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And The Transfer Of Twelve (12) Geriatric-Psychiatric Beds

From Erlanger North Hospital

ERLANGER HEALTH SYSTEM
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Section A: APPLICANT PROFILE

Please enter all Section A responses on this form. All
questions must be answered. If an item does not apply,
please indicate “N/A”. Attach appropriate documentation as
an Appendix at the end of the application and reference the

applicable item Number on the attachement.

1. Name of Facility, Agency, or Institution.

Erlanger Behavioral Health, LLC

A Site Located At The Intersection Of
North Holtzclaw Avenue & Citico Avenue

Hamilton County
Chattanooga, TN 37404

2. Contact Person Available For Responses To Questions.

Joseph M. Winick, Sr. Vice President
Planning & Business Development
Erlanger Health System
975 East 3" Street
Chattanooga, TN 37403

(423) 778-8088

(423) 778-5776 —-- FAX
Joseph.Winick@erlanger.org -- E-Mail
3. Owner of the Facility, Agency, or Institution.

Erlanger Behavioral Health, LLC
975 East 3™ Street

Hamilton County

Chattanooga, TN 37403

4. Type of Ownership or Control.
A. Sole Proprietorship
B. Partnership
Cs; Limited Partnership
D. Corporation (For Profit)
E. Corporation (Not-for-Profit)
F. Governmental (State of TN or Political Subdivision)
G. Joint Venture
H. Limited Liability Company
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I. Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL
ATTACHMENTS.

-— A copy of the Articles Of Organization 1ssued

by the Tennessee Secretary of State is
attached at the end of this CON application.

Sr Name of Management / Operating Entity (if applicable).

** Not Applicable. **

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCFE THE APPLICABLE ITEM NUMBER ON ALL

ATTACHMENTS.
6. Legal Interest in the Site of the Institution

(Check One)

A. Ownership

B. Option to Purchase X

Ch Lease of _ Years

D. Option to Lease )

E. Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL
ATTACHMENTS.

7. Type of Institution
(Check as appropriate — more than one
response may apply)

A. Hospital (Specify)

vy,

Ambulatory Surgical Treatment Center
(ASTC), Multi-Specialty

C. ASTC, Single Specialty

D. Home Health Agency

E. Hospice

F. Mental Health Hospital X
G.

Mental Health Residential Treatment
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CON Application -- Page 4 03/14/16 2:11 PM



Facility
Mental Health Institutional Habilitation
Facility (ICF/MR)
Nursing Home
Outpatient Diagnostic Center
Recuperation Center
Rehabilitation Facility
Residential Hospice
Non-Residential Methadone Facility
Birthing Center
Other Outpatient Facility (Specify)

o

moOoOZ2 =2 XNgH

1O

Other (Specify)

8. Purpose of Review
(Circle Letter(s) as appropriate - more than one
response may apply)

New Institution X
Replacement/Existing Facility
Modification/Existing Facility
Initiation of Health Care Service
As Defined In TCA § 68-11-1607(4)
(Specify)

(ol @R vel =

Psychiatric Services X
E. Discontinuance of OB Services
F. Acquisition of Equipment
G. Change in Beds X
[Please note the type of change by underlining
the appropriate response:
Increase, Decrease, Designation,
Distribution, Conversion, Relocation]
H. Change of Location
I. Other (Specify)

9. Bed Complement Data
Please indicate current and proposed distribution
and certification of facility beds.
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Medical
Surgical

Neonatal
Pediatric

QZEZFA-"ZmQERUOW >

TOTAL

Licensed (*) CON Staffed Beds Beds at
Beds Beds Beds Proposed Completion

Long-Term Care Hospital
Obstetrical
ICU/CCU

Adult Psychiatric 24 24
Geriatric Psychiatric 24 24
Child / Adolescent Psychiatric 18 18
Rehabilitation

Nursing Facility (Non — Medicaid Certified)

Nursing Facility Level 1 (Medicaid only)

Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2

(dually certified Medicaid / Medicare )

ICF /MR

LT

R. Child and

Adult Chemical Dependency

22 22
Adolescent Chemical

Dependency
S. Swing Beds
T. Mental Health Residential Treatment
U. Residential Hospice

TOTAL 88 88

(*) CON Beds approved but not yet in service.

10.

11.

Notes

(1) Erlanger Behavioral Health seeks approval for the
addition of 76 psychiatric beds with this CON.

(2) Erlanger North Hospital currently operates twelve (12)
Geriatric-Psychiatric beds and will transfer these beds
to Erlanger Behavioral Health.

Medicare Provider Number Application will be made
prior to opening of the facility.

Certification Type

Medicaid Provider Number Application will be made
prior to opening of the facility.
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Certification Type

12. If this is a new facility, will certification be
sought for Medicare and / or Medicaid ?

Yes X No

13. Identify all TennCare Managed Care Organizations /
Behavioral Health Organizations (MCO’s/BHO’s)
operating in the proposed service area. Will
this project involve the treatment of TennCare
participants ? Yes  If the response to this
item is yes, please identify all MCO’s/BHO’s with
which the applicant has contracted or plamns to
contract.

Discuss any out-of-network relationships in place
with MCO’s/BHO’s in the area.

Response

It is anticipated that Erlanger Behavioral Health
will have patient service agreements with substantially the

same Managed Care Organizations (“"MCO’'s”) as Erlanger
Health System, as well as other Behavioral Health
Organizations (“BHO’s”). These agreements will be

developed separately from the MCO contracts which are
currently in place with Erlanger Health System.

Erlanger Health System is well positioned to
develop agreements with MCO’s and BHO’s in the service
area. With the initiation of the Health Care Exchanges
under the Affordable Care Act on January 1, 2014; Blue
Network E enrolled over 10,000 uninsured people and
Erlanger is the only provider in this network. Further, an
additional 7,000 people were enrolled in Blue Network S and
Erlanger is one of only two providers in this network.
Erlanger is the low cost and safety net provider in the
regional service area and participates in narrow networks
to facilitate needed care for those who would otherwise not
be able to receive it.

Erlanger Health system currently has contracts
with the following MCO’s.
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A. TennCare Managed Care Organizations

== BlueCare

—-— TennCare Select

-— AmeriGroup Community Care

—-— United Healthcare Community Plan

B. Georgla Medicaid Managed Care Organizations

—— AmeriGroup Community Care
—— Peach State Health Plan
—-— WellCare Of Georgia

C. Commercial Managed Care Organizations

-— Blue Cross / Blue Shield of Tennessee
- Blue Network P
- Blue Network S
- Blue Network E
— Blue CoverTN
—- Cover Kids
— AccessTN
- Blue Advantage
—— Blue Cross of Georgia (HMO & Indemnity)
-- Baptist Health Plan

—— CIGNA Healthcare of Tennessee, Inc.
(includes LocalPlus)

—— CIGNA Lifesource (Transplant Network)

—— UNITED Healthcare of Tennessee, Inc.
(Commercial & Medicare Advantage)

—-— Aetna Health

-— Health Value Management D/B/A Choice Care
Network (Commercial & Medicare Advantage)

—— HUMANA
(Choicecare Network, HMO, PPO, POS &
Medicare Advantage)

—— HUMANA Military
—-— Cigna-HealthSpring
(Commercial & Medicare Advantage)
—-— WellCare Medicare
—-- Olympus Managed Health Care, Inc.
—— TriWest (VAPC3)

D. Alliances
—— Health One Alliance

E. Networks
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—— Multi-Plan (includes Beech Street & PHCS)
—-— MCS Patient Centered Healthcare

—— National Provider Network

—— NovaNet (group health)

-—- USA Managed Care Corp.

——- MedCost

—-—- Alliant Health Plan

-— Crescent Preferred Provider Organization
~-- Evolutions Healthcare System

—-- Prime Health Resources

—-— Three Rivers Provider Network

-—- Galaxy Health Network

—-— First Health Network

-- Integrated Health Plan

-— Logicomp Business Solutions, Inc.

—- HealthSCOPE Benefits, Inc.

—— HealthCHOICE (Oklahoma State & Education
Employees Group Insurance Board)

F. Other

—-— Alexian Brothers Community Services
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Section B

PROJECT DESCRIPTION
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Section B: PROJECT DESCRIPTION

Please answer all questions on 8 %*” x 11” white paper,
clearly typed and spaced, identified correctly and in the
correct sequence. In answering, please type the question
and the response. All exhibits and tables must be attached
to the end of the application in correct sequence
identifying the question(s) to which they refer. If a
particular question does not apply to your project,
indicate “Not Applicable (NA)” after that question.

I. Provide a brief executive summary of the project not
to exceed two pages. Topics to be included in the
executive summary are a brief description of proposed
services and equipment, ownership structure, service
area, need, existing resources, project cost, funding,
financial feasibility and staffing.

Response

Erlanger Behavioral Health, will be the region’s
safety net provider for adults and children. Erlanger
Behavioral Health seeks approval to construct and initiate
inpatient psychiatric services in a new, state of the art,
psychiatric hospital. This project represents Erlanger
Health Systems’ effort to enhance its system of care to
meet the needs of the vulnerable population’s in the four
(4) state geography of the defined service area.

Disparity in mental health status and mental health
care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”1t It should also be noted that in
Tennessee, in 2015 the number of poor mental health days

1 Health Care Reform — Disparities In Mental Health Status & Mental Health Care, American
Psychological Association website ... http://www.apa.org/about/gt/issues/health-
care/disparities.aspx.
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index ranked at 4.8, the worst of every health index
measure.

Erlanger Behavioral Health will serve adult (24 beds),
geriatric (24 beds), and children / adolescent (18 beds)
psychiatric patients, and will also provide adult chemical
dependency services (22 beds). Services will include acute
inpatient care, partial hospitalization and outpatient
care. Further, service will also be provided with a crisis
assessment and intake center for patients on an emergency
basis, as needed. Behavioral medicine will also be
provided to those in need who are affected by various
medical conditions.

Proposed Services & Equipment
Erlanger Behavioral Health seeks approval to construct
a new state of the art, acute care psychiatric
hospital, as well as initiate psychiatric services.

Ownership Structure
Erlanger Behavioral Health will be initially owned by
Erlanger Health System. It is anticipated that
the facility will become a joint ownership arrangement
between Erlanger Health System and Acadia Healthcare.

Acadia Healthcare is the largest provider of
behavioral healthcare services. Acadia operates a
network of 585 behavioral healthcare facilities with
approximately 17,100 beds in 39 states, the United
Kingdom and Puerto Rico. Acadia provides behavioral
health and addiction services to its patients in a
variety of settings, including inpatient psychiatric
hospitals, residential treatment centers, outpatient
clinics and therapeutic school-based programs.

Acadia already operates an outpatient methadone
treatment clinic in Chattanooga.

Service Area
The service area for this project i1s defined as
Hamilton County, Tennessee, and the counties that
surround Hamilton County in Tennessee, Georgia,
Alabama and North Carolina. The service area consists
of a total of thirty (30) contiguous counties in the
four (4) state geography, which is the same service
area currently served by Erlanger Medical Center. A
complete list of the counties which comprise the
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service area is attached to this CON application.

Need
The need for this project is clearly demonstrated by a
broad based analysis of the service area. In short,
the defined service area is in need of an additional
219 inpatient psychiatric beds, based on the current
Psychiatric bed need criteria.

Further, in the twelve (12) month period from Oct. 1,
2014 - Sep. 30, 2015, EHS had a total of 34,853
inpatient discharges, and of that there were 11,561
discharges with a mental health condition that needed
to be treated. Of the 11,561 inpatient discharges
with a mental condition, 6,468 of those patients were
admitted as inpatients through the Emergency Dept.

In short, there is a critical need for additional
inpatient psychiatric beds from both a community
need perspective, as well as an institutional need
perspective.

Existing Resources
There are currently a total of five (5) provider
organizations delivering inpatient psychiatric and
substance abuse / chemical dependency services at a
total of seven (7) locations within the defined
service area, for a total of 252 licensed inpatient
beds.

Project Cost
The project cost (per HSDA rules) is $ 25,112,600.

Funding
Funding for this project will be provided by Acadia
Healthcare.

Financial Feasibility
The Projected Data Chart shows a positive financial
result in year 2 for the project, year 1 includes the
start-up cost and twelve (12) months of expense, but
only ten (10) months of revenue. The first two (2)
months of year 1 are planned for staff training and
facility setup, along with other start-up activities.

Staffing
Staffing for the project in year 2 is estimated to be
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100.9 FTE's.

II. Provide a detailed narrative of the project by
addressing the following items as they relate to the
proposal.

A. Describe the construction, modification and / or

renovation to the facility (exclusive of major
medical equipment covered by T.C.A. section
68-11~1601 et seqg.) including square footage,
major operational areas, room configuration, etc.
Applicants with hospital projects (construction
cost in excess of $§ 5 million) and other facility
projects (construction cost in excess of

$ 2 million) should complete the Square Footage
And Cost Per Square Foot Chart. Utilizing the
attached Chart, applicants with hospital projects
should complete Parts A.-E. by identifying as
applicable nursing units, ancillary areas, and
support areas affected by this project. Provide
the location of the unit/service within the
existing facility along with current square
footage, where, if any, the unit/service will
relocate temporarily during construction and
renovation, and then the location of the
unit/service with proposed square footage. The
total cost per square foot should provide a
breakout between new construction and renovation
cost per square foot. Other facility projects
need only complete Part B.-E. Please also
discuss and justify the cost per square foot for
this project.

If the project involves none of the above
describe the development of the proposal.

Response

This project calls for the construction of a new
eighty-eight (88) bed inpatient hospital providing services
for both psychiatric and substance abuse / chemical
dependency. Erlanger Health System is currently in
discussions with it’s academic partner, the University of
Tennessee — College of Medicine, about making the new
hospital an academic medical center like Erlanger where a
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graduate medical education and training residency program
in Psychiatry would be established.

The bed complement for Erlanger Behavioral Health will
be twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds. The detail calculations are attached to this CON
application.

The new facility will be 69,000 SF with construction
cost of $ 18,720,000 and total cost of $ 25,112,600.

B. Identify the number of beds increased, decreased,
converted, relocated, designated, and/or
distributed by this application. Describe the
reasons for change in bed allocations and
describe the impact the bed change will have on
the existing services.

Response

Erlanger Behavioral Health seeks to add seventy-six
(76) new psychiatric beds to the service area. Erlanger
North Hospital will transfer it’s current complement of
twelve (12) licensed geriatric psychiatric beds to Erlanger
Behavioral Health with approval and implementation of this
CON application. This will be a total of eighty-eight (88)
beds for the new hospital.

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

In the twelve (12) month period from Oct. 1, 2014 -
Sep. 30, 2015, EHS had a total of 34,853 inpatient
discharges, and of that there were 11,561 discharges with a
mental health condition that needed to be treated.
Further, of the 11,561 discharges with a mental condition,
6,468 of those patients were admitted through the Emergency
Department. As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System 1s already the defacto provider of
behavioral health services for those in need, serving those
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who are unable to access care elsewhere. Patients with
cancer, cardiac or other complex medical conditions will
benefit greatly from the provision of behavioral medicine
provided on an outpatient basis. Having a “system of care”
available to meet the needs of area residents is paramount
to foster access as well as coordinate population health.

Further, disparity in mental health status and mental
health care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”.

The impact of the proposed project on existing
services is expected to be negligible in light of the
significant need identified, which strongly suggests a
tremendous unmet need among those who are most vulnerable,
those with TennCare/Medicaid coverage as well the
uninsured.

The need for additional behavioral health services to
serve the region has been evident at Erlanger Health System
for some time, and the need for this project is clearly
demonstrated by a detailed analysis of the service area.
The defined service area i1s in need of an additional 219
inpatient psychiatric beds, based on the current bed need
criteria.

The bed need calculation is derived from the current
standard of thirty (30) beds per 100,000 population in the
defined service area, less the current bed supply, to
arrive at the “net need” for new psychiatric beds in the
service area. The 2016 total population is 1,571,392;
therefore, the bed requirement is 471 (15.71 x 30), less
the current bed supply of 252, yielding a net need for new
inpatient psychiatric beds of 219. The need will increase
with population growth and other factors in the future.
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Square Footage & Cost Per Square Foot Chart

The Square Footage & Cost Per Square Foot Chart is
attached to this CON application.

C. As the applicant, describe your need to provide
the following healthcare services (if applicable
to this application):

1: Adult Psychiatric Services #* See Below.
2. Alcohol and Drug Treatment for

Adolescents (exceeding 28 days) N/A
3. Birthing Center N/A
4. Burn Units N/A
5. Cardiac Catheterization Services N/A
6. Child/Adolescent Psych. Services ** See Below.
7. Extracorporeal Lithotripsy N/A
8. Home Health Services N/A
9. Hospice Services N/A
10. Residential Hospice N/A
11. ICF/MR Services N/A
12. Long-Term Care Services N/A
13. Magnetic Resonance Imaging (MRI) N/A
14. Mental Health Residential Treatment N/A
15. ©Neonatal Intensive Care Unit N/A
16. Non-Residential Methadone Treatment Centers N/A
17. Open Heart Surgery N/A
18. Positron Emission Tomography N/A
19. Radiation Therapy/Linear Accelerator N/A
20. Rehabilitation Services N/A
21. Swing Beds N/A

Response

Erlanger Behavioral Health seeks to add seventy-six
(76) new beds to the service area. Erlanger North Hospital
will transfer it’s current complement of twelve (12)
licensed geriatric psychiatric beds to Erlanger Behavioral
Health with approval and implementation of this CON
application. This will be a total of eighty-eight (88)
beds in the new hospital.

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
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Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

In the twelve (12) month period from Oct. 1, 2014 -
Sep. 30, 2015, EHS had a total of 34,853 inpatient
discharges, and of that there were 11,561 discharges with a
mental health condition that needed to be treated.
Further, of the 11,561 discharges with a mental condition,
6,468 of those patients were admitted through the Emergency
Department. As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System 1s already the defacto provider of
behavioral health services for those in need, serving those
who are unable to access care elsewhere. Also, patients
with cancer, cardiac or other complex medical conditions
will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents 1is
paramount.

Disparity in mental health status and mental health
care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

The impact of the proposed project on existing
services should be negligible in light of the significant
need identified, which strongly suggests a tremendous unmet
need among those who are most vulnerable, those with
TennCare/Medicaid coverage as well the uninsured.

The need for additional behavioral health services to
serve the region has been evident at Erlanger Health System
for some time, and the need for this project is clearly
demonstrated by a detailed analysis of the service area.
The defined service area 1s in need of an additional 219
inpatient psychiatric beds, based on the current bed need
criteria.
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The bed need calculation is derived from the current
standard of thirty (30) beds per 100,000 population in the
defined service area, less the current bed supply, to
arrive at the “net need” for new beds in the service area.
The 2016 total population is 1,571,392; therefore, the bed
requirement is 471 (15.71 x 30), less the current bed
supply of 252, yielding a net need for new inpatient
psychiatric beds of 219. This need will increase with
population growth in the future.

D. Describe the need to change location or replace
an existing facility.

Response

** Not Applicable. **

E. Describe the acquisition of any item of major
medical equipment (as defined by the Agency Rules
and the Statute) which exceeds a cost of $ 2.0
million; and/or is a magnetic resonance imaging
(MRI) scanner, positron emission tomography (PET)
scanner, extracorporeal lithotripter and/or
linear accelerator by responding to the
following:

1a For fixed site major medical equipment (not
replacing existing equipment) .

a. Describe the new equipment, including:
1. Total Cost (as defined by Agency Rule).
23 Expected useful life.
3 List of clinical applications to
be provided.
4. Documentation of FDA approval.
Response

** Not Applicable. **

b. Provide current and proposed schedules
of operations.
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Response

Erlanger Behavioral Health, as an inpatient
acute psychiatric hospital will operate 24 hours per day,
365 days per year, along with a crisis assessment and
intake center. OQutpatient services will be provided Monday
- Friday, 8 a.m. — 5 p.m.

2. For mobile major medical equipment:

a. List all sites that will be served.

b. Provide current and proposed schedules
of operations.

C3 Provide the lease or contract cost.

d. Provide the fair market wvalue of the
equipment.

e. List the owner for the equipment.

Response

** Not Applicable. **

B Indicate applicant’s legal interest in
equipment (i.e.-purchase, lease, etc.).
In the case of equipment purchase include
a quote and/or proposal from an equipment
vendor, or in the case of equipment lease
provide a draft lease or contract that at
least includes the term of the lease and
the anticipated lease payments.

Response
Applicant currently has legal control of the

proposed site through an Option To Purchase, a copy is
attached to this CON application.

IIT. (A) Attach a copy of the plot plan of the site on an
8 3" x 11” sheet of white paper which must
include:

1. Size of site (in acres).
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—-— The Erlanger Behavioral Health campus 1s
located on approximately 6.0 acres.
A copy of the plot plan is attached
to this CON application.

2. Location of structure on the site.

-— Please see the location of the
facility on the site plan attached
to this CON application.

3. Location of the proposed construction.

—— A Site Located At The Intersection Of
North Holtzclaw Avenue & Citico Avenue.

4. Names of streets, roads or highways that
cross or border the site.

—— Roads that border the site are
N. Holtzclaw Avenue and Citico Avenue.

Please note that the drawings do not need to
be drawn to scale. Plot plans are required
for all projects.

(B) 1. Describe the relationship of the site to
public transportation routes, if any, and to
any highway or major road developments in
the area. Describe the accessibility of the
proposed site to patients/clients.

Response

Erlanger Behavioral Health will be easily
accessible to patients in Chattanooga, as well as Hamilton
and surrounding counties in the service area. The new
hospital can be easily accessed via public transportation.
Proximal state and interstate highways provide easy access
from Tennessee, Georgia, Alabama and North Carolina.

The distance from Erlanger Medical Center to
Erlanger Behavioral Health is 1.1 miles, with a drive time
of 2 minutes, is evidenced by the map below. Public
transportation is easily accessible to the proposed
location. Further, U.S. Highway 27 and U.S. Interstate 24
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are major roads in downtown Chattanooga and are within 2.5
miles of the proposed location.
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IV. Attach a floor plan drawing which includes legible
labeling of patient care rooms (noting private or
semi-private), ancillary areas, equipment areas, etc.,
on an 8 *%” x 11” sheet of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings
should be submitted and need not be drawn to
scale.

Response

A copy of the floor plan is attached to this CON

application.
V. For a Home Health Agency or Hospice, identify:
A. Existing service area by County.
B. Proposed service area by County.
C. A parent or primary service provider.
D= Existing branches.
E. Proposed branches.

Response

** Not applicable. **
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Section C

GENERAL CRITERIA FOR CERTIFICATE OF NEED
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Section C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-

1609 (b), “no Certificate of Need shall be granted unless
the action proposed is necessary to provide needed health
care in the area to be served, can be economically
accomplished and maintained, and will contribute to the
orderly development of health care.” The three (3)
criteria are further defined in Agency Rule 0720-4-.01.
Further standards for guidance are provided in the state
health plan (Guidelines For Growth), developed pursuant to
Tennessee Code Annotated § 68-11-1625.

The following questions are listed according to the three
(3) criteria: (1) Need, (2) Economic Feasibility, and (3)
Contribution to the Orderly Development of Healthcare.
Please respond to each question and provide underlying
assumptions, data sources, and methodologies when
appropriate. Please type each guestion and its response on
8 7 x 11”7 white paper. All exhibits and tables must be
attached to the end of the application in correct sequence
identifying the questions to which they refer. If a
guestion does not apply to your project, indicate “Not
Applicable (NA)”.

PRINCIPLES OF TENNESSEE STATE HEALTH PLAN

[ From 2011 Update, Pages 5-13 ]

1. Healthy Lives: The purpose of the State Health
Plan is to improve the health of Tennesseans.

Response

Erlanger Behavioral Health will be a separately
licensed affiliate of Erlanger Health System, and will
share in the safety net mission in southeast Tennessee;
though the hospital will also serve northwest Georgia,
northeast Alabama and southwest North Carolina due to it’s
location and the scope and range of services provided.
Erlanger is often the only health system which low-income
people, minorities, and other underserved populations can
turn to for treatment.
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Disparity in mental health status and mental health
care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

In order to assure the continued viability of its
mission as a safety net hospital, Erlanger continually
strives to provide services that are the most medically
appropriate, least intensive, and provided in the most
cost-effective health care setting.

As the safety net provider, a large underserved
population depends on Erlanger to provide needed services.
While it is difficult to predict the outcome of health
reform initiatives, many Tennesseans previously without
health insurance can be expected to elect services which
may have otherwise been postponed. Surveys of the
Chattanooga region have shown that some 70% or more of area
physicians and surgeons received their training at Erlanger
via its affiliation with the UT College of Medicine which
is located on campus. Based on current residency and
fellowship programs, it can be expected that this trend
will continue with many physicians opting to remain in
Tennessee, at Erlanger.

The proposed facility for Erlanger Behavioral Health
is consistent with the State Health Plan because it seeks
to ensure patient access to appropriate facilities for
Tennesseans 1in particular. Erlanger 1s the safety net for
underserved residents in southeast Tennessee, including the
only Children’s Hospital within 100 miles of Chattanooga,
Tennessee. Providing enhanced access for those in need of
care care regardless of the patients’ ability to pay has
been demonstrated to improve the health status of those
served.

The Chattanooga region, particularly Enterprise South
Industrial Park, has proven attractive to business
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development due to the relatively low cost of labor, cost
of living and absence of personal income tax. Also,
Chattanooga has been recognized as one of the tenth lowest
cost markets from a health care insurance perspective since
the roll out of the Affordable Care Act and the insurance
exchange marketplace.

Volkswagen recently announced that it will invest $600
million in its Chattanocoga manufacturing plant, adding a
second automobile line to its production facility. In
doing so, Volkswagen expects to employ an additional 2,000
employees, with the goal to have the second production line
up and running in 2016. Erlanger has a primary care site
on the Volkswagen campus that serves employees and their
families as well as others in the community. Volkswagen
also has preferred employer status with Erlanger, whereby
employees receive a discount when services are provided.
With this expansion, parts, paint and other suppliers
involved with the manufacturing are also expected to add
employees. Volkswagen has released an additional 300 acres
of property to house as many as twenty additional supply
companies, increasing site employment to 7,500.

Plastic Omnium Auto Exteriors, LLC, a tier one
supplier for Volkswagen, also recently announced that it
will make a $65 million investment in Chattanooga, creating
nearly 200 new positions at opening, with a target of 300
positions within three years. The company has purchased 27
acres in the industrial park where VW 1is located.

NV Michel Van De Wielke, one of the largest
manufacturers of textile machines in the world indicated it
would relocate to Chattanooga from Dalton, GA, to be closer
to marketplace competitors and challenge rivals for market
share. The plant will employ 35. Chattanooga is the
birthplace of tufting with a long tradition in the flooring
industry and many manufacturers are still in the region.
The company will also relocate its headquarters from
Charlotte, NC, to Chattanooga.

On the health front, area hospitals have also invested
in plant improvements and technology. Memorial Hospital
recently completed a renovation and expansion project of
approximately $ 300 million. Parkridge Health System, an
affiliate of HCA Healthcare, acquired another hospital in
the region (Grandview Hospital) and recently completed
relocation/expansion of its psychiatric facility with
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approximately $ 8 million invested. Tennova Health, in
Bradley County is owned by Community Health System,
consolidated two facilities and invested approximately $ 45
million in upgrades.

Investment in the region is expected to continue
across all industries for the foreseeable future. The
Chattanooga Area Chamber of Commerce estimates that it's
goal of adding more than 15,000 jobs by the end of 2015,
has been met.

2, Access To Care: Every citizen should have reasonable
access to care.

Response

Erlanger is designated by TennCare as the safety net
hospital, for underserved residents in southeast Tennessee.
Erlanger’s TennCare / Medicaid utilization and
uncompensated care cost for the last three (3) fiscal years
are presented below.

TennCare / Medicaid Uncompensated

Utilization % Care Cost
FY 2013 21.0 % $ 85.1 M
EFY 2014 22.3 % $ 86.2 M
FY 2015 25.0 % $ 85.1 M

Notes

(3) TennCare / Medicaid utilization percentages are based
on gross I/P charges derived from applicant’s
internal records.

(4) Uncompensated care cost estimates were derived from
applicant’s internal records as reported in the notes
to the annual audited financial statements.

(5) Erlanger’s fiscal year begins on July 1 of each year
and ends on June 30 of the following year. For
example, FY 2014 began on July 1, 2013, and ended on
June 30, 2014.

Erlanger clearly shoulders significantly more than its
proportionate share of the care rendered to vulnerable
populations. The State Health Plan favors initiatives,
like the project proposed herein, which help to foster
access to the underserved.

In a press release on January 28, 2016, U.S. Senator
Lamar Alexander said that public legislative hearings on
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the mental health crisis in America are a “priority”. As
evidence, Sen. Alexander cited a 2014 national study by the
Substance Abuse & Mental Health Services Administration
which found that 1 in 5 adults had a mental health
condition and 9.8 million adults had serious mental
illness, such as schizophrenia, bipolar disorder or
depression. Of these, nearly 60% of adults with mental
illness did not receive care in 2014. Only about half of
adolescents with a mental health condition received
treatment. Further, in a study from 2010 - 2012, nearly
21% of adults in Tennessee reported having a mental
illness.

Erlanger Medical Center has the only Level I trauma
center, the only life-flight helicopter service, and the
only children’s hospital in the region. Erlanger is also
the only provider in its service area of Level IV neonatal
care and perinatal services. Erlanger Health System is
committed to maintaining its mission of providing
healthcare services to all citizen’s regardless of ability
to pay. Such services include inpatient care, obstetrics,
surgical services, as well as emergency and outpatient
services. A clear need exists to add behavioral halth to
this complement of services.

Erlanger Health System alsoc operates several other
hospitals in Southeast Tennessee, as well as a network of
physician offices and Federally Qualified Health Centers
(hereinafter “FQHC”), so that patients may easily access
needed services while also facilitating easy access to the
broader healthcare delivery system.

3. Economic Efficiencies: The State’s health care
resources should be developed to address the needs of
Tennesseans while encouraging competitive markets,
economic efficiencies, and the continued development
of the state’s health care system.

Response

Erlanger Behavioral Health is a new project,
therefore, it does not have historical financial data upon
which to base a comparative evaluation of it’s services
with other providers of inpatient psychiatric services.
However, below is a table of other Hamilton County,
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Tennessee, providers of acute psychiatric services in the
service area.

Avg. Net Revenue

Hospital Per I/P Admission
Parkridge Valley—-Adult Hospital $ 11,096
Parkridge Valley-Child/Adolescent

Hospital $ 8,835
Erlanger North Hospital $ 10,593

Notes
(1) Information derived from Tennessee Joint Annual Reports
for CY 2014.

Also, the net revenue per admission for Erlanger Behavioral
Health, indicated by the Projected Data Chart, is as
follows:

Year 1 Year 2
Admissions 1,071 2,128
Net Operating Revenue $ 4,670,977 $ 10,951,810
Net Revenue Per Admission $ 4,361 S 5,146

Comparative information for Erlanger Medical Center
and other providers is below. The inpatient net revenue
per admission for local providers in Chattanooga,
Tennessee, is as follows.

Avg. Net Revenue

Hospital Per I/P Admission

Erlanger Medical Center $ 11,431

Memorial Hospital $ 11,924

Parkridge Medical Center $ 13,565

Erlanger East Hospital $ 6,019

Memorial Hospital - Hixson $ 5,671

Parkridge East Hospital $ 7,709

Notes

(1) Information derived from Tennessee Joint Annual

Reports for CY 2014.

The net revenue per admission for another CON approved
project by the Health Services & Development Agency, 1s as
follows:

Avg. Net Revenue
Hospital CON No. Per I/P Admission
Crestwyn Behavioral Health CN1310-040 $ 6,785

Evidence of Erlanger’s role as a low cost provider is
illustrated with the initiation of the Health Care
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Exchanges on January 1, 2014; Blue Network E enrolled over
10,000 uninsured and Erlanger is the only provider in this
network. Further, an additional 7,000 people were enrolled
in Blue Network S and Erlanger is one of only two providers
in this network as well. It is anticipated that these
additional health networks will generate sufficient volume
to keep Erlanger cost efficient.

While offering more complex services and capabilities,
Erlanger has net revenue per inpatient admission lower than
other large area hospitals. Erlanger Medical Center is
economically efficient, while incurring higher costs by
offering more complex services including the only Level I
trauma center, the only life-flight helicopter service, the
only children’s hospital, the only Level I trauma center,
the only Regional Perinatal Center, and the only Level IV
neonatal care in southeast Tennessee.:

4, Quality Of Care: Every citizen should have confidence
that the quality of health care is continually
monitored and standards are adhered to by health care
providers.

Response

Erlanger Health System, participates in periodic
submission of quality related data to the Centers For
Medicare & Medicaid Services through its Hospital Compare
program and is also accredited by The Joint Commission.
Further, Erlanger Health System has an internal program of
Medical Quality Improvement Committees which continually
monitor healthcare services to assure patients of the
quality of care provided. The quality improvement program
will include Erlanger Behavioral Health.

5. Health Care Workforce: The state should support the
development, recruitment, and retention of a
sufficient and quality health care workforce.

Response

Erlanger is an academic health system which has
established strong long term relationships with the

2 Level 1V as defined by the Tennessee Perinatal Guidelines as well as the American College of Pediatrics.
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region’s colleges, universities and clinical programs.
Erlanger provides clinical sites for internships and
rotation programs in nursing, radiology, respiratory care
and pharmacy, to name a few. A number of regional
universities offer Bachelor degree programs in nursing and
physical therapy. Locally, two year degrees are available
in many clinical allied health areas with additional
programs offering advanced technical training in
Radiological Imaging such as Nuclear Medicine and
Diagnostic Ultrasonography.

The University of Tennessee — College of Medicine 1is
co-located at Erlanger and includes training of senior
medical students on clinical rotation as well as graduate
medical education for training of residents and advanced
fellowships in various medical specialties, including
surgical specialties, as outlined below.

Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plastic Surgery
Surgery
Urology
Transitional Year

Fellowship Programs
Orthopedic Trauma Surgery
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery
Emergency Medicine
Neuro-Interventional Surgery
Ultrasound
Cardiovascular Disease
Gastroenterology (under development)
Radiology (under development)
Neurology (under development)

It should be noted that Erlanger Health System is
currently in discussions with it’s academic partner, the
University of Tennessee — College of Medicine, to explore
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the possibility of a graduate medical education and
training residency program in Psychiatry.

Further, Erlanger Health System also participates with
numerous schools that provide advanced training in the
areas of nursing and allied health.

[ End Of Responses To Principles Of Tennessee State Health Plan - 2011
Update, pages 5 - 13 ]

PSYCHIATRIC INPATIENT SERVICES

[ Standards & Criteria, Effective — 2000, p. 25-26 ]

A. Need

1. The population-based estimate of the total need
for psychiatric inpatient services is 30 beds per
100,000 general population (using population
estimates prepared by the Department of health
and applying the data in Joint Annual Reports).

Response

The need for additional behavioral health
services to serve the region has been evident at Erlanger
Health System for some time, and the need for this project
is clearly demonstrated by a detailed analysis of the
service area. The defined service area is in need of an
additional 219 inpatient psychiatric beds, based on the
current bed need criteria.

Further, in the twelve (12) month period from
Oct. 1, 2014 - Sep. 30, 2015, EHS had a total of 34,853
inpatient discharges, and of that there were 11,561
discharges with a mental health condition that needed to be
treated. Further, of the 11,561 discharges with a mental
condition, 6,468 of those patients were admitted through
the Emergency Department. As such, Erlanger’s emergency
departments already provide mental health services to
emergency patients with psychiatrists and clinical social
workers.
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As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System is already the defacto provider of
behavioral health services for those in need, serving those
who are unable to access care elsewhere. Also, patients
with cancer, cardiac or other complex medical conditions
will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents is
paramount.

The bed need calculation is derived from the
current standard of thirty (30) beds per 100,000 population
in the defined service area, less the current bed supply,
to arrive at the “net need” for new beds in the service
area. The 2016 total population is 1,571,392; therefore,
the bed requirement is 471 (15.71 x 30), less the current
bed supply of 252, yielding a net need for new inpatient
psychiatric beds of 219.
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Psychiatric Beds - Gurrent Supply -- Primary, Secondary & Tertiary Service Areas

== Total Psych / Substance Beds For Service Area ==

Total Child & Adult Substance

Psych / SA Youth Psych  Geriatric  Abuse Total

Beds Beds Beds Beds Beds Beds

Parkridge Valley Hospital - Chattanooga, TN 172 108 32 16 16 172
Erlanger North Hospital - Chattanooga, TN 12 12 12
Parkridge West Hospital - Jasper, TN 20 20 20
Skyridge Medical Center - Westside - Cleveland, TN 29 29 29
Southern Tenn Med Ctr - Winchester, TN 12 12 12
Hamilton Medical Center - Dalton, GA 7 7 7

Total 252 108 100 28 16 252

(*) Bed data obtained from 2014 Tennessee Joint Annual Reports
Certificate Of Need applications, and other data sources.

==== Pop. Est. 2016 ==== == Pop. Est. 2021 ===

Tenn. Non-Tenn. Tenn. Non-Tenn.
Child (Age 0-14) 172,951 111,190 171,916 105,829
Adolescent (Age 15-17) 36,625 23,949 41,512 28,485
Adult (Age 18-64) 593,364 345,781 595,768 342,686
Geriatric (Age 65+) 189,726 97,806 219,645 111,282
992,666 578,726 1,028,841 588,282

Total Est. Psychiatric Bed Need - 2016 471
Total Est. Psychiatric Bed Need - 2021 485

Est. Current Est. Proposed
Reguirement Supply Need Bed Mix
Child / Adolescent Beds - Est. Need - 2016 103 108 -5 18
Adult Beds - Est. Need - 2016 282 116 166 46
Geriatric Beds - Est. Need - 2016 86 28 58 24
Total 471 252 219 88

(**) Substance Abuse hospital beds included in Psychiatric beds.

Please note that Moccasin Bend Mental Health
Institute (“MBMHI”) with 150 psychiatric beds 1s not
included in the current supply shown in the need analysis,
because this facility is a State funded psychiatric
hospital and serves a totally different clientele than will
Erlanger Behavioral Health. As noted on the MBMHI website,
the mission of MBMHI is identified as:

“The mission of MBMHI is to provide quality psychiatric services
to individuals with a severe and persistent mental illness.”

Further, MBMHI has two (2) units which are reserved for
treatment of long-term care mental health patients, which
is significantly different than the focus for Erlanger
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Behavioral Health. Because MBMHI treats those who are
severely and persistently mentally 111, it is not expected
that this project will impact it’s services as that target
patient population is

There are currently a total of five (5) provider
organizations delivering inpatient psychiatric and
substance abuse/chemical dependency services at a total of
seven (7) locations within the defined service area, for a
total of 252 licensed inpatient beds.

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

Erlanger Behavioral Health seeks to add seventy-
six (76) new beds to the service area. Erlanger North
Hospital will transfer it’s current complement of twelve
(12) licensed geriatric psychiatric beds to Erlanger
Behavioral Health with approval and implementation of this
CON application. This will be a total of eighty-eight (88)
beds.

In a press release on January 28, 2016, U.S.
Senator Lamar Alexander said that public legislative
hearings on the mental health crisis in America are a
“priority”. As evidence, Sen. Alexander cited a 2014
national study by the Substance Abuse & Mental Health
Services Administration which found that 1 in 5 adults had
a mental health condition and 9.8 million adults had
serious mental illness, such as schizophrenia, bipolar
disorder or depression. Of these, nearly 60% of adults
with mental illness did not receive care in 2014. Only
about half of adolescents with a mental health condition
received treatment. Further, in a study from 2010 - 2012,
nearly 21% of adults in Tennessee reported having a mental
illness.

In short, there is a critical need for additional
inpatient psychiatric beds from the community need
perspective, as well as Erlanger’s institutional need
perspective.

2. For adult programs, the age group of 18 years
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and older should be used in calculating the
estimated total number of beds needed.

Response

As illustrated by the need information presented
in item A-1, the bed need for adults is calculated based on
the age group 18-64 years, and the geriatric need is
calculated based on the age group over 65. Based on this
methodology, the service area has a demonstrated need for
adults of 166 additional beds, and the demonstrated need
for geriatric is an additional 58 beds.

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

3. For child inpatient under age 13, and if
adolescent program the age group of 13-17 should
be used.

Response

As illustrated by the need information presented
in item A-1, the bed need for child/adolescents is
calculated based on the age group 0-17 years.

Erlanger Behavioral Health will have a bed mix of
eighteen (18) child/adolescent beds.

4. These estimates for total need should be adjusted
by the existing staffed-beds operating in the
area as counted by the Department of Health in
the Joint Annual Report.

Response

As illustrated by the need information presented
in item A-1, the bed need has been adjusted by the existing
staffed beds operating in the service area, as reported in
the 2014 Tennessee Joint Annual Reports for hospitals.
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B. Service Area

1. The geographic service area should be reasonable
and based on an optimal balance between
population density and service proximity or the
Community Service Agency.

Response

The service area for this project is defined as
Hamilton County, Tennessee, and the counties that surround
Hamilton County in Tennessee, Georgia, Alabama and North
Carolina. The service area consists of a total of thirty
(30) contiguous counties in the four (4) state geography.
A complete list of the counties which comprise the service
area 1s attached to this CON application.

This geography represents the primary, secondary
and tertiary service areas for Erlanger Medical Center. As
such, the service area is reasonable and provides optimal
balance between population density and service proximity.

2. The relationship of the socio-demographics of the
service area, and the projected population to
receive services, should be considered. The
proposal’s sensitivity to, and responsiveness to
the special needs of the service area should be
considered including accessibility to consumers,
particularly women, racial and ethnic minorities,
low income groups, and those needing services
involuntarily.

Response

Erlanger Behavioral Health will serve adolescents
and adults of all ages without discrimination, and also
without regard to gender, ethnicity or ability to pay for
services.

Erlanger Behavioral Health will serve all
patients in need of psychiatric and substance abuse
services regardless of ability to pay. Further, patients
with TennCare/Medicaid coverage will be admitted and
served, as will charity patients.

Erlanger Behavioral Health
CON Application - Page 37 03/14/16 2:11 PM



Erlanger Behavioral Health will accept
involuntary admissions from the judicial system regardless
of ability to pay.

C. Relationship To Existing Applicable Plans

1. The proposal’s relationship to policy as
formulated in state, city, county, and/or
regional plans and other documents should be a
significant consideration.

Response

The Tennessee Guildelines For Growth, which have
already been addressed, identify several factors pertaining
to this CON application. The Guidelines support delivery
of services in the most medically appropriate setting,
which goal this CON application serves. The Guidelines
support those CON applications which provide services to
the elderly, which goal this CON application serves. The
Guidelines indicate that preference will be given to
patient accessibility and availability, which goal this CON
application serves.

According to the Tennessee State Health Plan
“mental health problems are more prevalent in Tennessee
than the national average”, while “the prevalence of mental
health problems and illnesses is often underestimated” ..
but “despite improvements in our understanding of mental
health problems and illnesses often do not get treatment”.3
This CON application seeks to serve this significant need.

2. The proposal’s relationship to underserved
geographic areas as identified in state, city,
county and/or regional plans and other documents
should be a significant consideration.

Response

The extensive service area extends from
Chattanooga across rural parts of four (4) States, and
includes numerous counties which are designated by the
Health Resources & Services Administration as Medically

3 Tennessee State Health Plan, November, 2009, page 25.
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Underserved Areas (“MUA’s”). The medically underserved
area includes Chattanooga and Hamilton County, Tennessee.
Further, every county in the defined service area is
classified as a Health Professional Shortage Area (“HPSA")
for mental health, and this also includes Chattanooga and
Hamilton County, Tennessee.

3; The impact of the proposal on similar services
supported by state appropriations should be
assessed and considered.

Response

It is noted that Moccasin Bend Mental Health
Institute (“MBMHI”) is a State funded psychiatric hospital
in Chattanooga, Hamilton County, Tennessee. However, this
project is not expected to have any impact on MBMHI due to
the nature of the patients which this provider accepts.
From the website, the mission of MBMHI is identified as:

“The mission of MBMHI is to provide quality psychiatric services
to individuals with a severe and persistent mental illness.”

Also, MBMHI’s service area i1s also much broader than the
service area proposed. The MBMHI service area is 52
counties which serves all of East Tennessee extending North
to the Kentucky and Virginia state lines.

MBMHI has a total of 150 acute psychiatric beds,
which includes two (2) long term care units. Further,
MBMHI identifies it’s service area as fifty-two (52)
counties in East Tennessee, this includes thirty-four (34)
counties in Tennessee that are not in the service area for
Erlanger Behavioral Health. Because MBMHI treats those who
are severely mentally ill, it is not expected that this
project will impact it’s services.

4, The proposal’s relationship to whether or not the
facility takes voluntary and/or involuntary
admissions, and whether the facility serves acute
and/or long-term patients, should be assessed and
considered.

Response
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As stated in response to item B-2, Erlanger
Behavioral Health will accept voluntary patients, as well
as involuntary patients from the judicial system. Acute
mental health patients will be served at this facility, not
long-term patients on a residential basis.

5. The degree of projected financial participation
in the Medicare and TennCare programs should be
considered.

Response

As stated in response to item B-2, Erlanger
Behavioral Health will participate in both the Medicare and
TennCare programs.

D. Relationship To Existing Similar Services In The Area

1. The area’s trends in occupancy and utilization of
similar services should be considered.

Response

The utilization trend for psychiatric and
substance abuse beds is presented below. Utilization for
CY 2014 suggests that not all populations including special
needs, are receiving these necessary services.
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Parkridge Valley Adult - Chattanooga, TN

Parkridge Valley Child/Adolescent - Chattanooga, TN
Parkridge Medical Center - Chattanooga, TN
Erlanger North Hospital - Chattanooga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN
Southern Tenn Med Ctr - Winchester, TN

Hamilton Medical Center - Dalton, GA

Total

Parkridge Valley Adult - Chattanooga, TN

Parkridge Valley Child/Adolescent - Chattanaoga, TN
Parkridge Medical Center - Chattanooga, TN
Erlanger North Hospital - Chattanooga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN
Southern Tenn Med Ctr - Winchester, TN

Hamilton Medical Center - Dalton, GA

Total

Parkridge Valley Adult - Chattanooga, TN

Parkridge Valley Child/Adolescent - Chattanooga, TN
Parkridge Medical Center - Chattanooga, TN
Erlanger North Hospital - Chattanooga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN
Southern Tenn Med Ctr - Winchester, TN

chiatri

Total
Psych / SA
Beds

64
108
11
12
20
29
12

7

263

NOTES

Beds - Utilizati

Annual Pt.
Days
Available

23,360
39,420
4,015
4,380
7,300
10,585
4,380

93,440

========= Actual Discharges =========

Tre
201 2013
2,070 T
1,211 3,004
262 281
497 465
840 928
170 86
5,050 4,764
======= Actual Patient Days
201 2013
12,420 -
30,203 44,968
3,628 3,761
4,930 5,055
2,203 1,038

4,170 3,916

57,554 58,738

2012

3,073
258
268
473
959
135

5,166

2012

39,153
2,793
3,746
5,278
1,362
4,421

56,753

========= Occupancy Rate

014 2013

53.2% =
76.6% 14.1%

82.8% 85.9%
67.5% 69.2%
20.8% 9.8%
95.2% 89.4%

2012

99.3%
69.6%
85.5%
72.3%
12.9%
100.9%

(1) Utilization data obtained from Tennessee Joint Annual Reports .
(2) Parkridge Valley moved it's Adult & Geriatric beds to a new campus in 2014,
(3) Utilization data not available for Hamilton Medical Center in Dalton, Georgia.

843
146

3,692
1,527
1,567
4,448

99.0%
76.1%
84.3%
20.9%
14.8%
101.6%

Nationally, utilization of Psychiatric services is
expected to increase over the next ten
2015 and 2025, with overall growth for inpatient service at
a rate of 5% and overall growth for outpatient service at a
rate of 19%. Sg2, a national healthcare consultancy firm,
provides the following detail by growth factor:

Factor
Population
Epidemiology
Economy
Policy
Innovation & Tech.
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System Of Care ~2

oo
Iy
ae

Total 5

oe
Ja
O

o

Notes
(1) Information obtained from Sg2, 2015 Behavioral Health
Landscape — Introduction To The Forecast, p. 6.

In addition, Sg2 estimates that 68% of those with
a mental disorder also have 1 or more medical conditions.
Further, 29% of adults with a chronic condition have a
comorbid mental health disorder.

2. Accessibility to specific special need groups
should be an important factor.

Response

Erlanger Behavioral Health will serve adolescents
and adults of all ages without discrimination, and also
without regard to gender, ethnicity or ability to pay for
services.

Disparity in mental health status and mental
health care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

Erlanger Behavioral Health will serve all
patients in need of psychiatric and substance abuse
services regardless of ability to pay. Further, patients
with TennCare/Medicaid coverage will be admitted and
served, as will charity patients.

Erlanger Behavioral Health will accept
involuntary admissions from the judicial system regardless
of ability to pay.
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E. Feasibility

The ability of the applicant to meet Tennessee
Department of Mental Health licensure requirements
(related to personnel and staffing for psychiatric
inpatient facilities) should be considered.

Response

Erlanger Behavioral Health will meet all licensure
requirements of the Tennessee Department of Mental Health
related to personnel and staffing for inpatient psychiatric
hospitals.

[ End Of Responses To Standards & Criteria For Psychiatric

Inpatient Services, 2000, page 26-26 ]

GENERAL QUESTIONS CONCERNING NEED, ECONOMIC FEASIBILITY
& CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE

(I.) NEED

1. Describe the relationship of this proposal toward the
implementation of the State Health Plan, Teneessee'’s
Health: Guidelines For Growth.

(a) Please provide a response to each criterion and
standard in Certificate Of Need Categories that
are applicable to the proposed project. Do not
provide responses to General Criteria and
Standards (pages 6-9) here.

Response

This project is consistent with the Principles Of
The Tennessee State Health Plan as stated in the 2011
update (“Principles”). Applicant has addressed each of the
Principles.
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(b) Applications that include a Change of Site for a
health care institution, provide a response to
General Criterion and Standards (4) (a-c).

Response

** Not applicable. **

2. Describe the relationship of this proposal to the
applicant facility’s long range development plans,
if any.

Response

Erlanger Health System currently holds a CON for
expansion of Erlanger East Hospital (No. CN0405-047AE); and
a CON to modernize and upgrade the surgical facilities at
Erlanger Medical Center (No. CN1207-034A); a CON was
approved for Erlanger East Hospital to initiate a satellite
radiation therapy service along with the relocation of a
Linear Accelerator from Erlanger Medical Center (no.
CN1412-048); a CON application was approved to upgrade the
Cardiac Catheterization Laboratory for Erlanger East
Hospital from a diagnostic catheterization laboratory to an
interventional / therapeutic laboratory (No. CN1502-005).
Also, a CON application (No. CN1601-002) is currently
pending with the Health Services & Development Agency to
add a Level III NICU at Erlanger East Hospital.

The goal for Erlanger Health System is to provide a
comprehensive system of care comprised of unduplicated
services while also serving those who are currently under
served and/or those who do not have the ability to pay for
their services. As such, Erlanger Behavioral Health is
part of a long term plan to make services more accessible.

3. Identify the proposed service area and justify the
reasonableness of that proposed area. Submit a county
level map including the State of Tennessee clearly
marked to reflect the service area. Please submit
maps on 8 »%” x 11”7 sheets of white paper marked only
with ink detectable by a standard photocopier (i.e-no
highlighters, pencils, etc.).
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Response

The service area for this project is defined as
Hamilton County, Tennessee, and the counties that surround
Hamilton County in Tennessee, Georgia, Alabama and North
Carolina. The service area consists of a total of thirty
(30) contiguous counties in the four (4) state geography.
A complete list of the counties which comprise the service
area is attached to this CON application.

This geography represents the same primary,
secondary and tertiary service areas as Erlanger Medical
Center. Therefore, the service area 1s reasonable and
provides balance between population density and service
proximity. A map showing the service area is attached to
this CON application.

4. A. Describe the demographics of the population to be
served by this proposal.

Response

The State of Tennessee has a TennCare enrollment
of 20.0%, compared to the Tennessee service area for this
project which is 21.7%. The population over age 65 is
expected to grow by 6.8% for the service area between 2016
and 2020, compared to the Tennessee growth rate of 3.2% ..
while the total population is expected to grow by only 3.0%
for the service area, compared to 3.7% for Tennessee.
Briefly stated, this illustrates that the over 65
population is growing at a faster rate than the total
population for the Tennessee service area, when compared to
the State of Tennessee.

The need for additional behavioral health services to
serve the region has been evident at Erlanger Health System
for some time, and the need for this project is clearly
demonstrated by a detailed analysis of the service area.
The defined service area is in need of an additional 219
inpatient psychiatric beds, based on the current bed need
criteria.

In the twelve (12) month period from Oct. 1, 2014 -
Sep. 30, 2015, EHS had a total of 34,853 inpatient
discharges, and of that there were 11,561 discharges with a
mental health condition that needed to be treated.
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Further, of the 11,561 discharges with a mental condition,

6,468 of those patients were admitted through
Department. As the 7th largest public health
nation, and the healthcare safety net for the
Erlanger Health System is already the defacto
behavioral health services for those in need,

the Emergency
system in the
region,
provider of
serving those

who are unable to access care elsewhere. Also, patients

with cancer, cardiac or other complex medical

conditions

will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents is

paramount.

A summary of demographic information appears
below which outlines TennCare enrollment, changes in
population, and that portion which is below the Federal
poverty level within the service area, by county compared

to the State of Tennessee.
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Hamilton Bradle Marion Grundy Sequatchie Bledsoe
Current Year (2016) - Age 65+ 61,073 17,879 5,763 3,021 3,195 2,628
Projected Year (2020 - Age 65+ 69,752 20,381 6,584 3,339 3,896 2,955
Age B5+ - % Change 14.2% 14.0% 14.2% 10.5% 21.9% 12.4%
Age 65+ - % Total 17.1% 16.9% 20.2% 22,4% 20.2% 19.8%
Total Pop. - 2016 356,156 105,549 28,585 13,470 15,835 13,273
Total Pop. - 2020 368,666 109,706 28,633 13,263 16,943 13,481
Total Pop. - % Change 3.5% 3.9% 0.2% -1.5% 7.0% 1.6%
Median Age 39 38 42 41 41 42
Median Household Income $46,702 $41,083 $41,268 $26,814 $36,434 $33,443
TennCare Enrollees 61,399 20,321 6,636 4,626 3,716 3,082
TennCare Enrollees As % Of Total Pop. 17.2% 19.3% 23.2% 34.3% 23.5% 23.2%
Persons Below Poverty Level 59,979 20,664 5,215 3,957 2,653 2,825
Persons Below Poverly Level As % Of Total Pop, 16.8% 19.6% 18.2% 29.4% 16.8% 21.3%
Rhea Meigs McMinn Polk Franklin Coffee
Current Year (2016} - Age 65+ 6,589 2,677 11,089 3,680 8,752 10,225
Projected Year (2020 - Age 65+ 7,571 3,151 12,650 4,134 9,972 11,573
Age 65+ - % Change 14.9% 17.7% 14.1% 12.3% 13.9% 13.2%
Age 65+ - % Total 19.4% 21.9% 20.4% 21.1% 20.8% 18.3%
Total Pop. - 2016 33,934 12221 54,449 17,442 42,097 55,932
Total Pop. - 2020 35216 12,462 55724 17,812 42,681 57,865
Total Pop. - % Change 3.8% 2.0% 2.3% 2.1% 1.4% 3.5%
Median Age 40 43 42 43 41 40
Median Household Income $36,741 $35150 $39,410 $39,074 $42,904 $37,618
TennCare Enrollees 8,490 2,907 11,270 3,784 7,166 12,252
TennCare Enrollees As % Of Total Pop. 25.0% 23.8% 20.7% 21.7% 17.0% 21.9%
Persons Below Poverty Level 7,631 2,553 9,786 2,867 6,250 11,457
Persons Below Poverty Level As % Of Total Pop. 22.5% 20.9% 18.0% 16.4% 14,8% 20.5%
Service State Of
Warren Van Buren Monroe Cumberland Loudon Roane Area Tennessee
Current Year (2016) - Age 65+ 7,350 1,313 10,398 19,871 15,089 12,670 203,262 1,012,937
Projected Year (2020 - Age 65+ 8,233 1,554 12,384 23,106 17,908 14,509 233,652 1,134,565
Age 85+ - % Change 12,0% 18.4% 19.1% 16.3% 18.7% 14.5% 15.0% 12.0%
Age 65+ - % Total 100.0% 100.0% @ 100.0%  33.9% 29.0% 24.2% 21.8% 15.2%
Total Pop. - 2016 7,350 1,313 10,398 58,566 51,988 52,300 930,858 6,649,438
Total Pop. - 2020 8,233 1,554 12,384 60,368 52,245 51,602 958,838 6,894,997
Total Pop. - % Change 12.0% 18.4% 19.1% 3.1% 0.5% -1.3% 3.0% 3.7%
Median Age 39 45 42 50 48 48 42 38
Median Household Income $34,641 $33,547 $37,595 $39,901 $53,815 $49,949 $45,482 $44,298
TennCare Enrollees 10,217 1,242 10,881 12,934 9,187 11,789 201,899 1,331,838
TennCare Enrollees As % Of Total Pop. 139.0% 94.6% 104.6% 22.1% 17.7% 22.5% " 21.7% 20.0%
Persons Below Poverly Level 8,742 1,222 9,126 9,721 7,070 9,414 181,132 1,170,301
Persons Below Poverty Level As % Of Total Pop. 118.9%  93.1% 87.8% 16.6% 13.6% 18.0% 19.5% 17.6%
B. The special needs of the service area population,

including health disparities,

racial and ethnic minorities,
Document how the business plans of the

groups.

the accessibility
to consumers, particularly the elderly, women,

and low-income

facility will take into consideration the special
needs of the service area population.

Response

As a member facility of Erlanger Health System,
Erlanger Behavioral Health is a component of the safety net
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for southeast Tennessee. Often the only hospital which
low—-income people, minorities, and other underserved
populations can turn to for treatment is Erlanger. In
order to assure the continued viability of its mission as
the safety net provider, Erlanger Health System continually
strives to provide services that are medically appropriate,
least intensive (restrictive), and provided in the most
cost-effective health care setting.

Disparity in mental health status and mental
health care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

Erlanger Behavioral Health is easily
accessible to patients in Chattanooga, as well as Hamilton
and surrounding counties in the service area. The hospital
can be easily accessed via public transportation. Proximal
state and interstate highways provide easy access from
Tennessee, Georgia, Alabama and North Carolina.

The distance from Erlanger Medical Center to
Erlanger Behavioral Health is 1.1 miles, with a drive time
of 2 minutes, as evidenced by the map below. Public
transportation is easily accessible to the proposed
location. Further, U.S. Highway 27 and U.S. Interstate 24
are major roads in downtown Chattanooga and are within 2.5
miles of the proposed location.
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Erlanger has also been responsive to the needs of
employees and families of new businesses like VW, Amazon
and Wacker Chemical which have generated thousands of new
jobs in the area. The proposed project will help ensure
that the service area population have access to services
and facilities consistent with their needs and evolving
industry standards.

5. Describe the existing or certified services, including
approved but unimplemented CON’s, of similar
institutions in the service area. Include utilization

and/or occupancy trends for each of the most recent
three years of data available for this type of
project. Be certain to list each institution and its
utlilization and/or occupancy individually. Inpatient
bed projects must include the following data: .
admissions or discharges, patient days, and occupancy.
Other projects should use the most appropriate
measures, e.g., cases, procedures, visits, admissions,
etc.

Response

There are currently no outstanding CON’s for inpatient
psychiatric facilities in the service area. The
utilization trend for psychiatric and substance abuse beds
suggests that not all populations, including special needs,
are receliving these necessary services.
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Psychiatric B - Utilization Trend

========= Actual Discharges =========

201 2013 2012 011
Parkridge Valley Adutt - Chattancoga, TN 2,070 - - -
Parkridge Valley Child/Adolescent - Chattanooga, TN 1,211 3,004 3,073 3,106
Parkridge Medical Center - Chattancoga, TN - - 258 291
Erlanger North Hospital - Chattancoga, TN 262 281 268 56
Parkridge West Hospital - Jasper, TN 497 465 473 163
Skyridge Medical Center - Westside - Cleveland, TN 840 928 959 843
Southern Tenn Med Cfr - Winchester, TN 170 86 135 146
Hamifton Medical Center - Dalton, GA
Total 5,050 4,764 5,166 4,605
Total Annual Pt.
Psych / SA Days ======= Actual Patient Days =========
Beds Available 014 2013 2012 011
Parkridge Valley Adult - Chattanooga, TN 64 23,360 12,420 - - -
Parkridge Valley Child/Adolescent - Chattanooga, TN 108 39,420 30,203 44,968 39,153 39,012
Parkridge Medical Center - Chattanooga, TN 11 4,015 - - 2,793 3,054
Erlanger North Hospital - Chattanooga, TN 12 4,380 3,628 3,761 3,746 3,692
Parkridge West Hospital - Jasper, TN 20 7,300 4,930 5,055 5,278 1,527
Skyridge Medical Center - Westside - Cleveland, TN 29 10,585 2,203 1,038 1,362 1,567
Southern Tenn Med Ctr - Winchester, TN 12 4,380 4,170 3,916 4,421 4,448
Hamilton Medical Center - Dalton, GA 74
Total 263 93,440 57,554 58,738 56,753 53,300

========= Qccupancy Rate ==========

2014 2013 2012 2012

Parkridge Valley Adult - Chattanooga, TN 53.2% - - -
Parkridge Valley Child/Adolescent - Chattanooga, TN 76.6% 114.1% 99.3% 99.0%
Parkridge Medical Center - Chattancoga, TN - - 69.6% 76.1%
Erlanger North Hospital - Chattancoga, TN 82.8% 85.9% 85.5% 84.3%
Parkridge West Hospital - Jasper, TN 67.5% 69.2% 72.3% 20.9%
Skyridge Medical Center - Westside - Cleveland, TN 20.8% 9.8% 12.9% 14.8%
Southern Tenn Med Citr - Winchester, TN 95.2% 89.4% 100.9% 101.6%

NOTES

(1) Utilization data obtained from Tennessee Joint Annual Reports .
(2) Parkridge Valley moved it's Adult & Geriatric beds to a new campus in 2014.
(3) Utilization data not available for Hamilton Medical Center in Dalton, Georgia.

6. Provide applicable utilization and/or occupancy
statistics for your institution for each of the past
three (3) years and the projected annual utilization
for each of the two (2) years following completion of
the project. Additionally, provide the details
regarding the methodology used to project utilization.
The methodology must include detailed calculations or
documentation from referral sources, and
identification of all assumptions.
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Response

As a new facility, Erlanger Behavioral Health does not
have historical utilization data to report, however,
projected utilization data is presented below.

Year 1 Year 2
Admissions 1,071 2,128
Patient Days 8,798 17,481
Average Daily Census 24.1 47.9

(I1.) ECONOMIC FEASIBILITY

1. Provide the cost of the project by completing the
Project Costs Chart on the following page. Justify
the cost of the project.

- All projects should have a project cost of at least
$ 3,000 on Line F (minimum CON filing fee). CON
filing fee should be calculated from Line D. (See
application instructions for filing fee.)

- The cost of any lease should be based on fair market
value or the total amount of lease payments over the
initial term of the lease, whichever is greater.

- The cost of fixed and moveable equipment includes,
but is not necessarily limited to, maintenance
agreements covering the expected useful life of the
equipment; federal, state and local taxes and other
government assessments; and installation charges,
excluding capital expenditures for physical plant
renovation or in-wall shielding, which should be
included under construction costs or incorporated in
a facility lease.

- For projects that include new construction,
modification, and/or renovation; documentation must
be provided from a contractor and/or architect that
support the estimated construction costs.

Response

The Project Cost Chart has been completed on the next
page.
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PROJECT COST CHART

A.  Construction And Equipment Acquired By Purchase.

1. Architecural And Engineering Fees 1,632,600
2. Legal, Administrative, Consultant Fees 50,000
(Excluding CON Filing Fees)

31 Acquisition Of Site 825,000
4, Preparation Of Site 1,800,000
)} Construction Costs 18,720,000
6. Contingency Fund 1,000,000
7. Fixed Equipment (Not Included In Construction Contract) 350,000
8. Moveable Equipment (List all equipment over $ 50,000)

9. Other (Specify) _Dietary equipment & misc. start-up costs. 690,000

B.  Acquisition By Gift, Donation, Or Lease.

1. Facility (inclusive of building and land) 0
2, Building Only 0
3; Land Only 0
4, Equipment (Specify) 0
5: Other (Specify) 0
C. Financing Costs And Fees.
1. Interim Financing 0
2. Underwriting Costs 0
31 Reserve For One Year's Debt Service 0
4, Other (Specify) 0
D. Estimated Project Cost (A+B+C) 24,067,600
E. CON Filing Fee 45,000
F.  Total Estimated Project Cost (D+E) 25,112,600

Erlanger Behavioral Health
CON Application -- Page 52 03/14/16 2:11 PM



2. Identify the funding sources for this project.

a. Please check the applicable item(s) below and
briefly summarize how the project will be financed.
(Documentation for the type of funding MUST be
inserted at the end of the application, in the
correct alpha/numeric order and identified as
Attachment C, Economic Feasibility-2.)

A. Commercial Loan —-- Letter from lending
institution or guarantor stating favorable
initial contact, proposed loan amount, expected
interest rates, anticipated term of the loan,
and any restrictions or conditions.

By Tax - Exempt Bonds -- Copy of preliminary
resolution or a letter from the issuing authority
stating favorable initial contact and a
conditional agreement from an underwriter or
investment banker to proceed with the issuance.

C. General obligation bonds -- Copy of resolution
from issuing authority or minutes from the
appropriate meeting.

D. Grants —- Notification of intent form for grant
application or notice of grant award.

E. Cash Reserves — Appropriate documentation from
Chief Financial Officer.

X F. Other - Identify and document funding from all
other sources.

Response

The project will be funded by Acadia Healthcare. See
letter attached to this CON application.

3. Discuss and document the reasonableness of the
proposed project costs. If applicable, compare the
cost per square foot of construction to similar
projects recently approved by the Health Services And
Development Agency.
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Response

Cost per square foot for hospital construction is
shown below for HSDA approved projects from 2012 - 2014.

HSDA -- Hospital Construction Cost Per Square Foot
Approved Projects -- 2012 - 2014

Renovated
Construction

New
Construction

Total
Construction

1st Quartile $110.98/ SF $224.09/ SF $ 156.78 / SF
Median $192.46 / SF $ 259.56 / SF $ 22788/ SF
3rd Quartile $297.82/ SF $296.52 / SF $ 298.66 / SF

An analysis of the cost per square foot with similar
projects in Tennessee is below.

Cost Per

Facility CON Number Square Foot
Crestwyn Behavioral Health CN1310-040 $ 244.85
SBH-Kingsport, LLC CN1312-050 $ 153.00

The construction cost of $ 18,720,000 for this
project, along with the estimated 69,000 SF, will yield
cost estimate per SF for the Erlanger Behavioral Health
facility of $ 271.30. This cost is reasonable when
compared to the projects above, particularly when
considered in relation to time and location.

4. Complete Historical and Projected Data Charts on the
following two pages — Do not modify the Charts
provided or submit Chart substitutions ! Historical

Data Chart represents revenue and expense information
for the last three (3) years for which complete
information is available for the institution.
Projected Data Chart requests information for the two
(2) years following the completion of this proposal.
Projected Data Chart should reflect revenue and
expense projections for the Proposal Only (i.e.-if the
application is for additional beds, include
anticipated revenue from the proposed beds only, not
from all beds in the facility).

