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Item 7.01. Regulation FD Disclosure.

On February 2, 2016, Acadia Healthcare Company, Inc. (the “Company”) issued a press release announcing it is proposing to issue $390 million
aggregate principal amount of senior unsecured notes due 2024 (the “Senior Notes”) to be offered and sold only to qualified institutional buyers in an
unregistered offering pursuant to Rule 144A under the Securities Act of 1933, as amended (the “Act”), and to certain non-U.S. persons in transactions outside
the United States in reliance on Regulation S under the Act. A copy of the press release is attached as Exhibit 99.1 to this Form 8-K and incorporated by
reference herein.

A confidential offering memorandum is being furnished to prospective buyers in connection with the Company’s private offering of the Senior Notes.
Copies of the sections of the confidential offering memorandum entitled “Summary—Summary Historical Condensed Consolidated Financial Data and
Unaudited Pro Forma Condensed Combined Financial Data” and “Unaudited Pro Forma Condensed Combined Financial Data” are attached to this Current
Report on Form 8-K as Exhibit 99.2 and Exhibit 99.3 and incorporated by referenced herein.
 
Item 8.01. Other Events.

The Company has revised certain risk factors it previously disclosed in its current and periodic reports as filed with the Securities and Exchange
Commission from time to time. A copy of the revised risk factors is attached to this Current Report on Form 8-K as Exhibit 99.4 and incorporated by
reference herein.
 
Item 9.01. Financial Statements and Exhibits.

(d) Exhibits.
 
Exhibit
Number  Description

99.1   Press release, dated February 2, 2016

99.2
  

The section of the confidential offering memorandum entitled “Summary—Summary Historical Condensed Consolidated Financial Data
and Unaudited Pro Forma Condensed Combined Financial Data”

99.3   The section of the confidential offering memorandum entitled “Unaudited Pro Forma Condensed Combined Financial Information”

99.4   Revised Risk Factors

Cautionary Statement Regarding Forward-Looking Statements

This Current Report on Form 8-K and the exhibits hereto contain forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements include any statements that address future events, occurrences or results. In some cases, forward-looking
statements can be identified by terminology such as “may,” “might,” “will,” “would,” “should,” “could” or the negative thereof. Generally, the words
“anticipate,” “believe,” “continue,” “expect,” “intend,” “estimate,” “project,” “plan” and similar expressions used in connection with any discussion of the
proposed senior unsecured note offering identify forward-looking statements. Such forward-looking statements are not guarantees of future performance and
are subject to risks, uncertainties and assumptions that are difficult to predict. Therefore, actual results could differ materially and adversely from these
forward-looking statements.



The Company has based these forward-looking statements on its current expectations, assumptions, estimates and projections. Although the Company
believes that such expectations, assumptions, estimates and projections are reasonable, forward-looking statements are only predictions and involve known
and unknown risks, uncertainties and other factors, many of which are outside of the Company’s control and could cause the Company’s actual results,
performance or achievements to differ materially and adversely from any results, performance or achievements expressed or implied by such forward-looking
statements.

Given these risks and uncertainties, undue reliance should not be placed on these forward-looking statements. These forward-looking statements are
made only as of the date of this Current Report on Form 8-K. The Company does not undertake, and expressly disclaims, any obligation to update or alter any
forward-looking statements, whether as a result of new information, future events or otherwise.



SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
 

 ACADIA HEALTHCARE COMPANY, INC.

Date: February 2, 2016  By: /s/ Christopher L. Howard
  Christopher L. Howard
  Executive Vice President, Secretary and General Counsel
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Exhibit 99.1

 

Contact:
Brent Turner
President
(615) 861-6000

Acadia Healthcare Announces Proposed $390 Million Senior Unsecured Debt Offering

FRANKLIN, Tenn.—February 2, 2016—Acadia Healthcare Company, Inc. (NASDAQ: ACHC) today announced that it is proposing to issue $390 million
in senior unsecured notes due 2024 (the “Notes”) in a private offering that is exempt from the registration requirements of the Securities Act of 1933, as
amended (the “Securities Act”).

The Company intends to use its proceeds from the offering to fund a portion of the purchase price for the planned acquisition of the Priory Group and the fees
and expenses related to the transaction.

The Notes are to be offered only to qualified institutional buyers in reliance on Rule 144A under the Securities Act and outside the United States only to non-
U.S. persons pursuant to Regulation S.

This press release does not constitute an offer to sell or a solicitation of an offer to buy these securities, and shall not constitute an offer, solicitation or sale in
any jurisdiction in which such offer, solicitation or sale is unlawful.

Forward-Looking Statements

This news release contains forward-looking statements. Generally words such as “may,” “will,” “should,” “could,” “anticipate,” “expect,” “intend,”
“estimate,” “plan,” “continue,” and “believe” or the negative of or other variation on these and other similar expressions identify forward-looking statements.
These forward-looking statements are made only as of the date of this news release. The Company does not undertake to update or revise the forward-looking
statements, whether as a result of new information, future events or otherwise. Forward-looking statements are based on current expectations and involve
risks and uncertainties.

About Acadia
Acadia is a provider of inpatient behavioral healthcare services. Acadia operates a network of 258 behavioral healthcare facilities with more than 9,900 beds
in 39 states, the United Kingdom and Puerto Rico. Acadia provides psychiatric and chemical dependency services to its patients in a variety of settings,
including inpatient psychiatric hospitals, residential treatment centers, outpatient clinics and therapeutic school-based programs.

– END –



Exhibit 99.2

SUMMARY HISTORICAL CONDENSED CONSOLIDATED FINANCIAL DATA AND UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL DATA

The table below sets forth:
 
 •  our summary historical condensed consolidated financial data for the periods ended and at the dates indicated; and
 

 
•  the unaudited pro forma condensed combined financial data for Acadia giving effect to Acadia’s planned acquisition of Priory on February 16,

2016, other acquisitions completed by Acadia, including Acadia’s acquisition of CRC and Partnerships in Care, and the Financing Transactions
described in this offering memorandum.

We have derived the historical condensed consolidated financial data for each of the three years in the period ended December 31, 2014 from our
audited consolidated financial statements incorporated by reference in this offering memorandum from our Annual Report on Form 10-K for the year ended
December 31, 2014. We have derived the summary condensed consolidated financial data as of and for the nine months ended September 30, 2015 and 2014
from our unaudited interim condensed consolidated financial statements incorporated by reference in this offering memorandum from our Quarterly Report
on Form 10-Q for the nine months ended September 30, 2015 and 2014. The unaudited financial statements were prepared on a basis consistent with our
audited financial statements and include, in the opinion of management, all adjustments, consisting only of normal recurring adjustments, necessary for the
fair statement of the financial information in those statements. The results for the nine months ended September 30, 2015 are not necessarily indicative of the
results that may be expected for the entire fiscal year.

The summary unaudited pro forma condensed combined financial information below for the year ended December 31, 2014, for the nine months ended
September 30, 2015 and for the twelve months ended September 30, 2015 gives pro forma effect, in each case as if they occurred on January 1, 2014, to
Acadia’s planned acquisition of Priory, acquisitions completed by Acadia, including Acadia’s acquisition of CRC and Partnerships in Care, the offering of the
notes described in this offering memorandum, borrowings of $955.0 million under the New TLB Facility and the recently completed equity offering.

The financial data for the twelve months ended September 30, 2015 has been derived by adding our results for the nine months ended September 30,
2015 to our results for year ended December 31, 2014, and then deducting from such amounts our results for the nine months ended September 30, 2014.
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The summary historical condensed consolidated financial data below should be read in conjunction with “Unaudited Pro Forma Condensed Combined
Financial Information” in this offering memorandum and the consolidated financial statements and the notes thereto of Acadia, Priory, Partnerships in Care
and CRC included in, or incorporated by reference into, this offering memorandum.
 

  

 
Year Ended December 31,   

Pro Forma
Year Ended

December 31,
2014  

 

 
Pro Forma

Nine Months Ended
September 30,   

Twelve Months
Ended

September 30,
2015  

 

Pro Forma
Twelve Months

Ended
September 30,

2015    2012   2013   2014    2014   2015    
           (Unaudited)   (Unaudited)  (Unaudited)  (Unaudited)   (Unaudited)  
  (In thousands)  
Income Statement Data:         
Revenue before provision for doubtful accounts  $413,850   $735,109   $1,030,784   $ 2,751,107   $ 2,055,807   $ 2,152,204   $ 1,625,702   $ 2,847,504  
Provision for doubtful accounts   (6,389)   (21,701)   (26,183)   (35,782)   (27,133)   (27,804)   (31,628)   (36,453) 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Revenue   407,461    713,408    1,004,601    2,715,325    2,028,674    2,124,400    1,594,074    2,811,051  
Salaries, wages and benefits(1)   239,639    407,962    575,412    1,527,838    1,136,209    1,183,849    874,315    1,575,478  
Professional fees   19,019    37,171    52,482    137,596    101,274    116,102    99,546    152,424  
Other operating expenses   70,111    128,190    171,277    445,927    328,635    380,315    278,463    497,607  
Depreciation and amortization   7,982    17,090    32,667    135,292    101,658    101,318    55,891    134,952  
Interest expense, net   29,769    37,250    48,221    198,511    148,561    150,560    92,648    200,047  
Provision for doubtful accounts   —      —      —      —      —      —      —      —    
Debt extinguishment costs   —      9,350    —      37,957    11,622    9,979    9,979    36,314  
Gain on foreign currency derivatives   —      —      (15,262)   —      —      —      1,926    —    
Transaction-related expenses   8,112    7,150    13,650    —      —      —      34,231    —    
Goodwill and asset impairments   —      —      —      1,089    1,089    —      —      —    

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Income from continuing operations, before income taxes   32,829    69,245    126,154    231,115    199,626    182,740    147,075    214,229  
Income tax provisions   12,325    25,975    42,922    57,779    49,907    45,685    47,333    53,557  

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Income from continuing operations   20,504    43,270    83,232    173,336    149,719    137,055    99,742    160,672  
Income (loss) from discontinued operations, net of income taxes   (101)   (691)   (192)   (4,663)   (6,622)   6    (89)   1,965  

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Net income   20,403    42,579    83,040    168,673    143,097    137,061    99,653    162,637  
Net loss attributable to noncontrolling interests   —      —      —      —      —      464    464    464  
Net income attributable to Acadia Healthcare Company, Inc.  $ 20,403   $ 42,579   $ 83,040   $ 168,673   $ 143,097   $ 137,525   $ 100,117   $ 163,101  

   

 

   

 

   

 

   

 

   

 

   

 

   

 

   

 

Other Financial Data:         
EBITDA(2)     $ 564,918   $ 449,845   $ 434,155   $ 295,614   $ 549,228  
Adjusted EBITDA(3)     $ 660,657   $ 492,381   $ 498,266   $ 359,409   $ 666,542  
Cash interest

expense(4)     $ 184,276   $ 137,917   $ 138,853    $ 185,211  
Ratio of pro forma net debt to pro forma Adjusted EBITDA(3)(5)          5.35x  
Ratio of pro forma Adjusted EBITDA to pro forma cash interest

expense(3)(4)          3.60x  
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   As of September 30, 2015  
   Actual    As Adjusted(6) 
   (Unaudited)  
   (In thousands)  
Unaudited As Adjusted Condensed Combined Balance Sheet Data     
Cash and cash equivalents   $ 50,762    $ 39,485  
Total assets    4,145,239     6,940,686  
Total debt    2,134,313     3,601,675  
Total stockholders’ equity   $1,670,552    $ 2,586,099  
 
(1) Salaries, wages and benefits include equity-based compensation expense of $2.3 million, $5.2 million and $10.1 million for the years ended

December 31, 2012, 2013 and 2014, respectively.
(2) EBITDA and adjusted EBITDA are reconciled to net income (loss) in the table below. EBITDA and adjusted EBITDA are financial measures not

recognized under GAAP. When presenting non-GAAP financial measures, we are required to reconcile the non-GAAP financial measures with the
most directly comparable GAAP financial measure or measures. We define EBITDA as net income (loss) adjusted for loss (income) from discontinued
operations, net interest expense, income tax provision (benefit) and depreciation and amortization. We define adjusted EBITDA as EBITDA adjusted
for equity-based compensation expense, debt extinguishment costs, transaction-related expenses and other non-recurring costs. See the table and related
footnotes below for additional information.

(3) We present adjusted EBITDA because it is a measure management uses to assess financial performance. We believe that companies in our industry use
measures of EBITDA as common performance measurements. We also believe that securities analysts, investors and other interested parties frequently
use measures of EBITDA as financial performance measures and as indicators of ability to service debt obligations. While providing useful
information, measures of EBITDA, including adjusted EBITDA, should not be considered in isolation or as a substitute for consolidated statement of
operations and cash flows data prepared in accordance with GAAP and should not be construed as an indication of a company’s operating performance
or as a measure of liquidity. Adjusted EBITDA may have material limitations as a performance measure because it excludes items that are necessary
elements of our costs and operations. In addition, “EBITDA,” “Adjusted EBITDA” or similar measures presented by other companies may not be
comparable to our presentation, because each company may define these terms differently. See “Non-GAAP Financial Measures.”

(4) Cash interest expense is defined as pro forma interest expense excluding amortization of financing fees and original issue discount.
(5) Net debt is defined as total debt less cash and cash equivalents.
(6) Adjusted to give effect to (i) our incurrence of $158.0 million of additional borrowings under our senior secured revolving line of credit under our

credit facility, primarily to partially finance the acquisition of five businesses in the United Kingdom and United States, (ii) the acquisition of such five
businesses, (iii) the redemption of the 12.875% Senior Notes in November 2015 and (iv) the Transactions. See the “Capitalization” and “Unaudited Pro
Forma Condensed Combined Financial Information” sections of this offering memorandum.
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Pro Forma
Year Ended

December 31,  

Pro Forma
Nine Months Ended

September 30,   

Twelve Months
Ended

September 30,   

Pro Forma
Twelve Months Ended

September 30,  
  2014   2014   2015   2015   2015  
  (Unaudited)   (Unaudited)  (Unaudited)     (Unaudited)  
  (In thousands)  
Reconciliation of Income from Continuing Operations to Adjusted

EBITDA:      
Income from continuing operations  $ 173,336   $ 149,719   $ 137,055   $ 99,742   $ 160,672  
Interest expense, net   198,511    148,561    150,097    92,648    200,047  
Income tax provision   57,779    49,907    45,685    47,333    53,557  
Depreciation and amortization   135,292    101,658    101,318    55,891    134,952  

   
 

   
 

   
 

   
 

   
 

EBITDA  $ 564,918   $ 449,845   $ 434,155   $ 295,614   $ 549,228  

Adjustments:      
Equity based compensation(a)  $ 24,304   $ 8,919   $ 20,726   $ 17,659   $ 36,111  
Transaction cost(b)   —      —      —      34,231    —    
Debt Extinguishment costs(c)   37,957    11,622    9,979    9,979    36,314  
Gain on foreign currency

derivative(d)   —      —      —      1,926    —    
Management fee(e)   2,270    1,770    226    —      726  
Goodwill and asset impairment(f)   1,089    1,089    —      —      —    
(Gain) loss on asset disposals(g)   (11,547)   (10,840)   2,512    —      1,805  
Legal settlement costs(h)   146    146    —      —      —    
Priory reorganization costs(i)   12,575    9,445    4,670     7,800  
Priory non-cash rent expense(j)   4,696    3,569    2,948    —      4,075  
Effect of Priory sale-leaseback transaction(k)   (18,878)   (16,301)   —      —      (2,577) 
Pro forma effect of Priory acquisitions(l)   6,548    5,288    1,197    —      2,457  
Restructuring savings(m)   1,069    1,069     —      —    
Habit acquisition synergies(n)   510    510    —      —      —    
CRC acquisition synergies(o)   15,000    11,250    6,853    —      10,603  
Priory acquisition synergies(p)   20,000    15,000    15,000    —      20,000  

   
 

   
 

   
 

   
 

   
 

Adjusted EBITDA  $ 660,657   $ 492,381   $ 498,266   $ 359,409   $ 666,542  
   

 

   

 

   

 

   

 

   

 

 
(a) Represents the equity based compensation expense of Acadia of $10,058, $6,975, $14,576 and $17,659 and CRC of $14,246, $1,944, $6,150 and $18,452 for the pro

forma year ended December 31, 2014, the pro forma nine months ended September 30, 2014 and 2015, and the pro forma twelve months ended September 30, 2015.
(b) Represents transaction related expenses for Acadia of $34,231 for the twelve months ended September 30, 2015.
(c) Represents debt extinguishment costs of $9,979 for Acadia related to its September 2015 repayment of $88,300 of its $97,500 of 12.875% senior unsecured notes, the

remaining $9,200 was repaid on November 1, 2015, $11,622 for CRC related to its March 2014 debt refinancing transaction, and $26,335 for Priory related to its
November 2014 repayment of £244.7 million of its 7.000% senior unsecured notes.

(d) Represents the change in fair value of foreign currency derivatives purchased by Acadia related to its United Kingdom acquisitions that occurred on April 1 and June 1,
2015.

(e) Represents management fees paid by CRC to its private equity investor that were eliminated in connection with the acquisition of CRC.
(f) Represents non-cash impairment of goodwill and other long-lived assets recorded by CRC.
(g) Represents gains and losses on disposals of assets as follows:

 i. For CRC, (gains) losses of $1,546 ($1,560 of losses and $13 of gains), $594 ($607 of losses and $13 of gains), $22 and $974 for the pro forma year ended
December 31, 2014, the pro forma nine months ended September 30, 2014 and 2015, and the pro forma twelve months ended September 30, 2015.

 ii. For Priory, (gains) losses of $(13,093), $(11,434), $2,490 and $831 for the pro forma year ended December 31, 2014, the pro forma nine months ended September
30, 2014 and 2015, and the pro forma twelve months ended September 30, 2015.

(h) Represents legal settlement costs and legal fees incurred by CRC primarily related to the investigation by the Office of the Attorney General of the State of Tennessee at
its New Life Lodge facility. Costs and expected settlement amounts were accrued in 2013 and the settlement was finalized and paid in April 2014.

(i) Represents restructuring costs, including severance and site closure costs, and legal and professional costs incurred by Priory of $12,575, $9,445, $4,670 and $7,800 for
the pro forma year ended December 31, 2014, the pro forma nine months ended September 30, 2014 and 2015, and the pro forma twelve months ended September 30,
2015.
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(j) Represents non-cash rent expense incurred by Priory for the respective periods.
(k) Represents the pro forma rent expense associated with Priory’s sale-leaseback of six of its properties on November 15, 2014, as if the transaction occurred on January 1,

2014.
(l) Represents the pro forma effect of Priory’s acquisition of Castlecare on November 28, 2014 and Life Works on September 17, 2015, as if the acquisitions occurred on

January 1, 2014.
(m) Represents the cost savings associated with CRC’s restructuring of its corporate office in the first quarter of 2014 and the restructuring of its youth services in 2014 as if

the restructuring occurred on January 1, 2014. These cost savings synergies related primarily to headcount reductions in youth programs as well as to the reduction of
other corporate overhead expenses. These cost savings have been fully reflected in our historical results for the nine months ended September 30, 2015, the twelve month
period ended September 30, 2015 and the pro forma twelve month period ended September 30, 2015, and, accordingly, no adjustment is presented in any of these periods.

(n) Represents the cost savings synergies associated with CRC’s acquisition of Habit of $510, which is reflected as an adjustment for the period prior to the March 1, 2014
acquisition date and pro-rated for the year ended December 31, 2014 and the nine months ended September 30, 2014. These cost savings have been fully reflected in our
historical results for the twelve month period ended September 30, 2015 and, accordingly, no adjustment is presented in this periods.

(o) Represents the pro forma effect of cost savings synergies associated with our acquisition of CRC of approximately $15,000 on a pro forma basis for the year ended
December 31, 2014 and pro-rated for the nine months ended September 30, 2014. For the pro forma nine months ended September 30, 2015, the amount represents the
amount of cost savings on a pro forma basis for the nine months ended September 30, 2015 less actual savings realized and reflected in Acadia’s historical financial
statements for the pro forma nine months ended September 30, 2015. The CRC cost savings synergies relate primarily to headcount reductions as well as to the reduction
in certain professional and outside service fees across various departments and other general and administrative expenses and are expected to be fully realized by the first
quarter of 2017. The actual relative proportions of synergies achieved through workforce reductions and non-headcount savings could differ materially from these
estimates. Actual cost savings, the costs required to realize the cost savings and the source of the cost savings could differ materially from these estimates, and we cannot
assure you that we will achieve the full amount of cost savings on the schedule anticipated or at all. See “Risk Factors—Risks of the Combined Company Upon
Completion of the Acquisition—We made certain assumptions relating to the Partnerships in Care and CRC acquisitions in our forecasts that may prove to be materially
inaccurate.”

