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Item 7.01. Regulation FD Disclosure.

On February 4, 2015, Acadia Healthcare Company, Inc. (the “Company”) issued a press release announcing it is proposing to issue $300 million
aggregate principal amount of senior unsecured notes due 2023 (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. A copy of the section of the confidential offering memorandum entitled “Summary Historical Condensed Consolidated Financial Data and Unaudited
Pro Forma Condensed Combined Financial Data” is attached to this Current Report on Form 8-K as Exhibit 99.2 and incorporated by referenced herein.

The information referenced in this Item 7.01 shall not be deemed to be “filed” for the purposes of Section 18 of the Securities Exchange Act of
1934 or otherwise subject to the liabilities of that Section, unless the Company specifically incorporates it by reference in a document filed under the
Securities Act of 1933 or the Securities Exchange Act of 1934.

 
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 99.3 and incorporated by
reference herein.

 
Item 9.01. Financial Statements and Exhibits.
 

 (d) Exhibits.
 
Exhibit
Number  Description

99.1   Press release, dated February 4, 2015

99.2
  

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

99.3   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 4, 2015   By: /s/ Christopher L. Howard
   Christopher L. Howard
   Executive Vice President, Secretary and General Counsel
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99.1   Press release, dated February 4, 2015

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   Revised Risk Factors



Exhibit 99.1

 

Contact:
Brent Turner
President
(615) 861-6000

Acadia Healthcare Announces Proposed $300 Million Senior Unsecured Debt Offering

FRANKLIN, Tenn. – February 4, 2015 – Acadia Healthcare Company, Inc. (NASDAQ: ACHC) today announced that it is proposing to issue $300 million
in senior unsecured notes due 2023 (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 CRC Health Group, Inc. 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 78 behavioral healthcare facilities with approximately 5,800
beds in 24 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 (i) Acadia’s planned acquisition of CRC and related
Financing Transactions, including the offering of the notes described in this offering memorandum, (ii) Acadia’s acquisition of Partnerships in
Care on July 1, 2014, the sale of $300 million of 5.125% Senior Notes due 2022 on July 1, 2014 to finance such acquisition and the registered
offering of 8,881,794 shares of our common stock that was completed on June 17, 2014 to finance such acquisition, and (iii) certain other
acquisitions. With respect to the acquisition of CRC, the unaudited pro forma condensed combined financial data is based on Acadia’s issuance of
up to an aggregate of 6.3 million shares of its common stock.

We have derived the historical condensed consolidated financial data for each of the three years in the period ended December 31, 2013 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, 2013. We have derived the summary condensed consolidated financial data as of and for the nine months ended September 30, 2013 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, 2014. We have derived the income statement data for the twelve months ended September 30, 2014
by taking the income statement data for the fiscal year ended December 31, 2013, subtracting the income statement data for the nine months ended
September 30, 2013, and adding the income statement data for the nine months ended September 30, 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, 2014 are
not necessarily indicative of the results that may be expected for the entire fiscal year.
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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, CRC and Partnerships in Care
included in, or incorporated by reference into, this offering memorandum.
 

  Year Ended December 31,   
Nine Months Ended

September 30,   

Twelve
Months
Ended

September 30,
2014  

 
Pro Forma
Year Ended

December 31,
2013  

 