Response

Erlanger Behavioral Health

CON Application -- Page 54 03/14/16 2:11 PM



Please note that since Erlanger Behavioral Health is a
new hospital, there is no historical financial information
to report. However, we have provided the historical
financial information for Erlanger Health System. The
Historical Data Chart and Projected Data Chart have been
completed. The detail for Other Expenses on the Historical
Data Chart is attached to this CON application.
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HISTORICAL DATA CHART

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year begins in July (Month).
Year — 2013 Year — 2014 Year — 2015
A. Utilization Data 29,066 30,394 33,340
(Specify Unit Of Measure) _I/P Admits
B. Revenue From Services To Patients
1. Inpatient Services 951,407,744 1,011,698,242 1,182,962,344
2. Outpatient Services 638,832,332 723,658,840 830,030,436
3. Emergency Services 122,125,184 147,183,286 171,845,957
4 Other Operating Revenue 33,499,831 36,036,026 32,126,111

(Specify)

Home Health, POB Rent, etc.

Gross Operating Revenue

C. Deductions From Operating Revenue
Contractual Adjustments

1.

2. Provision For Charity Care

3. Provision For Bad Debt
Total Deductions

NET OPERATING REVENUE

D. Operating Expenses

OGN RO

Salaries And Wages
Physician's Salaries And Wages

Supplies
Taxes
Depreciation
Rent

Interest — Other Than Capital
Management Fees:

a. Fees To Affiliates

b. Fees To Non-Affiliates
Other Expenses

(Specify)

Insurance, Purch. Svcs., etc.

1,745,865,091

1,918,576,394

2,216,964,846

997,920,752 1,105,607,716 1,317,441,010
102,150,881 110,213,778 92,392,901
74,808,470 84,222,955 93,878,274

1,174,880,103

1,300,044 ,449

1,603,712,185

Total Operating Expenses

E. Other Revenue (Expenses) - Net

(Specify)

NET OPERATING INCOME (LOSS)

F. Capital Expenditures
1.
2.

Retirement Of Principal

Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Erlanger Behavioral Health
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570,984,988 618,531,945 713,252,663
275,109,764 276,229,682 270,118,412
36,117,461 42,290,749 76,375,201
78,028,042 82,925,430 93,104,628
536,994 566,101 558,754
27,373,556 26,732,222 25,647,102
5,341,116 5,209,326 5,816,951

0 0 0
156,440,656 166,565,645 193,745,905
578,947,589 600,519,155 665,366,953
(7,962,601) 18,012,789 47,885,710
7,900,842 8,048,272 15,492,190
8,971,728 8,258,717 9,607,644
16,872,570 16,306,989 24,999,834
(24,835,171 1,705,800 22,885,876
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PROJECTED DATA CHART

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year beginsin ___ July  (Month).
| Year 1 | [ Year 2 |
A. Utilization Data 8,798 17,481
(Specify Unit Of Measure) _Pt. Days
Revenue From Services To Patients
1. Inpatient Services 11,870,450 26,516,061
2 Outpatient Services 121,350 339,270
3. Emergency Services - -
4 Other Operating Revenue 10,000 12,000
Gross Operating Revenue 12,001,800 26,867,331
Deductions From Operating Revenue
1. Contractual Adjustments 6,727,381 15,027,536
2. Provision For Charity Care
3. Provision For Bad Debt 603,442 887,985
Total Deductions 7,330,823 15,915,521
NET OPERATING REVENUE 4,670,977 10,951,810
Operating Expenses
1. Salaries And Wages 3,432,825 6,124,604
2. Physician's Salaries And Wages 172,335 314,512
3. Supplies 319,545 483,451
4. Taxes
5. Depreciation 812,831 841,574
6. Rent 24,000 24,720
7. Interest - Other Than Capital -
8. Management Fees:
a. Fees To Affiliates
b. Fees To Non-Affiliates
9. Other Expenses 1,121,362 3,048,512
(Specify) __Semvice Contracts
Total Operating Expenses 5,882,898 10,837,373
Other Revenue (Expenses) — Net
(Specify)
NET OPERATING INCOME (LOSS) (1,211,921) 114,438
Capital Expenditures
1. Retirement Of Principal
2. Interest
Total Capital Expenditures
NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES (1,211,921 ) 114,438
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5% Please identify the project’s average gross charge,
average deduction from operating revenue, and average
net charge.

Response

Following are the average charge amounts per patient.

Average Gross Charge $ 11,2006
Average Deduction From Revenue S 6,845
Average Net Revenue $ 4,361

Average Deduction From Revenue
Medicare
TennCare / Medicaid

7,759
12,820

Ur

Average Net Revenue
Medicare s 7,759
TennCare / Medicaid S 7,422

6. A. Please provide the current and proposed charge
schedules for the proposal. Discuss any
adjustment to current charges of projects that
will result from the implementation of the
proposal. Additionally, describe the anticipated
revenue from the proposed project and the impact
on existing patient charges.

Response

A charge master file for Erlanger Behavioral
Health has not yet been developed. However, net revenue
per admission as indicated by the Projected Data Chart is
as follows:

Year 1 Year 2
Admissions 1,071 2,128
Net Operating Revenue $ 4,670,977 $ 10,951,810
Net Revenue Per Admission 4,361 $ 5,146

It is anticipated that Erlanger Behavioral Health will
revise it’s charges annually once it opens for operation.
Generally, proposed charges will be in line with other like
providers.

B. Compare the proposed charges to those of other
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facilities in the service area/adjoining service
areas, or to proposed charges of projects
recently approved by the Health Services And
Development Agency. If applicable, compare the
proposed charges of the project to the current
Medicare allowable fee schedule by common
procedure terminology (CPT) code(s).

Response

Erlanger Behavioral Health does not have any
historical financial data upon which to base a comparative
evaluation of it’s services with other providers of
inpatient psychiatric services. However, below is a table
of other Hamilton County, Tennessee, providers of acute
psychiatric services in the service area.

Avg. Net Revenue

Hospital Per I/P Admission
Parkridge Valley-Adult Hospital $ 11,096
Parkridge Valley-Child/Adolescent

Hospital $ 8,835
Erlanger North Hospital $ 10,593
Notes
(1) Information derived from Tennessee Joint Annual Reports

for CY 2014.

Also, the net revenue per admission for the new hospital,
indicated by the Projected Data Chart, is as follows:

Year 1 Year 2
Admissions 1,071 2,128
Net Operating Revenue $ 4,670,977 $ 10,951,810
Net Revenue Per Admission $ 4,361 $ 5,146

The net revenue per admission for another CON approved
project by the Health Services & Development Agency, is as
follows:

Avg. Net Revenue

Hospital CON No. Per I/P Admission
Crestwyn Behavioral Health CN1310-040 $ 6,785
7. Discuss how projected utilization rates will be

sufficient to maintain cost effectiveness.

Response
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Despite the significant need demonstrated in this CON
application, Erlanger Behavioral Health has been
conservative by estimating an average daily census of 24.1
in year 1 of the project, and an average daily census of
47.9 in year 2. As the Projected Data Chart demonstrates,
a positive financial result will be achieved beginning in
year 2. As the average daily census increases over
subsequent years, the efficiency gained by higher
utilization will enable cost effectiveness to be sustained.

8. Discuss how financial viability will be ensured
within two (2) years; and demonstrate the availability
of sufficient cash flow until financial viability is
achieved.

Response

As demonstrated by the Projected Data Chart, the
project has a positive financial result beginning in year 2
of the project. Year 1 financial results reflect start-up
costs. For example, year 1 includes 10 months of revenue
but 12 months of expense for training and onboarding of new
staff members during start-up.

9. Discuss the project’s participation in state and
federal revenue programs including a description of
the extent to which Medicare, TennCare/Medicaid, and
medically indigent patients will be served by the
project. In addition, report the estimated dollar
amount of revenue and percentage of total project
revenue anticipated from each of TennCare, Medicare,
or other state and federal sources for the proposal’s
first year of operation.

Response

Erlanger Behavioral Health, will apply to CMS for
participation in the following Federal / State programs.

Federal Medicare
State BlueCare

TennCare Select
AmeriGroup Community Care
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Anticipated revenue (gross charges) from Federal and
State sources during year 1 of the project, is as follows.

Medicare S 3,917,249
TennCare S 3,086,317

10. Provide copies of the balance sheet and income
statement from the most recent reporting period of
the institution and the most recent audited financial
statements with accompanying notes, if applicable.
For new projects, provide financial information for
the corporation, partnership, or principal parties
involved with the project. Copies must be inserted
at the end of the application, in the correct
alpha-numeric order and labeled as Attachment C,
Economic Feasibility-10.

Response

Please note that since Erlanger Behavioral Health is a
new hospital, there is no historical financial information
to report. However, copies of the following financial
statements for Erlanger Health System are attached to this
CON application.

Interim Balance Sheet & Income Statement Dec. 30, 2015
Audited Financial Statements June 30, 2015

11. Describe all alternatives to this project which were
considered and discuss the advantages and
disadvantages of each alternative including but not
limited to,

A. A discussion regarding the availability of less
costly, more effective, and/or more efficient
alternative methods of providing the benefits
intended by the proposal. If developments of
such alternatives is not practicable, the
applicant should justify why not; including
reasons as to why they were rejected.
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Response

A number of alternatives were considered and
deemed not to be feasible. These alternatives included
locating the proposed project at Erlanger North Hospital
where a twelve (12) bed Geriatric-Psychiatric unit is
already located, however, this was not feasible due to the
topography of the site and the inability to accommodate the
proposed plan in a functionally efficient manner. Also,
cost was anticipated to be higher given the need for
extensive site improvements. We next evaluated the
Erlanger Medical Center campus, however, available land on
the main campus is expected to be utilized for construction
of a new/replacement children’s hospital and for a
children’s ambulatory care building, leaving little to no
space for the new behavioral health hospital.

Consideration was given to use of the Hamilton
County Health Department site adjacent to Erlanger Medical
Center, however, this building and services would need to
be relocated and replaced, increasing project cost.
Further, other land contiguous to the main campus is
expected to be utilized by the city for extension of
Central Avenue, connecting with Amnicola Highway. While
this location is expected to reduce travel time to
Erlanger’s trauma center, insufficient space would remain
for this project. Sites owned by the city and county were
also evaluated, and we met and discussed the proposed
project with the Chamber of Commerce and elected officials;
however, these sites are contemplated to be used for higher
density industrial development.

We also considered not developing the propocsed
project but rejected this alternative given the identified
need and number of patients currently served. In the end,
selection of a site located two minutes’ drive from the
main campus was considered the best option. The site is
flat and sufficient to accommodate the proposed project.

As the safety net hospital in Southeast
Tennessee, it is vital that Erlanger Health System enhance
its facilities to provide the best and most accessible
treatment services available for the communities we serve.
As an academic medical center affiliated with the
University of Tennessee College of Medicine, which is co-
located on the Erlanger Medical Center campus, EHS also
seeks to provide appropriate facilities so as to enhance

Erlanger Behavioral Health
CON Application -- Page 62 03/14/16 2:11 PM



the training and education of medical residents and fellows
as well as other health professionals. Erlanger Health
System is planning for tomorrow with regard to behavioral
health services for the regional service area, ensuring
that the needs of the uninsured and/or low income
population are being met.

B. The applicant should document that consideration
has been given to alternatives to new
construction, e.g., modernization or sharing
arrangements. It should be documented that
superior alternatives have been implemented to
the maximum extent practicable.

Response

A number of alternatives were considered and
deemed not to be feasible. These alternatives included
locating the proposed project at Erlanger North Hospital
where a twelve (12) bed Geriatric-Psychiatric unit is
already located, however, this was not feasible due to the
topography of the site and the inability to accommodate the
proposed plan in a functionally efficient manner. Also,
cost was anticipated to be higher given the need for
extensive site improvements. We next evaluated the
Erlanger Medical Center campus, however, available land on
the main campus is expected to be utilized for construction
of a new/replacement children’s hospital and for a
children’s ambulatory care building, leaving little to no
space for the new behavioral health hospital.

Consideration was given to use of the Hamilton
County Health Department site adjacent to Erlanger Medical
Center, however, this building and services would need to
be relocated and replaced, increasing project cost.
Further, other land contiguous to the main campus 1is
expected to be utilized by the city for extension of
Central Avenue, connecting with Amnicola Highway. While
this location is expected to reduce travel time to
Erlanger’s trauma center, insufficient space would remain
for this project. Sites owned by the city and county were
also evaluated, and we met and discussed the proposed
project with the Chamber of Commerce and elected officials;
however, these sites are contemplated to be used for higher
density industrial development.
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We also considered not developing the proposed
project but rejected this alternative given the identified
need and number of patients currently served. In the end,
selection of a site located two minutes’ drive from the
main campus was considered the best option. The site is
flat and sufficient to accommodate the proposed project.

As the safety net hospital in Southeast
Tennessee, it is vital that Erlanger Health System enhance
its facilities to provide the best and most accessible
treatment services available for the communities we serve.
As an academic medical center affiliated with the
University of Tennessee College of Medicine, which is co-
located on the Erlanger Medical Center campus, EHS also
seeks to provide appropriate facilities so as to enhance
the training and education of medical residents and fellows
as well as other health professionals. Erlanger Health
System is planning for tomorrow with regard to behavioral
health services for the regional service area, ensuring
that the needs of the uninsured and/or low income
population are being met.

(III.) CONTRIBUTION TO THE ORDERLY DEVELOPMENT
OF HEALTH CARE

1. List all health care providers (e.g., hospitals,
nursing homes, home care organizations, etc.), managed
care organizations, alliances, and/or networks with
which the applicant currently has or plans to have
contractual and/or working relationships, e.g.,
transfer agreements, contractual agreements for health
services.

Response

The most significant relationship between this
proposal and the existing healthcare system is that it will
be part of an existing health system and enhance Erlanger
Health System’s ability to integrate its services within
the regional service area as the safety net provider,
trauma center and region’s only academic medical center.

By providing these services regardless of a patient’s

ability to pay, the regional healthcare delivery system is
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positively impacted by the services envisioned in the
instant application.

The applicant will have transfer arrangements with the
following hospitals which are owned by Erlanger Health
System.

—— Erlanger Medical Center

-— Erlanger North Hospital

—— T. C. Thompson Children’s Hospital
-— Erlanger Bledsoe Hospital

Further, Erlanger currently has patient transfer
agreements in place with more than 90 hospitals and other

providers in the four (4) state area. These providers
refer patients to Erlanger because of the depth and breadth
of its programs and services. It is anticipated that

Erlanger Behavioral Health will have transfer arrangements
for behavioral health services with a majority of these
providers. A copy of the list of transfer agreements is
attached to this CON application.

2. Describe the positive and / or negative effects of the
proposal on the health care system. Please be sure to
discuss any instances of duplication or competition
arising from your proposal including a description of
the effect the proposal will have on the utilization
rates of existing providers in the service area of the
project.

Response

The effects of this proposal will be positive for the
healthcare system because it will deliver the most
appropriate level of care for those who are in need of
service regardless of ability to pay, and will also
distribute needed services across the service area to
foster improved patient access. By providing this
behavioral health service, the regional healthcare delivery
system is positively impacted by serving as the "“safety
net” for those who are otherwise in need of these necessary
services.

3, Provide the current and/or anticipated staffing
pattern for all employees providing patient care for
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the project. This can be reported using FTE's for
Additionally, please compare the
clinical staff salaries in the proposal to prevailing
wage patterns in the service area as published by the
Tennessee Dept. Of Labor & Workforce Development

these positions.

and/or other documented sources.

Response

Clinical staffing for Erlanger Behavioral Health is
anticipated to be as follows:

Erlanger Bevioral Health -- FTE's By Position Type

CEO
CFO
Coo

Admin Assistant
Billing
Accounting
Marketing

MD
DON

Nurse

Nurse Assistant
Social Worker
Other

Total >>>>

Appropriate salary comparison data is below.

Position

Admin. Assistant
Pt. Billing
Accounting
Marketing Mgr.
Psychiatrist
Psychiatric RN
Psych. Nurse Asst
Social Worker
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NOTES
_11) This information is derived from the internal records of
Erlanger Health System. EHS does not have data for
Psychiatric RN and Nurse Assistant.
(2) The market mid-point is derived from the 2015 Mercer Group
Salary Survey.

4. Discuss the availability of and accessibility to human
resources required by the proposal, including adequate
professional staff, as per the Dept. Of Health, the
Dept. Of Mental Health & Developmental Disabilities,
and/or the Division of Mental Retardation Services
licensing requirements.

Response

The human resources required will be approached with a
proactive recruitment action plan. Historically, Erlanger
has met staffing requirements by utilizing a variety of
methods. Thus, our approach to fulfill the staffing plan
for the Erlanger Behavioral Health will consist of a
proactive plan of marketing, screening, hiring, and
training.

The Human Resources Department at Erlanger will work
closely with managers in the transition. The specifics
will be based on the needs of the organization and aligned
with the strategic needs of the new behavioral health
servie. Erlanger has actively been involved in the
WorkForce Development movement on several different levels
within the Chattanooga area and statewide. Current vacancy
rates are below state and national averages.

Erlanger Health System participates with numerous
schools that provide advanced training in the areas of
nursing and allied health. Therefore, Erlanger expects no
difficulty in recruitment of required staff given it’s role
as an academic medical center and it’s affiliations with
colleges and universities offering allied health and
related training programs.

5. Verify that the applicant has reviewed and understands
all licensing certification as required by the State
of Tennessee for medical/clinical staff. These
include, without limitation, regulations concerning
physician supervision, credentialing, admission
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privileges, quality assurance policies and programs,
utilization review policies and programs, record
keeping, and staff education.

Response

The Applicant has reviewed and intends to comply with
all licensing and certification requirements imposed by
applicable statutes and regulations.

6. Discuss your health care institution’s participation
in the training of students in the areas of medicine,
nursing, social work, etc. (e.g., internships,
residencies, etc.).

Response

Erlanger Health System, as the region’s only academic
medical center, has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory, pharmacy and surgery technology, to name a
few. It is also expected that Erlanger Behavioral Health
will do so as well.

A number of regional universities offer Bachelor
degree programs in nursing and physical therapy. Erlanger
works closely with the University of Tennessee at
Chattanocga to assist nurses transitioning from RN to BSN.
Erlanger provides a teaching environment for staff as well
with various on-the-job training opportunities (ex: CT for
Radiologic Technologist, Certification for LPNs). Locally,
two year degrees are available in many clinical allied
health areas with additional programs offering advanced
technical training in Radiological Imaging such as Nuclear
Medicine, Diagnostic Ultrasonography, etc. Erlanger Health
System participates with numerous schools that provide
advanced training in the areas of nursing and allied
health.

Erlanger has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory care and pharmacy, to name a few. A number of
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regional universities offer Bachelor degree programs in
nursing and physical therapy. Locally, two year degrees
are available in many clinical allied health areas with
additional programs offering advanced technical training in
Radiological Imaging such as Nuclear Medicine and
Diagnostic Ultrasonography.

The University of Tennessee — College of Medicine is
co-located at Erlanger and includes training of senior
medical students on clinical rotation as well as graduate
medical education for training of residents and advanced
fellowships in various medical specialties, including
surgical specialties, as outlined below.

Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plastic Surgery
Surgery
Urology
Transitional Year

Fellowship Programs
Orthopedic Trauma Surgery
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery
Emergency Medicine
Neuro-Interventional Surgery
Ultrasound
Cardiovascular Disease
Gastroenterology (under development)
Radiology (under development)
Neurology (under development)

It should be noted that Erlanger Health System is
currently in discussions with it’s academic partner, the
University of Tennessee - College of Medicine, to explore
the possibility of a graduate medical education and
training residency program in Psychiatry.
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Erlanger Health System also participates with numerous
schools that provide advanced training in the areas of
nursing and allied health.

7. (a) Please verify, as applicable, that the applicant
has reviewed and understands the licensure
requirements of the Dept. Of Health, the Dept. Of
Mental Health & Developmental Disabilities, the
Division of Mental Retardation Services, and/or
any applicable Medicare requirements.

Response

The Applicant has reviewed and intends to comply
with all licensing and certification requirements imposed
by applicable statutes and regulations.

(b) Provide the name of the entity from which the
applicant has received or will receive licensure,
certification, and / or accreditation.

Licensure: State of Tennessee, Dept. of Mental
Health & Substance Abuse

Accreditation: Joint Commission on Accreditation of
Healthcare Organizations

If an existing institution, please describe the
Current standing with any licensing, certifying, or
accrediting agency or commission. Provide a copy of
the current license of the facility.

Response

Erlanger Behavioral Health will continuously strive to
comply with applicable regulations and make needed changes
where deficiencies may arise to ensure full compliance with
applicable standards of care and licensure requirements.

(c¢) For existing licensed providers, document that
all deficiencies (if any) cited in the last
licensure certification and inspection have been
addressed through an approved plan of correction.
Please include a copy of the most recent
licensure/certification inspection with an
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approved plan of correction.
Response

** Not Applicable. **

8. Document and explain any final orders or judgments
entered in any state or country by a licensing agency
or court against professional licenses held by the
applicant or any entities or persons with more than a
5 % ownership interest in the applicant. Such
information is to be provided for licenses regardless
of whether such license is currently held.

Response

This criterion is not applicable because Erlanger
Health System operates as the Chattanooga-Hamilton County
Hospital Authority, which is a governmental unit and a
statutory entity under the State of Tennessee. As such, it
is not possible for there to be any “owners”, per se,
except for the people of Hamilton County, Tennessee, and
the State of Tennessee.

9. Identify and explain any final civil or criminal
judgments for fraud or theft against any person or
entity with more than a 5 % ownership interest in
the project.

Response

This criterion is not applicable because Erlanger
Health System operates as the Chattanooga-Hamilton County
Hospital Authority, which is a governmental unit and a
statutory entity under the State of Tennessee. As such, it
is not possible for there to be any “owners”, per se,
except for the people of Hamilton County, Tennessee, and
the State of Tennessee.

10. If the proposal is approved, please discuss whether
the applicant will provide the Tennessee Health
Services And Development Agency and/or the reviewing
agency information concerning the number of patients
treated, the number and type of procedures performed,
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and other data as required.
Response
Applicant will provide the Health Services And

Development Agency with appropriate information in
consideration of this CON application.
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PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of
intent appeared with the mast and dateline intact or submit a
publication affidavit from the newspaper as proof of publication
of the letter of intent.

Attached is a copy of the Letter Of Intent which was filed
with the Tennessee Health Services & Development Agency on
March 10, 2016. The original publication affidavit is also
attached to this CON application.
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DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a
Certificate of Need is valid for a period not to exceed three (3)
years (for hospital projects) or two (2) years (for all other
projects) from the date of its issuance and after such time shall
expire; provided, that the Agency may, in granting the
Certificate of Need, allow longer periods of validity for
Certificates of Need for cause shown. Subsequent to granting a
Certificate of Need, the Agency may extend a Certificate of Need
for a period upon application and good cause shown, accompanied
by a non-refundable reasonable filing fee, as prescribed by rule.
A Certificate of Need which has been extended shall expire at the
end of the extended time period. The decision whether to grant
such an extension is within the sole discretion of the Agency,
and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart
on the next page. If the project will be completed
in multiple phases, please identify the anticipated
completion date for each phase.

Response

The Project Completion Forecast Chart has been
completed and appears on the following page.

2. If the response to the preceding question indicates
that the applicant does not anticipate completing
the project within the period of wvalidity as defined
in the preceding paragraph, please state below any
request for an extended schedule and document the
“good cause” for such an extension.

Response

** Not Applicable. **
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PROJECT COMPLETION FORECAST CHART

Enter the Agency projected Initial Decision Date, as published in Rule 68-11-1609(c): June 22, 2016

Assuming the CON approval becomes the final Agency action on that date; indicate the number of days

from the above agency decision date to each phase of the completion forecast.

Days Anticipated Date
PHASE Required (MONTH / YEAR)
1. Architectural and engineering contract signed. | 082016
2. Construction documents approved by the 210 0372017
Tennessee Dept. Of Health.
3. Construction contract signed. 1 ~03/2017
4. Building permit secured. 15 _04/2017
5. Site preparation completed. 60 06/2017
6. Building construction commenced. I 062017
7. Construction 40 % complete. 120 10/2017
8. Construction 80 % complete. 120 _02/2018
9. Construction 100 % complete (approved 60 042018
for occupancy.
10. *Issuance of license. 30 05/2018
11. *Initiation of service. S ~06/2018
12. Final Architectural Certification Of Payment. 1 06/2018
13. Final Project Report Form (HF0055). S _06/2018
*) For projects that do NOT involve construction or renovation, please complete items
10 and 11 only.
NOTE - If litigation occurs, the completion forecast will be adjusted at the time of the final

determination to reflect the actual issue date.
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AFFIDAVIT

STATE OF TENNESSEE

COUNTY OF HAMILTON

Joseph M. Winick , being first duly sworn, says

that he / she is the applicant named in this application or
his / her / it’s lawful agent, that this project will be
completed in accordance with the application, that the
applicant has read the directions to this application, the
Agency Rules, and T.C.A. § 68-11-1601, et seq, and that the
responses to this application or any other questions deemed

appropriate by the Tennessee Health Services & Development

Agency are true and complete.
\
LY
SIGNATURE

SWORN to and subscribed before me this | ( of

Mue ot . 20 16 , a Notary Public in and for the
Month Year

State of Tennessee, County of Hamilton.

\ NOTARY PUBLIC

My commission expires
miigsion expires Ck30b0f10,2n46 20

(Month / Day)
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LETTER OF INTENT
TENNESSEE HEALTH SERVICES & DEVELOPMENT AGENCY

The Publication of Intent is to be published in the Chattanooga Times Free Press, which is a newspaper
of general circulation in Hamilton County, Tennessee, on or before March 10, 2016, for one day.

This is to provide official notice to the Health Services & Development Agency and all interested
parties, in accordance with T.C.A. § 68-11-1601 ef. seq., and the Rules of the Health Services &
Development Agency, that Erlanger Behavioral Health, LI.C, with an ownership type of for profit, and
to be managed by itself, intends to file an application for a Certificate of Need (“CON™) to construct a
new psychiatric hospital with a total complement of eighty-eight (88) inpatient beds, to include
services for inpatients, outpatients and substance abuse. Further, we are requesting approval to transfer
twelve (12) licensed Geriatric — Psychiatric beds currently at Erlanger North Hospital to the new
Erlanger Behavioral Health campus. This will create a net addition of seventy-six (76) new inpatient
psychiatric beds. If approved, the number of hospital beds at Erlanger North Hospital will decrease
from fifty seven (57) beds to forty-five (45) beds upon completion of the project. No other health care
services will be initiated or discontinued.

The facility and equipment will be located at Erlanger Behavioral Health, at a site located at the
intersection of North Holtzclaw Avenue & Citico Avenue, Chattanooga, Hamilton County, Tennessee,
37404. The total project cost is estimated to be $ 25,112,600.00. :

The anticipated date of filing the application is March 15, 2016.

The contact person for this project is Joseph M. Winick, Sr. Vice President, Erlanger Health System,
975 East 3 Street, Chattanooga, Tennessee, 37403, and by phone at (423) 778-7274.

March 8, 2016 _Joseph. Winick@erlanger.org,
Date: E-Mail:

The Letter Of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business day. File this
form at the following address:

Health Services & Development Agency
Andrew Jackson Building, 9™ Floor
502 Deaderick Street
Nashville, Tennessee 37243

The published Letter Of Intent must contain the following statement pursuant to T.C.A. §68-11-1607(c)(1): (A) Any
health care institution wishing to oppose a Certificate of Need application must file a written notice with the Health
Services and Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and
Development Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to
oppose the application must file written objection with the Health Services and Development Agency at or prior to
the consideration of the application by the Agency.
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Health Services & Development Agency
and all Interesled parties, in accor-
dance with T.C,A. § 68-11-1601 et.
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beds upon completion of the project.
Mo other health care services will be
initiated or discontinued.

The lacilily and equipment will be lo-
caled al Erlanger Behavioral Health, at
a sila localed at the intersection of
North Hollzclaw Avenue & Citico Av-
enue, ‘Chattanocga, Hamilton County,
Tennessee, 37404, The total project
cost is estimated to be $ 25,112,600.00.

The anticipated date of filing the appli-
cation is March 15, 2016.

The cantacl person for this project is
Joseph M. Winick, Sr. Vice President,
Erlanger Health System, 975 East 3rd
Streal, Challanooga, Tennessee,
47403, and by phone at (423)
7787374,

Upan wrilten request by intarested par-
lies, a local Fact-Finding pubilic hearing
shall be conducted. Written requesis
for hearing should be sent to:

Heallh Services & Development Agency
Andrew Jackson Building, 9th Floor
502 Deaderick Street
Nashville, Tennessee 37243

Pursuant lo 7.C.A. § 68-1 1-150?{.:21(1):
(A) Any health care inslitution wishing
1o appose a Cerlilicale Of Meed appli-
cation musl lla a wiilten notice with the
Health Serviges and Davelopment
Apency no later than lilleen (16) days
balore the regularly schedulad Healih
Services and Develppmenl Agency
meeting at which the application is
arlginally scheduled; and ( %.Any ather

erson wishing lo oppose the applica-
ion musl e wiilten objection with the
Heallh Services and Developmant
Agency at or prior to the consideration
af the application by the Agency.
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ERLANGER STRATEGIC

STATE OF TENNESSEE
HAMILTON COUNTY

Before me personally appeared Jim Stevens who being duly sworn,
that he is the Legal Sales Representative of the "CHATTANOOGA
TIMES FREE PRESS" and that the Legal Ad of which the attached is

a true copy, has been published in the above said Newspaper and on
the website on the following dates, to-wit:

March 10, 2016

And that there is due or has been paid the "CHATTANOOGA
TIMES FREE PRESS" for publication of such notice the sum of

$223.71 Dollars. (Includes $10.00 Affidavit Ch 'g%
qu?

Sworn to and subscribed before me, this 10th day of
March, 2016.

S\OA G, linimda ity

My Commission Expires 10/17/2018

Chattanonga Times Free Jress



NOTIFICATION QF INTENT TO
APPLY FOR A
CERTIFICATE OF NEED

This is to provide ollicial notice to the
Healih Services & Developmeni Agency
and all inlerested parlies, in accor-
dance with T.C.A § 68-11-1601 el.
seq., and the Rulss of the Health Ser-
vices & Development Agency, \hat Er-
langer Behavioral Heallh, LLC, with an
awnarship lype of for profit, and to ba
managed by tsell, Intends to file an ap-
plication for a Ceriffoate of Need
(*CON’) 10 constiuet a new psyehialrlc
haspital with a lotal cumgln_menl uf
aighty-eight (88) inpatient beds, to in-
clude services tor Inpatients, outpa-
lients and substance ahuse. Further,
wi are requesting n|:(u£|mu:ll 1o transier
twelve (1’3 heensed Garatritc - Psychi-
atric bads currently at Erlangar Narth
Hospital 1o the new Erlanger Beluay-
joral Health campus. This will oreate a
net addition ol seventy-six CI?E) fEw in-
patient paychiatne bads. 1l approved,
the number of hospilal beds at Er-
langsr Morth Hospital will decreass lrom
filly seven (57) beds o lorty-live (45)
bads upon complation ol the prniecl.
Mo other health care services will be
initlated or discontinued.

The facility and equipment will be lo-
catad at Erlangar Behayioral Health, at
# site locatad at the Intersection of
North Holtzclaw Avenue & Citico Av-
enue, Chattanonga, Hamillon County,
Tennessae, 37404, The total project
cost is estimated to be $ 25,112,600.00.

The anlicipated date of filing \he appli-
calion is March 15, 2016.

The contact parson for this project is
Josaph M, Winlck, Sr. Vice Prasident,
Erlanger Health System, 975 East 3rd
Street, Chattanooga, Tennesses,
A7403, and by phone at (423)
778-7274.

Upon written request by interested par-
ties, a local Fact-Finding public hearing
shall be conducted. Wrilten requesis
for hearing should be sent to:

Heallh Services & Development Agency
Andrew Jackstin Building, 8th Floor
502 Deaderick Slreet
Nashville, Tennessee 37243

Pursuan| 10 T.C.A, § 68-11-16807(c){1):
(A) Any health care Institulion wishing
10 oppose a Cediflcate Of Nead appli-
cation must file a written notice with the
Health Services and Development
Agency no laler than lifteen (15) days
belore the regularly schaduled Health
Sarvices and Devalopment Agency
mesating at which the application is
originally scheduled, and (B) Any ather
person wishing to apposa the applica-
tian must file writtan objection with the
Heallh Services and Development
Ageney at ar prior to the consideration
ol ihe application by Ihe Agancy.
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Secretary Of State Acknowledgement

A-4
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SERd STATE OF TENNESSEE

VI Sl
AN Tre Hargett, Secretary of State

gisi Division of Business Services
s William R. Snodgrass Tower

312 Rosa L. Parks AVE, 6th FL
Nashville, TN 37243-1102

Erlanger Behavioral Health, LLC March 7, 2016
975 E3RD ST
CHATTANOOGA, TN 37403-2147

Filing Acknowledgment
Please review the filing information below and notify our office immediately of any discrepancies.

SOS Control # : 000838066 Formation Locale; TENNESSEE
Filing Type: Limited Liability Company - Domestic Date Formed: 03/07/2016

Filing Date: 03/07/2016 3:15 PM Fiscal Year Close: 6

Status: Active Annual Report Due; 10/01/2016
Duration Term: Perpetual Image # . B0210-0685
Managed By: Director Managed

Business County: HAMILTON COUNTY

- Document Fie(:eipt

Receipt #: 002510157 Filing Fee: $300.00
Payment-Check/MO - BAKER, DONELSON, BEARMAN, CALDWELL & BERKOWITZ, NASHVILI $300.00
Registered Agent Address: Principal Address:

NATIONAL REGISTERED AGENTS, INC. 975 E 3RD ST

STE 2021 CHATTANOOGA, TN 37403-2147

800 S GAY ST

KNOXVILLE, TN 37929-9710

Congratulations on the successful filing of your Articles of Organization for Erlanger Behavioral Health, LLC in the
State of Tennessee which is effective on the date shown above. You must also file this document in the office of the
Register of Deeds in the county where the entity has its principal office if such principat office is in Tennessee.

Please visit the Tennessee Department of Revenue website (apps.tn.gov/bizreg) to determine your online tax
registration requirements. If you need to obtain a Certificate of Existence for this entity, you can request, pay for, and
recieve it from our website.

You must file an Annual Report with this office on or before the Annual Report Due Date noted above and maintain a
Registered Office and Registered Agent. Failure to do so will subject the business to Administrative

Dissolution/Revocation.

Tre Hargett
Processed By: Carol Dickerson Secretary of State

Phone (615) 741-2286 * Fax (615) 741-7310 * Website: hitp://tnbear.tn.gov/



ARTICLES OF ORGANIZATION b
LIMITED LIABILITY COMPANY (210, Page 1 of2 =
Business Services Division

For Office Use Only LA
Tre Hargett, Secretary of State

State of Tennessee N,
312 Rosa L. Parks AVE, 6th Fl, A g AR i
Nashville, TN 37243-1102 % % i 1
(615) 741-2286 b % - 3,

Filing Fee: $50.00 per member [
(minimum fee = $300, maximum fee = $3,000) et

The Articles of Organization presented herein are adopted in accordance with the provisions of the Tennessee Revised
Limited Liability Company Act.

[0

1. The name of the Limited Liability Company is: _Erlanger Behavioral Health, LLC tn

(NOTE: Pursuant to the provisions of T.C.A, §48-249-108, each Limited Liability Company name must contain the words “Limited )
Liability Company" or the abbreviation "LLC" or "L.L.C.") 4

2. Name Consent: (Written Consent for Use of Indistinguishable Name) o
[C] This entlty name already exists in Tennesses and has received name consent from the exlsting entity. 0

3. This company has the additional designation of: N/A .

4. The name and complete address of ithe Limited Liability Company's initial registered agent and office located in the state of ;
Tennessee is: 7

MG

Name: National Registered Agents, Inc. i

Address: 800 S. Gay Street, Suite 2021 i
City: Knoxville State: TN Zip Code: 37929 County: Kuox o
b

5. Fiscal Year Close Month:i__June [

8. If the document is not to be effective upon filing by the Secretary of Stats, the delayed effective date and time is: (Not to exceed 90 days)

Effective Date; — Time: il
Month  Day Year ';:]

7. The Limited Liability Company will be:  [[] Member Managed [C1 Manager Managed Director Managed o

8. Number of Members at the date of filing: ! w

9. Period of Duration: Perpetual ] other i ]

Manth Day Year
ﬂéu
10. The complete address of the Limited Liability Company's principal executive office is: 1}3
Address: 975 East 3rd Street (o

City: Chattanooga State: IN Zip Code: 37419 County: Hamilton

Rev. 10/12 RDA 2458 i

TNO43N - 7/15/2014 Wallers Kluwer Online
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[l
ARTICLES OF ORGANIZATION i

I
0
LIMITED LIABILITY COMPANY (ss-s270) Page 2 of 2 m
For Qffice Use Only ?p
ittt Business Services Division -
T RV : Tre Hargett, Secretary of State £
i T NN State of Tennessee 3
: H 312 Rosa L. Parks AVE, 6th FL. 05
3 A Nashville, TN 37243-1102 ]
3 (615) 741-2286 \
e, bl
Filing Fee: $50.00 per member )
(minimum fee = $300, maximum fee = $3,000) :'F‘;
The name of the Limited Liability Company is: _Erlanger Behavioral Health, LLC s
U
11. The complete mailing address of the entity (If different from the principal office) is: it
Address: Same as above o
City: State: Zip Code: _ :[[E

b
12. Non-Profit LLC (required only if the Additional Designation of “Non-Profit LLC" is entered in section 3.) wh
[ | certlfy that this entity is a Non-Profit LLC whose sole member is a nonprofit corporation, foreign or domestic, incorporated i
under or subject to the provisions of the Tennessee Nonprofit Corporation Act and who is exempt from franchise and excise g
tax as not-for-profit as defined in T.C.A. §67-4-2004. The business is disregarded as an entity for federal income tax purposes. b

<,

13. Professional LLC (required only if the Additional Designation of "Professional LLC" is entered in section 3.) :g
[ | certify that this PLLC has ane or more qualified persons as members and no disqualified persons as members or holders. "
Licensed Profession: _?‘
14. Serles LLC (required only if the Additional Designation of "Series LLC" is entered in section 3) ]
l

1 certify that this entity meets the requirements of T.C.A. §48-240-309(a) & (b) i

b |

15, Obligated Member Entity (list of obligated members and signatures must be attached) i%t
[] This entity will be registered as an Obligated Member Entity (OME) Effective Date: / / i
Month  Day Year il

]! understand that by statute: THE EXECUTION AND FILING OF THIS DOCUMENT WILL CAUSE THE MEMBER(S) TO BE i
PERSONALLY LIABLE FOR THE DEBTS, OBLIGATIONS AND LIABILITIES OF THE LIMITED LIABILITY COMPANY TO W

THE SAME EXTENT AS A GENERAL PARTNER OF A GENERAL PARTNERSHIP. CONSULT AN ATTORNEY. i}

n.

16. This entity is prohibited from dolng business in Tennessee: :Ij
[ This entity, while being formed under Tennessee law, is prohibited from engaging in business in Tennessee. it

!

17. Other Provisions: The following are appointed as the initial directors of the Limited Liability Company: "
Gregg Gentry, Joseph Winick, FACHE, Robert Brooks, FACHE, Jeff Woodard, and Brilt Tabor, FACHE. Cl
/ 4y
Gt
March 4, 2016 @4%0 ﬂ M\_/ et
Signature Date Signatuné - ﬁ

il
Organizer Philip S. McSween v
Signer's Capacity (if other than individual capacity) Name (printed or typed) 3
o

fir

3!

4
Rev. 10/12 RDA 2458 ﬁ

TNO43N - 7/15/2014 Woliers Kluwer Online
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Letter Of Agreement - Real Estate Option A-6
Option To Purchase Real Estate A-6



&erlanger

February 17,2016

Mr. Jimmy Hudson, President

Hudson Companiés @ The Terrace at Frazier
Suite 201

345 Frazier Avenua
Chattanooga, TN

RE: Option Agreement
Erlanger Real Estate

Dear Mr. Hudsoh:

Attached is an edited and updated version of the option agreement to be utilized to secure the property

we have discussed. Please review and let me know if questions.

In connection with the attached option agreement, this letter of agreement (“LOA”) serves to
memorialize the following agreement and understandings between Erlanger Health System (“Erfanger”)
and Hickory Land Company, LLC (“Purchaser”) regarding that certain Option ta Purchase Real Estate
(“Option Agreement”) between Medical Development Partners, LLC (“Seller”} and Purchaser. Purchaser
acknowledges that the Option Agreement provides for the right of Purchaser to assign the Option
Agreement and the rights under such at any time with Seller’s consent.

Purchaser further agrees that it is entering into such Option Agreement on Erlanger’'s behalf and agrees,
upon notice from Erlanger, to execute an Assignment and Assumption Agreement whereby Purchaser
irrevocably assigns to Erlangerorto a subsidiary or affillate of Erlanger {including a joint venture) at
Erlanger’s discretion, all of purchaser’s rights, benefits, title, interests, ltabilities and cbligations as
purchaser under the Option Agreement and any other necessary ancillary documents related to the

Option Agreement or purchase of the subject res) estate.

purchaser further agrees to not exercise any of Purchaser's rights under the Option Agreement without
Erlanger’s consent. In the event the Option Agreement has not baen assigned prior to the expiration of
the initial 6 months, Purchaser agrees to only renew its option to purchase under the Option Agreefnent
upbn the consent of Etlanger. In the event of such, purchaser shall pay Seller the full sum of the Earnest
Money and Erlanger, or its subsidiary or affiliate, as appropriate, shall reimburse Purchaser such

amount.

975 East Third Street, Chattanooga, TN 37403 (423) 7787000 www.erlanger.org



uncernents regarding this relationship and transaction or

' ‘Purchaser agrees not to make any public anno
Juding this LOA, without the prior written cansent of

“""to disclose any information related thereto, inc
Erlanger.
Erlanger shall pay Purchaser the-commission specified in the Listing Agreement submitted by Purchaser

to Erlanger onh the terms set _fo_r_'th therein. Erlanger shall indemnify, defend and hold harmiess
purchaser for any claims, Josses'and expenses whatsoever, incurred by Purchaser, acting within the

scope of his agency relationship.

Sincerely, Agreed [Purchaser)
Hickory Land Company, LLC

%M L . et

C@@Winid@ FACHE * Jimm%n, President

Senior Vice Prasident,
Planning, Analytics & Business Development

Ce: Mike Baker



OPTION TO PURCHASE REAL ESTATE

THIS AGREEMENT, made and entered into this ?/% day of _/ M g

/&0 , by and between Medical Development Partners, LLC, a TN Corp. ("Seller") a

Hickory Land Company, LLC, TN Corp ("Purchaser").
WITNESSETH:

WHEREAS, Seller is the owner of certain real property, located in the City of
Chattanooga, County of Hamilton, State of Tennessee, being a tract of land containing 6 acres,
more or less, located at 804 N. Holtzclaw Ave, and more particularly described as Tax Parcel(s)
146C A 022 & 023 and hereafter referred to as "the Property"; and

WHEREAS, Purchaser desires to secure an option to purchase the Property from Seller,
and Seller desires to grant such option to Purchaser;

NOW, THEREFORE, in consideration of the foregoing, and the mutual covenants and
promises herein contained, and for other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the parties hereto hereby covenant and agree as
follows:

1. Option to Purchase.

(a)  In consideration of the sum of Ten Dollars ($10.00) paid to Seller by Purchaser,
the receipt and sufficiency of which is hereby acknowledged, Seller hereby grants to Purchaser
the exclusive right and option to purchase the Property, together with all improvements,
easements, and appurtenances thereto.

(b)  This option to purchase shall remain in effect for a pegiod of Nine Months (270
days) from the date of this agreement, and shall expire on the i day of M,

20 ZZ , at 12:00 o'clock noon, Eastern Time (the "Expiration Date"), after which time this
option to purchase shall be null and void and of no further legal force and effect unless Purchaser
has exercised its option pursuant to the provisions of paragraph 2 hereof or renewed its option
pursuant to the provisions of paragraph 1(c) hereof.

(© Purchaser may renew this option for an additional period of Three Months, (90
days) from the Expiration Date by paying to Seller additional consideration of Fifty Thousand
Dollars ($50,000) before the Expiration Date. The terms and conditions of this Agreement shall
apply to any such renewal.

2. Notice of Exercise and Payment of Earnest Money.

At any point during the initial nine month option period or renewal option. Purchaser
may give Seller written notice of its intention to exercise this option to purchase, which notice
shall be delivered in person or by registered or certified mail as hereinafter prescribed, within the
option period, together with payment of the sum of Fifty Thousand Dollars (§50,000) by
certified check or cashier's check (the "Earnest Money"). Upon such notice and payment of the
Eamnest Money, this agreement shall automatically become a contract of purchase and sale,
binding upon Seller and Purchaser as hereinafter set forth.

3. Purchase Price and Payment.

The total purchase price for the Property shall be Eight Hundred Twenty Five
Thousand Dollars ($825,000). All payments made by Purchaser as consideration for this option
or any renewal hereof and the Eamnest Money shall be credited toward the total purchase price.
The remainder of the total purchase price shall be paid by certified check or cashier's check on
the date of closing (as herein defined).

00001_00/9733/CLL-567291_v2



4, Closing and Conditions Precedent to Closing,.

(a) Upon receipt by Seller of Purchaser's notice of intent to exercise the option
granted hereunder, the closing of this transaction shall take place on or before the 60th day
following such receipt at such time and place as agreed to by Seller and Purchaser, unless Seller
and Purchaser agree to postpone the closing to a later date.

(b)  During the initial 9 month option period and the renewal option, if applicable.
Purchaser shall retain all rights to complete inspections, including but not limited to land
surveys, environmental studies, utilities and progress in pending zoning changes with written
notice to Seller, and at any point prior to exercising its option to purchase under Section 2.
Purchaser may terminate this agreement for reason of an unsatisfactory inspection or
determination that the property is not sufficient to meet Purchaser’s intended use. Upori such
termination all Earnest Money paid will be returned to Purchaser immediately.

(©) Seller is the sole owner of, and has good and markable leasehold title to, the
Property, and the Property is free and clear of all liens, encumbrances, claims, demands,
easements, covenants, restrictions and encroachments of any kind or nature. Provider however, if
the Property is subject to liens and security interests in favor of
("Creditor") and may not be transferred without the consent of Creditor. Upon receipt by Seller
of Purchaser's notice of intent to exercise this option, Seller will use its best efforts to obtain the
consent of Creditor to the sale of the Property and the release of the liens and security interests of
Creditor upon terms satisfactory to Seller. If Seller is unable to obtain such consents and/or
releases, this option shall terminate and be of no further force or effect and Seller shall return to
Purchaser all consideration paid for this option or any renewal thereof pursvant to paragraph 1
hereof and all Earnest Money paid by Purchaser to Seller.

(d)  Seller represents to the best of Seller’s knowledge, unless otherwise disclosed,
that the Property is not in a Special Flood Hazard Area or floodplain; there are no violations of
building, zoning or fire codes; there are no encroachments or violations of setback lines,
easements or property boundary lines; and there are no boundary line disputes. If at any time the
title examination, mortgage loan inspection, survey or other information discloses any such
defects, or if the Purchaser discovers that any representation in this agreement is fact untrue.
Purchaser may, by delivering written notice to seller, either (1) accept the Property with the
defects, OR (2) cancel this Agreement and all Earnest Money will be refinded to Buyer. OR (3)
Purchaser may extend the closing date up to 14 calendar days to perform additional due
diligence, retaining the right to exercise option (1) or (2) above.

(e) At the time of closing, Purchaser shall deliver to Seller a certified or cashier's
check in the amount of the Final Balance.

) At the time of closing, Seller shall deliver to Purchaser a general warranty deed in
proper form for recording, with the usual covenants and warranties, conveying good and
marketable title (such as will be insured by any responsible title insurance company) to the
Property in fee simple to Purchaser, its successors, assigns, or nominee, subject to all easements,
covenants, agreements, and restrictions of record or set forth on attached Exhibit B. In the event
title is not as herein set forth, Purchaser may either take such title as Seller can give without
abatement of price, or demand in writing the return of all monies paid by Purchaser, which return
Seller agrees to make, and in the latter event, there shall be no further obligation by either of the
parties hereto, and this Agreement shall become null and void.

(g)  All ad valorem real property taxes for the year in which the sale of the property
takes place shall be prorated to the date of closing. Likewise, should Purchaser desire to
continue in force any insurance of the Property issued to Seller, the premiums for all such
insurance shall be prorated to the date of closing.

(h)  Purchaser shall pay all costs associated with closing, including preparation of the
general warranty deed, closing fees, recording fees and transfer taxes in connection with the
delivery and recordation of the general warranty deed.

00001(_00/9733/CLL-567291_v2



S. . Title Insurance.

Owner's title insurance in connection with the purchase of the Property contemplated
herein shall be the responsibility of Seller. Seller agrees that it will cooperate with Purchaser in
its efforts to obtain owner's title insurance and will supply any documents and information in its
possession conceming title to the Property which are requested by Purchaser.

6. Purchaser's Right of Inspection.

During the option period, and during that period after exercise of the option but prior to
the date of closing, Purchaser, together with its agents and employees, shall have the right and is
hereby authorized to enter upon the Property and make such inspections of the land, surveys, and
soil tests on the Property as they shall deem necessary and appropriate, together with such other
investigations with respect to the current zoning of the Property and allowed uses of the Property
as they shall deem necessary and appropriate.

7. Condemnation of Property.

In the event that prior to the date of closing the Property is condemned, then Seller
hereby agrees to return to Purchaser (a) all consideration paid for this option or any renewal
hereof if such condemnation occurs before exercise of the option, or (b) all consideration paid for
this option together with the Earnest Money paid upon exercise, if such condemnation occurs
after exercise of this option but before the date of closing. Such refund payment shall be made
by Seller with or without demand by Purchaser.

8. Possession.

Seller shall continue in possession of the Property during the term of this option and
thereafter, if such option is exercised, until the date of closing, and Seller shall maintain the
Property in its present condition.

9, Commissions and Finder's Fees.

Each of the parties represents that the negotiations relative to this Agreement and the
transactions contemplated hereby have been carried on by Purchaser directly with Seller and in
such manner as not to give rise to any valid claims against any of the parties hereto fora
brokerage commission, findet's fee, or other like payment.

10. Default by Purchaser.

Should Purchaser, after exercise of this option, fail to carry out and perform in
accordance with all the terms and provisions of this Agreement, all consideration paid for this
option, including any consideration paid for renewal of this option, and the Earnest Money shall
be forfeited by Purchaser as liquidated damages.

11. Notice.

Any notice required to be given under this Agreement, or which either party desires to
give to the other, shall be in writing and shall be deemed given when deposited in the United
States mail (registered or certified mail with return receipt requested), postage prepaid, and
addressed as follows:

Seller: Medical Development Partners, LLC
201 W. East Main Street, Suite 100
Chattanooga TN 37408
(Jon@kphdevelopment.com)

00001_00/9733/CLL-567291_v2



Purchaser: Hickory Land Company
5959 Shallowford Road, Suite 433
Chattanooga TN 37421
jimmy@hudson-companies.com

12. Assignment.

Purchaser shall have the right to assign this Agreement at any time without prior consent
of Seller,

13. Binding Effect.

This Agreement shall be binding upon and inure to the benefit of the successors and
assigns of Seller and Purchaser.

14. Entire Agreement.

This Agreement constitutes the entire agreement between the parties. No representations,
warranties, or promises, other than as expressly set out herein, have been made by either party to
the other to induce the execution of this Agreement. No waiver or modification of this
Agreement shall be effective unless in writing and duly signed by the parties hereto.

IN WITNESS WHEREQF, the parties hereto have executed this Agreement as of the day

and year first above written.

SELLER:

ATTEST:

7

3__: K /L/" By: J%{ﬁgp MANAGER

PURCHASER:

I m
ATTEST: &k/

m&/‘ Jim Nulison, III, President

00001_00/9733/CLL-567291_v2



STATE OF 'um:.ssbf"

COUNTY OF Hawy [ton

= Before me, a Notary Public of the state and county aforesaid, personally appeared

o 0] and , with whom I am personally acquainted (or
proved to'me on the basis of satisfactory evidence), and who, upon oath, acknowledged

themselvestobe " esident and
l‘ij_(,z ovy Land , the within named bargainor, a corporation, and that they as

such Fastdlunt  and . executed the foregoing instrument for
purposes therein contained, by signing the name of the corporation by themselves as

Lesiduat and
WITNESS my hand and seal, at office in ch.H'q (4] 00
of  Mlavch ;

—T't/, this Bth day

o

:eys‘“ YN R‘q ""'
s { sNot'gry Public
o | E,:"gas:fe .My._ﬂnmmissiun Expires: / 2/
2%, PUBLC

STATE OF \€naeSS€€% fzs 00
J'{f’ c.
COUNTY OF \'kﬁ\.\\%ﬂ

Before me, a Notary Public of the state and county aforesaid, personally appeared

on M. M3 and , with whom [ am personally
acquainted (or proved to me on the basis of satisfactory evidence), and who, upon oath,
acknowledged lhemsﬁu e( h]f& i)@ [g ng ﬂnf ¢ and of
0 Ae he within named bargairtor, a corporation, and that they as such
Lhae r\,q_ {,r and , executed the foregoing
instrument ses therein contained, by signing the name of the corporation by them-
selves as na{yand
Mﬁ]fiS&my‘ hand and seal, at office in Cmﬂﬁm:m TN this&‘—k' day of
ey DA Heblamk
§ STATE Nufary Public
i OF My Commission Expires 01- lO-\q
s NOTARY
aq'o%# ."'Ouuuw
“"f,‘ rON .\"“
RO
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Square Footage & Cost Per Square Foot Chart B-II-A
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County

Hamilton

Bledsoe
Bradley
Grundy
Marion
McMinn
Meigs
Polk
Rhea
Sequatchie
Catoosa
Dade
Walker

Dekalb
Jackson
Chattooga
Fannin
Gilmer
Gordon
Murray
Whitfield
Cherokee
Coffee
Cumberland
Franklin
Loudon
Monroe
Roane
Van Buren
Warren

State
TN

TN
TN
TN
TN
TN
TN
TN
TN
TN
GA
GA
GA

AL
AL
GA
GA
GA
GA
GA
GA
NC
TN
TN
TN
TN
TN
TN
TN
TN

Service
Area

PSA

SSA
SSA
SSA
SSA
SSA
SSA
SSA
SSA
SSA
SSA
SSA
SSA

TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
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STENGEL-HILL ARCHITECTURE

Joseph M. Winick, FACHE

Senior Vice President

Planning, Analytics & Business Development
Erlanger Health System

975 Fast 3™ Street

Chattanooga, TN 37403

RE: Attestation of Construction Cost H
New Behavioral Health Hospital

Erlanger Behavioral Health, LLC {
Chattanooga, Tennessee .

14 March 2016
SHA.AHC1504
Joe,

Per recent conversations with you regarding a Certificate of Need Submission for a New Behavioral Health
Hospital for Erlanger Behavioral Health, LLC in Chattanooga, Tennessee, | have prepared the following
supporting documentation for your review.

[ have reviewed the construction cost estimate provided by Erlanger Behavioral Health, LLC in the CON
Submission for this Project. Based on my experience and knowledge of the current health care market, it is
my opinion that the projected construction cost of $18,720,000 appears to be reasonable for a project of this
type and size.

Additionally, please note that the Project will be designed in compliance with all applicable State and Federal
Regulations, including the following:

Guidelines for the Design and Construction of Health Care Facilities

Rules of the Tennessee Department of Health - Board for Licensing Health Care Facilities
International Building Code

National Electrical Code

National Fire Protection Association (NFPA) Codes

Americans with Disabilities Act (ADA)

2 22 2 22

If you have any questions or comments regarding this information, please do not hesitate to contact me at
your convenience.

Thank you.

\\\\“"”“'J’;
\..\\‘ QO?'D P.§ ?‘@ 7,

Bradford P. Stengel, AIA
o

Senior Principal v s
Stengel Hill Ar.chitecture lpcorporated f,’, ef;"-ﬂ“-ﬂﬂﬁlg.‘i".%@e
Tennessee Registered Architect No. #000102 523 z,’, Oj:"“;qﬁ$%\‘\\\

%y TER (W
copy: Andy Hanner AHC IO

613 WEST MAIN STREET LOUISVILLE, KENTUCKY 40202
tel: 502.893.1875 fax: 502.893.1876 www.stengelhill.com




Description Section / Item

Funding - Acadia CFO Letter C-II-2



March 11, 2016

Melanie Hill, Executive Director

Tennessee Health Services and Development Agency
Frost Building, Third Floor

161 Rosa Parks Boulevard

Nashvllle, Tennessee 37203

RE: Financing Commitment
Erlanger Behavioral Heaith, LLC
Hamilton County

Dear Mrs. Hili:

Erlanger Behavioral Health, LLC, a proposed joint venture of Erlanger Health System and
Acadia Healthcare, is applying for a Certificate of Need to establish a new psychiatric
and substance abuse hospital in Hamilton County.

This letter is to confirm that Acadia Healthcare will provide the approximately

$25,112,600 in funding required to construct the hospital and implement that project.
Acadia intends to finance these costs with cash on hand and borrowings from its existing

revolving credit facifity.
Please let me know if you have any questions.
Sincerely,

/e IOF

David Duckworth
CFO

6100 Tower Citcle, Suite 1000 ¢ Hranklin, TN 37067+ Office: 615.861.6000
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Historical Data Chart -- Summary Of Other Expenses

Description

Total -- All Other
Purchased Services

Utilities

Drugs

Insurance and Taxes

Purchased Services

620142
620252
620302
620322
620332
620352
620492
620502
620522
620523
620532
620542
620562
620572
620573
620574
620582
620602
620622
620682
620692
620792
620892
620902
620912
620922
620932
620933
620952
620953
620982
621182
621202
621272
621532
621972
622002

Utilities
640702

Restricted Fund Expense
Physician Fees
Consulting

Legal Fees

Audit Fees

Architect & Eng Fees
Time & Mat Contract
Dietary

Unscheduled Maint
CUC Delivery/Vehicle Expense
Advertising

Purchased Services
Purchased Maint
Freight Charges

CUC Penalties

CUC Late Fees
Collection Fees

Lab QOutside Fees
Computer Services
Micro Maint

Equipment Rental
Contracted Services
Membership & Dues
Special Classes

Licenses & Fees
Development Costs
Professional Education
CUC Meals & Entertainment
Local Travel

CUC Field Trip Expense
Business Courtesy
Asbestos Expense
Recruiting

Resident Education
Public Relations

Patient parking
Med/Prof Housing Expense

Billed Utilities

FY 2013

156,440,656
111,584,374
9,736,115
32,921,513
2,198,654

111,584,374
76,633
20,510,257
8,018,102
2,393,527
194,406
182,585
3,023,421
621,402
4,687,799
32,607
2,555,479
29,055,253
3,220,291
314,512
1,425
4,971
738,913
3,205,690
4,970,519
74,128
3,033,690
18,663,071
1,167,871
27,957
1,281,524
176,338
1,045,961
11,491
323,282
12,657
44,274
128,761
670,202
295,055
487,507
217,813
115,000

9,736,115
-461,256

FY 2014

166,565,645
114,459,641
10,012,328
39,370,552
2,723,124

114,459,641
117,503
20,661,564
1,421,495
3,057,657
189,312
360,654
4,101,893
685,028
5,182,758
17,732
2,490,627
31,846,157
4,115,060
293,794

7,378
904,813
3,257,673
5,156,385
60,533
3,605,722
20,802,740
948,989
45,251
1,379,705
406,179
1,161,763
1,291
287,345
23,799
13,444
63,639
824,569
295,284
271,427
213,034
187,444

10,012,328
-576,458

FY 2015

190,945,905
137,413,193
9,572,575
43,565,706
394,431

137,413,193
208,885
20,931,912
1,089,231
8,823,824
182,998
613,919
4,899,444
616,065
4,092,044
13,351
3,074,645
36,829,150
3,668,545
376,663
534

4,819
1,258,006
3,895,713
5,329,474
53,293
4,984,163
29,254,214
1,218,596
5,251
1,572,753
503,177
1,549,923
2,049
330,427
28,131
15,270
67,203
1,025,697
10,154
516,360
367,196
114

9,572,575
-708,356



640712
640722
640732
640742
640752
640882

Drugs
630403

Historical Data Chart -- Summary Of Other Expenses

Electricity

Gas

Water

Qil

Storm Water Fees
Telephone

Drugs

Insurance and Taxes

670847
670857
680878
680880

Self Insurance Expense
Insurance

CUC Taxes - Sales
Gross Receipts Tax

5,927,593
1,559,592
1,136,971
6,450
39,551
1,527,215

32,921,513
32,921,513

2,198,654
952,825
1,207,188
629
38,012

6,124,308
1,848,971
1,195,584
19,507
43,267
1,357,149

39,370,552
39,370,552

2,723,124
704,755
1,971,569
178
46,622

6,237,145
1,561,890
1,122,990
27,417
34,913
1,256,576

43,565,706
43,565,706

3,194,431
777,476
2,376,846
340
39,769



Projected Data Chart - Summary Of Other Expenses

Year1 Year2
Contract Labor 131,963 262,208
Provision for income taxes (807,946) 76,293
Purchased Services 323,925 586,215
Professional Fees 489,495 857,781
Utilities 240,000 247,200
Repairs & Maintenance 60,000 61,800
Insurance 144,000 148,320
Enterprise Growth 96,000 98,880
Total Outside Provider Expense 0 0
Other Operating Expenses 443,925 709,815

Total 1,121,362 3,048,512
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Consolidated Interim
Financial Statements

Quarter Ending
December 31, 2015

This financial report is confidential and proprietary
information. This document is not a public record until
finalized and released by the chief financial officer.

The embargo date for the information contained herein is
January:. 25,2016 at 5P.M. EST. ©No part of the information
contained herein may be released or discussed publicly until
this date.



ERLANGER HEALTH SYSTEM

Unaudited Consolidated Balance Sheets as of: December 31, 2015

[ ASSETS

UNRESTRICTED FUND

CURRENT:
Cash and temporary Investments
Funds held by trustee - current portion

Patient accounts receivable
Less allowances for patient A/R

Net patient accounts receivable

Other receivables.

Due from third party payors
Inventories

Prepaid expenses

Total current assets

PROPERTY, PLANT, AND EQUIPMENT
Net property, plant and equipment

LONG-TERM INVESTMENTS

OTHER ASSETS:
Assets whose use is limited
Deferred debt issue cost
Other assets
Total other assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred pension adjustments
Deferred amounts from debt refunding

TOTAL

| LIABILITIES

UNRESTRICTED FUND

CURRENT:
Current maturities of long term debt
Accounts payable/unearned income
Accrued salaries & related liabilities
Due to third party payors
Construction fund payable
Accrued Interest payable

Total current liabilities

POST RETIREMENT BENEFITS
(GASB 67/68 & FAS 112)
RESERVE FOR OTHER LIABILITIES
DEFERRED INFLOWS OF RESOURCES
Deferred pension adjustments
Deferred gain from sale-leaseback
LONG - TERM DEBT
FUND BALANCE:

Unrestricted

Invested in capital assets, net of related debt

Restricted

TOTAL

$

$

| 2016 | 2015 |
58,648,719 § 48,577,896
- 52,298
438,100,622 354,232,363

(327,996,012) (276,421,074)
110,104,610 77,811,289
38,401,236 38,167,740
8,665,590 23,125,718
14,387,948 12,938,442
8,440,124 7,040,384
238,648,227 207,713,768
157,916,925 141,112,886
249,473 602,850
174,512,430 202,886,315
805,890 1,980,398
1,612,580 1,632,856
176,930,900 206,499,568

3,959,346 -

594,406 680,344
578,299,277 § 556,609,415

| 2016 | 2015 |
4,984,135 § 4,566,185
48,171,346 42,896,883
20,046,228 17,334,117
- 1,332,482
743,413 15,111
2,289,743 808,308
76,234,865 66,953,086
54,558,572 28,652,013
17,901,982 20,068,640

318,312 .

3,470,969 3,935,725
207,114,126 228,436,439
204,174,167 201,994,358
9,146,716 1,491,948
5,379,567 5,077,206
218,700,451 208,563,512
578,299,277 § 556,609,415
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PERSHING YOAKLEY & ASSOCIATES, P.C.

Bt One Cherokee Mills, 2220 Sutherland Avenve

=, Knoxville, TN 37919

Y p: (865) 6730844 | F: (865) 6730173

fe Www.pyapc.com

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees of
Chattanooga-Hamilton County Hospital Authority
(d/b/a Erlanger Health System):

Report on the Combined Financial Statements

We have audited the accompanying combined financial statements of the business-type activities
of Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health System (the Primary
Health System) and its discretely presented component units, as of and for the year ended June
30, 2015, and the related notes to the combined financial statements, which collectively comprise
the Primary Health System’s basic combined financial statements as listed in the table of

contents.
Management’s Responsibility for the Combined Financial Statements

Management is responsible for the preparation and fair presentation of these combined financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of combined financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these combined financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the combined financial statements are free from material

misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the combined financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
combined financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the combined financial statements in order to design audit procedures that are appropriate in the
circumstanices, but not for the purpose of expressing an opinion on the effectiveness of the
Primary Health System’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness

- 1
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of significant accounting estimates made by management, as well as evaluating the overall
presentation of the combined financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the combined financial statements referred to above present fairly, in all material
respects, the respective financial position of the business-type activities and the discretely
presented component units of the Primary Health System as of June 30, 2015, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasis of Maiter

As discussed in Note A to the combined financial statements, during the year ended June 30,
2015, the Primary Health System adopted a newly issued accounting standard that requires
retroactive adjustments to amounts previously reported with a cumulative effect adjustment to
net position as of June 30, 2014. Our opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information: Accounting principles generally accepted in the United
States of America require that the Management’s Discussion and Analysis (shown on pages 3
through 10), the Schedule of Changes in Net Pension Liability and Related Ratios (shown on
page 48) and the Schedule of Actuarial Contributions (shown on page 49) be presented to
supplement the basic combined financial statements. Such information, although not a part of the
basic combined financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic
combined financial statements in an appropriate operational, economie, or historical context. We
have applied certain limited procedures to the required supplementary information in accordance
with auditing standards genecrally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic combined
financial statements, and other knowledge we obtained during our audit of the basic combined
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Knoxville, Tennessee
September 17, 2015
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis

Year Ended June 30, 2015
MANAGEMENT’S DISCUSSION AND ANALYSIS

The discussion and analysis of Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger
Health System’s financial performance provides an overview of financial activities for the fiscal
year ended June 30, 2015.

Erlanger Health System (the Primary Health System) is the largest healthcare provider in
Southeast Tennessee. The Primary Health System maintains a number of very specialized
clinical services such as Level 1 trauma, Level Il neonatal, kidney transplantation, a Regional
Cancer Unit, a full service children’s hospital, and open heart surgery, all of which are primarily
serviced by four “Life Force” helicopters and supported by subspecialty physicians (residents,
faculty and private attending physicians) located on its campuses. '

OVERVIEW OF THE COMBINED FINANCIAL STATEMENTS

The combined financial statements consist of two parts: Management’s Discussion and Analysis
and the combined financial statements. The combined financial statements also include notes
that explain in more detail some of the information in the combined financial statements,

The combined financial statements of the Primary Health System offer short-term and long-term
financial information about its activities. The combined statements of net position include all of
the Primary Health System’s assets and liabilities and provide information about the nature and
amounts of investments in resources (assets) and the obligations to the Primary Health System’s
creditors (liabilities). The assets and liabilities are presented in a classified format, which
distinguishes between current and long-term assets and liabilities. It also provides the basis for
computing rate of return, evaluating the capital structure of the Primary Health System and
assessing the liquidity and financial flexibility of the Primary Health System.