(p) Represents the pro forma effect of cost savings synergies associated with our acquisition of Priory of approximately $20,000 on a pro forma annualized basis. We
anticipate that we will incur approximately $3,000 in severance and other costs to achieve these synergies. We expect to incur a majority of these costs during the year
ending December 31, 2016, and we expect to realize these cost savings synergies over the 24 month period following completion of the acquisition. These cost savings
synergies relate primarily to headcount reductions as well as to the reduction in certain professional and outside services fees across various departments and other general
and administrative expenses. The actual relative proportion of synergies achieved through workforce reductions and non-headcount savings could differ materially from
these estimates. Actual cost savings, the costs required to realize the cost savings and the source of the cost savings could differ materially from these estimates, and we
cannot assure you that we will achieve the full amount of cost savings on the schedule anticipated or at all. See “Risk Factors—Risks Relating to the Acquisition—We
have made certain assumptions relating to the Acquisition in our forecasts that may prove to be materially inaccurate, and we may be unable to achieve the related cost
savings or synergies.”
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Exhibit 99.3

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

The tables below set forth the unaudited pro forma condensed combined financial data for Acadia Healthcare Company, Inc. giving effect to Acadia’s
planned purchase of Priory Group No. 1 Limited and the related issuance of common stock and debt financing transactions described herein.

The unaudited pro forma condensed combined financial data is based on the assumption that Acadia will issue $955.0 million of term loans and $390.0
million of senior unsecured notes offered by this offering memorandum.

The unaudited pro forma condensed combined balance sheet as of September 30, 2015 reflects the effect of Acadia’s other completed acquisitions that
occurred after September 30, 2015, Acadia’s planned purchase of Priory and the related financing transactions described above as if they occurred on
September 30, 2015.

The unaudited pro forma condensed combined statements of operations present income (loss) from continuing operations and give effect to each
transaction as if it occurred on January 1, 2014.

The unaudited pro forma condensed combined statement of operations for the year ended December 31, 2014 combines the audited consolidated
statement of operations of Acadia, the unaudited consolidated statement of operations of Partnerships in Care Investments 1 Limited (“Partnerships in Care”)
for the six months ended June 30, 2014, the audited consolidated statement of operations of CRC for the year ended December 31, 2014, the unaudited
consolidated statement of operations for Acadia’s other completed acquisitions for the periods prior to the respective acquisition dates and the audited
consolidated statement of operations for Priory for the year ended December 31, 2014.

The unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2015 combines the unaudited
consolidated statement of operations of Acadia, the unaudited consolidated statement of operations of CRC for the period prior to February 11, 2015, the
unaudited consolidated statement of operations for Acadia’s other completed acquisitions for the periods prior to the respective acquisition dates and the
unaudited consolidated statement of operations for Priory for the nine months ended September 30, 2015.

The unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2014 combines the unaudited
consolidated statement of operations of Acadia, the unaudited consolidated statement of operations of Partnerships in Care for the six months ended June 30,
2014, the unaudited consolidated statement of operations of CRC for the nine months ended September 30, 2014, the unaudited consolidated statement of
operations for Acadia’s other completed acquisitions for the periods prior to the respective acquisition dates and the unaudited consolidated statement of
operations for Priory for the nine months ended September 30, 2014.

The unaudited pro forma condensed combined financial data has been prepared using the acquisition method of accounting for business combinations
under U.S. GAAP. The adjustments necessary to fairly present the unaudited pro forma condensed combined financial data have been made based on
available information and in the opinion of management are reasonable. Assumptions underlying the pro forma adjustments are described in the
accompanying notes, which should be read in conjunction with this unaudited pro forma condensed combined financial data. The pro forma adjustments
related to the planned purchase of Priory are preliminary and revisions to the fair value of assets acquired and liabilities assumed may have a significant
impact on the pro forma adjustments. A final valuation of assets acquired and liabilities assumed has not been completed and the completion of fair value
determinations may result in changes in the values assigned to property and equipment and other assets acquired (including intangibles) and liabilities
assumed.

The unaudited pro forma condensed combined financial data is for illustrative purposes only and does not purport to represent what our financial
position or results of operations actually would have been had the
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events noted above in fact occurred on the assumed dates. Accordingly, the unaudited pro forma condensed combined financial information should not be
used to project our financial position or results of operations for any future date or future period.

The unaudited pro forma condensed combined financial data should be read in conjunction with the consolidated financial statements and notes thereto
of Acadia, Partnerships in Care, CRC and Priory incorporated by reference herein.
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UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET
As of September 30, 2015

(In thousands)
 

  Acadia(1)   

Completed
Acquisitions
Pro Forma

Adjustments(2)  
Acadia Pro

Forma   Priory(3a)   
Pro Forma

Adjustments  Notes  
Pro Forma
Combined  

ASSETS    
Current assets:    

Cash and cash equivalents  $ 50,762   $ (35,967)  $ 14,795   $ 24,690   $ —      $ 39,485  
Accounts receivable, net   214,883    3,773    218,656    65,355    —       284,011  
Deferred tax assets   37,291    —      37,291    23,169    —       60,460  
Other current assets   75,335    442    75,777    16,056    —       91,833  

   
 

   
 

   
 

   
 

   
 

    
 

Total current assets   378,271    (31,752)   346,519    129,270    —       475,789  
Property and equipment, net   1,624,166    32,474    1,656,640    1,653,851    —       3,310,491  
Goodwill   1,981,140    150,621    2,131,761    283,068    480,726   (5)   2,895,555  
Intangible assets, net   58,976    —      58,976    47,926    (10,426)  (5)   96,476  
Deferred tax assets—noncurrent   33,278    311    33,589    9,327    —       42,916  
Other assets   69,408    51    69,459    —      50,000   (6)   119,459  

   
 

   
 

   
 

   
 

   
 

    
 

Total assets  $4,145,239   $ 151,705   $4,296,944   $2,123,442   $ 520,300    $6,940,686  
   

 

   

 

   

 

   

 

   

 

    

 

LIABILITIES AND EQUITY    
Current liabilities:    

Current portion of long-term debt  $ 41,996   $ —     $ 41,996   $ 11,105   $ (1,555)  (7)  $ 51,546  
Accounts payable   78,384    609    78,993    85,705    —       164,698  
Accrued salaries and benefits   87,110    1,841    88,951    27,198    —       116,149  
Other accrued liabilities   56,962    353    57,315    41,443    —       98,758  

   
 

   
 

   
 

   
 

   
 

    
 

Total current liabilities   264,452    2,803    267,255    165,451    (1,555)    431,151  
Long-term debt   2,092,317    148,899    2,241,216    1,365,784    (56,871)  (7)   3,550,129  
Deferred tax liabilities—noncurrent   22,210    —      22,210    221,373    (2,085)  (5)   241,498  
Other liabilities   87,008    3    87,011    36,098    —       123,109  

   
 

   
 

   
 

   
 

   
 

    
 

Total liabilities   2,465,987    151,705    2,617,692    1,788,706    (60,511)    4,345,887  
Redeemable noncontrolling interests   8,700    —      8,700    —      —       8,700  
Equity:    

Common stock   707    —      707    17,343    (17,343)  (4)   862  
    40   (5)  
    115   (6)  

Additional paid-in capital   1,574,708    —      1,574,708    396,062    (396,062)  (4)   2,505,600  
    246,007   (5)  
    684,885   (6)  

Accumulated other comprehensive loss   (84,293)   —      (84,293)   —      —       (84,293) 
Retained earnings (accumulated deficit)   179,430    —      179,430    (78,669)   78,669   (4)   163,930  

    (15,500)  (6)  
   

 
   

 
   

 
   

 
   

 
    

 

Total equity   1,670,552    —      1,670,552    334,736    580,811     2,586,099  
   

 
   

 
   

 
   

 
   

 
    

 

Total liabilities and equity  $4,145,239   $ 151,705   $4,296,944   $2,123,442   $ 520,300    $6,940,686  
   

 

   

 

   

 

   

 

   

 

    

 

See accompanying notes to unaudited pro forma financial information.
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
For the Year Ended December 31, 2014

(In thousands, except per share amounts)
 
  Acadia(1)   

Completed
Acquisitions(2)  

Partnerships
in Care(8)   CRC(9)   

Pro Forma
Adjustments  Notes  

Acadia Pro
Forma   Priory(3b)   

Pro Forma
Adjustments  Notes  

Pro Forma
Combined  

Revenue before provision for
doubtful accounts  $1,030,784   $ 260,003   $ 142,312   $460,040   $ —      $1,893,139   $857,968   $ —      $2,751,107  

Provision for doubtful accounts   (26,183)   (1,730)   3    —      (7,872)  (10)   (35,782)   —      —       (35,782) 
   

 
   

 
   

 
   

 
   

 
    

 
   

 
   

 
    

 

Revenue   1,004,601    258,273    142,315    460,040    (7,872)    1,857,357    857,968    —       2,715,325  
Salaries, wages and benefits   575,412    143,637    84,641    227,692    —       1,031,382    496,456    —       1,527,838  
Professional fees   52,482    12,802    6,737    40,551    —       112,572    25,024    —       137,596  
Supplies   48,422    9,948    4,868    20,858    —       84,096    34,507    —       118,603  
Rents and leases   12,201    7,292    909    17,538    —       37,940    27,924    —       65,864  
Other operating expenses   110,654    24,173    11,644    51,517    (1,122)  (14)   196,866    64,594    —       261,460  
Depreciation and amortization   32,667    8,002    11,731    21,290    (11,611)  (11a)   62,079    82,696    (9,483)  (11b)   135,292  
Interest expense, net   48,221    1,634    43,084    72,718    (46,023)  (12a)   119,634    153,647    (74,770)  (12b)   198,511  
Provision for doubtful accounts   —      —      —      7,872    (7,872)  (10)   —      —      —       —    
Debt extinguishment costs   —      —      —      11,622    —       11,622    26,335    —       37,957  
Gain on foreign currency

derivatives   (15,262)   —      —      —      15,262   (13)   —      —      —       —    
Goodwill and asset impairments   —      —      —      1,089    —       1,089    —      —       1,089  
Transaction-related expenses   13,650    —      —      7,686    (21,336)  (14)   —      4,605    (4,605)  (14)   —    

   
 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Total expenses   878,447    207,488    163,614    480,433    (72,702)    1,657,280    915,788    (88,858)    2,484,210  

Income (loss) from continuing
operations before income taxes   126,154    50,785    (21,299)   (20,393)   64,830     200,077    (57,820)   88,858     231,115  

Provision (benefit) for income
taxes   42,922    14,310    30    6,576    187   (15)   64,025    (36,628)   30,382   (15)   57,779  

   
 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Income (loss) from continuing
operations   83,232    36,475    (21,329)   (26,969)   64,643     136,052    (21,192)   58,476     173,336  

Income (loss) from discontinued
operations, net of income taxes   (192)   —      —      (4,471)   —       (4,663)   —      —       (4,663) 

   
 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Net income   83,040    36,475    (21,329)   (31,440)   64,643     131,389    (21,192)   58,476     168,673  
Net loss attributable to

noncontrolling interests   —      —      —      —      —       —      —      —       —    
   

 
   

 
   

 
   

 
   

 
    

 
   

 
   

 
    

 

Net income attributable to Acadia
Healthcare Company, Inc.  $ 83,040   $ 36,475   $ (21,329)  $ (31,440)  $ 64,643    $ 131,389   $ (21,192)  $ 58,476    $ 168,673  

   

 

   

 

   

 

   

 

   

 

    

 

   

 

   

 

    

 

Earnings per share—income (loss)
from continuing operations:            

Basic  $ 1.51        $ 1.94      $ 2.02  
Diluted  $ 1.50        $ 1.93      $ 2.01  

Weighted average shares:            
Basic   55,063       15,214   (16a-c)   70,277     15,534   (16d)   85,811  
Diluted   55,327       15,214   (16a-c)   70,541     15,534   (16d)   86,075  

See accompanying notes to unaudited pro forma financial information.
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
For the Nine Months Ended September 30, 2015

(In thousands, except per share amounts)
 
  Acadia(1)   

Completed
Acquisitions(2)  CRC(9)   

Pro Forma
Adjustments  Notes  

Acadia Pro
Forma   Priory(3c)   

Pro Forma
Adjustments  Notes  

Pro Forma
Combined  

Revenue before provision for doubtful accounts  $1,324,702   $ 124,023   $53,014   $ —      $1,501,739   $650,465   $ —      $2,152,204  
Provision for doubtful accounts   (25,529)   (1,069)   —      (1,206)  (10)   (27,804)   —      —       (27,804) 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Revenue   1,299,173    122,954    53,014    (1,206)    1,473,935    650,465    —       2,124,400  

Salaries, wages and benefits   707,583    70,105    31,288    —       808,976    374,873    —       1,183,849  
Professional fees   83,215    6,003    5,136    —       94,354    21,748    —       116,102  
Supplies   58,430    4,837    2,583    —       65,850    25,732    —       91,582  
Rents and leases   22,639    2,654    2,023    —       27,316    33,017    —       60,333  
Other operating expenses   148,899    11,469    5,708    —       166,076    62,324    —       228,400  
Depreciation and amortization   44,920    3,564    2,459    (688)  (11a)   50,255    58,050    (6,987)  (11b)   101,318  
Interest expense, net   77,932    991    8,883    3,134   (12a)   90,940    93,161    (34,004)  (12b)   150,097  
Provision for doubtful accounts   —      —      1,206    (1,206)  (10)   —      —      —       —    
Debt extinguishment costs   9,979    —      —      —       9,979    —      —       9,979  
Gain on foreign currency derivatives   1,926    —      —      (1,926)  (13)   —      —      —       —    
Goodwill and asset impairments   —      —      —      —       —      —      —       —    
Transaction-related expenses   31,415    —      1,712    (33,127)  (14)   —      2,304    (2,304)  (14)   —    

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Total expenses   1,186,938    99,623    60,998    (33,813)    1,313,746    671,209    (43,295)    1,941,660  

Income (loss) from continuing operations before
income taxes   112,235    23,331    (7,984)   32,607     160,189    (20,744)   43,295     182,740  

Provision (benefit) for income taxes   34,794    6,777    (3,034)   9,520   (15)   48,057    (297)   (2,075)  (15)   45,685  
   

 
   

 
   

 
   

 
    

 
   

 
   

 
    

 

Income (loss) from continuing operations   77,441    16,554    (4,950)   23,087     112,132    (20,447)   45,370     137,055  
Income (loss) from discontinued operations, net

of income taxes   83    —      (77)   —       6    —      —       6  
   

 
   

 
   

 
   

 
    

 
   

 
   

 
    

 

Net income   77,524    16,554    (5,027)   23,087     112,138    (20,447)   45,370     137,061  
Net loss attributable to noncontrolling interests   464    —      —      —       464    —      —       464  

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Net income attributable to Acadia Healthcare
Company, Inc.  $ 77,988   $ 16,554   $ (5,027)  $ 23,087    $ 112,602   $ (20,447)  $ 45,370    $ 137,525  

   

 

   

 

   

 

   

 

    

 

   

 

   

 

    

 

Earnings per share—income (loss) from
continuing operations:           

Basic  $ 1.16       $ 1.53      $ 1.54  
Diluted  $ 1.15       $ 1.52      $ 1.54  

Weighted average shares:           
Basic   67,194      6,072   (16a-c)   73,266     15,534   (16d)   88,800  
Diluted   67,539      6,072   (16a-c)   73,611     15,534   (16d)   89,145  

See accompanying notes to unaudited pro forma financial information.
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
For the Nine Months Ended September 30, 2014

(In thousands, except per share amounts)
 
  Acadia(1)   

Completed
Acquisitions(2)  

Partnerships
in Care(8)   CRC(9)   

Pro Forma
Adjustments  Notes  

Acadia Pro
Forma   Priory(3d)   

Pro Forma
Adjustments  Notes  

Pro Forma
Combined  

Revenue before provision for
doubtful accounts  $729,784   $ 200,233   $ 142,312   $340,255   $ —      $1,412,584   $643,223   $ —      $2,055,807  

Provision for doubtful accounts   (20,084)   (1,334)   3    —      (5,718)  (10)   (27,133)   —      —       (27,133) 
   

 
   

 
   

 
   

 
   

 
    

 
   

 
   

 
    

 

Revenue   709,700    198,899    142,315    340,255    (5,718)    1,385,451    643,223    —       2,028,674  
Salaries, wages and benefits   408,680    110,472    84,641    157,792    —       761,585    374,624    —       1,136,209  
Professional fees   36,151    9,832    6,737    30,297    —       83,017    18,257    —       101,274  
Supplies   34,722    7,582    4,868    15,221    —       62,393    25,670    —       88,063  
Rents and leases   8,872    5,771    909    12,925    —       28,477    18,541    —       47,018  
Other operating expenses   79,188    18,640    11,644    38,218    (1,122)  (14)   146,568    46,986    —       193,554  
Depreciation and amortization   21,696    6,172    11,731    15,352    (8,925)  (11a)   46,026    63,403    (7,771)  (11b)  101,658  
Interest expense, net   33,505    1,301    43,084    54,455    (42,941)  (12a)   89,404    118,771    (59,614)  (12b)  148,561  
Provision for doubtful accounts   —      —      —      5,718    (5,718)  (10)   —      —      —       —    
Debt extinguishment costs   —      —      —      11,622    —       11,622    —      —       11,622  
Gain on foreign currency derivatives   (15,262)   —      —      —      15,262   (13)   —      —      —       —    
Goodwill and asset impairments   —      —      —      1,089    —       1,089    —      —       1,089  
Transaction-related expenses   10,834    —      —      3,256    (14,090)  (14)   —      4,666    (4,666)  (14)   —    

   
 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Total expenses   618,386    159,770    163,614    345,945    (57,534)    1,230,181    670,918    (72,051)    1,829,048  
Income (loss) from continuing

operations before income taxes   91,314    39,129    (21,299)   (5,690)   51,816     155,270    (27,695)   72,051     199,626  
Provision (benefit) for income taxes   30,383    11,076    30    254    7,943   (15)   49,686    (23,944)   24,165   (15)   49,907  

   
 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Income (loss) from continuing
operations   60,931    28,053    (21,329)   (5,944)   43,873     105,584    (3,751)   47,886     149,719  

Income (loss) from discontinued
operations, net of income taxes   (20)   —      —      (6,602)   —       (6,622)   —      —       (6,622) 

   
 

   
 

   
 

   
 

   
 

    
 

   
 

   
 

    
 

Net income   60,911    28,053    (21,329)   (12,546)   43,873     98,962    (3,751)   47,886     143,097  
Net loss attributable to

noncontrolling interests   —      —      —      —      —       —      —      —       —    
   

 
   

 
   

 
   

 
   

 
    

 
   

 
   

 
    

 

Net income attributable to Acadia
Healthcare Company, Inc.  $ 60,911   $ 28,053   $ (21,329)  $ (12,546)  $ 43,873    $ 98,962   $ (3,751)  $ 47,886    $ 143,097  

   

 

   

 

   

 

   

 

   

 

    

 

   

 

   

 

    

 

Earnings per share—income
(loss) from continuing
operations:            

Basic  $ 1.14        $ 1.48      $ 1.73  
Diluted  $ 1.13        $ 1.48      $ 1.72  
Weighted average shares:            
Basic   53,670       17,453   (16a-c)   71,123     15,534   (16d)  86,657  
Diluted   53,922       17,453   (16a-c)   71,375     15,534   (16d)  86,909  

See accompanying notes to unaudited pro forma financial information.
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(In thousands, except per share amounts)

 
(1) The amounts in this column represent, for Acadia, actual results for the periods presented.
 