Pro Forma
Twelve
Months
Ended

September 30,
2014  

 
 2011   2012   2013   2013   2014     

           (Unaudited)  (Unaudited)  (Unaudited)   (Unaudited)   (Unaudited) 
  (In thousands)     
Income Statement Data:         
Revenue before provision for doubtful accounts  $219,704   $413,850   $735,109   $ 539,230   $ 729,784   $ 925,663   $ 1,488,640   $ 1,609,938  
Provision for doubtful accounts   (3,206)   (6,389)   (21,701)   (15,821)   (20,084)   (25,964)   (30,682)   (33,428) 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Revenue   216,498    407,461    713,408    523,409    709,700    899,699    1,457,958    1,576,510  
Salaries, wages and benefits(1)   152,609    239,639    407,962    298,904    408,680    517,738    792,910    867,142  
Professional fees   8,896    19,019    37,171    27,294    36,151    46,028    98,118    98,069  
Other operating expenses   37,096    70,111    128,190    94,818    122,782    156,154    264,957    285,063  
Depreciation and amortization   4,278    7,982    17,090    12,248    21,696    26,538    49,322    54,905  
Interest expense, net   9,191    29,769    37,250    27,672    33,505    43,083    106,673    107,370  
Sponsor management fees   1,347    —      —      —      —      —      —      —    
Debt extinguishment costs   —      —      9,350    9,350    —      —      9,350    11,622  
Gain on foreign currency derivatives   —      —      —      —      (15,262)   (15,262)   —      (15,262) 
Goodwill and assets impairments   —      —      —      —      —      —      19,341    20,430  
Transaction-related expenses   41,547    8,112    7,150    3,813    10,834    14,171    5,539    11,893  

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

(Loss) income from continuing operations, before income
taxes   (38,466)   32,829    69,245    49,310    91,314    111,249    111,748    135,278  

Income tax (benefit) provision   (5,272)   12,325    25,975    18,439    30,383    37,919    45,182    52,300  
   

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

(Loss) income from continuing operations   (33,194)   20,504    43,270    30,871    60,931    73,330    66,566    82,978  
Loss from discontinued operations, net of income taxes   (1,698)   (101)   (691)   (572)   (20)   (139)   (44,751)   (21,762) 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Net (loss) income  $ (34,892)  $ 20,403   $ 42,579   $ 30,299   $ 60,911   $ 73,191   $ 21,815   $ 61,216  
   

 

   

 

   

 

   

 

   

 

   

 

   

 

   

 

Other Financial Data:         
EBITDA(2)       $ 180,870   $ 267,743   $ 297,553  
Adjusted EBITDA(3)       $ 188,259   $ 357,097   $ 370,374  
Cash interest expense(4)       $ 40,283   $ 100,204   $ 100,633  
Ratio of pro forma net debt to pro forma adjusted EBITDA(3)

(5)          5.2x  
Ratio of pro forma adjusted EBITDA to pro forma cash

interest expense(3) (4)          3.7x  
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   As September 30, 2014  
   Actual    As Adjusted(6) 
   (Unaudited)  
   (In thousands)  
Unaudited As Adjusted Condensed Combined Balance Sheet Data     
Cash and cash equivalents   $ 42,179    $ 47,179  
Total assets    2,140,468     3,432,532  
Total debt    1,029,322     1,962,880  
Total stockholders’ equity   $ 886,576    $ 1,234,568  
 
(1) Salaries, wages and benefits include equity-based compensation expense of $17.3 million, $2.3 million, $5.2 million, $3.7 million and $7.0 million for

the years ended December 31, 2011, 2012 and 2013 and the nine months ended September 30, 2013 and 2014, respectively.
(2) Actual and pro forma EBITDA and adjusted EBITDA are reconciled to pro forma net income (loss) in the tables below. Actual and pro forma 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, transaction costs, anticipated cost savings
synergies, the effects of foreign currency derivatives, debt extinguishment costs, and certain other items. See the tables and related footnotes below for
additional information.

(3) We present actual and pro forma adjusted EBITDA because each 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 pro forma 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. Actual and pro forma 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 the Transactions (including the issuance and sale of notes offered hereby), after deducting the initial purchasers’ discounts

and commissions and estimated offering expenses payable by us, assuming that the Transactions closed on September 30, 2014.
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 Twelve
Months
Ended

September 30,
2014  

    
Pro Forma
Year Ended

December 31,
2013  

 Pro Forma
Twelve Months

Ended
September 30,

2014  
  

Pro Forma
Nine Months Ended

September 30,    
  2013   2014    

  
(Unaudited)