All of the fiscal year’s revenues and expenses are accounted for in the combined statements of
revenue, expenses, and changes in net position. These statements measure the success of the
Primary Health System’s operations and can be used to determine whether the Primary Health
System has successfully recovered all of its costs through the services provided, as well as its
profitability and credit worthiness.

The final required financial statement is the combined statement of cash flows. The primary
purpose of this statement is to provide information about the Primary Health System’s cash
receipts, cash payments and net changes in cash resulting from operating, investing, non-capital
financing and financing activities. The statement also provides answers to such questions as
where did cash come from, what was cash used for, and what was the change in the cash balance

during the reporting period?




CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015

The analysis of the combined financial statements of the Primary Health System begins on the
next page. One of the most important questions asked about the Primary Health System’s
finances is “Is the financial condition of the Primary Health System as a whole better or worse as
a result of the fiscal year's activities?” The combined statements of net position and the
combined statements of revenue, expenses and changes in net position report information about
the Primaty Health System’s activities in a way that will help answer this question, These two
statements report the net position of the Primary Health System and changes in the net position.
One can think of the Primary Health System’s net position — the difference between assets and
liabilities — as one way to measure financial health or financial position. Over time, increases or
decreases in the Primary Health System’s net position is one indicator of whether its financial
health is improving or. deteriorating. However, one will need to consider other non-financial
factors such as changes in economic conditions, regulations and new or changed government

legislation.

REPORTING ENTITY

The Chattancoga-Hamilton County Hospital Authority d/b/a Brlanger Health System (the
Primary Health System) was created by a private act passed by the General Assembly of the
State of Tennessee on March 11, 1976, and adopted by a majority of the qualified voters of
Hamilton County, Tennessee on August 5, 1976. The Primary Health System is considered the
primary governmental unit for financial reporting purposes. As required by generally accepted
accounting principles, these financial statements present the Primary Health System and its
component units. The component units discussed below are included in the Primary Health
System’s reporting entity because of the significance of their operational, financial or other
relationships with the Primary Health System.

ContinuCare HealthServices, Inc., Cyberknife of Chattanooga, LLC (Cyberknife), UT-Exlanger
Medical Group, Inc. (the Medical Group) and Erlanger Health Plan Trust are legally separate
organizations for which the Primary Health System is either financially accountable or owns a
majority interest. Accordingly, these organizations represent component units of the Primary
Health System. The financial statements of Erlanger Health Plan Trust are blended with the
financial statements of the Primary Health System, as the Board of Erlanger Health Plan Trust is
substantially the same as that of the Primary Health System and the Primary Health System has
operational responsibility.

During fiscal year 2011, Cyberknife was capitalized by contributions from the Primary Health
System and certain other minority partners. Cyberknife provides radiation therapy services,
specifically robotic stereotactic radiosurgical services through the use of a Cyberknife
stereotactic radiosurgery system on the Primary Health System’s campus. At June 30, 2015, and
2014, the Primary Health System owned 51% of Cyberknife’s outstanding membership units.
The Medical Group was formed on June 30, 2011 and will provide professional healthcare and
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015

related services to the public through its employed and contracted licensed physicians and other
supporting healthcare providers. The Medical Group has no members; however, the Primary
Health System may access the Medical Group’s services. The Medical Group is currently not

active.

KEY FINANCIAL INDICATORS

The following key financial indicators are for Erlanger Health System as a whole. They are
inclusive of the Primary Health System, ContinuCare HealthServices, Inc., and the 51%
controlling share of Cyberknife of Chattanooga, LLC.

Excess revenues over expenses for Erlanger Health System for fiscal year 2015 is $37
million compared to excess of revenue over expenses of $11 million for fiscal year 2014.

Excess revenues over expenses from operations for Erlanger Health System for fiscal
year 2015 is $48 million compared to excess of revenue over expenses of $18 million for
fiscal year 2014.

Total cash and investment reserves at June 30, 2015 are $102 million (excluding $103
million in capital investment funds and $84 million of funds held by Trustees or restricted

by donors or others).

Net days in accounts receivable for Erlanger Health System (utilizing a three month
rolling average of net revenue) is 47 days at June 30, 2015 compared to 50 days at June
30,2014.

For fiscal year 2015, Erlanger Health System recognized $18.8 million in public hospital
supplemental payments from the State of Tennessee compared to $19.6 million in fiscal
year 2014. .

For fiscal year 2015, Erlanger Health System recognized $17.4 million in essential access
payments from the State of Tennessee compare to $12.8 million in fiscal year 2014
compared to $12.8 million in fiscal year 2014.

For both fiscal year 2015 and 2014, Erlanger Health System did not recognize
disproportionate share payments from the State of Tennessee.

For fiscal year 2015, Erlanger Health System recognized $1.1 million in trauma fund
payments from the State of Tennessee compared to $0.9 million in fiscal year 2014.




CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015

The required bond covenant ratios for fiscal year 2015 compared to bond requirements are as
follows: :

Bond Insurer
Master Requirements
June 30, Trust 14 04
2015 Indenture Series Series
Debt service coverage ratio 541 1.10 1.35 1.35
Current ratio 2.67 N/A 1.50 1.50
Days cash on hand 104 N/A 65 days 65 days
Indebtedness ratio 52% N/A 65% 65%

The trust indentures and related documents underlying the bonds contain certain covenants and
restrictions. For fiscal year 2015, Erlanger Health System met all required debt covenants.

NET POSITION

Erlanger Health System'’s net position for the combined Primary Health System and Aggregate
Discretely Presented Component Units increased by approximately $37.6 million in fiscal year
2015. Our analysis focuses on the net position (Table 1) and changes in net position (Table 2) of
the Primary Health System’s operating activities. Discussion focuses on the Primary Health
System and its blended component units.

Net position for the Primary Health System increased from $195 million as of June 30, 2014 to
$211 million as of June 30, 2015. The current ratio (current assets divided by current liabilities)
increased from 2.52 in 2014 to 2.67 in 2015 for the Primary Health System.

Table 1~ Net Position (in Millions)

June 30, 2015 June 30, 2014
Discretely Discretely
Primary FPresented  Primary Presented
Health Component  Health Component

System Units System Unils
Current and other assets 5 442 % 13 3 332§ 12
Capital assets 142 8 149 9
Total assets 585 21 480 21
Deferred ouflows of resources 6 - 1 -
$ 590 $ 21 § 481 § 21




CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015
June 30, 2015 June 30, 2014
Discretely Discretely
Primary Presented  Primary Presented
ITeaith Component  Health Component
System Units System Units
Long-term debt outstanding $ 213 § - 8 159 % 4
Other liabilities 163 6 123 3
Total liabilities 376 6 282 7
Deferred inflows of resources 4 - 4 -
$ 380 $ 6 § 286 $ 7
Net position
Net investment in capital assets $ 2 8 5% 1§ 5
Restricted, expendable 3 - 2 -
Unrestricted 206 10 191 9
Total net position ~ § 210§ 15 § 194 § 14

Days in cash increased from 88 days as of June 30, 2014 to 104 days as of June 30, 2015 for the
Primary Health System resulting from increased opetating margins.

Days in net accounts receivable for the Primary Health System were 51 days as of June 30, 2015
and 2014.

Capital assets for the Primary Health System were $142 million as of June 30, 2015. Additions
for fiscal year 2015 totaled $18 million while $16 million of assets were retired or sold.
Depreciation expense was $25 million for the Primary Health System. Retirement of assets
reduced accumulated depreciation by $11 million in fiscal year 2015. Construction in progress
was $11 million as of June 30, 2015. Tnclnded in construction in progress is the Erlanger East
expansion totaling $5.7 million.

Long-term debt outstanding amounted to $213 million as of June 30, 2015 compared to $159
million as of June 30, 2014. The increase in long-term debt reflects $71 million of new money
included in the Series 2014 Bonds.

Other liabilities for the Primary Health System were $163 million as of June 30, 2015 compared
to $123 million as of June 30, 2014, due in part to the recognition of the pension liability
required by a new accounting standard.




CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exrlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015
CHANGES IN NET POSITION

The focus for Erlanger Health System’s management team during fiscal year 2015 was to
increase the Primary Health System’s volumes in a number of key product lines in a flat market,
improve relationships with stakeholders, and improve operating efficiencies.

Table 2- Changes in Net Position (in Millions)

June 30, 2015 June 30, 2014
Discretely Discretely
Primary Presented  Primary Presented
Health Component  Health Component

System Units System Units
Net patient revenue $ 670 $ 1 $ 571 $ 11
Other revenue 16 18 21 17
Total revenue 686 29 592 28
Expenses:

Salaries 333 14 305 14
Supplies and other expenses 140 10 126 10
Purchased services 141 3 117 3
Depreciation and amortization 25 1 26 1
Total expenses 638 28 574 28

Operating income revenues in
excess of (less than) expenses 47 1 18 1
Nonoperating gains 2 - 2 -
Interest expense and other 12) - ©®) -
Operating/capital confributions 0 - 1 -
Change in net position  $ 38 § 13 12 $ 1

Net patient service revenue for the Primary Health System increased from $571 million in fiscal
year 2014 to $670 million in fiscal year 2015. Admissions for fiscal year 2015 wete 33,340
compared to 30,394 for fiscal year 2014, a 9.7% increase. Observation days decreased from
8,398 for fiscal year 2014 to 7,836 for fiscal year 2015, or by 6.7%. Air ambulance flights
increased from 1,870 flights for fiscal 2014 to 1,994 flights for fiscal year 2015, or by 6.6%.
Medicare case mix index was 1.88 for fiscal years 2014 and 2015. Total surgical inpatients
increased from 9,198 for fiscal year 2014 to 9,856 for fiscal 2015, or by 7.2%. Total surgical
outpatients for fiscal year 2015 increased by 4.0% over the prior year. Total emergency room
visits were 150,851 for fiscal year 2015, a 14.3 % increase over fiscal year 2014.




CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015

Salaries for the Primary Health System increased from $305 million in fiscal year 2014 to $333
million in fiscal year 2015. Staffing was in concert with the increased volumes. Paid FTE’s per
adjusted occupied bed decreased from 5.1 in fiscal year 2014 to 4.8 in fiscal year 2015, however,
salary cost for fiscal year 2015 per hour increased by 8.6% over the prior year. A 2% raise for
full time employees (excluding bedside nurses) was implemented in January 2015 and a2 2.7%
market adjustment for bedside nurses was implemented in July 2014. The post-retirement
benefits were discontinued in January 2015,

Supplies and other expenses increased from $126 million for fiscal year 2014 to $140 million in
fiscal year 2015. Supplies and drug costs trended with the volume increases. Supplies and drugs
per adjusted admission for the Primary Health System increased from $1,555 in fiscal year 2014
to $1,573 in fiscal year 2015.

Purchased Services increased from $117 million in fiscal year 2014 to $141 million in fiscal year
2015 due in part to an increase in contracted hospitalist fees resulting from increased volumes.

Depreciation and amortization expense decreased from $26 million in fiscal year 2014 to $25
million in fiscal year 2015 based on the capital spending plan.

Interest expense, including gain (or loss) on mark-to-market of interest rate swaps in 2014,

increased from $9 million in fiscal year 2014 to $12 million in fiscal year 2015. The Series 2014

Bonds issued in December 2014 resulted in $71 million in additional debt. The interest rate
“ swaps agreements were terminated in fiscal year 2015.

OUTLOOK

The State of Tennessee continues to review the TennCare program (the State’s Medicaid
program). For fiscal years 2012 and 2013, the State passed a Hospital Coverage Fee to offset
shortfalls in the State’s budget for TennCare. The fee remained intact and TennCare rates were -
stable in fiscal year 2014 and 2015. There could be possible TennCare rate changes in fiscal
year 2016 as a result of rate variation initiatives. Out-of-state Medicaid and TennCare changes
would affect the Primary Health System’s bottom line with TennCare and Medicaid patients
representing approximately 23% of the payer mix. Self-pay patients represent approximately 8%
of the charge utilization. Healthcare reform and future changes in Medicare regulations could
also have an adverse effect on the Primary Health System’s future operations since Medicare
represents approximately 33% of the payer mix.

During fiscal year 2014, the Primary Health was added as a participant to the Public Hospital
‘Supplemental Payment Pool for public hospitals in Tennessee through a collaborative effort with
local Mayors, State Senators and Representatives, Hamilton County Medical Society, Board
members, physicians and hospital leadership. The inclusion of the Primary Health System in the
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Year Ended June 30, 2015

pool netted $19.6 million of additional federal funding for fiscal year 2014 and $18.8 million for
fiscal year 2015. - The Primary Health System will receive this funding annually as long as the
current TennCare waiver is intact.

The Primary Health System recognized Essential Access payments totaling $17.4 million from
the State of Tennessee for fiscal year 2015, an increase of $4.6 million from fiscal year 2014.
Disproportionate share payments were not approved by Federal government for fiscal year 2014
and funds received during 2015 have not been recognized until eligibility is ‘determined.
Additionally, the Primary Health System recognized trauma funding of $1.1 million in fiscal
year 2015 compared to $0.9 million in fiscal year. Payments from the State of Tennessee for the
fiscal year 2016 are expected to be consistent with the fiscal year 2015. Due to the 1966
Hamilton County Sales Tax Agreement expiring in May 2011, the Hamilton County
appropriations to the Primary Health System have been reduced from $3 million to $1.5 million.

The focus of Erlanger Health System’s CEO and leadership team for fiscal year 2015 has been
top-line, sustainable growth, cost containment and strengthened physician relations. The
strategic plans put in place this fiscal year have yielded strong positive results and enabled
investment in Erlanger and the community. The health system has infused $71 million from bond
sales into major growth initiatives.

10
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY

(d/b/a Erlanger Health System)

Combined Statements of Net Position

June 30, 2015
Primary Discretely
Heualth Presented
System Component Units
ASSETS
CURRENT ASSETS:
Cash and cesh equivalents 92,642,502 $ 1,072,363
Temporary investments 3,258,275 5,637,906
Patient accounts receivable, net 93,787,459 2,040,568
Estimated amounts due from third patty payers 5,399,871 -
Due from other governments 130,037 409,825
Inventories 12,991,042 1,299,621
Receivable from Hutcheson Medical Center 20,000,000 -
Other current assets 11,832,273 1,563,932
TOTAL CURRENT ASSETS 240,041,459 12,024,215
NET PROPERTY, PLANT AND EQUIPMENT 142,126,358 8,459,744
LONG-TERM INVESTMENTS, for working capital 324,862 -
ASSETS LIMITED AS TO USE 186,519,439 -
OTHER ASSETS:
Prepaid bond insurance 890,721 -
Equity in discretely presented component units 14,478,062 -
Other assets 189,079 557,145
TOTAL OTHER ASSETS 15,557,862 557,145
TOTAL ASSETS 584,569,980 21,041,104
DEFERRED OUTFLOWS OF RESOURCES
Deferred pension adjustments 3,959,346 -
Deferred amounts from debt refunding 1,724,071 -
TOTAL DEFERRED OUTFLOWS OF RESOURCES 5,683,417 -
COMBINED ASSETS AND DEFERRED
OUTFLOWS OF RESOURCES 590,253,397 § 21,041,104
11

See notes to combined financial statements.



CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY

(d/b/a Erlanger Health System)

Combined Statements of Net Position - Continued

June 30, 2015
Primary Discretely
Health Presented
System Component Uniis
LIABILITIES
CURRENT LIABILITIES:
Accounts payable and accrued expenses $ 52,923,265 § 1,361,173
Accrued salaries and related liabilities 25,723,976 1,099,831
Due to other governments 409,825 130,037
Current portion of long-term debt and capital lease obligations 4,782,194 3,036,295
Other current liabilities 7,456,250 178,113
TOTAL CURRENT LIABILITIES 91,295,510 5,805,449
LONG-TERM DEBT AND CAPITAL
LEASE OBLIGATIONS 213,102,723 110,221
NET PENSION LIABILITY 51,857,463 -
OTHER LONG-TERM LIABILITIES 19,496,243 -
TOTAL LIABILITIES 375,751,939 5,915,670
DEFERRED INFLOWS OF RESOURCES
Deferred pension adjustments 318,312 -
Deferred gain from sale-leaseback 3,470,969 -
TOTAL DEFERRED INFL.OWS OF RESOURCES 3,789,281 =
NET POSITION:
Unrestricted 205,862,075 9,755,724
Net investent in capital assets 1,838,341 5,369,710
Restricted expendable:
Health plan trust 1,623,416 -
Donor restricted 1,388,345 =
TOTAL NET POSITION 210,712,177 15,125,434
COMBINED LIABILITES, DEFERRED
OUTFLOWS OF RESOURCES ANDNETPOSITION § 590,253,397 § 21,041,104
See notes to combined financial statements. 12



CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY

(d/b/a Erlanger Health System)

Combined Statements of Changes in Net Position

Year Ended June 30, 2015

Primary Discretely
Health Presented
System Component Units

OPERATING REVENUE:
Charges for services:

Net patient service revenue
Other revenue

> TOTAL OPERATING REVENUE

OPERATING EXPENSES:
Salaries, wages and benefits
Supplies and other expenses
Purchased services
Insyrance and taxes
Depreciation
TOTAL OPERATING EXPENSES
OPERATING INCOME

NONOPERATING REVENUE (EXPENSES):

Gain on disposal of assets

Interest and investment income, net of fees

Net gain from discretely presented component units
Interest expense

Provision for income taxes

Change in mark-to-market of interest rate swaps

NET NONOPERATING REVENUE (EXPENSES)

INCOME BEFORE CONTRIBUTIONS
Operating distribtuions
Capital contributions
CHANGE IN NET POSITION
NET POSITION AT BEGINNING OF YEAR,
as previously reported
CUMULATIVE EFFECT OF CHANGE
IN ACCOUNTING PRINCIPLE

NET POSITION AT BEGINNING OF YEAR
NET POSITION AT END OF YEAR

$ 669,863,550 11,263,001
15,712,983 18,208,040
685,576,533 29,471,041
332,652,156 14,063,605
136,259,730 10,499,399
140,782,277 2,516,607
3,479,089 352,441
25,125,088 1,148,854
638,298,340 28,580,906
47,278,193 890,135
311,556 185,913
534,193 (26,043)
353,793 .
(11,828,171) (154,532)
- (407,086)
693,533 .
(9,935,096) (401,748)
37,343,097 488,387
(25,142) =
301,429 ;
37,619,384 488,387
194,553,424 14,637,047
(21,460,631) .
173,092,793 14,637,047

$ 210,712,177 § 29,762,481

See notes to combined financial statements.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Combined Statement of Cash Flows

Year Ended
Primary Health System June 30 2015
CASHFLOWS FROM OPERATING ACTIVITIES:
Receipts from third-party payers and patients $ 663,337,934
Payments to vendors and othess for supplies, purchased
services, and other expenses (268,727,175)
Payments to and on behalf of employees (321,733,330)
Other receipts 16,154,086
NET CASH PROVIDED BY OPERATING ACTIVITIES 89,031,515
CASHFLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Contributions (25,142)
CASHFLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES:
Acquisition and construction of capital assets, net (23,837,648)
Proceeds from sale of assets 4,978,206
Principal paid on bonds, capital lease obligations and other (15,492,190)
Proceeds from issuance of long-term debt 171,465,880
Payments to defeage bonds (109,805,916)
Interest payments on long-term debt (9,507,644)
Swap termination payment (3,289,113)
Capital contributions 301,429
NET CASH PROVIDED BY CAPITAL AND
RELATED FINANCING ACTIVITIES 14,813,004
CASHFLOWS FROM INVESTING ACTIVITIES:
Interest, dividends, and net realized gains (losses) on investments 534,193
Change in tempotary and long-term investments
for working capital (1,872,133)
Payments received on note receivable 550,000
Net cash transferred to assets limited as to use (54,590,999)
NET CASH USED IN INVESTING ACTIVITIES ~ (55,378,939)
INCREASE IN CASH AND CASH EQUIVALENTS 48,440,438
CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 44,202,064
CASH AND CASH EQUIVALENTS

AT END OF YEAR 3 92,642,502

See notes to combined financial statements. 14



CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Combined Statement of Cash Flows - Continued

Primary Health System

Year Ended
June 30 2015

RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Operating income
Adjustments to reconcile operating income to net

cash provided by operating activities:

Depreciation

Changes in assets and liabilitics:
Patient accounts receivable, net
Estimated amounts due from third party payers, net
Inventories and other assets
Accounts payable and accrued expenses
Accrued salaries and related liabilities
Other current and long-term liabilities

NET CASH PROVIDED BY OPERATING ACTIVITIES

$ 47,278,193

25,125,088

(14,358,498)
6,009,092
1,126,630

10,975,005
10,918,826
1,957,179

$ 89,031,515

See notes to combined financial statements.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System) ‘

Noftes to Combined Financial Statemenis

Year Ended June 30, 2015
NOTE A--SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: The Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health
System (the Primary Health System) was created by a private act passed by the General
Assembly of the State of Tennessee on March 11, 1976, and adopted by a majority of the
qualified voters of Hamilton County, Tennessee on August 5, 1976. The Chattanooga-Hamilton
County Hospital Authority consists of the Primary Health System and its aggregate discretely
presented component units as disclosed below.

The Primary Health System provides comprehensive healthcare services throughout Hamilton
and Bledsoe counties, as well as outlying areas in southeastern Tennessee and north Georgia.
These services are provided primarily through the hospital and other facilities located on the
Baroness campus of Erlanger Medical Center. The Primary Health System also operates other
hospitals and clinics throughout the area. The Primary Health System is considered the primary
governmental unit for financial reporting purposes. As required by accounting principles
generally accepted in the United States of America, these combined financial statements present
the Primary Health System and its component units. The component units discussed below are
included in the Primary Health System’s reporting entity because of the significance of their
opetational or financial relationships with the Primary Health System.

The primary mission of the Primary Health System and its component units is to provide
healthcare services to the citizens of Chattanooga, Hamilton County and the surrounding area.
Only those activities directly associated with this purpose are considered to be operating
activities. Other activities that result in gains or losses unrelated to the Primary Health System’s
primary mission are considered to be nonoperating.

Erlanger Health Plan Trust, ContinuCare HealthServices, Inc., Cyberknife of Chattanooga, LLC,
and UT-Erlanger Medical Group, Inc. are legally separate organizations which the Primary
Health System has determined are component units of the Primary Health System.

Blended Component Units: The financial statements of Erlanger Health Plan Trust include assets
limited as to use totaling $1,623,416 as of June 30, 2015 and net investment loss totaling $3,617
for the year ended June 30, 2015 that are blended in the combined financial statements of the
Primary Health System. The board of the Erlanger Health Plan Trust is substantially the same as
that of the Primary Health System and the Primary Health System has operational responsibility.

Discretely Presented Component Units: The discretely presented component units’ column in
the combined financial statements includes the financial data of the Primary Health System’s
other component units. They are reported in a separate column to emphasize that they are legally
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statements - Continued

Year Ended June 30, 2015

separate from the Primary Health System. See the combined, condensed financial information in
Note Q.

1. ContinuCare HealthServices, Inc. and subsidiary (ContinuCare) provide health and
supportive services to individuals in their homes in the Hamilton County and north
Georgia areas. ContinuCare also provides retail pharmacy goods and services at four
locations in Hamilton County. The Primary Health System owns 100% of the stock of
ContinuCare. Separately audited financial statements for ContinuCare HealthServices,
Inc. may be obtained by mailing a request to 1501 Riverside Drive, Suite 140,
Chattanooga, Tennessee 37406.

2. Cyberknife of Chattancoga, LLC (Cyberknife) provides radiation therapy services,
specifically robotic stereotactic radiosurgical services, through the use of a cyberknife
stereotactic radiosurgery system on the Primary Health System’s campus. The Primary
Health System owns 51% of Cyberknife’s outstanding membership units and
Cyberknife is fiscally dependent on the Primary Health System.

A condition of admission as a Member of Cyberknife, is to deliver limited guaranties,
guaranteeing pro-rata repayment of indebtedness of Cyberknife incurred to finance its
equipment costs and its working capital needs. As of June 30, 2015, total debt
outstanding was $3,092,057 with payments due through 2017. Management believes
that the Primary Health System will not be required to make any payments related to
the guarantee of this indebtedness.

3. UT-Erlanger Medical Group, Inc. (the Medical Group) was formed on June 30, 2011
and will provide professional healthcare and related services to the public through
employed and contracted licensed physicians and other supporting healthcare providers.
The Medical Group has no members; however, the Primary Health System may access
the Medical Group’s services. The Primary Health System is not entitled to any
potential earnings of the Medical Group except for compensation for services rendered
to the Medical group on its behalf. However, based upon the significance of the
Medical Group’s potential operation to the Primary Health System, management
believes its exclusion would be misleading and as such, includes the Medical Group as
a component unit. The Medical Group is currently not active.

Erlanger Health System Foundations (the Foundation): The Foundation assists the Primary
Health System to promote and develop charitable and educational opportunities as they relate to
healthcare services provided by the Primary Health System. The Primary Health System is not
financially accountable for the Foundation and as a result, the Foundation has not been included
in the combined financial statements.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System) ~

Notes to Combined Financial Statements - Continued

Year Ended June 30, 2015

Contributions from the Foundation totaling approximately $32,000 for the year ended June 30,
2015 were recognized as contribution revenue by the Primary Health System. The Primary
Health System provided support to the Foundation of $594,000 in 2015.

Use of Estimates: The preparation of the combined financial statements in conformity with
accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities as of the date of the combined financial statements
and the reported amounts of revenue and expenses during the reporting period. Actual results
could differ from those estimates.

Enterprise Fund Accounting: The Primary Health System and its blended component units
utilize the enterprise fund method of accounting whereby revenue and expenses ate reco gnized
on the accrual basis using the economic resources measurement: focus.

Recently Issued or Effective Accounting Pronouncements: Tn Tune 2012, the Governmental
Accounting Standards Board (GASB) issued Statement No. 68, Accounting and Financial
Reporting for Pensions. Statement No. 68 provides guidance for improved accounting and
financial reporting by state and local government entities related to pensions. It also replaces the
requitements of GASB Statement No. 27 and Statement No. 50, as they relate to pensions that
are provided through pension plans administered as trusts or equivalent arrangements that meet
certain criteria. Additionally, the GASB issued Statement No. 71, Pension Transition Jfor
Contributions Made Subsequent to the Measurement Date, which is effective concurrent with
Statement No. 68. Among other requirements, the Primary Health System recorded a net
pension liability that is based on fiduciary plan net position rather than on plan funding. The
Primary Health System adopted these Statements in 2015 and a cumulative effect adjustment has
been recorded as a restatement of net assets as of June 30, 2014 in the combined financial

statements.

In February 2015, the GASB issued Statement No. 72, Fair Value Measurement and
Application.  Statement No. 72 defines fair value and describes how fair value should be
measured, what assets and liabilities ‘should be measured at fair value, and what information
about fair value should be disclosed in the notes to the financial statements. This statement will
become effective in fiscal 2016 and management does not expect any significant impact on the
combined financial statements other than additional disclosutes.

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at rates which reflect the amount expected to
be collected. Net patient service revenue includes amounts estimated by management to be
reimbursable by third-party payer programs under payment formulas in effect. Net patient
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statements - Continued

Year Ended June 30, 2015

revenue also includes an estimated provision for bad debts based upon management’s evaluation
of collectability based upon the age of the receivables and other criteria, such as payer
classification and management’s assumptions about conditions it expects to exist and courses of
action it expects to take. The Primary Health System’s policies do not require collateral or other
security for accounts receivable, although the Primary Health System routinely accepts
assignment or is otherwise entitled to receive patient benefits payable under health insurance
programs, plans or policies. Supplemental payments from the State of Tennessee are recognized
when determinable (see Note B).

Charity Care: The Primary Health System accepts patients regardless of their ability to pay. A
patient is classified as a charity patient by reference to certain policies established by the County
Auditor with regard to the Hamilton County indigent program or by the Primary Health System
for other patients, Essentially, these policies define charity services as those services for which
minimal payment is anticipated. In assessing a patient’s inability to pay, the County and the
Primary Health System utilize the generally recognized poverty income levels, but also include
certain cases where incurred charges are significant when compared to the income of the patient.
These charges are not included in net patient service revenue.

Cash Equivalents: The Primary Health System considers all highly liquid investments with
maturities of three months or less when purchased, excluding amounts whose use is limited by
board designation, held by trustees under indenture agteement, or otherwise restricted as to use,

to be cash equivalents.

Inventories: Inventories consist principally of medical and surgical supplies, general store
supplies, and pharmacy items and are stated at lower of cost (first-in, first-out) or fair market

value.

Investments: The Primary Health System’s investments (including assets limited as to use) are
reported at fair market value based on quoted market prices. Assets limited as to use include
funds designated by the Board, funds held by trustees under trust indentures, and funds restricted
by donors or grantors for specific purposes. The Primary Health System considers those
investments with maturities of more than three months when purchased, maturing in more than
one year and whose use is not limited by board designation, held by trustees under indenture
agreement, or otherwise restricted as to use, to be long-term investments.

Temporary Investments: The Primary Health System considers all hlghly liquid investments
with maturities of more than three months when purchased and maturing in less than one yeat,
excluding amounts whose unse is limited by board designation, held by trustees under indenture
agreement, or otherwise restricted as to use, to be temporary investments,
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Notes to Combined Financial Statements - Continued

Year Ended June 30, 2015

Net Property, Plant and Equipment: Property, plant and equipment is recorded on the basis of
cost. Donated assets are recorded at their fair market value at the date of donation. Leases that
are substantially installment purchases of property are recorded as assets and amortized over
their estimated useful lives ranging from three to thirty years; related amortization is included in
depreciation expense. Depreciation expense is computed over estimated service lives of the
respective classes of assets using the straight-line method. The Primary Health System has
established a capitalization threshold for property, plant and equipment of $2,500 except for
computer equipment, which has a threshold of $1,000. Interest expense and interest income on
borrowed funds related to construction projects are capitalized during the construction period, if
material. Costs of maintenance and repairs are charged to expense as incurred.

The Primary Health System reviews the carrying value of capital assets if facts and
circumstances indicate that recoverability may be impaired. A capital asset is considered
impaired when its service utility has declined significantly and unexpectedly. The Primary
Health System did not experience any prominent events or changes in circumstances affecting
capital assets which would require detenmination as to whether impairment of a capital asset has
occurred during the year ended June 30, 2015,

Prepaid Bond Insurance: Financing costs related to insurance associated with bond issues are
being amortized over the terms of the respective debt issues by the effective interest method.

Compensated Absences: The Primary Health System recognizes an expense and accrues a
liability for employees’ paid annual leave and short-term disability in the period in which the
employees’ right to such compensated absences is earned. Liabilities expected to be paid within
one year are included as accrued salaries and related liabilities in the accompanying combined
statements of net position.

Derivative Instruments: The Primary Health System records all derivatives as assets or liabilities
on the combined statements of net position at estimated fair value and includes credit value
adjustments. The Primary Health System’s derivative holdings consisted of interest rate swap
agreements. Since these derivatives have not been determined to be effective, the gain or loss
resulting from changes in the fair value of the derivatives is recognized in the accompanying
combined statement of revenue, expenses and changes in net position. The Primary Health
System’s objectives in using derivatives are to take advantage of the differences between taxable
and tax-exempt debt, and manage exposure to interest rate risks associated with various debt

instruments (see Note N).

Pensions: Pension amounts (net pension liability, deferred outflows of resources and deferred
inflows of résources related to pensions, and pension expense, fiduciary net position of the
Primary Health System’s pension plan and additions to or deductions from the plan’s fiduciary
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Notes to Combined Financial Statements - Continued

Year Ended June 30, 2015

net position) have been determined on the same basis as they are reported by the Primary Health
System. For this purpose, benefit payments are recognized when due and payable in accordance
with the benefit terms. Investments are reported at fair value

Income Taxes: The Primary Health System is exempt from income taxes under Section 501(a)
as an organization described in Section 501(c)(3) of the Internal Revenue Code (IRC). In
addition, it qualifies for exemption from federal income taxes pursuant to IRC Section 115 as an
instrumentality of the State of Tennessee. Therefore, no provision for income taxes has been
recognized in the accompanying combined financial statements for the Primary Health System.

As a for-profit entity, ContinuCare is subject to state and federal income taxes. ContinuCare
HealthServices, Inc. and its subsidiary file consolidated federal income tax returns separately
from the Primary Health System. At June 30, 2015, ContinuCare had no significant uncertain
tax positions. Tax treturns for the years ended June 30, 2010 through 2014 are subject to
examination by taxing authorities.

As a limited liability corporation, Cyberknife, is subject to State of Tennessee income taxes. At
June 30, 2015 Cyberknife had no significant uncertain tax positions. Tax returns for the years
ended June 30, 2010 through 2014 are subject to examination by taxing authorities.

Contributed Resources: Resources restricted by donors for specific operating purposes are held
as restricted funds and are recognized as operating or capital contributions in the accompanying
combined financial statements. When expended for the intended purpose, they are reported as
operating distributions and are recognized as other operating revenue. When an expense is
incurred for purposes for which both restricted and unrestricted resources are available, restricted
resources are used first. Contributed resources consist of amounts restricted by donors for
specific purposes. Fundraising expenses are netted against contributions recognized.

Net Position: The net position of the Primary Health System is classified into three components,
Net investment in capital assets consists of capital and other assets net of accumulated
depreciation and reduced by the current balances of any outstanding borrowings used to finance
.the purchase or construction of those assets. The restricted expendable net.position consists of
assets that must be used for a particular purpose that are either externally imposed by creditors,
grantors, contributors or laws or regulations of other governments or imposed by law through
constitutional provisions or enabling legislation. The unrestricted net position is remaining
assets that do not meet the definition of net investment in capital assets or restricted expendable.

Fair Value of Financial Instruments: The carrying amounts reported in the combined statements
of net position approximate fair value except as described below.
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Year Ended June 30, 2015

The carrying value of long-term debt and capital lease obligations (including the current portion)
was $217,884,917 as of June 30, 2015. The estimated fair value of long-term debt and capital
lease obligations (including current portion) was $223,253,248 at June 30, 2015. The fair value
of long-term debt related to fixed interest long-term debt and capital lease obligations was
estimated using discounted cash flows, based on the Primary Health System’s incremental
borrowing rates or from quotes obtained from investment advisors. The fair value of long-term
debt related to variable rate debt approximates its carrying value.

Subsequent Events: The Primary Health System evaluated all events or transactions that
occurred after June 30, 2015 through September 17, 2015 , the date the combined financial
statements were available to be issued.

NOTE B--NET PATIENT SERVICE REVENUE

A reconciliation of the amount of services provided to patients at established rates by the
Primary Health System to net patient service revenue as presented in the combined statements of
revenue, expenses and changes in net position for the year ended June 30, 2015 is as follows:

Primary
Health System

Inpatient service charges $ 1,231,642,020
Outpatient service charges 934,797,502
Gross patient service charges 2,166,439,522
Less: Contractual adjustments and other discounts 1,311,598,641
Charity care 92,023,486
Estimated provision for bad debts 92,953,845
1,496,575,972

Net patient service revenue $ 669,863,550

Charity Care and Community Bengfit: The Private Act of the State of Tennessee establishing the
Primary Health System obligates the Primary Health System to make its facilities and patient
care programs available to the indigent residents of Hamilton County to the extent of funds
appropriated by Hamilton County and adjusted operating profits, as defined. The annual
appropriation from Hamilton County totaled $1,500,000 for fiscal year 2015. Total charity care
charges for services provided to the certified indigent residents of Hamilton County (net of the
appropriation) were approximately $7,373,000 for the year ended June 30, 2015 for the Primary
Health System.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Schedule of Actuarial Contributions

Year Ended June 30, 2015
2015 2014 2013 2012 2011 2610 2609 2068 2007 2806

Actuarially determine contributions ~ $ 4,364,255 § 12,832,292 § 11165101 $ 10367973 § B833977 $ 7,501,004 § 7,192048 § 673138 § 8,261,320 $§ 7,717.419
Actual employer contribuotions 1,000,000 - 11,165,101 10,367,970 8,833,977 7,501,004 7,152,000 6,172,593 7,550,497 8371479

Confribution deficiency $ 3,364,255 § 12832292 § - 8 3 3 - 8 - 8 948 § 558793 &  §70.823 §  (654.060)
Covered-employee payroll $117,027311 $121,093,695 $138,807,819 $147,947,134 § 144,176,724 $139,261.860 $138478,348 $127,662977 § 134,278,637 $ 137,097,040
Coniributions as a pereentage of

covered-employce payroll 0.85% 0.00% 8.04% 7.01% 6.13% 5.39% 3.19% 4.84% 5.65% 6.11%
Notes to Schedule:
Valuation date;  Actuarielly detexmined contribution Tates are calcolated as of June 30, one year prior to the end of the fiscal year in which
contxibutions are reported.
Actuarial costmethod:  Entry age
Amortization method: Level dollar
Amortization period: 19 years
Asget valuation method:  4-year smoothed market
| Inflation:  2.5%
Lump sum interestrate:  4.0% (4.5% in prior year)
Salary increases: N/A
Investoent rate of return:~ 7.50%
Retirement age:  Normal retirement at 65 years, carly retirement et 55 years with 10 years of service
Mortality:  RP-2014 Mortality for Employees, Heelth Annuitiants, and Disabled Annntitants with general projection per MP-2014 in 2015

RP-2000 Mortality for Employees, Health Annuitisnts, and Dissbled Anmtitants projected to 2018 per Scale AA. in pricr year
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Current Patient Transfer Agreements-01072016
Vendor Gther

Department Organization

Name

Contract Contract Type Status Effective Date Expiration Date Description

Number

Party

7157 - Renal Erlanger Health  2002.4290C Patient Transfer = Sweetwater Current 06/19/2009 Evergreen Provide Renal

Transplant Donor  System Agreement Dialysis Center Transplantation
and other
services to Clinic
patients

7158 - Renal Erlanger Heaith  2002:.1508C Patient Transfer  Dialysis Clinic, Inc Current 03/23/1998 Evergreen DCI Patient

Transplant System Agreement Transfer

Administration Agreements (all
attachments)

7158 - Renal Erlanger Health  2002.1636C Patient Transfer  Rhea County Current 09/01/1989 Evergreen Renal Transplant

Transplant System Agreement Medical Center Services

Administration (Transfer)

8028 - Patient Erlanger Health 2002.1292C Patient Transfer  Life Care Center Current 01/01/1995 Evergreen Patient Transfer

Logistics System Agreement of Collegedale Agreement

8028 - Patient Erlanger Health  2002.1293C Patient Transfer  Marshall Medical Current 02/01/2000 Evergreen Pediatric Patient

Logistics System Agreement nm:ﬂm.« 20._.\:4 - . Transfer

8028 - Patient Erlanger Health 2002.1294C Patient Transfer  Life Care Center Current 01/01/1995 Evergreen Patient Transfer

Logistics System Agreement of Red Bank Agreement

8028 - Patient Erlanger Health 2002.1306C Patient Transfer  Tender Loving Current 01/01/1995 Evergreen Hospice Transfer

Logistics System Agreement Care

8028 - Patient Erlanger Health 2002.1317C Patient Transfer  LaFayette Health Current 01/31/1995 Evergreen Patient Transfer

Logistics System Agreement Care Agreement

8028 - Patient Erlanger Health 2002,1321C Patient Transfer Jefferson Current 10/22/2004 Evergreen Patient Transfer

Logistics System Agreement Memorial Hospital Agreement

8028 - Patient Erlanger Health 2002.1336C Patient Transfer = Mountain Creek  Current 01/20/1995 Evergreen Patient Transfer

Logistics ) System B Agreement Manor Agreement

8028 - Patient Erlanger Health 2002.1337C Patient Transfer ~ Murphy Medical  Current 04/01/2000 Evergreen Pediatric Patient

Logistics System Agreement Center Transfer

) Agreement

8028 - Patient Erlanger Health  2002.1342C Patient Transfer  Northside Hospital Current 04/10/1992 Evergreen Patient Transfer

Logistics System Agreement Agreement

8028 - Patient Erlanger Health 2002.1363C Patient Transfer = Renaissance Current 04/26/1990 Evergreen Patient Transfer

Logistics System Agreement Agreement

8028 - Patient Erlanger Health ~ 2002.1372C Patient Transfer  Rivermont Current 01/25/1995 Evergreen Patient Transfer

Logistics System Agreement Convalescent

) Center

8028 - Patient Erlanger Health  2002.1384C Patient Transfer = The Health Center Current 06/18/2012 Evergreen Patient Transfer

Logistics System Agreement at Standifer Place

Linda Bullard-010716 150652518 Page 1 of 5 Printed Jan 7, 16 at 03:06
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Department Organization Contract Conftract Type Vendor Cther Status Effective Date Expiration Date Descriptiocn
YED Number Party
8028 - Patient Erlanger Health 2002,1385C Patient Transfer = Shepherd Hills Current 01/25/1985 Evergreen Patient Transfer
Logistics System Agreement Health Care Agreement
Center
8028 - Patient Erlanger Health  2002.1388C Patient Transfer = Methodist Medical Current 02/06/2002 Evergreen Patient Transfer
Logistics System Agreement Center Agreement
8028 - Patient Erlanger Health ~ 2002.1389C Patient Transfer = Brookewood Current 06/27/2012 Evergreen Patient Transfer
Logistics System ‘Agreement Medical Center Agreement
8028 - Patient Erlanger Health 2002.1390C Patient Transfer = Continuum Care  Current 02/01/1999 Evergreen Patient Transfer
Logistics System Agreement Corporation d/b/a Agreement
Spring City Health
Care Center .
8028 - Patient Erlanger Health 2002.1430C Patient Transfer Bledsoe Current 06/27/2012 Evergreen Patient Transfer
Logistics System Agreement Community
. Medical Center
8028 - Patient Erlanger Health  2002.1446C Patient Transfer  The University of Current 05/28/2002 Evergreen Patient Transfer
Logistics System Agreement Tennessee Agreement
Medical Center
8028 - Patient Erlanger Health  2002.1461C Patient Transfer  Erlanger Bledsoe Current 10/01/2001 Evergreen Patient Transfer
Logistics System Agreement Agreement
8028 - Patient Erlanger Health 2002.1483C Patient Transfer  Cookeville Current 02/10/2010 Evergreen Patient Transfer
Logistics System Agreement Regional Medical Agreement
Center
8028 - Patient Erlanger Health 2002.1498C Patient Transfer  Scott County Current 01/11/2001 Evergreen Patient Transfer
Logistics System Agreement Hospital Agreement
8028 - Patient Erlanger Health 2002.1499C Patient Transfer ~ Wellmont Health Current 06/30/2001 Evergreen Patient Transfer
Logistics System Agreement Systems Agreement
8028 - Patient Erlanger Health  2002.1502C Patient Transfer Laughlin Memorial Current 11/23/2011 Evergreen Patient Transfer
Logistics System Agreement Hospital, Inc Agreement
8028 - Patient Erlanger Health 2002.1539C Patient Transfer  Fort Sanders Park Current 10/22/1999 Evergreen Patient Transfer
Logistics System Agreement West Medical Agreement
) Center
8028 - Patient Erlanger Health 2002.1550C Patient Transfer  Johnson City Current 05/29/2002 Evergreen Patient Transfer
Logistics System Agreement Medical Center Agreement
8028 - Patient Erlanger Health 2002,1576C Patient Transfer  Life Care Center Current 01/25/1995 Evergreen Patient Transfer
Logistics System Agreement of Chattanooga Agreement
8028 - Patient Erlanger Health  2002.1594C Patient Transfer St Barnabas Current 01/25/1995 Evergreen Patient Transfer
Logistics System Agreement Nursing Home Agreement
8028 - Patient Erlanger Health  2002.1599C Patient Transfer  North Jackson Current 02/01/2000 Evergreen Pediatric Patient
Logistics System Agreement Hospital Transfer
. Agreement
8028 - Patient Erlanger Health  2002.1605C Patient Transfer  National Health Current 05/17/2012 Evergreen Patient Transfer
Logistics System Agreement Care of Rossville Agreement
8028 - Patient Erlanger Health ~ 2002.1606C Patient Transfer  National Health ~ Current 05/22/2012 Evergreen Patient Transfer
Logistics System Agreement Care of Fort Agreement
Oglethorpe
Linda Bullard-010716 150652518 Page 2 of 5 Printed Jan 7, 16 at 03:06
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Department

Organization
Name

Contract
Number

Contract Type

Vendor Other
Party

Status

Effective Date

Expiration Date Description

B028 - Patient Erlanger Health 2002.1607C Patient Transfer  National Current 06/20/2012 06/19/2016 Patient Transfer
Logistics System Agreement Healthcare of Agreement
Dunlap
8028 - Patient Erlanger Health ~ 2002.1608C Patient Transfer  National Health Current 05/15/2012 Evergreen Patient Transfer
Logistics System Agreement Care of Athens Agreement
8028 - Patient Erlanger Health 2002.1623C Patient Transfer  Shriners Hospitals Current 07/01/2000 Evergreen Pediatric Patient
Logistics System Agreement for Children Transfer
Agreement
8028 - Patient Erlanger Health 2002.1634C Patient Transfer = Rhea Medical Current 02/06/2002 Evergreen Patient Transfer
Logistics System Agreement Center Agreement
8028 - Patient Erlanger Health 2002.1650C Patient Transfer  Siskin Hospital for Current 02/09/1990 Evergreen Shared Services
Logistics System Agreement Physical
Rehabilitation
8028 - Patient Erlanger Health 2002.1670C Patient Transfer  Alexian Village of Current 01/01/1995 Evergreen Patient Transfer
Logistics System Agreement Chattanooga Agreement
8028 - Patient Erlanger Health 2002.1685C Patient Transfer  Blount Memorial Current 02/07/2001 Evergreen Pediatric Patient
Logistics System Agreement Hospital Transfer
) Agreement
8028 - Patient Erlanger Health 2002.1714C Patient Transfer  Columbia Indian Current 01/13/1997 Evergreen Patient Transfer
Logistics System Agreement Path Medical Agreement
Center
8028 - Patient Erlanger Health  2002.1715C Patient Transfer Columbia East Current 03/31/1998 Evergreen Pediatric Patient
Logistics System Agreement Ridge Hospital Transfer
Agreement
8028 - Patient Erlanger Health 2002.1716C Patient Transfer  East Ridge Current 10/22/1996 Evergreen Patient Transfer
Logistics System Agreement Hospital Agreement
8028 - Patient Erlanger Health  2002,1717C Patient Transfer  NovaMed Eye and Current 06/27/2002 Evergreen Patient Transfer
Logistics System Agreement Laser Surgery, Agreement
Center of
Chattanooga
8028 - Patient Erlanger Health 2002.1750C Patient Transfer  Jamestown Current 05/14/2012 Evergreen Patient Transfer
Logistics System Agreement Regional Medical Agreement
Center, f/k/a
Fentress County
Hospital
8028 - Patient Erlanger Health  2002.1753C Patient Transfer  Cartersville Current 05/21/2012 Evergreen Patient Transfer
Logistics System Agreement Medical Center, Agreement
LLC d/b/a
Cartersville
Medical Center
8028 - Patient Erlanger Health  2002.1766C Patient Transfer = Healthsouth Current 04/13/1999 Evergreen Patient Transfer
Logistics System Agreement Chattanooga Agreement
Surgery Center
8028 - Patient Erlanger Health - 2002.2377C Patient Transfer St Mary's Health  Current 04/01/2003 Evergreen Patient Transfer
Logistics System Agreement System, Inc Agreement
Linda Bullard-010716 150652518 Page 3 of 5 Printed Jan 7, 16 at 03:06
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Department

8028 - Patient

Organization
Name

Erlanger Health

Contract
Number

Contract Type

Vendor Cther
Party

Status

Effective Date

Expiration Date Description

2002,2531C Patient Transfer = Memorial Current 02/01/2015 Evergreen Patient Transfer
Logistics System Agreement Healthcare Agreement
System d/b/a
Memorial Hospital
and Memorial
North Park
. Hospital .
8028 - Patient Erlanger Health  2002.2697C Patient Transfer Redmond Current OH\HQ.\NOHN Evergreen Patient Transfer
Logistics System Agreement Regional Medical Agreement
Center
8028 - Patient Erlanger Health  2002.2699C Patient Transfer ~ Murray Medical Current 12/05/2011 Evergreen Patient Transfer
Logistics System Agreement Center Agreement
8028 - Patient Erlanger Health 2002.2700C Patient Transfer = Medical Center of Current 04/17/2015 Evergreen Patient Transfer
Logistics . System . Adgreement z.m:n:mmnmﬁ ) Agreement
8028 - Patient Erlanger Health ~ 2002.2702C Patient Transfer  Lincoln County Current 11/30/2011 Evergreen Patient Transfer
Logistics mxmﬂ.m:,_ o Agreement Health System Agreement
8028 - Patient Erlanger Health 2002.2703C Patient Transfer Hamilton Medical Current 11/22/2011 Evergreen Patient Transfer
Logistics System Agreement Center
8028 ~ Patient Erlanger Health  2002.2704C Patient Transfer ~ Fannin Regional  Current 06/18/2012 Evergreen Patient Transfer
Logistics System Agreement Hospital
8028 - Patient Erlanger Health  2002.2706C Patient Transfer = Cumberland Current 12/02/2011 Evergreen Patient Transfer
Logistics System Agreement Medical Center,
Inc
8028 - Patient Erlanger Health 2002,2707C Patient Transfer  Copper Basin Current 12/01/2011 Evergreen Patient Transfer
Logistics m.<mﬂm3 ) >o_‘.mm3m:ﬂ Medical Center Agreement
8028 - Patient Erlanger Health 2002.2830C Patient Transfer = Gordon Hospital  Current 07/01/2012 Evergreen Patient Transfer
Logistics System Agreement Agreement
8028 - Patient Erlanger Health 2002.2854C Patient Transfer  Chattanooga Current 07/25/2012 Evergreen Patient Transfer
Logistics System Agreement Rehabilitation Agreement
Hospital
8028 - Patient Erlanger Health 2002.2891C Patient Transfer  DeKalb Regional Current 09/28/2008 09/27/2016 Patient Transfer
Logistics System Agreement Medical Center, Agreement
f/k/a Baptist
DeKalb Hospital
8028 - Patient Erfanger Health  2002.4049C Patient Transfer  Vanderbilt Current 07/01/2008 Evergreen Burn Patient
Logistics System Agreement University Medical Transfer
Center
8028 - Patient Erlanger Health 2002.4234C Patient Transfer  Physicians Current 04/13/2015 04/12/2059 Patient Transfer
Logistics System Agreement Surgery Center of
Chattanooga
8028 - Patient Erlanger Health  2002.4267C Patient Transfer  Parkridge Medical Current 05/18/2012 Evergreen Patient Transfer
Logistics m<mﬂ.m3 Agreement Center
8028 - Patient Erlanger Health ~ 2002.4833C Patient Transfer  Eye Surgery Current 10/23/2014 Evergreen Patient Transfer
Logistics System Agreement Center of
Chattanooga
Linda Bullard-010716 150652518 Page 4 of 5 Printed Jan 7, 16 at 03:06
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Department

8028 - Patient
Logistics
8028 - Patient
Logistics
8028 - Patient
Logistics

8028 - Patient
Logistics

8028 - Patient
Logistics

8028 - Patient
Logistics

8028 - Patient
Logistics

8028 - Patient
Logistics
8413 - Disaster

Management &
EOC

Organization
Name

Erlanger Health
System

Erlanger Health
System

Erlanger Health
Systemn

Erlanger Health
System

Erlanger Health
System

Erlanger Health
System

Erlanger Health
System

Erlanger Health
System

Erlanger Health
System

Contract
Number

2002,5425C

2002.6972C

2002.6973C

2002.6974C

2002.6975C

2002.6976C

2002.6977C

2002.707C

2002.6387C

Contract Type

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Effective Date
02/16/2012
05/18/2015
05/18/2015

05/18/2015

05/18/2015

04/20/2015

05/18/2015

10/01/2001

10/10/2014

Expiration Date
Evergreen
Evergreen
Evergreen

Evergreen

Evergreen

Evergreen

Evergreen

Evergreen

Evergreen

No. Of Contract:

Description

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement (Prior
Agreements
2002.4023A)

Patient Transfer
Agreement (Prior
Agreements
2002.4023A)

Patient Transfer
Agreement (Prior
Agreements
2002.4023A)

Patient Transfer
Agreement (Prior
Agreements
2002.4023A)

Patient Transfer
Agreement

Disaster Aid
Agreement
(Memorial Health
Care; Parkridge
Medical Center,
Inc; Southern
Tennessee
Medical Center
(Winchester &
Sewanee);
Copper Basin
Medical Center;
Star Regional
Medical Center-
(Athens &
Etowah); Rhea
Medical Center;
Skyridge Medical
Center)

73
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Vendor Other Status
Party
Renaissance Current
Surgery Center
Kidney Center of Current
North Georgia
Kidney Center of Current
Cleveland, LLC
Kidney Center of Current
Missionary Ridge
Kidney Center of Current
Highway 58
Chattanooga Current
Kidney Center,
LLC
Chattanooga Current
Kidney Center
North, LLC
Kindred Hospital Current
East Tennessee Current
Regional Hospitals
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State of Tennessee

Health Services and Development Agency
Andrew Jackson, 9" Floor, 502 Deaderick Street, Nashville, TN 37243
www.tn.gov/hsda Phone: 615-741-2364 Fax: 615-741-9884

May 2, 2016

Joseph Winick

Senior Vice President Erlanger Health Systems
975 East 3rd Street

Chattanooga, TN 37403

RE: Certificate of Need Application -- Erlanger Behavioral Health - CN1603-012
To establish an eighty-eight (88) bed mental health hospital located at an unaddressed site
at the intersection of North Holtzclaw Avenue and Citico Avenue, Chattanooga, (Hamilton
County), TN 37404. The estimated project cost is $25,112,600.

Dear Mr. Winick:

This is to acknowledge the receipt of supplemental information to your application for a
Certificate of Need. Please be advised that your application is now considered to be complete by
this office.

Your application is being forwarded to Marthagem Whitlock at the Tennessee Department of
Mental Health and Substance Abuse Services for Certificate of Need review by the Division of
Planning, Research, & Forensics. You may be contacted by Ms. Whitlock or someone from her
office for additional clarification while the application is under review by the Department. Ms.
Whitlock’s contact information is Marthagem. Whitlock@tn.gov or 615-532-6717.

In accordance with Tennessee Code Annotated, §68-11-1601, et seq., as amended by Public
Chapter 780, the 60-day review cycle for this project will begin on May 2, 2016. The first sixty
(60) days of the cycle are assigned to the Department of Mental Health and Substance Abuse,
during which time a public hearing may be held on your application. You will be contacted by a
representative from this Agency to establish the date, time and place of the hearing should one be
requested. At the end of the sixty (60) day period, a written report from the Department of Health
or its representative will be forwarded to this office for Agency review within the thirty (30)-day
period immediately following. You will receive a copy of their findings. The Health Services and
Development Agency will review your application on July 27, 2016.



Mr. Winick
May 2, 2016
Page 2

Any communication regarding projects under consideration by the Health Services and
Development Agency shall be in accordance with T.C.A. § 68-11-1607(d):

(1)  No communications are permitted with the members of the agency once the Letter of
Intent initiating the application process is filed with the agency. Communications
between agency members and agency staff shall not be prohibited. Any
communication received by an agency member from a person unrelated to the
applicant or party opposing the application shall be reported to the Executive
Director and a written summary of such communication shall be made part of the
certificate of need file.

2) All communications between the contact person or legal counsel for the applicant
and the Executive Director or agency staff after an application is deemed complete
and placed in the review cycle are prohibited unless submitted in writing or
confirmed in writing and made part of the certificate of need application file.
Communications for the purposes of clarification of facts and issues that may arise
after an application has been deemed complete and initiated by the Executive
Director or agency staff are not prohibited.

Should you have questions or require additional information, please contact me.

éincerely, ‘ W 9 M /ﬂ/{f;

Melanie M. Hill
Executive Director

cc: Marthagem Whitlock, TDMHSAS, PRF



State of Tennessee

Health Services and Development Agency
Andrew Jackson, 9" Floor, 502 Deaderick Street, Nashville, TN 37243
www.tn.gov/hsda Phone: 615-741-2364 Fax: 615-741-9884

MEMORANDUM

TO: Marthagem Whitlock, Assistant Commissioner
of Planning Research & Forensics
TN Department of Mental Health and Substance Abuse Services
Division of Planning, Research & Forensics
Andrew Jackson Building, 5™ Floor
500 Deaderick Street
Nashville, Tennessee 37243

FROM.: Melanie M. Hill /W/f//z L

Executive Director
DATE: May 2, 2016

RE: Certificate of Need Application
Erlanger Behavioral Health - CN1603-012

Please find enclosed an application for a Certificate of Need for the above-referenced project.

This application has undergone initial review by this office and has been deemed complete. It is
being forwarded to your agency for a sixty (60) day review period to begin on May 2, 2016 and
end on July 1, 2016.

Should there be any questions regarding this application or the review cycle, please contact this
office.

Enclosure

ccs Joseph Winick, Erlanger Health Systems



LETTER OF INTENT
TENNESSEE HEALTH SERVICES & DEVELOPMENT AGENCY

The Publication of Intent is to be published in the Chattanooga Times Free Press, which is a newspaper
of general circulation in Hamilton County, Tennessee, on or before March 10, 2016, for one day.

This is to provide official notice to the Health Services & Development Agency and all interested
parties, in accordance with T.C.A. § 68-11-1601 ef. seq., and the Rules of the Health Services &
Development Agency, that Erlanger Behavioral Health, LLC, with an ownership type of for profit, and
to be managed by itself, intends to file an application for a Certificate of Need (“CON™) to construct a
new psychiatric hospital with a total complement of eighty-eight (88) inpatient beds, to include
services for inpatients, outpatients and substance abuse. Further, we are requesting approval to transfer
twelve (12) licensed Geriatric — Psychiatric beds currently at Erlanger North Hospital to the new
Erlanger Behavioral Health campus. This will create a net addition of seventy-six (76) new inpatient
psychiatric beds. If approved, the number of hospital beds at Erlanger North Hospital will decrease
from fifty seven: (57) beds to forty-five (45) beds upon completion of the project. No other health care
services will be initiated or discontinued.

The facility and equipment will be located at Erlanger Behavioral Health, at a site located at the
intersection of North Holtzclaw Avenue & Citico Avenue, Chattanooga, Hamilton County, Tennessee,
37404. The total project cost is estimated to be $ 25,112,600.00. :

The anticipated date of filing the application is March 15, 2016.

The contact person for this project is Joseph M. Winick, Sr. Vice President, Erlanger Health System,
975 Fast 3™ Street, Chattanooga, Tennessee, 37403, and by phone at (423) 778-7274.

March 8, 2016 _Joseph. Winick@erlanger.org
Date: E-Mail:

The Letter Of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on fhe preceding business day. File this
form at the following address:

Health Services & Development Agency
Andrew Jackson Building, 9™ Floor
502 Deaderick Street
Nashville, Tennessee 37243

= The published Letter Of ntent must contain the following statement pursuant to T.C.A. §68-11-1607(c)(1): (A) Any
health care institution wishing to oppose a Certificate of Need application must file a written notice with the Health
Services and Development Agency no later than fifteen (15) days before the regularly scheduled Health Sexvices and
Development Agency meeting at which the application is oxiginally scheduled; and (B) Any other person wishing to
oppose the application must file written objection with the Health Services and Development Agency at or prior to
the consideration of the application by the Agency.




Supplemental #1
-Original-

Erlanger Behavioral
Health, LLC.

CN1603-012



SUPPLEMENTAL #2
:» March 28, 2016
7111:49 am

[N

s
]

SUPPLEMENTAIL INFORMATION

Erlanger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
Intersection Of North Holtzclaw Avenue And Citico Avenue,
In Chattanooga, Tennessee, With Establishment
Of An Eighty-Eight (88) Bed Inpatient Hospital
By The.Addition Of Seventy-Six (76) Psychiatric Beds
And The Transfer Of Twelve (12) Geriatric-Psychiatric Beds

From Erlanger North Hospital

Application Number CN1603-012

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee



SUPPLEMENTAL #2

March 28, 2016

] 11:49 am
Supplemental Responses To Questions Of The

Tennessee Health Services & Development Agency

1.) Section A, Applicant Profile, Item 6.

Please provide documentation, e.g., copy of a deed,
etc. that Medical Development Partners, LLC currently
owns the property of the site for the proposed
project.

The Option to Purchase Agreement is noted. However,
please clarify how the applicant can secure the
property site while 100% of the proposed project will
be funded by an unrelated party not included in the
Option to Purchase Agreement. In addition, there is
no address listed on the agreement. Please revise.

Response

A Quit Claim Deed dated December 31, 2007, filed in
the Register’s Office of Hamilton County, Tennessee, on
April 4, 2008, is attached to this supplemental
information.

A Letter of Agreement between Erlanger Health System
and Acadia Healthcare is attached to this supplemental
information. The agreement specifies the responsibilities
of each party in the joint venture and satisfactorily
outlines the two (2) stage process which will be followed
in development of this project, ultimately leading to
Acadia fully funding the project.

Attached to the CON application was a copy of the
Option To Purchase Real Estate. Along with this Option, a
copy of the ILetter of Agreement between Erlanger and the
Purchaser of the real estate, Hickory Land Co., LLC, in
which the Purchaser agrees to “irrevocably assign to
Erlanger or to a subsidiary or an affiliate of Erlanger
(including a joint venture) at Erlanger’s discretion, all
of Purchaser’s rights, benefits, title, interests,
liabilities and obligations” under the Option To Purchase.
As such, Erlanger does control the site.

The Option To Purchase does specify an address in the
first paragraph, that is 804 N. Holtzclaw Avenue. However,
there are two (2) parcels stipulated in the first

Erlanger Behavioral Health
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paragraph, those are tax parcels 146C-A022 and 146C-A023.
Since the proposed site for the new hospital straddles both
parcels, it is as yet undetermined which parcel will be the
actual mailing address of the facility.

2.) Section A, Bed Complement Data, Item 9.

It is noted 12 geriatric psychiatric beds will
transfer from Erlanger North. Please provide a bed
complement data chart for Erlanger North Hospital.

Please clarify if the proposed 88 bed psychiatric
hospital will operate under the license of Erlanger
Hospital. If so, how will a joint venture with Acadia
impact being licensed under Erlanger Health System?

Response

Erlanger Behavioral Health will be licensed separately
from Erlanger Medical Center.

A bed complement chart for Erlanger North Hospital is
below.

U VErlanger ¢
Bed Type North

Medical 27
_ __ Surgical 14
Long-Term Care Hospital .
' Obstetcal
ICU/CcCcuU 4
Neonatal ICU
B Pediatric
Adull Psychiatric
Geriatric Psychiatric | 12
Child / Adolescenl Psychlatric
Rehabilitation
Nursing Facillty (non-Meld_lcaId Cerllfied)
‘Nursing Facility Level 1 (Medicaid only)
Nursing Facillty Level 2 (Medicare only)
Nursing Facility Level 2 (dually certified — Medicald / Medicare)
L ICF /MR
Adult Chemical Dependency
Child & Adolescent Chemical Dependency
Swing _BedAs,’
Mental Health Residential Treatment
Residential Hospice

TOTAL 57
3.) Section A, Applicant Profile, Item 13.

Erlanger Behavioral Health
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It is noted the applicant and one other provider are
enrolled in Blue Network S, and Erlanger is the only
provider enrolled in Network E. What is the name of
the other provider enrolled in Network S? Please

provide a source for enrollment numbers provided for

both networks.

Please define Blue Network E and Blue Network $ and
provide an overview of behavioral and substance abuse
benefits covered under each plan.

What is Blue Network P?

The applicant references behavioral health
organizations (BHOs). Please name the BHOs the

applicant is referencing.

Response

The other provider in Chattanooga which is enrolled in
Blue Network S is Parkridge Health System. The source of
enrollment data for Blue Network E and Blue Network S, was
information provided by Blue Cross / Blue Shield

leadership.

Blue Network E is described on the Blue Cross / Blue
Shield of Tennessee website as the “Essential” network.
Blue Network S is described as the “Select” network. Blue
Network P 1s described as the “Preferred” network. '

Generally, behavioral health benefits are a covered
service through the Blue networks when they are received
from a contracted provider or a non-contracted provider
depending on the member’s health care benefit plan.
Program services are covered when received in a licensed
behavioral health facility program, or unit for mental
health disorders or substance use disorders and when prior
authorization is given by the member’s health care benefit
plan. Program services include acute care, residential
care, partial hospitalization, intensive outpatient
programs, and inpatient and outpatient electroconvulsive

therapy (ECT).

As part of the HSDA form pertaining to Section A, Item
13, reference 1is made to Behavioral Health Orgnization’s
which are part of the TennCare program. Applicant’s

Erlanger Behavioral Health
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mention of “other BHO’s” is a reference to this item. Upon

review of the TennCare website, it does not at this point
in time list any specific BHO’s, however, applicant will
endeavor to contract with any mental health payor
organization which participates in the TennCare program.

4.) Section B, Project Description, Item 1.

It is noted the applicant Erlanger Behavioral Health
will be initially owned by Erlanger Health System.

In addition, it is noted the proposed facility will in
the future become a joint wventure ownership
arrangement between Erlanger Health System and Acadia
Healthcare. However, please address the following:

° Why did the applicant not form a joint ownership
agreement prior to filing an application for
a Certificate of Need?

e Will there be a future management company?

° Will the future joint ownership be charged
management fees?

° What is the timeframe of the future joint
ownership®?

o What is the involvement of Acadia in the

development and filing of this application
for a Certificate of Need?

o What will be Acadia Healthcare’s percentage of
Erlanger Behavioral Health, LLC ownership?

If approved, please clarify if the applicant will be
classified as a safety net provider by the Tennessee
Department of Mental Health and Substance Abuse

Services.

What type of outpatient, intensive outpatient, and
partial hospitalization programs are associated with
this proposed project?

Please clarify if the proposed eighty-eight (88) bed
inpatient psychiatric hospital will be classified as
an Institution for Mental Disease (IMD) licensed by
the Department of Mental Health, or will be licensed
as a department of Erlanger Health System and licensed
by the Department of Health.

Please describe the applicant’s experience in

Erlanger Behavioral Health
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operating the following:
° An Adult Inpatient Chemical Dependency Unit
° An Adult Psychiatric Unit
o An Child and Adolescent Inpatient Psychiatric
Unit
o A Gero-Inpatient Psychiatric Unit

The applicant notes there are a total of 252 licensed
inpatient beds in the proposed service area. Does
this number include licensed beds at Moccasin Bend
Mental Health Institute (MBMHI)? If not, what is the
number of licensed beds with MBHMI included?

It is noted Acadia Healthcare will fund the
$25,112,600 proposed project. If so, please provide
the documentation that obligates Acadia Healthcare to
fund the proposed project.

Response

Erlanger has been in discussion with Acadia but only
recently crafted and agreed to a Letter of Intent.
Erlanger was well aware of the need for additional
behavioral health services and has been working to address
this need in an effective manner. Approval was received
from the US Health Resources & Services Administration to
initiate behavioral health at our FQHC sites approximately
three years ago. We also added a psychiatry division with
psychiatrist and placed LCSW's in our Emergency Department
to address the large volume of patients with co- existing
medical and behavioral health conditions. With a large
volume of patients currently served, we believe the timing
is right to move forward with the filing of the Certificate
of Need, now that the Letter of Intent has been completed.
We expect to be working to develop the joint venture
concurrently with the review of the Certificate of Need.

A copy of the ILetter of Agreement between Erlanger
Health System and Acadia Healthcare is attached to this
supplemental information. The agreement specifies a two
(2) stage process that will be followed for development of

this project.