(2) The amounts in this column represent pro forma adjustments for Acadia’s completed acquisitions of (a) McCallum Place on September 3, 2014, (b)
Quality Addiction Management, Inc. on March 1, 2015, (c) two facilities from Choice Lifestyles on April 1, 2015, (d) Pastoral Care Group on April 1,
2015, (e) Mildmay Oaks on April 1, 2015, (f) one facility from Choice Lifestyles on June 1, 2015, (g) fifteen facilities from Care UK Limited on June
1, 2015, (h) The Manor Clinic on July 1, 2015, (i) Belmont on July 1, 2015, (j) three facilities from the Danshell Group on September 1, 2015, (k) two
facilities from Health and Social Care Partnerships on September 1, 2015, (l) Manor Hall on September 1, 2015, (m) Meadow View on October 1,
2015, (n) one facility from Health and Social Care Partnerships on November 1, 2015, (o) Duffy’s Napa Valley Rehab on November 1, 2015, (p)
Discovery House-Group, Inc. on November 1, 2015 and (q) MMO Behavioral Health Systems on December 1, 2015. None of these acquisitions was
individually material. Each acquisition is reflected in the adjustments up to its acquisition date. The unaudited pro forma condensed consolidated
balance sheet only is adjusted for acquisitions described in (m) through (q), as the other acquisitions were completed prior to September 30, 2015 and
are already reflected in the historical balance sheet of Acadia.

 

3) The historical financial statements of Priory were prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the
International Accounting Standards Board in pounds sterling and have been adjusted to: (i) translate the financial statements to U.S. dollars based on
the historical exchange rates below and (ii) to conform to Acadia’s financial statement presentation. No material differences between U.S. GAAP and
IFRS have been identified with respect to Priory.

 
       GBP/USD 
September 30, 2015    Spot Rate    $ 1.5164  
Year ended December 31, 2014    Average Rate    $ 1.6476  
Nine months ended September 30, 2015    Average Rate    $ 1.5322  
Nine months ended September 30, 2014    Average Rate    $ 1.6693  
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 (a) The amount below represent the balances at September 30, 2015.
 

   
Priory

(in £ thousands, in IFRS)   
Priory

(in $ thousands, in U.S. GAAP) 
Current assets:     

Cash and cash equivalents   £ 16,282    $ 24,690  
Accounts receivable, net    43,099     65,355  
Deferred tax assets    15,279     23,169  
Other current assets    10,588     16,056  

    
 

    
 

Total current assets    85,248     129,270  
Property and equipment, net    1,090,643     1,653,851  
Goodwill    186,671     283,068  
Intangible assets, net    31,605     47,926  
Deferred tax assets—noncurrent    6,151     9,327  

    
 

    
 

Total assets   £ 1,400,318    $ 2,123,442  
    

 

    

 

Current liabilities:     
Current portion of long-term debt   £ 7,323    $ 11,105  
Accounts payable    56,519     85,705  
Accrued salaries and benefits    17,936     27,198  
Other accrued liabilities    27,330     41,443  

    
 

    
 

Total current liabilities    109,108     165,451  
Long-term debt    900,675     1,365,784  
Deferred tax liabilities—noncurrent    145,986     221,373  
Other liabilities    23,805     36,098  

    
 

    
 

Total liabilities    1,179,574     1,788,706  
Equity:     

Common stock    11,437     17,343  
Additional paid-in capital    261,186     396,062  
Accumulated deficit    (51,879)    (78,669) 

    
 

    
 

Total equity    220,744     334,736  
    

 
    

 

Total liabilities and equity   £ 1,400,318    $ 2,123,442  
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 (b) The amounts below represent results for the year ended December 31, 2014.
 

  
Priory

(in £ thousands, in IFRS)  
Priory

(in $ thousands, in U.S. GAAP) 
Revenue before provision for doubtful

accounts  £ 520,738   $ 857,968  
Provision for doubtful accounts   —      —    

   
 

   
 

Revenue   520,738    857,968  
Salaries, wages and benefits   301,321    496,456  
Professional fees   15,188    25,024  
Supplies   20,944    34,507  
Rents and leases   16,948    27,924  
Other operating expenses   39,205    64,594  
Depreciation and amortization   50,192    82,696  
Interest expense, net   93,255    153,647  
Debt extinguishment   15,984    26,335  
Transaction-related expenses   2,795    4,605  

   
 

   
 

Total expenses   555,832    915,788  
(Loss) income from continuing operations

before income taxes   (35,094)   (57,820) 
Benefit for income taxes   22,231    36,628  

   
 

   
 

Loss from continuing operations  £ (12,863)  $ (21,192) 
   

 

   

 

 

 (c) The amounts below represent results for the nine months ended September 30, 2015.
 

  
Priory

(in £ thousands, in IFRS)  
Priory

(in $ thousands, in U.S. GAAP) 
Revenue before provision for doubtful

accounts  £ 424,530   $ 650,465  
Provision for doubtful accounts   —      —    

   
 

   
 

Revenue   424,530    650,465  
Salaries, wages and benefits   244,663    374,873  
Professional fees   14,194    21,748  
Supplies   16,794    25,732  
Rents and leases   21,549    33,017  
Other operating expenses   40,676    62,324  
Depreciation and amortization   37,887    58,050  
Interest expense, net   60,802    93,161  
Transaction-related expenses   1,504    2,304  

   
 

   
 

Total expenses   438,069    671,209  
(Loss) income from continuing operations

before income taxes   (13,539)   (20,744) 
Benefit for income taxes   194    297  

   
 

   
 

Loss from continuing operations  £ (13,345)  $ (20,447) 
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 (d) The amounts below represent results for the nine months ended September 30, 2014.
 

  
Priory

(in £ thousands, in IFRS)  
Priory

(in $ thousands, in U.S. GAAP) 
Revenue before provision for doubtful

accounts  £ 385,325   $ 643,223  
Provision for doubtful accounts   —      —    

   
 

   
 

Revenue   385,325    643,223  
Salaries, wages and benefits   224,420    374,624  
Professional fees   10,937    18,257  
Supplies   15,378    25,670  
Rents and leases   11,107    18,541  
Other operating expenses   28,147    46,986  
Depreciation and amortization   37,982    63,403  
Interest expense, net   71,150    118,771  
Transaction-related expenses   2,795    4,666  

   
 

   
 

Total expenses   401,916    670,918  
(Loss) income from continuing operations

before income taxes   (16,591)   (27,695) 
Benefit for income taxes   14,344    23,944  

   
 

   
 

Loss from continuing operations  £ (2,247)  $ (3,751) 
   

 

   

 

 

(4) Reflects elimination of equity accounts of Priory.
 

(5) Represents adjustments based on preliminary estimates of fair value and the adjustment to goodwill derived from the difference in the estimated total
consideration to be transferred by Acadia and the estimated fair value of assets acquired and liabilities assumed by Acadia. Approximately $506,750 of
the cash consideration and the amount required to repay Priory debt at the closing date are based on an assumed exchange rate of 1.45 U.S. dollars to
one British Pound Sterling. A $0.01 change in the exchange rate would change the cash consideration by $14,100. To the extent that the exchange rate
at closing of the Priory acquisition reflects a weaker dollar and is not fixed by the Company through use of forward foreign currency contracts, we
expect to utilize our existing revolving line of credit to fund such incremental purchase price. The equity consideration is based on the issuance of
4,033,561 shares of Acadia common stock with a par value of $0.01 at a value of $61.00 per share, which results in estimated additional common stock
of $40 and additional paid-in capital of $246,007.

 

Cash consideration   $ 595,963  
Assumption of Priory debt    1,342,000  
Estimated equity consideration    246,047  

    
 

Estimated total consideration    2,184,010  
Cash    24,690  
Accounts receivable    65,355  
Deferred tax assets    23,169  
Other current assets    16,056  
Property and equipment    1,653,851  
Intangible assets    37,500  
Deferred tax assets—noncurrent    9,327  
Accounts payable    (85,705) 
Accrued salaries and benefits    (27,198) 
Other accrued liabilities    (41,443) 
Deferred tax liability- long term    (219,288) 
Other long-term liabilities    (36,098) 

    
 

Fair value of assets acquired and liabilities assumed   $1,420,216  
    

 

Estimated goodwill    763,794  
Less: historical goodwill    (283,068) 

    
 

Goodwill adjustment   $ 480,726  
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    The acquired assets and liabilities will be recorded at their relative fair values as of the closing date of the purchase. Estimated goodwill is based upon a
determination of the fair value of assets acquired and liabilities assumed that is preliminary and subject to revision as the value of total consideration is
finalized and additional information related to the fair value of property and equipment and other assets (including intangible assets) acquired and
liabilities assumed becomes available. The actual determination of the fair value of assets acquired and liabilities assumed may differ from that assumed
in these unaudited pro forma condensed combined financial statements and such differences may be material. Qualitative factors comprising goodwill
include efficiencies derived through synergies expected by coordination of services provided across the combined network of facilities, achievement of
operating efficiencies by benchmarking performance and applying best practices throughout the combined company.

 

(6) The sources and uses of cash in connection with the purchase of Priory are expected to be as follows:
 

Sources relating to purchase of Priory:   
New Term Loan B   $ 955,000  
    % Senior Notes due 2024 offered hereby    390,000  
Net proceeds from offering of Acadia common stock(a)    685,000  
Equity issuance to Priory stockholders(b)    246,047  

    
 

Total sources   $ 2,276,047  
    

 

Uses:   
Equity issuance to Priory stockholders(b)    (246,047) 
Cash portion of purchase consideration(c)    (595,963) 
Repayment of Priory debt assumed(d)    (1,342,000) 
Debt financing costs    (50,000) 
Repayment of a portion of Acadia’s revolving credit facility    (26,537) 
Acquisition costs(e)    (15,500) 

    
 

Total uses   $ (2,276,047) 
    

 

 

 (a) Reflects proceeds from Acadia’s public equity offering completed on January 12, 2016, net of underwriting discounts and offering expenses,
which results in estimated additional common stock of $115 and additional paid-in capital of $684,885.

 (b) The value of the equity to Priory stockholders is based on 4,033,561 common shares per the purchase agreement at a value of $61.00 per share.
 (c) Approximately $506,750 of the cash consideration is based on an assumed exchange rate of 1.45 U.S. dollars to one British Pound Sterling.
 (d) The repayment of Priory debt assumed is based on an assumed exchange rate of 1.45 U.S. dollars to one British Pound Sterling.

 (e) The effect of estimated acquisition costs are not included in the pro forma condensed combined statement of operations for the year ended
December 31, 2014 and nine months ended September 30, 2015 and 2014 as these costs are nonrecurring and directly related to the transaction.
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(7) Represents the following adjustments to long-term debt:
 

   
Current
Portion    

Long-term
Portion    

Total
Debt  

Incremental term B loans   $ 9,550    $ 945,450    $ 955,000  
Repayment of a portion of Acadia’s revolving credit facility    —       (26,537)    (26,537) 
Repayment of Priory debt assumed    (11,105)    (1,365,784)    (1,376,889) 
New unsecured senior notes    —       390,000     390,000  

    
 

    
 

    
 

Adjustments   $ (1,555)   $ (56,871)   $ (58,426) 
    

 

    

 

    

 

 

(8) The historical financial statements of Partnerships in Care are prepared in accordance with U.K. GAAP and are adjusted to: (i) reconcile the financial
statements to U.S. GAAP, (ii) translate the financial statements to U.S. dollars based on the historical exchange rates below and (iii) to conform to
Acadia’s financial statement presentation.

 
       GBP/USD 
Six months ended June 30, 2014    Average Rate    $ 1.6687  

The amounts below represent results for the six months ended June 30, 2014.
 

   

Partnerships
in

Care (in £,
in U.K.
GAAP)    

U.S. GAAP
Adjustments   

Partnerships in
Care (in £,

in U.S. GAAP)    

Partnerships in
Care (in $,

in U.S. GAAP)  
Revenue before provision for doubtful accounts   £ 85,283    £      £ 85,283    $ 142,312  
Provision for doubtful accounts    2       2     3  

    
 

    
 

    
 

    
 

Revenue    85,285       85,285     142,315  
Salaries, wages and benefits    51,601     (878)    50,723     84,641  
Professional fees    4,037       4,037     6,737  
Supplies    2,917       2,917     4,868  
Rents and leases    545       545     909  
Other operating expenses    6,978       6,978     11,644  
Depreciation and amortization    5,991     1,039     7,030     11,731  
Interest expense, net    31,979     (6,160)    25,819     43,084  
Transaction-related expenses    —         —       —    

    
 

    
 

    
 

    
 

Total expenses    104,048     (5,999)    98,049     163,614  
(Loss) income from continuing operations before income taxes   (18,763)    5,999     (12,764)    (21,299) 
(Benefit) provision for income taxes    (1,063)    1,081     18     30  

    
 

    
 

    
 

    
 

Loss from continuing operations   £ (17,700)   £ 4,918    £ (12,782)   $ (21,329) 
    

 

    

 

    

 

    

 

 

(9) The amount in this column represent, for CRC, actual results for the periods presented prior to the acquisition date of February 11, 2015.
 

(10) Reflects reclassification of CRC provision for doubtful accounts to conform to Acadia historical presentation.
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(11) Represents the adjustments to depreciation and amortization expense as a result of recording the property and equipment and intangible assets at
preliminary estimates of fair value as of the date of the acquisitions, as follows:

 

 (a): Partnerships in Care and CRC:
 

  Amount   
Useful Lives

(in years)   
Monthly

Depreciation  

Year Ended
December 31,

2014   

Nine Months
Ended

September 30,
2015   

Nine Months
Ended

September 30,
2014  

Partnerships in Care:    
Land  $ 73,689    N/A   $ —     $ —     $ —     $ —    
Building and improvements   446,921    30-50    1,046    6,275    —      6,275  
Equipment   19,330    3-10    354    2,127    —      2,127  

   
 

    
 

   
 

   
 

   
 

  539,940     1,400    8,402    —      8,402  
Indefinite-lived intangible assets   575    N/A    —      —      —      —    

      
 

   
 

   
 

Partnerships in Care depreciation and
amortization expense      8,402    —      8,402  

CRC:       
Land   24,597    N/A   $ —     $ —     $ —     $ —    
Building and improvements   88,312    10-40    584    7,008    954    5,256  
Equipment   21,201    3-10    500    6,000    817    4,500  
Construction in progress   3,133    N/A    —      —      —      —    

   
 

    
 

   
 

   
 

   
 

  137,243     1,084    13,008    1,771    9,756  
Indefinite-lived intangible assets   37,000    N/A    —      —      —      —    

     
 

   
 

   
 

   
 

    —      —      —      —    
CRC depreciation and amortization expense      13,008    1,771    9,756  

Total depreciation and amortization expense      21,410    1,771    18,158  
Less: historical depreciation and amortization

expense of Partnerships in Care      (11,731)   —      (11,731) 
Less: historical depreciation and amortization

expense of CRC      (21,290)   (2,459)   (15,352) 
      

 
   

 
   

 

Depreciation and amortization expense adjustment     $ (11,611)  $ (688)  $ (8,925) 
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 (b): Priory:
 

  Amount   
Useful Lives

(in years)   
Monthly

Depreciation  

Year Ended
December 31,

2014   

Nine Months
Ended

September 30,
2015   

Nine Months
Ended

September 30,
2014  

Land  $ 255,745    N/A   $ —     $ —     $ —     $ —    
Building and improvements   1,202,113    30-50    2,531    32,653    22,774    24,812  
Equipment   183,354    3-10    3,143    40,560    28,289    30,820  
Construction in progress   12,639    N/A    —      —      —      —    

   
 

    
 

   
 

   
 

   
 

  1,653,851     5,674    73,213    51,063    55,632  
Indefinite-lived intangible assets   37,500    N/A    —      —      —      —    
Depreciation and amortization expense      73,213    51,063    55,632  
Less: historical depreciation and amortization

expense      (82,696)   (58,050)   (63,403) 
      

 
   

 
   

 

Depreciation and amortization expense
adjustment     $ (9,483)  $ (6,987)  $ (7,771) 

      

 

   

 

   

 

 

(12) Represents an adjustment to interest expense to give effect to the following transactions:
 

 (a) Partnerships in Care, CRC and other completed acquisitions
 

   

Year Ended
December 31,

2014    

Nine Months
Ended

September 30,
2015    

Nine Months
Ended

September 30,
2014  

Interest related to 5.125% Senior Notes due 2022   $ 7,688    $ —      $ 7,688  
Interest related to 5.625% Senior Notes due 2023    36,563     13,828     26,778  
Interest related to Term Loan A    8,225     —       6,169  
Interest related to Term Loan B    21,250     2,892     15,938  
Interest related to change in the applicable interest rate on term A loans based

on Acadia’s consolidated leverage ratio    1,141     285     856  
Interest related to paydown of 12.875% Senior Notes    (12,553)    (8,892)    (8,892) 
Interest related to revolving line of credit paydown, net of borrowing    5,425     4,219     4,459  
Interest related to amortization of deferred financing costs    3,674     676     2,903  
Less: historical interest expense of Partnerships in Care    (43,084)    —       (43,084) 
Less: historical interest expense of CRC    (72,718)    (8,883)    (54,455) 
Less: historical interest expense of other completed acquisitions    (1,634)    (991)    (1,301) 

    
 

    
 

    
 

Interest expense adjustment   $ (46,023)   $ 3,134    $ (42,941) 
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 (b) Priory
 

   

Year Ended
December 31,

2014    

Nine Months
Ended

September 30,
2015    

Nine Months
Ended

September 30,
2014  

Interest related to     % Senior Notes due 2024 offered hereby(i)   $ 27,300    $ 20,475    $ 20,475  
Interest related to Incremental Term Loan B(ii)    45,363     34,022     34,022  
Interest related to paydown of a portion of Acadia’s revolving credit(iii)    (929)    (697)    (697) 
Interest related to amortization of deferred financing costs    7,143     5,357     5,357  
Less: historical interest expense    (153,647)    (93,161)    (118,771) 

    
 

    
 

    
 

Interest expense adjustment   $ (74,770)   $ (34,004)   $ (59,614) 
    

 

    

 

    

 

 

 (i) An increase or decrease of 0.125% in the assumed interest rate of 7.0% would result in a change of $0.5 million, $0.4 million and $0.4
million for the year ended December 31, 2014 and nine months ended September 30, 2015 and 2014, respectively.

 (ii) An increase or decrease of 0.125% in the assumed interest rate of 4.75% would result in a change of $1.2 million, $0.9 million and $0.9
million for the year ended December 31, 2014 and nine months ended September 30, 2015 and 2014, respectively.

 (iii) An increase or decrease of 0.125% in the assumed interest rate of 3.5% would result in a change of less than $0.1 million for the year
ended December 31, 2014 and nine months ended September 30, 2015 and 2014.

 

(13) Represents the change in fair value of foreign currency derivatives purchased by Acadia related to its investments in to the U.K. to fund the acquisition
of Partnerships in Care on July 1, 2014 and subsequent transactions occurring in 2015. This expense is omitted in the pro forma statement of operations
as it is non-recurring and directly related to such transactions.

 

(14) Reflects the removal of acquisition-related expenses included in the historical statements of operations.
 

(15) Reflects adjustments to income taxes to reflect the impact of the above pro forma adjustments applying combined U.S. federal and state statutory tax
rates and U.K. statutory rates.

 

(16) Represents adjustments to weighted average shares used to compute basic and diluted earnings per share for the following.
 

 

(a) To reflect the effect of 8,881,794 shares of common stock issued by Acadia in June 2014, which resulted in an increase in the weighted
average shares outstanding of 4,063,725 and 6,302,424 for the year ended December 31, 2014 and nine months ended September 30, 2014,
respectively, on a pro forma basis. The proceeds of Acadia’s offering of such common stock were used to partially fund Acadia’s
acquisition of Partnerships in Care on July 1, 2014.

 

 

(b) To reflect the effect of 5,975,326 shares of common stock issued by Acadia in February 2015, which resulted in an increase in the
weighted average shares outstanding of 5,975,326 for each of the year ended December 31, 2014 and the nine months ended September 30,
2014, and 897,393 for the nine months ended September 30, 2015, on a pro forma basis. The proceeds of Acadia’s offering of such
common stock were used to partially fund Acadia’s acquisition of CRC on February 11, 2015.

 

 
(c) To reflect the effect of 5,175,000 shares of common stock issued by Acadia in May 2015, which resulted in an increase in the weighted

average shares outstanding of 5,175,000 for the year ended December 31, 2014 on a pro forma basis. The proceeds of Acadia’s offering of
such common stock were used to repay outstanding indebtedness and fund acquisitions.

