and payment transactions submitted or received
electronically. These provisions are intended to encourage electronic commerce in the healthcare industry. HIPAA also established federal rules protecting the
privacy and security of personal health information. The privacy and security regulations control the use and disclosure of individual healthcare information and
the rights of patients to understand and control how such information is used and disclosed. Violations of HIPAA can result in both criminal and civil fines and
penalties.

The HIPAA security regulations require healthcare providers to implement administrative, physical and technical safeguards to protect the
confidentiality, integrity and availability of patient information. HITECH has strengthened certain HIPAA rules regarding the use and disclosure of protected
health information, extended certain HIPAA provisions to business associates, and created new security breach notification requirements. HITECH has also
increased maximum penalties for violations of HIPAA privacy rules. We believe that we have been in material compliance with the HIPAA regulations and have
developed our policies and procedures to ensure ongoing compliance.

Mental Health Parity Legislation

The MHPAEA was signed into law in October 2008. The MHPAEA requires health insurance plans that offer mental health and addiction coverage
to provide that coverage on par with financial and treatment coverage offered for other illnesses. The law applies to Medicaid managed care plans, state
Children’s Health Insurance Program (“CHIP”) and group health plans. The MHPAEA has some limitations because health plans that do not already cover mental
health treatments will not be required to do so, and health plans are not required to provide coverage for every mental health condition published in the Diagnostic
and Statistical Manual of Mental Disorders by the American Psychiatric Association. The MHPAEA also contains a cost exemption which operates to exempt a
group health plan from the MHPAEA’s requirements if compliance with the MHPAEA becomes too costly.

The MHPAEA specifically directed the Secretaries of Labor, Health and Human Services and the Treasury to issue regulations to implement the
legislation. Although regulations regarding how the MHPAEA was to be implemented were issued on February 2, 2010 in the form of an interim final rule, final
regulations have not yet been published and interpretative guidance from the regulators has been limited to date.

Patient Protection and Affordable Care Act

The Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act of 2010 (collectively, the “Health
Reform Legislation), expands coverage of uninsured individuals and provides for significant reductions in the growth of Medicare program payments, material
decreases in Medicare and Medicaid disproportionate share hospital payments, and the establishment of programs where reimbursement is tied in part to quality
and integration. Based on Congressional Budget Office estimates, the Health Reform Legislation, as enacted, is expected to expand health insurance coverage to
approximately 32 to 34 million additional individuals through a combination of public program expansion and private sector health insurance reforms.

Some of the most significant changes will expand the categories of individuals eligible for Medicaid coverage and permit individuals with relatively
higher incomes to qualify. The federal government reimburses the majority of a state’s Medicaid expenses, and it conditions its payment on the state meeting
certain requirements. The federal government currently requires that states provide coverage for only limited categories of low-income adults under 65 years old
(e.g., women who are pregnant, and the blind or disabled). In addition, the income level required for individuals and families to qualify for Medicaid varies
widely from state to state. While the Health Reform Legislation will greatly expand the number of adults who are eligible for Medicaid, it may not impact our
business as Medicaid generally does not reimburse for care provided to adults treated in freestanding behavioral health facilities.

The United States Supreme Court is expected to rule on the constitutionality of the Healthcare Reform Legislation in 2012. The Supreme Court will
consider four issues: (1) whether the “individual mandate”—the requirement that all individuals purchase some form of health insurance—is constitutional; (2) if
the individual mandate is found unconstitutional, whether it is severable from the remainder of the Health Reform Legislation; (3) whether the Health Reform
Legislation’s requirement that states expand
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Medicaid eligibility or risk losing federal funds is constitutional; and (4) whether the individual mandate is a tax for purposes of the Anti-Injunction Act, meaning
that plaintiffs seeking to challenge the requirement must wait until it takes effect in 2014. It is difficult to predict the impact the Health Reform Legislation will
have on the Company’s operations given the pending Supreme Court challenge, delay in implementing regulations, and possible amendment or repeal of elements
of the Health Reform Legislation.

Federal Medical Assistance Percentages

As Medicaid is a joint federal and state program, the federal government provides states with “matching funds” in a defined percentage, known as
the federal medical assistance percentage (“FMAP”). Beginning in 2014, states will receive an enhanced FMAP for the individuals enrolled in Medicaid pursuant
to the Health Reform Legislation. The FMAP percentage is as follows: 100% for calendar years 2014 through 2016; 95% for 2017; 94% in 2018; 93% in 2019;
and 90% in 2020 and thereafter. We do not expect the enhanced FMAP funds paid to states beginning in 2014 to have a meaningful impact on our financial
condition or results of operations.

Risk Management and Insurance

The healthcare industry in general continues to experience an increase in the frequency and severity of litigation and claims. As is typical in the
healthcare industry, we could be subject to claims that our services have resulted in injury to our patients or clients or other adverse effects. In addition, resident,
visitor and employee injuries could also subject us to the risk of litigation. While we believe that quality care is provided to patients and clients in our facilities
and that we materially comply with all applicable regulatory requirements, an adverse determination in a legal proceeding or government investigation could have
a material adverse effect on our financial condition.

Acadia maintains workers compensation insurance coverage on a claims-made basis with a $500,000 deductible per claim and a $1 million per claim
limit. We maintain coverage for general and professional liability claims with a $50,000 deductible and an aggregate limit of $25 million.

Environmental Matters

We are subject to various federal, state and local environmental laws that: (i) regulate certain activities and operations that may have environmental
or health and safety effects, such as the handling, storage, transportation, treatment and disposal of medical waste products generated at our facilities, the
identification and warning of the presence of asbestos-containing materials in buildings, as well as the removal of such materials, the presence of other hazardous
substances in the indoor environment, and protection of the environment and natural resources in connection with the development or construction of our
facilities; (ii) impose liability for costs of cleaning up, and damages to natural resources from, past spills, waste disposals on and off-site, or other releases of
hazardous materials or regulated substances; and (iii) regulate workplace safety. Some of our facilities generate infectious or other hazardous medical waste due
to the illness or physical condition of our patients. The management of infectious medical waste is subject to regulation under various federal, state and local
environmental laws, which establish management requirements for such waste. These requirements include record-keeping, notice and reporting obligations.
Each of our facilities (other than our call centers) has an agreement with a waste management company for the disposal of medical waste. The use of such
companies, however, does not completely protect us from alleged violations of medical waste laws or from related third-party claims for clean-up costs.

From time to time, our operations have resulted in, or may result in, non-compliance with, or liability pursuant to, environmental or health and safety
laws or regulations. We believe that our operations are generally in compliance with environmental and health and safety regulatory requirements or that any non-
compliance will not result in a material liability or cost to achieve compliance. Historically, the costs of achieving and maintaining compliance with
envi