There will not be a future management company, the CON
application spe01f1es that management officers will be
hired by Erlanger Behavioral Health. There will not be
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“management fees”, per se, as understood in the traditional

sense of that term because the officers will be hired
directly by Erlanger Behavioral Health. However, there
will be “fees” from Acadia for support services to Erlanger
Behavioral Health, equal to 2% of net revenue as outlined
in paragraph eight (8) of the agreement. The 2% fees were
not identified and were inadvertently included in Other
Expenses on the Projected Data Chart. For this reason we
have included a replacement page 57 for the Projected Data

Chart.

As specified in the Letter of Agreement, the second
stage of project development will include determination of
specific details after the CON is approved. It is
anticipated that the time period necessary to conclude
these detail discussions will be 60 to 90 days, or less.

The involvement of Acadia in development and filing
the CON application is to provide the architectural and
engineering support, as well as necessary information
pertaining to operation of a psychiatric hospital, such as
the financial information. A majority of the preliminary
development work has been conducted by Erlanger, with
collaboration by Acadia, such as site selection, etc.

As of this point in time, it i1s unknown precisely what
Acadia’s ownership percentage will be. Erlanger and Acadia
will work with an independent valuation consultant to
determine proportional ownership interests by the
respective parties.

Erlanger Behavioral Health will serve the defined
service area as a “safety net provider” as that term is
generally understood, this is outlined in the Letter of
Agreement between Erlanger and Acadia. While the Dept. Of
Mental Health does not have such a designation as does the
Bureau of TennCare, applicant will operate in such a manner
which “recognizes and promotes Erlanger’s objective of
providing charity care”. (Please see paragraph 7 of the
Letter Of Agreement.)

Erlanger Behavioral Health will be classified and
licensed as an Institution for Mental Disease (IMD)
licensed by the Dept. of Mental Health, not as a department
of Erlanger Medical Center.

Erlanger Behavioral Health
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As a newly established provider, Erlanger Behavioral

Health will draw upon the experience of both Erlanger and
Acadia in operating psychiatric programs. Erlanger Nort
Hospital currently operates an inpatient geriatric '
psychiatric program, to be relocated to the new hospital,
and Acadia has experience in the operation of adult
psychiatric units, child and adolescent inpatient unit and
adult chemical dependency programs with 585 facilities
worldwide. Erlanger also has a psychiatric division with
employed psychiatrist and provides service to inpatients as
well as children in the emergency department and its
Federally Qualified Health Centers.

The analysis of current bed supply in the service area
presented in the CON application does not include Moccasin
Bend Mental Health Institute. The number of beds at MBMHI
is 150. It should be noted that MBMHI service area is the
52 counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State
facilities”.1

As to Acadia’s obligaton to fund the project, please
see paragraph 3(c) of the Letter of Agreement which
specifies that Acadia will pay for design & construction,
etc.

5.) Section B, Project Description, Item II.A.

Please clarify if the eighteen adolescent and child
unit will be coed. If so, how and when will females
and males be segregated?

Please clarify if all the proposed psychiatric units
will be locked.

1 See Application Summary by HSDA staff dated October 13, 2013, p. 4, Ttem C-3, Crestwyn Behavioral
Health, CON No. CN1310-040.
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What are the proposed age ranges for each of the three
proposed psychiatric units and adult chemical
dependency unit?

Response

The child & adolescent unit of Erlanger Behavioral
Health will be co-ed. Generally, males will be assigned to
rooms on one side of the hallway and females will be
assigned to rooms on the other side of the hallway.

Each of the proposed units within the facility will be
locked.

The proposed age ranges for the units are as follows.

Unit Description Age Range
Child / Adolescent 0-17
Adult . 18-64
Geriatric 65+

Adult Chemical Dependency 18-64

6.) Section B, Project Description Item III.A. (Plot Plan).

The plot plan is noted. Please provide a revised plot
plan that includes the size of site (in acres).

Response

A revised plot plan with the size of the site (in
acres) 1is attached to this supplemental information.

7.) Section C, Need, Item 1 a., (Project Specifiec
Criteria—-Psychiatric Inpatient Services A. Need, 1).

Please include Moccasin Bend Mental Health Institute’s
licensed beds in the bed calculations on page 33, and
in the tables and narrative response on page 34 and
submit a replacement page. The Guidélines for Growth
does not exclude state Mental Health Institutes in
determining psychiatric bed need.

Please reference the data source the applicant used to
determine the bed need in the proposed service area.

Erlanger Behavioral Health :
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Response

As requested, MBMHI has been added to the inventory of
current bed supply for psychiatric services in the defined
service area. The data source for population information
in this analysis was obtained from Claritas, a leading
provider of demographic data. Population data was not
available on the Tennessee Dept. of Health website. The
replacement pages (34-36) are attached to this supplemental

information.

However, applicant will point out that information on
the MBMHI website indicates that ..

“MBMHI assists patients who are not typically served by the
private service sector and have no other inpatient treatment
resources available to them.”

Thus, MBMHI itself categorically states that it does serve
those who are covered by the private service sector.

It should be noted that MBMHI service area is the 52
counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health _
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State

facilities”.

8.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services A. Need, 3).

What is the calculated bed need for child/adolescents
ages 0-17? Please describe the age range of patients
served by the proposed child adolescent psychiatric

program.

Response

Erlanger Behavioral Health
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The need information presented in the CON application
indicates that there is an over supply of five (5)
child/adolescent psychiatric beds in the defined service
area for the age group 0-17. However, it should be noted
that Parkridge .Valley Hospital for Children & Adolescents,
had a utilization rate of 79.6%, or 80.0%, for CY 2014.:2
From a health planning perspective, the threshold for
consideration of additional beds in a service category is
traditionally 80.0%. -

Erlanger Behavioral Health will serve children and
adolescents with emotional and behavioral health problems,
of all ages. Individualized care plans will provide a
foundation for stabilization for those in crisis or
otherwise in need of this service. The professional team
will collaborate with outpatient treatment providers and
provide patient and family education to ensure those
involved with the patient’s care understand emotional
health issues as well as symptom management. For this age
group, family involvement is crucial.

9.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services B.l.
(Service Area).

Please submit an online request to the Tennessee
Department of Health, Division of Health Statistics,
requesting patient discharge. utilization data
(inpatient day or discharge patient days) for the most
recent year available by MCD19 (Mental Diseases and
Disorders) and MCD 20 (Alcohol/Drug Abuse &
Alcohol/Drug-Induced Organic Mental Disorders) by
patient origin by facility by county for the proposed
service area. Please include the data in a table
listing the facility and associated inpatient days or
discharge patient days for the age groups 0-17, 18-64,
and 65+.

Response

The number of inpatient days by county of patient
origin for MDC’s 19 and 20, is attached to this
supplemental request. '

2 The calculation for utilization is 86 average daily census divided by 108 psychiafric beds, this
informatjon is derived from the Joint Annual Report for CY 2014 p. 23.
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(Project Specific
Criteria-Psychiatric Inpatient Services) B. 2. Service
Area Demographics and Section C. Need. Item 4.A

Please complete the following chart for each county in

the proposed service area.

Demographic Data

County #1

County
#2

Etc.

Service State of TN
Area Total
Total

0-17 Population-2016

0-17 Population-2020

0-17 Population % Change

Population

| 0-17 Population % of Total

Response

As requested,

Erlanger Behavioral Health

the table has been completed..
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Erlanger Bevioral Health -- 0-17 Age Group Demographics

0-17 Pop.  0-17 Pop.  0-17 Pop. 0-17 Pop. 0-17 Pop.
CY 2016 CY2020 %Change % Of Total-2016 % Of Total -2020

Hamilton County, TN 76,469 78,962 3.3% 22.2% 22.7%
Bradley County, TN 22,712 22,612 -0.4% 6.6% 6.5%
Marion County, TN 3,533 5,811 64.5% 1.0% 1.7%
Grundy County, TN 2,891 2,758 -4.6% 0.8% 0.8%
Sequatchie County, TN 3,366 3,406 1.2% 1.0% 1.0%
Bledsoe County, TN 2,544 2,437 -4.2% 0.7% 0.7%
Rhea County, TN 8,897 8,952 0.6% 2.6% 2.6%
Meigs County, TN 2,339 2,213 -5.4% 0.7% 0.6%
McMinn County, TN 11,293 11,045 -2.2% 3.3% 3.2%
Polk County, TN 3,493 3,352 -4.0% 1.0% 1.0%
Dade County, GA 3,262 3,118 ~4.4% " 0.9% 0.9%
Walker County, GA 15,052 14,548 -3.3% 4.4% 4.2%
Catoosa County, GA 15,258 14,909 -2.3% 4.4% 4.3%
DeKalb County, AL 17,601 17,268 -1.9% 5.1% ) 5.0%
Ja_ck_spn County, AL 11,213 10,768 -4.0% 3.3% 3.1%
Chatooga County, GA 5,419 - 5168 -4.6% 1.6% 1.5%
Fannin County, GA 4,311 4,263 -1.1% 1.3% 1.2%
Gilmer County, GA 5,241 6,048 15.4% 1.5% 1.7%
'Gordon County, GA 14,355 14,197 -L1% 4.2% 4.1%
Murray County, GA 9,911 9,570 -3.4% 2.9% 2.8%
Whitfield County, GA 28,674 29,927 4.4% 8.3% 8.6%
Cherokee County, NC 4,842 4,694 -3.1% 1.4% 1.4%
Coffee County, TN 12,589 12,511 -0.6% 3.7% 3.6%
: Cumberland County, TN 10,642 10,820 1.7% 3.1% 3.1%
Franklin County, TN 8,363 8,069 -3.5% 2.4% 2.3%
loudon County, N 10,082 10266  .1.8% 2.9% . 3.0%
Monroe County, TN 9,834 9,708 -1.3% 2.9% 2.8%
Roane County, TN 10,020 9,351 -6.7% 2.9% 2.7%
:Van Buren County, TN 1,026 965 -5.9% 0.3% 0.3%
"Warren County, TN 9,483 9,421 -0.7% 2.8% 2.7%
Total >>>> 344,715 347,137 0.7% 100.0% 100.0%

11.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services C. 1.
Relationship to existing applicable plans (State,
City, County, Regional Plans)

Other than the Tennessee Guidelines for Growth, are
there other existing applicable plans (city, county,
and/or regional) that has a relationship to the
proposed project? Please clarify.

Response
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Applicant is not aware of any other “plans” that have
a relationship to this proposal. We checked the
Chattanooga—Hamilton County Regional Planning Agency, the
City of Chattanooga, and Hamilton County. While we were
not able to identify any “plans”, per se, we have been able
to validate certain other pertinent information relating to

this project.

. For instance, in 2015 the Hamilton County Health Dept.
published a report titled “Picture Of Our Health - Hamilton
County, Tennessee — 2015 Community Health Profile”. This

report presents a “snapshot” of the community’s health.

The suicide rate is cited as having increased by 27.3%

between 2000 and 2015, from a rate of 11.3 per 100,000 to a

rate of 14.4.

The Tennessee Dept. of Mental Health 2015 Data Book,
states that Tennessee ranks in the bottom 10 states in the
nation, for the following indicators of behavioral health.

- Adults that smoke everyday.

— Adults limited in activity due to physical, mental
or emotional problems.

- Adults with mental illness in the past year.

- Youth that used methamphetamine 10 or more times
during their lifetime.

- Youth that used prescription drugs without a
doctor’s prescription.

The National Institute of Mental Health reports on
it’s website that the prevalence of Schizophrenia is 1.1%
of the general population, and 60% of those will utilize
some form of healthcare service in a year. Therefore,
within the defined service area for this Erlanger
Behavioral Health, a total of 17,285 people have
Schizophrenia and 10,371 will utilize healthcare services

each year.

These indicators all point to the acute need for
Erlanger Behavioral Health.

12.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services C. 4.
Relationship to existing applicable plans
(Involuntary Admissions).

Erlanger Behavioral Health
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Does the applicant expect to accept all involuntary
admissions (all.ages)? Will the applicant have the
expertise and staff to monitor patients who may
require one to one observation or may require special
treatment?

Please discuss examples of when the applicant could
not accept an “Involuntary Admission.” In a situation
where the applicant could not take an “Involuntary
Admission”, what protocols would the applicant enact
to assure the patient could receive proper treatment?

Response

Generally, applicant will accept all involuntary
admissions, to include all ages. However, this policy is
subject to bed availability within the facility, the
hospital’s current staffing and treatment loads, etc.
Erlanger Behavioral Health will have appropriate expertise
and staff to monitor patients on a one to one basis, if
needed. '

In case an involuntary admission cannot be accepted,
for the reasons cited above, Erlanger Behavioral Health
will work with the referring source to identify altermative
placement.

13.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services D.1.
(Relationship to Existing Similar Services).

The narrative response on page 40 and utilization
tables on page 41 are noted. However, please include
MBMHI in the narrative response and utilization tables
and submit a replacement page. In addition, please
add a column in the tables to show % change from 2011
to 2014.

Response

As requested, MBMHI has been added to the table and
the trend has been calculated between 2011 - 2014. The
replacements for pages 40 and 41 are attached to this
supplemental information.
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However, applicant will point out that information on

the MBMHI website indicates that ..

“MBMHI assists patients who are not typically served by the
private service sector and have no other inpatient treatment
resources available to them.”

Thus, MBMHI itself categorically states that it does serve
those who are covered by the private service sector.

It should be noted that MBMHI service area is the 52
counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State
facilities”.

14.) Section C, Need, Item 4.
Please provide overall patient origin by county for
Erlanger Medical Center for the most recent year

available. Include each county in Erlanger Behavioral
Health’s proposed service area.

Response

As requested, the patient origin by county for CY 2015
is below.

Erlanger Behavioral Health
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_ . EHS -- In-Patient Origin By County |
! CY 2015
PSA HAMILTON, TN 15,499 Tertiary DEKALB, AL 372
Svc Area Svc Area JACKSON, AL 516
CHATTOOGA, GA 74
SSA BRADLEY, TN 2,110 ‘FANNIN, GA 330
SvcArea  MARION, TN 1,300 GILMER, GA 146
GRUNDY, TN 333 GORDON, GA 207
SEQUATCHIE, TN 909 .MURRAY, GA 296
BLEDSOE, TN 979 WHITFIELD, GA 667
RHEA, TN 1,135 CHEROKEE, NC 218
MEIGS, TN 196 COFFEE, TN 116
MCMINN, TN 463 CUMBERLAND, TN 56
POLK, TN 393 FRANKLIN, TN 215
DADE, GA 616 LOUDEN, TN 17
WALKER, GA 1,969 MONROE, TN 60
CATOOSA, GA 1,692 ROANE, TN 16
' VAN BUREN, TN 51
WARREN, TN 124
Svc Area  Cases %
"~ PSA 15,499 46.2%
SSA 12,095 36.1%
TSA 3,481 10.4%
. All Other 2,470 7.3%
:Total >> 33,545 100.0%

15.) Section C, Need, Item 5.

The utilization tables on page 50 are noted. However,
pPlease include utilization data for MBMHI in the
tables and resubmit a replacement page. In addition,

please include a column indicating the % change from
2011-2014.

Response

As requested, MBMHI has been added to the table and
the trend has been calculated between 2011 — 2014. The
replacements for pages 50 1s attached to this supplemental

information
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However, applicant will point out that information on

the MBMHI website indicates that ..

“MBMHI assists patients who are not typically served by the
private service sector and have no other inpatient treatment

resources available to them.”

Thus, MBMHI itself categorically states that it does serve
those who are covered by the private service sector.

It should be noted that MBMHI service area is the 52
counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health 1s only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State
facilities”.

16.) Section C, Need, Item 6.

Please provide the details regarding the methodology
used to project 8,798 patient days during the first
year of operation and 17,481 patient days during the
second year of operation. The methodology must include
detailed calculations or documentation from referral

sources.

The total average daily census of 24.1 in Year One and
47.9 in Year Two of the proposed project is noted.
Please break-out the proposed average daily census by
Unit:

Year One- | Year Two-
ADC ADC

Adult Psychiatric Unit (24
beds)

Gero Psychiatric Unit (24
Beds)

Child and adolescent beds

Erlanger Behavioral Health .
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(18 beds)
Chemical Dependency
Unit (22 beds)
Total 24.1 47.9

Please provide letters of referral from Community
Mental Health Centers, Private Psychiatrists and
Primary Care Physicians, etc.

Response

The ADC table has been completed.

== Average Daily Census ===

Year 1 Year2
Adult Psychiatric Unit (24 beds) 4.0 10.0
Gero Psychiatric Unit (24 beds) 12.0 18.0
Child & Adolescent Unit (18 beds) 40 10.0
Chemical Dependency Unit (22 beds) 4.1 9.9
Total 241 47.9

As requested, we have attached letters of support for
Erlanger Behavioral Health. We have also attached comments
from the general community which express overwhelming
support for Erlanger Behavioral Health .. these comments
have appeared on websites in Chattanooga as well as other
social media, such as Facebook.

17.) Section C. Economic Feasibility Item 1 (Project Cost
Chart) .

Line D. listing the estimated project cost as
$24,067,600 is incorrect. Please revise and provide a

replacement page.
Response

As requested, the error on the Project Cost Chart has
been corrected. The replacement for page 52 is attached to
this supplemental information request.

18.) Section C. Economic Feasibility Item 2 (Funding).

Erlanger Behavioral Health
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The March 11, 2016 funding letter from Acadia
Healthcare referencing a proposed joint venture
between Erlanger Health System and Acadia Healthcare
is noted. However, the applicant states in the
application there is not a current joint venture
between Erlanger Health Systems and Acadia Healthcare.

Please clarify.

What guarantee does the applicant have Acadia will
actually fund the proposed project while Acadia
currently has no relationship with the proposed
project. Please clarify.

It is noted Acadia has a revolving line of credit that
will finance a portion of the proposed project. Please
submit a letter from a bank that identifies the
revolving credit expected interest rate, term, and any
anticipated restrictions or conditions.

What percentage of the proposed project cost will be
financed through cash reserves and a revolving line of

credit?

Please explain the reason the applicant is not funding
the proposed project.

Response

A Letter of Agreement between Erlanger Health System
and Acadia Healthcare is attached to this supplemental
information. The agreement specifies that Acadia will
fully fund design and construction of Erlanger Behavioral
Health. Further, the Letter of Agreement with Acadia
specifies that it’s contribution will be cash and we
confirmed with Acadia that this is their plan. As such,
Acadia does not plan to utilize a credit facility to fund
this project. Please see paragraph 3(c) of the Letter of

Agreement.

19.) Section C, Economic Feasibility, Item 9.

Please complete the following chart for Year One of
the proposed project.

Payor Gross % of Total
Revenue Revenues

Erlanger Behavioral Health
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Medicare
Medicaid/ TennCare
Commercial Insurance
Self-Pay

Total

Response

The chart has been completed, as requested.

Gross

Payor Revenue % Of Revenue
Medicare S 3,917,249 32.6%
TennCare/Medicaid S 3,086,317 25.7%
Commerical $ 3,561,135 29.7%
Se]f Pay S 1,068,341 8.9%
Other $ 368,758 3.1%

Total S 12,001,800 100.0%

20.) Section C, Economic Feasibility, Item 10.

Please provide copies of the balance sheet and income
statement from the most recent audited financial
statements with accompanying notes for Acadia
Healthcare.

Response

A copy of the Form 10-K which was filed with the
Securities & Exchange Commission for the fiscal year ended
December 31, 2015, is attached to this supplemental
information. The financial statements begin on page F-1
and the Auditor’s report begins on page F-3, toward the end
of the SEC filing.

21.) Orderly Development, Item 1.

Please clarify if the applicant will have transfer
agreements with MBMHI.

Response

Erlanger Behavioral Health
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It is fully anticipated that the applicant will have a
transfer agreement with MBMHI.

22.) Section C, Contribution to Orderly Development,
Item 7 c.

Please provide the latest results of a state licensure
survey and/or Joint Commission survey for Erlanger
Health Systems with an approved plan of correction.

Response

The most recent accreditation letter from The Joint
Commission is attached to this supplemental information, as
requested.

23.) Section C, Contribution to Orderly Development,
Ttem 8 and 9.

Please respond to these two questions for Erlanger
Health Systems as a whole.

Response

There are no final orders or judgments agéinst any
professional licenses for Erlanger Health System. Further,
there are no final orders or judgments against any entity
or person with more than a 5% ownership interest in
Erlanger Health System.

There are no final civil or criminal judgments for
fraud or theft against any person or entity with more than
5% ownership interest in Erlanger Health System.

Erlanger Behavioral Health
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AFFIDAVIT

STATE OF TENNESSEE |

COUNTY OF HAMILTON |

NAME OF FACILITY Erlanger Behavioral Health, LLC

Iz Joseph M. Winick , after first being duly

sworn, State under ocath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that I have reviewed all of the supplemental

information submitted herewith, " and that it is tfue,

accurate, and complete. ///&glng«A ”’fgggiz

SIGNATURE NS

SWORN to and subscribed before me this ézbg of

YA -0+ 201lo, a Notary Public in and for the
Month Year

State of Tennessee, County of Hamilton.

Ror W Lot

NOTARY PUBLIC

My commission expires ,,

My commission expires
(n&detober=10, 2016
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This Instrument Prepared By: DATA PROCEGSING FEE 2.0
Miller & Martin PLLC (WSM) _ CONVEYANCE TAX $0. 03
1000 Volunteer State Life Building el .
832 Georgia Avenue Users HCDC\HSertel
Chattancoga, Tennessee 37402-2289 e oioR

A
M
\9
i
m
m
Do

Confact: Pam Hurst, Repister
Hamilton County, Tennessee

Name and Address Map and

of New Owner: Send Tax Bills To: Parcel No.:

Medijcal Development Pariners, LLC Same 146C-A-022 & 146C-A-023
Mr. Jon Kinsey

Kinsey Probasco Hays LLC

Chattanooga Times Building, Suite 600
100 E. 10" Street '
Chattanooga, TN 37402

QUITCLAIM DEED

FOR AND IN CONSIDERATION OF Ten Dollars ($10.00) and other good and
valuable consideration, the receipt and legal sufficiency of all of which hereby are
acknowledged, CITICO MEDICAL, LLC, a Tennessee limited liability company (herein
"Grantor") does hereby remise, release and quitclaim unto MEDICAL DEVELOPMENT
PARTNERS, LLC, a Tennessee limited liability company (herein "Grantee") the property
described on Exhibit "A" attached hereto and made a part hereof, together with all
improvements thereon and all easements, rights and privileges appurtenant thereto.

IN WITNESS WHEREOF, Grantor hias cxecuted this instrument as of the 34gfiay
of M 2007,

CITICO MEDICAL, LLC,
a Tennessee limited liability company

Content_4717568_1
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STATE OF TENNESSEE
COUNTY OF HAMILTON

Before me, a Notary Public in and for the state and county aforesaid, personally
appeared j‘ W\ Kinsey , to me known (or proved to me on the basis of
satisfactory evidence) to be the Chie~f W\@mq,e( of CITICO MEDICAL, LLC,
the within named bargainor, a Tennessee limited liability company, who acknowledged that
he executed the foregoing mstrgﬁ\lpnt for the purposes therein contained on behalf of said

company in his capacity as said e er\agif
WITNESS my hm@g‘“‘{!ﬁ%@% 3\ day of December ,200].
§ ? STATE .‘1. %-1 / !
g O z it
£ TENNESSE g e
2 L NOTARY /-5 s e W
’%‘Sf'-. PUBL‘C Q.g}' My Commission Expires:
"-’f /( TON © 0\.@\§ . ]
STATE OF TENNESSEE “iiin My Commission Expires February 4, 2003
COUNTY OF HAMILTON
I , hereby swear or affirn that the actual

consideratioft forAfis transfer is $10.00.

W% CHEF IR,

Affipdi-Greatee A7£:0 ). AL DEVSTITIVES,
plic;

Subscribed and sworn to before
methis D\ dayof [pcemloel |
2007\ .

> P A
Mg st
Notary Piblic
My Commission Expires:

My Commission Expires February 4, 2009

“\“\““""lq’”
s\\;‘.'?ei H"’;?"’
-."? Fs STATE™ '\
g 7 OF

] iTENNESSEE;
5-.“1‘; NOTARY

\
’i'rmmm“\\“\\

”r<?’ 00 \\

\
W
Hrmuum\\\“

Cantent 4717568_1 2
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EXHIBIT “A”

Being a tract of land located in the City of Chattanooga,
Hamilton County, Tennessee and being Tracts One (1) and
Two (2) as described in Book 5570, page 845, in the Register’s
Office of Hamilton County, Tennessee, and being more
particularly described as follows:

Beginning at an iron rod found on the eastern right-of-way of
Holtzclaw Avenue, having a width that varies, being the
northwest corner of the herein described property and being
the southwest comer of the Tipton Properties G.P. property
recorded in Book 5467, page 976 in said Register’s Office;
thence, leaving said right-of-way and continuing along the
southern boundary of the Tipton Properties G.P. property,
South 67 degrees 00 minutes 00 seconds East 478.82 feet to an
iron rod set; thence, along the western boundary of the City of
Chattanooga property recorded in Book 4977, page 567 in said
Register’s Office, South 04 degrees 13 minutes 22 seconds
West 517.85 feet to an iron rod with cap found; thence, along
the western boundary of the James Houston property recorded
in Book 6624, page 600 in said Register’s Office, South 22
degrees 47 minutes 30 seconds West 192.78 feet to an iron rod
and cap found and being on the northern right-of-way of Citico
Avenue, having a width of 56 feet; thence, along the northern
right-of-way of Citico Avenue, North 67 degrees 00 minutes
00 seconds West 531.16 feet to a point; thence, in a curve to
the right an arc distance of 29.36 feet and having a radius of
19.00 feet and subtended by a chord of North 22 degrees 43
minutes 44 seconds West 26.53 feet to a point on the eastern
right-of-way of Holtzclaw Avenue; thence along the eastern
right-of-way of Holtzclaw Avenue the following: North 21
degrees 32 minutes 32 seconds East 61.75 feet, North 20
degrees 35 minutes 06 seconds East 93.94 feet, North 16
degrees 17 minutes 12 seconds East 225.87 feet and North 23
degrees 09 minutes 03 seconds East 95.30 feet to the Point of
Beginning. Said Tract herein described contains 6.05 acres.

The desecription above taken from the survey of The R.L.S.
Group, dated 10/8/2004, as revised 11/5/2004, being Drawing
No. 04152E. Legal description is the same as prior deed.

PRIOR AND LAST DEED REFERENCE: Book 7347,
Page 895, et seq., Register’s Office at Hamilton County,
Tennessee.

Content_4717568_1 3
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Direct Phone: 615-861-7339
Fmail: steve.davidson@acadiahealthcare.com

February 16, 2016

By Fmail {Joe.Winick@Erlanger.org)

- Joseph M. Winick, FACHE

Senior Vice President

Planning, Analytics & Business Development
Erlanger Health System

975 E 3rd Street

Chattanooga, TN 37403

Re: Potential Venture for 80 Bed Behavioral Hospital — Letter of Intent

Dear Joe:

This letter is Acadia Healthcare Company, Inc.’s ("Acadia’s") non-binding proposal {"Proposal")
to enter into a joint venture arrangement {the "Transaction") with Erlanger Health System
(“Erlanger”) to develop, build and operate a new 80-bed inpatient psychiatric facility (the
“Facility”) that would provide a full range of inpatient and outpatient behavioral health

services, on or near the Erlanger campus.

1. Proposed Transaction Structure. Based upon the information available to us to date,
Acadia anticipates a two stage transaction structure. During the first stage, Erlanger would
form a new entity (the “Venture”) to own and operate the Facility which, initially, would be
wholly-owned by Erlanger. The parties rights and obligations during the first stage would be
governed by a Pre-Organizational Agreement. Upon obtaining a final, non-appealable
Certificate of Need to develop and operate the Facility (the "CON"), the Transaction would
enter the second stage during which Acadia would become an owner of the Venture and the
Facility would be developed. The parties rights and obligations during the second stage will be

governed by an Operating Agreement.

2. First Stage Responsibilities. During the first stage, Erlanger, at its expense, will organize
the Venture and will apply for and pursue obtaining the CON. Erlanger will pursue the CON to a
final, non-appealable result. The parties acknowledge that Acadia's intended relationship with
the Venture will need to be disclosed during the CON process. Acadia will incur the costs of
architecture, engineering and design necessary for the CON application for the . Facility.
Additionally, Acadia will deliver a letter to the Venture which will outline its commitment to
fund the construction and development of the Facmty which the Venture may use in connection
with the CON application. The Venture shall obtain or shall obtain the right to acquire the real

6100 TOWER. CIRCLE = SUITE 1000 » FRANKLIN, TN 37067 » PHONE: 615-861-6000
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estate for the Facility. Erlanger and Acadia would share equally, if necessary, the cost of an
option on the real estate for the Facility.

3. Second Stage Responsibilities.

a. Ownership of the Venture. Upon the Venture obtaining a final and non-
appealable CON, Acadia will become a member of the Venture. Erlanger and
Acadia would own a percentage interest in the Venture in proportion to the
value of their respective contributions. The value of the contributions, and the
resulting refative percentage ownership of the Venture would be based upon an
independent fair market valuation. '

b. Profit and Loss. Each member’s share of profits, losses and distributions in the
Venture would be proportional to that member’s percentage interest in the
Venture,

C. Contributions. For its capital contribution to the Venture, Acadia would

contribute cash in an amount to be determined; to be used for the design and
construction of the Facility. For its capital contribution to the Venture, Erlanger
would contribute its geriatric-psych business operated at Erlanger North Hospital
and the Erlanger brand name for the Facility. Additionally, Erlanger will be
credited with the value that the Venture has relating to the fair market,
appraised value of the CON and the real estate for the Facility.

d. Definitive Agreements, The obligations of the partles to consummate the
Transaction would be set forth in “Definitive Agreements” acceptable to each
party in its sole discretion. The Definitive Agreements would detail the parties’
rights and responsibilities concerning capital contributions, pro rata profit
distributions, duties owed to the entity and the minority members, restrictions
on transfers of interests, put and call rights, other restrictive covenants, triggers
for the unwinding of the Venture, and other customary terms and conditions for
a transaction of this type. The initial Definitive Agreement would be the
Venture's Pre-Organizational Agreement which will have the form of the
Operating Agreement for the Venture (the "Operating Agreement") and a license
agreement for the Erlanger brand name attached. It is contemplated that the
Operating Agreement would be fully negotiated at the outset of the Transaction

but would be signed upon obtaining the CON.

e. Working Capital Financing. The Venture would not incur any debt other than a
line of credit from Acadia, commencing upon obtaining the CON, of up to
5,000,000 for (i) working capital; (i) general corporate purposes; and (iii})
startup expenses. The parties contemplate that the Venture will purchase the
real estate on which the Facility will be located using this capital, or, in the
alternative, that Acadia will acquire such real estate and contribute it to the

NPSM 1592773 v5
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Venture. The line of credit would bear interest at the prime rate plus 2%, would
be due in full in 60 months, and would be repaid in full before distributions of
profit by the Venture. The Venture would not guarantee debt of Acadia or

Erlanger.
4. Closing Conditions.
a. The stage one closing would be conditioned on the following:

1. execution and delivery of Definitive Agreements;

;2 approval of the Transaction by Acadia’s Board of Directors; .
3. approval of the Transaction by Erlanger’s Board of Directors;
1, regulatory, legal, and operational diligence approval by Erlanger; and
5l regulatory, legal, and operational diligence approval by Acadia.

b. The stage two obligations of the parttes including the requirement for Acadia to
fund construction and the requirement for Erlanger to contribute its geriatric-psych
unit to the Venture shall be conditioned on the following:

1. no material adverse change in the CON, licensure category, or the

prospects of the Facility;
2. approval of a CON for the Facility for at least 80 psychiatric beds;

Bl zoning and similar land use approvals for the Facility’s construction
issuing from the appropriate governmental authorities;
4. receipt of a written opinion or opinions from independent third party

appraiser{s) with experiise in healthcare transactions, that the
consideration paid or contributed in exchange for member interests in
the Venture is consistent with fair market value.

5. _ Governance. Beginning with stage two, the Venture would be subject to oversight by a
“Board of Directors” appeinted by the parties and voting based on the respective ownership
interests represented, provided that in no event shall any party have less than two Board
members. It is anticipated Acadia would have a controlling interest in the Venture and
appointment rights over a majority of the Board of Directors. The following Board of Directors
decisions would require approval of (a) a majority of the appointed individuals sitting on the
Board of Directors and (b) at least one Board representative of each of the parties:

a. approving the Venture’s strategic business plan;
b. determining the need for additional capital contributions;
C. approving the location and design of the Facility and construction budgets;
d. extraordinary capital expenditures including long term leases;
e. approving incurrence of extraordinary debt;
f. expanding or reducing the number of beds at the Facility;
g admitting any new member; ‘
N PSM 1592773 v5
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h. creating or issuing - additional membership interests andfor new classes of
membership interests;

i granting any lien or securlity interest {except for those in the ordinary course of

business not in excess of $1,000,000) on or in any of the Venture's assets or

property;

making loans to, or acquiring equity interests in, any other person or entity;

k. selling or otherwise disposing of assets of the Venture, other than in the ordinary
course of business;

l. agreeing to any coritract restricting the Venture’s right to make distributions to
its members, or agreeing to pay any distributions in respect of member units in
any form other than cash or in any manner other than to the members in
accordance with their membership percentage interests;

m. amending the Venture's articles or organization, operating agreement, or name;

mn. entering into, renewing or terminating any lease, contract or agreement or any
other transaction or arrangement (whether or not involving payments or
remuneration) between the Venture and any member or affiliate of a member;

—

0. approving any transfer of the equity interests held by a member, whether by
direct sale, merger, or exchange;

p. approving any merger, sale, restructuring, or recapitalization of the Venture or
causing the Venture to convert to a different form of entity;

q. filing a petition requesting or consenting to an order for relief under the federal
bankruptcy laws or to dissolve the Venture;

r leasing any portion of the real property owned by the Venture other than in the
ordinary course of business;

S. redeeming or repurchasing by the Venture of any member units, other than on a
pro rata basis to all members;

t. hiring and retention of the CEQ, CFO and CNO of the Facility;

u. entering into any corporate integrity agreement or settlement agreement in
connection with any government investigation or whistleblower suit; and

V. making other extraordinary material decisions as set forth in the Definitive
Agreements.

The Definitive Agreements would include a mechanism for resolving certain deadiocks that may
arise in connection with a governance decision.

6. Financial Statements. The Definitive Agreements will provide for the delivery of annual
Acadia-level consolidated and Venture-level audited, and monthly Venture-level unaudited

financial statements of the Facility.

7. Charity Care Policy. The Operating Agreement will contain covenants ensuring that the
Venture {i) is operated and managed in a manner that does not jeopardize Erlanger's tax-
exempt status, and {ii) recognizes and promotes Erlanger's objective of providing charity care.
Specifically, the Operating Agreement will provide that the Venture will provide healthcare
services for a broad cross-section of the community, adopt high standards for the quality of

NPSM 1592773 v5
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patient care, provide a reasonable level of charity care to the community served by the Venture
and collaborate with Erlanger on the provision of uncompensated care.

8. Corporate Office’ Services; Management. Pursuant to a services agreement to be
entered into between the Venture and Acadia, Acadia’s corporate office would provide
corporate office management services to the Venture, to include support in the following areas:
operations management, finance and accounting, legal advice and counsel, internal audit,
clinical quality and compliance, risk management, insurance, human resources, recruiting,
payroll, information technology, tax, billing and collecting, marketing, managed care
contracting, and business office support. Acadia would charge the Yenture a management fee
equal to 2% of the Venture’s revenue for these corporate office services, and would pass
through to the Venture without markup the following expenses: (a} the actual reasonable costs
of outside consultants, legal counsel, tax counsel and outside auditors; (b} a proportional
amount of Acadia’s facilities’ costs for software licenses, insurance and employee benefits; and
(c) the direct costs of Adadia’s call-center, web design and marketing staff to the extent
dedicated to marketing the Facility, not to exceed .05% of annual Venture revenue, the actual
reimbursable third party expenses of Acadia’s corporate office staff, incurred in providing
services to the Venture, in accordance with Acadia’s Expense Reimbursement Policy. As the
anticipated majority member, Acadia would be responsible for the day-to-day operations,
management and control of the Facility. Acadia would consolidate the results of the operations
of the Facility with its company financial statements,

9. Noncompetition. The Definitive Agreements would provide that Acadia and Erlanger
would covenant and agree with one another and each other’s affiliates that, during the Non-
Compete Period (defined below) and within the Non-Compete Area (defined below), they
would not directly or indirectly, with the exception of the Facility and specified other
exceptions, own, acquire, lease, manage, consult for, serve as agent or subcontractor for,
finanee, invest in, own any part of or exercise management control over any facility or business
that primarily provides-services that are the same or similar to the services provided by the
Facility, provided that the non-compete will exclude care provided by Erfanger in any
emergency department or any service provided in an acute care setting which is accompanied
by or incidental to a general medical condition which requires the patient's presence at an
Erlanger facility. The “Non-Compete Period” would, for each member respectively, commence
on the date of such member’s acquiring any membership Interest in the Venture {each a
“Membership Date”) and terminate on the second anniversary of such member’s liquidation or
termination of all such membership interests. The “Non-Compete Area” would mean the area
within a twenty-five (25) mile radius of the Facility, including any satellite locations thereof. In
addition, during the Noncompete Period, the members shall not solicit for employment or
employ any person (at or above a certain level) who is then employed by the Venture or a
party, subject to exceptions for general solicitation activity not targeted as such persons.

10.  Access and [nformation. The parties will furnish to one another and their respective
representatives such CON, licensure, regulatory and such other information relating to the
Transaction as another party or its representatives may from time to time reasonably request.

NPSM 1592773 v5
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All such access, investigations, contacts and inspections to be conducted by the requesting
party and its representatives shall be conducted in consultation with the other parties and in
such-a manner as not to interfere unduly with the normal conduct of the other parties’

business.

11. Confidentiality; Public Announcement. The terms of this letter are subject, in all
respects, to the parties’ Memorandum of Understanding July ___, 2015, The timing and content
of any announcements, press releases or any public statements concerning the Transaction
{including the CON process) shall be determined by mutual agreement of the parties, unless,
with respect to Acadia, in the judgment of Acadia upon advice of counsel, disclosure is
otherwise required by Acadia by applicable law or by the applicable rules of any stock market
on which Acadia’s securities are listed or quoted, provided that Acadia shall use commercially
reasonable efforts consistent with such applicable law to consult with Erlanger with respect to

the text thereof.

12, Exclusivity, The parties contemplate the expenditure of substantial sums of time and
money in connection with legal, accounting, financial, and due diligence work to be performed
in conjunction with the proposed transaction prior to execution of the Definitive Agreements.
For purposes of inducing one another to execute this Letter of Intent, during the period from
the date of acceptance of this Letter of Intent specified below to March 31, 2016, the parties
and their directors, officers, affiliates, agents and employees shall not, without the prior written
consent of the other parties hereto, directly or indirectly, solicit or entertain offers from,
negotiate with, or in any manner encourage, discuss, accept or consider any proposal of any
other person relating to the acquisition, construction, joint venture, or management of a
psychiatric or substance abuse facility similar in nature and location to the proposed Facility.

13.  Nonbinding Effect. Except as provided in paragraphs 11-15 (the “Binding Provisions”),
this Letter of Intent will not create any binding legal commitments between the parties but will
serve only to evidence the parties’ present intentions with respect to a possible transaction.

14.  Termination of Letter of Intent. This Letter of intent shall terminate upon the earliest
to occur of (i} written notice of termination by either party to the other or (i) the execution of
Definitive Agreements. The Binding Provisions shall survive the expiration or termination of

this Letter of Intent.

15. Governing Law. This Letter of Intent shall be governed and construed in accordance
with the laws of the State of Tennessee without regards to principles of conflicts of laws.

We are very pleased to submit this Proposal. The Transaction is a priority for Acadia and we are
prepared to commit the necessary resources to complete the Transaction expeditiously. Any
questions regarding this Proposal should be directed to Steve Davidson, Chief Development
Officer, at 615-861-6000 or via email at steve.davidson@acadiahealthcare.com. We thank you
for your consideration and look forward to working with you. :
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If you are in agreement with ihe terms of this Letter of Intent, please sign and return one copy
1o ug and each party should retaln one copy for its recards,

Slncerely,

A

Steve Davidson
Chief Davelopment Officar

- wz:ucaﬁ,
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o virerlanger

Behavioral Health

Ms. Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building
502 Deaderick Street, 9th Floor
Nashville, TN 37243

RE; Etlanger Behavioral Health
Dear Ms. Hill:

The majority of psychiatric patients from the surrounding Chattanoopga area come to
Brlanger’s Emergency Department for acute emergencies. Over the last 10

years, psychiatric visits to Emergency Departments across the country have inereased and
ours is no exception, Since 2013, the number of patients being transferred from
Erlanger’s ED to psychiatric inpatient facilities has doubled, mirrored by a drastic
increase in the number of boarding hours. Tt is widely récognized in this region that there
is 2 wide disparity between need and available resources:

As Chief of Behavioral Health at Erlanger, I am extremely excited to give my support for
the new behavioral health hospital that will expand the current capacity for mental hezlth
tieatmerit anid support iii this arga, This i an incredible opportunity to improve access to
care for our patients with thental illness. Tam proud fo be a part of Erlanger who by
providing these services will change the landscape of behavioral health in this community
and the lives of so many people. : :

Sincerely,

i

Jenmnie Mafiaffey, M.D.
Chiéf of Behavioral Health
_WT Erlanger Behaviotal Health
979 East 3rd Street, Ste A-443
Office:(423)778-2965

Fax: (423)778-2966

Erlanger North Hospital * 632 Morrison Springs Road « Suite 103 « Chattanooga, TN 37415 « 423,778.5945
Erlanger Baroness Hospital ¢ 979 East 3rd Street ¢ Suite A-443 » Chattanocoga, TN 37403 « 423,778.2965
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e NIVERSITYof ur
TENNESSEE 11:49 am
HEALTH SCIENCE CENTER
COLLEGE of MEDICINE
Office of the Dean
960 East Third Street
Suite 100

Chattanooga, Tennessee 37403
Tel: (423) 778-6956
Fax: (423) 778-3672

March 24, 2016

Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building

502 Deaderick Street, 9% Floor

Nashville, TN 37243

Dear Ms. Hill:

Please accept the full support from the University of Tennessee College of Medicine
Chattanooga for a new proposed 88 bed behavioral health hospital. As you know, this will fill a
critical patient care need in our region.

Our medical school provides the third and fourth years of medical student education and our
180 residents and fellows participate in ten residency and ten fellowship programs. A critically
important part of the third year curriculum is in psychiatry and these new services will
significantly enhance opportunities for education. We also would be interested in exploring
new opportunities for graduate medical education expansion in behavioral health should
appropriate, sustainable funding sources become available.

Thank you for your consideration of this important enhancement for patient care and
education. ,

Kind regards,

Robertt C. Fore, EAD
Professor and Interim Dean



March 23, 2016

Ms. Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building

502 Deaderick Street, 9th Floor

Nashville, TN 37243

RE: Erlanger Behavioral Health

Dear Ms. Hill:

Please accept this letter of support for the Certificate of Need application that Erlanger Health System has
filed to establish a new 88 bed behavioral health hospital. As the CEO of Children’s Hospital at Erlanger,

| am very aware of the communities need for pediatric, adolescent and adult behavioral health services.
On any given day, we have multiple patients in our emergency department, or on our inpatient floor, being
held while searching for any level of psychiatric or behavioral support. Many of our patients have '
substance abuse issues and/or are in real need of both acute and chronic psychiatric care. This problem
has continued to grow and was a recent topic for our Children’s Hospitals of Tennessee (CHAT) meeting

in Nashville.

| have recently met with several pediatric practices and ask them what they need from our health system.
The number on answer has always been, “please help us with our behavioral health patients.” These
services simple do not currently exist in our community.

Thank you for your consideration of this very important initiative. If further information is needed cor if you
have questions, please do not hesitate to contact me.

Sincerely,

Qs

Don Mueller, FACHE

Chief Executive Officer
Children’s Hospital at Erlanger
office; (423) 778-2298

email: don.mueller@erlanger.org

%&]dreﬁs

Hassital ot Erlanges n

wm] INTVERSIT Yof
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March 24, 2016

Ms. Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building

502 Deaderick Street, Sth Floor
Nashville, TN 37243

RE: Erlanger Behavioral Health

Dear Ms. Hill:

I wanted to send you a note to let you know that as the Clinical Administrator of Children’s Hospital at
Erlanger, I am in full support of the Certificate of Need application that Erlanger has filed to establish a
new 88 bed behavioral health hospital. We have had an increase in the number of adolescent patients
seen in the Children’s Emergency Department over the past year. Our Pediatric Emergency physiclans
have spoken out repeatedly about the need that our current patients have for additional behavioral
health facilities and programs. Adolescent beds for psychological Issues are hard to come by and any
additional beds would be a welcome addition to our area.

Thank you for your consideration of this very important initiative. If further information is needed or if
you have questions, please do not hesitate to contact me.

Sincerely, @ .

Leslie Phelps, MSHCA, BSN, RN
Clinical Administrator
Children’s Hospital at Erlanger
910 Blackford Street
Chattanooga, TN 37403

Lesie,phelps@erlanger.org
423-778-6058

maUNIVERSITYY
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Ms, Melgnie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building
502 Deaderick Street, 8" Floor

Nashville, TN 37243

Re: Erlanger Behavioral Health
Dear Ms, Hiil:

[ am 'wtiting to advise you that'the primary care and specialty physicjans, numbering in excess of 200,
employed by Erlanger Health System, are in full support of the Certificate of Need application that
Erlangér has filed to &stablish'a new 88 bed behavioral healih hospital. Our physicians have spaken out
repeatedly about the need that our cyrrent patients have for additional behavioral health services,
facilities and programs. Many of the patients we currently serve on an inpatient and outpatient basis
have psychological, psychiatric and medical comorbidities. We have already established & behavioral
health division; however; fore programming and resources are needed to address the significarit need
in our community-and the surrounding region.

Thank you for your consideration of this very importarit initiative, If further information is needed or
you have questions, please do not hesitate to contact me.

Sincerely,

Ao )3k

Steven H. Burkett
Sr. Vice President, Physician Services
Erlanger Health System

975 East Third Street, Chattanooga, TN 37403 (423) 778-7000 www.erlanger.org
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Thank You, Erlanger, For Offering Desperately Needed
Help For The Mentally IIl

Saturday, March 12, 2016

The most under-served medical conditions that exist are mental illness. We have this artificial
line of separating mental health from medical lliness, mostly due to insurance

companles. Greedy insurance companies and ACA requirements have pushed the majority of
licensed psychiatrists to a private pay system, which is contrary to the best Interest of the
public and leaves the poor without treatment.

The fact is mental health problems are medical problems, and licensed psychiatrists and
medical physicians are required to make meaningful improvements in the stability and lives of
the mentally ill.

SUMMERS,
RUFOLO &
RODGERS

R EYA AT

R

Where the Practice of Law is Still
a Profession and not just a Business

(423) 265- 2385

735 Broad Street, Suite 840
Chattanacga, TN 37402-2913

wwvr.sumimiarsfirni.com

No one is going to counsel their way out of bi-polar, and the majority of serious mental
illness.

The majority of our mentally Il population are under-treated, if treated at all. The mentally ill
fill the jail, comprise a large majority of the homeless, and have a much greater propensity to
drug abuse and addiction. Yet, the mentally ill have the least access to medical care and
treatment from qualified licensed physicians and psychiatrists.

While unfounded, public perception of mental lliness is an obst_acle to treatment. There Is a
pervasive shortage of licensed psychiatrists and facilities in Hamifton County. That is a fact -
we simply do not have enough licensed psychiatrists or facilities in Hamilton County.

It is a myth that the mentally ill can be treated by simply talking to a counselor. This is a
completely inadequate approach that has mass populations of the mentally ilt missing
appropriate and individualized evaluation and treatment. The mentally ill should have
complete medical evaluations, Often times there are root medical causes that perpetuate
mental illness. The mentally ill are not receiving these medical clearances to identify or rule
out root medical cause.

While social workers and counselors should be a part of the equation, the drivers should be
licensed medical physicians, psychiatrists, and facilities for treatment.

Problem Is, we don't have enough psychiatrists or facilities in Hamilton County.
Currently, the two primary existing mental health facilities are overflowing and often times

have patients stacked in their hallways. These facilities mean well, and do the best they can
with completely inadequate resources to achieve even a reasonable standard of care.

http:/fwww.chattanoogan.com/2016/3/12/319924/Thank-You-Erlanger-For-Offering.aspx
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The Hamilton County Jall is also housing many mentally ill patlents as these treajjfjgi¥ch 28, 2016
facllities. Sometimes, the jail is the only option.
11:49 am

The mentally ill have a propensity to self medicate, which is a direct path to the justice
system. The relatlonship between drug abuse and mental iliness is not a causal one. The
Hamilton County Jall is the front line of mental heaith, and that is really messed up. I respect
the job the jail is doing with virtually no resources due to our inept elected Hamilton County
Commissioners that have denled funding requested by the sheriff for almost two decades.
Yep, inept Hamilton County Commission, that is what I said.

The mentally ill at the jail should be receiving mental health triage by licensed professionals.
Johnson Mental Health only responds if requested. If any facility in our region needed an on
staff licensed mental health professional, it would be the Hamiiton County jall.

Our Hamilton County Commissioners are directly responsible for the Hanol Hilton conditlons at
the jail, period. Any government that allows mentally ill people to be stacked in celfls urinating
over one another sleeping in the floor needs to be sued for civil rights vialations. Will add
that to my to do list.

In short, the standard of care for the reglon's mentally ill is deplorable and missing the
primary components of real physicians that can evaluate medical needs including medication
and fadilities to house the mentally Il No one is going to cou nsel their way out of a large
majority of mental lliness. '

A reasonable standard of care cannot exist within the current framework In Hamlilton County
that lacks access to licensed psychiatrists and facilities.

Erlanger Hospital just published that they wish to gain authority from the state of Tennessee
regulatory board for a 200-bed facility. Erlanger is a real medical leader and has identified the
greatest medical need In the communlty.

We would not send a diabetic out of an emergency room without evaluation and treatment.

Why are the mentally [ll sent out of emergency rooms untreated or even given a course of
g - o

%)

Erlanger Hospital, the facility you propose is greatly needed. Please share with the public

what we can do to support your proposal. | PAHTY IN :
Thank you, Erlanger Hospital. |
April Eldson YU UH
Tweet| G+ ]{0‘| 14 |IPAJAMAS
[

Robert K. Fisher, CCIM Each office independenty
Commercial, Multl-Famlly Specialist owned and aperated
200 Manufacturers Road, STE 222 M.423.667.8634

Chattanoogs, Tonpessee 372406 KW CL423.664.1800

EimHzariL

March 20, 2016 March 20, 2016 March 20, 2016
Congratulations, Earl, On Your Radio Debunking The Social Programs Myth Roy Exum: My Pal Johnny Hennen
Hall Of Fame Induction

To Earl Freudenberg, My heartiest Social programs didn't destroy the black About 10 days ago, as I sat in the pre-

congratulations in honor of your family. Mass Incarceration and excessive, dawn chill like I do each day with my

induction into the Radio Hali of Fame. over the top policing In primatily black three prayers lists, I took my pencil and

You have been in my hall of fame for communities did. When those same crossed my beloved frlend Johnny

many, many years already. ... (click for  rules and laws are deployed, applled ... Hennen's name off the “B” list, and

more) (click for more) moved ... (click for more) o s
BOOK NOW

LIMITED QEEER

Robert K. Fisher, CCIM Gaunidy  Logknl  Heop il

“aﬂ'lﬂ&"llss & Commarcial, Multi-Family ‘d gglt;i “ frsl

t 3 == b Spacls
) AV TORNEYS N  M.4239687.8634 [
423}266-0605 04236844560 FOY

1t Only Males Sense.

hitp:/Avww chattancogan.com/201 6/3/12/319924/T hank-You-Erlanger-For-Offering.aspx 2/4
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Winick, Joe

44:dG-am
From: Charles, Pat
Sent: Monday, March 14, 2016 2:48 PM
To: Gentry, Gregg; Winick, Joe
Subject: Incredible, positive response on media online stories re new hospital
Importance: ' High

The response on local media’s Facebook posts to our new hospital plans has been
OVERWHELMINGLY positive. Shortly after the Times Free Press posted their story online, it got
583 likes and 151 shares, with some high praise from Judge Gary Starnes. And this was from a
Saturday story.

Channel 3’s online story quickly generated 264 likes with 78 shares. Again, with several
endorsements and praise from Judge Gary Starnes, who is over Chattanooga’s Mental Health
Court. | would be willing to bet he would write a letter of endorsement — or even accompany you to
CON hearing if his schedule permitted. Channel 12’s online post led to 122 likes, 29 shares.

| have never seen so many uniformly positive comments on anything (Erlanger or otherwise) in recent
months. Everyone is talking about need, how long overdue this type facility is in Chattanooga. Will
be glad to provide these comments to you, Joe, if you want to include in your CON reports regarding

community response.
And [ certainly recommend sharing these comments with our board members.

Pat Charles

Director, Corporate Communications
Erlanger Health System

Office: (423) 778-2922

Fax: (423) 778-7615

) erlal‘lgel'

e 2 Health System

#
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News 12 Now 11:49 am
March 13 at8:39am -

#CHANews Erlanger proposes $25M behavioral health hospital that would provide 200 jobs

EE———— e

Erlanger proposes $25M behavioral health hospital -

News 12 Now

CHATTANOOGA, Tenn. (AP) — Chattanooga’s Erlanger Health System is hoping fo
build a $25 million behavioral health hospital that it says would eventually...

HTTP.//BIT.LY

Like Comment Share
133 Top Comments

31 shares

E Write a comment...

1 JoAnn Antosh Temple Bless you Erlanger! Those us us who love someone with mental illness know what
this hospital could mean.

Like - Reply - March 14 at6:21pm
Susie Que Erlanger should concentrate on building the new children's hospital before they start this one.
Like - Reply- 3 -March 13 at 9:38am

Jason Whiteside Boy how | wish theyd take over Rhea Medical. If's a nice hospital, but to work there 4 1/2
x| years forless than 10.00 a hour for a job that even the nurses will notdo is ridiculous!

Like - Reply- 2 -March 13 at 9:00am
i{: Paula Crowe What job?
Like - Reply - March 14 at 11:54am

E Write a reply...

https:/Amw.facebook comwdefnews12 1/2



3/17/2016
Like - Reply-March 14 at 11:15am

Write a comment...

https:/Aww.facebook com/wdefnews 12

(50) News 12 Now

SUPPLEMENTAL #2
March 28, 2016
11:49 am
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March 28, 2016
Chattanooga Times Free Press shared a link. 11:49 am
March 12 at 9:00am -

Erlanger asking for permission to build $25 million
* behavioral health hospital

Erlanger Health System is asking the state for permission to build a $25 miltion
! behavioral health hospital that eventually would employ 200 people, according...

5 TIMESFREEFRESS.COM

Like Comment Share
584 Top Comments

152 shares

a Write a comment...

\}l Heather Wilson Omg YES! Verymuch needed. You would be so surprised to know how many psych pts we
W see in our ER daily. | would be elated to see this happen!

Like - Reply: 23 -March 12 at9:13am
, Becky Hammond Praying this happens. as itis so needed in this community and across the US.mental
illness needs to be recognized as an urgent medical condition.
Like - Reply- 20 - March 12 at9:36am '
m‘h' Manon Kraus Whatever happened to Park Ridge Valley? Thatis a psyche hospital that has beenin
;‘ Chattanooga for some time.
Like - Reply - March 13 at 6:52pm
[0 Heather Wilson If's still there.
Like - Reply - March 14 at 10:21am

a Write a reply...

Gary Starnes Finally. This is definitely needed to address the mental health issues confronting our entire
system particularly the court system. Thank you Erlanger.

https:/iwww.facebook com/timesfreepress 1/4
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Like - Reply- 8 -March 12 at 10:50am SUPPLEMENTAL #.‘2

Kymberly Brown It's needed because primary Cate doctors do not know how to tﬂﬂfﬂht@ﬁhil%ﬂ&lts just
provide you all these pills and they don't even know what pills they ate suppose tofflad@uamyou end up taking
so many different ones which can make things worse. There is not many places to go here for help. Theydo

need it.
Like - Reply- 5-March 12 at11:16am

Chris Beasley Certificate of Need (CON) laws are ridiculous, unconstitutional, and they hurt consumers. They
are being challenged in court all over the country. In what other industry do you need permission from both the
government AND your competitors to open a bus... See More

Like -Reply« 3 -March 12 at 10:22am

Tim Salmon That will have some haters who own stock in CCAhighly P.O.ed.

Private prison's next step will be to open such facilities.

Like - Reply- 3 -March 12 at1:07pm

MikeNikki Flanigan Will they actually hold ppl that need help that is the question. I've seen too many people
talk there way out of help when theytruly need it. -nikki ,

Like - Reply- 1-March 12 at10:29am

Jay Privett The ironic thing about libtards is that while they whine about the upper crust, the 1% that own 90%

& ofthe wealth, they are from that same 1%. These are the kind of people who look for any excuse to take the

easywayoutand alleviate themselves of anyand all responsibility from their own mistakes. Thus voting for
Bernie Sanders.
Like - Reply - March 12 at 3:27pm
ﬂ John Kleinmark Yes myfather gave me a small loan of 100 million and [ don't know why all parents do
nat do this for their children.......
Like -Reply- 3 -March 12 at 10:27pm - Edited
}P,,? Heather Wilson What does this comment have ANYTHING to do with this thread? Seriously. Read the
actual article.
Like -Reply- 3 -March 13 at9:21am

Jay Privett Ok dyke.
Like - Reply - March 13 at 1:59pm

Samantha Trantham Heather Wilson | agree with you. [ do not think people truly understand until they
see these patients first hand. Very sad.

Like -Reply: 1-March 14 at 10:23am

=3

Heather Wilson Jay Privett 'm married. To a man...not that it matters. Since you have nothing else
better to say, or intelligent...
Like <Reply- 1-March 14 at 10:23am

m Jay Privett Mhm.
Like - Reply - March 14 at 1:41pm

Q Write a repiy...

Tammy Steele Sure would help the community ! Please do itll
Like - Reply- 7 -March 12 at9:17am

i Michelle Mann-Harris Yes, Moccasin Bend is still around. We are a 150 bed facility.

https://mmww.facebook.comtimesfreepress

Like - Reply- 7 -March 12 at 9:49am

LEF Julie Ellen Voyles And still too small to serve this community properly.
Like - Reply- 1 -March 12 at 11:33pm

24
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m Heather Ward Where can | geta business card so | can hand them out to my co-workers?
] Like -Reply- 4 -March 12 at11:21am

% Kim Simon Brown Yes, please. Great idea for an overlooked segment of our population.
« 1. ¥ Like-Reply: 2-March12at12:07pm

Write a reply...

S * Dree Mott This would be so great]
m Like - Reply- 1 -March 12 at 10:56am
" " Tim Warren That hospital played a big part next to God in saving mydad’s life in the 70's
I:;h. Like - Reply - March 12 at6:25pm
E] Shawda Covington Or u could give your employees a raise since they haven't had one in yrs!!!
M=4d Like - Reply-March 12 at 1:08pm

Jennifer Tipton We just gotone in January.

Like - Reply- 2 -March 12 at 3:59pm

Q Write a reply...

i Charlie Branson Thinkin that that would be a great investment.
Like - Reply - March 12 at 2:13pm
@ Tiffany Harris Clarissa Souci weren't we all just talking about something like this?! Cool!
W8 Like -Reply:  1-March 13 at9:55pm
ﬂ Clarissa Soucl Yes!
Like -Reply- 1 -March 13 at9:56pm

Clarissa Souci | pray this happens! Much needed for sure.
Like - Reply- 1 -March 13 at9:59pm

% Tiffany Harris Me too!
Like - Reply- 1 -March 13 at 10:00pm

B Write areply...

@ Jose Fernandez [ think that is an amazing idea. Looking forward to hear the result this June. | love Erlanger.
Like - Reply - March 12 at 10:01pm

ﬁ Melissa Gannon Or what if 25 Mwere poured into Moccasin Bend.

Wi Like - Reply - March 12 at 2:48pm

Chris Beasley Why would Erlanger put $25 million into a hospital owned by the State of Tennessee?
Mocassin Bend also does not serve children and adolescents.

Mocassin Bend has a place as the provider of last resort for severelyill adult psychiatric patients
with no family or financial support or with court ordered confinement. Theydon't serve the local

community, they serve the regional one.

Teens with depression or an eating disorder don't go to Mocassin Bend, the two places would treat
entirely different groups.
Like - Reply- 2 -March 13 at 10:12am

@ Write a reply...
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Barry Wilson The democrats need a place to go and hang out.

Like - Reply - March 13 at 7:39pm

Terry Pickens Yes, mostdrivers on the road need this help.

Like - Reply - March 12 at 2:58pm

Like - Reply - March 12 at 10:28pm

Yvonne Stoudermire Very Much Needed!l!

Like - Reply- 4 -March 12 at9:05am
Olivia Long Woohgo!
Like - Reply: 1 -March 12 at10:55am

Brenda Rayburn Wingo Very, very needed! | hope itis approved.

Like - Reply - March 12 at 5:23pm

Monique Dion Well needed

Like - Reply - March 12 at 10:17am
Diana Ledford Carlock Itis truly needed
Like - Reply - March 12 at 3:41pm

Kristi Wilkey This is so needed!
Like - Reply - March 12 at 9:10pm

Aaron Kyle Buchanan Build it!
Like - Reply - March 13 at 8:43am

° Bobby Stewart Jr. Letithappen

Like - Reply - March 12 at 6:37pm

! Julie Ellen Voyles lt's about timelll!

' . Like - Reply - March 12 at 11:32pm

3% Alma Knowles Please build |
S Like - Reply - March 12 at 9:44am

Melanie Bohannon Oliver Much neededil!!
Like - Reply - March 12 at 10:25am

Dusty Horne Awesome!
Like - Reply - March 12 at 7:56pm

Zena Hanner Greatl!

Like - Reply - March 12 at 4:42pm

Jodi Shapuras Whitted Amazng news!
Like - Reply - March 12 at 9:52am

Katrina Shipman
Like - Reply - March 13 at 3:49am

Trent Wamp YES YES YES!
Like - Reply - March 12 at 1:15pm

https:/Aimmw.facebook.com/timesfregpress
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i John Kleinmark Mental health clinics are recruiting stations for the Republicans.
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March 12 at 4:38pm -

$25M behavioral health hospital proposed for Chattanooga
Read more at: http:/mwww.wrebtv.com/.../25m-behavioral-health-hospital-prop...

—

Like Comment Share

266

77 shares

Top Comments

E Write a comment...

helpful to our criminal justice system thatis currently overwhelmed with folks charged with crimes who have

E Gary Starnes This is badly needed in this area to treat patients with mental ilinesses. It will be particularly

mental illnesses. For example, 46% of those currently in jail have mental illnesses and it costs approximately
$250,000 per year to give them badly needed medication. Our recently im plemented mental health court has
been very successful but beds, inpatient treatment, and additional mental health professionals will be very

welcome. Thank you Eranger.
Like - Reply- 18 -March 12 at8:03pm

&

Jodi Renfro What are the staistics on the ones who are in jail that have been diagnosed outside of jail
that are currently not being adequately treated in jail?

Like - Reply: 1 -March 12 at 9:05pm - Edited

Gary Starnes I'm not sure about those stats. Butlet me give you another staggering number. Afew
short years ago, the legislature and/ governor (I believe the Bredesen administration) closed several
mental health faciliies up and down east Tennessee to "save money." What happened next? They
were all sent to Moccasin Bend Mental Health (MBMH). Currently, 54 of 95 counties are sending mental

health patients to MBMH with "zero" additional funding and no upgrades to MBMH which was builtin the
late 70s. This has overwhelmed MBMH and Hamilton County. This is astounding to saythe least.

Like - Reply- 3 -March 12 at9:39pm

Jodi Renfro | agree Judge Starnes it is astounding. But there are so manymore currentlyincarcerated
who are not getting the help they require. | have a son at Silverdale that was diagnosed as high

115
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functioning autism and drepression who only gets his meds when medicﬁlUﬁBELEMENﬁﬁLM_
public defender who isn't worth a crap and a prosecutor who, well Icantsa ; %Wailed

Silverdale and the excuse | getis they are severely understaffed. | have ask H}E;D to help and | get
the same excuse. Sorry | brought up myfamilies personal experience but | alsd 2 to show the

lack of help available to inmates as well.
Like * Reply- 1 -March 13 at 3:02pm

m Stephanie Coley Villaiba It's a revolving door. Lack of mental healthcare facilities leads to maore
inmates in jails and prisons where theyget no care etc. If the one is taken care of and there are more
facilities and funding then it should free up a lot of over populating in the jail systems. .

Like - Reply - March 13 at4:07pm
it Gary Starnes Ms. Renfro, if you will send me a private message with your contact number, | will check
on your son on Monday. Thanks.
Like - Reply- 1 -March 13 at5:57pm
W% Kristy Brooks Posey There's also manyliving on the streets. That administration that chose to "save
- money' mustbe very uneducated and have no loved ones with mental health issues!
Like - Reply- 1 -March 13 at6:24pm

E Write a reply...

Diane Whited | hope theykeep it clean..thatis absolutely the dirtiest place ever. And u can forget about asking
4 anything. Took hour 2 get mymom pain meds..

Like -Reply- 4 <March 12 at6:31pm

o 1 Wendy Grider | know. Lasttime | was there empty Coke can in what | call cubicle rooms where they
saw patients since ER was running over. Time before lastin ER went in with foot injury & left with flu
since theydidn't enforce mask rules

Like -Reply- 1 -March 12 at9:13pm

a Write Aa feply..;

Cheryl Lynn Curtis | think if we are truthful with ourselves, we can see state and federal dollars coming down
the pipeline for opioid addiction treatment. Reimbursements in that particular area of mental health will be
plentiful so Erlanger stands to generate substantial revenue. | don't fault them for that; I am "just saying” that
they know between that funding and some monies coming due to mental health issues with mass shootings,
there will be funds available to payfor treatment. If there had been moneyto be made before now, they would
have alreadybeen on the bandwagon. Whatever the motivation, | am pleased to see some treatment options
coming to the area to take the pressure off the Emergency Room and the state run facilities. It's long overdue.

Like - Reply- 1 -March 13 at 12:33am

Katie Hurst Ummm they aren'ttalking about expanding the hospital already there. This is for mental health

s ONLY!

Like -Reply- 2 -March 12 at 6:36pm
Bill Trewhitt We are luckyto have a hospital like Erlanger here.
Like -Reply- 13 -March 12 at4:48pm

experience surgeons.
Like - Reply - March 12 at 9:18pm

Vickie Steele I hope it's better than the Hosp. for sure.. | could have died up there.. such a non caring bunch!! |
went by Ambulance & all they did was check myheart.. My BP was crazy & worst of all | was having Muscle

spasms all over mybody Shaking- They gave me a muscle relaxer & sent me home.. Finally went to Park
Ridge-They keptme for 2 Days until my Potassium was great..

Like - Reply- 5 -March 12 at4:50pm

https:/Aww.facebook comWRCBtv
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Katie Hurst That's why | request to be taken to Erlanger East or Parkridge EastMarch 28, 2016
Like - Reply - March 12 at 8:37pm - Edited 11:49 am

Karen Polcen | have had more problems with Erlanger & NEVER had a problem at Pariridge Memarial.
Like - Reply- 1 -March 13 at 2:05pm

@ Write a reply...

Amy Dyer McCullough That's so right the world we Live in today puts alot of pressure on people causing
mental problems. | had mydaughter there and theytreated me alright. Been a long time ago...