 

 
(d) To reflect the effect of 11,500,000 shares of common stock issued by Acadia in January 2016 and the issuance of 4,033,561 shares of

common stock to be issued to Advent in connection with the acquisition of Priory, which resulted in an increase of weighted average
shares outstanding of 15,533,561 for the year ended December 31, 2014 and nine months ended September 30, 2015 and 2014.
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Exhibit 99.4

RISK FACTORS

Before making an investment decision, you should carefully consider these risks. Additional risks and uncertainties not presently known to us, or that
we currently deem immaterial, could negatively impact our results of operations or financial condition in the future. If any of such risks actually occur, our
business, financial condition or results of operations could be materially adversely affected. In that case, the trading price of our securities could decline.

We refer to the acquisition of Priory Group No. 1 Limited (“Priory”) as the “Acquisition.”

Risks Related to the Acquisition

We may be unable to complete our planned acquisition of Priory on currently anticipated terms. Failure to consummate the Acquisition on currently
anticipated terms could negatively affect us.

Review of the Acquisition by the Competition and Markets Authority, or CMA, may not be completed or commenced prior to closing of the
Acquisition. The Purchase Agreement provides that if the CMA imposes any order, undertaking or obligation that restricts or prohibits the closing of the
Acquisition, then we are required to take reasonably necessary steps to obtain clearance from the CMA in respect of the Acquisition, including making or
agreeing to make divestments from parts of Priory’s and/or our respective businesses prior to the closing of the Acquisition. In addition, if any such order,
undertaking or obligation remains in place one business day prior to the scheduled closing date, then either we or Advent may elect to terminate the Purchase
Agreement, in which case this notes offering would not close as a result of it being conditioned upon closing of the Acquisition. Lastly, we may be required
by the CMA to make divestments after closing of the Acquisition, and no assurance can be given in this regard.

If we do not obtain the required regulatory approval from the CMA or the CMA requires divestments of our or Priory’s business, we may be unable to
successfully complete the Acquisition on the currently anticipated terms, which could have a material adverse effect on our results of operations, financial
condition or prospects.

Review of the Acquisition by the CMA may delay our integration of Priory. If we are unable to successfully integrate Priory into our business following
the Acquisition and completion of competition review, our business, financial condition and results of operations may be negatively impacted.

We cannot determine when the CMA will complete its review of the Acquisition and, until such review is complete, we will not be allowed to integrate
Priory’s business. Our business, financial condition and results of operations may suffer, and our expectations for the Acquisition may not be met, if we are
not able to integrate Priory’s business for an extended period as a result of an ongoing CMA review.

Upon the closing of the Acquisition and completion of the CMA review, we intend to integrate Priory’s business into our current business. Successful
integration will depend on our ability to effect any required changes in operations or personnel which may entail unforeseen liabilities. The integration of
Priory may expose us to certain risks, including the following: difficulty in integrating Priory in a cost-effective manner; difficulty or delay in the
establishment of effective management information and financial control systems, unforeseen legal, regulatory, contractual, employment or other issues
arising out of the combination; combining corporate cultures; maintaining employee morale and retaining key employees; potential disruptions to our on-
going business caused by our senior management’s focus on integrating Priory; and performance of the combined
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assets not meeting our expectations or plans. A failure to properly integrate Priory could have a corresponding material adverse effect on our business, results
of operations, financial condition or prospects.

Following the Acquisition, we will have a very limited number of authorized but unissued shares of common stock, and we anticipate that we will need to
increase the number of authorized shares of our common stock.

Under our amended and restated certificate of incorporation, we have the authority to issue 90,000,000 shares of common stock. As of December 31,
2015, we had 71,689,268 shares of common stock issued and outstanding, and had an aggregate of 1,926,522 shares reserved for future grants under our
Incentive Compensation Plan. We issued 11,500,000 shares of our common stock in a registered public offering that closed on January 12, 2016. As a result
of the Acquisition, we plan on issuing an additional 4,033,561 to Advent, and we will not have many shares of common stock available for future issuance.

In order to implement future issuances of our common stock in connection with other acquisitions, financing transactions and other strategic
transactions as well as pursuant to our Incentive Compensation Plan, we anticipate that we will need to amend our amended and restated certificate of
incorporation to increase the number of authorized shares of common stock. Any such amendment will require approval from our Board of Directors and the
holders of a majority of our outstanding common stock. We cannot provide any assurance that we will be able to obtain the required stockholder approval. If
our stockholders do not approve an increase in our authorized common shares, our ability to use our shares to finance acquisitions and to raise additional
capital in the future will be limited and, as result, would impair our financial flexibility, including our liquidity needs and our ability to repay our debt
obligations when they mature, execute our business plan, make future acquisitions, and fund operations, any of which would have a material adverse effect on
our business, results of operations, financial condition or prospects.

We have made certain assumptions relating to the Acquisition in our forecasts that may prove to be materially inaccurate, and we may be unable to
achieve the related cost savings or synergies.

We have made certain assumptions relating to the forecast level of cost savings, synergies and associated costs of the Acquisition. Our assumptions
relating to the forecast level of cost savings, synergies and associated costs of the Acquisition may be inaccurate based on the information available to us,
including as the result of the failure to realize the expected benefits of the Acquisition, higher than expected transaction and integration costs and unknown
liabilities as well as general economic and business conditions that may adversely affect the combined company following the completion of the Acquisition.
The anticipated cost savings related to the Acquisition are based upon assumptions about our ability to implement integration measures in a timely fashion
and within certain cost parameters. Our ability to achieve the planned cost synergies is dependent upon a significant number of factors, some of which may be
beyond our control. For example, we may be unable to eliminate duplicative costs and redundancies in a timely fashion or at all. Other factors that could
cause us not to realize the expected cost savings and synergies, include but are not limited to, the following: higher than expected severance costs related to
workforce reductions; higher than expected retention costs for employees that will be retained; inability to reduce or eliminate fees relating to professional,
outside services and other redundant contracted services in a timely manner or at all; delays in the anticipated timing of activities related to our cost-saving
plan including in the reduction of other general and administrative expenses; and other unexpected costs associated with operating our business. In addition,
Priory operated at a net loss for the year ended December 31, 2014 and for the nine months ended September 30, 2015, which may impact our ability to
achieve synergies and profitability from the Acquisition in the near term. Actual cost savings, the costs required to realize the cost savings and the
assumptions underlying the cost savings could differ materially from our current expectations, and we cannot assure you that we will achieve the full amount
of cost savings on the schedule anticipated or at all.
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Our acquisition of the capital shares of Priory may expose us to unknown or contingent liabilities for which we will not be indemnified.

We are acquiring the capital shares of Priory. Priory and its subsidiaries may have unknown or contingent liabilities, including, but not limited to,
liabilities for uncertain tax positions, for failure to comply with healthcare laws and regulations and for regulatory reviews or unresolved litigation, including
pending matters relating to corporate manslaughter at one Priory facility and other potential significant charges relating to Priory’s operations. Although we
typically attempt to exclude significant liabilities from our acquisition transactions and seek indemnification from sellers, the purchase agreement with Priory
contains minimal representations and warranties about the entities and business that we are acquiring. In addition, we have no indemnification rights against
the sellers under the purchase agreement and all of the purchase price consideration will be paid at closing of the Acquisition. Therefore, we may incur
material liabilities for the past activities of acquired entities and facilities. Such liabilities and related legal or other costs and/or resulting damage to a
facility’s reputation could negatively impact our business, financial condition or results of operations.

The majority of Priory’s revenues are not guaranteed, being generated either from spot purchasing or under block or framework agreements where no
volume commitments are given and there can be no assurance that Priory can achieve any fee rate increases in the future or will not suffer any fee rate
decreases.

Any decline in demand for Priory’s services from publicly funded entities or private payers or any failure by Priory to extend current agreements or
enter into alternative agreements on comparable terms with such entities could have an adverse effect on Priory’s average daily census, or ADC, which would
have a corresponding negative impact on our or Priory’s business, results of operations and financial condition. Further, there can be no assurances that Priory
will be able to implement fee rate increases, which are a driver of Priory’s revenues, or not suffer from any decline in fee rates in the future. Should the effect
of any increase in Priory’s annual wages or other operating costs of the business exceed the effect of any increase in Priory’s fee rates or should Priory’s fee
rates suffer a decline, Priory would have to absorb any costs that cannot be offset by its fees, which could have a negative impact on our business, results of
operations and financial condition.

Publicly funded entities

A significant portion of Priory’s services funded by United Kingdom publicly funded entities are commissioned on a spot-purchase basis at prices
determined by prevailing market conditions. It is generally a matter for the relevant commissioner to determine whether to use Priory’s services, and there is
no guarantee that previous spot market purchasing activity by a commissioner will continue in the future or at all. Priory also has a number of fixed-term
framework agreements which grant it preferred provider status with local authorities in the United Kingdom, which we refer to as Local Authorities, or the
NHS typically lasting between one to three years. While pricing is typically agreed for 12 months and discounts are given in relation to the number of beds
purchased, no minimum purchasing commitments are given by commissioners under such agreements. As such, commissioners may decide to place existing
and new service users with Priory’s competitors, including their own in-house service providers, on short notice. Priory also has a small number of fixed-
period block contracts, where a set number of beds are paid for at a discount to spot prices regardless of occupancy. As a result, should spot rates for Priory’s
services increase, Priory would remain tied to the discounted rate, which could have an adverse effect on Priory’s results.

The rates that Priory charges publicly-funded entities for its services are negotiated individually with commissioners and are generally subject to annual
adjustments on April 1 of each year, historically increasing by reference to the Retail Prices Index, or RPI, or Consumer Prices Index, or CPI, and sector
specific wage indices. However, the current economic climate and the United Kingdom government’s overriding economic policy to reduce the budget deficit
means that, in the short term at least, commissioners may require that efficiency savings
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be made and that fees reflect local and national budget requirements. As a result, there can be no assurance that Priory can maintain the payment terms of its
arrangements with publicly funded entities, including with respect to the timing of payments.

Further, following expiration of contracts there can be no assurance that negotiations with commissioners will result in the extension or renewal of
existing arrangements or the entering into of alternative arrangements for those services. In addition, changing commissioning structures and practices, such
as those under the Health and Social Care Act 2012, may involve tendering processes which may result in Priory failing to remain or become an approved
provider. Commissioners may also require that following the expiry date of current agreements with Priory, they contract with Priory on a spot basis rather
than through a block arrangement or reduce the number of beds subject to block arrangements. Even if Priory is successful in extending current agreements or
in entering into alternative arrangements, the duration of such extensions or arrangements is uncertain, and Priory may be unsuccessful in implementing rate
increases under such agreements.

Private payers

Although Priory has agreements in place with a number of private medical insurance, or PMI, providers where pricing is generally agreed annually,
there is no obligation on the PMI provider to refer its members to Priory or to pay for its members to use Priory’s services. Further, Priory may not be able to
renew its existing arrangements with PMI providers on terms comparable to what it has achieved in the past. Fee rates for self-paying individuals are adjusted
on January 1 of each year depending on capacity and demand in the relevant service markets. Fees paid or reimbursed by PMI providers are typically adjusted
in line with specific contract terms and are generally based on RPI and specific wage indices. Demand in both the PMI market and the self-pay is dependent
on economic conditions, which impacts the number of people with sufficient income or capital to pay for insurance coverage or treatment themselves.

Structural shifts in the United Kingdom behavioral healthcare market may adversely affect Priory.

Publicly funded entities

Payments for Priory’s services by publicly funded entities in the United Kingdom, particularly the NHS and Local Authorities, accounted for 87% of
Priory’s revenues in the year ended December 31, 2014 and 86% in the year ended December 31, 2013. Further, 19% of Priory’s revenues in the year ended
December 31, 2014 was solely attributable to NHS England. Priory expects publicly funded entities in the United Kingdom to continue to generate the
significant majority of its revenues. Budget constraints, public spending cuts or other financial pressures could cause such publicly funded entities to spend
less money on the type of services that Priory provides, or political or United Kingdom government policy changes could mean that fewer of such services are
purchased by publicly funded entities from independent sector providers, due to a shift in funding sources towards PMI or self-payment.

While the outsourcing by the NHS in England of healthcare services has been increasing in recent years, the need of the NHS in England to achieve
substantial efficiency savings is likely to result in continued funding pressure in the pricing of such services. For instance, Monitor, the NHS economic
regulator, has determined national “tariffs” across a range of NHS services and has issued extensive guidance on how they are to be applied, including
provision for local variations to national tariffs, subject to approval by Monitor. While none of Priory’s services are currently subject to national tariffs, the
future application of any national tariff on Priory’s services could have a material adverse impact on Priory’s revenue.

In addition, the allocation of funding responsibility for adult social care will be subject to change over the next few years under the provisions of the
2014 Care Act under which individuals identified as being required to pay for their own care under the relevant means test will be required to take funding
responsibility up to a specified lifetime monetary cap, with Local Authorities responsible for the remainder of expenses for personal
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care, excluding “daily living” expenses. This will potentially place greater funding responsibility with public sector bodies over the longer term, which will
potentially exacerbate the current funding challenges faced by such bodies.

Private payers

Payments for Priory’s services by PMI providers accounted for 4% of Priory’s revenues in the year ended December 31, 2014, compared to 5% in the
year ended December 31, 2013. In addition, payments for Priory’s services by self-pay patients, who purchase treatment on a spot basis accounted for 9% of
Priory’s revenues in the year ended December 31, 2014, compared to 9% in the year ended December 31, 2013. Many of the patients who use Priory’s acute
healthcare services do so because their PMI provider recognizes Priory’s facilities as being an appropriate provider of the psychiatric treatment services
required by the patient. Priory’s ability to attract patients who are funded by PMI providers could be adversely impacted if one or more PMI providers
withdraws recognition status from Priory’s facilities, for example, as a result of a change in a PMI provider’s recognition status standards. In addition, many
PMI providers have been changing the terms of their policies and shortening the length of time they will cover a stay at one of Priory’s facilities.

There can be no assurance that the entities or individuals who fund Priory’s services will not reduce or cease spending on the types of services that
Priory provides or that alternative service or funding models for mental healthcare, learning disabilities care, specialist education or elderly care will not
emerge. Any such funding or structural change in the markets where Priory operates could have a material adverse effect on Priory’s ADC, which would have
a corresponding negative impact on our business, results of operations and financial condition.

Priory operates in a competitive environment and faces competition from other for-profit and not-for-profit entities, including the NHS, for patients and
other service users as well as for appropriate sites on which to expand Priory’s facilities.

Priory faces current and prospective competition for patients and other service users from numerous local, regional and national providers of
healthcare, social care and specialist education services, most notably the NHS. Priory also competes for suitable sites for development opportunities and for
the acquisition of existing businesses or facilities. Some of Priory’s competitors include public sector bodies such as foundation trusts that are not subject to
the same economic pressures as commercial organizations, or entities that operate on a not-for-profit basis, or charitable organizations, each of which may
have the ability to finance capital expenditures on a tax-exempt basis or through the receipt of charitable contributions, neither of which is available to Priory.
Priory also faces competition from other for-profit entities, who may possess greater financial, marketing or research and development resources than Priory
or may invest more funds in renovating their facilities or developing their technology. Failure by Priory to compete effectively with peers and competitors in
the industry in which it operates could limit Priory’s ability to attract and retain service users and expand its business, any of which could have a material
adverse effect on our business, results of operations and financial condition.

Priory is reliant upon maintaining strong relationships with commissioners employed by publicly funded entities, psychiatric and other medical
consultants, and any reorganization of such publicly funded entities may result in the loss of those relationships.

The relationships that Priory has with commissioners is a key driver of Priory’s referrals. Referrals to our existing Partnerships in Care business by the
NHS accounted for a significant percentage of its revenue for the year ended December 31, 2014 and the addition of Priory would increase our reliance on
such referrals. Should there be a major reorganization of publicly funded entities, such as the NHS reorganization announced in 2010 and implemented
between 2012 and 2013, Priory may need to rebuild such relationships which could result in a decrease in the number of referrals made to Priory’s facilities,
which could have a corresponding material adverse effect on our business, results of operations, financial condition or prospects. Any actual or perceived
deterioration in service quality, any serious incidents at Priory’s facilities or any other event that could cause
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commissioners to prefer other service providers over Priory could also adversely impact Priory’s referrals from commissioners. Further, Priory’s business also
depends, in part, on psychiatric and other medical consultants referring their patients to Priory for treatment either as in-patients or day patients. From time to
time, consultants may decide to relocate or reposition their practices, retire or refer patients elsewhere with the result that there is a decrease in the number of
referrals made to Priory’s facilities. A deterioration in relationships with commissioners or consultants or the decision by one or more commissioners or
consultants to refer patients to Priory’s competitors or to stop all referrals would have an adverse effect on Priory’s ADC, which would have a corresponding
negative impact on our business, results of operations and financial condition.

Priory depends on its ability to attract, retain and train experienced and/or qualified staff.

Priory competes with various providers, including the NHS and other employers, in attracting and retaining qualified management, medical, nursing,
care and teaching personnel. Competition for such employees is growing and could lead to increases in Priory’s personnel and recruiting costs, which would
in turn adversely impact Priory’s operating costs and margins. Competitors, in particular the NHS, may offer more attractive wages, pension plans or other
benefits than Priory and Priory may not be able to provide similar offerings to its prospective employees as a result of cost or other reasons.

The United Kingdom behavioral healthcare market has been and is currently experiencing a national shortage of nurses, which Priory believes has led
to increased competition in the market and higher costs in connection with the recruitment, training and retention of qualified nurses. Further, because Priory
generally recruits its personnel from the local area where the relevant facility is located, the availability in certain areas of suitably qualified personnel can be
limited, particularly care home management, qualified teaching personnel and nurses. Further, failure to retain an adequate amount of Priory’s existing staff
would increase its operating costs and impact the quality of the services Priory provides as Priory spends substantial financial resources and time in training
its staff. Priory’s development could be hampered by any staff shortage and the quality of its services could be adversely affected. Failure to find or train
qualified personnel at reasonable wages could have a material adverse effect on our business, results of operations and financial condition.

Priory’s operating costs are subject to increases, including due to statutorily mandated increases in the wages and salaries of Priory’s staff.

Priory’s most significant operating expense is wage costs, which represent the staff costs incurred in providing Priory’s services and running its
facilities, and which are primarily driven by the number of employees and pay rates. The number of employees employed by Priory is primarily linked to the
number of facilities operated and the number of individuals cared for by Priory. While Priory can reduce the number of employees should occupancy rates
decrease at its facilities, there is a limit on the extent to which this can be done without impacting quality of Priory’s services. Furthermore, in July 2015, a
new National Living Wage was announced that will be introduced across the United Kingdom as the National Minimum Wage in April 2016 and this will
increase Priory’s operating costs and, unless Priory can increase revenues or reduce other costs, will reduce its margins. Our existing Partnerships in Care
business would be similarly affected. Priory also has a number of recurring costs including insurance, utilities and rental costs, and may face increases to
other recurring costs such as regulatory compliance costs as a result of changes to Priory’s regulatory environment. There can be no assurance that any of
Priory’s recurring costs will not grow at a faster rate than Priory’s revenue. As a result, any increase in Priory’s operating costs could have a material adverse
effect on our business, results of operations and financial condition.

Priory’s management team is critical to Priory’s continued performance.

Priory relies on the members of its senior management team and, in particular, their relationships with and their understanding of the requirements of
the relevant regulatory authorities in Priory’s industry and the publicly funded entities with whom it contracts to provide its services. Priory has put in place
policies and
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remuneration designed to retain and incentivize management; however, there can be no assurance that Priory will be able to retain senior management or to
find suitable replacements should they leave. Although the Priory management team is expected to remain with the company following closing of the
Acquisition, if senior management were to leave or if a critical member of the senior management team were to leave unexpectedly, it could have a material
adverse effect on Priory’s business, results of operations and financial condition, which could have a corresponding material adverse effect on our business,
results of operations, financial condition or prospects.

Priory operates in a highly regulated business environment, and predicting regulatory changes or developments is difficult. Failure to comply with
regulations to which Priory is subject could lead to substantial penalties, including the loss of registration of some or all of Priory’s facilities.