(In thousands)  
Reconciliation of Net Income to Adjusted EBITDA:  
Income from continuing operations  $ 73,330   $ 69,856   $ 86,268   $ 66,566   $ 82,978  
Interest expense, net   43,083    79,810    80,507    106,673    107,370  
Income tax provision   37,919    32,554    39,672    45,182    52,300  
Depreciation and amortization   26,538    36,410    41,993    49,322    54,905  

   
 

   
 

   
 

   
 

   
 

EBITDA $ 180,870  $218,630  $248,440  $ 267,743  $ 297,553  

Adjustments:
Equity-based compensation expense(a)  8,480   3,114   8,919   5,284   11,089  
Transaction costs(b)  14,171   7,575   14,546   12,705   19,676  
Debt extinguishment costs(c)  —     9,350   11,622   9,350   11,622  
Gain on foreign currency derivatives(d)  (15,262)  —     (15,262)  —     (15,262) 
Management fees(e)  —     1,800   1,770   2,161   2,131  
Goodwill and asset impairment(f)  —     —     1,089   19,341   20,430  
Gain (loss) on asset disposals(g)  —     (3)  594   2,875   3,472  
Legal settlement costs(h)  —     10,620   146   10,879   405  
Restructuring savings(i)  —     6,785   1,069   8,701   2,984  
Habit acquisition synergies(j)  —     2,294   510   3,058   1,274  
Cost savings synergies(k)  —     11,250   11,250   15,000   15,000  

   
 

   
 

   
 

   
 

   
 

Adjusted EBITDA $ 188,259  $271,415  $284,693  $ 357,097  $ 370,374  
   

 

   

 

   

 

   

 

   

 

 
(a) Represents the equity-based compensation expense of Acadia of $3,744, $6,975, $5,249 and $8,480 and CRC of ($630), $1,944, $35 and $2,609 for the nine months

ended September 30, 2013 and 2014, the year ended December 31, 2013 and the twelve months ended September 30, 2014.
(b) Represents transaction-related expenses, as follows:

 
•  For Acadia, transaction-related expenses primarily related to acquisitions of $14,171, $3,813, $10,168, $5,539 and $11,894 on an actual basis for the twelve months

ended September 30, 2014, on a pro forma basis for the nine months ended September 30, 2013 and 2014, the year ended December 31, 2013 and the twelve months
ended September 30, 2014.

 
•  For Partnerships in Care, transaction-related expenses represent non-recurring legal and other professional fees and redundancy related costs of $0, $1,362, $1,122,

$1,645, and $1,405 on an actual basis for the twelve months ended September 30, 2014, on a pro forma basis for the nine months ended September 30, 2013 and
2014, the year ended December 31, 2013 and the twelve months ended September 30, 2014.

 

•  For CRC, transaction-related expenses primarily related to its acquisition of Habit Holdings, Inc., or Habit, on February 28, 2014, its refinancing activity completed
on March 28, 2014 and its pending sale to Acadia of $0, $2,400 ($1,611 incurred by CRC and $789 incurred by Habit), $3,256 incurred by CRC, $5,521 ($4,369
incurred by CRC and $1,152 incurred by Habit) and $6,377 ($6,014 incurred by CRC and $363 incurred by Habit) on an actual basis for the twelve months ended
September 30, 2014, on a pro forma basis for the nine months ended September 30, 2013 and 2014, the year ended December 31, 2013 and the twelve months ended
September 30, 2014.

(c) Represents debt extinguishment costs incurred by Acadia of $9,350 in connection with the redemption of $52,500 of our 12.875% Senior Notes in March 2013 and by
CRC of $11,622 in connection with its debt refinancing in March 2014.

(d) Represents the change in fair value of foreign currency derivatives purchased by Acadia related to its acquisition of Partnerships in Care on July 1, 2014.
(e) Represents management fees paid by CRC to its private equity investor that will be eliminated in connection with the merger.
(f) Represents non-cash impairment of goodwill and other long-lived assets recorded by CRC.
(g) Represents non-cash gains and losses incurred by CRC on disposals of assets of $0, ($3) ($368 of gains and $365 of losses), $594 ($13 of gains and $607 of losses),

$2,875 ($468 of gains and $3,343 of losses) and $3,472 ($114 of gains
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 and $3,586 of losses) on an actual basis for the twelve months ended September 30, 2014, on a pro forma basis for the nine months ended September 30, 2013 and 2014,
the year ended December 31, 2013 and the twelve months ended September 30, 2014.