Like - Reply- 1 -March 12 at 5:06pm
Kellye Workman Stanley There cannot be enough mental health facilities in America....Jet's think about the
mass murders that occur that could possibly be prevented with proper treatment.
Like -Reply- 1 -March 12 at 9:26pm
| Sharon Scarbrough Merrill We have 2 places, plus Geriatric mental health at Erlanger North.
Like - Reply- 1 -March 12 at 7:25pm
5 Wendy Grider Chattanooga already has Valley, Joe Johnson, & Moccasin Bend so why not bring some clinic
! thatis needed in such as a cochlear clinic?
Like - Reply- 1 -March 12 at 8:28pm

m Jodi Renfro Valleyis a joke. If you have insurance joe Johnson is not an option. Moccassin Bend is for
" more criminal and severe mental health.

Like - Reply- 2 -March 12 at 9:08pm

k Elicia Tallant Valley only takes people with insurance, moccasin bend only takes people who are
committed by a dr, no voluntary... The wait times in ERs for a bed at Valley, MBMH, Valley West, pine
ridge and Memphis is easily 60+ hours- that's 60 hours of a person in seclusion locked in a room bc
there are no mental health beds available. This area does need another mental health facility- terribly

Like -Reply- 1 -March 13 at12:25am
% Wendy Grider Elicia Tallantwe also need a cochlear clinic. Maybe you'd like to have to drive over 2 hrs
each wayfor 1 appointment & have to buy gas & eat atleast 2 meals out. Another thing on days when

patients have back to back appt's say 1 on Tuesday & 1 on Wednesday try over $100 for hotel room
close to Vanderbilt since insurance won't cover that.

Like - Reply - March 13 at9:22am

E Write a reply...

1 Jaime Sanders This is so needed in our communityl What a great resource it would be for so manywho have
_{ minimal if anytreatment options.

Like - Reply- 1 -March 12 at6:28pm
1 Gretchen Gurley So many suffer from mental illness this will be great.
% Like-Reply- 4 -March 12 at4:53pm

- Charlie Bradbury Great news! | don't like the location of erlanger's main campus, but this is still a needed

facility.

Like - Reply - March 13 at 9:39am

% Jodi Renfro Moccassin Bend is for more criminal or severely mental disabilities. I hope this goes thru.

P88 Parkridge Valleyis horrible.

Like - Reply- 3 -March 12 at5:16pm

= Chris Limburg Thank you...you answered my question.

- Like -Reply: 1 -March 12 at 8:05pm

https:/imw.facebook comWRC Btv 3/5
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r Katie Hurst ['ll be taking myson to it if theydo therapyand med manageMﬁH&M
just nota place for kids therapy. March 28, 2016
Like - Reply - March 12 at 8:38pm 11:49 am
i~ Tabitha Sanders Katie Hurst Generations Mental Health Center across from McDonalds does therapy
© and med managementin Rhea County
Like - Reply - March 12 at 8:44pm
‘¥4 Katie Hurst Thank you Tabitha Sanders. Rhea mental Health won't listen to me at all aboutmyson.
" Theygave him meds for something he didn't even have.
Like - Reply- March 13 at 9:30am

‘:‘_ Write a reply...

Jessica Qualis This is has been needed for a long time. Mental healthcare in our area is in sad shape.
Like - Reply< 2 -March 12 at 5:40pm

m Stephanie Coley Villalba Yes luv

Like -Reply- 1 -March 13 at2:25pm

@ Write a reply...

) Beverly Cooper | think they should, not enough coverage for those with behavioral problems in this area.
lﬂ Like - Reply- 1 -March 13 at8:24am
;i1 Alisha Michelle Chavez Erlanger is packed full of psych patients and they absolutely need this!
ml Like - Reply- 3 -March 12 at 5:37pm
a8 Stacey Nicole Alvey | think this is the bestidea I've heard in a long time!
m Like - Reply- 2 -March 12 at7:26pm
Melissa Wilbanks Bearden Mental health has sadlybecome a joke in our society. I'm super excited to see this '

=] happen.
‘Like - Reply- 1 -March 13 at 1:30pm

. John-Christy Carroll-Southerland Melissa Boyd thought you think this was interesting.
4 Like -Reply- 1-March 13 at9:47am
ﬁ Melissa Boyd Hopefully I will be finished with practitioners program bythe time itis up and running.
Like -Reply- 1 -March 13 at 5:04pm

Q Write a reply-...

E@J Carol Garth Hixson This is a greatly needed facility. Beyond needed. Thank you.
N Like - Reply - March 12 at 11:29pm
ﬁ Melba Mitchell THE NEED IS IN CHICAGO !
b Like -Reply- 1 -March 12 at6:24pm :
% Chris Limburg Dont think there's much hope there...
Like - Reply* March 12 at 8:06pm

‘-'_"'_. Write a reply...

e

;m Christopher Shawn Miller What about moccasin bend?
Like - Reply- 1 -March 12 at5:09pm
m Stephanie Coley Villalba More needs to be done than just the bend.

https:/iww.facebook comMWRC Bty 4/5
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Taly 8, 2614
g ' Rar #7800
GOk #440104
Program: Fospital

Aceredﬂatmn Epiration Date: Apﬁl 05,2007

i
|

Fovin I, Splagel !
Fresident and CEO

Edlanger Health Bystem

975 Bast Third Bteel

Chattanooegy, Tettessas 37403

Dear M Splogsl: / g
This Istier confirms thet youe March 3%, 2014 - Aprfl 04, 2014 unannonnesd full resuivey was eondyeled.
forthe parposes of assessing complance with the Medicare conditions For hospitals theough The Joint

Commisston’s deemed stafs surdsy process.

Based npon the submiasfon of your evidence of standards cetpliance on June 706, 2014 and Jine 27, 2014
and the sieeessfid on-site Medicare Deficiency Followup event condicfed on May 19, 2014, the areas nf
feficiency Hsted helow have been removed., The Jofuf Commisgion Is granting your u:ggmlzaﬁm . cfHC
secretitagion decision of Acoredited with an effeciive dete of April 05, 2074, We sﬁﬁgfamlafe-ym il

vouy sffective tesoluifon ofihese deffolencies.

§482,12 Governing Hody
848241 Physical Boghonmsnt
§482,42 Tnfepifon Conirol ,

‘Fhe Joint Commission = alsp weeoramending yom' tiganization fov confianed Medivere sortification
sfEetbve Aptil 03, 2004, Plense woie fhat the Centers for Medicare and Madieatd Serviess (CMS)

Replonal Office (Bﬂ} s the finel detormination segading yom Medieate pevticipation and the
eftectEve dafe of participation in accordance with theregdations nt 42 CHFR 489,43, Yom arganization Is

enconeaged to share a copy of this Medioare recommendation leffer with your Staie Smvey Apoucy.

This recommendation appliss fo the folfowing focations:

Academe nfernal Mediefoe and Endootrofopy
979, Third Strect, Suite B-601, Chetfancogg, TH, 57403

Acedermie Gasfzosuterclagy
979 Fast Third Steest; Suite C-825, Chatiantonga, TI, 37403

Acadarais Urologist ot Prfanger :
978 Fast Fhivd Steeet, Sulie C ~ 535, Chaffanooga, TN, 37403 . ’ .

W TN Ga i ST, v Headgprariars
G Repilanca Bitleand
Taakbrock Temwe, 60481

GaE7RA S0NG Yot



The Jolnt Camndsston

Ao Park: (Eutrf&s%&e} Cmmpnily Healih Conter
180 East 37th Birest, Chathwoogs, TH, 3HH

Bodson Avsme Commnniiy Health Center
1200 Dodeon} Avenve, ChrHanooge, TH, 37404

Exlanger ﬁeademm ﬂn:ologlsts

1755 Gunbar;el Read, Suite 209, Chatlanooga, '1‘3{,3‘?421

Eﬂaﬂgez‘ at Vidkswagon Diive Wellness Cenfer
7380 Volkswagon Drive, Suife 114, Chattancoga, TN, 3#414

Exlanger Hast Family Practles

U755 Grabarre] Read, Sulle 201, Chatlanooga, TN, 37521

Eilanger Bost Toaging

1751 Gunbmel Boad, Chattanoogs, T, 37421

Brfanger Healfh System - Bast Chinpus

175% Gunbarrel Road, Chatfanoogs, T, 37421

' Erlanger Healih System - Main Sife

975 Hast Third Sireef, Chattarwonga, TN, 37403

Bilanger Healih Systom - Nozf Campus

532 Moveizon Springs Bead, Chaitancogs, T, 37415

Erlanger Byperiension Management Canter
« 972 Bast Thisd Sireet, Svife BSG, Chattancogs, T, 37403

Flemper Meteholic and Bariide Surpery Contior
768 B, Third Btveef Suile (670, Chatfanoogs, TN, 3’?‘4@3

' Brlatper Newology/Soufheast Regional Stroke Ceafer
279 Bast Third Siteet, Snife (630, Chattanooga, T1, 57463

Flrenger North Pamily Practics, Newobehavioral & Mooty Svs
$32 Murrison Spiings Road, Sufle 202, Chaillanoopa, TN, 37415

Bidanper Novth Bleop Medicine angd Woveology

652 Morrlson Springs Road, Sutie 300, Chattatoogs, TN, 37415

' Belanger South Bamily Piacties

0 Brdanper Drlve, Snife A, Ringeold, GA, 30736

PrRileid D olemiasig.ag

Headnuarise
OpeRenaiisnce Botfevaed
Ditbmuk Remeos 1. 6018F
A, SO0E Viles
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Frfanper Speclaliy Care for OB and Pads
1564 North Thorston Avenue, Suife 104, Dalfon, GA, 30720

Hyperfension Management - Chattanooga Lifestyle Center
395 Market Steeet, Suite 200, Chatiduongs, TH 37401

e st s N

Tifes BT Conter» Candias Behab
335 Mavket Sireef, Chattanoogs, 10, 37401

Thitho South _
97 Bast Thind Sireetauile C439, Chatiavooss, T, 37403

Sonthern Crfhopasdio Trauma Surgeons
079 Bast Third Sfreel Suite 5225, Chattanoegg, TN, 37403

T Ceadiolopy/(iliGeneiios
910 Blackfbut Sfeeet - 3d ¥l Massoud, Chaﬁanunga, TH, 37403 -

TG Ohildren's Bihspecialy Cenfee”
270G West Side Dilve, Cleveland, T, 37312

TCT Endoerite
210 Biackford, 1af 4l Masseud, Chattanaoga, T1¥, 37403

TCT Hematology/Ongology
10 Blackford Sfrest - 5th £ Massowd BI, Chaitanonga, TH, 37203

" TET Nephwology
93‘.0]31&&@1& 8t Ghoormd Level, TETCH, Thailanoogs, TH, 3?403

Umverslty Heglih Obstefiios & Gynesolopy
979 Bast Third Stest, Smteﬁ—‘l% Uhatieooga, T, 57003

Usiiversity Mediodl Asson
batr Eﬁsﬁ'ﬂnrﬂ Sfeest, Whitehull Building, Soife 208, Clhattanooga, TN, 37403

TUinivensity Oifhopedics
D75 Bast Third Street, Suite £:220, Chetfanooga, TH, 3403 )

Univessity Pediatrics
S Bigaﬁord Sireet ~ £ Hoor Massond, Chatianoega, TN, 37403

University Pafmongsy and Criffeal Cate
979 Bast Thivd Strect, Suita < 735, Chattanoopa, TN, 37403
wirstolisosnnniselon g ' Heawsiatiers
. _ CipeTensfancs Booleritd
hlihoolt Fhrmars 2. 60151
40702 3K Yola
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1 Iniversity Rhemmatology Associafes
079 Rast Thind Strest, Suife B-805, Chattanoogs, TN, 37403

UT Dexmstology
79 Bast Thivd Sireet, - Rulis 425 A - Megi Mall, Chattmoogs, TN, 37403

UT Bilauger Cardiclogy
Y75 Bast Thind Sivect, Sulte (=520k Chaﬁaﬂuaga, i, 374&3

HTEﬂaﬂger{l‘aI@ioiagyﬂasf:
1514 Curibares] Road, Sfe 3, Chﬁﬁmo&ga, TN, 3721

BE EﬂangarHeaJm & Wiellness@Sipnal Mn
2600 Taft Hghway, Stgnal Mounialn, T, 37377

YT Erlanger Lookont Min Poimaty Cive
10 MoFartand Road, Yovkont Mountgin, G4, 30730

VT Erdanper Pefmary and Aflileiie Healih
1200 Pingvilla Eoad, Chattanoozs, TH, 37408

LIF Pamily Pravtice
EEQ{ Bast Thivd Street, Chattanocps, TN, 37403

Waorkfotee of UT Pamily Praclics
1100k Koot Sudt Stoeet, Chatltanoegs, TN, 37403

1

W diteof your affesiion fo sonte anorrant Tolut Commission policfey. Fivst; your Medioare teport &
pubfoly acoesstfle s required by the Tofot Commission’s agresment with e Cenders for Medicars and
Medteald Sereines, Seeond, Toint Comtitssion policy requites that you fnflm, ms oF any changes in the
nams o ownstship off your ouganization, orhealih sare servioss you provide,

Binsersly,

i (it @2;%

Mark 3, Pelletion, BIV, 148

ChisfQperaiing Gftlca
Ditviion of AccrofBitton and Cerfification Operations

CMB/Ceatral Offfea/Suryay & Cettifioation Greapﬁ)ivfsion of Acuie Care Bervives

en;
{M8/Replonat Oifice 4 /Survey and Cortication Sl N
s fniiinsandesiagaacy Headguarigra o
DneRenzlsanos Botifemard o
Chtthmok Tames L6712

372 SO0 Volen
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As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System is already the defacto provider of
behavioral health services for those in need, serving those
who are unable to access care elsewhere. Also, patients
with cancer, cardiac or other complex medical conditions
will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents is
paramount.

The bed need calculation is derived from the
current standard of thirty (30) beds per 100,000 population
in the defined service area, less the current bed supply,
to arrive at the “net need” for new beds in the service
area. The 2016 total population is 1,571,392; therefore,
the bed requirement is 471 (15.71 x 30), less the current
bed supply of 402, yielding a net need for new inpatient
psychiatric beds of 69.

Erlanger Behavioral Health
CON Application -- Page 34-R.
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”&s'yc_hi'at_ric Beds - C'ur_ré'ﬁt Supply -- Primary, .E‘:';i:o:id'agr_ & Teﬂ' jary Se-rvlce Areas;

== Total Psych / Substance Beds For Service Area ==

Total Child &  Adult - ‘Substance
Psych / SA Youth Psych  Gerlatric  Abuse Total
Beds Beds  Beds = Beds Beds Beds
Parkridge Valley Hospital - Chatiandoga, TN 172 108 32 16 16 172
Erlanger North Hospital - Chattanooga, ™ 12 12 12
Parkridge West Hospital - Jasper, TN 20 20 20°
] Parkridge West Hospital - Jasper, N 150 1580 160
Skyridge Medical Center - Westside - Clevelarid, TN 29 29 29
Southern Tenn Med Ctr - Winchester, TN 12 12 12
Hamilton Medical Center - Dalton, GA 7 7 7
Total 402 108 250 28 16 402

(*) Bed data obiained from 2014 Ternessee Joint Annual Reporis,
Certificate Of Need applications, and other data sources.

==== Pop. Est. 2016 ====

== Pop. Est. 2021

Tenn. =~ Non-Tenn. Tenn. Non-Tenn.:
Child (Age 0-14) 172,951 111,180 171,916 105,829
Adolescent (Age 15-17) 36,625 23,949 M512 28,485 |
CAdult (Age 18-64) 593,384 ' 345781 595,768 342,686
Geriatric (Age 65+) 189,726 97,806 219,645 111,262
992,666 578,726 1,028,841 588,262
“otal Est. Psychiatic Bed Need - 2016 471 .
“Total Est Psychiatric Bed Need - 2021 485 ; '
. Est. _ Current  Est Proposed
Requirement  Supply Need Bed Mix -
Child  Adolescent Beds - Est. Need - 2016 103 108 5 18
Adult Beds - Est Need - 2016° 282 266 16 48
Geriatric Beds - Est. Need - 2016 86 28 58 24
Total _ 4Tt 402 . 69 88

() Substance Abuse hospital beds included in Psychiatric beds.

Please note that Moccasin Bend Mental Health
Institute (“MBMHI”) with 150 psychiatric beds indicates on
it’s website, that it does “typically” serve those which
this project seeks to serve

who are not typically served by the
and have no other inpatient treatment

them.”

“MBMHI assists patients
private service sector
resources availlable to

were not included in the current

Therefore, i1f MBMHI
would be 219 beds, instead of the

ped supply, the bed need
69 beds shown above.

Erlanger Behavioral Health
CON Application -~ Page 35-R
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There are currently a total of five (5) provider
organizations delivering inpatient psychiatric and
substance abuse/chemical dependency services at a total of
seven (7) locations within the defined service area, for a
total of 252 licensed inpatient beds.

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adclescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

Erlanger Behavioral Health seeks to add seventy-
six (76) new beds to the service area. Erlanger North
Hospital will transfer it’s current complement of twelve
(12) licensed geriatric psychiatric beds to Erlanger
Behavioral Health with approval and implementation of this
CON application. This will be a total of eighty-eight (88)
beds.

In a press release on January 28, 2016, U.S.
Senator Lamar Alexander said that public legislative
hearings on the mental health crisis in America are a
“priority”. As evidence, Sen. Alexander -cited a 2014
national study by the Substance Abuse & Mental Health
Services Administration which found that 1 in 5 adults had
a mental health condition and 9.8 million adults had
serious mental illness, such as schizophrenia, bipolar
disorder or depression. Of these, nearly 60% of adults
with mental illness did not receive care in 2014. Only
about half of adolescents with a mental health condition
received treatment. Further, in a study from 2010 - 2012,
nearly 21% of adults in Tennessee reported having a mental

illness.

In short, there is a critical need for additional
inpatient psychiatric beds from the community need
perspective, as well as Erlanger’s institutional need

perspective.

2. For adult programs, the age group of 18 years
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As stated in response to item B-2, Erlanger
Behavioral Health will accept voluntary patients, as well
as involuntary patients from the judicial system. Acute
mental health patients will be served at this facility, not
long-term patients on a residential basis.

1. The degree of projected financial participation
in the Medicare and TennCare programs should be
considered.

Response

As stated in response to item B-2, Erlanger
Behavioral Health will participate in both the Medicare and
TennCare programs.

D. Relationship To Existing Similar Services In The Area

1. The area’s trends in occupancy and utilization of
similar services should be considered.

Response

The utilization trend for psychiatric and
substance abuse beds is presented below. Utilization for
CY 2014 suggests that not all populations including special
needs, are receiving these necessary services. As may be
seen from the data presented, MBMHI is operating at 91.1%
occupancy in CY 2014. For this reason, it is not
anticipated that the proposed project would have any impact
on MBMHI.

Erlanger Behavioral Health
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| i L UGS
"/;, Change ’ ===;:;=::== Ac!;.ualv p‘is(;ha»rges_ EESSEsEES
2011-2014 014 2013 2012 011
" Parkridge Valley Adult- Chatanooga, TN 100.0% 2,070 - . -
Parkridge Valley Child/Adoleseent - Chattanooga, ™ -61.0% 1,211 3,004 3,073 3,106
Parkridge Medlcal Center - Chaltanooga, ™ -100.0% - - 258 291
Erlanger North Hospital - Chattanooga, ™ 367.9% . 262 281, 268 56
Moccasin Bend MHI - Chattanoogs, TN 40.3% 2,999 2,768 2,340 2,138
o Parkridge West Hospital - Jasper, TN 204.9% 497 465 473 163
Skyridge Medical Center - Westside - Cleveland, TN -0.4% .84 928 959 843
Southern Tenn Med Gir - Winchester, TN 16.4% 170 ' 86 135 146
Total 19.4% 8049 | 7,532 7,506 6,743
_ Total Annual Pt. T
_ . Psych/SA Days ===m=== Actual Patlent Days ==7=====
Beds = Available 2014 2013 2012 _ 011
' Parkiidge Valley Adull - Chatanooga, TN 84 23,360 100,0% 12,420 3 s -
parkridge Valley Child/Adolescent - Chatianooga, TN 108 39,420 -22.6% 30,203 44,968 39,153 39,012
Parkrldge Medical Center - Chaltanoega, TN M 4,015 -100.0% - - 2,793 3,054
Erlanger North Hospital - Chatianooga, TN' 12 4,380 -1.7% 3,628 3,761 3,748 3,692
Maccasin Bend MH - Chatianooga, TN~ 150 54,750 34.6% 49875 47,908 37,970 87,055
Parkridge West Hospital - Jusper, TN~ 20 7,300 222.9% 4,930 5,055 5,278 1,527
Skyridae Medical Center - Westside - Cleveland, TN 29, 10,585 40.6% 2,203 1,038 1,362 1,567
Southern Tenn Med Cir - Winchester, TN 12, . 4380 -6.3% 4,170 3918 4421 4,448
Total 406 148,190 18.8% 107,429 106,646 94,723 90,355
==mm===== QOccupancy Rate ====o==25%
2044 _ 2013 2012 . 2012
Parkridae Valley Adult - Chattancoga, TN 100.0% 53.2% . - < s
Parkridge Valley ChildiAdolescent - Chattanooga, TN -22.6% 76.6% « 114.1% 99.3% 99.0%
Parkridge Medical Cenler - Chattanooqa, ™ -100.0% - - 69.6% 76.1%
-1.8% 82.8% = B859%  855%  84.3%

Erlanger Norlh Hospital - Chaltancoga, TN

Moceasin Bend MHI - Chattanooga, TH ' . 34.6% 911% | 87.5%  694%  67.7%

R Parkridge West Hospital - Jasper, TN 223.0% 67.5% | 69.2%  723%  209%
 Skyridge Medical Center - Weslside - Cleveland, TN, 40.5% 208% ~ 98%  129% - 14.8%
Soulhern Tenn Med Cir - Wirichester, TN ea% | 95.2%  89.4%  100.8%  101.6%

Total. _ ' 18.9% 725%  720%  63.9% 61.0%

NOTES - i
(1) Uiization data obtained from Tennessee Joint Annual Reports.

(2) Parksidge Valley moved it's Adult & Gerfatric beds to a new carmpus in 2014,
(3) Utilizetion data not avallable for Hamitton Medical Center in Dallon, Georgia.

Nationally, utilization of Psychiatric services is
expected to increase over the next ten (10). years between
2015 and 2025, with overall growth for inpatient service at
a rate of 5% and overall growth for outpatient service at a
rate of 19%. 8Sg2, a national healthcare consultancy firm,
provides the following detail by growth factor:

Factor Inpatient Outpatient
Population 7% 8%
Epidemiology 1% 3%
Econony .5% 1%
Policy .2% 1%
Innovation & Tech. -2% 1%
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Psychiatric Beds « Utilization Trend ) :
. . % Change  ========= Actual Discharges ==
2011-2014 014 2013 2012
Parkridge Valley Adult- Chattanaoga, TN, . 100.0% 2,070 = = .
Parkridge Valley Child/Adolescent - Chaltanooga, TN -61.0% 1,211 3,004 3,073 3,106
Parkridge Medical Center - Chattancoga, TN -100.0% - - 258 291
Erlanger North Hospital - Chaltancoga, TN 367.9% 262 281 268 56
Moceasin Bend MHI - Chattancoga, TN 40.3% 2,999 2,768 2,340 2,138
Parkridge West Hospital - Jasper, ™ 204.8% 497 465 473 163
Skyridge Medical Center - Westside - Cleveland, TN -0.4% 840 928 959 843
Southern Tenn Med Cir - Winchester, ™ 16.4% 170 86 138 146
Total ' o 19.4% 8049 7,532 7,508 6,743
Total Annual Pt.
Psych / SA Days ====z== Actual Patient Days =========
Beds Available 014 2013 2012 2011
Parkridge Valley ‘Aduit - Chattanooga, TN 64 23,360 100.0% 12,420 - - -
Parkridge Valley Chiid/Adolescent - Chatianooga, TN 108 39,420 -22.6% 30203 44968 39,153 39,012
Parkridge Medical Center - Chattanpoga, TN 11 4,015 ~100.0% ° - = 2,793 3,054
Erlanger North Hospital - Chatianooga, Th 12 4,380 -1.7% 3,628 3,761 3,746 3,692
Maccasin Bend MHI - Chattanooga, TN 150 54,750 34.6% 49,875 47,908 37,970 37,055
Parkridge West Hospital - Jasper, TN 20 7,300 222.9% 4,930 5,055 5,278 1,527
Siyridge Medical Center - Westside - Cleveland, TN 29 10,585 40.6% 2,203 1,038 1,362 1,567
Southern Tenn Med Ctr - Winchester, TN 12 4,380 -6.3% 4,170 3,916 4421 4,448
Total _ 408 148,190 18.9% 107,428 106,646 94723 90,355
-==s==== Ocoupancy Rate ==
2014 2013 2012
Parkridge Valley Adult - Challanooga, TN 100.0% «  53.2% : - -
Parkridge Valiey Child/Adolescent - Ghattanooga, TN -22.6% 76.6% ' 1141%  99.3% 99.0%
Parkridge Medical Center - Chattanooga, TN. -100.0% - - 69.6% 76.1%
Erlanger North Hospital - Chattanoega, TN -1.8% 82,8% 85.9% 85.5% 84.3%
Maccasin Bend MHI - Chattanooga, N 34.6% 91.1% 87.5% 69.4% ' 67.7%
_ Parkridge West Hospifal - Jasper, TN 223.0% 67.5%  69.2%  723%  20.9%
Skyridge Madical Center - Weslside - Cleveland, TN ) 40.5% 20.8% 9.8% 12.9% 14.8%
~ Southern Tenn Med Cir- Winchester, TN' -6.3% 95.2% 89.4% 100.9%  101.6%
Total ) ) 18.9% 72.8%  72.0%  639%  61.0%
NOTES

(1) Utilization data, obtained from Tennessee Joint Annual Reports.
(2) Parkiidge Valley moved it's Adult & Gerlalric beds 1o a new campus in2014.
(3) Utilization data not available for Harnilton Medical Center in Daltan, Georgia.

6. Provide applicable utilization and/or occupancy
statistics for your institution for each of the past
three (3) years and the projected annual utilization
for each of the two (2) years following completion of
the project. Additionally, provide the details
regarding the methodology used to project utilization.
The methodology must include detailed calculations or
documentation from referral sources, and
identification of all assumptions.
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PROJECT COST CHART

A.  Construction And Equipment Acquired By Purchase.

1. Architecural And Engineering Fees 1,632,600

21 Legal, Administrative, Consultant Fees 50,000

(Excluding CON Filing Fees) -

3. Acquisition Of Site 825,000

4, Preparation Of Site - 1,800,000

51 Construction Costs 18,720,000

6. Contingency Fund _ 1,000,000

7. Fixed Equipment (Not Included in Construction Contract) 350,000

8. Moveable Equipment (List all equipment over $ 50,000)

9. Other (Specify) _Dietary equipment & mise. start-up costs. 690,000
B.  Acgquisition By Gift, Donation, Or Lease.

1. Facility (inclusive of building and Iand) 0

2. Building Only 0

35 Land Only 0

4, Equipment (Specify) 0

5. Other (Specify) 0
C. Financing Costs And Fees.

1. Interim Financing 0

2. Underwriting Costs 0

3. Reserve For One Year's Debt Service 0

4, Other (Specify) 0
D. Estimated Project Cost (A+B+C) 25,067,600
E. - CON Filing Fee 45,000
F.  Total Estimated Project Cost (D+E) 25,112,600

Erlanger Behavioral Health
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Utilization Data

(Specify Unit Of Measure) _Pt. Days

Revenue From Services To Patients

1. Inpatient Services

2 Outpatient Services

3. Emergency Services

4 Other Operating Revenue

Gross Operating Revenue

Deductions From Operating Revenue
1. Contractual Adjustments
2. Provision For Charity Care
3t Provision For Bad Debt
Total Deductions

NET OPERATING REVENUE

Operating Expenses
Salaries And Wages

Supplies
Taxes
Depreciation
Rent
interest - Other Than Capital
Management Fees:
a. Fees To Affiliates
b. Fees To Non-Affiliates
9. Other Expenses
(Specify)
Total Operating Expenses

@ NO RN =

Other Revenue (Expenses) — Net
(Specify)

Physician's Salaries And Wages

NET OPERATING INCOME (LOSS)

Capital Expenditures
1. Retirement Of Principal
2. Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Erlanger Behavioral Health
CON Application - Page 57-R
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Give information for the last three (3) years for which complete data are available for the facility
or agency. The fiscal year begins in__ July (Month).

[ Year 1 ] 1_ Year 2 |
8,798 17,481
11,870,450 26,516,061
121,350 339,270
10,000 12,000
12,001,800 26,867,331
6,727,381 15,027,536
603,442 887,985
7,330,823 15,915,521
4,670,977 10,951,810
3,432,825 6,124,604
172,335 314,512
319,545 483,451
812,831 841,574
24,000 24,720
93,419 219,036
1,027,943 2,829,476
5,882,898 10,837,373
(1,211,921) 114,438
(1,211,921) 114,438
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31,2015

or

[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the trapsition period from to

Commission File Number: 001-35331

ACADIA HEALTHCARE COMPANY, INC.

(Exact Name of Registrant as Specified in Its Charter)

Delaware 45-2492228
(State or other jurisdiction of (LR.S. Employer
Identification No.)

incorporation or organization)
6100 Tower Circle, Suite 1000

Franklin, Tennessee 37067
(Address, including zip code, of registrant’s principal executive offices)

(615)861-6000
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Name of exchange on which registered
NASDAQ Global Select Market

Title of each Class
Common Stock, $.01 par value

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 ofthe Securities Act. Yes No O
Indicate by check mark ifthe registrant is not required to file reports pursuant to Section 13 or Section 15(d) ofthe Act. Yes 0 No

Indicate by check marlk whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securitics Exchange Act 0f 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing

requirements for the past 90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation 8-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter
period that the registrant was required to submit and post such files). Yes ¥ No O

Indicate by check mark if disclosure of delinguent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained herein, and
will not be contained, to the best of registiant’s knowledge, in definitive proxy or information statements incorporated by reference in Part TIT of'this Form 10-

X or any amendment to this Form 10-K. [
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Indicate by check mark whcﬂmr the registrant is a large accelerated filer, an accelerated filer, a non—acceleratedmax)g!n&ﬁfragtgngcompauy.
See the definifions of “large aceelerated filer,” “accelerated filer” and “smaller xeporting company™ in Rule 12b-2 of i‘q[ﬂ‘gnmt

Large accelerated filer  [X] Accelerated filer |
Non-accelerated filer O (Do not check ifa smaller reporting company) Smaller reporting company O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Bxchange Act). Yes [1 No X

-As of June 30, 2015, the aggregate market value of the shares of common stack of the registrant held by non-affiliates was approximately $4.0 billion,
based on the closing price of the registrant’s common stock reported on the NASDAQ Global Select Market of $78.33 per share.

As of February 25, 2016, there were 87,219,536 shares of the registrant’s common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement for its 2016 annual meeting of stockholders to be held on May 19,2016 are incorporated by
reference into Part I of this Form 10-K. a
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Unless the context otherwise requires, all references in this Annual Report on Form 10K to “Acadia,” “the Company,” “we,” “us” or “our” mean
Acadia Healthcare Company, Inc. and its consolidated subsidiaries.

Item 1. Business.

Overview

Our business strategy is to acquire and develop behavioral healtheare facilities and improve our operating results within our facilities and our other
behavioral healtheare operations. We strive to improve the operating results of our facilities by providing high-quality services, expanding refenal networks
and marketing initiatives while meeting the increased demand for behavioral healtheare services throngh expansion of our current locations as well as
developing new serviees within existing locations. At December 31, 2015, we operated 258 behavioral healtheare facilities with over 9,900 beds in 39 stafes,
the United Kingdom and Puerto Rico. During the year ended December 31, 2015, we acquired 176 facilities with approximately 3,450 beds and added 670
new beds, including 460 to existing facilities and 210 in two de novo facilities. On February 16, 2016, we completed the acquisition of Priory Group No. 1
Limited (“Priory”) which operated 327 facilities with approximately 7,100 beds at December 31, 2015, For the year ending December 31, 2016, we expeet to
add approximately 800 total beds exclusive of acquisitions.

We are the leading publicly traded pure-play provider of behavioral healthcare services, with operations in the United States and the United Kingdom.
Management believes that the Company’s recent acquisitions position the Company as a leading platform in a highly fiagmented industry under the
direction of an experienced management team that hus significant industry expertise. Management expects to take advantage of several strategies that are
more accessible as a result of our increased size and geographic scale, including continuing a national marketing strategy to attract new patients and referral

sources, increasing our volume of out-of-state referrals, providing a broader range afservices to new and existing patients and clients and selectively
pursuing opportunities to expand our facility and bed count.

Acadia was formed as a limited liability company in the State of Delaware in 2005, and converted to a corporation on May 13,2011. Our common
- stock is listed for trading on The NASDAQ Global Select Market underthe symbol “ACHC.” Qur principal executive offices are located at 6100 Tower
Cirele, Suite 1000, Franklin, Tennessee 37067, and our telephone number is (615) 861-6000. )

Acquisitions

On Febmuary 16,2016, we completed the acquisition of Priory fora total purchase price of approximately $2.2 billion, including total cash
consideration of approximately $1.9 billion and the issuance 0£4,033,5 61 shares of our common stock. Priory is the leading independent provider of
behavioral healthcare services in the United Kingdom.

* On December 1,2015, we completed the acquisition of certain facilities from MMO Behavioral Health Systems (“MMO”), including two acuts
inpatient behavioral health facilities with a total of 80 beds located in Jennings and Covington, Louisiana, for cash consideration of approximately $20.2
million.

On November 1,2015, we completed the acquisitions of (i) Discovery House-Group, Ine. (“Discovery House”) for cash consideration of approximately
$118.5 million, (i) Duffy’s Napa Valley Rehab ("Duffy’s") for cash consideration of approximately $29.6 million and (iii) Cleveland Iouse for
approximately $10.3 million. Discovery House oparates 19 comprehensive treatment centers located in four states. Dufiy’s is a substance abuse facility with
61 beds located in Calistoga, Califomia. Cleveland House is an inpatient psychiatric facility with 32 beds located in England.

On October 1, 2015, we completed the acquisition of Meadow View (“Meadow View”), an inpatient psychiatric facility with 28 beds located in
England, for cash consideration of approximately $6.8 million.

On September 1, 2015, we completed the acquisitions of (i) three facilities from The Danshell Group (“Danshell”) for approximately $59.8 million,
(it) two facilities from Health and Social Care Partnerships (“H&SCP”) for approximately $26.2 million and (iii) Manor Hall (“Manor Hall”) for
approximately $14.0 million. The inpatient psychiatric facilities acquired from Danshell have an aggregate of 73 beds and are located in England. The
inpatient psychiatric facilities acquired from H&SCP have an aggtegate of 50 beds and are located in England, Manor Hall has 26 beds and is located in

England.

On Angust 31,2015, we completed the acquisition ofa controlling interest in Southcoast Behavioral (“Sbuthcoast"), an inpatient psychiatric facility
located in Fairhaven, Massachusetts, We own 75% of the equity interests in the facility. : '

1
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On July 1,2015, we completed the acquisition of the assets of Belmont Behavioral Health (“Belmont™), an inpatient psychiatric facility with 147 beds
located in Philadelphia, Pennsylvania for cash consideration of approximately $38.2 million which consists of $35.0 million base purchase price and an
estimated working capital settlement of $3.2 million.

On July 1, 2015, we completed the acquisition of The Manor Clinic (“The Manor Clinic”), a substance abuse facility with 15 beds located in England,
for cash consideration of approximately $5.9 million.

_ OnJune 1,2015, we completed the acquisitions of (i) one facility from Cheice for approximately $25.9 million and (ii) 15 facilities from Care UK
Limited (“Care UK?) for approximately $88.2 million. The inpatient psychiatric facility acquired from Choice has 42 beds and is located in England. The
inpatient psychiatric facilities acquired from Care UK have an aggregate of 299 beds and are located in England.

On April 1, 2015, we completed the acquisitions of (i) two facilities from Choice Lifestyles (“Choice”) for approximately $37.5 million, (ii) Pastoral
Care Group (“Pastoral”) for approximately $34.2 million and (iii) Mildmay Oaks f/k/a Vista Independent Hospital (“Mildmay Oaks”) for approximately
$14.9 million. The two inpatient psychiatric facilities acquired from Choice have an aggregate 0f48 beds and are located in England. Pastoral operates two
inpatient psychiatric facilities with an aggregate of 65 beds located in Wales. Mildmay Oaks is an inpatient psychiatric facility with 67 beds located in
England.

On March 1, 2015, we acquired the stock of Quality Addictions Management, Inc. (“QAM”) for total consideration of approximately $54.8 million.
QAM operates seven comprehensive treatment centers located in Wisconsin. "

On February 11,2015, we completed the acquisition of CRC Health Group, Inc. (“CRC”) for total comnsideration of approximately $1.3 billion. As
consideration for the acquisition, we issued 5,975,326 shares of our common stock to certain holders of CRC common stock and repaid CRC’s outstanding
indebtedness. CRC is a leading provider of treatment services related to substance abuse and other addiction and behavioral disordess. CRC operated 35
inpatient facilities with over 2,400 beds and 81 comprehensive treatment centers located in 30 states at the acquisition date.

On December 31, 2014, we completed the acquisition of Skyway House (“Skyway™), a substance abuse facility with 28 beds located in Chico,
California, for cash consideration of $0.3 million. On December 1, 2014, we acquired the assets of Croxton Warwick Lodge (“Croxton™), an inpatient
psychiatric facility with 24 beds located in England, for cash consideration of $15.6 million. On September 3, 2014, we completed the acquisition of
McCallum Place (“McCallum™), an eating disorder treatment facility with 85 beds offering residential, partial hospitalization and intensive outpatient
treatment programs located in St. Louis, Missouri, and Austin, Texas, for total consideration of $37.4 million. On July 1,2014, we acquired Partnerships in
Care for cash consideration of $661.7 million, which was net of cash acquired of $12.0 million and the gain on settlement of foreign currency derivatives of
$15.3 million. At the acquisition date, Partnerships in Care was the second largest independent provider of inpatient behavioral healthcare services in the
United Kingdom, operating 23 inpatient behavioral healthcare facilities with over 1,200 beds. On January 1,2014, we acquired the assets of Pacific Grove
Hospital (“Pacific Grove™), an inpatient psychiatric facility with 68 beds located in Riverside, California, for cash consideration of $10.5 million.

For the years ended December 31, 2015 and 2014, we generated revenue of $1.8 billion and $1.0 billion, respectively. On a pro forma basis for the
years ended December 31, 2015 and 2014, giving effect to Pacific Grove, Partnerships in Care, McCallum, Croxton, Skyway, CRC, QAM, Choice, Pastoral,
Mildmay Oaks, Care UK, The Manor Clinic, Belmont, Southcoast, Danshell, H&SCP, Manor Hall, Meadow View, Cleveland House, Duffy’s, Discovery
House and MMO (collectively the “2014 and 2015 Acquisitions”) and the acquisition of Priory described above'as if such acquisitions had been completed
as of January 1, 2014, we would have generated pro forma revenue of $2.9 billion and $2.7 billion, respectively. See “Pro Forma Financial Information™ and
“Note 4 — Acquisitions in the Consolidated Financial Statements” for additional details about pro forma information.

During 2013, we completed our acquisitions of Greenleaf Center, DMC-Memphis, Inc. d/b/a Delta Medical Center, two facilities from United Medical
Corporation, The Refuge, a Healing Place, Longleaf Hospital and Cascade Behavioral Hospital. ‘

Financing Transactions

On February 16,2016, we issued $390.0 million of 6.500% Senior Notes due 2024 (the “6.500% Senior Notes”). The 6.500% Senjor Notes mature on
March 1, 2024 and bear interest at a rate of 6.500% per annum, payable semi-annually in arrears on March 1 and September 1 of each year, beginning on
September 1,2016. We used the net proceeds to fund a portion of the purchase price for the acquisition of Priory and the fees and expenses for such
acquisition and the related financing transactions.

On February 16,2016, we entered into a Second Incremental Facility Amendment (the “Second Incremental Amendment”) to our Amended and
Restated Credit Agreement, dated as of December 31,2012 (the “Amended and Restated Credit Agreement”). The
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Second Tncremental Amendment activated a new $955.0 million inctemental Term Loan B facility (the “New TLB Facility™) and added $135.0 million to the
Term Loan A facility (the “TLA Facility™) to our Amended and Restated Senior Secured Credit Facility (the “Amended and Restated Senior Credit Facility™),
subject to limited conditionality provisions. Bomrowings under the New TLB Facility were used to fund a portion of the purchase price for the acquisition of
Priory and the fees and expenses for such acquisition and the related financing transactions. Borrowings under the TLA Facility were used to pay down the
majority of our $300.0 million revolving credit facility.

On January 25,2016, we entered into the Ninth Amendment (the “Ninth Amendment”) to the Amended and Restated Senior Credit Facility. The Ninth
Amendment modifies certain definitions and provides increased flexibility to us in terms of our financial covenants.

On January 12, 2016, we completed the offering 0f 11,500,000 shares of common stock (including shares sold pursuant to the exeicise of the over-
allotment option that we granted to the underwriters as part of the offering) at a public offering price of $61.00 per share. The net proceeds to us from the sale
of the shares, after deducting the underwriting discount of $15.8 million and additional offering related costs of $0.7 million, were approximately $685.0
million. We used the net offering proceeds to fund a portion of the purchase price for the acquisition of Priory.

On September 21,2015, we issued $275.0 million of additional 5.625% Senior Notes due 2033 (the “5.625% Senior Notes™). The additional notes form
a single class of debt securities with the existing 5.625% Senior Notes. Giving effect to this issuance, we have outstanding and aggregate of $650.0 million of
5.625% Senior Notes.

On September 21, 2015, we purchased approximately $88.3 million aggregate principal amount of 12.875% Senior Notes due 2018 (the “12.875%
SeniorNotes™) in connection with a tender offer for any and all of the 12.875% Senior Notes. The notes purchased represented 90.6% of the outstanding
§97.5 million principal amount of 12.875% Senior Notes. The 12.875% Senior Notes were purchased at a price of 107.875% of the principal amount thercof
plus acerued and unpaid interest to, but not including, September 21, 2015. On September 18, 2015, we delivered a notice to redeem all 9.2 million in
principal amount of the 12.875% Senior Notes remaining outstanding following the consummation of the tender offer. On November 1, 2015, we redeemed
all ofthe outstanding $9.2 million prineipal amount of the 12.875% Senior Notes. As a result of this redemption, both (he 12.875% Senior Notes and the
indenture governing the 12,875% Senior Notes were satisfied and discharged in accordance with theirterms. In connection with the purchase ofnotes, the
Company recorded a debt extinguishment charge of approximately $10.8 million for the yearended Decamber3 1, 2015, including the premium and write-off
of deferred financing costs, which was recorded in debt extin guishment costs in the accompanying consolidated statements afincome,

On May 11,2015, we completed the offering of 5,175,000 shares of comman stock (including shares sold pursuant to the exercise of the over-allotment
option that we granted to the underwaiters as pait of the offering) at a price of $66.50 per share. The net proeeeds to us from the sale of the shares, after
deducting the underwriting discount of $12.0 million and additional offering-related costs of $0.8 million, were $331.3 million. We used the net offering

proceeds to repay outstanding indebtedness and fund acquisitions.

On April 22,2015, we entered into an Eighth Amendment to our Amended and Restated Credit Agreement (the “Eighth Amendment™). The Eighth
Amendment changed the definition of “Change of Control” in part to remove a provision whose purpose was, when caleulating whether a majority of
incumbent directors have approved new directors, that any incumbent director {hat became a ditector as a résult of a threatened or actual proxy contest was

not counted in such calculation.

On Febmaary 11,2015, we issued $375.0 million of 5 .625% Senior Notes. The 5.625% Senior Notes mature on February 15,2023 and bearinterest ata
rate of 5.625% per annum, payable semi-annually in arrears on February 15 and August 15 of each year, beginning on August 15,2015. We used the net
proceeds to fund a portion of the consideration for the acquisition of CRC.

On February 11, 2015, we entered into a First Incremental Facility Amendment (the “First Incremental Amendment”) to the Amended and Restated
Credit Agreement. The First Incremental Amendment activated a new $500.0 million incremental Term Loan B facility (the “Existing TLB Facility™) that was
added to the Amended and Restated Senior Secured Credit Facility, subject to limited conditionality provisions. Borowings under the Existing TLB Facility
were used to fund a portion of the consideration for the acquisition of CRC.

On February 6, 2015, we entered into a Seventh Amendment (the “Seventh Amendment”) to our Amended and Regtated Credit Agreement. The
Seventh Amendment added Citibank, NLA, as an “L/C Issuer” under the Amended and Restated Credit Agreement in order fo permit the rollover of CRC’s
existing letters of credit into the Amended and Restated Credit Agreement and incieased both the Company’s Letter of Credit Sublimit and Swing Line

Sublimit to $20.0 million.

On December 15, 2014, we entered into a Sixth Amendment (the “Sixth Amendment”) to our Amended and Restated Credit Agreement. Pursuant to the
Sixth Amendment, we incurmed $235.0 million of additional term loans. A portion of the additional term
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loan advance was used to prepay our outstanding revolving loans, and a portion of the additional term loan advance was held as cash on our consolidated
balance sheet. The Sixth Amendment also specifically permitted the acquisition of CRC. In connection with the acquisition of CRC, the Sixth Amendment
(i) imposed a temporary reserve on our revolving credit facility in the amount of $110.0 million in order to preserve such reserved amounts for later
borrowings to partially fund the consideration for the acquisition of CRC (subject to limited conditionality provisions) (the reserve is no longer in effect due
to the acquisition of CRCY, (ii) permitted the incurrence of an additional ineremental term loan facility under the Amended and Restated Credit Agreement
partially to fund the consideration for the acquisition of CRC (subject to limited conditionality provisions) and (iii) permitted our issuance of additional
senior unsecured indebtedness or senior unsecured bridge indebtedness partially to fund the consideration for the acquisition of CRC.

On July 1, 2014, we issued $300.0 million of 5.125% Senior Notes due 2022 (the “5.125% Senior Notes”). The 5.125% Senior Notes mature on July 1,
2022 and bear interest at a rate of 5.125% per annum, payable semi-annually in airears on January 1 and July 1 of each year, beginning on January 1,2015.
We used the net proceeds to fund a portion of the consideration for the acquisition of Partnerships in Care.

On June 17, 2014, we completed the offering of 8,881,794 shares of common stock (including shares sold pursuant to the exercise of the over-allotment
option that we granted to the underwriters as part ofthe offering) at a price 0f $44.00 per share. The net proceeds to us fiom the sale of the shares, after
deducting the underwriting discount of $15.6 million and additional offering-related expenses of $0.8 million, were $374.4 million. We used the net offering
proceeds to fund a portion of the consideration for the acquisition of Partnerships in Care.

On June 16,2014, we entered into a Fifth Amendment (the “Fifth Amendment”) to the Amended and Restated Credit Agreement. The Fifth Amendment
specifically permitted our acquisition of Partnerships in Care, gave us the ability to incura tranche of term loan B debt in the future through its incremental
credit facility, and modified certain of the restrictive covenants on miscellaneous investments and incurrence of miscellaneons liens, The restrictive
covenants on investments in joint ventures and foreign subsidjaries were also amended such that we may now invest, in any given fiscal year, up to five
percent (5%) of its total assets in both joint veniures and foreign subsidiaries, respectively; provided that the aggregate amount of investments in both joint
- ventures and foreign subsidiaries, respectively, may not exceed ten percent (10%) of its total assets overthe life of the Amended and Restated Senior Credit
Facility; provided further that the aggregate amount of investments made in both joint ventures and foreign subsidiaries collectively pursuant to the
foregoing may not exceed fifieen percent (15%) of its total assets. Finally, the Fifth Amendment provided increased flexibility fo ugin terms of its financial

covenants.

On Febmary 13, 2014, we entered into a Fourth Amendment (the “Fourth Amendment”) to our Amended and Restated Credit Agreement, to increase
the size of our Amended and Restated Senior Credit Facility and extend the maturity date theteof, which resulted in our having a revolving line of credit of
up to $300.0 million and tem loans of $300.0 million. The Fourth Amendment also reduced the interest rates applicable to the Amended and Restated Senior
Credit Facility and provided increased flexibility to us in terms of our financial and other restrictive covenants.

On March 12, 2013, we issued $150.0 million of 6.125% Senior Notes due 2021 (the “6.125% Notes™ and together with the 5.125% Senior Notes, the
5.625% Senior Notes and the 6.500% Senior Notes, the “Senior Notes™). The 6.125% Senior Notes mature on March 15,2021 and bear interest at a rate of
6.125% per annum, payable semi-annually in arrears on March 15 and September 15 of each year, beginning on September 15;2013.

On March 12, 2013, we redeemed $52.5 million of the 12.875% Senior Notes using a portion of the net proceeds of our December 2012 equity offering
pursuant to the provision in the indenture permitting an optional redemption with equity proceeds of up to 35% of the prineipal amount of 12.875% Senior
Notes. The 12.875% Senior Notes were redeemed at a redemption price of 112.875% ofthe principal amount thereof plus acerued and unpaid interest to, but
not including, the redemption date in accordarce with the provisions of the:indenture governing the 12.875% Senior Notes. As part of the redemption 0£f35%
of the 12.875% Senior Notes, we recorded a debt extinguishment charge 0f $9.4 million, including the premium and write-off of deferred financing costs,
which was recorded in debt extinguishment costs in the consolidated statements of income.

On December 31, 2012, we amended and restated our existing senior secured credit agreement, to provide arevalving line of credit of $100.0 million
and term loans o£ $300.0 million, which resulted in debt proceeds of $151.1 million. We used $151.1 million of the term loans partially to fund the
acquisition of Behaviaral Centers of America, LLC (“BCA”) and AmiCare Behavioral Centers, LLC (“AmiCare”) on December 31, 2012, The credit
agreement was amended furtherin 2013 and 2014 as disclosed above and in our other filings with the Securities and Exchange Commission (“SEC”).

On December 12,2012, we completed the offering 0£7,000,000 shares of Acadia common stock and on December 24,2012, we completed the offering
of 1,050,000 shares of Acadia common stock sold pursuant to the exercise of the over-allotment option that we granted to the underwriters as part of the
offering at 4 price of $22.50 per share. The net proceeds to us from the sale ofthe shares, after deducting the underwriting discount of $6.3 million and
additional offering-related expenses of $1.0 million, were $172.8 million. We used the net proceeds principally to fund the acquisitions of AmiCare and BCA

on December31,2012.
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On May 21, 2012, we completed the offering 09,487,500 shares of Acadia common stock (including shares sold pursuant to the exercise ofthe over-
allotment option that we granted to the underwriters as part of the offering) at a price of $15.50 per share. The net proceeds to us from the sale ofthe shares,
after deducting the underwriting discount of $6.4 million and additional offering-related expenses of $0.7 million, were $139.0 million. We used the net
offering proceeds to fund the acquisition of Timberline Knolls, LL.C and acquisitions of certain facilities previously leased.

Competitive Strengths

Management believes the following strengths differentiate us fiom other providers of behavioral healthcare services:

Premier operational management team with track record of success. Our management team has over 185 combined years of experience in acquiring,
integrating and operating a variety of behavioral health facilities. Following the sale of Psychiatric Solutions, Inc. (“PSI") to Universal Health Services, Inc.
(“UHS”) in November 2010, certain of PSI’s key former executive officers joined Acadia in Febmary 2011. The extensive national experience and
operational expertise of ourmanagement team give us what management believes to be the premier leadership team in the behavioral healthcare industry.
Our management team strives to use its years of experience operating behavioral healthcare facilities to generate strong cash flow and grow a profitable
business.

Favorable industry and legislative trends, According to 2 2012 survey by Substance Abuse and Mental Health Services Administration ofthe U.S.
Department of Health and Human Services (“SAMHSA), 18.6% of adults in the United States aged 18 years orolder suffer from a mental illness in a given
year and about 4% suffer from a serious mental illness. According to the National Institute of Mental Health, over 20% of children, either cumrently or at some
point in their life, have had a seriously debilitating mental disorder. Management belicves the market for behavioral services will continue to grow due to
increased awareness of mental health and substance abuse conditions and ticatment options. According to a 2014 SAMHSA report, national expenditures at
substance abuse ireatment facilities are expected to reach $42.1 billion in 2020, up from $24.3 billion in 2009.

While the growing awareness of mental health and substance abuse conditions is expected to accelerate demand for services, recent healtheare reform
in the United States is expected to increase access to industry services as mare people abtain insurance coverage. A key aspect of reform legislation is the
extension of mental licalth parity protections established into law by the Paul Wellstone and Pete Domenici Mental Health Parity and Addiction Equity Act
of 2008 (the “MHPAEA"). The MHPARA requires employess who provide behavioral health-and addiction benefits to provide such coverage to the same
extent as other medical conditions.

The mental health hospitals market in the United Kingdom was roughly £14.4 billion in 201 1. As a result of government budget constraints and an
increased focus on quality, the independent mental health hospitals market has witnessed significant expansion in the last decade, making it one of the
fastest growing sectors in the United Kingdom healtheare indusiry, Demend for independent sector beds has grown gignificantly s a result of the National
Health Service (the “NHS”) reducing its bed eapacity and increasing hospitalization rates, Independent sector demand ds expected to further increase in light
ofadditional bed closutes and reduction in community capacity by the NHS.

Leading platform in attractive healtheare niche. We are 2 leading behavioral healthcare platform in an industry that is undergoing consolidation in an
effort to reduce costs and expand programs to better serve the growing need for inpatient behavioral healthcare services.

Diversified revenne and payor bases. As of December31, 2015, we operated 258 facilities in 39 slates, the United Kingdom and Puérto Rico, On a pro
forma basis as of December 31, 2015, giving effect to the Priory acquisition, we would have operated 585 facilities in 39 states, the United Kingdom and
Puerto Rico. Our payor, patient and geographic diversity mitigates the potential risk associated with any single facility. For the year ended December31,
2015, we received 33% from Medicaid, 20% from the NHS (including Local Authorities in the United Kingdom), 23% from commercial payors, 12% from
Medicare and 12% from other payors. On a pro forma basis for the year ended December 31,2015, giving effect to the 2014 and 2015 Acquisitions and the
Priory acquisition, we would have received 23% of our revenue from Medicaid, 41% from the NHS (including Local Authorities in the United Kingdom),
16% from commereial payors, 8% from Medicare and 12% from other payors. Aswe receive Medicaid peyments from 43 states, the District of Columbia and
Puerto Rico, managemert does not believe that we are significantly affected by changes in reimbursement policies in any one state or territory. Substantially
all of our Medicaid payments relate to the care of children and adolescents. Management believes that children and adolescents are a patient class that is less
sugceptible to reductions in reimbursement rates. No facility accounted for more than 2% of revenue for the year ended December 31, 2015 on a pro forma
basis giving effect to the 2014 and 2015 Acquisitions and the Priory acquisition, and na state or U.8. territory accounted for more than 6% of revenue for the
yearended December 31, 2015, We believe that our increased geographic diversity will mitigate the impact ofany financial ar budgetary pressure that may
arise in a particnlar state or market where we operate.
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Strong cash flow generation and low capital requirements. We generate strong free cash flow by profitably operting oyr business and by actively
managing our working capital. Moreover, as the behavioral healthcare business does not typically require the procurement and replacement of expensive
medical equipment, ourmaintenance capital expenditure requirements are generally less than that of other facility-based healthcare providers. For the year
ended December 31, 2015, our maintenance capital expenditures amounted to approximately 3% of ourxevenue. In addition, our accounts receivable
management is less complex than medical/surgical hospital providers because behaviosal healtheate facilities have fewer billing codes and generally are paid
on a per diem basis.

Business Strategy

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

TIncrease margins by enhancing programs and improving performance at existing facilities. Management believes we can improve efficiencies and
increase operating margins by utilizing our management’s expertise and experience within existing programs and their expertise in improving performance at
underperforming facilities. Management believes the cfficiencies can be realized by investing in growth in strong markets, addressing capital-constrained
facilities that have nnderperformed and improving management systems. Furthermore, our recent acquisitions of additional facilities give us an apportunity
to develop a marketing strategy in many markets which should help us increase the geagmaphic footprint from which our existing facilities altract patients
and referrals. .

Opportunistically pursue acquisitions. With the completed acquisitions of Priory, CRC and Partnerships in Care, we have positioned our company as a
leading provider of mental health services in the United States and the United Kingdom. The hehavioral healthcare industry in the United States and the
independent behavioral healtheare industry in the United Kingdom are highly fragmented, and we selectively seek opportunities to expand and diversify our
base of operations by acquiring additional facilities. Acadia management believes there are a numiber of acquisition candidates available at attractive
valuations, and we have a number of potential acquisitions in various stages of development and consideration in the United States. In addition, management
sees meaningful opportunities to pursue additional select acquisitionsin the United Kingdom.

Management believes our focus on behavioral healtheare and history of completing acquisitions provides us with a strategic advantage in sourcing,
evaluating and closing scquisitions, We leverage our management team’s expertise to identify and integrate acquisitions based on a disciplined acquisition
strategy that focuses on quality of service, retum on investment and strategic benefits, We also have a comprehensive post-acquisition strategic plan to
facilitate the integration of acquired facilities that includes improving facility operations, retaining and recruiting psychiatrists and other healtheare
professionals and expanding the breadth of services offered by the facilities.

Drive organic growth of existing facilities. We seek to increase revenue al our facilities by providing a broader range of services to new and existing
patients and clients. In addition, management intends to increase bed counts in our existing facilities. During the year ended December 31, 2015, we acquired
176 facilities and added 670 new beds, including 460 to our existing facilities and 210 in two de novo facilities. Furthermore, management believes that
opportunities exist to leverage out-of-state referrals to increase volume and minimize payor concentration in the United States, especially with respect to our
youth and adalescent focused services and our substance abuse services.

U.S. Operations

Our U.S. facilities and services can generally be classified into the following categories: acute inpatient psychiatric facilities; specialfy treatment
facilities; residential treatment centers; and outpatient community-based services. The table below presents the percentage of our total revenue attributed to
each category on a pro forma basis giving effect to the 2014 and 2015 Acquisitions for the year ended December 31,2015:

Revenue for the
Tacility/Service ) Year Fnded D ber 31, 2015
Acute inpatient psychiatric facilities 40%
Specialty treatment facilities 41%
Residential treatment centers 16%
Outpatient community-based services 3%

We receive payments from the following sources for services rendered in our U.S. facilities: (i) state governments under their respective Medicaid and
other programs; (ii) commercial insurers; (iii) the federal government under the Medicare
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program administered by CMS; and (iv) individual patients and clients. For the year ended December 31,2015 in our U.S. facilities, we received 41% from
Medicaid, 29% from commereial payors, 15% fiom Medicare and 15% from other payors. On a pro forma basis for the year ended December 31,2015 in our
U.S. facilities, giving effect to the 2014 and 2015 Acquisitions, we would have received 42% of our revenue from Medicaid, 29% from commercial payors,

15% from Medicare and 16% from other payors.

At December 31, 2015, our U.S. facilities included 204 behavioral healtlicare facilities with approximately 7,700 beds in 39 states and Puerto Rico. Of
the 204 behavioral healthcare facilities, 109 are comprehensive treatment centers, of which 98 are'leased properties. Of the remaining 95 facilities, 71 are
owned properties and 24 are leased properties.

Acute Inpatient Psychiatric Facilities

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

days, respectively.

Specialty Treatment Facilities

Our specialty treatment facilities include residential recovery facilities, eating disorder facilities and comprehensive treatment centers (“CTCs”). We
provide a comprehensive continuum of care for adults with addictive disorders and co-occurring mental disorders. Our detoxification, inpatient, partial
hospitalization and outpatient treatment programs are cost-effective and give patients access to the least restrictive level of care. All programs offer
individualized treatment in a supportive and nurturing environment.

The majority of our specialty treatment services are provided to patients who abuse addictive substances such as alcohol, illicit drugs or opiates,
including preseription drugs. Some of our facilities also treat other addictions and behavioral disorders such as chronic pain, sexual compulsivity,
compulsive gambling, mood disorders, emotional trauma and abuse. The goal of our treatment facilities is to provide the appropriate level of treatment to an
individual no matter where they are in the lifecycle of their disease in order to restore the individual to a healthier, more productive life, free from dependence
on illicit substances and destructive behaviors. Our treatment facilities provide a number of different treatment services such as assessment, detoxification,
medication-assisted treatment, counseling, education, lectures and group therapy. We assess and evaluate the medical, psychological and emotional needs of
the patient and addresses these needs in the treatment process. Following this assessment, an individualized treatment program is designed to provide a
foundation for a lifelong recovery process. Many modalities are used in our treatment programs to support the individual, including the twelve step
philosophy, cognitive/behavioral therapies, supportive therapies and continuing care.

Residential Recovery Facilities. Our inpatient facilities house and care for patients over an extended perjod and typically treat patients from a broadly
defined regional market. We provide three basic levels of residential treatment depending on the severity ofthe patient’s addiction and/or behavioral
disorder. Patients with the most severe dependencies are typically placed into ‘inpatient treatment, in which the patient resides at a treatment facility. Ifa
patient’s condition is less severe, he or she will be offered day treatment, which allows the patient to return home in the evening. The least intensive service is
where the patient visits the facility for just a few hours a week to attend counseling/group sessions.

Following primaty treatment, our extended care programs typically offer residential care, which allows patients to develop healthy and appropriate
living skills while remaining in a safe and nurturing setting. Patients are supported in their recovery by a semi-structured living environment that allows them
to begin the process of employment or to pursue educational goals and to take personal responsibility for their tecovery. The structure of this treatment phase
is monitored by a primary therapist who works with each patient to integrate recovery skills and build a foundation of sobriety with a strong support system.
Length of stay will vary depending on the patient’s needs with a minimum stay of 30 days and could be multiple months ifneeded.

Our outpatient clinics serve patients that do not require inpatient treatment or are transitioning from a residential treatment program; have employment,
famnily or school commitments; and have stabilized in their substance addiction recovery practices and are seeking ongoing continuing care.

Eating Disorder Facilities. Our eating disorder facilities provide treatment services for eating disorders and weight management, each of which may be
effectively treated through a combination of medical, psychological and social treatment programs.
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Comprehensive Treatment Centers. Our CTCs specialize in providing medication-assisted and abstinent-based treatment, Medication-assisted
treatment combines behavioral therapy and medication ta treat substance use disorders, CTCs utilize medication-assisted treatment to individuals addicted to
opiates such as opioid analgesics (prescription pain med ications) and heroin. Medication is used to normalize brain chemistry to block the euphoric effects of
aleohal and opioids allowing our professional staff to provide behavioral therapy. Patients begin their treatment attending the clinic almost daily. Thes,
through successfully progressing in treatment, patients attend less frequently depending on individual treatment plans. The length of treatment differs from
patient to patient, but typically ranges from one o three years,

Fach of our CTCs provide a range of comprehensive cubstance abuse treatment support services that include medical, connseling, vocational,
educational, and other treatment services. Qur bhehavioral therapies are delivered in amay of treatment models that may include individual and group therapy,
{ntensive outpatient, outpatient, partial hospitalization/day treatment, road to recovery, and other programs that can be either abstinent or medication
assisted based.

Residential Treatment Centers

Residential treatment centers treat patients with behavioral disorders in a non-hospital setting, including outdoor programs. The facilities balance
therapy activities with social, academic and other activities, Because the setting is less intensive, demands on staffing, security and oversight are generally
lower than inpatient psychiatric facilities. In contrast to acute care psychiatric facilities, ocoupancy in residential treatment centers can be managed more

casily given a longer length of stay. Over lime, however, residential treatment centers have continued to serve increasingly severe patients who would have
been freated in acute care facilities in earlier years.

We provide residential treatment care through & medical model residential freatment facility, which offers intensive, medically-driven interventions
and individualized treatment regimens designed to deal with moderate to high level patient acuity. Children and adolescents admitted to these facilities
typically have had multiple prior failed freatment plans, severe physical, sexual and emotional abuse, termination of parental custody, substence abuse,
murked deficiencies in social, interpersonal and academic skills and a wide range of psychiatric disorders. Treatment typically is provided by an
interdisciplinary team coordinating psychopharmacological, individual, group and family therapy, alang with specialized accredited educational programs
in both secure and unlocked environments. Lengths of stay range from three months to several years.

Certain of our residential treatment centers provide group home, therapeutic group home and therapeutic foster care programs. Our group home
programs provide family-style living foryouths in a single house or apartmen{ within residential communities where supervision and support are provided by
24-hour staff. The goal ofa group home program is to teach famnily living and social skills through individual and group counseling sessions within aeal life
environment. The residents are encouraged to take responsibility for the home and their hiealth as well as actively take part in community fanctions. Most
altend an aceredited and licensed on-premises school ora local public sehool. We also aperite therapeutic group homes that provide comprehensive
treatment services for seriously, emotionally distuthed adolescents. The altimate goal isto reunite or place these children with their farnilies ar prepare them,
when appropriate, for permanent placement withi a relative or an adoptive family. We also manage therapeutic foster care programs, which are considered the
least restrictive form of therapeutic placement for children and adolescents with emotional disorders. Children and adolescents in our therapeutic foster care
programs often are part of the child welfare or juvenile justice system. Care is delivered in private homes with experienced foster parents who are trained to
work with children and adolescents with special needs.

Outpatient Community-Based Services

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

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

‘With the Priory and Partnerships in Care acquisitions, we are the leading independent provider of mental health services in the United Kingdom,
operating 381 inpatient behavioral health facilities with approximately 9,300 beds. The facilities are located in England, Wales, Scotland and Northern
Ireland. For the year ended December 31,2015 and 2014, our UK. facilities generated revenue of $360.7 million and $151.1 million, respectively, primarily
through the operation and management of inpatient behavioral health facilities.

I

United Kingdom Mental Health Industry

In the United Kingdom, central govemment spending on health for fiscal year 2015-2016 is budgeted at approximately £141 billion, according to the
United Kingdom govemnment budget. This spending is primarily delivered by the NHS, a national public sector body. Local government spending on health
and social care for the fiscal year 2015-2016 is budgeted at approximately £25.1 billion and is commissioned by Local Authorties in the United Kingdom,
which we refer to as Local Authorities. The NHS and Local Authorities dominate the United Kingdom healthcare market in terms of the funding of care, with
private health insurers and self-payment playing a lesserrole in the sector. . :

|

The mental health market in the United Kingdom accounted for approximately £14.4 billion in 201 1. The independent mental health market
accounted forroughly £1.1 billion of that amount, or approximately §% market share. As a result of government budget constraints and an increased focus on
quality, the independent mental health market has witnessed significant expansion in the last decade, making it one of'the fastest growing sectors in the
United Kingdom healthcare industry.

Mental health services in the United Kingdom are provided through three separate commissioning entities, each with their own separate budget and
defined service responsibilities. The three entities are as follows: (i) Local Area Teams, which commission specialist mental health services (e.g., secure
facilities and some acute facilities), (if) Clinical Commissioning Groups, which commission all acute, rehabilitation and most community based services, and
(iii) Local Authorities, which commission the remaining community mental health services (which focus primarily on leaming disability services). In recent
years, the NHS has placed increasing emphasis on implementing integrated care pathways in its mental health commissioning strategy, and the three
commissioning entities are currently working to implement an integrated care pathways strategy through which all the services within the secure pathway are
commissioned from the same provider (or provider consortium). Integrated care pathways provide patients with highly coordinated and personalized care
overseen by a single provider that can monitor patient progression through each stage of the care pathway.