Priory’s business, like our existing Partnerships in Care business, is subject to a high level of regulation and supervision, ranging from the initial
establishment of new facilities, which are subject to registration and licensing requirements, to the recruitment and appointment of staff, occupational health
and safety, duty of care to service users, clinical and educational standards, conduct of Priory’s professional and support staff, the environment, public health
and other areas. The regulatory requirements differ across Priory’s divisions, though almost all of its activities in England in relation to mental healthcare,
elderly care and learning disability care are regulated by the Care Quality Commission, or CQC, and in Scotland, Wales and Northern Ireland, its local
equivalent. In addition, Priory’s children’s homes, residential schools and colleges in England are regulated by the Office for Standards in Education,
Children’s Services and Skills, or OFSTED, and in Scotland and Wales by their local equivalent, and all of Priory’s schools must be licensed by the
Department for Education. See “Priory Business—Regulatory Overview” for further details on the key regulations to which Priory is subject.

Inspections by CQC, OFSTED, and other regulators can be carried out on both an announced and unannounced basis depending on the specific
regulatory provisions relating to the different healthcare, social care and specialist education services Priory provides.

A failure to comply with regulations, the receipt of a poor rating or a lower rating, or the receipt of a negative report that leads to a determination of
regulatory non-compliance or Priory’s failure to cure any defect noted in an inspection report could result in reputational damage, fines, the revocation or
suspension of the registration of any facility or service or a decrease in, or cessation of, the services provided by Priory at any given facility. Additionally,
where placements are funded by Local Authorities, most Local Authorities monitor performance and where there are shortcomings may impose punitive
measures. These can, for example, include the suspension of new placements (known in the industry as “embargoes”) and, in extreme cases, removal of all
residents placed by that authority, which in turn may affect the level of referrals from other publicly funded entities and Priory’s occupancy levels.

Furthermore, new regulations or regulatory bodies may be introduced in the future or existing regulations and regulatory bodies may be amended or
replaced and Priory may not adapt to such changes quickly enough, or in a cost-efficient manner. For example, the United Kingdom government appointed
Monitor as the new market regulator for healthcare providers in 2012 by way of a licensing regime. Any failure by Priory to comply with the licensing regime
could result in Monitor revoking Priory’s license, which would mean Priory would be unable to operate. In addition, such regulatory changes may preclude
management from executing its business plan as intended, including the timing for new developments and openings.

We cannot guarantee that current laws, regulations and regulatory assessment methodologies will not be modified or replaced in the future. There can
be no assurance that our or Priory’s business, results of operations and financial condition will not be adversely affected by any future regulatory
developments or that the cost of compliance with new regulations will not be material.
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Priory cares for a large number of vulnerable individuals with complex needs and any care quality deficiencies could adversely impact Priory’s brand, its
reputation and its ability to market its services effectively.

Priory’s future growth will partly depend on its ability to maintain its reputation for high quality services and, through successful sales and marketing
activities, increased demand for its services. Factors such as health and safety incidents, problems at its facilities, regulatory enforcement actions, negative
press or general customer dissatisfaction could lead to deterioration in the level of Priory’s quality ratings or the public perception of the quality of Priory’s
services (including as a result of negative publicity about Priory’s industry generally), which in turn could lead to a loss of patient placements, referrals and
self-pay patients or service users. Any impairment of Priory’s reputation, loss of goodwill or damage to the value of its brand name could have a material
adverse effect on our business, results of operations and financial condition.

Many of Priory’s service users have complex medical conditions or special needs, are vulnerable and often require a substantial level of care and
supervision. There is a risk that one or more service users could be harmed by one or more of Priory’s employees, either intentionally, through negligence or
by accident. Further, individuals cared for by Priory have in the past engaged, and may in the future engage, in behavior that results in harm to themselves,
Priory’s employees or to one or more other individuals, including members of the public. A serious incident involving harm to one or more service users or
other individuals could result in negative publicity. Furthermore, the damage to Priory’s reputation or to the reputation of the relevant facility from any such
incident could be exacerbated by any failure on Priory’s part to respond effectively to such incident. While Priory maintains an electronic incident reporting
system, which management actively reviews and against which responses are monitored, has implemented rigorous clinical, educational and other governance
procedures, carries out substantial employee training, employee inductions and employment reference procedures, including a criminal background check, for
all front line staff and deploys public relations resources to manage both positive and negative publicity, there can be no assurance that an event giving rise to
significant negative publicity would not occur. Such negative publicity could have a material adverse effect on Priory’s brand, its reputation and its ADC,
which would have a corresponding negative impact on our business, results of operations and financial condition.

Priory is and in the future may become involved in legal proceedings based on negligence or breach of a contractual or statutory duty from service users
or their family members or from employees or former employees.

From time to time, Priory is subject to complaints and claims from service users and their family members alleging professional negligence, medical
malpractice or mistreatment. Priory is also subject to claims for unlawful detention from time to time when patients allege they should not have been detained
under the Mental Health Act or where the appropriate procedures were not correctly followed.

Similarly, there may be substantial claims from employees in respect of personal injuries sustained in the performance of their duties, particularly in
respect of incidents involving patients detained under the Mental Health Act and where future employment prospects are impaired. Current or former
employees may also make claims against Priory in relation to breaches of employment legislation.

Priory may also be involved in coroner’s inquests (or the Scottish equivalent) where there is a fatality at one of Priory’s units (such as pending matters
relating to corporate manslaughter at one Priory facility) resulting in an adverse coroner’s verdict or civil claims by individuals or criminal prosecutions by
regulatory authorities. Any fines imposed by the courts are likely to be substantial in view of the Sentencing Council guidelines published in November 2015,
which materially increase fines for corporate manslaughter and certain health and safety offences. There may also be safeguarding incidents at Priory’s sites
which, depending on the circumstances, may result in custodial sentences or other criminal sanctions for the member of staff involved.
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The incurrence of any legal fees, damage awards or other fines as summarized above as well as any impact on Priory’s brand or reputation as a result of
being involved in any legal proceedings are likely to have a material adverse impact on our business, results of operations and financial condition.

Priory handles sensitive personal data in the ordinary course of business and any failure to maintain the confidentiality of such data could result in legal
liability and reputational harm.

Priory processes and stores sensitive personal data as part of its business. In the event of a security breach, sensitive personal data could become public.
Priory is currently not aware of any material incidences of potential data breach; however, there can be no assurance that such breaches will not arise in
future. Although Priory has in place policies and procedures to prevent such breaches, breaches could occur either as a result of a breach by Priory or as a
result of a breach by a third party to whom Priory has provided sensitive personal data, and as a result, Priory could face liability under data protection laws.
Such liability may result in sanctions, including fines and/or may cause us to suffer damage to our or Priory’s brand and reputation, which could have a
material adverse effect on our business, results of operations and financial condition.

Priory’s insurance may be inadequate, premiums may increase and, if there is a significant deterioration in Priory’s claims experience, insurance may
not be available on acceptable terms.

Priory maintains liability insurance intended to cover service user, third party and employee personal injury claims. Due to the structure of Priory’s
insurance program under which it carries a large self-insured retention, there may be substantial claims in respect of which the liability for damages and costs
falls to Priory before being met by any insurance underwriter. There may also be claims in excess of Priory’s insurance cover or claims which are not covered
by its insurance due to other policy limitations or exclusions or where Priory has failed to comply with the terms of the policy. Furthermore, there can be no
assurance that Priory will be able to obtain liability insurance cover in the future on acceptable terms, or without substantial premium increases or at all,
particularly if there is a deterioration in Priory’s claims experience history. A successful claim against Priory not covered by or in excess of its insurance
cover could have a material adverse effect on our business, results of operations and financial condition.

Foreign currency exchange rate fluctuations could materially impact our consolidated financial position and results of operations.

The acquisition of Priory significantly expands our United Kingdom operations. Accordingly, an increased portion of our net revenues will be derived
from operations in the United Kingdom, and we intend to translate sales and other results denominated in foreign currency into U.S. dollars for our
consolidated financial statements. During periods of a strengthening U.S. dollar, our reported international sales and net earnings could be reduced because
foreign currencies may translate into fewer U.S. dollars.

In all jurisdictions in which we operate, we are also subject to laws and regulations that govern foreign investment, foreign trade and currency exchange
transactions. These laws and regulations may limit our ability to repatriate cash as dividends or otherwise to the United States and may limit our ability to
convert foreign currency cash flows into U.S. dollars.

We will incur significant transaction and acquisition-related costs in connection with the Acquisition.

We will incur substantial costs in connection with the Acquisition, including approximately $62.5 million in transaction-related expenses, including
financing fees. In addition, we may incur additional costs to maintain employee morale and to retain key employees, and we will incur substantial fees and
costs related to formulating and executing integration plans. Although we expect that the elimination of duplicative costs, as well as the realization of other
efficiencies related to the integration of the businesses, should allow us to more than offset incremental transaction and acquisition-related costs over time,
this net benefit may not be achieved in the near term, or at all.
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The pro forma financial statements are presented for illustrative purposes only and may not be an indication of the combined company’s financial
condition or results of operations following the Acquisition.

The pro forma financial statements contained in, or incorporated by reference into, this offering memorandum are presented for illustrative purposes
only and may not be an indication of the combined company’s financial condition or results of operations following the Acquisition for several reasons. For
example, the pro forma financial statements have been derived from our historical financial statements and Priory’s, CRC’s and Partnerships in Care’s
historical financial statements, and certain adjustments and assumptions have been made regarding the combined company after giving effect to the
Acquisition. The information upon which these adjustments and assumptions have been made is preliminary, and these kinds of adjustments and assumptions
are difficult to make with accuracy. Moreover, the actual financial condition and results of operations of the combined company following the Acquisition
may not be consistent with, or evident from, these pro forma financial statements.

In addition, the assumptions used in preparing the pro forma financial data may not prove to be accurate, and other factors may affect the combined
company’s financial condition or results of operations following the Acquisition. Any potential decline in the combined company’s financial condition or
results of operations may cause significant variations in the trading price of the securities of the combined company. See the section entitled “Unaudited Pro
Forma Condensed Combined Financial Information.”

As part of the Acquisition, we will assume Priory’s existing pension plans and will be responsible for ongoing funding requirements over which we have
limited influence. In addition, we may be required to increase funding of these pension plans and/or be subject to restrictions on the use of excess cash.

As a result of the Acquisition, we will assume four defined benefit pension plans and 17 defined contribution pension plans under which we will be
obligated to make future contributions to fund benefits to participants. The contributions required to fund the defined benefit pension obligations are
determined by the plan’s actuary based on actuarial valuations, which themselves are based on assumptions and estimates about the long-term operation of the
plan, including mortality rates of members, the performance of financial markets and interest rates. In addition, if the actual operation of the plan differs from
the actuary’s assumptions, additional contributions by us may be required. Benefits under the defined contribution pension plans are based on annual
contributions as a proportion of earnings. The aggregate annual cost in 2014 under all Priory pension plans was approximately £4.7 million.

Our funding requirements under the defined benefit and defined contribution pension plans for future years are expected to increase from the current
levels. Depending on our cash position at the time, any such funding, or contributions to, our pension plans could impact our operating flexibility and
financial position, including adversely affecting our cash flow for the quarter in which they are made. In addition, changes to pension legislation in the United
Kingdom may adversely affect our funding requirements. Maintenance of these 21 plans may result in additional expenses. Termination of these plans could
have an adverse impact on employee relations and a material adverse effect on our business, results of operations, financial condition or prospects.

Priory’s ability to grow its business through organic expansion either by developing new facilities or by modifying existing facilities is dependent upon
many factors.

Priory’s ability to grow its business is dependent on capacity and occupancy at its facilities. Priory’s occupancy percentage was above 80% for the nine
months ended September 30, 2015 and the years ended December 31, 2014 and 2013. Should Priory’s facilities reach maximum occupancy, Priory may need
to implement other growth strategies either by developing new facilities or by modifying existing facilities.

Priory’s facilities typically need to be purpose-designed in order to enable the type and quality of service that Priory provides. Consequently, Priory
must either develop sites to create facilities or purchase or
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lease existing facilities, which may require substantial modification. Priory must be able to identify suitable sites and there is no guarantee that such sites will
be available at all, or at an economically viable cost or in areas of sufficient demand for Priory’s services. The subsequent successful development and
construction of a new facility is contingent upon, among other things, negotiation of construction contracts, regulatory permits and planning consents and
satisfactory completion of construction. Similarly, Priory’s ability to expand its current facilities is also dependent upon various factors, including
identification of appropriate expansion projects, the obtaining of planning permissions, registering of both the expansion and the related healthcare services,
financing of the expansion, integration of the expansion into its relationships with the NHS, Local Authorities, referring general practitioners, or GPs, and
PMI providers and margin pressure as new facilities are filled with clients.

Delays caused by difficulties in respect of any of the above factors may lead to cost overruns and longer periods before a return is generated on an
investment, if at all. Priory may incur significant capital expenditure but due to a regulatory, planning or other reason, may find that it is prevented from
opening a new facility or modifying an existing facility. Moreover, even when incurring such development capital expenditure, there is no guarantee that
commissioners will make referrals when beds become available. Upon operational commencement of a new facility, Priory typically expects that it will take
approximately 12-18 months to reach its targeted occupancy level. Any delays or stoppages in Priory’s projects, the unsatisfactory completion or construction
of such projects or the failure of such projects to increase Priory’s occupancy levels could have a material adverse effect on Priory’s ADC, which would have
a corresponding negative impact on our business, results of operations and financial condition.

Priory may fail to deal with clinical waste in accordance with applicable regulations or otherwise be in breach of relevant medical, health and safety or
environmental laws and regulations.

As part of Priory’s normal business activities, it produces and stores clinical waste, in particular in relation to its Healthcare and Older People Services
division activities, which may produce effects harmful to the environment or human health. The storage and transportation of such waste is strictly regulated.
Priory’s waste disposal services are outsourced and should the relevant service provider fail to comply with relevant regulations, Priory could face sanctions
or fines which could adversely affect its brand, reputation, business or financial condition. Health and safety risks are inherent in the services that Priory
provides and are constantly present in its facilities, primarily in respect of food and water quality, as well as fire safety and the risk that service users may
cause harm to themselves, other service users or employees. From time to time, Priory has experienced, like other providers of similar services, undesirable
health and safety incidents. Some of Priory’s activities are particularly exposed to significant medical risks relating to the transmission of infections or the
prescription and administration of drugs for residents and patients. If any of the above medical or health and safety risks were to materialize, Priory may be
held liable, fined and any registration certificate could be suspended or withdrawn for failure to comply with applicable regulations, which may have a
material adverse impact on our business, results of operations and financial condition.

Priory may lose the ability to enter into leases for new facilities on favorable terms or we may lose the ability to use certain key properties subject to long
leases or which may become subject to compulsory purchase orders or we may lose the ability to terminate its leases.

As of September 30, 2015, approximately 22% of Priory’s properties were occupied under long leases and the operation of its businesses in those
properties depends on Priory’s right to use the premises demised by the relevant lease. Under the typical terms of the relevant leases, in the event of certain
material breaches by Priory, the landlord may enforce its right to forfeit the lease. The tenant has customary rights to apply for relief from forfeiture which is
likely to be successful if the relevant breach is remedied at the same time. There can be no assurance that any affected landlord would continue to allow
Priory to use the land demised by the lease if Priory fails to meet the contractual obligations thereunder. There can also be no assurances that Priory will be
able to renew its leases on acceptable terms or at all. Furthermore, any property in the United Kingdom may at
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any time be compulsorily acquired by, among others, a Local Authority or a governmental department in connection with redevelopment or infrastructure
projects which are to the benefit of the public. Our or Priory’s business, results of operations and financial condition would be materially adversely affected if
Priory was no longer able to use and occupy any of its existing properties as a result of a failure to renew any of its existing leases, a failure to meet its
contractual obligations under any lease or the receipt of a compulsory purchase order in respect of any properties in which Priory has a long leasehold or
freehold interest.

The value of Priory’s freehold and long leasehold real estate assets will be subject to fluctuations in the United Kingdom real estate market.

Priory holds a portfolio of freehold and long leasehold assets. The value of Priory’s property portfolio is subject to, among other things, the conditions
of the real estate market in the United Kingdom. The average values of real estate in the United Kingdom, as in other European countries, experienced sharp
declines from 2007 as a result of the credit crisis, economic recession and reduced confidence in global financial markets. Although real estate asset values
have recovered and stabilized in recent years in the United Kingdom, there can be no assurance that this improvement will continue or be sustainable. Real
estate asset values could decline substantially, particularly if the United Kingdom economy or the Eurozone economy as a whole were to suffer a further
recession or debt crisis, and could result in declines in the carrying values of Priory’s real estate assets (and the value at which it could dispose of such assets).
A decline in the carrying value of Priory’s real estate assets may also weaken Priory’s ability to obtain financing for new investments. Any of the above may
have a material adverse effect on our business, results of operations and financial condition.

Priory’s business could be disrupted if Priory’s information systems fail or if its databases are destroyed or damaged.

Priory’s information technology platform supports, among other things, management control of patient administration, billing and financial information
and reporting processes. For example, all patients in Priory’s facilities have a full Electronic Patient Record, or EPR, on Carenotes, a bespoke EPR system
that allows Priory’s caregivers and nurses to see all information about a patient’s care and treatment. Although Priory has taken measures to mitigate potential
information technology security risks and have information technology continuity plans across Priory’s business intended to minimize the impact of
information technology failures, there can be no assurance that such measures and plans will be effective. Any failure in Priory’s information technology
systems could adversely impact our business, results of operations and financial condition.

Priory is subject to volatility in the global capital and credit markets as well as significant developments in macroeconomic and political conditions that
are out of its control.

Priory’s business can be affected by a number of factors that are beyond its control, such as general macroeconomic conditions, conditions in the
financial services markets, geopolitical conditions and other general political and economic developments. These conditions and developments may continue
to put pressure on the economy in the United Kingdom, which could have a negative effect on Priory’s business. There may be a shortage of liquidity and
credit in the United Kingdom or worldwide and this can be exacerbated by adverse developments in global or national political and/or macroeconomic
conditions. In particular, Priory has historically financed the development of new facilities and the modification of Priory’s existing facilities through a variety
of sources, including its own cash reserves and debt financing. While Priory intends to seek to finance new and existing developments from similar sources in
the future, there may be insufficient cash reserves to fund the budgeted capital expenditure and market conditions and other factors may prevent Priory from
obtaining debt financing on appropriate terms or at all. In addition, market conditions may limit the number of financial institutions that are willing to provide
financing to landlords with whom Priory wishes to contract to build homes for learning disability services, new schools or new mental health facilities which
can then be made available to Priory under a long-term operating lease. If conditions in the United Kingdom or the global economy remain
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uncertain or weaken further, this could materially adversely impact Priory’s ADC, which would have a corresponding negative impact on our business, results
of operations and financial condition.

Risks of the Combined Company Upon Completion of the Acquisition

Our substantial debt could adversely affect our financial health and prevent us from fulfilling our obligations under our financing arrangements.

On a pro forma basis after giving effect to the Transactions, as of September 30, 2015, we would have had approximately $3.6 billion of total debt. Our
substantial debt could have important consequences to our business. For example, it could:
 
 •  increase our vulnerability to general adverse economic and industry conditions;
 
 •  make it more difficult for us to satisfy our other financial obligations;
 
 •  restrict us from making strategic acquisitions or cause us to make non-strategic divestitures;
 

 
•  require us to dedicate a substantial portion of our cash flow from operations to payments on our debt (including scheduled repayments on our

term loan borrowings under the Amended and Restated Senior Credit Facility), thereby reducing the availability of our cash flow to fund working
capital, capital expenditures and other general corporate purposes;

 
 •  expose us to interest rate fluctuations because the interest on the Amended and Restated Senior Credit Facility is imposed at variable rates;
 
 •  make it more difficult for us to satisfy our obligations to our lenders, resulting in possible defaults on and acceleration of such debt;
 
 •  limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;
 
 •  place us at a competitive disadvantage compared to our competitors that have less debt;
 
 •  limit our ability to borrow additional funds; and
 
 •  limit our ability to pay dividends, redeem stock or make other distributions.

In addition, the terms of our financing arrangements contain restrictive covenants that limit our ability to engage in activities that may be in our long-
term best interests. Our failure to comply with those covenants could result in an event of default which, if not cured or waived, could result in the
acceleration of all of our debts, including the Amended and Restated Senior Credit Facility and the Senior Notes.