(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 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 2013 and
2014 as if the restructuring occurred on January 1, 2013. These cost savings synergies related primarily to headcount reductions in youth programs as well as to the
reduction of other corporate overhead expenses. While actions relating to these cost savings have been implemented, actual cost savings and the costs required to realize
them could differ materially from these estimates. See “Risk Factors—Risks Relating to the Acquisition of CRC—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” and “Risk Factors—Risks
Relating to the Acquisition of CRC—If we are unable to successfully integrate CRC into our business following the Acquisition, our business, financial condition and
results of operations may be negatively impacted.”

(j) Represents the cost savings synergies associated with CRC’s acquisition of Habit of $3,058, which is reflected as an adjustment for the period prior to the March 1, 2014
acquisition date and pro-rated for the twelve months ended September 30, 2014. These cost savings synergies related primarily to headcount reductions as well as to the
reduction of other corporate overhead expenses. While actions relating to these cost savings have been implemented, actual cost savings and the costs required to realize
them could differ materially from these estimates. See “Risk Factors—Risks Relating to the Acquisition of CRC—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” and “Risk Factors—Risks
Relating to the Acquisition of CRC—If we are unable to successfully integrate CRC into our business following the Acquisition, our business, financial condition and
results of operations may be negatively impacted.”

(k) Represents the pro forma effect of cost savings synergies associated with Acadia’s merger with CRC of approximately $15,000. We anticipate that we will incur
approximately $2,000 in costs to achieve these cost savings (exclusive of transaction-related costs), including costs for severance. We expect to incur a majority of these
costs during the year ending December 31, 2015, 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 of CRC—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” and “Risk Factors—Risks Relating to the Acquisition of CRC—If we are unable to successfully integrate
CRC into our business following the Acquisition, our business, financial condition and results of operations may be negatively impacted.”
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Exhibit 99.3

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 CRC Health Group, Inc. (“CRC”) as the “Acquisition.”

Risks Related to the Acquisition of CRC

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

Upon the closing of the Acquisition, we intend to integrate 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 and training designed to ensure compliance with the U.S. Drug Enforcement
Administration, or DEA, 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. The Acquisition will result in our being 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.

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

CRC and/or the facilities that we will own upon completion of the Acquisition 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, CRC and/or the
facilities that we will own upon completion of the Acquisition 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 CRC’s patients addicted to opiates are treated with opioid substitution medications, such as methadone or suboxone. Methadone and suboxone are
prescription medications and have substantial risks associated with them. CRC and/or the facilities that we will own upon completion of the Acquisition 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 material adverse impact on our
financial condition and results of operations.

We have no indemnification rights against the sellers under the Merger 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.
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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 $17 million in 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.

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 we have filed with the SEC in connection with the Acquisition 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 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.

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.

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
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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 year ended December 31, 2013 and for the nine months ended September 30,
2014, 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.

Risks of the Combined Company Upon Completion of the Acquisition

Fluctuations in our operating results, quarter to quarter earnings and other factors may result in significant decreases in the price of our common stock.

The stock markets experience volatility that is often unrelated to operating performance. These broad market fluctuations may adversely affect
the trading price of our common stock and, as a result, there may be significant volatility in the market price of our common stock. 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 our common stock 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 our common stock 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. As of September 30,
2014, Acadia derived approximately 51% of its revenues from the Medicare and Medicaid programs and CRC derived approximately 29% of its revenue 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 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.
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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. 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.