Additionally, commissioning trends toward moving patients more quickly down care pathways, out of secure settings and into community focused care
teams have increased the demand for community and rehabilitation services in the independent mental health market. The United Kingdom Department of
Health recently identified priorities for essential change in mental health that include, among other things, funding providers based on the quality of their
service rather than volume of patients, allocating funds to support specialized housing for people with mental health problems and adopting a new rating
system and inspection process to improve the quality of care. Increasing political focus on the provision of mental health services in the United Kingdom and
increasing support for the rights of mental health patients are expected to lead to further increases in the size of the mental health market in the United
Kingdom. In addition, rising demand for mental health services in the United Kingdom coupled with a constrained mental healthcare funding environment
are increasing pressure to improve operational efficiency and refer patients to single provider programs with care pathways that more appropriately reflect
each patient’s specific mental health needs. As a result of these pressures and an increased focus on quality, the independent mental health market has
witnessed significant expansion in the last decade, making it one of the fastest growing sectors in the United Kingdom healthcare industry.
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Description of UK. Facilities

In the United Kingdom, we provide inpatient services through a variety of facilities, including mental health hospitals, clinics, care homes, schools,
colleges and children’s homes, In addition to these services, we also operate a UK. division that leverages on our clinical knowledge to provide Employee

Assistance Programs (“EAP") to organizations.

Our UL, facilities and services can generally be classified into the following categories: healtheare facilities, education and children’s services, adult
care facilities and elderly care facilities. The table below presents the percentage of our tofal revenue atiributed to each category on a pro forma basis giving
effect to the 2014 and 2015 Acquisitions and the Priory acquisition forthe year ended December 31, 2015:

Revenue for the

Facility/Service J Year Ended December 31, 2015

Healthcare facilities 65%
Education and Children’s Services 13%
Adult Care facilities 13%
Elderly Care facilities 9%

We receive payments from the NHS (including over 400 Local Authorities) and individual patients and clients. For the year ended December31, 2015
in our UK. facilities, we received 99% of our revenue from the NHS (including Local Authotities) and 1% from other payors. On a pro forma basis for the year
ended December31, 2015 in our UK. facilities, giving effect to the 2014 and 2015 Acquisitions and the Priory acquisition, we would have received 93% of
ourrevenue fom the NHS (ineluding Local Authorities) and 7 % from other payors.

At December 31,2015, our UK. facilities included 54 behavioral healthcare facilities with approximately 2,200 beds in the United Kingdom. At
December 31, 2015, all of our U.K. Facilities were owned properties.

Healthcare

In the United Kingdom, mental health hospitals provide psychiatric tréatment and nursing for sufferers of mental disorders, specifically for patients
defained under a section ofthe United Kingdom’s Mental Health Act of 1983, and whase risk of harm to others and risk of escape from hospitals cannot be
managed safely within other imental health settings. In order to manage the risks involved with treating patients, the facility is managed through the
application of a range of security measures depending on the level of dependency and risk exhibited by the patient. The levels of dependency and risk
stemiming from the wide range of disorders treated at these hospitals determine the level of care provided, which are comprised of;

«  Seeure Services. Medium secure facilitics treat patients who may present a serious danger to others and themselves but do not need the physical
security amangements ofa high security hospital, The purpose of medium secure services is to provide effeetive care and treatment to reduce risk,
promote recovery and support patients moving through the care pathway to lower levels of security or to recstablishing themselves successiully
in the community. Low secure facilities provide treatment for patients whom, because of the level ofrisk or challenge they present, cannot be
treated in open mental health settings. Low secure services deliver intensive, comprehensive and multidiseiplinary treatment to patients
demonstrating disturbed behaviorin the context of a-serious mental disorder and require the provision of security but pose a lesser rigk of hamm to

themselves and to others.
- Specialty Treatment Services. Specialty treatment services provide treatment relating to eating disorders and addiction. Our eating disorder

facilities provide treatment services for eating disorders and weight management for both adults and adolescents. Our addiction services provide
treatment for abuse of addictive substances such as aleohol and illicit drugs as well as facilities for other addictions and behavioral disorders

such as compulsive gambling.

. Child and Adolescent Mental Health Services. Child and adolescent mental health services provide treatment to young people in need of expert
care and suppoit for behaviorl, emotional or mental health difficulties. These services are designed to enable the children and young people
within our care to improve their long-term wellbeing and effectively reintegrate into the comnunity when they ate ready. ’

. Rehabilitation Services. Both locked and open mental health rehabilitation services provide a bridge between secure hospital facilities and
community living by providing relapse prevention and social integration services as well as vocational opportunities.

«  Acute Services. Acute services provide treatment relating to emergency admissions for patients at risk to themselves or others, as well as crisis
intervention and treatment of behavioral emergencies.
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«  Care Homes. Care homes provide long-term, non-acute care for adults suffering from a mental illness or addiction, or who have a leamning
disability or brain injury and are unable to cope unsupported in the community.

Other Services

« Bducation and Children’s Services. Bducation and children’s services provide specialist education for children and young people with special
cducational needs, including autism, Asperger’s Syndrome, social, emotional and mental health, and specific leaming difficulties, such as
dyslexia. The division also offers standalone children’s homes for children that require 52-week residential care to support complex and
challenging behavior and fostering services.

«  Adult Care. Adult Care focuses on care of service users with a variety of leamning difficulties, mental health illnesses and adult autism spectrum
disorders. Care is provided in a number of settings, including in residential care homes and through suppoited living.

< Elderly Care. Elderly care provides long-term, short-term and respite nursing care to hi gh-dependency elderly individuals who are physically
frail or suffering from dementia. )

«  Care First. Care Fitst leverages our clinical knowledge to provide EAP to organizations. These support services are designed to help employees
manage difficult issues in their professional or personal lives with services that include:

. A call center for telephone counseling available 24-hours a day, seven days a week;
. A national network of counselors available for live, face-to-face support;

: Interactive health and wellness programs;

. Debt management advice services; and

. Management training.

Sources of Revenue

We receive payments from the following sources for services rendered in our faeilities: (i) state govemment§ under their respective Medicaid and other
programas; (ii) commercial insurers; (iii) the federal government urider the Medicare program administered by the Centets far Medicare and Medicaid Services
("CMS™); (iv) the NHS (including Local Authorities in the United Kingdom); and (v) individual patients and clients. Revenue is recorded in the period in
which services are pravided at established billing rates less contractual adjustments based on amounts reimbursable by Medicare or Medicaid under
provisions of cost or prospective reimbursement formulas or amounts due from other third-party payors at contractually determined rates, See “Trem 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations— Revenue” for additional disclosure; Otherinformation related to
ourrevenues, income and other operating information is provided in our Consolidated Financial Statements.

Regulation
U.S. Overview

The healthcare industry is subject to numerous laws, regulations and rules including, among others, those related to government healthcare program
participation requirements, various licensure and acereditation standards, reimbursement for patient services, health information privacy and security rules,
and government healtheare program frand and abuse provisions. Providers that are found to have violated any of these laws and regulations may be excluded
from participating in government healtheare programs, subjected to loss or limitation of licenses to operate, subjected (o significant fines or penalties and/or

required to repay amounts received fom the govemment for previously billed patient services. Management believes we are in substantial compliance with

all applicable laws and regulations and isnot aware of any material pending or threatened investigations involving allegations of wrongdoing.

Licensing, Certification and Accreditation

All of our facilities must comply with various federl, state and local licensing and certification regulations and undergo periodic inspection by
licensing agencies to certify compliance with such regulations. The initial and continued licensure of our facilities and cetlification to participate in
govemment healthcare programs depends upon many factors including various state licensure regulations relating to quality of care, environment of care,
equipment, services, stafftraining, personnel and the existence of adequate policies, procedures and controls. Federal, state and local agencies survey our
facilities on a regular basis to determine whether the facilities are in compliance with regulatory operating and health standards and conditions for
participating in government healthcare programs.
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Maost of our residential facilities maintain accreditation fiom private entities, such as The Joint Commission or the Commission on Acereditation of
Rehabilitation Facilities (“CARF"). The Joint Commission and CARF are private organizations that have aceredifation programs for a broad spectrum of
healtheare facilities. The Joint Commisgion accredits a broad variety of healthcare organizations, including hospitals and behavioral health organizations.
CARF accredits behavioral health organizations providing mental health and alcohol and drug nse and addiction services, as well as opiate treatment
programs, and many other types of programs. These acereditation programs are intended generally to improve the quality, safety, outcomes and value of
healtheare services provided by aceredited facilities. Accreditation is genemlly a requirement for participation in govemment and private healtheare payment
programs. In addition, certain federal and state licensing agencies require that providess be aceredited. Accreditation is typically granted for a specified
period, typically ranging from one to three years, and renewals of accreditation generally reguire completion of a renewal application and an on-site renewal

survey.

Certificates of Need

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

Utilization Review

Federal regulations require the tréatment of patients in government healtheare programs be reviewed to confirm efficient ntilization of facilities and
services. The regulations require Quality Improvement Organizations (*QI0s”) and other agencies to review the appropriateness of Medicare and Medicaid
patient admissions and discharges, the quality of care provided, the validity of diagnosis related group ¢lassifications and the appropriateness of length of
stay. The agencies may deny payment for serviees provided, assess fines, or recommend to the Department of Health and Human Services and other regulatory
agencies that a provider that is in substantial non-compliance with the Medicare Conditions of Participation be excluded fiom participating in the Medicare

program.

Audits

Our healtheare facilities are subject to federal, state and commereial payor audits to validate the accuracy of claims submitted to the government
healtheare programs and cornmercial payors. If these audits identify overpayments, we could be required to make substantial repayments, subject to various
appeal rights. Several of our facilities have nndergone claims audits related to theirreceipt of payments during the last several years with no material
overpayments identified, However, potential liability from future audits could ultimately exceed established reserves, and any excess cauld potentially be
substantial. Further, Medicare and Medicaid regulations, as well as commercial payor contracts; also provide for withholding payments in certain
circumstances, which could adversely affect our cash flow. '

The Anti-Kickback Statute and Stavk Law

A provision of the Social Security Act known as the Anti-Kickbaclk Statute prohibits healthcare providers and others from directly or indirectly
soliciting, receiving, offering or paying money or other remuneration to otherindividials and entities in return for using, referring, ordering, recommending
or arranging for such referrals or orders of services or other items paid for by a govemnment healthcare program. The Anti-Kickback Statute may be found to
have heen violated if only one purpose of the payment or remuneration is to induce refenals. A provider is not required to have actual knowledge or specific
intent to commit a violation ofthe Anti-Kickback Statute to be found guilty of violating the law.

"T'he Office of the Inspector General of the Department of Health and Human Services has issued regulations that provide “safe harbors” from federal
Anti-Kickbacl Statute liability for various activities, The fact that conduet or a business arrangement does not fall within a safe harbor or exception does not
automatically render the conduct or business amangement illegal underthe Anti-Kickback Statute, However, conduct and business amangements falling
outside the safe harbors may lead to increased scrutiny by government enforcement authorities. ! .

Although management believes that our anangements with physicians and other roferral sources comply with current law and available interpretations,
there can be no assurance that all anangements comply with an available safe harbor or that regulatory authorities enforcing these laws will determine these
financial arrangements do not violate the Anti-Kickback Statute or other applicable laws.

These laws dnd regulations are extremely complex and, in many cases, We do ot have the benefit of regulatory or judicial interpretation. It is possible
that different interpretations or enforcement of these laws and regulations could subject our current or past practices to allegations of impropriety or illegality
or could require us to make changes in our amangements relating to facilitics, equipment, personnel, services, capital expenditure programs and operating
expenses. A determination that we have violated one ormore of these laws, or the public announcement that we arc being investigated for possible violations
of one or more of these laws, could have a material adverse effect on our business, financial condition orresults of operations. In addition, we cannot predict
whether other federal or state legislation or regulations will be adopted, what form such legislation orregulations may take or what theirimpact on us may be.
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Ifwe are deemed to have failed to comply with the Anti-Kickback Statute or other applicable laws and regulations, we conld be subjected to liabilities,
including criminal penalties, civil penalties, and exclusion of one prmore facilities from participation in the govemment healtheare programs. The
imposition of such penalties could have a materia] adverse effect on out business, financial condition orresults of operations.

The Social Security Act also in¢ludes a provision regarding physieian self-refenals, commonly known as the “Stark Law.” This law prohibits
physiciang from referring Medicare patients to healtheare entities in which they orany of their immediate family members have an ownership or other
financial interest for the famishing ofany “designated health services.” A violation of the Stark Law may result in a denial of payment, require refunds to the
Medicare program, eivil monelary penalties ofup to §15,000 for each violation, civil monetary penalties ofup to § 100,000 for circumvention schames, civil
monetary penalties ofup to $10,000 for each day that entity fails to report required information, exclusion from the government healthcare programs, and
additionally could result in penalties for false ¢laims, There are ownership and compensation arrangement exceptions for many customary financial
arrangements between physicians and facilitigs, including the employment exception, personal services exception, lease exception and certain reciuitment
exceptions. Our financial armngements with physiciens are structured to comply with the statutory exceptions to the Stark Law and related regulations.
However, future Stark Law regnlations may alter the scope ot interpretation of this law in a manner different from the manner in which we have interpreted
them. We cannot predict the effect such future regulations will have on us.

Federal False Claims Act and Other Fraud and Abuse Provisions

The Social Security Act also imposes eriminal and civil penaltics for submitting false claims to the govemment healtheare programs. False claims
include, but are not limited to, billing for services not rendered, billing for services without adequate documentation, niisrepresenting the services rendered in
order to obtain higher reimbursement, knowingly retaining overpayments and committing cost report fraud. Like the Anti-Kickback Statute, these provisions
are very broad.

Violations of the federal False Claims Act are punishable by fines ofup to three times the actual damages sustained by the government, plus mandatory
civil penalties, There are many poteatial bases for liability under the False Claims Act. The Fraud Enforcement and Recovery Act of 2009 has expanded the
number of actions for which liability may attach under the False Claims Act, climinating requirements that false claims be presented to federal officials or
directly involve federal funds. The Fraud linforcement and Recovery Act also clarifies that a false claim violation occurs upon the knowing retention of
overpayments. In addition, recent changes to the Anti-Kickback Statute have made violations of that law punishable under the civil False Claims Act.

A curtent trend affecting the healtheare industry is the increased use of the False Claims Act, and, in particular, actions being brought by individuals on
the government's behalfunder the False Claims Act’s qui tam, or whistleblower, provisions. Whistleblower provisions allow private individuals to bring
actions on behalfofthe government by alleging that the defendant has defranded the federal government. Further, a number of states have adopted their own
false claims provisions as well as their own whistleblower provisions whereby a private party may file a civil lawsuit an behalfof the state.

Further, the Iealth Insurance Portability and Accountability Act ("HIPAA”) broadened the scope of the fiand and abuse laws by adding several
criminal provisions for healtheare fraud offenses that apply to all health benefit programs, whether ornot payments under such programs are paid pursuant to
federal programs. HIPAA also introduced enforcement mechanisms to prevent fraud and abuse under Medieare, There are civil penalties for prohibited
conduet, including, but not limited to, billing for medically unnecessary products or services. )

HIPAA Aduinistrative Simplification and Privacy and Security Requirements

The administrative simplification provisions of HIPAA, as amended by the Health Information Technology for Economic and Clinical Health Act
(“HITECH?), require the use of uniform electronic data transmission standards for healtheare claims and payment transactions submitted or recsived
electronjcally. These provisions arc intended to encourage electronic commerce in the healtheare industry. HIPAA algo established federal mles protecting
the privacy and security of individually identifiable patient health information (“PHI”). The privacy and security regulations contiol the use and disclosure
of PHI and the rights of patients to understand and control how such PHLis used and disclosed. Violations of HIPAA can result in both criminal and civil fines
and penalties.

The HIPAA security regulations require healthcare providers to implement administrative, physical and technical safaguards to protect the
confidentiality, integrity and availability of PHI. HITECH has strengthened certain HIPAA rules regarding the use and disclosure of PHI, extended certain
HIPAA provisions to business associates, and created security breach notification requirements including notifications to the individuals affected by the
breach, the Department of Health and Human Services, and in certain cases, the media. HITECH has also increased maximum penalties for violations of
HIPAA privacy rules. Management believes that we have been in miaterial compliance with the HIPAA regulations and have developed our policies and

procedures to ensure ongoing compliance.
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The Emergency Medical Treatment & Labor Act

The Emergency Medical Treatment & Labor Act (“EMTALA”) is intended to ensure public access to emergency services regardless of ability to pay.
Qection 1867 ofthe Social Security Act imposes specific obligations on Medicare-participating lospitals that offer emergency services to provide a medical
screening examination when a request is made for examination or treatment for an emergency medical condition regardless of an individual’s ability to pay.
Hospitals are then required to provide stabilizing treatment for patients with emergency medical conditions. Ifa hospital is unable to stabilize a patient
within its capability, orif the patient requests, an appropriate transfer must be implemented. EMTALA imposes additional obligations on hospitals with
specialized capabilities, such as ours, to aceept the transfer of patients in need of such specialized capabilities if those patients present in the emergency room
ofa hospital that does not possess the specialized capabilities, CMS is currently considering rules that would Tequire our hospitals to accept the transfer of
patients in need of psychiatric services even ifthe patient is already admitted to the transferring hospital.

Mental Health Parity Legislation

The MHPAEA was signed into law in October 2008 and requires health insurance plans that offer mental healtl and addiction coverage Lo provide that
coverage on par with financial and treatment coverage offered for other illnesses. The MHPAEA has some limitations because health plans that do not already
cover mental health treatments are not required to do so, and health plans are not required to provide coverage for every imental health condition published in
the Diagnostic and Statistical Manual of Mental Disorders by the American Psychiatric Association, The MHPAEA also contains a cost exemption which
operates to exempt a group health plan from the MHPABA’s requirements if compliance with the MAPAEA becomes toa costly.

Patient Protection and Affordable Care Act

On March 23,2010, President Obama signed into law the Patient Protection and Affordable Care Act (the “PPACA”). The Healthcare and Bducation
Reconciliation Act of 2010 (the “Reconeilintion Act™), which contains a number of amendments to the PPACA, was signed into law on March 30,2010. Two
primary goals of the PPACA, combined with the Reconciliation Act (collectively referred to as the “ealth Reform Legislation™), are to provide for increased
aceess to coverage for healtheare and fo reduce healthcare-related expenses.

On June 28,2012, the United States Supreme Court upheld the constitutionality of the requirement in PPACA that individuals maintain health
insurance or pay 4 penalty under Congress's taxing power. The Supreme Court upheld the PPACA provision expanding Maedicaid eligibility to new
populations as constilutional, but only so long as the expansion ofthe Medicaid program is optional for the stafes. States that choose not to expand fheir
Medicaid programs to newly eligible populations in PPACA can only lose the new federal Medicaid funding in PPACA but not their eligibility for existing
federal Medicaid matching payments. '

The Health Reform Legislation expands coverage of uninsured individuals and provides for significant reductions in the growth of Medicare program
payments, material decreases in Medicare and Medicaid disproportionate share hospital payments, and the establishment of programs where reimbursement is
tied in part to patient outcomes. Based on Congressional Budget Office estimates, the Health Reform Legislation, as enacted, is expested to expand health
insurance coverage to approximately 32 to 34 million additional individuals through a combination of public program expansion and private sector health
insurance reforms.

Somie of the most significant changes will expand the categories of individuals eligible for Medicaid coverage and permit individuals with relatively
higher incomes to qualify. The federal government reimburses the majority ofa state’s Madicaid expenses, and it conditions its paymient on the state meeting
certain requirements. The federal government currently requires that states pravide coverage for only limited categories of low-income adults under 65 years
ald (e.g., women who are pregnant, and the blind or disabled). In addition, the income level required for individuals and families to qualify for Medicaid
varies widely from state to state. While the Health Reform Legislation will greatly expand {he number of adults who are eligible for Medicaid, it may not

impact our business as Medicaid generally does not reimburse for care provided to adults freated in fieestanding behavioral health facilities.

UK. Overview

‘The regulatory environment applicable to facilities in the United Kingdom is complex and multifaceted. The regulatory regime is made up of multiple
statutes, regulations and minimum standards that are subject to continuous change. ‘The laws and regulations applicable to the United Kingdom facilities
include, without limitation, the Mental Capacity Act of 2005, Safeguarding Vulnerable Groups Act of 2006, Mental Health Act 0f2007, Health and Social
Care Act 0f 2008 and Cotporate Manslaughter and Corporate Homicide Act of2008. These laws and regulations are predominantly protective in nature and

share the same general undetlying
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purpase to protect vulnemble persons fioin exploitation or hamm. The regulatory requirements relevant to our facilities in the United Kingdom sover our
operations from the initial establishments of new facilities, which are subject to registration and licensing requirements, to the recruitment and appointment
of staff, occupational health and safety, duty of care to service users, clinical and educational standards, conduct of our professional and support staff and
other areas.

Mental Capacity Act of 2005. The Meatal Capacity Act of 2005 establishes the process for determining whether a person lacks mental capacity at a
particular time and also sets out who can make decigions in those circumstances and how they should go about this. The Act sets oul when liability may arise
for actions in connection with the care or treatment of persons who lack capacity to consent to such actions.

Safeguarding Vulnerable Groups Act of 2006. The Safeguarding Vulnemble Groups Act of2006 created the Independent Safeguarding Authority
(“ISA™). In December 2012, the ISA merged with the Criminal Records Bureau to form the Discharge and Barring Service (“DBS") and is required to establish
and maintain lists of persons barred from working with children and adults. Tt is & criminal offense for a barred person to seck to work, or work in, activities
from which they are bared. It is also generally a criminal offense for an employer to allow a bared person, or persoh who is not appropriately registered, to
work in any regulated activity.

The Mental Health Act of 2007. The Mental Health Act 0f2007 regulates the manner in which an individual can be committed or detained against his
or her will, The main purpose of the legislation is to ensure that people with serious mental disorders which threaten their health or safety or the safety ofthe
public can be treated irrespective of their consent where it is necessary to prevent them from harming themselves or othiers. The Act places the burden on the
entity detaining a person to prove that the entity has the right to hold the detainee. This places a snbstantial resulatory burden on service providers to ensure
compliance with the law.

The Health and Social Care Act of 2008. The Health and Social Care Act of 2008 (“HSCA™), as amended by the Care Act 7014, established the Care
Quality Commission (“CQC”) as the tegistration and regulatory body for health and adult social care in England. Under the HSCA, service providers carying
out “regulated activities” must be registered with the CQC for each separate regulated activity provided. Where the service provideris a company, each
regulated activity/location must also have an individual registered as the registered manager. Registration depends both on an assessment of the fitness of the
registered provider and also the individual registered manager. Regulated activities include the provision of residential accommodation together with
nursing or personal care and the provision of treatment for a disease, disorder or injuty by or under the supervision of a social worker or a multidisciplinary
team which inchudes a social worker where the treatment is fora mental disorder.

The Care Act 2014. The Care Act 2014 came into force on April 1,2015 along with a range of supporting regulations and a single set of statatory
guidance. The Care Act 2014 requires Local Authorities to set personal budgets for individuals that are appropriate to meeting those individuals’ assessed
eligible care and support needs. The Care Act 20 14 also imposes new statutoty duties upon Local Authorities to ensure the supply of diverse, good quality,
Jocal services, including a duty to plan for future demand and to ensure that services are high quality and sustainable.

" The regulated activitics regulations and the registration regnlations issued pursuant to the HSCA placelegally binding obligations on health and
social care providers. Breach of certain provisions of the HSCA or the regulations is a oriminal offense. In addition, a breach may lead to the. CQC taking
action to suspend, cancel orvary (he conditions of registiation of a service provider or impose 2 substantial fine.

Inspéctions by regulators in the United Kingdom can e carried out on both an announced and an unannounced basis depending on the specific
regulatory provisions relating to the different services provided and also depending upon whether the inspection is routine or as a result of specific
information regarding the service that has been provided to the regulator. Generally, however, a majority of inspections tend to be unannounced. A failure to
comply with laws and regulations, the receipt of n poor inspeetion report rating or a lower rating, or the receipt of a negative report that leads to a
determination of regulatory non-compliance or a failure to cnre any defect noted in an inspection report may result in reputational damage, fines, the
tevocation or suspension of the registration of any facility ora decrease in, or cessation of) the services provided at any given location.

Corporate Manslaughter and Corporate Homicide Act of 2007. The Corporate Manslaughter and Corporate Homicide Act 0f2007 provides liability if
. the way in which a provider’s activities are managed or organized causes a person’s death and amounts to a gross breach of a relevant duty of care owed to the

deceased person.

Regulatory and Enforceinent Bodies

The primary healthcare regulatory enforcement hodies in the United Kingdom are Monitor, the CQC, HIW, CCSIW, HIS, SCSWIS and RQIA. In
addition, OFSTED, Estyn, Education Scotland and other regulatory bodies regulate and inspect education
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services in England, Wales and Scotland, as applicable, These enforcement bodies control and administer the registmtion, ingpection and complaints
procedures set out under the applicable laws and regulations. The enforcement bodies have the power to terminate a facility’s repistration, refuse to register a
facility, impose admissions holds, ormpose sipnificant fines if a service provider fails to meet the key minimum standards and requirements prescribed under
the various laws and regulations, See “Risk Factors—If we fail to comply with extensive laws and government regulations, we cauld suffer penalties or be
required to make significant changes fo our operations.”

Moniter. Monitor is the sector regulator for healthcare, tasked with regulating all providers of nonexempt NHS funded services in England. Monitor is
the general economic and competition regulator. It fulfills this role through licensing health care providers and, togetherwith the NHS Fngland, sets the
national price tariff for NHS services. Monitor’s role includes regulating clinical commissioning groups, commmmnily services and secondary care seryiees,
protecting and promoting patients” interests, tackling abuses and dealing with unjustifizhle restrictions on competition. Monitor must excreise ils functions
with a view to preventing anticompetitive behavior in the provision of health care services.

The COC. The CQC is the independent regulator for health and adult social care in Fngland. The CQC is distinct from Monitor in that it focuses on
quality and enswing the maintenance of: standards in health and social care practices. The CQC licenses NHS and adult social care service providers to enable
it to leep a cheek on safety and quality standards, The CQC also carries out facility inspections. Clare homes for young adulis (including specialist college
accommodation) are registered and inspected by the cqQc. )

FITW, HIW is the independent inspectorate and regulator ofall health care in Wales. Certain indeperident healtheare services are required to register
with HIW. HIW also inspeets NHS and independent healtheare arganizations in Wales to ensure compliance with its and the NHS's standards, policies,
guidance and regulations. The HIW Review Service for Mental Health monitors the use of the Mental Health Act 1983 fo ensute that it is being used properly
on behalf of Welsh Ministers.

CCSIW. Social care and social services in Wales are regulated by the Care and Social Services Inspectorate Wales (“CCSIW™). CCSIW camies out
unannounced inspections and measure against regulations. Children’s homes in Wales are inspected by CCSIW.

HIS. Healfhcare Improvement Scotland (“HIS”) is the independent regulator for healthcare services in Scotland. FIIS inspects healthcare providers in
Scotland to énsure compliance with its standards, policies, guidance and regulations. :

SCSWIS. Care services in Scotland are regulated by the Care Inspectorate Scotland (also known as Social Care and Social Work Improvement Scotland)
(“SCSWIS™) and all care services in Scotland must be registered with them. As well as registration, SCSWIS inspects services against the National Care
Standards and they can talce action to force services o improve and can close services ifnecessary. Tndependent schools with boarding facilities must register
{heir boarding provision with SCSWIS for the regulation of care ag a school care accommodation service.

ROIA. In Northern Ireland, the Regulation a nd Quality Improvement Authority (“RQIA") is Northemn Ireland’s independent health and social care
tegulator, RQIA is responsible for registering, inspecting and encouraging improvement in a range of health and social care services in accordance with the
Health and Personal Social Services (Quality, Improvement and Regulation) (Northern Treland) Order 2003 and its supporting regulations. RQIA inspections
are based on certain minimum care standards.

OFSTED. The Office for Standards in Education, Children’s Services and Skills (“OFSTED") regulates and inspects services in England that care for
children and young people, and services providing edueation and skills for leamers of all ages. OFTSED carries out routine day school and further education
college inspections to ensiue compliance with inspection frameworks.

Estyn. Tn Wales, the Office of Her Majesty’s Inspectorate for Education and Training (“Bstyn”) inspects quality standards in education and training for
children’s homes, residential schools and colleges.

Education Scotland. In Scotland, the education provision for independent schools with boarding facilities is regulated by Education Scotland.

Risk Management and Insurance

The healthcare industty in general continues to experience an increase in the frequency and severity of litigation and claims. As is typical in the
healtheare industry, we could be subject to claims fhat our services have resulted in injury to our patients or clients or other adverse effects. In addition,
resident, visitor and employee injuries could also subject us to the risk of litigation. While management believes that quality eare is provided to patients and
clients in our facilities and that we materially comply with all applicable regulatory requirements, an adverse defermination in a legal proceeding or
government investigation could have a material adverse effect on our business, financial condition orresults of operations,
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Our statutory workers’ compensation program is fislly insured with a $500,000 deductible per accident. Our operations have professional and general
liability insurance for claims in excess of a $1,000,000 self-insured retention with an insured excess limit of $50 million.

Environmental Matters

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

From time to time, our operations have resulted in, or may result in, non-compliance with, or liability pursuant to, environmental or health and safety
laws or regulations. Management believes that our operations are generally in compliance with environmental and health and safety regulatory requirements
or that any non-compliance will not result in a material liability or cast to achieve compliance. Historically, the costs of achieving and maintaining
compliance with environmental laws and regulations at our facilities have not been material. However, we cannot assure you that future costs and expenses
required forus to comply with any new or changes in existing environmental and health and safety laws and regulations or new or discovered environmental
conditions will not have a material adverse effect on our business, financial condition or results of operations.

We have not been notified of and management is otherwise currently not aware of any contamination at our currently or formerly operated facilities for
which we could be liable under environmental laws or regulatlons for the investigation and remediation of such contamination and we cumently are not
undertaking any remediation or investigation activities in connection with any contamination conditions. There may, however, be environmental conditions
currently unknown to us relating to our prior, existing or future sites or operations or those of predecessor companies whose liabilities we may have assumed
or acquired which could have a material adverse effect on our business.

New laws, regulations or policies or changes in existing laws, regulations or policies or their enforcement, future spills or accidents or the discovery of
currently unknown conditions ornon—comphances may give rise to investigation and remediation liabilities, compliance costs, fines and penalties, or
liability and claims for alleged personal injury or property damage due to substances or materials used in our operations, any of which may have a material
adverse effect on our business, financial condition or results of operations.

Competition ' [

The healthcare industry is highly competitive. Our principal competitors include other behavioral healthcare service companies, including UHS, and
the NHS in the UK. We also compete against hospitals and general healthcare facilities that provide mental health services. An important part of our business
strategy is to continue making targeted acquisitions of other behavioral health facilities. However, reduced capacity, the passage of mental health parity
legislation and increased demand for mental health services are likely to attract other potential buyers, including diversified healthcare companies and
possibly other pure-play behavioral healthcare companies.

The mental health services sector in the United Kingdom comprises hospitals or establishments that provide psychiatric treatment for illness or mental
disorder at all security and treatment levels. We operate in several highly competitive matkets in the United Kingdom with a variety of for-profit, the NHS
and other not-for-profit groups in each of our markets. Most competition is regional or local, based on relevant catchment areas and procurement initiatives.
The NHS is often the dominant provider, although the trend has been towards increased outsourcing, whereby the NHS is both a provider and customer of
mental healthcare services. The NHS (including Local Authorities) accounts for approximately 70% of the total mental health hospital beds providing care in
the United Kingdom, with independent providers accounting for the remaining approximately 30% ofbeds.
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In addition to the competition we face for acquisitions, we must also compete for patients, Patients are referred to our behavioral healthcare facilities
through a number of different sources, including healthcare practitioners, public programs, other treatment facilities, managed care arganizations, unions,
emergency departments, judicial officials, gocial workers, police departments and word of mouth from previously treated patients and their families, smong
othets, These referral sources may instead refer patients to lospitals that are able to provide a full suite of medical services or to other behaviorl healthcare
centers.

Employees

As of December 31, 2015, we had approximately 26,400 employees, ofwhich approximately 17,800 were employed full-time. Al the acquisition date,
Priory had aver 16,000 employees. As of December 31, 2015, labor unions represented approximately 472 of our employees, at five of our U.S, facilities
through eight collective bargaining agreements. Organizing activities by laborunions and certain potential changes in federal Iabor laws and regulations
could increase the likelihood of employee unionization in the futute. The Royal College of Nursing is the trade union for all full and pari-time nuses,
nursing cadets and healthcare assistants in the UK.

Typically, our inpatient fucilities are staffed by a chief executive afficer, medical dizector, director of nursing, chief financial officer, clinical director
and director of performance improvement. Psychiatrists and other physicians working in our facilities are licensed medical professionals who are generally
not employed by us and work in our facilities as independent contractors or medical staff members.

Seasonality of Demand for Services

Our residential recovery and other inpatient facilities typically experience lower patient volumes and revenue during the holidays, and our child and
adolescent facilities typically experience lower patient volumes and revenue during the summer months, holidays and other periods when school is out of
session.

Pro Forma Financial Information

This report contains certain unaudited information, including revenue and operating statistics based on revenue, that is presented on a pro forma basis
agsuming that acquisitions we completed during 2014 and 2015 and the acquisition of Priory occured as of an, earlier date, The unaudited pro forma
information gives effect to each acquisition as ifit oceurred on January 1, 2014, Management believes that the pro forma financial information is helpful
given the rapid growth of Acadia through acquisitions. The unaudited pro forma financial information has been prepared using the acquisition method of
accounting for business combinations under (Generally Accepted Accounting Principles (*GAAP"). The unaudited pro forma financial information is for
illustrative purposes only and does not purport to represent what our financial condition or results of operations actually would bave been had the events in
fact oceurred on the assumed date orto project our finaneial condition or results of operations forany future date or futnre period, The unaudited pro forma
financial information should be read in conjunetion with the consolidated financial statements and notes thereto elsewhere in thig report and the financial

statements of Acadia and the acquired companies in otherreporis that we have filed with the SEC.

Available Information

Our Internet website address is www.acadiahealthcare.com. We make available our annual reports on Farm 10-K, quarterly reposts on Form 10-Q,
current reports on Form 8-K and all amendments to those reports free of charge on our website on the Investors webpage under the caption “SEC Filings” as
soon as reasonably practicable after such material is electronically filed with, or fiunished to, the SEC. The public may read and copy materials filed with the
SEC at the Public Reference Room of the SEC at 100 Street, NE, Washington, D. C.20549. The public may obtain information on the operation of the
Public Reference Room by ealling the SEC at 1-800-732-03 10. The SEC maintaing a website that contains reporls, proxy and information statements, and
other information regarding issuers that file or furnish information electronically with the SEC at www.sec.gov. Ourwebsite and the information contained
therein or linked thereto arenot intended to be incorporated into this Annual Report on Form 10-K.
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Item 1A, Risk Factors

Any of the following rigks could materially and adversely affect our business, finaneinl condition or results of operations, These risks should be
carefully considered before making an investment decision regarding us. The risks and uncettainties described below are not the only ones wo face and there
may be additional risks that we are not presently aware of or that we currently consider not lilcely to have a significant impact, Ifany of the following risks
actually oceurred, our business, financial condition and operating results could suffer, and the trading price of our common stock could decline.

Review of the acquisition of Priory by the Competition and Markets Authority (“CMA") may delay onr integration of Priory or require us to divest part of
Priory’s or our respective businesses. If we are nnableto successfully integrate Priovy into ot business following completion of compaetition review, ot if
divestments of Priory’s or our respective businesses are vequired, our business, financial condition and resulis af operations may be negatively impacted.

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

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

Fluctuations in our operating results, quarter to quarter earnings and other factors, including incidents involving our patients and negative media
coverage, may rvesult 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 stoek and, as a result, there may be significant volatility in the market price of our common stock, If'we are unable to opetate our
facilities as profitably as we have in the past oras qur 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 conld have an adverse effect on the price of our common stock and increase fluctuations in our quarterly eamings. These factoss include certain of the
risks discussed herein, demographic changes, operating results of other healthcars companies, changes in our financial estimates or recommendations of
securilies analysts, speculation in the press or investment community, the possible effects of war, {errorist and other hostilities, adverse weather conditions,
the level of seasonal illnesses, managed care coniract nepotiations 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 affecied by payments received fron the government and third-party payors.

A significant portion of our revenues is derived from government healtheare programs, principally Medicare and Medicaid. On a pro forma basis for the
year ended December 31, 2013, giving effect to the 2014 and 2015 Acquisitions and the Prioty acquisition, we would have received approximately 31% of
ourrevenue fiom lhe Medicure and Medicaid programs.

Government payors, such as Medicaid, generally reimburse us on a fae-for-service basis based on predetermined reimbursciment ate schedules. Asa
result, we are limited in the amount we can record as revenue for our services from these govemment 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 govemnments, are operating under significant budgetary pressures,
and they may seek to reduce payments under their Medieaid programs for services such as those we provide. Government payors also tend to pay on a slower
sehedule, In addition to limiting the amounts they will pay for the services we provide their members, govemment payors may, among other things, impose
prior authorization and concuient utilization review progtams that mey firther limit the services for which they will pay and shift patients to lower levels of
care end reimbursement. Therefore, if govemmental entities reduce the amounts they will pay for our services, or if they elect not to continue paying for such
gervices altogether, our business, financial condition orresults of operations could be adversely affected, In addition, if governmental entities slow their
payment cycles farther, our cash flow from operations could be negatively affected. '
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Commereial payors such as managed care organizations, private health injurance programs and labor unions generally reimburse us for the services
rendered to insured patients based upon contractnally determined rates, These commercial payors are nnder 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 revenne we detive from commercial payors. :

Changes in these goveinment programs in recent years have resulted in limitations on reimbursement and, in some cases, reduced levels.of
ceimbursement for healtheare services. Payments from federal and state government healthcare programs are subject to statutory and regulatory changes,
administrative mlings, interpretations and determinations, requirements forutilization review, and federal and state funding restrictions, all of which could
materially increase or decrease program payments, 45 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 aperations. 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 downtum has increased the budgetary pressures on the federal government and many state
govemments, which may negatively affect the availability of faxpayer funds for Medicare and Medicaid programs. If the rates paid or the scope of services
cavered by govemment payors are reduced, there could be a material adverse effect on our business, financial condition and.results of operations,

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

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

As of Decenber 31, 2015, we had approximately $2.2 billion of total debt (net of debt issuance costs, discounts and premiums of $35.4 million), which
included approximately $1.2 billion of debt under our Amended and Restated Senior Credit Facility, $150.0 million of debt under our 6.125% Senior Notes,
$300.0 million pf debt under our 5.125% Senior Notes, $650.0 million of debt under our 5.625% SeniorNotes and $22.4 million of Lee County (Florida)
Industrial Development Authority Healtheare Facilities Revenue Honds, Series 2010 with stated interest rates £ 9.0% and 9.5% (the “9.0% and 9.5%
Revenue Bonds™), To finance onr acquisition of Prory in February 2016, we also borrowed $955.0 million under the New TLB Tacility, increased our TLA
Faeility by $135.0 million and issued $390.0 million of 6.500% Senior Notes. Ste “Item 1. Business—TFinencing Transactions™ for additional details
regarding our outstanding indebtedness. )

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;
«  restrictus from makling strategic acquisitions or cause us to make non-strategic divestitures;

+  require us to dedicate a substantial portion of our cash flow fiom operations to payments on our debt (including scheduled repayments on onr
outstanding term loan borrowings under the Amended and Restated Senior Credit Facility), thereby reducing the availability of oureash flowto
find 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;

+  placeus at a competitive disadvantage compared to our competitors that have less debt;
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+  limit ourability to borrow additional funds; and

«  limit our ability to pay dividends, redeem stock or make other distributions.

Tn addition, the terms of our financing anangements contain restrictive covenants that limit our ability to engage in activities that may be in our long-
term best interests. Out failure to comply with those covenants could result in an event of default which, ifnot cured or waived, could result in the
aceeleration ofall of our debts, including the Amended and Restated Senior Credit TFacility 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.

Qur ability to make payments on and to tefinance our debt, to find planned capital expenditures and to maintain sufficient working capital will
depend on our ability lo 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 fiom operations or that fiture horrowings will be available to us under the
Ainerided and Restated Senior Credit Facility or from other sources in an amount sufficient to enable us to service our debt orto fund our other liguidity
needs. If our cash flow and capital resources are insufficient to allowus to make scheduled payments on our debt, we may need to reduce or delay capital
expenditures, sell assets, seek additional capital ot restructure or refinance all ora portion of our debt an or before the maturity thereof, any of which could
have 4 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 orat all, or that the terms of that debt will allow any of the above alternative messures or that these measures would
satisfy our scheduled debt service obligations. 1Ewe are unable to generate sufficient cash flow to repay or refinance our debt on favorable terms, it conld
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 refinaneing of aur debt could be at higher interest rates and may require ug to comply with
more onerous covenants, which could further restrict our business operations.

We are subject to @ 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, ourand 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 sub ordinated debt;

»  transfer or sell our assets; :

«  make certain payments or investments;

«  make capital expenditures;

«  create certain liens on assets;

«  create restrictions on the ability ofour 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 Pacility also requires s to meet certain financial mtios, including a fixed charge coverage ratio and a
consolidated leverage ratio. See “ftem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources —Amended and Restated Senior Credit Facil ity”

The testrictions 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 ta 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
{hese covenants in future periods will largely depend on the pricing of our praducts and services, our success at implementing cost reduction initiatives and
our ability to successfully implement our overall business stratepy. We cannot assure you that we will be granted waivers or amendments to out financing
arrangements if for any reason we are unable to comply with our financial covenants. The breach of any of these cavenants and restrictions could result in a
default under the indentures governing the SeniorNotes or under the Amended and Restated Senior Credit Facility, which could result in an acceleration of

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

We may incur substantial additional debt, including additional notes and other debt, in the future, Although the indentures governing our oulstanding
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. Ifnew 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 defunlt on onr obligations to pay our debt, we may not be able to make payments on our. - financing arrangements.

Any default under the agreements goveming our debt, including a default under the Amended and Restated Senior Credit Facility or the indentures
goveming our Senior Notes, and the remedies sought by the holders of such debt, could adversely affect our ability to pay the principal, premium, ifany, and
interest on the Senior Notes nd substantially decrease the market value of the Senior Notes. If we are unable to generate sufficient cash flows and are
atherwise unable to obtain funds necessary to meet required payments of principal, premium, if any, and intercst on our debt, or if we otherwise fail to comply
with the various covenants, including financial and operating covenants, in the instruments goveming ourdebt (including the Amended and Restated Senior
Credit Facility and the indentures goveming the Senior Notes), we would be in default under the terms of the agreements goveming such debt. In the event of,
such dafault, the holders of such debt could elect to declare all the funds borrowed thereunderto be due and payable, the lenders under the Amended and
Restated Senior Credit Facility could elect to terminate their commitments or csase making further loans and institute foreclosure proceedings against our
assets, or we eould be forced to apply all available cash flows to repay such debt, and, in any such case, we could ultimately be forced into bankmptcy or
liguidation, Because the indentures goverming {he Senior Notes and the agreement goveming the Amended and Restated Senior Credit Facility have
customary cross-defanlt provisions, if the debt under the Senior Notes or the Amended and Restated Senior Credit Facility is accelerated, we may beunable to
repay or refinance the amounts due. '

An incident involving one or move 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
clopements, occur from time to time. If one or more afour 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 resultin govemmental investigations, judgments or fines and have a material adverse effect on our business,
financial condition and results of operations. In addition, we hiave been and could become the subject ofnegative publicity or unfavorable media altention,

whether wartanted or unwarranted, that could have a significant, adverse effect on the trading price of our securities oradversely impact our reputation and
how our referral sources and payors view us.

Expanding our international operations poses additional risks 1o our business.

Prior o the acquisition of Partnerships in Care, we were enpaged in business activities in the United States and Puerto Rico. The acquisition of
Partnerships in Care marked our first entry into a foreipn market, and we expanded our operations in the United Kingdom as a result of our acquisition of
Prioty. Our business or financial performance may be adversely affected due to the risks of operating intemnationally, including but not limited to the
following: economic and political instability, failue 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 Cave and Priory), adverse changes in law and regnlations affecting our
operations in the United Kingdom, difficulties and costs of staffing and managing our new operations in the United Kingdom. Ifany of these events were to
materialize, they could lead to dismuption of our business, significant expenditures and/or damages to our reputation, which conld have a material adverse
effect on our results of operations, financial condition or prospects. ‘ :

As a campany 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 ina public relations eampaign 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 offort on the part of our management team. Ourresults of operation could suffer if these efforts are not successful.
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Our acquisition strategy exposes us to a variety of operational and financial risks.

A pringipal element of our business stiategy i to grow by acquiring other companies and assets in the hehavioral healthcare industry. Growth,
especially rapid growth, through acquisitions exposes us to a varety of operational and financiel risks. We gummarize the most significant of these risks
below.

Integration risks

We must integrate our acquisitions with our existing operations, This process includes the integration of the various components of our business and of

the businesses we have acquired or may acquire in the future, including the following:
«  additional psychiatrists, other physicians and employees who are not familiar with our operations;
+  patients who may electto 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 distupt our ongoing business, negatively affect cash flow and distract
management and other key personnel from day-to-day operations.

We may not be able to successfully combine the operations of recently acquired facilities with our operations, and even if such integration is
accomplished, we may never realize the potential benefits ofthe 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 ineluding, but
not limited to, consistenicies in business standards, procedures, policies, pusiness eultures and intemal controls and compliance. Certain acquisitions involve
a capital outlay, and the return that we achieved on any capital invested may be less than {he feturn that we would achieve on our ather projects or
investments. FEwe fuil to complete the integration of recently acquired facilities, we may never fully realize the potential benefits of the related acquisitions.

We ate in the process of integrating the business of Partnerships in Care and CRC into our current business. Successfil integration depends on the
ability to effect any required changes in operations or personnel, which may eutail unforeseen liabilities. The integration of these businesses may eXpose us
to cerlain risks, including the following: difficulty in integrating these businesses in a cost-cfective manner, including the establishment of cffective
management information and financial contral systems; unforeseen legal, regulatory, contractual, employment or other issues arising out of the combination;
combining corporate cultures; maintaining employee morale and retuining key employces; patential distuptions to ouron-going business caused by our
senior management’s focus on integrating these businesses; and performance of the combined assels not meeting our expectations ar plans. A failure to

properly integrate these businesses could have a comesponding 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 sucoessfil
completion ofthe 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 subjeet to significant
business, economic and competitive uncertainties and contingencies, many of which are beyond our cantrol, such as changes to govemment regulation
govemning or otherwise impacting the behavioral healtheare industry, reduclions in reimbursement rates from third-party payors, reductions in service levels
under our gontracts, operating difficulties, client preferences, changes in competition and general economic or industry conditions. If we are unsuccessful in
implementing these improvements or ifwe do not achieve our expected resulls, 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 Priory and CRC, may have unknown or contingent liabilities, including, but not
limited to, liabilities for uncertain tax positions, liabilities for failure to comply with healthcare laws and regulations and liabilities forunresolved litigation
orregulatory reviews. Although we typically attempt to exclude significant lisbilities from our acquisition transactions and seek indemnification fiom the
sellers of such facilities, the purchase agreement with Priory 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 Prioty purchase agreement and all of the purchase price consideration
was paid at closing of the Priory acquisition. See “—Our acquisition of Priory and CRC may exposeus to unknown or contingent liabilities for which we will
not be indemnified” foradditional disclosure. Therefore, we may incur material liabilities for the past activities of
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acquired entities and facilities. Bven in those ncquisitions in which we have such rights, we may experience difficulty enforcing the sellers’ abligations, or we
may incur material lighilities for the past activities of acquired facilities. Such liabilities and related legal or other costs andfor resulting damage to a facility’s
reputation conld nepatively impact our business, financial condition or resulis of operations.

fi

Competing for acquisitions

We face competition for acquisition candidates primaiily from ather for-profit healthcare companies, as well as from not-for-profit entities. Some of our
competitors may have greaterresources {han we do. As aresult, we may pay moteé to acquire & target business or may Agree to less favorable deal terms than
we would have otherwise. Our principal competitors for dequisitions have included Universal Health Services and private equity tirmg. Also, suitable
acquisitions may not be accomplished due to unfavorable terms, Further, the cost of an acquisition could resultin a dilutive effect on ourresults of
operations, depending on various factors, including the amount paid foran acquired facility, the acquired facility’s results of operations, the fair value of
agsets 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 forany such acquisition, which conld 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. Ifwe fail to improve the operating margins of the facilities we acquire, operate such
facilities profitably or effectively integrate the operations of the acquired facilitics, ourresults of operations could be negatively impacted.

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

Priory and its subsidiaries may have unknown or contingent liabilities, including, butnot limited to, liahilities for uncertain tax positions, for failure to
comply with healtheare laws and regulations and forregulatory reviews oruntesolved litigation, including pending matters relating to corporate
manslaughter at one Prioxy facility and other potential significant charges relating to Priory’s operations. Although we typically attempt to exclude
significant liabilities from our acquisition transactions and seck indemnification from sellers, the purchase agreement with Prioty cantained minimal
representations and warrenties ahout the entities and business that we acquired.

The facilities we acquired in the acquisition of CRC have been and are currently subject to regulatory investigations, including butnot limited to
investigations by the Department of Justice’s Drug Enforcement Administration, including for non-compliance with certain regulatory requirements relating
to the improper handling of controlled snbstances, and as a result may have unknown or contingent liabilities, including, but not limited to, linbilities for
unceriain tax positions, for failure to comply with healthcare laws and regulations and forunresolyed litigation orregulatory reviews. In addition, the
facilities we acquired in the acguisition of CRC have been and are from time to time, subject Lo various claims and legal actions that arise in the ordinary
course of business, including claims for damages for personal injuries, wrongfil death, medical malpractice, breach ofcantact, toit and employment related
claims. In these actions, plaintiffs request a variety of damages, including, in some instances, punitive and othertypes of dameges that may not be covered by
insurance or may exceed levels of insurance coverage. These liabilities may increase our costs and harm our business. In addition, a substantial number of our
patients addicted to opiates are treated with opioid substitution medications, Opioid substitution medications are prescription medications and have
substantinl risks associated with them. The facilities we acquired in the acquisition of CRC are currently subject to, and may in the future be subject to,
¢laims arising out ofillness, injury ar 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 havea material adverse impact on ourfinancizl condition and results of operations.

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

The majority of our revenue from our aperations in the United Kingdom is not guaranteed and is being generated either from spot purchasing or under
block or framework agreements where no volume commitments are given. In addition, there can be no assurance that we can achieve any fee rate increases

in the future or will not suffer any fee rate decreases.

Any decline in demand for our services in the United Kingdom from publicly funded entities or private payers or any failure by usto extend current
agreements or enter into alternative agreements on comparable terms with such entities could have an adverse effect on our average daily census (“ADC”),
which would have a corresponding negative impact on our business, results of operations
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and fnancial condition. Further, there can be no assurances that we will be able to implement fee rate increases, which are a driver of our révenue from our
operations, or not suffer from any decline in fee rates in the future. Should the effect of any increase in annual wages or other operating costs of the business
exoeed the effect of any increase in our fee rates or should our fee 1ates suffer 4 decline, we would have to absorb any costs that cannot be offset by our fees,
which could have a negative impact on our business, results of operations and financial condition.

Publicly funded entities

A significant portion of our services funded by United Kingdom publicly funded entities are commissioned on & spot-purchase basis at prices
determined by prevailing market conditions. It is generally a matter for the relevant commissioner to determine whether to use our services, and there is no
guarantee that previous spot markel purchasing activity by a commissioner will continue in the future orat all. We also have a number of fixed-term
framework agreenients which grant it prefened provider status with Local Authorities or the NHS typically lasting between one ta three yeass. While we and
the commissioners typically agree on pricing for 12 months with discounts related to the number of beds purchased, the commissioners do not make .
minimum purchasing commitments under such agreements. As such, commissioners may decide to place existing and new gervice nsers with our competitors,
including their own in-house service providess, on short notice, We also liave a small number of fixed-period block contracts, here a set number of beds are
paid forat a discountto spot prices regardless of eccupancy. As & result, should spot rates for our services increase, we would remain tied to the discounted

rate, which could have an adverse effect on our results.

The rates that we charge publicly-funded entities for our services are negotiated individually with comigsioners and are generally subject to annual
adjustments on Apiil | of each year, historieally increasing by reference to the Retail Prices Index (“RPI™) or Consumer Price Index (“CPT"), and sector
specific wage indices. However, the cutrent economic climate and the United Kingdont govemment’s overriding economic policy to reduce the budget
deficit meanathat, in the short term at least, commissioners may require that efficiency savings be made and that fees reflect local and national budget
requirements. As a result, there can be no assurance that we can maintain the payment terms of our arrangements with publiely funded entities, including with
respect to the timing of payments.

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

such agreements.

Private payers

Although we have agreements in place with a number of private medical insurance (“PMI”) plans where pricing is generally agreed annually, there is
1o obligation on the PMI plans Lo refer its members {o us or to pay for its members to use our services. Further, we may not be able to renew our existing
amangements with PMI plans on terms comparable to what it has achieved in the past. Fee rates for selfpaying individuals are adjusted on January 1 of each
yeardepending on capacity and demand in the relevant service markets. Fees paid or reimbursed by PMI plans are typically adj usted in line with specific
contract tenms and are genexally based on RPT and specific wage indices. Demand in hoth the PMI market and the self-pay is dependent on ceonomic
conditions, which impacts the number of people with sufficient income or capital to pay for insurance coverage or {reatment themselves.

Structural shifis in the United Kingdom behavioral healthcare market may adversely affect us.

Publicly funded entities

Payments for our services by publicly funded entities in the United Kingdom, particularly the NHS and Local Authorities, account for the vast majority
of our UK. revenues, We expect publicly funded entities in the United Kingdom to continue to generate the significant majority of our revenue from our
operations in the United Kingdom. Budget constraints, public spending cuts or other financial pressures could cause such publicly funded entities to spend
less money on the type of services that we provide, or political or United Kingdom govemment policy changes could mean that fewer of such services are
purchased by publicly funded entities from independent sector providers, due to a shift in funding sources towards PMI or self-payment.
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While the ontsourcing by the NHS in England of healtheare services has been increasing in recent years, the need ofthe NIS in Bngland to achieve
substantial efficiency savings is likely to result in continued finding pressure in the pricing of such services, For instance, Monitor, the NHS economic
regulator, has determined national “ayiffs across a range of NHS services and lias issued extensive guidance on how they are to be applied, including
provision for local variations to national tariffi, subject to approval by Monitor. While none of our services are currently subject to national taiiffs, the fiture
application of any natiopal tariff on our services could have a material adverse impact on ourrevenue.

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

Private payers

Payments for our services in the United Kingdom by PMI plans account for small portion of our TJK. revenue, In addition, payments for our services
in the United Kingdom by self-pay patients, who purchase treatment on a spot basis account fora small portion of our UK. revenues. Many of the pafients
who use ourdcute healthcare services in the United Kingdom do so because their PMI plan recognizes our facilities as being an appropriate provider of the
psychiatric treatment services required by the patient. Our ability to attract patients who are funided by PMI plans could be adversely impacted if one or more
PMI plans withdraws recognition status from our facilities, for example, as a result of'a change in a PMI plan’s recognilion status standards. In addition, many
PMI plans have been changing the terms oftheir policies and shortening the length of time they will covera stay at one of our UK. facilities:

There can be no assuance that the entities or individuals who fimd our services will not reduce or cease spending on the types of services that we
provide or that altemative service or funding models for mental healthoare, learning disabilities care, specialist edneation or ¢lderly care will not emerge. Any
such fanding or structural change in the markets where we operate could have amaterial adverse effect on our ADC, which would have a corresponding
negative impaet on our business, results of operations and financial condition.

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

The relationships that we have with commissioners iv a key driver of referrals for our facilities in the United Kingdom. Referrals to our existing
Partnerships in Care business by the NHS accounted for a significant percentage of its revenue for the year ended Décember31, 2015 and the addition of
Priory increases our reliance on such referrals, Should there be a major ieorganization of publicly funded entities, such as the NHS reorpanization 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 miade
to our facilities, which could have a coresponding material adverse effect on our business, results of operations, financial condition or prospects. Any actual
or perceived deterioration in service quality, any serious incidents al our facilities er any other event that could cause commissioners to prefer other service
providers over us could also adversely impact referrals from commissioners. Further, our business also depends, in part, on psychiatric and other medical
consultants referring their patients to us for treatment either as in-patients or day patients. From time to time, consultants may decide to relocate or reposition
their practices, retire or refer patients elsewhere with the result that there is a decrease in the numiber of referrals made to our facilities. A deterioration in
relationships with commissioners or consultants or the decision by one or more coramissioners ox consultants to refer patients fo onr competitors or to stop all
referrals would have an adverse effect on the ADC at our facilities in the United Kingdom, which would have a corresponding negative impact on our
business, results of operations and financial condition. .

Our operating costs are subject to increases, including due to statutorily mandated increases in the wages and salaries of our staff.

The most significant operating expense for our facilities is wage costs, which represent the staff costs incumred in providing our services and running
our facilities, and which are primarily driven by the number of employees and pay rates. The number of employees employed by us is primarily linked to the
umber of facilities we operate and the number of individuals cared for by us. While we can reduce the number of employees should occupancy rates decrease

at our facilities, there is a limit on the extent to which this can be done without impacting quality of our services.

v
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Furthermore, in July 2015, a new National Living Wage was announced that will be infroduced across the United Kingdom as the National Minimum
Wage in April 2016 and this will inctease our operating costs and, unless we can increase revenues or reduce other costs, will reduce ourmargins.

We also have a number of recurring costs including insurance, utilities and vental costs, and may face increases to other recurting costs such as
regulatory compliance costs, There can be no assurance that any of our recurring costs will not grow ata faster rate than our revenue. As a result, any increase
in our operating costs could have a material adverse effact on our business, results of operations and financial condition.

We care for a large number of vulnerable individuals with complex needs and any care quality deficiencies could adversely impact our brand, reputation
and ability to market our services effectively.

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

Many of our service users have complex medical conditions or speeial needs, are vulnerable and often require a substantial level of care and
supervision. There is a rigk that one ormore service users could be harmed by one ar more of our employees, either intentionally, through negligence or by
accident, Further, individuals cared for by ug have in the past engaged, and may in the future engage, in behavior that results in ham to themselves, out
employees or to one or more other individuals, including members of the public, A serious ineident involving harm to one or more service nses or other
individuals could result in negative publicity. Furthermore, the damage to our reputation or to the reputation of the relevant facility from any such incident
could be exacerbated by any failure on our part to respond effectively to such incident. While we maintain an electronic incident reporting system, which
management actively reviews and against which responses are monitored, have implemented rigorous clinieal, educational and other govemnance pracedures,
cartded out substantial employee (raining, employee inductions and employment reference procedures, including a eriminal background check, for all front
line staff and deployed public relations resources to manage hoth positive and negative publicity, there can be no assurance that an event giving rise to
significant negative publicity would not ocenr. Such negative publicity could have a material adverse effect on ourbrand, reputation ad ADC, which would

have a corresponding negative impact on our business, resulis of operations and financial condition.

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

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

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

We may also be involved in coroner’s inquests (orthe Scottish equivalent) where there is a fatality at one of our facilities in the United Kingdom (such
as pending matters relating to corporale manslaughter at one Priory facility) resulting in an adverse coroner’s verdict or civil claims by individuals or
eriminal prosecutions by regulatory authorities. Any fines imposed by the courts are likely to be substantial in view of the Sentencing Council guidelines
published in November 2015, which materially increase fines for corporate manslaughter and certain health and safety affenses, There may also be
safeguarding incidents at our facilities which, depending on the circumstances, may result in custodial sentences or other criminal sanctions for the member

of staffinvolved.

The incumence ofany legal fees, damage awards or other fines ag summarized above as well as any impact on our brand orrepuitation as a result of
being involved in any legal proceedings are likely to have a material adverse impact on our business, results of operations and financial condition.
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We handle sensitive personal data in the ordinary course of business and any failure to maintain the confidentiality of such data could result in legal
liability and reputational harn.

We process and store sensitive personal data as part ofour business, In the event of a security breach, sensitive personal data could become public. We
dre cwrrently not aware of any material incidences of potentinl data breach; however, there can be no assurance that such breaches will not arise in future.
Althongh we have in place policies and procedures to prevent such breaches, breaches could oecnr eitheras a result of a breach by us orasa result ofa breach
by a third party to whom we have provided sensitive personal data, and as a result, we could face liability under data protection laws. Such liability may
sesult in sanctions, including fines and/or may cause us to suffer damage to our brand and reputation, which could have a material adverse effect on our
business, results of operations and financial condition.

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

We maintain liability insurance intended to cover service user, third party and employee personal injury claims. Due to the structure of our insurance
program under which we carry a large sel&-insured yetention, there may be substantial claims in respect of which the liability for damages and costs falls to us
before being met by any insurance underwriter. There may also be claims i1 excess of our insurance cover or ¢laims which are not covered by our insurance
due to other policy limitations or exclusions or where we have failed to comply with the terms of the policy. Furthermore, there can be no assurance that we
will be able to obtain liability insutance cover in the fature on acceptable terms, or without substantial premium increases orat all, particularly ifthexe isa
deterioration in our claim experience history. A successful claim against us not covered by or in excess of our insurance coverage could have i material
adverse effect on our business, results of operations and financial condition.

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

- The acquisition of Prioty significantly expanded our United Kingdom operations, Aceordingly, an increased portion of our revenues are derived from
operations in the United Kingdom, and we {ntend to translate revenue and other results denominated in foreign curreney into 1.8, dollars for our consolidated
financial statements. During periods of a strengthening U.S. dollar, our reported international revenue and expenses conld be reduced because foreign
currencies may translate into fewer U.S. dollars.

Tn all jurisdictions in which we operate, we are also subject to laws and regulations that govem 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 ULS, dollars.

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

We incurred substantial costs in connection with the Priory, CRC and Partnerships in Care scquisitions; including fransaction-related expenses. Tn
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, 48 well as the realization of other efficiencics
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.

Our ability to grow our business through organic expansion either by developing new fucilities or by modifping existing facilities is dependent upon many
factors.

Our ability to grow our business is dependent on capacity and occupancy at our facilities, Should our facilities reach maximum occupancy, we may
need to implement other growth strategies either by developing new facilities or by maodifying existing facilities.

Our facilities typically need to be putpose-designed in orderto enable the type and quality of service that we provide. Consequently, we must either
develop sites to create facilities or purchase orlease existing facilitics, which may require substantial modification. We must be able to identify suitable sites
and there is no guarantee that such sites will be available at al 1, or at an cconomically viable cost orin areas of sufficient demand for our services. The
subsequent successful development and constuetion of anew facility is contingent upon, among other things, negotiation of constmetion contracts,
regulatory permits and planning consents and satisfactory completion of constmiction. Similarly, our ability to expand existing facililies is also dependent
upon various factors, including identification ofappropriate expansion projects, permitting, licensure, financing, integration into éur relationships with
payots and referral sources, and margin pressure as new facilities are filled with patients.
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Delays caused by difficulties in respect of any of the above factors may lead to cost overruns and longer periods before a retum is generated on an
investment, iTat all, We may incur significant capital expenditure but due to a regulatory, planning or other reason, may find that we are prevented from
opening a new facility or modifying an existing facility. Moreover, even when incurring such development capital expenditure, thers isno guaraniee that we
can fill beds when they became available, Upon operational commencement ofa new facility, we typically expect that it will take approximately 12-18
months to reach our targeted occupancy level. Any delays or stoppages in gur projects, the unsatisfactory completion or construction of such projects orthe
failure of such projects to inerease our occupancy levels could have a material adverse effect on our ADC, which would have 2 corresponding negative
impact on our business, results of operations and financial condition. .

We may fuil to deal with clinical waste in accordance with applicable regulations or otherwise be in breach of relevant medical, health and safety or
environmental Iaws and regulations.

As part of our normal business activities, we produce and store clinical waste which may produce effects hamnful to the environment or human health.
The storage and transportation of such waste is strictly regulated. Our waste disposal services are outsourced and should the relevant service provider fail to
comply with relevant regulations, we conld face sanclions or fines which could adversely affect our brand, reputation, business or financial condition. Health
and safety risks are inherent in the services that we provide and are constantly present in our facilities, primarily in respect of food and water quality, as well
as fire safety and the risk that service users may cause havm to themselves, other service users or employees. From time to time, we have experienced, like
other providers of similar services, undesirable health and safety incidents, Some of our activities are particularly exposed to significant medical risks relating
to the transmission of infections or the preseription and administration of drugs for residents and patients. Iany afthe above medical or health and safety
risks were to materialize, we may be held liable, fined and any registration certificate could be suspended or withdrawn for failure to corply with applicable
regulations, which may have a material adverse impact on our business, results of operations and financial condition.

The value of our real estate assets will be subject to Auctuations in the United Kingdom real estate market.

As A result of the acquisition of Priory, we hold a larger portfolio of real estate assets. The value of our UK. property portfolio is subject to, among other
things, the conditions of the real estate market in the United Kingdom. The average values of real estate in the United Kingdom, as in other Eutopean
countries, experienced sharp declines from 2007 as aresult of the credit crisis, cconomic recession and reduced confidence in global financial markets.
Although real estate asset values have recovered and stabilized in recent years in the United Kingdomni, there can be no assurance that this improvement will
continue or be sustainable, Real estate asset values could decline substantially, particnlarly if the United Kingdom econoniy or the Furozone cconomy asa
wholé were to suffer a further recession or debt erisis, and could result in daclines in the carrying values of our real estate assels {and the value at which we
could dispose of such assets). Any of the above may have a material adverse effect on our business, results of opemtions and financial condition.

Our business conld be disrupted if our information systems - fail or if our databases are destroyed or damaged.

Our information technology platform supports, among other things, management control of patient administration, billing and financial information
and reporting processes. For example, patients in our UK. facilities and some of our U.S. facilities have an Blectronic Patient Record thal allows our
caregivers and nurses o seeall information about patient’s care and treatment. Although we have talcen measures to mitigate potential information
technology security risks and have information technology continuity plans across our business intended to minimize the impact of information technology
failures, there can be no assurance that such measures and plans will be effective, Any failure in ourinformation technology systems could adversely impact
our husiness, results of operations and financial condition.

We are subject to volatility in the global capital and credit markets as well as significant developments in macroeconomic and political conditions that
are out of our control,

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

The pro forma financial statements were presented for illustrative purposes only and may not be an indication of our financial condition or results of
operations following the acquisition af Priory.

The pro forma financial statements we have filed with the SEC in connection with the acquisition of Priory wete presented for illustrative purposes
only and may not be an indication of our financial condition or results of aperations following the dcquisition of Prioty for several reasons. For example, the
pro forma financial statements were derived from our historical financial statements and Priory’s, CRC’s and Partnerships in Care’s historical financial
statements, and certain adjustments and assumptions have been made regarding us after giving cffect to the acquisition of CRC. The information upon which
these adjustments and assumptions have been made is preliminary, and these kinds of adjustments and assumplions are difficult to make with accuracy.
Moreover, our actual financial condition and results of operations following the acquisition of Priory may not be consistent with, or evident fiom, the pro

forma financial statements.

In addition, the assumptions used in preparing the pro forma financial data may not prove to be accurate, and other fuctors may affect our financial
condition or results of operations following the acquisition of Priory. Any potential decline in our financial condition orresults of operations may cause
significant variations in the trading price of our securities.

We made certain assumptions relating to the acquisition of Priory, CRC and Partnerships in Care in our forecasts that may prove to be materially
inaccurate, and we may be unable to achieve the related cost savings or synergies.