Servicing our debt will require a significant amount of cash. Our ability to generate sufficient cash to service our debt depends on many factors beyond
our control.

Our ability to make payments on and to refinance our debt, to fund planned capital expenditures and to maintain sufficient working capital will depend
on our ability to generate cash in the future. This, to a certain extent, is subject to general economic, financial, competitive, legislative, regulatory and other
factors that are beyond our control.
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We cannot assure you that our business will generate sufficient cash flow from operations or that future borrowings will be available to us under the
Amended and Restated Senior Credit Facility or from other sources in an amount sufficient to enable us to service our debt or to fund our other liquidity
needs. If our cash flow and capital resources are insufficient to allow us to make scheduled payments on our debt, we may need to reduce or delay capital
expenditures, sell assets, seek additional capital or restructure or refinance all or a portion of our debt on or before the maturity thereof, any of which could
have a material adverse effect on our business, financial condition or results of operations. We cannot assure you that we will be able to refinance any of our
debt on commercially reasonable terms or at all, or that the terms of that debt will allow any of the above alternative measures or that these measures would
satisfy our scheduled debt service obligations. If we are unable to generate sufficient cash flow to repay or refinance our debt on favorable terms, it could
significantly adversely affect our financial condition and the value of our outstanding debt. Our ability to restructure or refinance our debt will depend on the
condition of the capital markets and our financial condition. Any refinancing of our debt could be at higher interest rates and may require us to comply with
more onerous covenants, which could further restrict our business operations.

We are subject to a number of restrictive covenants, which may restrict our business and financing activities.

Our financing arrangements impose, and the terms of any future debt may impose, operating and other restrictions on us. Such restrictions affect, and in
many respects limit or prohibit, among other things, our and our subsidiaries’ ability to:
 
 •  incur or guarantee additional debt and issue certain preferred stock;
 
 •  pay dividends on our common stock or redeem, repurchase or retire our equity interests or subordinated debt;
 
 •  transfer or sell our assets:
 
 •  make certain payments or investments;
 
 •  make capital expenditures;
 
 •  create certain liens on assets;
 
 •  create restrictions on the ability of our subsidiaries to pay dividends or make other payments to us;
 
 •  engage in certain transactions with our affiliates; and
 
 •  merge or consolidate with other companies.

The Amended and Restated Senior Credit Facility also requires us to meet certain financial ratios, including a fixed charge coverage ratio and a
consolidated leverage ratio. See “Description of Other Indebtedness.”

The restrictions may prevent us from taking actions that management believes would be in the best interests of our business, and may make it difficult
for us to successfully execute our business strategy or effectively compete with companies that are not similarly restricted. We also may incur future debt
obligations that might subject us to additional restrictive covenants that could affect our financial and operational flexibility. Our ability to comply with these
covenants in future periods will largely depend on the pricing of our products and services, our success at implementing cost reduction initiatives and our
ability to successfully implement our overall business strategy. We cannot assure you that we will be granted waivers or amendments to our financing
arrangements if for any reason we are unable to comply with our financial covenants. The breach of any of these
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covenants and restrictions could result in a default under the indenture governing the notes, the indentures governing the Senior Notes or under the Amended
and Restated Senior Credit Facility, which could result in an acceleration of our debt.

Despite our current debt level, we may incur significant additional amounts of debt, which could further exacerbate the risks associated with our
substantial debt.

We may incur substantial additional debt, including additional notes and other debt, in the future. Although the indenture governing the notes offered
hereby, the indentures governing our outstanding Senior Notes and our Amended and Restated Senior Credit Facility contain restrictions on the incurrence of
additional debt, these restrictions are subject to a number of significant qualifications and exceptions, and under certain circumstances, the amount of debt that
could be incurred in compliance with these restrictions could be substantial. If new debt is added to our existing debt levels, the related risks that we now face
would intensify and we may not be able to meet all our debt obligations.

If we default on our obligations to pay our debt, we may not be able to make payments on our financing arrangements.

Any default under the agreements governing our debt, including a default under the Amended and Restated Senior Credit Facility, the indentures
governing our Senior Notes or the indenture governing the notes, and the remedies sought by the holders of such debt, could adversely affect our ability to
pay the principal, premium, if any, and interest on the notes and the Senior Notes and substantially decrease the market value of the notes and the Senior
Notes. If we are unable to generate sufficient cash flows and are otherwise unable to obtain funds necessary to meet required payments of principal, premium,
if any, and interest on our debt, or if we otherwise fail to comply with the various covenants, including financial and operating covenants, in the instruments
governing our debt (including the Amended and Restated Senior Credit Facility, the indentures governing the Senior Notes and the indenture governing the
notes), we would be in default under the terms of the agreements governing such debt. In the event of such default, the holders of such debt could elect to
declare all the funds borrowed thereunder to be due and payable, the lenders under the Amended and Restated Senior Credit Facility could elect to terminate
their commitments or cease making further loans and institute foreclosure proceedings against our assets, or we could be forced to apply all available cash
flows to repay such debt, and, in any such case, we could ultimately be forced into bankruptcy or liquidation. Because the indenture governing the notes, the
indentures governing the Senior Notes and the agreement governing the Amended and Restated Senior Credit Facility have customary cross-default
provisions, if the debt under the notes offered hereby, the Senior Notes or the Amended and Restated Senior Credit Facility is accelerated, we may be unable
to repay or refinance the amounts due.
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Fluctuations in our operating results, quarter to quarter earnings and other factors, including incidents involving our patients and negative media
coverage, may result in significant decreases in the price of the notes.

The capital markets experience volatility that is often unrelated to operating performance. These broad market fluctuations may adversely affect the
trading price of the notes and, as a result, there may be significant volatility in the market price of the notes. If we are unable to operate our facilities as
profitably as we have in the past or as our investors expect us to in the future, the market price of the notes will likely decline when it becomes apparent that
the market expectations may not be realized. In addition to our operating results, many economic and seasonal factors outside of our control could have an
adverse effect on the price of the notes and increase fluctuations in our quarterly earnings. These factors include certain of the risks discussed herein,
demographic changes, operating results of other healthcare companies, changes in our financial estimates or recommendations of securities analysts,
speculation in the press or investment community, the possible effects of war, terrorist and other hostilities, adverse weather conditions, the level of seasonal
illnesses, managed care contract negotiations and terminations, changes in general conditions in the economy or the financial markets or other developments
affecting the healthcare industry.

Our revenues and results of operations are significantly affected by payments received from the government and third-party payors.

A significant portion of our revenues is derived from government healthcare programs, principally Medicare and Medicaid. For the nine months ended
September 30, 2015, Acadia derived approximately 45% of its revenues from the Medicare and Medicaid programs.

Government payors, such as Medicaid, generally reimburse us on a fee-for-service basis based on predetermined reimbursement rate schedules. As a
result, we are limited in the amount we can record as revenue
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for our services from these government programs, and if we have a cost increase, we typically will not be able to recover this increase. In addition, the federal
government and many state governments, are operating under significant budgetary pressures, and they may seek to reduce payments under their Medicaid
programs for services such as those we provide. Government payors also tend to pay on a slower schedule. In addition to limiting the amounts they will pay
for the services we provide their members, government payors may, among other things, impose prior authorization and concurrent utilization review
programs that may further limit the services for which they will pay and shift patients to lower levels of care and reimbursement. Therefore, if governmental
entities reduce the amounts they will pay for our services, or if they elect not to continue paying for such services altogether, our business, financial condition
or results of operations could be adversely affected. In addition, if governmental entities slow their payment cycles further, our cash flow from operations
could be negatively affected.

Commercial payors such as managed care organizations, private health insurance programs and labor unions generally reimburse us for the services
rendered to insured patients based upon contractually determined rates. These commercial payors are under significant pressure to control healthcare costs. In
addition to limiting the amounts they will pay for the services we provide their members, commercial payors may, among other things, impose prior
authorization and concurrent utilization review programs that may further limit the services for which they will pay and shift patients to lower levels of care
and reimbursement. These actions may reduce the amount of revenue we derive from commercial payors.

Changes in these government programs in recent years have resulted in limitations on reimbursement and, in some cases, reduced levels of
reimbursement for healthcare services. Payments from federal and state government healthcare programs are subject to statutory and regulatory changes,
administrative rulings, interpretations and determinations, requirements for utilization review, and federal and state funding restrictions, all of which could
materially increase or decrease program payments, as well as affect the cost of providing service to patients and the timing of payments to facilities. We are
unable to predict the effect of recent and future policy changes on our operations. In addition, since most states operate with balanced budgets and since the
Medicaid program is often a state’s largest program, some states can be expected to enact or consider enacting legislation formulated to reduce their Medicaid
expenditures. Furthermore, the recent economic downturn has increased the budgetary pressures on the federal government and many state governments,
which may negatively affect the availability of taxpayer funds for Medicare and Medicaid programs. If the rates paid or the scope of services covered by
government payors are reduced, there could be a material adverse effect on our business, financial condition and results of operations.

In addition to changes in government reimbursement programs, our ability to negotiate favorable contracts with private payors, including managed care
providers, significantly affects the financial condition and operating results of our facilities in the United States. Management expects third-party payors to
aggressively manage reimbursement levels and cost controls. Reductions in reimbursement amounts received from third-party payors could have a material
adverse effect on our business, financial condition and results of operations.

An incident involving one or more of our patients or the failure by one or more of our facilities to provide appropriate care could result in increased
regulatory burdens, governmental investigations, negative publicity and adversely affect the trading price of our securities.

Because the patients we treat suffer from severe mental health and chemical dependency disorders, patient incidents, including deaths, assaults and
elopements, occur from time to time. If one or more of our facilities experiences an adverse patient incident or is found to have failed to provide appropriate
patient care, an admissions hold, loss of accreditation, license revocation or other adverse regulatory action could be taken against us. Any such patient
incident or adverse regulatory action could result in governmental investigations, judgments or fines and have a material adverse effect on our business,
financial condition and results of operations. In addition, we have been and could become the subject of negative publicity or unfavorable media
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attention, whether warranted or unwarranted, that could have a significant, adverse effect on the trading price of our securities or adversely impact our
reputation and how our referral sources and payors view us.

We incurred significant transaction and acquisition-related costs in connection with the Partnerships in Care and CRC acquisitions.

We incurred substantial costs in connection with the Partnerships in Care and CRC acquisitions, including transaction-related expenses. In addition, we
may incur additional costs to maintain employee morale and to retain key employees, and we will incur substantial fees and costs related to formulating and
executing integration plans. Although we expect that the elimination of duplicative costs, as well as the realization of other efficiencies related to the
integration of the businesses, should allow us to more than offset incremental transaction and acquisition-related costs over time, this net benefit may not be
achieved in the near term, or at all.

We made certain assumptions relating to the Partnerships in Care and CRC acquisition in our forecasts that may prove to be materially inaccurate.

We made certain assumptions relating to the forecast level of cost savings, growth opportunities, synergies and associated costs of the Partnerships in
Care and CRC acquisitions. Our assumptions relating to the forecast level of cost savings, growth opportunities, synergies and associated costs of the
Partnerships in Care and CRC acquisitions may be inaccurate based on the information available to us, including as the result of the failure to realize the
expected benefits of the Partnerships in Care and CRC acquisitions, limited growth opportunities, higher than expected transaction and integration costs and
unknown liabilities as well as general economic and business conditions that may adversely affect us. In addition, Partnerships in Care was operating at a net
loss for the year ended December 31, 2013 and for the six months ended June 30, 2014, which may impact our ability to capitalize on growth opportunities,
achieve synergies and profitability from the Partnerships in Care acquisition in the near term.

Expanding our international operations poses additional risks to our business.

Prior to the acquisition of Partnerships in Care, we were engaged in business activities in the United States and Puerto Rico. The acquisition of
Partnerships in Care marked our first entry into a foreign market and we will expand our operations in the United Kingdom as a result of our planned
acquisition of Priory. Our business or financial performance may be adversely affected due to the risks of operating internationally, including but not limited
to the following: economic and political instability, failure to comply with foreign laws and regulations and adverse changes in the health care policy of the
United Kingdom (including decreases in funding for the services provided by Partnerships in Care and Priory), adverse changes in law and regulations
affecting the operations of Partnerships in Care and Priory, difficulties and costs of staffing and managing our new operations in the United Kingdom. If any
of these events were to materialize, they could lead to disruption of our business, significant expenditures and/or damages to our reputation, which could have
a material adverse effect on our results of operations, financial condition or prospects.

As a company based outside of the United Kingdom, we will need to take certain actions to be more easily accepted in the United Kingdom. For
example, we may need to engage in a public relations campaign to emphasize service quality and company philosophy, preserve local management continuity
and business practices and be transparent in our dealings with local governments and taxing authorities. Such efforts will require significant time and effort on
the part of our management team. Our results of operation could suffer if these efforts are not successful.
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Our acquisition strategy exposes us to a variety of operational and financial risks.

A principal element of our business strategy is to grow by acquiring other companies and assets in the behavioral healthcare industry. Growth,
especially rapid growth, through acquisitions exposes us to a variety of operational and financial risks. We summarize the most significant of these risks
below.

Integration risks

We must integrate our acquisitions with our existing operations. This process includes the integration of the various components of our business and of
the businesses we have acquired or may acquire in the future, including the following:
 
 •  additional psychiatrists, other physicians and employees who are not familiar with our operations;
 
 •  patients who may elect to switch to another behavioral healthcare provider;
 
 •  regulatory compliance programs; and
 
 •  disparate operating, information and record keeping systems and technology platforms.

Integrating a new facility could be expensive and time consuming and could disrupt our ongoing business, negatively affect cash flow and distract
management and other key personnel from day-to-day operations.

We may not be able to successfully combine the operations of recently acquired facilities with our operations, and even if such integration is
accomplished, we may never realize the potential benefits of the acquisition. The integration of acquisitions with our operations requires significant attention
from management, may impose substantial demands on our operations or other projects and may impose challenges on the combined business including, but
not limited to, consistencies in business standards, procedures, policies, business cultures and internal controls and compliance. Certain acquisitions involve a
capital outlay, and the return that we achieved on any capital invested may be less than the return that we would achieve on our other projects or investments.
If we fail to complete the integration of recently acquired facilities, we may never fully realize the potential benefits of the related acquisitions.

We are in the process of integrating the business of Partnerships in Care and CRC into our current business. Successful integration depends on the
ability to effect any required changes in operations or personnel, which may entail unforeseen liabilities. The integration of these businesses may expose us to
certain risks, including the following: difficulty in integrating these businesses in a cost-effective manner, including the establishment of effective
management information and financial control systems; unforeseen legal, regulatory, contractual, employment or other issues arising out of the combination;
combining corporate cultures; maintaining employee morale and retaining key employees; potential disruptions to our on-going business caused by our senior
management’s focus on integrating these businesses; and performance of the combined assets not meeting our expectations or plans. A failure to properly
integrate these businesses could have a corresponding material adverse effect on our business, results of operations, financial condition or prospects.

Benefits may not materialize

When evaluating potential acquisition targets, we identify potential synergies and cost savings that we expect to realize upon the successful completion
of the acquisition and the integration of the related operations. We may, however, be unable to achieve or may otherwise never realize the expected benefits.
Our ability to realize the expected benefits from potential cost savings and revenue improvement opportunities is subject to significant business, economic
and competitive uncertainties and contingencies, many of which are beyond our control, such as changes to government regulation governing or otherwise
impacting the behavioral healthcare industry, reductions in reimbursement rates from third-party payors, reductions in service levels under our
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contracts, operating difficulties, client preferences, changes in competition and general economic or industry conditions. If we are unsuccessful in
implementing these improvements or if we do not achieve our expected results, it may adversely impact our business, financial condition or results of
operations.

Assumptions of unknown liabilities

Facilities that we acquire, including the facilities acquired from Partnerships in Care and CRC, may have unknown or contingent liabilities,
including, but not limited to, liabilities for uncertain tax positions, liabilities for failure to comply with healthcare laws and regulations and liabilities for
unresolved litigation or regulatory reviews. Although we typically attempt to exclude significant liabilities from our acquisition transactions and seek
indemnification from the sellers of such facilities, the purchase agreement with Partnerships in Care contained minimal representations and warranties about
the entities and business that we acquired. In addition, we have no indemnification rights against the sellers under the Partnerships in Care purchase
agreement and all of the purchase price consideration was paid at closing of the Partnerships in Care acquisition. See “—Our acquisition of CRC may expose
us to unknown or contingent liabilities for which we will not be indemnified” for a discussion of similar risks with our acquisition of CRC. Therefore, we
may incur material liabilities for the past activities of acquired entities and facilities. Even in those acquisitions in which we have such rights, we may
experience difficulty enforcing the sellers’ obligations, or we may incur material liabilities for the past activities of acquired facilities. Such liabilities and
related legal or other costs and/or resulting damage to a facility’s reputation could negatively impact our business, financial condition or results of operations.

Competing for acquisitions

We face competition for acquisition candidates primarily from other for-profit healthcare companies, as well as from not-for-profit entities. Some of our
competitors may have greater resources than we do. As a result, we may pay more to acquire a target business or may agree to less favorable deal terms than
we would have otherwise. Our principal competitors for acquisitions have included Universal Health Services and private equity firms. Also, suitable
acquisitions may not be accomplished due to unfavorable terms. Further, the cost of an acquisition could result in a dilutive effect on our results of operations,
depending on various factors, including the amount paid for an acquired facility, the acquired facility’s results of operations, the fair value of assets acquired
and liabilities assumed, effects of subsequent legislation and limits on rate increases. In addition, we may have to pay cash, incur debt, or issue equity
securities to pay for any such acquisition, which could adversely affect our financial results, result in dilution to our stockholders, result in increased fixed
obligations or impede our ability to manage our operations.

Managing growth

Some of the facilities we have acquired or may acquire in the future may have had significantly lower operating margins prior to the time of our
acquisition or may have had operating losses prior to such acquisition. If we fail to improve the operating margins of the facilities we acquire, operate such
facilities profitably or effectively integrate the operations of the acquired facilities, our results of operations could be negatively impacted.

If we are unable to successfully integrate CRC into our business, our business, financial condition and results of operations may be negatively impacted.

As a result of the acquisition of CRC, we are engaged in a new line of business in the operation of comprehensive treatment centers specializing in
detoxification and recovery programs. The administration of this new line of business will require implementation of appropriate operations, management,
and controls. A failure to properly integrate CRC could have a corresponding material adverse effect on our business, results of operations, financial condition
or prospects. We are in the process of integrating CRC’s business into our current business. Successful integration will depend on our ability to effect any
required changes in operations or personnel which may entail unforeseen liabilities. The integration of CRC may expose us to certain risks, including the
following: difficulty in integrating CRC in a cost-effective manner; difficulty or delay in the establishment of effective management information and financial
control systems, as well as controls, procedures
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and training designed to ensure compliance with the U.S. Drug Enforcement Administration, and other regulatory requirements to which CRC’s business is
subject; unforeseen legal, regulatory, contractual, employment or other issues arising out of the combination; combining corporate cultures; maintaining
employee morale and retaining key employees; potential disruptions to our on-going business caused by our senior management’s focus on integrating CRC;
and performance of the combined assets not meeting our expectations or plans.

Our acquisition of CRC may expose us to unknown or contingent liabilities for which we will not be indemnified.

The facilities we acquired in the acquisition of CRC have been and are currently subject to regulatory investigations, such as investigations by the
DOJ’s Drug Enforcement Administration, including for non-compliance with certain regulatory requirements relating to the improper handling of controlled
substances, and as a result may have unknown or contingent liabilities, including, but not limited to, liabilities for uncertain tax positions, for failure to
comply with healthcare laws and regulations and for unresolved litigation or regulatory reviews. In addition, the facilities we acquired in the acquisition of
CRC have been and are from time to time, subject to various claims and legal actions that arise in the ordinary course of business, including claims for
damages for personal injuries, wrongful death, medical malpractice, breach of contract, tort and employment related claims. In these actions, plaintiffs request
a variety of damages, including, in some instances, punitive and other types of damages that may not be covered by insurance or may exceed levels of
insurance coverage. These liabilities may increase our costs and harm our business. In addition, a substantial number of our patients addicted to opiates are
treated with opioid substitution medications, such as methadone, suboxone and buprenorphine. Opioid substitution medications are prescription medications
and have substantial risks associated with them. The facilities we acquired in the acquisition of CRC are currently subject to, and may in the future be subject
to, claims arising out of illness, injury or death allegedly caused by opioid replacement therapy. If we are unable to address or manage the risks of claims
alleging damages caused by opioid replacement therapy, this could have a material adverse impact on our financial condition and results of operations.