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

As of September 30, 2014, we had approximately $1.03 billion of total debt, which included approximately $460 million of debt under our
Amended and Restated Senior Credit Facility, $97.5 million (before a discount of $1.2 million) of debt under our 12.875% Senior Notes due 2018, or the
12.875% Senior Notes, $150.0 million of debt under our 6.125% Senior Notes due 2021, or the 6.125% Senior Notes, and $300 million of debt under our
5.125% Senior Notes due 2022, or the 5.125% Senior Notes, and together with the 12.875% Senior Notes, the 6.125% Senior Notes and additional senior
unsecured notes we may issue from time to time, the Senior Notes, and $24.6 million (including a premium of $1.8 million) of Lee County (Florida)
Industrial Development Authority Healthcare Facilities Revenue Bonds, Series 2010 with stated interest rates of 9.0% and 9.5%, or the 9.0% and 9.5%
Revenue Bonds. Upon completion of the financing transactions related to the CRC Acquisition, we would have had $2.0 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 outstanding 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.
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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.

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.

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
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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 covenants and restrictions could result in a default under 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 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 or the
indentures governing our Senior 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 Senior Notes and substantially decrease the market value of 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 and the indentures governing the Senior 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 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 Senior Notes or the Amended and Restated Senior Credit Facility is accelerated, we may be unable
to repay or refinance the amounts due.

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
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.

Our facilities acquired from Partnerships in Care rely on publicly funded entities in the United Kingdom for over 98% of their revenue, and the loss or
reduction of such funding or changes to procurement methods could negatively impact occupancy rates which could have a corresponding material
adverse effect on our business, results of operations, financial condition or prospects.

Referrals to Partnerships in Care’s services by NHS accounted for over 98% of its revenue for the three months ended September 30, 2014. There
is a risk that budget constraints, public spending cuts (such as the cuts
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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 NHS to reduce funding for the types of services that our Partnerships in Care facilities provide. For example, in 2010,
NHS announced a period of austerity and reduced spending and outsourcing of medical health treatment, which adversely affected Partnership in Care’s
results from 2010 to 2012 until such austerity was relaxed. In addition, policy changes in the United Kingdom could lead to fewer of such services being
purchased by publicly funded entities or material changes being made to their procurement practices, or the in-sourcing of mental health services, any of
which could materially reduce the revenue of the facilities acquired from Partnerships in Care.

Our facilities acquired from Partnerships in Care may not achieve fee rate increases or may suffer fee rate decreases, which could have an adverse
impact on our business, results of operations, financial condition or prospects.

The majority of fee rates that the facilities acquired from Partnerships in Care decide to set for their services are subject to annual adjustments.
NHS has been under budgetary pressure since the announcement by the United Kingdom Government of the Comprehensive Spending Review in 2010
imposing cuts on government spending and have, as such, reduced its spending. This resulted in Partnerships in Care being unable to implement material
price increases during the last several years (which has adversely affected its results), and there can be no assurance that we will be able to implement price
increases in the future. Furthermore, should the effect of any increase in the annual wages or other operating costs of the Partnerships in Care business exceed
the effect of any increase in such facilities’ weekly fee rates (which are the basis of the Partnerships in Care facilities’ revenue), we would have to absorb such
costs and this could have a material adverse effect on our business, results of operations, financial condition or prospects.

Expanding our operations internationally 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. 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), adverse
changes in law and regulations affecting the operations of Partnerships in Care, 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.

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 do so in the future, including the following:
 

 •  additional psychiatrists, other physicians and employees who are not familiar with our operations;
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 •  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 combine successfully 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 Partnerships in Care’s business 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 Partnerships in Care may expose us to
certain risks, including the following: difficulty in integrating Partnerships in Care 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 Partnerships in Care; and performance of the combined assets not meeting our expectations or plans. A failure to properly
integrate Partnerships in Care 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 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, 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. 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.
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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, Aurora Behavioral Health Care 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.

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.

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

The acquisition of Partnerships in Care expanded our operations to the United Kingdom. Accordingly, a portion of our net revenues currently is
and 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.
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We incurred significant transaction and acquisition-related costs in connection with the Partnerships in Care acquisition.