We made certain assumptions relating to the forecast level of cost savings, synergies and associated costs of the Priory, CRC and Parinerships in Care
acquisitions. Our assumptions relating to the forecast level of cost savings, synergics and associated costs ofthe Priory, CRC and Partnerships in Care
acquisitions may be inaccurate based on the information available to us, inclhiding as the result of the failure to realize the expected benefits of the Priory,
CRC and Partnerships in Care acquisitions, higher than expected transaction and integration costs and unknown liabilities as well as general ceonamic and
business conditions that may adversely affect us. The anticipated cost savings related to the Priory, CRC and Parinerships in Care acquisitions are based upon
assumptions about our ability to implement integration measures in a timely fashion and within certain cost parameters. Qur ability to achieve the planned
cost synergies is dependent upon a significant number of factors, some ofwhich may be beyond our conttol. For examiple, we may be unable to eliminate
duplicative costs and redundancies in a timely fashion or atall. Other factors that could causeus not to realize the expected cost savings and synergies,
include but are not limited to, the following: higher than expected severance costs related to workforce reductions; higher than expected retention costs for
employees that will be retained; inability to reduce or eliminate fees relating to professional, outside services and other redundant contracted services ina
timely manner or at all; delays in the anticipated timing of activities celated to our cost-saving plan including in the reduction of ather general and
administrative expenses; and other unexpected costs associated with operating our business. In addition, Priory operated at a net loss for the years ended
December31, 2014 and 2015, CRC operated at a net loss for the years anded December 31,2013 and 2014, and Partnerships in Care operated at anet loss for
the year ended December 31, 2013 and fhe gix months ended June 30,2014, any of which may impact our ability to achieve synergies and profitability from
such acquisitions in the near term, Actual cost savings, the costs required to realize the cost savings and the assumptions undexlying the cost savings could
differ materially from our cutrent expectations, and we cannof assure you that we will achieve the full amount of cost savings on the schedule anlicipated or
atall. '

Failure to comply with the international and US. 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 intemnationally, including compliance with international and U.S. laws and regulations that
apply to our inlemational operations. These laws and regulations include 1.8, laws such as the Foreign Corrupt Practices Act and other 1.8, federal laws and
repulations 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 fiaudulent or negligent behavior of individual employses, our
fuilure to comply with certain formal documentation requirements, or otherwise. Violations ofthese 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 ot ability to conduct business in the United Kingdom and could materially damage our reputation, our brand, our
infernational expansion efforts, ourability to attract and retain employees, our business and our operating resulls. Our success depends, in part, on our ability
to enticipate these risks and manage these challenges.
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We are subject to taxation in eeviain 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 resuls of operations, In addition, our effective tax rate could change
materially as a vesult of certain changes in our nix 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 pur operations and our corporate and
financing structure. Adverse developments in these tax laws or regulations, or any change in position regarding the application, administtation or
interpretation thereof, in any applicable jurisdietion, 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 lax treatment or characterization of any of our fransactions, which, if
successfully challenged by such tax anthorities, could have a material advesse effect on our business, financial condition orresults of operations. Certain
changes in the mix of ut eamings 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 lo change the United States taxation of foreign eamings 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, govemmental entities often experience budget deficits as a result ofincreased costs and lower than expected
tax collections. These budget deficits at the federal, state and lacal 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 ofhigh
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 healtheare services, potential increases in the uninsured and underinsured populations we serve and further difficulties in colleeting
patient co-payment and deductible receivables.

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

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. Ourability to access the capital markets on aceeptable terms may be severely restricted ata lime 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
ourability to refinance existing debt (including debit under our Amended and Restated Senior Credit Facility and the Senior Notes). A sustained economic
downtum or other econommic conditions could also adversely affect the counterparties to ouragreements, including the lenders under the Amended and

Restated Senior Credit Facility, causing them to fail to meet their obligations to us.

Ifwe 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 ate 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 ofmedical and support
personnel; confidentiality, privacy and security issucs associated with health-related information and PHI; EMTALA compliance; handling of controlled
substances; certification, licensute 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 ofthe Social Security Act (the “Anti-Kickback Statute”), the federal physician setfreferal (the
“Stark Law"), the federal False Claims Act (the “False Claims Act”), and similar state laws. These laws, and particulatly the Anti-Kickbaclk Statute and the
Starke Law, impact the relationships that we may have with physicians and other potential roferral 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
ofthe Inspector General of the Department of Health and Human Services has issued certain exceptions and safe harbor regnlations that outline practices that
are deemed acceptable under the Statk Law and Anti-Kickbacl Statute, While we endeavor to comply with applicable exceptions and safe harbors, certain of
our eurrent artangements with physicians and other potential referral sources may not qualify for safe harbor protection, Failure o meet a safe harbor does not
mean that the arangement automatically violates the Anti-Kickback Statute, but :
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may subject the amangement Lo greater serutiny, 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 proofthan 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 conld subject our current or past practices to allegations of impropriety orillegality or
could require us to make changes in our amangements for facilities, eqnipment, personnel, services, capital expenditure programs and operating expenses. A
determination that we have violated one or mote of these laws could subject us to liabilities, including civil penalties, exclusion of one or mote facilities
from participation in the government healthcare programs and, for violations of certain laws and regulations, criminal penalties. Bven 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 cffect on
our business, financial condition or results of operations. In addition, we cannot predict whether other similar legislation or regulations at the fedeial or state
level will be adopted, what form such legislation or regulations may take orwhat their impact on us may be.

The construction and operation of healtheare facilities in the United States are subject to extensive federal, slate and local regulation relating to,
among other things, the adequacy of medical care, equipment, personnel, operating policies and procedures, fite 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. T 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 somply with strct federal and state regulations regarding the purchasing,
storing, distribution and disposal of such controlled substances. The potential for theft or diversion of such controlled substances forillegal uses has led the
federal govemment as well as a number of states and localities to adopt stringent regulationsnot applicable to many other types of healtheare 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 éliminate our ability to
operate a given treatment facility orprogram. Local governmental authorities in some cases also have attempted to use ltigation and the threat of
prosecution to foree the closure of certain comprehensive treatment facilities, [fany of these attempts were to succeed or if their frequency were to increase,

ourtevenue would be adversely affected and our operating results might be harmed. Tn addition, such actions may require us to litigate which would inerease
our costs.

Many of our U8, facilities are also accredited by third-party acereditation agencies such as The Joint Commission or CARF, Ifany of our existing
healthcare facilities lose their acereditation or any of our new fFacilities fail to receive accreditation, such facilities could becoms ineligible to teceive
reimbursement under Medicare or Medicaid.

Federal, state and local regulations determine the capacity at which many of our 11.8. facilities may be aperated. State licensing standards require many
of our U.S. facilities to have mininmm staffing levels; minum amounts of tesidential space per student or patient and adhere to other minimum standards.
Local regulations require us to follow land use guidelines at many of our U.S. facilities, including those pertaining to fire safety, sewer capacity and other
physical plant matters.

Similary, providers of hehavioral healthcare services in the United Kingdom are also subject to a highly regnlated business environment, Failure to
comply with regulations, lapses in fhe standards of care; the receipt of poor ratings or lower ratings, the receipt of a negative report that leads to a
determination of regulatory noncomplianee, or the failure to cute any defect noted in an inspection report could lead to substantial penalties, including the
loss of registration or closure of one or more ficilities as well as damage to reputation. i

Our operations in the United Kingdom are subject to a high level of regulation and supervision, ranging from the initial establishment of new facilities,
which are subject to registration and licensing requitements, to the recruitment and appointment of staff, occupational health and safety, duty of care to
service users, clinical and educational standards, conduct of our professional and support staff, the environment, public health and other areas. The regulatory
requirements differ across our divisions, thongh almost all of our activity in England in relation to mental healthcare, elderly care and leamning disability care
are regulated by the CQC and in Seotland, Wales and Northern Ireland, its local equivalent. In addition, our children’s homes, residential schools and
collepes in Bngland are regulated by OFSTED, and in Scotland and Wales by their local equivalent, and all of our schools must be licensed by the
Department for Education. See “ltern 1. Buginess—Regulation—UK. Overview” for further details on the key regulations to which we are subject.

. Inspections by CQC, OFSTED, and other regulators can be carried out on both an announced and unannounced basis depending on the specific
regulatory provisions relating to the different healtheare, social care and specialist education services we provide.
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A failure to comply with regulations, the receipt of a poor raling or a lower rating, or the receipt of a negative report that leads to a determination of
regulatory non-compliance or our failure to cure any defect noted in an ingpection repoit could result in reputational damage, fines, the ravocation or
suspension ofthe registration ofany facility or service ora decrease in, or cessation of; the services provided by us at any given facility. Additionally, where
placements are funded by Local Authorities, most Local Authorities monitor performance and where there are shortcomings may impose punitive measures.
These can, for example, include the suspension of new placements (known in the industry as “embargoes™) and, in extreme cases, removal of all residents

placed by that authority, which in tum may affect the level ofreferrals fiom other publicly funded entities and our oceupancy levels.

Furthermore, new regulations orrogulatory bodies may be introduced in the fiture or existing regulations and regulatory bodies may be amended or
replaced and we may not adapt to such changes quickly enough, or i1 & cost-efficient manner. For example, the United Kingdom government appointed
Monitar as the new market regulator for healthcare providers in 2012 by wey ofa licensing regime. Any failure by us to comply with the licensing regime
could result in Monitor revoking our license, which would mean we would be unable to operate. In addition, such regulatory changes may preclude
management from executing its business plan as intended, including the timing for new developments and openings.

We cannot guarantee that current laws, regulations and regulatory assessment methodologies will not be modified or replaced in the future. There can
be no assurance that our business, results of operations and financial condition will not be adversely affected by any future regulatory developments or that
the cost of compliance with new regulations will not be material.

Ifwe 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 ourability fo establish and maintain close working
relationships with physicians, managed care companies, insurance companies, educati onal consultants and ather referral sources. We may not be able to
maintain our existing referral source relationships or develop and rmaintain new relationships in existing or new markels. If we lose exigting relationships with
our referral sources, the number of people to whom we provide services may decline, which may adversely affect our revenue. Ifwe fail to develop new
referral relationships, our growth may be restrained.

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

The relationships that the sales and marketing finction 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 finded 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 our facilities in the
United Kingdom, and which could have a cotresponding material adverse effect on our business, results of operations, financial condition or prospects.

We may be required to spend substantial amounts 10 comply with statutes and regulations relating to privacy and security of PHL

There are currently numerous legislative and regulatory initiatives in both the U.S. and the United Kingdom addressing patient privacy and
information secutity concerns. In particular, federal regulations issned 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 PHT 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 fiiture, substantial time and effort on compliance measures.

In addition to HIPAA, we are subject to similar, and in some cases more restiictive, state and federal privacy requirements, For example, the federal
govemment and some states impase laws goveming the uge and disclosure of lealth information pertaining to substance abuse treatment that are more
gtringent than the rules that apply to healtheare 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 gubject our operations to substantial civil monetary penalties and substantial other costs and
penalties associated with a breach of data secutity, including criminal penalties. We may also be subject to substantial reputational harm if we expetience a
substantial security breach involving PHL
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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 otdinary course of business. Some of these actions may involve large
claitms, as well as significant defense costs, We cannot predict the outcome of these lawsuits or the effect that findings in such lnwsuits may have on us. All
professional and general liability insurance we purchase is subject to policy limitations and in some cases, an insurance company may defend us subject to a
reservation of rights. Insurance companies in at least two matters involving Acadia are defending us subject toa 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 Lability 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 insnrance, it could have a material adverse effect on our business, financial condition orresults of operations. Further, insurance premiums have
increased year over year and insurance ¢coverage may not be available ata 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 varions govemnmental agencies.
Certain of our facilities have received, and other facilities may receive, govemment ingniries 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 Palse Claims Act, private parties are permitted to bring qui tam or “whistleblower” lawsnits against companies that submit false
claims for payments to, ot improperly retain overpayments from, the govemment, Because qui tam lawsuits are filed under seal, we could be named in one or
more such lawsuits of which we are not aware. We may also be subject to substantial reputational harm as a result of the public announcement ofany

investigation into such claims.
We are subject to uncertainties regarding recent health reform and budget legislation.

The expansion of health insurance coverage in the United States under the Patient Protection and Affordable Care Act and the Reconciliation Act, or,
collectively, the Health Reform Legislation, may increase the number of patients using our facilities who have either private or public program coverage. In
addition, a disproportionately large percentage ofnew Medicaid coverage is likely to be in states that cumrently have relatively low income eli gibility

requirements and may include states where we have ficil ities. Furthermore, as a result of the Health Reform Legislation, there may be a reduction in uninsured
patients, which should reduce our expense fiom uncollectible acconnts receivable. .

Notwithstanding the foregoing, the Health Reform Legislation makes a number of pther 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
seheduled to take effect over a number of years. Health Reform Legislation provisions are likely to be affested 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 cerlain flexibilities in how healthcare may be
reimbtissed by federal programs in the fature. Thus, we cannot predict the impact ofthe Health Reform Legislation on our future reimbursement at this time,

The Health Reform Legislation also contains provisions aimed at reducing fraud and abuse in healtheare, The Health Reform Legislation amends
several existing laws, including the federal Anti-Kickback Statute and the False Claims Act, making it easier for govemnient agencies and private plaintiffs to
prevail in lawsuits brought against healthcare providers. Congress revised the intent requirement of the Anti-Kickback Statute fo provide thal a pexson isnot
required to have actual knowledge or specific intent to commit a violation ofthe 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 ofthe False Claims Act. The Health Reform Legislation provides that a healthcare provider that knowingly refains an overpayment in excess of 60

days is subject to the False Claims Act.

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

the Health Reform Legislation.
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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 fiuture. 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 govermnment budgets) or other financial pressures could
cause the NHS to reduce funding for the types of services that we provide. Such policy changes in the United Kingdom could lead to fewer services being
purchased by publicly funded entities or material changes being made to their procurement practices, any of which could materially reduce our revenue.
These and other future developments and amendments may negatively impact our operations, which could have a material adverse effect on our business,
financial condition or results of operations. See “—FExpanding our intemational operations poses additional risks to our business.”

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

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

The healthcare industry is highly competitive, and competition among healthcare providers (including hospitals) for patients, physicians and other
healthcare professionals has intensified in recent yeats. There are other healthcare facilities that provide behavioral and other mental health services
comparable to those offered by our facilities in each of the geographical areas in which we operate. Some of our competitors are owned by tax-supported
govemmental 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 fiom 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. We also face competition from other for-profit entities, who may
possess greater financial, marketing or research and development resources than us or may invest more finds in renovating their facilities or developing

technology.

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 ourresults of operations may be adversely affected.

The NHS is the principal provider of mental healthcare services in the United Kingdom, with approximately 70% of the total beds in secure mental
healthcare services in the United Kingdom, As the preferred provider, there is often 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 the NHS. In addition to the NHS, we face competition in the United Kingdom from independent sector providers and other publicly funded
entities for individuals requiring care and for appropriate sites on which to develop or expand facilities in the United Kingdom. Should we fail to compete
effectively with our peers and competitors in the industry, or if the competitive environment intensifies, individuals may be referred elsewhere for services
that we provide, negatively impacting our ability to secure referrals and limiting the expansion of our business.

The trend by insurance companies and managed care organizations to enter into sole-source contracts may limit our ability 1o obtain patients.

Insurance companies and managed care organizations in the United States are enteting 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, ptivate insurers, managed care
organizations and, to a lesser extent, Medicaid and Medicare, are beginning to carve-out specific services, including mental health and substance abuse
services, and establish small, specialized networks of providers for such services at fixed reimbursement rates. Continued growth in the use of carve-out -
arrangements could materially adversely affect our business to the extent we are not selected to participate in such networks or if the reimbursement rate in
such networks is not adequate to cover the cost of providing the service.

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

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

proyiding 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 tesults of operations may decline.

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

Our fucilities fuce competition for staffing that may increase our labor costs and reduce our profitability.

Our operatians 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 ourpsychiatrists and other professionals.
We compote with otlier healtheare providers in rectuiting and retaining qualified management, program directors, physicians (including psychiatrists) and
suppart personne] responsible for the daily operations of our business, financial condition orresults of operations.

With respect to our facilities in the United Kingdom, we compete with various providers, ineluding the NHS and other employess, in attracting and

_ retaining qualified management, medical, nursing, care and teaching personnel. Competition for such employets is growing and could lead to increases in
our peisonnel and reeruiting costs, which would in tum adversely impact our operating costs and margins. Competitors, in particular the NHS, may offer more
attraclive wages, pension plans or other benefits than us and we may not be able to provide similar offerings to our prospective employees as a result of cosl
or other reasons.

A shortage of nurses, qualified addiction counselors, and other medical support personnel hias been a significant operating issue facing us and other
healtheare providers. This shortage may require us to enhance wages and benefits to recrit and retain nurses, qualified addiction counsclors, and other
medical support personnel or require us to hire-more expensive temporary or contract personnel. Further, because we generally recruit our personnel from the
local area where therelevant facility is located, the availability in certain areas of suitably qualified personnel can be limited, particularly care home
management, qualified teaching personnel and nurses. 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 ournet
operaling 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 ercost of athracting and refaining falented medical support staff. If
our general labor and related expenses increase, we may not be able to raise ourrates 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.

Inereased laborunion activity could adversely affect our labor costs. As of December 31, 2015, labor unions represented approximately 472 of our
employees, at five of our U.S. facilities through eight collective bargaining agreements. The Royal College of Nursing represents nursing employees atall of
our facilities in the United Kingdom. We cannot assure you that we will be able to suceessfiully negatiate a satisfactory collective bargaining agreement or
that employee relations will remain stable. Fuithermore, there is a possibility that work stoppages could ocourasa result ofunion 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 arangements, it is possible
that our labor costs could increase materially and our business, financial condition or results of aperations could be adversely affected.

We depend on key management personnel, and the depariure of one or movre of our key executives or a significant portion of our local facility management
personnel could haym our business. -

The expertise and efforts of our senior execulives and the chief executive officer, chief financial officer, medical directors, physicians and other key
members of our facility management personnel are important to the suceess of our business, The loss of the services of one ormore of our senior execulives,
including the senior management team of Partnerships in Care or Priory, 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.
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We could face visks associated with, or arising out of, environmental, health and safety laws and regulations.

We are subject to various federal, foreign, state and local laws and regulations that:

+  regulate certain activities and operations that may have environmental or health and safety effects, such as the generation, handling and disposal
of medical wastes;

- impose liability for costs of cleaning up, and damages to natural resources from, past spills, waste disposals on and off-site, or other releases of
hazardous materials or regulated substances; and

«  regulate workplace safety.

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

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

Amajority of the states in which we operate facilities in the United States have enacted certificate ofneed (“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 (iif) result in the revocation of a facility’s license or impose civil or criminal penalties on us, any of which could harm our

business.

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

cannot predict the impact of these changes upon our operations.
We may be unable to extend leases at expiration, which could harm our business, financial condition or results of operations.

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

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
altemative 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-govemmental managed-care organizations and other third party payors. Although we are
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unable to predict the effect thése 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 o perations.

Additionally, the outsourcing of behavioral healthcare to the private sectoris a relatively recent development in the United Kingdom. There has been
some opposition to ontsoureing, While we anticipate that the NHS will continue to rely increasingly upon outsourcitij, we cannof agsure you that the
outsourcing trend will continue. The absence of futuie growth in the ontsoutcing of behavioral healthcare services could have a material adverse impact on
ourbusiness, financial condition and results of operations.

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

On a pro forma basis for the year ended December 31, 2015, giving effect to the 2014 and 2015 Acquisitionsand the Priory acquisition, our revenues in
the United Kingdom represented approximately 45% of our total revenue, Arkansas and Pennsylvania represented approximately 6% and 49, of our revenue
on a pro forma basis for the year ended December 31, 2015, respectively. This concentration makes us particularly sensitive to legislative, regulatory,
gconamic, environmental and competition changes in those locations. Any material change in the cirrent payment programs or regulatory, economic,
environmental or competitive conditions in these {ocations 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 orresults of operations conld be adversely
affected.

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

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

Tn accordance with onr intermal policies and procedures, as well as BMTALA, we provide a medical screening examination to any individual who
comes to one of out hospitals seeking medical treatment {whether or not such individual is eligible for insurance benefits and regardless of ability to pay) to
determine if such individual hag an emergency medical condition. Ifit 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 amange for the transfer
of the individual to anothermedical facility in accordance with applicable law and the treating hospital's written procedures, Our hospitals may face
substantial civil penalties if we fail Lo provide appropriate screening and stabilizing treatment or fail to facilitate other appropriate transfers as required by
EMTALA. Our obligations under EMTALA may increase substantially; CMS has recently sought stakeholder cormments concemning the potential
applicability of BEMTALA to hospital inpatients and the responsibilities of hospitals with specialized capabilities, such as ouss, to accept the tansfer of such
patients. If the number of indigent and charity care patients with emergency medical conditions we treat increases significantly, or ifregulations expanding
our obligations to inpatients under EMTALA are adopted, our results of operations may be harmed.

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

Collection of receivables from third-party payors and patients is eritical 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
doubtfil accounts based on general factors such as payor source, the agings of the receivables and historical collection experience. At December 31,201 5,
our allowance for doubtful accounts represented approximately 12% of our accounts recetvable balance as of such date. We routinely review accounts
receivable balances in conjunetion with these factors and other economic conditions that might ultimately affeet the collectability of the patient accounts
and make adjustments to our allowances as warranted. Significant changes in business office operations, payor mix, aconomic 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 nnexpected increases in the growth of uninsured and underinsured patients or in bad debt expenses, our
results of operations will be harmed.
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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 cyberattack that bypasses our information technology (“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 owr
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 misapproptiation of PHI, other confidential data or proprietary business information.

Failure to maintain effective internal control over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act 0f 2002 (the “Sarbanes-
Oxley Act”), conld have o material adverse effect on our business.

We are required to maintain intemal control over financial reporting under Section 404 of the Satbanes-Oxley Act. If we are unable to maintain
adequate intemal control over financial reporting, we may be unable to report our financial information on a timely basis, may suffer adverse regulatory
consequences or violations of NASDAQ listing rules and may breach the covenants under our financing arrangements. There could also be a negative
reaction in the financial markets due to 8 loss ofinvestor confidence inus and the reliability of our financial statements. IFwe orour independent registerad
public accounting firm identify any material weakness in our intemal control over financial reporting in the future (including any material weakness in the
controls of businesses we have acquired), their correction could require additional remedial measures which could be costly, time-consuming and could have
a material adverse effect on our business.

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

Asa result ofthe acquisition of Prioty, we assumed four defined benefit pension plang and 17 defined contribution pension plans under which we are
ohligated to make future contributions to fund benefits to parlicipants. The contributions requited to fand the defined benefit pension obligations are
determined by the plan’s actuary based on actuarial valuations, which themselves are based on assumptions and estimates about the long-term operation of
the plan, including mortality tates of members, the performance of financial markets and interest rates. In addition, if the actual operation of the plan differs
from the actuary’s assumptions, additional contributions by us may be required. Benefits under the defined contribution pension plans are based on annual

contributions as a proportion of eamings.

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

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.

Partnesships in Care is the sponsor of a defined benefit pension plan (the Parinerships in Care Limited Pension and Life Assurance Plan) that covers
approximately 187 members in the United Kingdom, most of whorm are inactive and retired former employees. In May 2005, this plan was closed to new
participants but then-current participants continue to accme benefits, and effective May 2013, the active patticipants no longer acerued benefits. As of
December 31, 2015, the net deficit recognized under U.S. GAAP in respect of this scheme was £1.9 million.
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Future sales of common stock by our existing stockholders may cause our stock price to fall.

The matket price of our common stock could decline as a result of sales by our existing stockholders in the market, or the perception that these sales
could occur. These sales might also make it more difficult for us to sell equity securities at a time and price that we deem appropriate.

Waud Capital Partners, L.L.C. and certain ofits affiliates (“Waud Capital Partners™), investment funds affiliated with Bain Capital Partners, LLC
(collectively, “Bain Capital”), along with certain current and former' members of our management, and investment funds affiliated with Advent International
Corporation (“Advent”), have certain demand and piggyback regisiration rights with respect to shares of our common stock beneficially owned by them. The
presence of additional shares of our common stock trading in the public market, as a result of the exercise of such registration rights, may have an adverse

effect on the market price of our securities,

If securities or industry analysts do not publish research or reporis about our business, if they were to change their vecommendations regarding our stock
adversely or if our operating results do not meet their expectations, our stock price and trading volume conld decline.

The trading market for our common stock will be influenced by the research and reports that industry or securities analysts publish about us. If one or
more of these analysts cease coverage ofus or fail to publish régular reports on us, we could lose visibility in the financial markets, which in tumn could cause
our stock price or trading volume to decline. Moreover, if one or more of the analysts who cover us downgrade our stock or if our operating results do not
meet their expectations, our stock price could decline.

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

As a public company, we incur significant legal, accounting, insurance and other expenses, including costs associated with public company reporting
requirements. We incur costs associated with complying with the requirements of the Sarbanes-Oxley Act, the Dodd-Frank Wall Street Reform and Consumer
Protection Act (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 govemance
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
régulations could make it more difficult or costly forus 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 forus 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 conld be subject to delisting of our common stock, fines, sanctions
and other regulatory action and potentially civil litigation.

We are party to a stockholders agreement with Waud Capital Partners and Bain Capital, which provides them with certain rights over Company matters.

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

effective time of the merger.

1t 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.

Provisions of our charter documents or Delaware law could delay or prevent an acquisition of us, even if the acquisition would be beneficial to our
stockholders, and could make it more difficult for stockholders to change management.

Provisions of our amended and restated certificate of incorporation and amended and restated bylaws may discourage, delay or prevent a merger,
acquisition or other change in control that stockholders may consider favorable, including transactions in which stockholders might otherwise receive a
premium for their shares, This is because these provisions may prevent or frustrate attempts by stockholders to replace or remove our management. These

provisions include:
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«  aclassified board of directors;

«  aprohibition on stockholder action through written consent;

«  arequirement that special meetings of stockholders be called only upon a resolution approved by a majority of our directors then in office;
«  advance notice requirements for stockholder proposals and nominations; and .

+  the authority of the board of directors to issue preferred stock with such terms as the board of directors may determine.

Section 203 ofthe Delaware General Corporation Law (*DGCL”) prohibits a publicly-held Delaware carporation fiom engaging in a business combination
with an interested stockholder, generally a person that together with its affiliates owns or within the last three yeats has owned 15% of voting stock, fora
period of three years afler the date of the hansaction in which the person became an interested stockholder, unless the business combination is approved in a
prescribed manner. Although we have elected not fo be subject to Section 203 of the DGCL, our amended and restated certificate of incorporation contains
provisions that have the same effect as Section 203, except that they provide that Waud Capital Parlners, its affiliates and any investment fund managed by
Waud Capital Partners and any persons lo whom Waud Capital Partners sells at least five percent (5%) of our outstanding voting stock will be deemed to
have been approved by our board of directors, and thereby nat subject to the restrictions set forth in our amended and restated certificate ofincorporation that
have the same effect as Seetion 203 ofthe DGCL. Accordingly, the provision in our amended and restated certificate of incorporation that adopts a modified
version of Section 203 of the DGCL may discomage, delay or prevent a change in control of us.

As a result of these provisions in our charter documents and Delaware law, the price investors may be willing to pay in the future for shares of our
common stock may be limited.

We have a very limited number of authorized but unissued shares of common stock, and we may not be able to increase the number of authorized shaves of
our common stock,

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

Tn Pebrusry 2016, vwe filed definitive proxy materials with the SHC related to the Company’s Special Meeting of the Stockholders to be held on
March 3, 2016, where the Company’s stockholders will be asked to amend the Company’s Amended and Restated Centificate of Tncorporation to increase the
number of authorized shares of our common stock from 90,000,000 shares to 180,000,000 shares. We cannot provide any assurance that we will be able to
obtain the required stockholder approval. If our stockholders do not approve an inerease in our authorized common shares, our ability to use our shares to
finance acquisitions and to rise additional capital in the future will be limited and, as result, would impair our financial flexibility, including our liquidity
needs and our ability to repay our debt obligations when they mature, exccute our business plan, make future acquisitions, and fund operations, any of which
would have a material adverse effect on our business, results of operations, financial condition or prospects.

We do not anticipate paying any cash dividends inthe foreseeable fuiure.

We intend fo retain our futtire earnings, ifany, foruse in our business orfor other carporate purposes and do not anticipate that cash dividends with respect to
common stock will be paid in the foreseeable fulure. Any decision as to the future payment of dividends will depend on our results ofoperations, financial
position and such other factors as our board of directors, in its discretion, deems relevant, Tn addition, the terms of our debt substantially limit ourability to
pay dividends. As a result, capital appreciation, if any, of our common stock will be a stockholder’s sole source of gain for the foresceable future.

Item 1B. Unresolved Staff Comments.
None.
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Item 2. Properties.

The following table lists, by state or country, the number of behavioral healthcare facilities directly or indirectly owned and operated by us as of
December31,2015:

State Facilities Operated Bods
Alaska 1 —
Arizona 4 328
Arkansas 6 622
California 22 362
Delaware 2 85
Florida 6 422
Georgia 5 278
Idaho 1 —
Tllinois 1 164
Indiana 8 293
Kansas 1 -
Louisiana 6 291
Maine 4 -
Maryland 3 —
Massachusetts 12 120
Michigan 5 291
Mississippi 2 332
Missouri 2 295
Montana 1 108
Nevada 5 104
New Hampshire 2 -
New Jersey 1 =
New Mexico 2 183
North Carolina 10 423
Chio 2 106
Qklahoma 1 108
Oregon 6 —
Pennsylvania 30 1,197
Rhode Island 2 —
South Carolina 1 42
South Dakota 1 122
Tennessee 4 381
Texas 5 467
Utah 6 125
Vemont 1 —
Virginia 6 176
‘Washington 6 111
West Virginia 7 —
‘Wisconsin 13 35
International
Puerto Rico 1 172
United Kingdom 54 2,214
258 9,068

See “Business— U.S. Operations” and “Business— UK. Operations— Description of UK. Facilities™ for a sumuiary description of our U.S. and UK.
facilities that we owm and lease. We currently lease approximately 54,000 square feet of office space at 6100 Tower Circle, Franklin, Tennessee, for our
corporate headquarters, Our headquarters and facilities are generally well maintained and in good operating condition.
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Item 3, Legal Proceedings.

We are, from time to time, subjeet to various claims and legal actions that arise in the ordinary course of our business, including claims for damages for
personal injuries, medieal 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. In the opinion of management, we are not curently
a party to any proceeding that would have a material adverse effect on our business, financial condition or results of opemations.

Ttem 4. Mine Safety Disclosures
Not applicable.
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Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. Price Range of Common Stock

Our common stock is listed for trading on The NASDAQ Global Select Market underthe symbol “ACHC.” The following table sets forth the high and
low sales prices per share of our common stock as reported on The NASDAQ Global Select Market for the two most recent fiscal years:

High Low
Year ended December 31,2014:

First Quarter $53.87 $44.00

Second Quarter $49.29 $38.76
Third Quarter $52.37 $43.45
Fourth Quarter $66.88 $46.87
Year ended December 31, 2015:

First Quarter $73.81 $55.57
Second Quarter $78.51 $64.91
Third Quarter $85.62 $58.70

Fourth Quarter $74.77 $54.41

Stockholders

As of February 25, 2016, there were approximately 381 holders of record of our common stock.

Recent Sales of Unregistered Securities

None, other than as previously reported in connection with the CRC and Priory acquisitions. See “Business— Overview— Acquisitions.”

Issuer Purchases of Equity Securities

During the three months ended December 31, 2015, the Company withheld shares of Company common stock to satisfy employee minimum statutory
tax withholding obligations payable upon the vesting of restricted stock, as follows:

Total Number of Maximum Number of
Shares Purchased Shares that May
Total Number as Part of Publicly Yet Be Purchased
of Shares Average Price Announced Plans Under the Plans
Period Purchased Paid per Share or Programs " or Programs

QOctober 1 — October 31 978 $ 62.02 — -
November 1 — November 30 ) o — .
Dacember 1 — December 31 = o

Total 978

Dividends

We haye never declared or paid dividends on our common stock. We currently intend to retain all available funds and any future eamnings to fund the
development and growth of pur business and to repay indebtedness, and therefore we do not anticipate paying any cash dividends in the foreseeable future,
Additionally, because we are a holding company, our ability to pay dividends on our common stock is limited by restrictions on the ability ofour
subsidiaries to pay dividends or malke digtributions to us, including restrictions under the terms of the agreements goveming our indebtedness. Any future
determination to pay dividends will be at the diseretion of our board of directors, subject to compliance with covenants in current and future agreements
govemning ourindebtedness (including our Amended and Restated Senior Credit Facility and the indenture goveming our Senior Notes), and will depend
upon our results of operations, financial condition, capital requirements and other factors that our board of directors deems relevant.
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Item 6. Selected Financial Data.

The selected financial data presented below for the years ended December 31,2015,20 14 and 2013, and as of December 31,2015 and 2014, is derived
from our audited consolidated financial statements included elsewhere in this Annual Report on Form 10-K. The selected financial data for the years ended
December 31,2012 and 2011, and as of December 31,2013, 2012 and 2011, is derived fiom our audited consolidated financial statements not included
herein. The audited financial statements for the periods presented have been reclassified for discontinued operations. The selected consolidated financial data
below should bé read in conjunction with the “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and with our
consolidated financial statements and notes thereto included elsewhere in this Anaual Report on Form 10-K. The selected financial data presented below
does not give effect to our acquisitions prior to the respective date of such acquisitions.

Year Ended December 31,
2015 2014 2013 2012 2011
(In thousands, except per share data)

Income Statement Data:

Revenue before provision for doubtful accounts $1,829,619  $1,030,784  § 735,109 $413,850  $219,704
Provision for doubtful accounts (35,127) (26,183) (21,701) (6,389) (3,206)
Revenue 1,794,492 1,004,601 713,408 407,461 216,498
Salaries, wages and benefits(1) 973,732 575412 407,562 239,639 152,609
Professional fees 116463 52,482 37171 19019 8,896
Supplies 80,663 48,422 37,569 19,496 11,349
Rents and leases 32,528 12,201 10,049 7,838 5,576
Other operating expenses 206,746 110,654 80,572 42,777 20,171
Depreciation and amortization 63,550 32,667 17,090 7,982 4,278
Interest expense, net 106,742 48,221 37,250 29,769 9,191
Debt extinguishment costs 10,818 — 9,350 — —_—
Gain on foreign currency derivatives 1,926 (15,262) — — —
Sponsor management fees — — — — 1,347
Transaction-related expenses ' 36,571 13,650 7,150 8,112 41,547
Income (loss) ffom continuing operations, before income taxes 164,753 126,154 169,245 32,829 (38,466)
Provision for (benefit fiom) income taxes(2) 53,388 42,922 25,975 12,325 (5,272)
Income (loss) fiom continuing operations 111,365 83,232 43,270 20,504 (33,194)
(Loss) income from discontinued operations, net of income taxes 111 (192) (691) (101) (1,698)
Net income (loss) 111,476 83,040 42,579 20,403 (34.892)
Net loss attributable to noncontrolling interests 1,078 — — — e
Net income (loss) attributable to Acadia Healthcare Company, Inc. $ 112,554 § 83,040 § 42,579 $ 20403  $(34,892)
Income (loss) from continuing operations per share basic $ 165 % 1.51  $ 087 §$§ 053 § @177
Income (loss) from continuing operations per share diluted $ 164 § 150 § 08 § 053 § (177)
Balance Sheet Data (as of end of period):

Cash and cash equivalents $ 11,215 $ 94040 § 4569 § 49399 § 61,118
Total assets 4,279,208 2,206,955 1,213,623 972,546 402,736
Total debt 2,240,744 1,079,635 606,100 462,451 267,199
Total equity 1,683,028 880,965 480,710 432,550 96,365

(€] Salaries, wages and benefits for the years ended December 31,2015,2014,2013 and 2012 include $20.5 million, $10.1 million, $5.2 million and

$2.3 million, respectively, of equity-based compensation expense.
@) On April 1,2011, the Company and its wholly-owned limited liability company subsidiaries elected to be taxed as a corporation for federal and state
income tax purposes, and, therefore, income taxes became the obligation of the Company subsequent to April 1,2011.

Ttem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis of our financial condition and results of operations with our audited consolidated financial
statements and notes thereto included elsewhere in this Annnal Report on Form 10-K.
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Forward-Looking Statements

. This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act 0of 1995.
Forward-looking statements include any statements that address future results or occurrences. In some cases you can identify forward-looking statements 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 identify forward-looking statements. In particular, statements about our
expectations, beliefs, plans, objectives, assumptions or fiture events or performance contained are forward-looking statements.

We have based these forward-looking statements on our cument expectations, assumptions, estimates and projections. While we believe these
expectations, assumptions, estimates and projections are reasonable, such forward-looking statements are only predictions and involve known and unknown
risks, uncertainties and other factors, many of which are outside of our control, which could cause our actual results, performance or achievements to differ
materially from any results, performance or achievements expressed or implied by such forward-looking statements. These risks, uncertainties and other

factors include, but are not limited to:
« review of our acquisition of Priory by the CMA;
+  oursignificant indebtedness, our ability to meet our debt obligations, and our ability to incur substantially more debt;

+  difficulties in successfully integrating the operations of acquired facilities, including those acquired in the Priory and CRC acquisitions, or
realizing the potential benefits and synergies of our acquisitions;

«  ourability to implement our business strategies in the United Kingdom and adapt to the regulatory and business environment in the United
Kingdom;

«  the impact of payments recsived from the govemment and third-party payors on our revenues and results of operations including the significant
dependence ofthe Priory and Partnerships in Care facilities on payments received from the NHS;

«  the occurrence of patient incidents, which could result in negative media coverage, adversely affect the price of our securities and result in
incremental regulatory burdens and govemmental investigations;

«  our future cash flow and earnings;
«  ourrestrictive covenants, which may restrict our business and financing activities;
»  our ability to make payments on our financing arrangements;

«  the impact of the economic and employment conditions in the United States and the United Kingdom on our business and future results of
_operations;

»  compliance with laws and govemment regulations;

+  the impact of claims brought against our facilities;

+  the impact of governmental investigations, regulatory actions and whistleblower lawsnits;

+  the impact of healthcare reform in the United States and abroad,;

+  the impact of our highly competitive industry on patient volumes;

«  our ability to recruit and retain quality psychiatrists and other physicians;

«  the impact of competition for staffing on our labor costs and profitability;

«  ourdependence on key management personnel, key executives and local facility management personnel;

«  ouracquisition strategy, which exposes us to a variety of operational and financial risks, as well as legal and regulatoty risks (e.g., exposure to
the new regulatory regimes such as the United Kingdom for Priory and Partnerships in Care and various investigations relating to CRC);

«  the impact of state efforts to regulate the construction or expansion of healthcare facilities (including those from Priory, CRC and Partnerships in
Care) on our ability to operate and expand our operations;

«  ourpotential inability to extend leases at expiration;

«  the impact of controls designed to reduce inpatient services on our revenues;

«  the impact of different interpretations of accounting principles on our results of operations or financial condition;

«  the impact of environmental, health and safety laws and regulations, especially in states where we have concentrated operations;

- the impact of an increase in uninsured and underinsured patients or the deterioration in the collectability of the accounts of such patients on our
results of operations;

«  therisk ofa cyber-security incident and any resulting viclation of laws and regulations regarding information privacy or other negative impact;
«  the impact of laws and regulations relating to privacy and security of patient health information and standards for electronic transactions;

< the impact of a change in the mix of our eamings, and changes in tax rates and laws generally;

«  fajlure to majntain effective intemal contro] over financial reporting;

«  theimpact of fluctuations in our operating results, quarter to quarter eamings and other factors on the price of our securities;
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«  the impact of fluctuations in foreign exchange rates; and

«  those risks and uncertainties described from time to time in our filings with the Securities and BExchange Commission.

Given these risks and uncertainties, you are cautioned not to place undue reliance on such forward-looking statements. These risks and uncertainties
may cause our actual firture results to be materially different than those expressed in our forward-looking statements. These forward-looking statements are
made only as of the date of this Annual Repart on Forn 10-K. We do not undertake and specifically decline any obligation to update any such statements or
to publicly annhournece the results of any revisions to any such statements to reflect future events or developments.

Overview

Our buginess strategy is to acquire and develop behavioral healthcare facilities and improve our operating results within our facilities and our other
behavioral healtheare operations. We strive to imprave the operating results of our facilities by providing high-quality services, expanding referral networks
and marketing initiatives while meeting the increased demand for behavioral healthcare services through expansion of our current locations as well as
developing new services within existing locations, At December 31, 2015, we operated 258 behavioral healtheare facilities with over 9,900 beds in 39 states,
the United Kingdom and Puerto Rico, During the year ended December 3 1,2015, we acquired 176 facilities and added approximately 670 new beds,
including 460 to existing facilities and 210 in two de novo facilities. For the year ending December 31, 2016, we expect to add approximately 800 total beds
exclusive of acquisitions. -

We are the leading publicly traded pure-play provider of behavioral healtheare services, with operations in the United States and the United Kingdom.
Management believes that the Company’s recent acquisitions position {he Company as a leading platform in a highly fragmented industry under the
direction of an experienced management team that has significant industry expertise. Managément expects to take advantage of several strategies that are
more accessible as a result of our increased size and geographic scale, including continuing a national marketing strategy to attract new patients and referral
sources, increasing our volume of out-of-state referrals, providing a broader range of services to new and existing patients and clients and selectively
pursuing opportunities to expand our facility and bed count.

Acquisitions

On February 16,2016, we completed the aequisition of Priory for a total purchase price of approximately $2.2 billion, including total cash
consideration of approximately $1.9 billion and 4,033,561 shares our common stock. Priory is the leading independent provider of behavioral healthcare
services in the United Kingdom. At December31, 2015, Prioty dperated 327 facilities with approximately 7,100 beds.

On December 1, 2015, we completed the acquisition of certain facilities from MMO, including two acute inpatient behavioral health facilities with a
total af 80 beds located in Jennings and Covington, Louisiana, for cash consideration of approximately $20.2 million.

On November 1, 2015, we completed the acquisitions of (i) Discovery House for cash consideration of approximately §118.5 million, (i1) Duffy’s for
cash consideration of approximately $29.6 million and (iii) Cleveland House for approximately $10.3 million. Discovery House operates 19 comprehensive
treatment centers located in four states. Duffy’s is a substance abuse facility with 61 beds located in Calistoga, Califomia. Cleveland House is an inpatient
psychiatric facility with 32 beds located in England.

On October 1, 2015, we completed the acquisition of Meadow View, an inpatient psychiatric facility with 28 beds located in England, for cash
consideration of approximately $6.8 million.

On September 1, 2015, we completed the acquisitions of (i) three facilities from Danshell for approximately $59.8 milljon, (ii) two facilities from
H&SCP for approximately $26.2 million and (iii) Manor Hall for approximately $14.0 million. The inpatient psychiatric facilities acquired from Danshell
have an agpregate of 73 beds and are located in England. The inpatient psychiatric facilities acquired from H&SCP have an aggregate of 50 beds and are
located in England. Manor Hall has 26 beds and is located in BEngland,

On August 31,2015, we compleéted the acquisition ofa controlling interest in Southcoast, an inpatient psychiatric facility located in Faithaven,
Massachusetts. We own 75% of the equity interests in the facility.

On July 1,2015, we completed the acquisition of the asscls of Belmont, an inpatient psychiatric facility with 147 beds located in Philadelphia,
Pennsylvania for cash consideration of approximately $38.2 million which consists of $35.0 million base purchase price and an estimated working capital
settlement of $3.2 million.
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On July 1,2015, we completed the acquisition of The Manor Clinic, a substance abuse facility with 15 beds located in England, for cash consideration
of approximately $5.9 million.

On June 1,2015; we completed the acquisitions of (i) one facility from Choice for approximately $25.9 million and (ii) 15 facilities from Care UK for
approximately $88.2 million. The inpatient psychiatric facility acquired from Choice has 42 beds and is located in England. The inpatient psychiatric
facilities acquired from Care UK have an aggregate 0£299 beds and are located in England.

On April 1,2015, we completed the acquisitions of (i) two facilities from Choice for approximately $37.5 million, (ii) Pastoral for approximately
$34.2 million and (jii) Mildmay Qsaks for approximately $14.9 million. The two inpatient psychiatric facilities acquired from Choice have an aggregate of
48 beds and are located in England. Pastoral operates two inpatient psychiatric facilities with an aggregate of 65 beds located in Wales. Mildmay Oaks is an
inpatient psychiatric facility with 67 beds located in England.

On March 1, 2015, we acquired the stock of QAM for total consideration of approximately $54.8 million. QAM operates seven comprehensive
treatment centers located in Wisconsin.

On February 11,2015, we completed the acquisition of CRC for total consideration of approximately $1.3 billion. As consideration for the acquisition,
we issued 5,975,326 shares of our common stock to certain holders of CRC common stock and repaid CRC’s outstanding indebtedness. CRC is a leading
provider of treatment services related to substance abuse and other addiction and behavioral disorders. At the acquisition date, CRC operated 35 inpatient
facilities with over 2,400 beds and 81 comprehensive treatment centers located in 30 states.

On December 31, 2014, we completed the acquisition of Skyway, a substance abuse facility with 28 beds located in Chico, California, for cash
consideration of $0.3 million. On December 1, 2014, we acquired the assets of Croxton, an inpatient psychiatric facility with 24 beds located in England, for
cash consideration of $15.6 million. On September 3, 2014, we completed the acquisition of McCallum, an eating disorder treatment facility with 85 beds
offering residential, partial hospitalization and intensive outpatient treatment programs located in St. Louis, Missouri, and Austin, Texas, for total
consideration of $37.4 million. On July 1, 2014, we acquired Partnerships in Care for cash consideration of $661.7 million, which was net of cash acquired of
$12.0 million and the gain on settlement of foreign currency derivatives of $15.3 million. At the acquisition date, Partnerships in Care was the second largest
independent provider of inpatient behavioral healthcare services in the United Kingdom, operating 23 inpatient behavioral healthcare facilities with over
1,200 beds. On January 1, 2014, we acquired the assets of Pacific Grove, an inpatient psychiatric facility with 68 beds located in Riverside, California, for

cash consideration of $10.5 million.

Revenue

Our revenue is primarily derived from services rendered to patients for inpatient psychiatric and substance abuse care, outpatient psychiatric care and
adolescent residential treatment, We receive payments from the following sources for services rendered in our facilities: (i) state governments under their
respective Medicaid and other programs; (ii) commercial insurers; (iii) the federal govemment under the Medicare program administered by CMS; (iv) the
NHS (including Local Authorities) in the United Kingdom; and (v) individual patients and clients, Revenue is recorded in the period in which services are
provided at established billing rates less contractual adjustments based on amounts reimbursable by Medicare or Medicaid under provisions of cost or
prospective reimbursement formulas or amounts due from other third-party payors at contractually determined rates.
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Results of Operations
The following table illustrates our consolidated results of operations from continuing operations for the respective periods shown (dollars in
thousands):

Year Ended I bier 31,

2015 2014 2013
N Amount % Amount Y% Amount %
Revenue before provision for doubtful accounts $1,829,619 $1,030,784 $735,109
Provision for doubtful accounts (35,127) (26,183) (21,701)

1,794,492  100.0% 1,004,601  100.0% 713,408  100.0%

Revenue . 2

Salaries, wages and benefits 973,132 54.3% 575412 573% 407,962 572%
Professional fees 116,463 6.5% 52,482 5.2% 37,171 52%
Supplies 80,663 4.5% 48,422 4.8% 37,569 53%
Rents and leases 32,528 1.8% 12,201 1.2% 10,049 1.4%
Other operating expenses 206,746 11.5% 110,654 11.0% 80,572 11.3%
Depreciation and amortization 63,550 3.5% 32,667 3.2% 17,090 24%
Interest expenise, niet 106742 60% 48221  48% 37250 52%
Debt extinguishment costs 10,818 0.6% — — % 9,350 1.3%
Loss (gain) on foreign currency derivatives 1,926 0.1% (15,262) 1.5)% — — %
Transaction related expenses 36,571 2.0% 13,650 14% 7,150 1.0%
_ 1,629,739 90.8% 878,447 874% 644,163 90.3%
focome from continuing operations, before income taxes 164,753 9.2% 126,154 12.6% 69,245 9.7%
Provision for income taxes 53,388 3.0% 42,922 4.3% 25,975 3.6%
Tncome from continuing operations $§ 111,365 62% § 83,232 8.3% § 43,270 6.1%

Year Ended December 31, 2015 Compared to the Year Ended December 31,2014

Revenue before provision for doubiful accounts. Revenue before provision for doubtfil accounts ineransed $798.8 million, or 77.5%, to §1.8 billion
for the year ended December 31, 2015 from § 1.0 billion for the year ended December 31,2014 The increase related primarily to revenue generated during the
year ended December 31, 2015 from the facilities acquired in our 2014 and 2015 Acquisitions, particularly the acquisition of CRC, Same-facility revenue
before provision for doubtful accounts increased by $78.9 million, or 7.8%, for the year ended December 31,2015 compared to the year ended December 31,
2014, primarily resulting from same-fhcility growth in patient days of 8.0%. Consistent with the same-facility patient day growth in 2014, the growth in
same-facility patient days for the year ended December 31, 2015 compared to the year ended December 31, 2014 resulted from the addition of beds to our

existing facilities and ongoing demand for our services.

Pravision for dowubtful accounts. The provision for doubtful accounts was $35.1 million for the year ended December 31, 2015, or 1.9% of revenue
before provision for doubtful accounts, compared to $26.2 million for the year ended December 31,2014, or2 5% ofrevenue before pravision for deubtful
accounts. The same-facility provision for doubtful accounts was $26.0 million for the year ended December31, 2015, or 2 4% of revenue before provision for
doubifiul accounts, compared to $25.6 million for the year ended December 31, 2014, or 2.5% of revenue before provisian for doubtiul accounts.

Salaries, wages and benefits. Salaries, wages and benefits (“SWB") expense was $973.7 million for the year ended December31, 2015 compared to
$575.4 million for the year ended December 31,2014, an increase of $398.3 million, SWB expense included $20.5 million and $10.1 million of equity-based
compensation expense for the year ended Deceniber 31,2015 and 2014, respectively. Excluding equity-based compensation expense, SWBH expense was
$953.3 million, or 53.1% of revenue, for the year ended December 31, 2015, compared to $565.4 million, or 56.3% of revenue, for the year ended
December31, 2014, The $387.9 million increase in SWB expense, excluding equity-based compensation expense, was primarily attributable to SWB
expense incutred by the facilities acquired in our 2014 and 2015 Acquisitions, particulasly the acquisition of CRC. Same-facility SWB expense was $554.0
million for the year ended December 31, 2015, or 5939 of revenue, compared to $524.4 million for the year ended December 31, 2014, or 53.5% efrevenue.
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Professional fees. Professional fees were $116.5 million for the year ended December 31,2015, or 6.5% ofrevenue, compared to $52.5 million for the
year ended Decemnber 31, 2014, or 5.2% of revenue. The $64.0 million increase was primarily attributable to professional fees incurred by the facilities
acquired in our 2014 and 2015 Acquisitions, particularly the acquisition of CRC. Same-facility professional fees were $55.1 million for the year ended
December 31, 2015, or 5.2% of revenue, compared to $46.2 million, for the year ended December 31, 2014, or 4.7% of revenue.

Supplies. Supplies expense was $80.7 million for the year ended December 31, 2015, or 4.5% of revenue, compared to $48.4 million for the year ended
December 31,2014, or 4.8% of revenue. The $32.3 million increase was primerily attributable to supplies expense incurred by the facilities acquired in our
2014 and 2015 Acquisitions, particularly the acquisition of CRC. Same-facility supplies expense was $48.3 million for the year ended December 31,2015, or
4.6% of revenue, compared to $47.3 million for the year ended December 31, 2014, or 4.8% of revenue.

Rents and leases. Rents and leases were $32.5 million for the year ended December 31,2015, or 1.8% of revenue, compared to $12.2 million for the
year ended December 31, 2014, or 1.2% of revenue. The $20.3-million increase was primarily attributable to rents and leases incurred by the facilities
acquired in our 2014 and 2015 Acquisitions, particulaily the acquisition of CRC. Same-facility rents and leases were $11.3 million for the year ended
December 31,2015, or 1.1% of revenue, compared to $11.6 million for the year ended December 31,2014, or 1.2% of revenue.

' Other operating expenses. Other operating expenses consisted primarily of purchased services, utilities, insurance, travel and repairs and maintenance
expenses. Other operating expenses were $206.7 million for the year ended December 31,2015, or 11 5% of revenue, compared to $110.7 million for the year
ended December 31, 2014, or 11.0% of revenue. The $96.0 million increase was primarily attributable to other operating expenses incurred by the facilities
acquired in our 2014 and 2015 Acquisitions, particularly the acquisition of CRC. Same-facility other operating expenses were $120.2 million for the year
ended December 31,2015, or 11.3% ofrevenue, compared to $105.8 million for the year ended December 31, 2014, or 10.8% of revenue.

Depreciation and amortization, Depreciation and amorstization expense was $63.6 million for the year ended December 31,2015, or 3.5% ofrevenue,
compared to $32.7 million for the year ended December 31, 2014, or 3.3% of revenue. The increase in depreciation and amortization was attributable to
depreciation associated with capital expenditures during 2014 and 2015 and real estate acquired as part of the 2014 and 2015 Acquisitions.

Interest expense. Interest expense was $106.7 million for the year ended December31,2015 compared to $48.2 million for the year ended
December 31, 2014. The increase in interest expense was primarily a result of borrowings under the Amended and Restated Senior Credit Facility and the
issuance ofthe 5.625% Senior Notes on February 11,2015 and September 21, 2015.

Loss (gain) on foreign currency derivatives. In connection with the acquisition in the United Kingdom, the Company entered into foreign currency
forward contracts during the years ended Decenber 31,2015 and 2014 in order to fix the exchange rate applicable to the payment of the acquisition purchase
prices. Exchange rate changes between the contract date and the settlement date resulted in a loss on foreign currency derivatives of $1.9 million for the year
ended December 31,2015, compared to a gain of $15.3 million for the year ended December 31,2014.

Debt extinguishment costs. Debt extinguishment costs for the year ended December 31, 2015 represent $7.5 million of cash charges and $3.3 million of
non-cash charges recorded in connection with the repayment of $97.5 million 0f12.875% Senior Notes.

Transaction-related expenses. Transaction-related expenses were $36.6 million for the year ended December 31, 2015 compared to $13.7 million for
the year ended December 31, 2014. Transaction-related expenses represent costs incurred in the respective periods, primarily related to the 2014 and 2015
Acquisitions, as summarized below (in thousands):

Year Ended December 31,
. 2015 2014
Advisory and financing commitment fees $ 10,337 $ —
Legal, accounting and other fees 17,768 12,836
Severance and contract termination costs 8,466 ' 814

§ 36,571 $ 13,650

Provision for income taxes. For the year ended December 31,2015, the provision for income taxes was $53 .4 million, reflecting an effective tax rate of
32,4%, compared to $42.9 million, reflecting an effective tax rate of 34.0%, for 2014. The decrease in the tax rate for the year ended December 31,2015 was
primarily attributable to a full year of results for Partnexships in Care in 2015, compared to six months in 2014, Partnerships in Care is located in a lower
taxing jurisdiction and for which eamings are permanently reinvested.
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Year Ended December 31, 2014 Conpared 1o the Year Ended December 31,2013

Revenue before provision for doubtful accounts. Revenue before provision for doubtful accounts increased $295.7 million, or 40.2%, to $1.0 billion
for the year ended December 31,2014 from $735.1 million for the year ended December 31,2013, The increase related primarily to tevenue genetated during
the year ended December 31,2014 fiom the facilities acquired in our 2013 and 2014 Acquisitions, patticularly the acquisition of Partnerships in Care. Same-
facility revenue before provision for doubtfil accounts increased by $79.1 million, or 10.8%, for the year ended December 31, 2014 compared to the year
ended December 31, 2013, resulting from same-facility growth in patient days of 10.3% and same-facility revenue per day of0.6%. Consistent with the same-
facility patient day growth in 2013, the growth in same-facility patient days for the year ended December 31,2014 compared to the year ended December 31,
2013 resulted from the addition of beds to our existing facilities and ongoing demand for our services.

Provision for doubtful accounts. The provision for doubtful accounts was $26.2 million for the year ended December 31,2014, or 2.5% ofrevenue
before provision for doubtful accounts, compared to $21.7 million for the year ended December 31, 2013, or 3.0% ofrevenue before provision for doubtfil
accounts. The same-facility provision for doubtful accounts was $23.3 million for the year ended December 31, 2014, or 2.9% of revenue before provision for
doubtful accounts, compared to $21.7 million for the year ended December 31, 2013, or 3.0% ofrevenue before provision for doubtfill accounts.

Salaries, wages and benefits. Salaries, wages and benefits (“SWB™) expense was $575.4 million for the year ended December 31, 2014 compared to
$408.0 million for the year ended December 31,2013, an increase of $167.4 million. SWB expense included $10.1 million and $5.2 million of equity-based
compensation expense for the year ended December 31,2014 and 2013, respectively. Excluding equity-based compensation expense, SWB expense was
$565.3 million, or 56.3% of revenue, for the year ended December 31,2014, compared to $402.8 million, or 56.4% of revenue, for the year ended
December31,2013. The $162.5 million increase in SWB expense, excluding equity-based compensation expense, was primarily attributable to SWB
expense incurred by the facilities acquired in our 2013 and 2014 Acquisitions, particularly the acquisition of Partnerships in Care. Same-facility SWB
expense was $412.8 million for the year ended December 31,2014, or 52.4% of revenue, compared to $381.5 million for the year ended December 31, 2013,
or 53.7% of revenue.

Professional fees. Professional fees were $52.5 million for the year ended December 31,2014, or 5.2% ofrevenue, compared to $37.2 million for the
year ended December 31, 2013, or 5,2% of revenue. The $15.3 million increase was primarily attributable to professional fees incurred by the facilities
acquired in our 2013 and 2014 Acquisitions, particularly the acquisition of Partnerships in Care. Same-facility professional fees were $34.2 million for the
year ended December 31,2014, or 4.3% of revenue, compared to $31.2 million, for the year ended December 31, 2013, or 4.4% ofrevenue.

Supplies. Supplies expense was $48.4 million for the year ended December 31,2014, or 4.8% of revenue, compared to $37.6 million for the year ended
Decémbér 31,2013, or 5.3% of revenue. The $10.8 million increase was primarily attributable to supplies expense incurred by the facilities acquired in our
2013 and 2014 Acquisitions, particularly the acquisition of Partnerships in Care. Same-facility supplics expense was $39.5 million for the year ended
December 31,2014, or 5.0% of revenue, compared to $37.4 million for the year ended December31, 2013, or 5.3% ofrevenue.

Rents and leases. Rents and ledses were $12.2 million for the year ended December 31, 2014, or 1.2% of revenue, compared to $10.0 million for the
year ended December 31, 2013, or 1.4% ofrevenue. The $2.2 million increase was primarily attributable to rents and leases incurred by the facilities acquired
in our2013 and 2014 Acquisitions. Same-facility rents and leases were $10.0 million for the year ended December 31, 2014, or 1.3% ofrevenue, compared to
$9.8 million for the year ended December 31,2013, or 1.4% ofrevenue.

Other operating expenses. Other operating expenses consisted primarily of purchased services, utilities, insurance, travel and repairs and maintenance
expenses. Other operating expenses were $110.7 million for the year ended December 31,2014, or 11.0% of revenue, compared to $80.6 million for the year
ended December31, 2013, or 11.3% of revenue. The $30.1 million increase was primarily attributable to other operating expenses incurred by the facilities
acquired in our 2013 and 2014 Acquisitions, particularly the acquisition of Partnerships in Care. Same-facility other operating expenses were $86.3 million
for the year ended December 31, 2014, or 11.0% of revenue, compared to $78.2 million for the year ended December 31,2013, or 1 1.0% ofrevenue.

Depreciation and amortization. Depreciation and amortization expense was $32.7 million for the year ended December 31, 2014, or 3.7% of revenue,
compared to $17.1 million for the year ended December 31, 2013, or 2.4% ofrevenue. The increase in depreciation and amortization was attributable to
depreciation associated with capital expenditures during 2013 and 2014 and real estate acquired as part of the 2013 and 2014 Acquisitions, particularly the
acquisition of Partnerships in Care.

51



SUPPLEMENTAL #£
March 28, 2016
11:49 am

Table of Contents

Interest expense. Interest expense was $48.2 million for the year ended December 31,2014 compared to $37.3 million for the year ended December 31,
2013. The increase in interest expense was primarily a result of the issuance of the 5.125% Senior Notes on July 1,2014.

Gain on foreign currency derivatives. In connection with the acquisition of Partnerships in Care, the Company entered into foreign currency forward
contracts in June 2014 in order to fix the exchange rate applicable to the payment of the purchase price on July 1, 2014. Exchange rate changes between the
contract date and the settlement date resulted in a gain on foreign currency derivatives of $15.3 million for the year ended December 31, 2014.

Debt extinguishment cosis. Debt extinguishment costs for the year ended December 31,2013 represent $6.8 million of cash charges and $2.6 million of
non-cash charges recorded in connection with the redemption of $52.5 million of the 12.875% Senior Notes.

Transaction-related expenses. Transaction-related expenses were $13.7 million for the year ended December 31,2014 compared to $7.2 million forthe
year ended December 31, 2013. Transaction-telated expenses represent costs incurred in the respective periods, primarily related to the 2013 and 2014
Acquisitions, as summarized below (in thousands):

Year Ended December 31,
. o 2014 2013
Legal, accounting and other fees § 12,836 3 5,535
814 1,615

Severance and contract termination costs

5 13,650 $§ 7,150

Provision for income taxes. For the year ended December 31, 2014, the provision for income taxes was $42.9 million, reflecting an effective tax rate of
34.0%, compared to $26.0 million, reflecting an effective tax rate 0f37.5%, for 2013. The decrease in the tax rate for the year ended December 31, 2014 was
primarily attributable to the acquisition of Parmerships in Care. Partnerships in Care is located in a lower taxing jurisdiction and for which eamings are

permanently reinvested.

Liquidity and Capital Resources

Cash provided by continuing operating activities for the year ended December 31,2015 was $242.1 million compared to $115.5 million for the year
ended December 31, 2014. The increase in cash provided by continuing operating activities was primarily attributable to cash provided by continuing’
operating activities from the 2014 and 2015 Acquisitions and the growth in same-facility operations. Days sales outstanding as of December 31, 2015 was 40
compared to 37 as of December 31, 2014, As of December 31,2015 and December 31,2014, we had working capital of $4.5 million and $108.2 million

respectively.

Cash used in investing activities for the year ended December 31, 2015 was $884.5 million compared to $§860.8 million for the year ended
December 31,2014, Cash used in investing activities for the year ended December 31,2015 primarily consisted of $574.8 million of cash paid for
acquisitions. Cash paid for capital expenditures for the year ended December 31, 2015 was $276.0 million, consisting of $48.6 million of routine capital
expenditures and $227.4 million of expansion capital expenditures. We define expansion capital expenditures as those that increase the capacity of our
facilities or otherwise enhance revenue. Routine or maintenance capital expenditures were approximately 3% ofrevenue for the year ended December 31,
2015, Cash paid forreal estate acquisitions was $26.6 million for the year ended December 31,2015, Cash used in investing activities for the year ended
December 31,2014 primarily consisted of $738.7 million of cash paid for acquisitions, $113.2 million of cash paid for capital expenditures and $23.2

million of cash paid for real estate acquisitions.

Cash provided by financing activities for the year ended December 31,2015 was $563.6 million compared to $838.0 million for the year ended
December 31, 2014, Cash provided by financing activities forthe year ended December 31, 2015 primarily consisted of bomowings on long-term debt of $1.2
billion, borrowings on our revolving credit facility of $468.0 million, issuance of common stock of $331.3 million and an excess tax benefit from equity
awards of $0.3 million, partially offset by repayment of assumed CRC debt 0f $904.5 million, principal payments on our revolving credit facility of $310.0
million, repayment of senior notes of $97.5 million, principal payments on long-term debt of $32.0 million, payment of debt issuance costs of $26.4 million,
payment of premium for purchase of senior notes of $7.5 million and common stock withheld for minimum statutory taxes of $7.8 million. All of our debt is
denominated in U.S. dollars. Cash provided by financing activities for the year ended December 31, 2014 primarily consisted of borrowings on long-term
debt instruments of $542.5 million, borrowings on our revolving credit facility of $230.5 million, $374.4 million of proceeds from our issuance of common
stock and an excess tax benefit fiom equity awards of $4.6 million, partially offset by principal payments on our revolving'credit facility of $284.0 million,
payment of debt issuance costs of $13.0 million, principal payments on long-term debt of $7.7 million, cash paid of $5.0 million as contingent consideration
foran acquisition based upon eamings of The Pavilion at HealthPark, LLC (“Park Royal”) and common stock withheld for minimum statutory taxes of $4.1

million.
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We had total available cash and cash equivalents of §11.2 million, $94.0 million and $4.6 million as of December31, 2015, 2014 and 2013,
respectively, of which approximately $9.2 million, $17.4 million and $3.3 million was held by our foreign subsidiaries, respectively. Our sirategic plan does
not require the repatriation of foreign cash in order to fund our operations in the U.S,, and it is our cument intention to permanently reinvest our foreign cash
and cash equivalents outside ofthe U.S. If we were to repatriate foreign cash to the U.S., we would be required to acerue and pay U.S. taxes in accordance with
applicable U.S, tax rules and regulations asa result of the repatriation.

Amended and Restated Senior Credit Facility

We entered into the Senior Secured Credit Facility on April 1, 2011. On December 31,2012, we entered into the Amended and Restated Credit
Agreement which amended and restated the Senior Secured Credit Facility.

On February 13, 2014, we entered into the Fourth Amendment to the Amended and Restated Credit Agrecment, to increase the size of the Amended and
TRestated Senior Credit Facility and extend the maturity date thereof, which resulted in the Company having a revolving line of credit of up to $300.0 million
and term loans of $300.0 million. The Fourth Amendment also reduced the interest rates applicable to the Amended and Restated Senior Credit Facility and
provided increased flexibility to the Compauy i1t terms of the financial and other restrictive covenants. The Fourth Amendment also provides fora §150.0
million incremental credit facility, with the potential for unlimited additional incremental amounts, provided the Company meets certain financial ratios, in
cach case subject to customary conditions precedent to borrowing.

On June 16, 2014, we entered into the Fifth Amendment to the Amended and Restated Senior Credit Facility. The Fifth Amendment specifically
permitted the acquisition of Partnerships in Care, gave us the ability to incura tranche ofterm loan B debt in the future through its incremental credit facility,
and modified certain of the restrictive covenants on miscellaneous investments and incurrence of miscellancous liens, Finally, the Fifth Amendment provided
increased flexibility to the Company in terms of our financial covenants. . '

On Deceniber 15,2014, we entered into a Sixth Amendment {o our Amendad and Restated Credit Agreement. Pursuant to the Sixth Amendment, we
incurred $235.0 million of additional term loans. A portion of the additional term loan advance was used to prepay our outstanding revolving loans, and a
portion of the additional term loan advance was held as cash on our ¢onsolidated balance sheet. The Sixth Amendment also specifically permitted the
acquisition of CRC, In connection with the sequisition of CRC, the Sixth Amendment (i) imposed a temporary reserve on our revolving credit facility in the
amount of $110.0 million in order to preserve such reserved amounts for later borrowings to partially fund the consideration for the acquisition of CRC
{subject to limited conditionality provisions) (the reserve is no longer in effect due to the acquisition of CRC), (ii) permitted the incurrence of an additional
incremental term loan facility nnder the Amended and TRestated Credit Agreement partially to fund the consideration for the acquisition of CRC (subject to
limited conditionality provisions) and (iii) permitted our issuance of additional senior unsecured indebtedness or senior unsecured bridge indebtedness
partially to fund the consideration for the acquisition of CRC. :

The Sixth Amendment also pemmits us, subject to certain consents, to add one or more foreign borrowers and/or request revolving loans and letters of
credit in foreign cumencies.