We have no indemnification rights against the sellers under the merger agreement related to the acquisition of CRC and all of the purchase price
consideration was paid at the closing of the acquisition of CRC. Therefore, we may incur material liabilities for the past activities of acquired entities and
facilities. Such liabilities and related legal or other costs and/or resulting damage to a facility’s reputation could negatively impact our business, financial
condition or results of operations.

Deficiencies in CRC’s internal controls over financial reporting could have a material adverse impact on our ability to produce timely and accurate
financial statements.

In 2011, a review of inconsistencies in the accounts at one of CRC’s recovery residential treatment facilities resulted in the restatement of certain
previously issued consolidated financial statements. During the year ended December 31, 2012, CRC’s management completed the corrective actions to
remediate the material weakness in internal control over financial reporting that gave rise to the restatement. Subsequent to the issuance of CRC’s
consolidated financial statements for the year ended December 31, 2013, CRC’s management identified errors and made corrections resulting in a restatement
of CRC’s 2013, 2012 and 2011 consolidated financial statements as further described in the notes to those financial statements. CRC’s management
concluded that these errors were the result of material weaknesses relating to income tax accounting and stock-based compensation, and began to implement
corrective actions to remediate the material weaknesses. If we identify any material weakness in the future, their correction would require additional remedial
measures which could be costly and time-consuming. In addition, the presence of a material weakness could result in a material misstatement of annual or
interim consolidated financial statements which in turn could require us to restate our operating results.
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We made certain assumptions relating to the acquisition of CRC in our forecasts that may prove to be materially inaccurate, and we may be unable to
achieve the related cost savings or synergies.

We made certain assumptions relating to the forecast level of cost savings, synergies and associated costs of the acquisition of CRC. Our assumptions
relating to the forecast level of cost savings, synergies and associated costs of the acquisition of CRC may be inaccurate based on the information available to
us, including as the result of the failure to realize the expected benefits of the acquisition of CRC, higher than expected transaction and integration costs and
unknown liabilities as well as general economic and business conditions that may adversely affect us following the completion of the acquisition of CRC. The
anticipated cost savings related to the acquisition of CRC are based upon assumptions about our ability to implement integration measures in a timely fashion
and within certain cost parameters. Our ability to achieve the planned cost synergies is dependent upon a significant number of factors, some of which may be
beyond our control. For example, we may be unable to eliminate duplicative costs and redundancies in a timely fashion or at all. Other factors that could
cause us not to realize the expected cost savings and synergies, include but are not limited to, the following: higher than expected severance costs related to
workforce reductions; higher than expected retention costs for employees that will be retained; inability to reduce or eliminate fees relating to professional,
outside services and other redundant contracted services in a timely manner or at all; delays in the anticipated timing of activities related to our cost-saving
plan including in the reduction of other general and administrative expenses; and other unexpected costs associated with operating our business. In addition,
CRC was operating at a net loss for the years ended December 31, 2013 and 2014, which may impact our ability to achieve synergies and profitability from
the acquisition of CRC in the near term. Actual cost savings, the costs required to realize the cost savings and the assumptions underlying the cost savings
could differ materially from our current expectations, and we cannot assure you that we will achieve the full amount of cost savings on the schedule
anticipated or at all.

Failure to comply with the international and U.S. laws and regulations applicable to our international operations could subject us to penalties and other
adverse consequences.

We face several risks inherent in conducting business internationally, including compliance with international and U.S. laws and regulations that apply
to our international operations. These laws and regulations include U.S. laws such as the Foreign Corrupt Practices Act and other U.S. federal laws and
regulations established by the Office of Foreign Asset Control, local laws such as the United Kingdom Bribery Act 2010 or other local laws which prohibit
corrupt payments to governmental officials or certain payments or remunerations to customers. Given the high level of complexity of these laws, however,
there is a risk that some provisions may be inadvertently breached by us, for example through fraudulent or negligent behavior of individual employees, our
failure to comply with certain formal documentation requirements, or otherwise. Violations of these laws and regulations could result in fines, criminal
sanctions against us, our officers or our employees, implementation of compliance programs, and prohibitions on the conduct of our business. Any such
violations could include prohibitions on our ability to conduct business in the United Kingdom and could materially damage our reputation, our brand, our
international expansion efforts, our ability to attract and retain employees, our business and our operating results. Our success depends, in part, on our ability
to anticipate these risks and manage these challenges.

We are subject to taxation in certain foreign jurisdictions. Any adverse development in the tax laws of such jurisdictions or any disagreement with our tax
positions could have a material adverse effect on our business, financial condition or results of operations. In addition, our effective tax rate could
change materially as a result of certain changes in our mix of United States and foreign earnings and other factors, including changes in tax laws.

We are subject to taxation in, and to the tax laws and regulations of, certain foreign jurisdictions as a result of our operations and our corporate and
financing structure after the acquisition of Partnerships in Care. Adverse developments in these tax laws or regulations, or any change in position regarding
the application,
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administration or interpretation thereof, in any applicable jurisdiction, could have a material adverse effect on our business, financial condition or results of
operations. In addition, the tax authorities in any applicable jurisdiction may disagree with the tax treatment or characterization of any of our transactions,
which, if successfully challenged by such tax authorities, could have a material adverse effect on our business, financial condition or results of operations.
Certain changes in the mix of our earnings between jurisdictions and assumptions used in the calculation of income taxes, among other factors, could have a
material adverse effect on our overall effective tax rate. In addition, legislative proposals to change the United States taxation of foreign earnings could also
increase our effective tax rate.

A worsening of the economic and employment conditions in the geographies in which we operate could materially affect our business and future results
of operations.

During periods of high unemployment, governmental entities often experience budget deficits as a result of increased costs and lower than expected tax
collections. These budget deficits at the federal, state and local levels have decreased, and may continue to decrease, spending for health and human service
programs, including Medicare and Medicaid in the United States, which are significant payor sources for our facilities. In periods of high unemployment, we
also face the risk of potential declines in the population covered under private insurance, patient decisions to postpone or decide against receiving behavioral
healthcare services, potential increases in the uninsured and underinsured populations we serve and further difficulties in collecting patient co-payment and
deductible receivables.

Substantially all of the revenue from CRC’s eating disorder programs, extended care facilities and certain residential treatment facilities is derived from
private-pay funding. In addition, a substantial portion of CRC’s revenue from its comprehensive treatment centers and youth programs is from self-payors.
Accordingly, a sustained downturn in the U.S. economy could restrain the ability of CRC’s patients and the families of its students to pay for services in all of
CRC’s facilities.

Furthermore, the availability of liquidity and capital resources to fund the continuation and expansion of many business operations worldwide has been
limited in recent years. Our ability to access the capital markets on acceptable terms may be severely restricted at a time when we would like, or need, access
to those markets, which could have a negative impact on our growth plans, our flexibility to react to changing economic and business conditions and our
ability to refinance existing debt (including debt under our Amended and Restated Senior Credit Facility and the Senior Notes). A sustained economic
downturn or other economic conditions could also adversely affect the counterparties to our agreements, including the lenders under the Amended and
Restated Senior Credit Facility, causing them to fail to meet their obligations to us.

If we fail to comply with extensive laws and government regulations, we could suffer penalties or be required to make significant changes to our
operations.

Companies operating in the behavioral healthcare industry in the United States are required to comply with extensive and complex laws and regulations
at the federal, state and local government levels relating to, among other things: billing practices and prices for services; relationships with physicians and
other referral sources; necessity and quality of medical care; condition and adequacy of facilities; qualifications of medical and support personnel;
confidentiality, privacy and security issues associated with health-related information and patient protected health information, or PHI; compliance with the
Emergency Medical Treatment & Labor Act, or EMTALA; handling of controlled substances; certification, licensure and accreditation of our facilities;
operating policies and procedures; activities regarding competitors; state and local land use and zoning requirements; and addition or expansion of facilities
and services.

Among these laws are the anti-kickback provision of the Social Security Act, or the Anti-Kickback Statute, the federal physician self-referral, or the
Stark Law, the federal False Claims Act, or the False Claims Act, and similar state laws. These laws, and particularly the Anti-Kickback Statute and the Stark
Law, impact the
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relationships that we may have with physicians and other potential referral sources. We have a variety of financial relationships with physicians and other
professionals who refer patients to our facilities, including employment contracts, leases and professional service agreements. The Office of the Inspector
General of the Department of Health and Human Services has issued certain exceptions and safe harbor regulations that outline practices that are deemed
acceptable under the Stark Law and Anti-Kickback Statute. While we endeavor to comply with applicable exceptions and safe harbors, certain of our current
arrangements with physicians and other potential referral sources may not qualify for safe harbor protection. Failure to meet a safe harbor does not mean that
the arrangement automatically violates the Anti-Kickback Statute, but may subject the arrangement to greater scrutiny. We cannot offer assurances that
practices that are outside of a safe harbor will not be found to violate the Anti-Kickback Statute. Allegations of violations of the Stark Law and Anti-
Kickback Statute may be brought under the federal Civil Monetary Penalty Law, which requires a lower burden of proof than criminal violations.

These laws and regulations are extremely complex, and, in many cases, we do not have the benefit of regulatory or judicial interpretation. In the future,
it is possible that different interpretations 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 for facilities, equipment, personnel, services, capital expenditure programs and operating expenses. A
determination that we have violated one or more of these laws could subject us to liabilities, including civil penalties, exclusion of one or more facilities from
participation in the government healthcare programs and, for violations of certain laws and regulations, criminal penalties. Even the public announcement that
we are being investigated for possible violations of these laws could cause our reputation to suffer and have a material adverse effect on our business,
financial condition or results of operations. In addition, we cannot predict whether other similar 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.

The construction and operation of healthcare facilities in the United States are subject to extensive federal, state and local regulation relating to, among
other things, the adequacy of medical care, equipment, personnel, operating policies and procedures, fire prevention, rate-setting, compliance with building
codes and environmental protection. Additionally, such facilities are subject to periodic inspection by government authorities to assure their continued
compliance with these various standards. If we fail to adhere to these standards, we could be subject to monetary and operational penalties.

All of our facilities that handle and dispense controlled substances must comply with strict federal and state regulations regarding the purchasing,
storage, distribution and disposal of such controlled substances. The potential for theft or diversion of such controlled substances for illegal uses has led the
federal government as well as a number of states and localities to adopt stringent regulations not applicable to many other types of healthcare providers.
Compliance with these regulations is expensive and these costs may increase in the future.

Property owners and local authorities have attempted, and may in the future attempt, to use or enact zoning ordinances to eliminate our ability to
operate a given treatment facility or program. Local governmental authorities in some cases also have attempted to use litigation and the threat of prosecution
to force the closure of certain comprehensive treatment facilities. If any of these attempts were to succeed or if their frequency were to increase, our revenue
would be adversely affected and our operating results might be harmed. In addition, such actions may require us to litigate which would increase our costs.

Many of our U.S. facilities are also accredited by third-party accreditation agencies such as The Joint Commission or the Commission on Accreditation
of Rehabilitation Facilities. If any of our existing healthcare facilities lose their accreditation or any of our new facilities fail to receive accreditation, such
facilities could become ineligible to receive reimbursement under Medicare or Medicaid.

Federal, state and local regulations determine the capacity at which many of our U.S. facilities may be operated. State licensing standards require many
of our U.S. facilities to have minimum staffing levels; minimum
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amounts of residential space per student or patient and adhere to other minimum standards. Local regulations require us to follow land use guidelines at many
of our U.S. facilities, including those pertaining to fire safety, sewer capacity and other physical plant matters.

Similarly, providers of behavioral healthcare services in the United Kingdom are also subject to a highly regulated business environment. Failure to
comply with regulations, lapses in the standards of care, the receipt of poor ratings or lower ratings, the receipt of a negative report that leads to a
determination of regulatory noncompliance, or the failure to cure any defect noted in an inspection report could lead to substantial penalties, including the loss
of registration or closure of one or more facilities as well as damage to reputation.

If we fail to cultivate new or maintain established relationships with referral sources, our business, financial condition or results of operations could be
adversely affected.

Our ability to grow or even to maintain our existing level of business depends significantly on our ability to establish and maintain close working
relationships with physicians, managed care companies, insurance companies, educational consultants and other referral sources. We may not be able to
maintain our existing referral source relationships or develop and maintain new relationships in existing or new markets. If we lose existing relationships with
our referral sources, the number of people to whom we provide services may decline, which may adversely affect our revenue. If we fail to develop new
referral relationships, our growth may be restrained.

Our business in the United Kingdom relies upon maintaining strong relationships with commissioners employed by publicly funded entities and any
reorganization of such publicly funded entities may result in the loss of those relationships.

The relationships that the sales and marketing function of our facilities in the United Kingdom holds with commissioners is a key driver of referrals to
such facilities. Should there be a major reorganization of publicly funded entities, such as the NHS reorganization announced in 2010 and implemented
between 2012 and 2013, we may need to rebuild such relationships which could result in a decrease in the number of referrals made to the Partnerships in
Care facilities, and could have a corresponding material adverse effect on our business, results of operations, financial condition or prospects.

We may be required to spend substantial amounts to comply with statutes and regulations relating to privacy and security of PHI.

There are currently numerous legislative and regulatory initiatives in both the U.S. and the United Kingdom addressing patient privacy and information
security concerns. In particular, federal regulations issued under HIPAA require our U.S. facilities to comply with standards to protect the privacy, security
and integrity of PHI. These regulations have imposed extensive administrative requirements, technical and physical information security requirements,
restrictions on the use and disclosure of PHI and related financial information and have provided patients with additional rights with respect to their health
information. Compliance with these regulations requires substantial expenditures, which could negatively impact our business, financial condition or results
of operations. In addition, our management has spent, and may spend in the future, substantial time and effort on compliance measures.

In addition to HIPAA, we are subject to similar, and in some cases more restrictive, state and federal privacy regulations. For example, the federal
government and some states impose laws governing the use and disclosure of health information pertaining to substance abuse treatment that are more
stringent than the rules that apply to healthcare information generally. As public attention is drawn to the issues of the privacy and security of medical
information, states may revise or expand their laws concerning the use and disclosure of health information, or may adopt new laws addressing these subjects.
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Violations of the privacy and security regulations could subject our operations to substantial civil monetary penalties and substantial other costs and
penalties associated with a breach of data security, including criminal penalties. We may also be subject to substantial reputational harm if we experience a
substantial security breach involving PHI.

We may be subject to liabilities from claims brought against us or our facilities.

We are subject to medical malpractice lawsuits and other legal actions in the ordinary course of business. Some of these actions may involve large
claims, as well as significant defense costs. We cannot predict the outcome of these lawsuits or the effect that findings in such lawsuits may have on us. All
professional and general liability insurance we purchase is subject to policy limitations and in some cases, an insurance company may defend us subject to a
reservation of rights. Insurance companies in at least two matters involving Acadia are defending us subject to a reservation of rights. Management believes
that, based on our past experience and actuarial estimates, our insurance coverage is adequate considering the claims arising from the operations of our
facilities. While we continuously monitor our coverage, our ultimate liability for professional and general liability claims could change materially from our
current estimates. If such policy limitations should be partially or fully exhausted in the future, or payments of claims exceed our estimates or are not covered
by our insurance, it could have a material adverse effect on our business, financial condition or results of operations. Further, insurance premiums have
increased year over year and insurance coverage may not be available at a reasonable cost, especially given the significant increase in insurance premiums
generally experienced in the healthcare industry.

We have been and could become the subject of governmental investigations, regulatory actions and whistleblower lawsuits.

Healthcare companies in both the United States and the United Kingdom are subject to numerous investigations by various governmental agencies.
Certain of our facilities have received, and other facilities may receive, government inquiries from, and may be subject to investigation by, governmental
agencies. Depending on whether the underlying conduct in these or future inquiries or investigations could be considered systemic, their resolution could have
a material adverse effect on our business, financial condition and results of operations.

Further, under the False Claims Act, private parties are permitted to bring qui tam or “whistleblower” lawsuits against companies that submit false
claims for payments to, or improperly retain overpayments from, the government. Because qui tam lawsuits are filed under seal, we could be named in one or
more such lawsuits of which we are not aware. We may also be subject to substantial reputational harm as a result of the public announcement of any
investigation into such claims.

We are subject to uncertainties regarding recent health reform and budget legislation.

The expansion of health insurance coverage in the United States under the Patient Protection and Affordable Care Act and the Reconciliation Act, or,
collectively, the Health Reform Legislation, may increase the number of patients using our facilities who have either private or public program coverage. In
addition, a disproportionately large percentage of new Medicaid coverage is likely to be in states that currently have relatively low income eligibility
requirements and may include states where we have facilities. Furthermore, as a result of the Health Reform Legislation, there may be a reduction in
uninsured patients, which should reduce our expense from uncollectible accounts receivable.

Notwithstanding the foregoing, the Health Reform Legislation makes a number of other changes to Medicare and Medicaid which management
believes may have an adverse impact on us. The various provisions in the Health Reform Legislation that directly or indirectly affect reimbursement are
scheduled to take effect over a number of years. Health Reform Legislation provisions are likely to be affected by the incomplete nature of
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implementing regulations or expected forthcoming interpretive guidance, gradual implementation or future legislation. Further, Health Reform Legislation
provisions, such as those creating the Medicare Shared Savings Program and the Independent Payment Advisory Board, create certain flexibilities in how
healthcare may be reimbursed by federal programs in the future. Thus, we cannot predict the impact of the Health Reform Legislation on our future
reimbursement at this time.

The Health Reform Legislation also contains provisions aimed at reducing fraud and abuse in healthcare. The Health Reform Legislation amends
several existing laws, including the federal Anti-Kickback Statute and the False Claims Act, making it easier for government agencies and private plaintiffs to
prevail in lawsuits brought against healthcare providers. Congress revised the intent requirement of the Anti-Kickback Statute to provide that a person is not
required to have actual knowledge or specific intent to commit a violation of the Anti-Kickback Statute in order to be found guilty of violating such law. The
Health Reform Legislation also provides that any claims for items or services that violate the Anti-Kickback Statute are also considered false claims for
purposes of the False Claims Act. The Health Reform Legislation provides that a healthcare provider that knowingly retains an overpayment in excess of 60
days is subject to the False Claims Act.

The impact of the Health Reform Legislation on each of our facilities may vary. We cannot predict the impact the Health Reform Legislation may have
on our business, results of operations, cash flow, capital resources and liquidity, or whether we will be able to adapt successfully to the changes required by
the Health Reform Legislation.

We are similarly unable to guarantee that current United Kingdom laws, regulations and regulatory assessment methodologies will not be modified or
replaced in the future. Additionally, there is a risk that budget constraints, public spending cuts (such as the cuts announced by the United Kingdom
government in the 2010 Comprehensive Spending Review and implemented in the 2011 and 2012 government budgets) or other financial pressures could
cause the NHS to reduce funding for the types of services that Partnerships in Care and Priory provide. Such policy changes in the United Kingdom could
lead to fewer services being purchased by publicly funded entities or material changes being made to their procurement practices, any of which could
materially reduce Partnerships in Care’s revenue. These and other future developments and amendments may negatively impact our operations, which could
have a material adverse effect on our business, financial condition or results of operations. See “—Expanding our international operations poses additional
risks to our business” in this offering memorandum.

Finally, the allocation of funding responsibility for adult social care will be subject to change over the next few years under the provisions of the 2014
Care Act with individuals identified as being required to pay for their own care under the relevant means test being required to take funding responsibility up
to a specified lifetime monetary cap, with Local Authorities then becoming responsible for the continued funding of personal care, but not ‘daily living’
expenses. This will potentially place greater funding responsibility with public sector bodies over the longer term, which will potentially exacerbate the
current funding challenges faced by such bodies.

We operate in a highly competitive industry, and competition may lead to declines in patient volumes.