We incurred substantial costs in connection with the Partnerships in Care acquisition, including approximately $16.0 million in 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 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 acquisition. Our assumptions relating to the forecast level of cost savings, growth opportunities, synergies and associated costs of the
Partnerships in Care 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 Partnerships in Care acquisition, 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 the combined company following the Partnerships in Care acquisition. 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.

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, 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.
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Substantially all of the revenue from CRC’s weight management 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 clinics 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, maintenance and security issues associated with health-related information and protected health information, or PHI; the screening,
stabilization and/or transfer of patients who have emergency medical conditions; 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 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 necessarily violates the Anti-Kickback Statute, but may subject the arrangements 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 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,
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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 especially strict federal and state regulations regarding such
controlled substances. The potential for theft or diversion of such controlled substances distributed at our facilities 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 CRC’s 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 CRC 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. 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 our therapeutic education programs for adolescents may be operated. State
licensing standards require many of such programs to have minimum staffing levels; minimum amounts of residential space per student and adhere to other
minimum standards. Local regulations require us to follow land use guidelines at many of our programs, 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 facilities acquired from Partnerships in Care operate in a highly regulated business environment, which is subject to political and regulatory
scrutiny. Failure to comply with regulations or the introduction of new regulations or standards with which Partnerships in Care does not comply could
lead to substantial penalties, including the loss of registration on one or more of our facilities.

The business of the facilities acquired from Partnerships in Care is subject to a high level of regulation and oversight, in particular from: the Care
Quality Commission, or CQC, the independent regulator for health and adult social care in England; Healthcare Improvement Scotland, or HIS, the
independent regulator for healthcare services in Scotland; Healthcare Inspectorate Wales, or HIW, the independent regulator of for all healthcare services in
Wales; and Monitor, the non-departmental public body of the United Kingdom government that serves as the sector regulator for health services in England.
The regulatory requirements relevant to Partnerships in Care’s business span the range of Partnerships in Care’s operations from the establishment of new
facilities, which are subject to registration requirements, to the recruitment and appointment of staff, occupational health and safety, duty of care to the people
Partnerships in Care supports, administration of controlled drugs, clinical standards, conduct of Partnerships in Care’s professional and care staff and other
requirements.
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Inspections by regulators can be carried out on both an announced and, in most cases, unannounced basis, depending on the specific regulatory
provisions relating to the different services Partnerships in Care provides. A failure to comply with regulations in the future, the receipt of poor ratings or
lower ratings, the receipt of a negative report that leads to a determination of regulatory noncompliance, or Partnerships in Care’s failure to cure any defect
noted in an inspection report could result in reputational damage to Partnerships in Care, fines, or the revocation or suspension of the registration or closure of
any care facility or service. Additionally, as placing authorities monitor performance, negative changes in regulatory compliance may affect the number of
referrals made to Partnerships in Care. In addition, frequent changes are made to regulatory assessment methods.

We cannot guarantee that current laws, regulations and regulatory assessment methodologies will not be modified or replaced in the future. Such
future developments and amendments may negatively impact Partnerships in Care’s operations which could have a material adverse effect on Partnerships in
Care’s business, results of operations, financial condition or prospects.

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, which 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.

Furthermore, many states impose similar, and in some cases more restrictive, requirements. For example, some states impose laws governing the
use and disclosure of health information pertaining to mental health and/or substance abuse issues 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.

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 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
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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 federal 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 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 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 federal civil 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 federal civil 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.
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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 NHS to reduce funding for the types of services that Partnerships in Care provides. 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.

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 at least some of 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.

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.

NHS is the principal provider of secure mental healthcare services in the United Kingdom, with approximately 70% of the totals beds in the
United Kingdom. As the preferred provider, there is a bias toward referrals to 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 NHS. We face competition
in the United Kingdom from other independent sector providers and 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 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,
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they have admitting privileges at competing hospitals providing acute or inpatient behavioral health 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. For example, the Stark Law requires, among other things, that recruitment assistance can be provided only to
psychiatrists and other physicians who meet certain geographic and practice relocation requirements, that the amount of assistance cannot be changed during
the term of the recruitment agreement, and that the recruitment payments cannot generally benefit psychiatrists and other physicians currently in practice in
the community beyond recruitment costs actually incurred by them.