The healthcare industry is highly competitive, and competition among healthcare providers (including hospitals) for patients, physicians and other
healthcare professionals has intensified in recent years. There are other healthcare facilities that provide behavioral and other mental health services
comparable to those offered by our facilities in each of the geographical areas in which we operate. Some of our competitors are owned by tax-supported
governmental agencies or by non-profit corporations and may have certain financial advantages not available to us, including endowments, charitable
contributions, tax-exempt financing and exemptions from sales, property and income taxes. Some of our for-profit competitors are local, independent
operators or physician groups with strong established reputations within the surrounding communities, which may adversely affect our ability to attract a
sufficiently large number of patients in markets where we compete with such providers.
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If our competitors are better able to attract patients, recruit and retain physicians and other healthcare professionals, expand services or obtain favorable
managed care contracts at their facilities, we may experience a decline in patient volume and our results of operations may be adversely affected.

The NHS is the principal provider of mental healthcare services in the United Kingdom, with approximately 70% of the totals beds in secure mental
healthcare services in the United Kingdom. As the preferred provider, there is often a bias toward referrals to the NHS, and therefore NHS facilities have
maintained high occupancy rates. As a result of budget constraints, independent operators have emerged to satisfy the demand for mental health services not
supplied by the NHS. In addition to the NHS, we face competition in the United Kingdom from independent sector providers and other publicly funded
entities for individuals requiring care and for appropriate sites on which to develop or expand facilities in the United Kingdom. Should we fail to compete
effectively with our peers and competitors in the industry, or if the competitive environment intensifies, individuals may be referred elsewhere for services
that we provide, negatively impacting our ability to secure referrals and limiting the expansion of our business.

The trend by insurance companies and managed care organizations to enter into sole-source contracts may limit our ability to obtain patients.

Insurance companies and managed care organizations in the United States are entering into sole-source contracts with healthcare providers, which
could limit our ability to obtain patients since we do not offer the range of services required for these contracts. Moreover, private insurers, managed care
organizations and, to a lesser extent, Medicaid and Medicare, are beginning to carve-out specific services, including mental health and substance abuse
services, and establish small, specialized networks of providers for such services at fixed reimbursement rates. Continued growth in the use of carve-out
arrangements could materially adversely affect our business to the extent we are not selected to participate in such networks or if the reimbursement rate in
such networks is not adequate to cover the cost of providing the service.

Our performance depends on our ability to recruit and retain quality psychiatrists and other physicians.

The success and competitive advantage of our facilities depends, in part, on the number and quality of the psychiatrists and other physicians on the
medical staffs of our facilities and our maintenance of good relations with those medical professionals. Although we employ psychiatrists and other
physicians at many of our facilities, psychiatrists and other physicians generally are not employees of our facilities, and, in a number of our markets, they
have admitting privileges at competing hospitals providing acute or inpatient behavioral healthcare services. Such physicians (including psychiatrists) may
terminate their affiliation with us at any time or admit their patients to competing healthcare facilities or hospitals. If we are unable to attract and retain
sufficient numbers of quality psychiatrists and other physicians by providing adequate support personnel and facilities that meet the needs of those
psychiatrists and other physicians, they may stop referring patients to our facilities and our results of operations may decline.

It may become difficult for us to attract and retain an adequate number of psychiatrists and other physicians to practice in certain of the communities in
which our facilities are located. Our failure to recruit psychiatrists and other physicians to these communities or the loss of such medical professionals in these
communities could make it more difficult to attract patients to our facilities and thereby may have a material adverse effect on our business, financial
condition or results of operations. Additionally, our ability to recruit psychiatrists and other physicians is closely regulated. The form, amount and duration of
assistance we can provide to recruited psychiatrists and other physicians is limited by the Stark Law, the Anti-Kickback Statute, state anti-kickback statutes,
and related regulations.

Our facilities face competition for staffing that may increase our labor costs and reduce our profitability.

Our operations depend on the efforts, abilities, and experience of our management and medical support personnel, including our addiction counselors,
therapists, nurses, pharmacists, licensed counselors, clinical
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technicians, and mental health technicians, as well as our psychiatrists and other professionals. We compete with other healthcare providers in recruiting and
retaining qualified management, program directors, physicians (including psychiatrists) and support personnel responsible for the daily operations of our
business, financial condition or results of operations.

A shortage of nurses, qualified addiction counselors, and other medical support personnel has been a significant operating issue facing us and other
healthcare providers. This shortage may require us to enhance wages and benefits to recruit and retain nurses, qualified addiction counselors, and other
medical support personnel or require us to hire more expensive temporary or contract personnel. In addition, certain of our facilities are required to maintain
specified staffing levels. To the extent we cannot meet those levels, we may be required to limit the services provided by these facilities, which would have a
corresponding adverse effect on our net operating revenues. Certain of our treatment facilities are located in remote geographical areas, far from population
centers, which increases this risk.

We cannot predict the degree to which we will be affected by the future availability or cost of attracting and retaining talented medical support staff. If
our general labor and related expenses increase, we may not be able to raise our rates correspondingly. Our failure either to recruit and retain qualified
management, psychiatrists, therapists, counselors, nurses and other medical support personnel or control our labor costs could have a material adverse effect
on our results of operations.

Some of our employees are represented by labor unions and any work stoppage could adversely affect our business.

Increased labor union activity could adversely affect our labor costs. As of September 30, 2015, labor unions represented approximately 424 employees
at six of our U.S. facilities through eight collective bargaining agreements. With the Partnerships in Care acquisition, the Royal College of Nursing represents
nursing employees at all of our facilities in the United Kingdom. We cannot assure you that we will be able to successfully negotiate a satisfactory collective
bargaining agreement or that employee relations will remain stable. Furthermore, there is a possibility that work stoppages could occur as a result of union
activity, which could increase our labor costs and adversely affect our business, financial condition or results of operations. To the extent that a greater portion
of our employee base unionizes and the terms of any collective bargaining agreements are significantly different from our current compensation
arrangements, it is possible that our labor costs could increase materially and our business, financial condition or results of operations could be adversely
affected.

We depend on key management personnel, and the departure of one or more of our key executives or a significant portion of our local facility
management personnel could harm our business.

The expertise and efforts of our senior executives and the chief executive officer, chief financial officer, medical directors, physicians and other key
members of our facility management personnel are important to the success of our business. The loss of the services of one or more of our senior executives
or of a significant portion of our facility management personnel could significantly undermine our management expertise and our ability to provide efficient,
quality healthcare services at our facilities, which could harm our business.

The Partnerships in Care senior management team was important to our acquisition of Partnerships in Care. The loss of members of the Partnerships in
Care management team could impact our ability to successfully integrate and operate the Partnerships in Care facilities and business.

We could face risks associated with, or arising out of, environmental, health and safety laws and regulations.

We are subject to various federal, foreign, state and local laws and regulations that:
 
 •  regulate certain activities and operations that may have environmental or health and safety effects, such as the generation, handling and disposal

of medical wastes;
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 •  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

 
 •  regulate workplace safety.

Compliance with these laws and regulations could increase our costs of operation. Violation of these laws may subject us to significant fines, penalties
or disposal costs, which could negatively impact our results of operations, financial condition or cash flows. We could be responsible for the investigation and
remediation of environmental conditions at currently or formerly owned, operated or leased sites, as well as for associated liabilities, including liabilities for
natural resource damages, third party property damage or personal injury resulting from lawsuits that could be brought by the government or private litigants,
relating to our operations, the operations of facilities or the land on which our facilities are located. We may be subject to these liabilities regardless of
whether we operate, lease or own the facility, and regardless of whether such environmental conditions were created by us or by a prior owner or tenant, or by
a third party or a neighboring facility whose operations may have affected such facility or land. That is because liability for contamination under certain
environmental laws can be imposed on current or past owners, lessors or operators of a site without regard to fault. We cannot assure you that environmental
conditions relating to our prior, existing or future sites or those of predecessor companies whose liabilities we may have assumed or acquired will not have a
material adverse effect on our business, financial condition or results of operations.

State efforts to regulate the construction or expansion of healthcare facilities in the United States could impair our ability to operate and expand our
operations.

A majority of the states in which we operate facilities in the United States have enacted certificate of need, or CON, laws that regulate the construction
or expansion of healthcare facilities, certain capital expenditures or changes in services or bed capacity. In giving approval for these actions, these states
consider the need for additional or expanded healthcare facilities or services. Our failure to obtain necessary state approval could (i) result in our inability to
acquire a targeted facility, complete a desired expansion or make a desired replacement, (ii) make a facility ineligible to receive reimbursement under the
Medicare or Medicaid programs or (iii) result in the revocation of a facility’s license or impose civil or criminal penalties on us, any of which could harm our
business.

In addition, significant CON reforms have been proposed in a number of states that would increase the capital spending thresholds and provide
exemptions of various services from review requirements. In the past, we have not experienced any material adverse effects from such requirements, but we
cannot predict the impact of these changes upon our operations.

We may be unable to extend leases at expiration, which could harm our business, financial condition or results of operations.

We lease the real property on which a number of our facilities are located. Our lease agreements generally give us the right to renew or extend the term
of the leases and, in certain cases, purchase the real property. These renewal and purchase rights generally are based upon either prescribed formulas or fair
market value. Management expects to renew, extend or exercise purchase options with respect to our leases in the normal course of business; however, there
can be no assurance that these rights will be exercised in the future or that we will be able to satisfy the conditions precedent to exercising any such renewal,
extension or purchase options. Furthermore, the terms of any such options that are based on fair market value are inherently uncertain and could be
unacceptable or unfavorable to us depending on the circumstances at the time of exercise. If we are not able to renew or extend our existing leases, or
purchase the real property subject to such leases, at or prior to the end of the existing lease terms, or if the terms of such options are unfavorable or
unacceptable to us, our business, financial condition or results of operations could be adversely affected.
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Controls designed to reduce inpatient services may reduce our revenues.

Controls imposed by Medicare, Medicaid and commercial third-party payors designed to reduce admissions and lengths of stay, commonly referred to
as “utilization review,” have affected and are expected to continue to affect our facilities. Inpatient utilization, average lengths of stay and occupancy rates
continue to be negatively affected by payor-required preadmission authorization and utilization review and by payor pressure to maximize outpatient and
alternative healthcare delivery services for less acutely ill patients. Efforts to impose more stringent cost controls are expected to continue. For example, the
Health Reform Legislation potentially expands the use of prepayment review by Medicare contractors by eliminating statutory restrictions on its use.
Utilization review is also a requirement of most non-governmental managed-care organizations and other third-party payors. Although we are unable to
predict the effect these controls and changes will have on our operations, significant limits on the scope of services reimbursed and on reimbursement rates
and fees could have a material adverse effect on our financial condition and results of operations.

Additionally, the outsourcing of behavioral healthcare to the private sector is a relatively recent development in the United Kingdom. There has been
some opposition to outsourcing. While we anticipate that the NHS will continue to rely increasingly upon outsourcing, we cannot assure you that the
outsourcing trend will continue. The absence of future growth in the outsourcing of behavioral healthcare services could have a material adverse impact on
our business, financial condition and results of operations.

Although we have facilities in 39 states, the United Kingdom and Puerto Rico, we have substantial operations in each of the United Kingdom,
Pennsylvania and Arkansas, which makes us especially sensitive to regulatory, economic, environmental and competitive conditions and changes in those
locations.

On a pro forma basis, our revenues in the United Kingdom, Pennsylvania and Arkansas represented approximately 58% of our revenue for the year
ended December 31, 2014 and approximately 56% of our revenue for the nine months ended September 30, 2015, as listed in the following table:
 

   % of Total Revenue  

State/Country   
Year Ended

December 31, 2014  
Nine Months Ended
September 30, 2015  

United Kingdom    47%   45% 
Pennsylvania    6%   6% 
Arkansas    5%   5% 

    
 

   
 

Total    58%   56% 

This concentration makes us particularly sensitive to legislative, regulatory, economic, environmental and competition changes in those locations. Any
material change in the current payment programs or regulatory, economic, environmental or competitive conditions in these locations could have a
disproportionate effect on our overall business results. If our facilities in these states are adversely affected by changes in regulatory and economic conditions,
our business, financial condition or results of operations could be adversely affected.

In addition, some of our facilities are located in hurricane-prone areas. In the past, hurricanes have had a disruptive effect on the operations of facilities
and the patient populations in hurricane-prone areas. Our business activities could be significantly disrupted by a particularly active hurricane season or even
a single storm, and our property insurance may not be adequate to cover losses from such storms or other natural disasters.

We are required to treat patients with emergency medical conditions regardless of ability to pay.

In accordance with our internal policies and procedures, as well as EMTALA, we provide a medical screening examination to any individual who
comes to one of our hospitals seeking medical treatment (whether or not such individual is eligible for insurance benefits and regardless of ability to pay) to
determine if such
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individual has an emergency medical condition. If it is determined that such person has an emergency medical condition, we provide such further medical
examination and treatment as is required to stabilize the patient’s medical condition, within the facility’s capability, or arrange for the transfer of the
individual to another medical facility in accordance with applicable law and the treating hospital’s written procedures. Our hospitals may face substantial civil
penalties if we fail to provide appropriate screening and stabilizing treatment or fail to facilitate other appropriate transfers as required by EMTALA. Our
obligations under EMTALA may increase substantially; CMS has recently sought stakeholder comments concerning the potential applicability of EMTALA
to hospital inpatients and the responsibilities of hospitals with specialized capabilities, such as ours, to accept the transfer of such patients. If the number of
indigent and charity care patients with emergency medical conditions we treat increases significantly, or if regulations expanding our obligations to inpatients
under EMTALA are adopted, our results of operations may be harmed.

An increase in uninsured or underinsured patients or the deterioration in the collectability of the accounts of such patients could harm our results of
operations.

Collection of receivables from third-party payors and patients is critical to our operating performance. Our primary collection risks relate to uninsured
patients and the portion of the bill that is the patient’s responsibility, which primarily includes co-payments and deductibles. We estimate our provisions for
doubtful accounts based on general factors such as payor source, the agings of the receivables and historical collection experience. At September 30, 2015,
our allowance for doubtful accounts represented approximately 12% of our accounts receivable balance as of such date. We routinely review accounts
receivable balances in conjunction with these factors and other economic conditions that might ultimately affect the collectability of the patient accounts and
make adjustments to our allowances as warranted. Significant changes in business office operations, payor mix, economic conditions or trends in federal and
state governmental health coverage (including implementation of the Health Reform Legislation) could affect our collection of accounts receivable, cash flow
and results of operations. If we experience unexpected increases in the growth of uninsured and underinsured patients or in bad debt expenses, our results of
operations will be harmed.

A cyber security incident could cause a violation of HIPAA and other privacy laws and regulations or result in a loss of confidential data.

A cyber-attack that bypasses our information technology, or IT, security systems causing an IT security breach, loss of PHI or other data subject to
privacy laws, loss of proprietary business information, or a material disruption of our IT business systems, could have a material adverse impact on our
business, financial condition or results of operations. In addition, our future results of operations, as well as our reputation, could be adversely impacted by
theft, destruction, loss, or misappropriation of PHI, other confidential data or proprietary business information.

Failure to maintain effective internal control over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act of 2002, or the
Sarbanes-Oxley Act, could have a material adverse effect on our business.

We are required to maintain internal control over financial reporting under Section 404 of the Sarbanes-Oxley Act. If we are unable to maintain
adequate internal control over financial reporting, we may be unable to report our financial information on a timely basis, may suffer adverse regulatory
consequences or violations of NASDAQ listing rules and may breach the covenants under our financing arrangements. There could also be a negative
reaction in the financial markets due to a loss of investor confidence in us and the reliability of our financial statements. If we or our independent registered
public accounting firm identify any material weakness in our internal control over financial reporting in the future (including any material weakness in the
controls of businesses we have acquired), their correction could require additional remedial measures which could be costly, time-consuming and could have
a material adverse effect on our business.
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As part of the Partnerships in Care acquisition, we assumed Partnerships in Care’s existing pension plans and a defined contribution plan and are
responsible for an underfunded pension liability. In addition, we may be required to increase funding of the pension plans and/or be subject to
restrictions on the use of excess cash.

Partnerships in Care is the sponsor of a defined benefit pension plan (the Partnerships in Care Limited Pension and Life Assurance Plan) that covers
approximately 187 members in the United Kingdom, most of whom are inactive and retired former employees. As of May 1, 2005, this plan was closed to
new participants but then-current participants continue to accrue benefits. As of September 30, 2015, the net deficit recognized under U.S. GAAP in respect
of this scheme was £5.7 million. Although this underfunded position was considered in determining the purchase price for Partnerships in Care, it may
adversely affect us as follows:
 

 
•  Laws and regulations normally require a new funding plan to be agreed upon every three years. Changes in actuarial assumptions, including

future discount, inflation and interest rates, investment returns and mortality rates, may increase the underfunded position of the pension plan and
cause us to increase our contributions to the pension plan to cover underfunded liabilities.

 

 

•  The pension plan is regulated in the United Kingdom, and trustees represent the interests of covered workers. Laws and regulations could create
an immediate funding obligation to the pension plan which could be significantly greater than the £5.7 million as of September 30, 2015, and
could impact the ability to use Partnerships in Care’s existing cash or our future excess cash to grow the business or finance other obligations.
The use of Partnerships in Care’s cash and future cash flows beyond the operation of Partnerships in Care’s business or the satisfaction of
Partnerships in Care’s obligations would require negotiations with the trustees and regulators.

We also assumed an additional pension plan (the Federated Pension Plan), of which fewer than five Partnerships in Care employees are participants,
and a defined contribution plan (the Partnerships in Care Limited New Generation Personal Pension) under which participants receive contributions as a
proportion of earnings. Maintenance of these plans may result in additional expenses. Termination of these plans could have an adverse impact on employee
relations and a material adverse effect on our financial results.

We incur substantial costs as a result of being a public company.

As a public company, we incur significant legal, accounting, insurance and other expenses, including costs associated with public company reporting
requirements. We incur costs associated with complying with the requirements of the Sarbanes-Oxley Act, the Dodd-Frank Wall Street Reform and Consumer
Protection Act, or the Dodd-Frank Act, and related rules implemented by the SEC and NASDAQ. Enacted in July 2010, the Dodd-Frank Act contains
significant corporate governance and executive compensation-related provisions, some of which the SEC has recently implemented by adopting additional
rules and regulations in areas such as executive compensation. The expenses incurred by public companies generally for reporting and corporate governance
purposes have been increasing. Management expects these laws and regulations to increase our legal and financial compliance costs and to make some
activities more time-consuming and costly, although management is currently unable to estimate these costs with any degree of certainty. These laws and
regulations could make it more difficult or costly for us to obtain certain types of insurance, including director and officer liability insurance, and we may be
forced to accept reduced policy limits and coverage or incur substantially higher costs to obtain the same or similar coverage. These laws and regulations
could also make it more difficult for us to attract and retain qualified persons to serve on our board of directors, our board committees or as our executive
officers. Furthermore, if we are unable to satisfy our obligations as a public company, we could be subject to delisting of our common stock, fines, sanctions
and other regulatory action and potentially civil litigation.
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We are party to a stockholders agreement with Waud Capital Partners, L.L.C. and certain of its affiliates (“Waud Capital Partners”) and investment funds
affiliated with Bain Capital Partners, LLC (collectively, “Bain Capital”), which provides them with certain rights over Company matters.

In accordance with the terms of the Amended and Restated Stockholders Agreement, Waud Capital Partners has the right to designate, following the
expiration of the current term of directors designated by Waud Capital Partners, one nominee for election to the board of directors of the Company for one
additional three-year term. Waud Capital Partners also retains a consent right over the removal of existing directors designated by Waud Capital Partners and
any vacancies in such designated board seats may be filled by Waud Capital Partners prior to the expiration of the current terms of such directors. The merger
agreement related to our acquisition of CRC provided that one designee of Bain Capital be appointed to our board of directors as a Class III director at the
effective time of the merger.

It is possible that the interests of Waud Capital Partners and Bain Capital may in some circumstances conflict with our interests and the interests of our
debtholders. For example, if we encounter financial difficulties or are unable to pay our debts as they mature, the interests of Waud Capital Partners and Bain
Capital and certain of their respective affiliates and co-investors, as equity holders, may conflict with your interests as a holder of the notes offered hereby.
Waud Capital Partners and Bain Capital may also have an interest in pursuing acquisitions, divestitures, financings or other transactions that, in their
judgment, could enhance their equity investments, even though such transactions might involve risks to you as a holder of the notes offered hereby.
Additionally, Waud Capital Partners and Bain Capital are in the business of making investments in companies, and may from time to time in the future
acquire interests in businesses that directly or indirectly compete with certain portions of our business or are suppliers or customers of ours.
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