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 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, 2014, labor unions represented approximately 422
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. As of September 30, 2014, a labor union represented employees at only one CRC
facility and the facility is currently in the process of negotiating a collective bargaining agreement. We cannot assure you that CRC or, following the
Acquisition, 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.
 

16



We depend heavily 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 critical 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, 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;

 

 •  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 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 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 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.
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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.

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 health care to the private sector is a relatively recent development in the United Kingdom. There has
been some opposition to outsourcing. While we anticipate that 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 will have facilities in 37 states, the United Kingdom and Puerto Rico following the Acquisition, we will have substantial operations in each
of the United Kingdom, Arkansas and Pennsylvania, which makes us especially sensitive to regulatory, economic, environmental and competitive
conditions and changes in those locations.

On a pro forma basis, giving effect to the acquisitions of Partnerships in Care and CRC, our revenues in the United Kingdom, Arkansas and
Pennsylvania represented approximately 33% of our revenue for the twelve months ended September 30, 2014, as listed in the following table:
 

State/Country   % of Total Revenue 
Arkansas    8%
Pennsylvania    7%
United Kingdom    18%

    
 

Total    33%

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.
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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 the Emergency Medical Treatment and Active Labor Act, or EMTALA, we
provide a medical screening examination to any individual who comes to one of our hospitals while in active labor and/or seeking medical treatment (whether
or not such individual is eligible for insurance benefits and regardless of ability to pay) to determine if such 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 transfer of such individual to another medical facility in accordance with
applicable law and the treating hospital’s written procedures. Our obligations under EMTALA may increase substantially; Centers for Medicare and Medicaid
Services 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 proposed and 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, 2014, our allowance for doubtful accounts represented approximately 17% 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 Sarbanes-Oxley, could have a material adverse
effect on our business.

We are required to maintain internal control over financial reporting under Section 404 of Sarbanes-Oxley. 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
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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, their correction could require additional
remedial measures which could be costly, time-consuming and could have a material adverse effect on our business.

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, 2014, the net deficit recognized under U.K. GAAP in
respect of this scheme was £3.6 million. Although this underfunded position was considered in determining the purchase price for Partnerships in Care, it may
adversely affect the combined company as follows:
 

 

•  Laws and regulations normally require a new funding plan to be agreed upon every three years, with the next new funding plan to be agreed upon
with the plan trustees by March 2015. 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 the combined company to increase its 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 million assumed for accounting purposes as
of December 31, 2013, and could impact the ability to use Partnerships in Care’s existing cash or the combined company’s 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 are party to a stockholders agreement with Waud Capital Partners and, subsequent to the Acquisition, with Bain Capital, which provides them with
certain rights over Company matters.

As of September 30, 2014, Waud Capital Partners owned approximately 19.7% of our outstanding common stock. In accordance with the terms
of the Existing Stockholders Agreement among Waud Capital Partners, Acadia and certain current and former members of our management, for so long as
Waud Capital Partners owns at least 17.5% of our outstanding common stock, it is entitled to designate the pro rata number of our directors that is
proportional (but rounded up to the nearest whole number) to its percentage ownership of our outstanding common stock, subject to the NASDAQ rules
regarding director independence, and has consent rights to many corporate actions, such as issuing equity or debt securities, paying dividends, acquiring any
interest in another company and materially changing our business activities. The rights of Waud Capital Partners under the Existing Stockholders Agreement
will no longer apply following the completion of the Acquisition and the effectiveness of the New Stockholders Agreement.

The New Stockholders Agreement, which we entered into in connection with the CRC merger, generally grants Waud Capital Partners 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 provides that one designee of Bain Capital be appointed to the Company’s board of directors as a Class III director at
the effective time of the merger.
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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 stockholders.

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 of 2002, or Sarbanes-Oxley, 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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