On Febmary 6, 2015, we entered into the Seventh Amendment to our Amended and Restated Credit Agreement. The Seventh Amendment added
Citibank, N.A. as an “L/C Issuer” under the Amended and Restated Credit Agresment in order to permit the rollover of CRC’s existing letters of credit into
the Amended and Regtated Credit Agreement and increased both the Company ' Tetter of Credit Sublimit and Swing Line Sublimit to $20.0 million. )

On February 11,2015, we entered into the First neremental Amendment to our Amended and Restated Credit Agreement, The First Incremental
Amendment netivated a new $500.0 million incremental Existing TLB Facility that was added to the Amended and Restated Senior Secured Credit Facility,
subject to limited conditionality provisions. Borowings under the Existing TLB Facility were used to fund a portion of the purchase price for our acquisition

of CRC.

On April 22,2015, we entered into an Tighth Amendment to our Amended and Restated Credit Agreement, The Eighth Amendment changed the
definition of “Change of Contral™ in part to remove & provision whose purpose was, when caleulating whether a majority of incumbent directors have
approved new direclors, that any incumbent director that became a director as a result ofa threatened or actual proxy contest was not gounted in such
calculation.
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On January 25, 2016, we entered into the Ninth Amendment to the Amended and Restated Senior Credit Facility. The Ninth Amendment modifies
certain definitions and provides increased flexibility to us in terms of our financial covenants. Our baskets for permitted investments were also increased to
provide increased flexibility for us to invest in non-wholly owned subsidiaries, joint ventures and foreign subsidiaries. We may now invest in non-wholly
owned subsidiaries and joint ventures up to 10.0% of our and our subsidiaries’ total assets in any consecutive four fiscal quarter period, and up to 12.5% of
our and our subsidiaries’ total assets during the term of the Amended and Restated Credit Agreement. We may also invest in foreign subsidiaries that are not
loan parties up to 10% of our and our subsidiaries’ total assets in any consecutive four fiscal quarter period, and up to 15% of our and our subsidiaries’ total
assets during the term of the Amended and Restated Credit Agreement. The foregoing permitted investments are subject to an aggregate cap 0f25% ofour
and our subsidiaries’ total assets in any fiscal year.

On Febmuary 16,2016, we entered into the Second Incremental Facility Amendrent to our Amended and Restated Credit Agreement. The Second
Incremental Amendment activated a new $955.0 million incremental Term Loan B facility and added $135.0 million to the Term Loan A facility to our
Amended and Restated Senior Secured Credit Facility, subject to limited conditionality provisions. Borrowings under the New TLB Facility were used to
fund a portion ofthe purchase price for the acquisition of Priory and the fees and expenses for such acquisition and the related financing transactions.
Borrowings under the TLA Facility were used to pay down the majority of our $300.0 million revolving credit facility.

We had $135.7 million of availability under the revolving line of credit as of December 31, 2015, Borrowings under the revolving line of credit are
subject to customary conditions precedent to borrowing, The Amended and Restated Credit Agreement requires quarterly term loan principal repayments of
our TLA Facility of $10.0 million for March 31,2016 to December 31,2016, $13 .4 million for March 31, 2017 to December 31,2017, and $16.7 million for
March 31, 2018 to December 31,2018, with the remaining principal balance of the TLA Facility due on the maturity date of February 13, 2019. On
December 15,2014, prior to the execution ofthe Sixth Amendment, we prepaid the December 31, 2014 quarterly TLA Facility principal payment of $1.9
million. We are required to repay the Existing TLB Facility in equal quarterly installments of $1.3 million on the last business day of each March, June,
September and December, with the outstanding principal balance of the Existing TLB Facility due on February 11,2022, We are required to repay the New
TLB Facility in equal quarterly installments of approximately $2.4 million on the last business day of each March, June, September and December, with the
outstanding principal balance of the New TLB Facility due on February 16,2023,

Borrowings under the Amended and Restated Credit Agreement are guaranteed by each of our wholly-owned domestic subsidiaries (other than certain
excluded subsidiaries) and are secured by a lien on substantially all of our and such subsidiaries’ assets. Borrowings with respect to the TLA Facility and our
revolving credit facility (collectively, “Pro Rata Facilities”) under the Amended and Restated Credit Agreement bear interest at a rate tied to Acadia’s
Consolidated Leverage Ratio (defined as consolidated funded debt net of up to $40.0 million of unrestricted and unencumbered cash to consolidated
EBITDA, in each case as defined in the Amended and Restated Credit Agreement). The Applicable Rate (as defined in the Amended and Restated Credit
Agreement) for the Pro Rata Facilities was 3.0% for Eurodollar Rate Loans (as defined in the Amended and Restated Credit Agreement) and 2.0% for Base
Rate Loans (as defined in the Amended and Restated Credit Agreement) at December 31, 2015. Eurodollar Rate Loans with respect to the Pro Rata Facilities
bear interest at the Applicable Rate plus the Eurodollar Rate (as defined in the Amended and Restated Credit Agreement) (based upon the LIBOR Rate (as
defined in the Amended and Restated Credit Agreement) prior to commencement of the interest rate period). Base Rate Loans with respect to the Pro Rata
Facilities bear interest at the Applicable Rate plus the highest of (i) the federal funds rate plus 0.50%, (ii) the prime rate and (iii) the Eurodollar Rate plus
1.0%. As of December 31, 2015, the Pro Rata Facilities bore interest at a rate of LIBOR plus 3.0%. In addition, we are required to pay a commitment fee on

undrawn amounts under our revolving credit facility.

The interest rates and the unused line fee on unused commitments related to the Pro Rata Facilities are based upon the following pricing tiers:

Eurodollar Rate Base Rate Commitment
Pricing Tier Consolidated Leverage Ratio Loans Loans Fee
1 <3.50:1.0 2.25% 1.25% 0.30%
2 >3.50:1.0 but <4.00:1.0 . 2.50% 1.50% 0.35%
3 >4.00:1.0 but <4.50:1.0 2.75% 1.75% 0.40%
4 >4.50:1.0 but <5.25:1.0 3.00% 2.00% 045%
5 >5.25:1.0 3.25% 2.25% 0.50%

Eurodollar Rate Loans with respect to the Existing TLB Facility bear interest at the Existing TLB Applicable Rate (as defined below) plus the
Eurodollar Rate (subject to a floor 0£0.75% and based upon the LIBOR Rate prior to commencerbent of the interest rate period). Base Rate Loans bear
interest at the Existing TLB Applicable Rate plus the highest of (i) the federal funds rate plus 0.50%, (ii) the prime rate and (iii) the Eurodollar Rate plus
1.0%. As used herein, the term “Existing TLB Applicable Rate” means, with respect to Eurodollar Rate Loans, 3.50%, and with respect to Base Rate Loans,

2.50%. The New TLB Facility bears interest as
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follows: Burodollar Rate Loans bear inlerest at the Applicable Rate (as defined in the Amended and Restated Credit Agreement) plus the Enrodollar Rate
(subject to a floor 0f 0.75% and based upon the LIBOR Rate prior to commencement of the inlerest rate period) and Base Rate Loans bear interest at the
Applicable Rate plus the highest of (i) the foderal funds rate plus 0.50%, (ii) the prime rate and (iii) the Enrodollar Rate plus 1 0%, Asused herein, the ferm
“Applicable Rate” means, with respect fo Furodollar Rate Loans, 3.75%, and with respect to Base Rate Loans, 2.75%.

The lenders who provided the Existing TLB TFaeility and New TLB Facility are not entitled to benefit from the Company’s maintenance of its financial
covenants under the Amended and Restated Credit Agreement. Accordingly, if we fail to maintain its financial covenants, such failure shall not constitute an
event af default under the Amended and Restated Credit Agreement with respect to the Existing TLB Tacility or the New TLB Facility until and unless the
Amended and Restated Senior Credit Facility is accelerated or the commitment of the lenders to malke further loans is terminated.

The Amended and Restated Credit Agreement requires s and our subsidiaries to comply with customary affirmative, negative and financial covenants,
inchuding a fixed charge coverage ratio, consolidated leverage ratio and conselidated senior secured leverage ratio. We may be required to pay all of our
indebledness immediately if we default on any of the numerous financial or other restrictive covenants contained in any ofits material debt agreements. We
may be required to pay all of our indebtedness immediately if we default on any of the numerous (inancial or other restiictive covenants contained in any of
gur material debt agreements. Set forth below is a brisf’ description of such covenants, all of which are subject to customary exceptions, materiality thresholds
and qualifications:

a) theaffirmative covenants include the following: (i) delivery of financial statements and other customary financial information; (if) notices of
events of default and other materinl events; (iii) maintenance of existence, ability to canduct business, properties, insurance and books and
recards; (iv) payment of taxes; (V) lender inspection rights; (vi) compliance with laws; (vii) use of proceeds; (viii) further assurances; and
(ix) additional collateral and guarantorrequirements.

b) thenegative covenants include limitations on the following: (i) liens; (i) debt (including gnaranties); (if) investments; (iv) fiundamental
changes (including mergers, consolidations and liguidations); (v) dispositions; (vi) sale leascbacks; (vii) affiliate transactions; (viii) burdensome
agreements; (ix) restricted payments; (x)use of proceeds; (xi) ownesship of subsidiaries; (xii) changes to line of business; (xiii) changes to
organizational documents, legal name, state of formation, form ofentity and fiscal year; (xiv) prepayment or redemption of certain senior
unsecured debt; and (xv) amendments to certain material agreements. The Company is generally not permitted to issue dividends or distributions
otherthan with tespect to the following: (W) certain tax distributions; (x) the repurchase of equity held by employees, officers or directors upon
the oeenrrence of death, disability or termination subject to cap of $500,000 in any fiscal year and compliance with certain other conditions;

(y) in the form of capital stock; and (2) scheduled payments of deferred purchase price, working capital adjustments anid similar payments
pursuant to the merger agreement or any permitted acquisition.

¢)  The financial covenants include maintenance of the following:

) the fixed charge coverage ratio may ot be less than 1.25:1.00 as of the end of any fiscal quarter;

. the total leverage ratio may not be greater than the following levels as of the end of each fiscal quarter listed below:
Mareh 31 June 30 September-30 December 31
2015 NIA NIA 6.50x% 6.00x
2016 6.75x% 6.75x% 6.75% 6.25%
2017 6.00x 6.00x 6.00x 5.50x
2018 5.50x 5.50% 5.50x 5.00x%
. the secured leverage ratio may not be greater than the following levels as of the end of each fiscal quarter listed below:
December 31, 2015- September 30,2016 3.75x
December 31,2016 and each fiscal anItex' thereafter 3.50x

As of December 31, 2015, the Company was in compliance with all of the above covenants.

55



SUPPLEMENTAL #2

11:49 am

Tahla of Contents

Senior Notes

12.875% Senior Notes due 2018

On November 1,2011, we issued $150.0 million of 12.875% Senior Notes due 2018 at 98.323% of the aggregate principal amount of $150.0 million, a
discount of $2.5 million. The notes bear inferest at a rate 0f12.875% per annum. We pay inerest on the notes semi-annually, in arrears, on November 1 and
May 1 of each year.

On Mareh 12, 2013, we redeemed $52.5 million in principal amount of the 12.875% Senior Notes using a portion of the net proceeds of our December
2012 equity offering pursuant to the provision in the indenture permitting an optional redemption with equity proceeds of up to 35% of the principal amount
of 12.875% Senior Notes. The 12.875% Senior Notes were redeemed at a redemption price of 112.875% of the principal amount thereof plus acerued and
unpaid interest to, but not including, the redemption date in accordance with the provisions of the indenture goveming the 12.875% Senior Nofes. As part of
the redemption of 35% of the 12.875% Senior Notes, we recorded a debt extinguishment charge of $9.4 million, including the premium and write-off of
defetred financing costs, which was recorded in debt extinguishment costs in the accompanying consolidated statements of income.

On September 21,2015, we purchased approximately $88.3 million aggregate principal amount of 12.875% Senior Notes in connection with a tender
offer for any and all of the 12.875% Senior Notes. The notes purchased represented 90.6% of the outstanding $97.5 million principal amount 0f12.875%
Senior Notes. The 12.875% Senior Notes were purchased at a price of 107.875% of the principal amount thereof plus accrued and unpaid interest to, but not
including, September 21,2015. On September 18, 2015, we delivered o notice to redeem all $9.2 million in principal amount ofthe 12.875% Senior Notes
remaining outstanding following the consummation of the tender offer, The redemption was effective November 1, 2015 with payment made to the note
holders on Novemiber 2, 2015, We redeemed the remaining 12.875% Senior Notes in accordance to their terms, and therefore no debt remaing outstanding
under the 12.875% Senior Notes. In connection with the purchase of notes, the Company recorded a debt extingnishment charge of approximately $10.8
millien for the year ended December31, 2015, including the premium and write-off of deferred financing costs, which was recorded in debt extinguishment

costs in the accompanying consolidated statements ofincome.

6.125% Senior Notes Due 2021

On March 12,2013, we issued $150.0 million of 6.125% Senior Notes due 2021. The 6.125% Senior Notes mature on March 15,2021 and bear interest
at a rate of 6.125% per annum, payable semi-annually in amrears on March 15 and September 15 of each year.

5.125% Senior Notes due 2022

On July 1,2014, we issued $300.0 million of 5.125% Senior Notes due 2022, The 5.125% Senior Notes mature on Tuly 1,2022 and bear interest at a
rate of 5.125% per annum, payable semi-annually in arrears on January 1 and July 1 of each year, beginning on January 1,2015,

5.625% Senior Notes due 2023

On February 11,2015, we issued $375.0 million of 5.625% Senior Notes due 2.023. The 5.625% Senior Notes mature on February 15,2023 and bear
interest at a rate of 5.625% per anmum, payable semi-annually in arrears on February 15 and August 15 of each year, beginning on August 15,2015.

On September 21,2015, we issucd $275.0 million of additional 5.625% Senior Notes, The additional notes form a single class of debt securities with
the existing 5.625% Senior Notes. Giving effect to this issuance, we have outstanding an aggregate of $650.0 million of 5.625% Senior Notes.

6.500% Senior Notes due 2024

On Febraary 16,2016, we issued $390.0 million of 6.500% Senior Notes due 2024. The 6.500% Senior Notes mafure on March 1, 2024 and bear
interest at a rate af 6.500% per annum, payable semi-annually in arrears on March 1 and September 1 of each year, beginning on September 1, 2016.

The indentures goveming the 6.125% Senior Notes, 5.125% Senior Notes, 5.625% Senior Notes and 6.500% Senior Notes (together, the “Senior
Notes”) contain covenants thal, among other things, limit the Company’s ability and the ability ofits restricted subsidiaries to: (i) pay dividends, redeem
stock ormale other distributions or investments; (ii) incur additional debt or issue certain prefered stock; (iit) transfer or sell assets; (iv) engage in certain
transactions with affiliates; (v) create restrictions on dividends or other payments by the restricted subsidiaries; (vi) nicrge, consolidate or sell substantially all
of the Company’s assets; and (vif) ereate liens on assets.
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The Senior Notes issued by the Company are guaranteed by each of the Company’s subsidiaries that gnarantee the Company’s obligations under the
Amended and Restated Senior Credit Facility. The gnarantces are fiull and unconditional and joint and several.

The Company may redeem the Senjor Notes at its option, in whole or patt, at the dates and amounts set forth in the indentures.

9.0% and 9.5% Revenue Bonds

On Novermber 11,2012, in connection with the acquisition of Park Royal, we assumed debt 0£$23.0 million. The fair market value of the debt assumed
was $25.6 million and resulted in a debt premium balance being recorded as of the acquisition date. The debt consisted of $7.5 million and $15.5 million of
Lee County (Florida) Industrial Development Authority Healtheare I'acilities Revenue Bonds, Series 2010 with stated intercst rates 0f9.0% and 9.5%,
respectively. The 9.0% bonds in the amount of $7.5 million have a maturity date of December 1, 2030 and require yearly principal payments beginning in
9013. The 9.5% bonds in the amount of$15.5 million liave a maturity date of December 1, 2040 and require yearly principal payments heginning in 2031,
The principal payments establish a bond-sinking fund to be held with the trustee and shall be sufficient to redeem the principal amounts ofthe 9.0% and
9.5% Revenue Bonds on their respective maturity dates. As of December 31,2015 and 2014, $2.3 million was recorded within other assets on the balance
aheet related to the debt service reserve fund requirements, The yearly principal payments, which establish a band sinking fund, will increase the debt service
reserve fund requirements. The bond premium amount of $2.6 million is amortized as a reduction ofinterest expense over the life of the 9.0% and 9.5%
Revenue Bonds using the effective interest method.

Contractual Obligations

The following table presents a summary of contractual obligations (dollars in thousands):

Payments Due by Period

Less Than More Than
1 Year 1-3 Years 3-5 Years 5 Years Total
Long-term debt (@) $238,137  $518,144 $766,311 53234,141  $4,757,233
Operating leases 2 29,229 42,188 25,267 56,522 153,206
Purchase and other obligations (b) 1,848 2,810 1,905 29,065 35,628
Total obligations and commitments $269,214  $563,142  $793,983 £3,319.728  $4,946,067

(a) Amounts include required principal and interest payments as of February 25, 20 16, including the borrowings on February 16,2016 in connection
with the Priory acquisition of §955.0 million under our New TLB facility, $390.0 million of 6.500% Senior Notes and $135.0 million under our TLA
Facility. The projected interest payments yeflect the interest rates in place on our variable-rate debt 4t December 31, 2015. .
(b) Amounts relate to purchase obligations, including capital lease payments.

Off-Balance Sheet Arrangements

As of December 31, 2015, we had standby letters of credit outstanding of $6.3 million related to security for the payment of claims as required by our
workers’ compensation insurance program. '

Market Risk )
Our interest expense is sensitive to changes in market interest rates. With respect Lo our intexes -bearing liabilities, our long-term debt ountstanding at

December 31,2015 was composed of $1.1 billion of fixed-rate debt and $1.1 billion of variable-rate debt with interest based on LIBOR plus an applicable

margin. A hypathetical 10% increase in interest rates would decrease our net income and cash flaws by $3.3 million on an annual basis based upon our
borrowing level at December 31, 2015.

The fanctional currency for our UK. facilities is the British pound (“GBP”). Ouryevenue and camings ave sensitive to changes in the GBP to USD
exchange rate, As a result, our fature carnings could be affected by fluctuations in {lie exchange rate between the U8, dollar and GBPs. Based upon the level
ofour LK. operations relative to the Company as a whole, a hypothetical 10% change in this exchange raté would cause a change in our net income of $5.6
million for the year ended December 31,201 5.

Critical Accounting Policies

Our consolidated financial statements have been prepared in accordance with accounting principles generaily accepted in the United States. In
preparing our financial statements, we 216 Tequired to make estimates and assumptions that affect the reported
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amounts of assets, liabilities, revenues, and expenses included in the financial statements, Bstimates are based on historical experience and other available
information, the results of which form the basis of such estimates. While management believes our estimation processes are reasonable, actual results could
differ from our estimates. The following accounting policies arc considered crifical to the portrayal of our financial condition and operating performance and

involve highly subjective and complex assumptions and assessments:

Revenue and Accounts Receivable

Our revenue is primarily derived from services rendered lo patients for inpatient psychiatric and substance abuse care, outpatient psychiatric care and
adolescent residential treatment. We receive payments from the following sources for services rendered in our facilities: (i) stale govemments under their
respective Medicaid and other programs; (i) commercial insurers; (iii) the federal govemnment under the Medicare program administered by CMS; (iv) lhe
NHS (including Local Authorities) in the United Kingdom; and (v) individual patients and clients. Revenue is tecorded in the period in which services are
provided at established billing rates less contractual adjustments based on amounts jeimbursable by Medicare or Medicaid undex provisions of cost or
prospective reimbursement formulas or amounts due from other third-party payors at contractually determined rates.

The following table presents revenue by payor type and as a percentage ofrevenue before provision for doubtful accounts for the years ended
December 31,2015,2014 and 2013 (in thousands):

Year Ended December 31,
2015 2014 20613

- Amount % Amount Yo Amount %
Commercial $ 423,077 23.1% § 237,041 23.0% $182915 24.9%
Medicare 214,125 11.7% 200,306 19.4% 158,111 21.5%
Medicaid 609,805 33.3% 395,146 38.3% 353,145 48.0%
NHS 356,965 19.5% 149,156 14.5% - — %
Self-Pay 174,850 9.6% 25,166 2.5% 25,153 3.4%
Other 50,797 2.8% 23,969 2.3% 15,785 2.2%
Revenue before provision for doubtful accounts i 1,829,619 100.0% 1,030,784 100.0% 735,109 100.0%
Provision for doubtful accounts (35,127) (26,183) (21,701)

Revenue $1,794,492 $1,004,601 $713,408
. $1,794.492 $1,004.002 LAAEF Ol

The following tables present a summary of our aging of accounts receivable as of December 31,2015 and 2014:

December 31,2015

30-

) Current _90 90-150 >150 Total
Commercial 16.6% 9.1% 32% 3.0% 31.9%
Medicare 12.6% 2.3% 12% 0.4% 16.5%
Medicaid 23.4% 6.7% 2.8% 42% 37.1%
NHS 1.6% 3.1% 0.5% — % 52%
SelfPay 1.7% 1.8% 2.0% 3.0% 8.5%
Other 05% _0.1% 01% _0.1% 0.8%
Total 564%  23.1% 9.8% 10.7% 100.0%
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30-

. Current 90 90-150 >150 Total
Commercial 14.5% 6.7% 2.6% 3.1% 26.9%
Medicare 15.8% 34% 1.7% 3.7% 24.6%
Medicaid 22.2% 4.9% 2.3% 2.8% 322%
NHS 2.1% 1.8% 0.1% —% 4.0%
Self-Pay 1.1% 1.8% 2.2% 6.2% 11.3%
cher 0.3% 0.2% 0.2% 0.3% 1.0%
Total 56.0% 18.8% 9.1% 16.1% 100.0%

Medicaid accounts receivable as of December 31,2015 and 2014 included approximately $1.1 million and $0.6 million, respectively, of accounts

pending Medicaid approval.

Allowance for Contractual Discounts

We derive a significant portion of our revenues from Medicare, Medicaid and other payors that receive discounts from established billing rates. The
ust be calculated are complex, subject to

Medicare and Medicaid regulations and various managed care contracts under which these discounts m
interpretation and adjnstment, and may include multiple reimbursement mechanisms for different types of services provided in-our inpatient facilities and
cost settlement provisions. Management estimates the allowance for contractual discounts on a payor-specific basis given its interpretation of the applicable
regulations or contract terms. The services authorized and provided and related reimbursement are often subject to intetpretation that could resultin
payments that differ from our estimates. Additionally, updated regulations and contract renegotiations oceur frequently, necessitating regular review and

assessment of the estimation process by management.

Settlements under cost retmbursement agreements with third-party payors arc estimated and recorded in the period in which the related services are
rondered and are adjusted in future-periods as final settlements are determined. Final determination of amounts eamed under the Medicare and Medicaid
programs often occurs in subsequent years because of audits by such programs, rights of appeal and the application of numerous technical provisions. In the
opinion of management, adequate provision has been made for any adjustments and final settlements. However, there can be no assurance that any such
adjustments and final settlements will not have a matsrial effect on our financial cendition or results of operations. Our cost report receivables were $4.2
willion and $1.9 million at December 31, 2015 and 2014, tespectively, and were included in other current assets in the consolidated balance sheets.
Management believes that these receivables ere properly stated and are not likely to be seitled for a significantly different amount, The net adjustments to
estimated cost report seftlements resulted in increases to revenue of $1.9 million, $0.3 million and $0.2 million for the years ended December31,2015,2014

and 2013, respectively.
ance with all applicable laws and regulations and is not aware of any pending or threatened investigations

compliznce with such laws and regulations can be subject to
ing fines, penalties and exclusion from the Medjoare and

Management believes that we are in compli
involving allegations of wrongdoing. While no such regulatory inquiries have been made,
firlure government review and interpretation, as well as significant regulatory action includ

Medicaid programs.

Allowance for Doubiful Accounts
Qur ability to collect outstanding patient receivables from third party payors is eritical to our operating performance and cash flows. The primary
collection risk with regard to patient receivables relates to uninsured patient accounts or patient accounts for which primary insurance has paid, but the
portion owed by the patient rempins outstanding. We estimate uncollectible acoounts and establish an allowance for doubtful accounts in order to-adjust
accounts receivable to estimated net realizable value. In evalnating thie collectability of accounts receivable, we consider a number of factors, including the
age of the accounts, historical collection experience, enrrent economic conditions, and otherrelevant factors. Accounts receivable that are determined to be
uneollectible based on our policies are written off to the allowance for doubtfirl accounts. Significant changes in payor mix ot business office operations

could have a significant impact on ourresults of operations and cash flows.

Insurance
We ate subject to medical malpractice and other lawsnits due to the nature of the services we provide, Ouroperations have professional and general
liability insurance for ¢laims in excess ofa $1,000,000 self-insured retention with an insured excess limit of $50 million, The reserve for professional and
general liability risks was estimaled based on historieal claims, demographic factors, industry trends, severity factors, and other actumial assumptions. The
estimated accrual for professional and general liabilitics could be gignificantly affected should current and future oecurrences differ from historical claim
irends and expectations, While claims are monitored closely when estimating professional and general liability accruals, the complexity ofthe claims and
wide range of potential outcomes often hampers timely adjustments to the assumptions used in these estimates. The professional and general liability
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reserve was $41.9 million as of December 31,2015, of which $10.5 million was included in other acerued labilities and $31.4 million was included i other
long-term liabilities. The professional and general liability reserve was $16.3 million as of December 31, 2014, of which §4.2 million was included in other
accrued liabilities and $12.1 million was included in other long-term labilities. We estimate receivables for the portion of professional and general liability
Teserves that ate recoverable under our insurance policies. Such receivable was £21,3 million as of December 31, 2015, of which §5.3 million was included in
other current assets and $16.0 million was included in otherassets, and such receivable was $12.0 million as of December 31,2014, of which $3.5 million
was included in other current assets and $8.5 million was included in other assets, '

Our statutory workers” compensation program is fully insured with a4 $500,000 deductible per accident. The workers’ compensation liability was
$14.7 million as of December 31, 2015, of which $7.5 million was included in accmed salaries and benefits and §7.2 million was included in other long-term
liabilities, and such liability was $8.4 million as of December 3 1,2014, of which $4.8 million was included in accrued salaries and benefits and $3.6 million
was included in other long-term liabilities. The reserve for workers compensation claims was based upon independent actuarial estimates of future amounts
that will be paid to claimants. Management believes that adequate provisions have been made for workers’ compensation and professional and general
liability risk exposures.

Property and Equipment and Other Long-Lived Assets

Property and equipment are recorded at cost. Depreciation is ¢alculated on the straight-line basis over the estimated nseful lives of the assets, which
typically range from 10 to 50 years for buildings and improvements, fhree to seven years for equipment and the shorter of the lease term or estimated useful
lives for leasehold improvements. When assets are sold or retired, the corresponding cost and accumulated depreciation are removed from the related
accounts and any gain or loss is recorded in the period of sale or retirement. Repair and maintenance costs are expensed as ineurred. Depreciation expense
was $63.0 million, $32.1 million and $16.3 million for the years ended December 31, 2015, 2014 and 2013, respectively.

The canying values of long-lived assets are reviewed for possible impairment whenever events, cireumstances or operating results indicate that the
carrying amount of an asset may not be recoverable. IEthis review indicates that the asset will not be recoverable, as determined based upon the undiscounted
cash flows of the operating asset over the remaining usefitl lives, the carrying value of the nsset will be reduced to its estimated fair value. Fair value estimates
are based on independent appraisals, market values of comparable assets or intemal evaluations of future net cash flows.

Goodwill and Indefinite-Lived Intangible Assets

Our goodwill and other indefinite-lived intangible assets, which consist of licenses and accreditations and certificates of need intangible assets that are
not amortized, are evaluated for impaimment annually during the fourth quarter or more frequently if events indicate that the carrying value of a reporting unit
may not be recoverable. We have two operating segments, 1S, Facilities and UK. Facilities, for segment reporting purposes, each of which represents a
reporting unit for purposes of the Company’s poodwill impaimment test. Potential impairment is noted for a reporting unit ifits carrying value exceeds the fair
value of the reporting unit. For a reporting unit with potential impairment of goodwill, we determine the implied fair value of goodwill. If the carrying value
of goodwill exceeds its implied fair value,an impairment loss is recorded. Our annual impairment tests of goodwill and other indefinite-lived intangibles in
2015,2014 and 2013 resulted in no impaitment charges.

Income Taxes

We use the asset and liability method ofaccounting for income taxes. Under this methad, deferred income taxes reflect the net tax effects of temporary
differences between the earrying amounts of agsets and liabilities for financial reporting purposes and the amounts used for income tex putposes and net
operating logs and tax credit carry forwards. The amount of deferred taxes on these temporary differences is detenmined using the tax rates that are expected to
apply to the period when the asset is realized or the liability is settled, as applicable, based on tax rates and laws in the respective tax jurisdiction enacted as
of the balance sheet date.

We review our deferred tax assets forrecoverability and establish a valuation allowance based on historical taxable income, projected fiture taxable
income, applicable tax strategies, and the expected timing of the reversals of existing tempoxary differences. A valuation allowance is provided when it is
more likely than not that some portion or all ofthie deferred tax assets will not be realized.

We report a liability for unrecognized tax benefits resulting from uncertain tax positions taken or expected to be taken in a tax retum. We recognize
interest and penalties, if any, related to untecognized tax benefits in income tex expense.

We also have aceruals for taxes and assoeiated interest that may become payable in future years as aresult of audits by tax authorities, We accrue for
tax contingencies when it is more likely thannot that a lisbility to a taxing authority has been incurred and the amount of the contingency can be reasonably
estimated. Although we believe that the positions taken on previously filed tax
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returns are reasonahle, we nevertheless have established tax and interest reserves in recognition that various taxing authorities may challenge the positions
taken by us resulting in additional Habilities for taxes and interest. These amounts are reviewed as circumstances warrant and adjusted as svents oceur that
affect our potential liability for additional taxes, such as lapsing of applicable statutes of limitations, conclusion of tax audits, additional exposure based on
cutrent caleulations, identification of new issues, release of administrative guidance, or rendering ofa court decision affecting a particular tax issue.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Information with respect to this Item is provided under the caption “Market Risk” under “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations.” :

Item 8. Financial Statements and Supplementary Data.

Information with respect to this Item is contained in our consolidated financial statements beginning on Page F-1 of this Annual Report on Form 10-K.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

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

As of the end of the period covered by this report, out management conducted an evaluation, with the participation of our chief executive officer and
chief financial officer, of the effectiveness of our disclosure controls and procedures (as defined in Rules 132-15(¢) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (the "Exchange Act™)), Based on this evaluation, our chiefexecutive officer and chief financial officer have concluded
that our disclosure contrals and procedures are effective to ensure thal information requited to be disclosed by us in the teports that we file or submit under
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in Qecurities and Exchange Commission’s rules and
forms and that snch information is accumulated and communicated to management, including our chief executive officer and chief financial ofTicer, as
appropriate to allow timely decisions regarding required disclosure.

Reports on Internal Control Over Financial Reporting

Pursuant to Section 404 of the Sarbanes-Oxley Act 0f2002, we have included a report of management’s assessment of the design and operating
effectivencss of our internal controls as part of this report. Our independent registered public accounting firm also reported on the effectiveness of internal
control over financial reporting. Management’s report and the independent registered public accounting firm’s report are included in our consolidated
financial statements beginning on page F-1 ofthis report underthe captions entitled “Management’s Report on Internal Control Over Financial Reporting”
and “Report of Independent Registered Public Accounting Firm.”

Changes in Internal Control Over Financial Reporting

There have been no changes in our intemal control over financial reporting during the fourth quarter ended December 31,2015 that have materially
affected or are reasonably likely to materially affect our internal control over financial reporting.

Item 9B. Other Information.

None.
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PART III
Ttem 10. Directors, Executive Officers and Corporate Governance.
Directors

The information with respect to our directors set forth under the caption “Election of Directors” in our Definitive Proxy Statement for the Annual
Meeting of Stockholders to be held May 19,2016 is incorporated herein by reference.

Audit Committee
The information with respect to our Audit Committee and our audit committee financial experts serving on the Audit Committee is set forth under the

caption “Corporate Govemnance — Committees of the Board of Directors — Andit Committee” in our Definitive Proxy Statement for the Annual Meeting of
Stockholdets to be held May 19,2016 is incorporated herein by reference. .

Executive Officers

The information with respect to our executive officers set forth under the caption *Management — Executive Officers” in our Definitive Proxy
Statement for the Annual Meeting of Stockholders to be held May 19,2016 is incorporated lierein by reference.

Section 16(a) Compliance

The information with respect to compliance with Section 16(a) of the Exchange Act set forth under the caption “Section 16(a) Beneficial Ownership
Reporting Compliance” in our Definitive Proxy Statement for the Annual Meeting of Stockholders to be held May 19,2016 is incorporated herein by
reference.

Stockholder Nominees

The information with respect to the procedures by which stockhiolders may recommend nominees to {he Board of Directors set forth under the caption
“Corporate Governance — Nomination o fDirectors — Nominations by Our Stockholders™ in our Definitive Proxy Statement for the Annual Meeting of
Stockholders to be held May 19,2016 is incomporated herein by reference.

Corporate Governance Documents

We have adopted a Code of Conduct that applies to all of our directors, officers and employees and a Code of Ethics for Senior Financial Officers.
These documents, as well as the charters of the Audit Committee and the Compensation Committee, are available on our website at
www.acadizhealthcare.com an the Investors webpage under the caption "Corporate Governance." Upon the written request ofany person, we will fumish,
without charge, a copy of any of these documents. Requests should be directed to Acadia Healtheare Company, Inc., 6100 Tower Cirale, Suite 1000, Franklin,
Tennessee 37067, Attention: Christopher L. Howard, Esq. We intend to disclose any amendments to our Code of Ethics and any waiver from a provision of
our code, as required by the SEC, on our website,

Item 11. Executive Compensation

The information with respeet to the compensation of our execulive officers set forth underthe caplions “Executive Compensation,” “Compensation
Discussion and Analysis,” “Director Compensation” and “Compensation Committee Report” in our Definitive Proxy Statement for the Annual Meeting of
Stockholders to be held May 19,2016 is incorporated herein by reference.

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

The information with respect to security owmnership of certain beneficial owners and management and related stockholder matters set forth under the
caption “Security Ownership of Certain Benelicial Owners and Management” in our Definitive Proxy Statement for the Annual Meeting of Stockholders to
be held May 19, 2016 is incorporated herein by reference. '

The information with respect to securitics authorized for issuance under equity compensation plans set forth under the caption “Securities Authorized
for Tssuance Under Equity Compensation Plans” in our Definitive Proxy Statement for the Annual Meeting of Stockholders to be held May 19,2016 is
incorporated herein by reference.
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Item 13. Certain Relationships and Related Transactions, and Director Independence

The information with respect to cextain relationships and related transactions and director independence set forth under the captions “Certain
" Relationships and Related Transactions™ and “Corporate Governance — Independence ofthe Board of Directors” in our Definitive Proxy Statement for the
Annual Meeting of Stockholders to be held May 19,2016 is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

The information with respect to the fees paid to and services provided by our principal accountants set forth under the caption “Ratification of
Appointment of Independent Registered Public Accounting Firm” in our Definitive Proxy Statement for the Annual Meeting of Stockholders to be held
May 19,2016 is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules.

(2) The following documents are filed as part of this Annual Report on Form 10-K:

1. Consolidated Financial Statements:
The consolidated financial statements required to be included in Part II, Item 8, Financial Statements and Supplementary Data, begin on Page F-1 and
are submitted as a separate section of this report.

2. Financial Statement Schedules:

All schedules are omitted because they are not applicable or are not required, or because the required information is included in the consolidated
financial statements or notes in this report.

S5 Exhibits:

Exhibit

No. Exhibit Deseription

2.1 Agreement and Plan of Merger, dated May 23,2011, by and among Acadia Healthcare Company, Inc. (the “Company”), Acadia Merger Sub,
LLC and PHC, Inc. (2)

2.2 Agreement and Plan of Merger, dated February 17,2011, by and among the Company (flk/a Acadia Healthcare Company, LLC), Acadia—YFCS
Acquisition Company, Inc., Acadia—YTCS Holdings, e, Youth & Family Centered Services, Inc., each of the stockholders who are
signatories thereto, and TA Associales, Inc., solely in the eapacily as Stockholders’ Representative. (b)

2.3 Asset Purchase Agreement, dated as of March 15,2011, between Universal Health Services, Inc. and PHC, Inc. for the acquisition of
MeadowWood Behavioral Health System. (¢)

24 Membership Interest Purchase Agreement, dated December 30,2011, by and among Hermitage Behavioral, LLC, Haven Behavioral Healthcare
Holdings, LLC and Haven Behavioral Healthcare, Inc. (d)

255 Asset Purchase Agreement, dated August 28, 2012, by and between Timberline Knolls, LLC, and TK Behavioral, LLC. (O]

2.6 Acquisition Agreement, dated November 21, 2012, by and among (i) Behavioral Centers of America, LLC, (if) Behaviaral Centers of America
Holdings, LLC, (iii) Linden BCA Blocker Corp., (iv) SBOE-BCA Hold ings Corporation, (v) HEP BCA Holdings Corp. (vi) Siguler Guff Small
Buyoul Opportunities Fund, LP, and Siguler Guff Small Buyout Opportunities Fund (F), LP, (vii) Health Enterprise Partners, L., HEP BCA Co-
Tnvestors, LLC, (viii) Linden Capital Partners A, LP, (ix) Commodore Acquisition Sub, LLC, and (x) the Company (the “BCA Purchase
Agreement™). (f)

2.7 Amendment No. 1, dated as of December 31, 2012, to the BCA Purchase Agreement. ®)

2.8 Membership Interest Purchase Agreement, dated November 23, 2012 by and among 2C4K, L.P,, ARTC Acquisitions, Inc., Acadia Vista, LLC
and the Company. (f)

2.9 Amendment, dated as of December 31, 2012, to Membership Interest Purchase Agreement by and among 2C4K, LP, ARTC Acquisitions, Inc.,
Acadia Vista, LLC and the Company. (g)

2.10 Stock Purchase Agreement, dated as of March 29, 2013, by and among First Ten Broeck Tampa, Inc., UMC Ten Broeck, Inc., Capestrano
Holding 12, Inc., Donald R. Dizney, David A. Dizney and Acadia Merger Sub, LLC. (h)

2.11 Agreement, dated June 3, 2014, by and among Partnerships in Care Holdings Limited, The Royal Bank of Scotland plc, Piper Holdco 2, Ltd.
and the Company. (i)

2.12 Agreement and Plan of Merger, dated as of October 29, 2014, by and among the Company, Copper Acquisition Co., Inc. and CRC Health

Group, Inc. ()
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Exhibit

No. Exhibit Description

2.13 Sale and Purchase Deed, dated as of December 31,2015, by and among Whitewell UK Investments 1 Limited, the institutional sellers named
therein, Appleby Trust (Jersey) Limited, the management sellers named therein, and the Company. (ii)

2.14 Amendment to Sale the Purchase Deed by and among Whitewell UK Investments I Limited, the representative of the institutional sellers named
therein, the representative of the management sellers named therein, and the Company. (ij)

3.1 Amended and Restated Certificate of Incorporation, as filed on October 28, 2011 with the Secretary of State of the State of Delaware. (k)

3.2 Amended and Restated Bylaws ofthe Company. (k) ‘

4.1 Indenture, dated as of March 12,2013, among the Company, the guarantors named therein and U.S. Bank National Association, as Trustee. (m)

4.2 Form of 6.125% Senior Note due 2021. (lncluded in Exhibit 4.1)

4.3 Registration Rights Agreement, dated March 12, 2013, among the Company, the guarantors named therein and Merrill Lynch, Pierce, Fenner &
Smith Incorporated. (m)

4.4 Indenture, dated July 1, 2014, by and among the Company, the guarantors party thereto and U.S. Bank National Association, as Trustee. ()

4.5 Supplemental Indenture, dated as of August 4, 2014, to the Indenture, dated as of July 1, 2014, among the Company, the guarantors named
therein and U.S. Bank National Association, as Trustee. (a)

4.6 Form of 5.125% Senior Note due 2022 (Included in Exhibit 4.4).

4.7 Registration Rights Agreement, dated July 1, 2014, by and among the Company, the guarantors party thereto and Merrill Lynch, Pierce, Fenner
& Smith Incorporated and Jefferies LLC, as Reptesentatives of the Initial Purchasers. (n)

4.8 Indenture, dated February 11, 2015, by and among the Company, the guarantors party thereto and U.S. Bank National Association, as Trustee.
®

4.9 Form of 5.625% Senior Note due 2023 (Included in Exhibit 4.8).

4.10 Registration Rights Agreement, dated February 11,2015, by and among the Company, the guarantors party thereto and Mermill Lynch, Pierce,
Fenner & Smith Incorporated and Jefferies LLC, as Representatives of the Initial Purchasers. (p)

4.11 Registration Rights Agreement, dated September 21,2015, by and among the Company, the guarantors party thereto and Merrill Lynch, Pierce,
Fenner & Smith Incorporated and Jefferies LLC, as Representatives of the Initial Purchasers. (hh)

4,12 Indenture, dated February 16,2016, by and among the Company, the guarantors party thereto and Merrill Lynch, Pierce, Fenner & Smith
Incorporated and Jefferies LLC, as Representatives of the Initial Purchasers. (mm)

4.13 Form of 6.500% Senior Note due 2024 (Included in Exhibit 4.12).

4.14 Registration Rights Agreement, dated February 16,2016, by and among the Company, the guarantors party thereto and Merrill Lynch, Pierce,
Fenner & Smith Incorporated and Jefferies LLC, as Representatives of the Initial Purchasers. (mm)

4.15 Amended and Restated Stockliolders Agreement, dated as of October 29,2014, by and among the Company and each of the stockholders

named therein. (j)
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4.16 Specimen Acadia Healthcare Company, Inc. Common Stock Certificate to be issued to holders of Acadia Healthcare Company, Inc. Common

Stock. (1)

4.17 Second Amended and Restated Registration Rights Agreement, dated as of October 29, 2014, by and among the Company and each of the
parties named therein. (j)

4.18 Amendment, dated February 11,2015, to the Second Amended and Restated Registration Rights Agreement dated as of October 29, 2014, by
and among the Company and each of the parties named therein. )

4.19 Third Amended and Restated Registration Rights Agreement, dated as of December 31, 2015, by and among the Company and each of the
parties named therein. (ii)
4.20 Form of Subscription Agreement and Warrant. (s)

10.1 Amended and Restated Credit Agreement, dated December 31, 2012, by and among Bank of America, NA (Administrative Agent, Swing Line
Lenderand L/C Tssuer) and the Company (Fk/a Acadia Healtheare Company, LLC), the guarantors Jisted on the signature pages thereto, and the
lenders listed on the signature pages thereto (the "Credit Agreement”). (g)

10.2 Pirst Amendment, dated March 11, 2013, to the Credit Agreement. (m)

10.3 Second Amendment, dated June 28,2013, to the Credit Agreement. (t)

104 Third Amendment, dated September 30,2013, to the Credit Agreement. (1)

10.5 Fourth Amendment, dated February 13,2014, to the Credit Agreement. (v)

10.6 Fifth Amendment, dated June 16,2014, to the Credit Agreement. (W)

10.7 Sixth Amendment, dated December 15,2014, to the Credit Agreement. (x)

10.8 Seventh Amendment, dated Febmary 6,2015,to the Credit Agreement. (p)

109 First Incremental Facility Amendment, dated February 11, 2015, to the Credit Agreement. (p)

10.10 Eighth Amendment, dated April 22,2015, to the Credit Agreement. (ff)
10.11 Ninth Amendment, dated January 25,2016, to the Credit Agreement. {kk)
10.12 Second Incremental Facility Amendment, dated February 16,2016, to the Credit Agreement. (mm)

$10.13 Amended and Restated Employment Agreement, dated April 7,2014, among the Company, Acadia Management Company, Inc. and Joey A.
Jacobs. (y)

+10.14 Amended and Restated Employment Agreement, dated April 7, 2014, among the Company, Acadia Management Company, Inc. and Brent
Tumer. (y)

110.15 Amended and Restated Employment Agreement, dated April 7, 2014, among the Company, Acadia Management Company, Inc. and Ronald M.
Fincher. (y)

f10.16 Amended and Restated Employment Agreement, dated April 7,2014, among the Company, Acadia Management Company, Inc. and Christo pher
L. Howard. (y)

+10.17 Employment Agreement, dated April 7,2014, by and among the Company, Acadia Management Company, Inc. and David M. Duckworth. (y)
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$10.18
$10.19
+10.20
$10.21
$10.22
$10.23
$10.24
$10.25
$10.26
$10.27
$10.28
+10.29
$10.30
$10.31
$10.32

1033

1034

10.35

10.36

10.37

10.38

10.39

21*
23%
31.1*

Exhibit Deseription
Employment Agreement, dated as of May 23,2011, by and between the Company and Bruce A. Shear. ()
PHC, Inc.’s 1993 Stock Purchase and Option Plan, as amended December 2002. (z)
PHC, Inc.’s 1995 Non-Employee Director Stock Option Plan, as amended December 2002. (z)
PHC, Inc.’s 1995 Employee Stock Purchase Plan, as amended December 2002. (z)
PHC, Inc.’s 2004 Non-Employee Director Stock Option Plan. (aa)
PHC, Inc.’s 2005 Employee Stock Purchase Plan. (bb)
PHC, Inc.’s 2003 Stock Purchase and Option Plan, as amended December 2007. (bb)
Acadia Healthcare Company, Inc. Incentive Compensation Plan, effective May 23,2013. (cc)
Form of Restricted Stock Unit Agreement. (b)
Form of Incentive Stock Option Agreement. (b)
Form of Non-Qualified Stock Option Agreement. (b)
Form of Restricted Stock Agreement. (b)
Form of Stock Appreciation Rights Agreement. (b)
Acadia Healthcare Company, Inc. Nongqualified Deferred Compensation Plan, effective February 1,2013. (dd)
Nonmanagement Director Compensation Program, effective January 1,2013. (dd)
Form of Indemnification Agreement (for directors and officers affiliated with Waud Capital Partners ot Bain Capital). (k)
Fom of Indemnification Agreement (for directors and officers not affiliated with Waud Capital Partners or Bain Capital). (k)

Purchase Agreement, dated March 7, 2013, by and among the Company, the guarantors and Memill Lynch, Pierce, Fenner & Smith Incorporated
as representative of the initial purchasers named therein. (m)

Purchase Agreement, dated June 17, 2014, by and dmong the Company, the guarantors, Menill Lynch, Pierce, Fenner & Smith Incorporated and
Jetferies LLC as representatives of the initial purchasers named therein, (1)

Purchase Agreement, dated February 5, 2015, by and among the Company, the guarantors, Merrill Lynch, Pierce, Fenner & Smith Incorporated
and Jefferics LLC as representatives of the initial purchasers named therein. (ee)

Purchase Agreement, dated September 14, 2015, by and among the Company, the guarantors, Menill Lynch, Pierce, Fenner & Smith
Incorporated and Jefferies LLC, as representatives of the initial purchasers named therein. (eg)

Purchase Agreement, dated February 4,2016, by and among the Company, the guarantors, Menill Lynch, Pierce, Fenner & Smith Incorporated
and Jefferies LLC as representatives of the initial purchasers named the rein. (1)

Subsidiaries of the Company.
Consent of Independent Registered Public Accounting Firm.
Rule 13a-14(a) Certification of the Chief Executive Officer of the Company pursuant to Section 302 of the Sarbanes-Oxley Act 0£2002.
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31.2* Rule 13a-14(a) Certification of the Chief Financial Officer of the Company pursuant to Section 302 of the Sarbanes-Oxley Act 0£2002.
32.1% Section 1350 Certification of Chairman of the Board and Chief Executive Officer of the Company pursuant to Section 906 of the Sarbanes-
Oxley Act 0f2002.
32.2% Section 1350 Certification of Chief Financial Officer of the Company pursuant to Section 906 ofthe Sarbanes-Oxley Act 0f2002.
101.INS** XBRL Instance Document.
101.SCH** XBRL Taxonomy Extension Schema Document.

101.CAL** XBRL Taxonomy Calculation Linkbase Document.
101.LAB** XBRL Taxonomy Labels Linkbase Document.

101 PRE** XBRL Taxonomy Presentation Linkbase Document.
T Indicates management contract or compensatory plan or arrangement.
i Filed herewith,

** The XBRL related information in Exhibit 101 to this Annual Report on Form 10-K shall not be deemed “fited” for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended, ox otherwise siibject to liability of that section and shall not be incorporated by reference into any
filing or other document pursuant to the Securities Act of 1933, as amended, except as shall be expressly set forth by specific reference in such filing
or document.

(a) Incorporated by reference to exhibits filed with PHC, Ine.’s Current Report on Form 8-K filed May 25, 2011 (File No. 001-33323).

(b) Incorporated by reference to exhibits filed with the Company’s registration stalement on Form S-4, as amended (File No. 333-175523), originally
filed with the SEC onJuly 13,2011,

©) Incotporated by reference to exhibits filed with PHC, Inc.’s Current Report on Form 8-K filed March 18,2011 (File No. 001-33323).

@) Incorporated by reference to exhibits filed with {he Company's Current Report on Form 8-K filed January 5,2012 (File No. 001-35331).

(e) Incorporated by reference to exhibits filed with the Company’s Current Repari on Form 8-K filed September 4, 2012 (File No. 001-3 5331).

® Incorporated by reference to exhibits filed with the Company’s Current Repaort on Form 8-K filed November27, 2012 (File No. 001 -35331).

&) Incorporated by reference to exhibits filed with the Company's Current Report on Form 8-K filed January 2, 2013 (File No. 001-3 5331).

®) Incorporated by reference to exhibits filed with the Company’s Current Repart on Form 8K filed April 4,2013 (File No. 00 1-35331).

0] Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8K filed June 6, 2014 (File No. 001-35331).

G) Incorporated by reference fo exhibils filed with the Company’s Current Report on Form 8-K filed October 30, 2014 (File No, 001-35331).

k) Incorporated by reference ta exhibits filed with the Company’s Current Report on Form 4.K filed Novembet 1, 2011 (File No. 001-35331).

(0] Incorporated by reference to exhibits filed with the Company’s Curtent Report on Form 8-K filed June 18, 2014 (File No, 001-35331).

(m)  Incorporated by reference to exhibits filed with the Company's Cumrent Report on Form 8-K filed March 12,2013 (File No. 001-35331).

) Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed July 2, 2014 (File No. 001-35331).
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Incorporated by reference to exhibits filed with the Company’s registration statement on Form §-4 filed August 8, 2014 (File No. 333-198004).
Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8K filed February 12,2015 (File No. 001-35331),
Incorporated by reference to exhibits filed with the Company’s Quarterly Report on Form 10-Q for the three months ended June 30, 2012 (File
No. 001-35331).

Incotporated by reference to exhibits filed with the Company’s registration statement on Form S-1, as amended (File No, 333-175523), originally
filed with the SEC on November 23,2011,

Incorparated by reference to exhibits filed with PHC, Inc.’s Current Report on Form 8-K filed May 13,2004 (File No. 001-33323).

Incorporated by reference to exhibits filed with the Company’s Quarterly Report on Form 10-Q forthe three months ended June 30,2013 (File
No. 001-35331).

Incorporated by reference to exhibits filed with the Company’s Quarterly Report on Form 10-Q for the three months ended September 30,2013 (File
No. 001-35331). \

Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed February 19,2014 (File No. 001-35331).
Incorporated by reference to exhibits filed with the Company’s Cument Report on Form 8-K filed June 17, 2014 (File No, 001-35331).
Incorporated by reference to exhibits filed with the Company’s Cumrent Report on Form 8-K filed December 15, 2014 (File No. 001-35331),
Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed April 11,2014 (File No. 001-35331).
Incorporated by reference to exhibits filed with PHC, Inc.’s registration statement on Form 8-8 filed January 8, 2003 (File No, 333-102402).
Incorporated by reference to exhibits filed with PHC, Tnc.’s registration statement on Form -8 filed April §,2005 (File No. 333-123842).
Incotporated by reference to exhibits filed with PHC, Inc.’s registration statement on Form 5-8 filed March 6, 2008 (File No. 333-149579).
Incorporated by reference ta exhibits filed with the Company's registration statement an Form §-8 filed Tuly 30,2013 (File No. 333-190232).
Incorporated by reference to exhibits filed with the Company's Quarterly Report on Form 10-Q for the thiee months ended March 31,2013 (File
No. 001-35331), '

Incorporated by reference to exhibits filed with the Company’s Current Report on Form §-K filed February 6, 2015 (File No. 001-3533 1).
Tncorporated by reference to exhibits filed with the Company’s Quarterly Report on Form 10-Q for the three months ended March 3 1,2015 (File
No, 001-35331).

Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed September 15, 2015 (File No, 001-3533 1.
Incomporated by reference to exhibits filed with the Comipany’s Current Report on Form 8-K filed September 21, 2015 (File No. 001-3533 1).
Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed January 4, 2016 (File No. 001-35331).
Incorporated by reference to exhibits filed with the Company’s Cument Report on Form 8-K filed January 8, 2016 (File No. 001-35331).
Incomporated by reference to exhibits filed with the Company’s Cuirent Report on Form 8-K filed January 27, 2016 (File No. 001-35331).
[ncorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed February 5, 2016 (File No. 001-35331).
Incorporated by reference to exhibits filed with the Company’s Current Report on Form 8-K filed February 16,2016 (File No. 001-35331).
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Qur manppement is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is defined in
Exchange Act Rules |3a-15(f)and 15d-15(f). Under the supervision and with the participation of our management, including our Chief Hxecutive Officer and
Chief Financial Officer, we conducted an evaluation of the effectiveness of our internal control aver financial reporting as of December 31, 2015 based on the
framework in Intemnal Control—Integrated Framework issued by the Comimittee of Sponsoring Organizations of the Treadway Commission (2013 framework)

(COSO). Based on that evaluation, our management concluded that our intemal control over financial reparting was effective as of December 31,2015,

We acquired CRC Health effective February 11,2015, QAM effective March 1, 2015, two facilities from Choice Lifestyles effective April 1, 2015,
Pastoral Care Group effective April 1,2015; Mildmay Oalks effective April 1,2015, 15 facilities from Care UK Limited effective June 1,2015, one facility
fram Choice Lifestyles effective June 1, 2015, The Manor Clinic effective July 1,2015, Belmont effective July 1,2015, Southcoast effective August il,
2015, three facilities from The Danshell Group effective September 1, 2015, two facilities from Health and Social Care Partnerships effective September 1,
2015, Manor Hall effective September 1, 2015, Meadow View effective October 1, 2015, Cleveland House effective November 1, 2015, Duffy’s effective
November 1, 2015, Discovery House effective November 1, 3015 and MMO effective December 1, 2015, We excluded these facilities from our assessment of
and conclusion on the effectiveness of our intemal control over financial reporting. For the year ended December 31, 2015, these facilities contributed
$553.8 million and $66.2 million of our total revenues and net income, respactively, and as of December 31, 2015, accounted for §1.4 billion and $187.8
million of our total and net assets, respectively.

Our accompanying consolidated financial statements have been audited by the independent registered public accounting firm of Emst & Young LLP.
Reports of the independent registered public accounting firm, including the independent registered public accounting firm’s report on our intetnal control
aver financial reporting, are included in this report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Acadia Healthcare Company, Inc.

We have audited Acadia Healthcare Company, Inc.'s intemal control over financial reporting as of December 31,2015, based on criteria established in
Internal Control — Tntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 fiamework) (the “COSO
criteria”). Acadia Healtheare Company, Ine.’s management is responsible for maintaining effective intemal control over financial reporting, and for its
assessment of the effectiveness of intemal control over financial reporting included in the accompanying Management’s Report on Internal Contral Over
Financial Reporting. Our responsibility is to express an opinion on the company’s internal cantrol over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those gtandards require that
we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material
vespects. Our audit included obtaining an understanding of intemal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of intemal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances. We belieye that aur audit provides a reasonable basis for our opinion.

A company's intemal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for extemal purposes in accordance with generally accepted accounting principles. A company’s internal control
over finaneial reporting includes those policies and procedures that (1) pertain fo the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions dre recorded as necessary to permit
preparation of financial stalemenis in accordance with generally accepted accounting pringiples, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or

timely detection ofunauthorized acquisition, nse, or disposition ofthe compuny’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, intemal control over financial reporting may not prevent or detect misstatements, Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

As indicated in the accompanying Management's Report on Intemal Control Over Financial Repoiting, management’s assessment o fand conclusion on the
effectiveness of intemnal contiol over financial reporting did not include the intemal controls of CRC Health, QAM, Choice Lifestyles, Care UK Limited,
TPastoral Care Group, Mildmay Oaks, The Manor Clinic, The Danshell Gronp, Health and Social Care Partnerships, Manor Hall, Belmont, Southeoast, Dufly's,
Discavety House, Meadow View, Cleveland House, and MMO, which are included in the December 31,2015 consolidated financial statements of Acadia
Healthcare Company, I, and constituted $1.4 billion and $187.8 million of total and net assets, respectively, as of December 31,2015 and $553.8 million
and $66.2 million of revenues and nel income, regpectively, for the year then ended. Our audit ofinteral control over financial reporting of Acadia
Healtheare Company, Inc, also did not inglude an evaluation of the internal control over financial reporting of CRC Health, QAM, Care UK Limited, Choice
Lifestyles, Pastoral Care Group, Mildmay Oaks, The Manor Clinic, The Danshell Group, Health and Social Care Partnerships, Manor Hall, Belmont,

Southeoast, Duffy’s, Discovery House, Meadowview, Cleveland House, and MMO.

In our opinion, Acadia Healthcare Company, Inc. maintained, in all material respects, effective intemnal control over financial reporting as of December 31,
2015, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets
of Acadia Healtheare Company, Inc. as of December 31,2015 and 2014, and the related consolidated statements of income, comprehensive income, squity,
and cash flows for each of the three years in the period ended December 31, 2015 and our report dated February 235, 2016 expressed an unqualified opinion
thereon.

/s/ Emst & Young LLP

Nashville, Tennessee
February 25,2016
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Acadia Healthcare Company, Inc.

We have dudited the accompanying consolidated balance sheets of Acadia Healtheare Company, Inc. as of December 31, 2015 and 2014, and the related
consalidated statemenis of income, comprehensive income, equity, and cash lows for each ofthe three years in the period ended December 31, 2015. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements, An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We beligve that our audits
provide a reasonable basis for our opinion.

In our apinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of Acadia Healthcare
Company, Inc. at December 31,2015 and 2014, and the consalidated resulls of its operations and its cash flows for each of the three years in the period ended
December 31, 2015, in conformity with U.S. generally accepted acconnting principles.

As discussed in Note 2 to the consolidated financial statements, the Company changed its presentation of debt issuance costs on its consolidated balance
sheets, as a result of the adoption of the amendments to the FASB Accounting Standards Codification resulting from Accounting Standards Update No, 2015-
03, Simplifying the Presentation of Debt Issuance Costs, and the Company changed the classification ofall deferred tax assets and liabilities to noncurrent on
the December 31, 2015 consolidated balance sheet as a result of the adoption of the amendments to the FASB Accounting Standards Codification resulting
from Accounting Standards Update No. 2015-17, Balance Sheet Classification of Deferred Taxes.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Acadia Healthcare Company,
Tne.’s intemal control over finaneial reporting as of December 31,2015, based on criteria established in Internal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework), and our report dated February 25, 2016 expressed an
unqualified opinion thereon.

/s/ Bmst & Young LLP

Nashville, Tennessee
February 25,2016
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Acadia Bealthcare Company, Inc.
Consolidated Balance Sheets
December 31,
2015 2014

(In thousands, except share and per
share amounts)

ASSETS
Current assets:
Cash and cash equivalents $ 11,215 $ 94,040
Accounts receivable, net of allowance for doubtful accounts of $29,332 and $22,449, respectively 216,626 118,378
Deferred tax assets - 20,155
Other current assets - 66,895 41,570
Total current assets 294,736 274,143
Property and equipment:
Land 214,138 132,406
Building and improvements ) 1,277,800 858,055
Equipment 141,543 73,584
Construction in progress 195,042 66,268
Less accumulated depreciation (119,470) (60,613)
Propetty and equipment, net 1,709,053 1,069,700
Goodwill 2,128,215 802,986
Il}tangihle. assets, net 59,575 21,636
Deferred tax assets — noncurrent 49,114 13,141
Other assets 38,515 25,349
Total assets $ 4,279,208 $ 2206955
LIABILITIES AND EQUITY
Current liabilities:
Current portion of long-term debt $ 45360 $ 26,965
Accounts payable 91,341 48,696
Accrued salaries and benefits 80,696 59,317
Other accrued liabilities - 72,806 30,956
] Total cuirent liabilities 290,203 165,934
Long-term debt 2,195,384 1,052,670
Deferred tax liabilities — noncument 23,936 63,880
Other liabilities 78,602 43,506
Total liabilities 2,588,125 1,325,990
Redeemable noncontrolling interests 8,055 —
Equity:

Pieferred stock, $0.01 par value; 10,000 ,000 shares authorized, no shares issued - - —
Common stock, $0.01 par value; 90,000,000 shares authorized; 70,745,746 and 59,21 1,859 issued and

ountstanding as of December 31,2015 and 2014, respectively 707 592
Additional paid-in capital | 1,572,972 847,301
Accunmilated other comprehensive loss (104,647) (68,370)
Retained eamings 213,996 101,442

Total equity 1,683,028 880,965
Total ljabilities and equity $ 4279208 $§ 2206955

See accompanying notes.
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Acadia Healthcare Company, Inc.
Consolidated Statements of Income

Year Ended December 31,

1015 2014 2013
» (In thousands, except per share amounts)
Reévenue before provision for doubtful accounts $1,829,619 $1,030,784 $735,109
Provision for doubtful accounts (35,127) (26,183) (21,701)
Revenue 1,794,492 1,004,601 713,408
Salaries, wages and benefits (including equity-based compensation expense 0f$20,472, $10,058 and $5,249,
respectively) 973,732 575412 407,962

Professional fees 116,463 52,482 37,171
Supplies 80,663 48,422 37,569
Rents and leases 32,528 12,201 10,049
Other operating expenses 206,746 110,654 80,572
Depreciation and amortization 63,550 32,667 17,090
Interest expense, net 106,742 48,221 37,250
Debt extinguishment costs 10,818 — 9,350
Loss {gain) on forcign currency derivatives 1,926 (15,262) —
Transaction-related expenses 36,571 13,650 7,150

Total expenses 1,629,739 878,447 644,163
fncome fiom continuing operations before income taxes 164,753 126,154 69,245
Provision for income taxes ' 53,388 42,922 25915
Income from continuing operations 111,365 83,232 43,270
Income (loss) fromt discontinued operations, net of income taxes 111 (192) (691)
Net income 111,476 83,040 42,579
Net loss attributable to noncontrolling interests 1,078 — —
Net income attributable to Acadia Healthcare Company, Inc. $ 112,554 $ 83,040 $ 42,579
Basic eamings attributable to Acadia Healthcare Company, Inc. stockholders:

Income from continuing operations 3 165 § 1.51 $ 087

Loss from discontinued operations — — 0.02)

Net income $ 1.65 $ 1.51 $§ 085
Diluted eamings attributable to Acadia Healthcare Company, Inc. stockholders:

Income from continuing operations $ 1.64 & 150 §$§ 086

Loss from discontinued operations — — (0.01)

Net income $ 1.64 3 1.50 § 085
Weighted-average shares outstanding:

Basic 68,085 55,063 50,004

Diluted 68,391 55,327 50,261

See accompanying notes.
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Acadia Healthcare Company, Inc.
Consolidated Statements of Comprehensive Income

Net income

Other comprehensive lass:
Fareign currency translation loss ) } )
Pension liability adjustment, net oftax of $0.9 million, $0.6 and $0, respectively

Other comprehensive loss

Comprehensive loss

Comprehensive loss atiributable to noncontrolling interests

Comprehensive (loss) income attributable to Acadia Healtheare Company. Inc.

See accompanying notes.
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Year Ended December 31,
2015 2014 2013
(In thousands)
$111,476 $ 83,040  $42,579

(40,103)  (66,206) —
3,826 (2,164) —
(36277) _(68,370) ==y
75,199 14,670 42,579
1,078 — —
$ 76277 $14,670  $42,579
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Acadia Healthcare Company, Inc.
Consolidated Statements of Equity
Retained
Additional Other Earnings
Common ek Paid- Comprehensive (Accumulited
- Shares Amount in Capital Loss Deficit) Total
Balance at January 1,2013 49887 $ 499 $ 456,228 § — $ (24,177) 8 432,550
Common stock issued under stock incentive plans 184 2 311 -~ — 313
Common stock withheld for minimum statutory taxes — — (1,555) — — (1,555)
Equity-based compensation expense — — 5,249 — — 5,249
Excess tax benefit from equity awards —_ — 1,779 — — 1,779
Issuance of common stock, net — — (205) - — (205)
Net income . -— — -— —_— 42,579 42,579
Balance at December 31,2013 50,071 $§ 501 $ 461,807 § - $ 18,402 $ 480,710
Common stock issued under stock incentive plans 259 2 568 — — 570
Common stock withheld for minimum statutory taxes - — (4,669) — Ce (4,669)
Equity-based compensation expense — — 10,058 - — 10,058
Excess tax benefit from equity awards — — 4,617 — - 4,617
Issuance of common stock, net 8,882 89 374,342 — — 374,431
Other = — 578 — — 578
Other comprehensive loss — — = (68,370) — (68,370)
Net income — — — — 83,040 83,040
Balance at December 31, 2014 59212 $ 592 § 847301 §  (68370) § 101,442 $ 880,965
Common stock issued under stock incentive plans 384 4 1,811 — — 1,815
Common stock withheld for minimum statutory taxes — —_ ,577) — - 9,577)
Equity-based compensation expense — — 20,472 — — 20,472
Excess tax benefit from equity awards — — 309 — — 309
Issuance of common stock, net 11,150 111 711,406 — — 711,517
Other comprehensive loss - - — (36,277) — 36,277)
Other — — 1,250 — — 1,250
Net income attributable to Acadia Healthcare Company, Inc.
stockholders -— — — —- 112,554 112,554
Balance at December 31,2015 70,746 § 707  $1,572972 §  (104647) § 213,99 $1,683,028

See accompanying notes.
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Operating activities:
Net income

Adjustments to reconcile net income to net cash provided by continuing operating activities:

Depreciation and amortization
Amortization of debt issuance costs
Equity-based compensation expense
Deferred income tax expense

(Income) loss from discontinued operations, net of taxes

Debt extinguishment costs
Loss (gain) on foreign currency derivatives
Other

Acadia Healthcare Company, Inc.
Consolidated Statements of Cash Flows

Change in operating assets and liabilities, net of effect of acquisitions:

Accounts receivable, net

Other current assets

Other assets

Accounts payable and other accrued liabilities
Accrued salaries and benefits

Other liabilities

Net cash provided by continuing operating activities

Net cash (used in) provided hy discontinued operating activities

th cash provided by operating activities
Investmg activities:

Cash paid for acquisitions, net of cash acquired
Cash paid for capital expenditures

Cash paid for real estate acquisitions

Settlement of foreign currency derivatives

Other

Net cash used in investing activities

Financing activities:

Borrowings on long-term debt

Borrowings on tevolving credit facility

Principal payments on revolving credit facility
Principal payments on long-term debt

Repayment C of assumed CRC debt

Repayment of senior notes

Payment of debt issuance costs

Payment of premium on senior notes

Issuanccs of common stock, net

Common stock withheld for minimum statutory taxes, net
Excess tax benefit from equity awards

Cash paid for contingent consideration

Other

Net cash provided by financing activities

Bffect of exchange rate changes on cash

Net increase(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the period
_Cash and cash equivalents at end of the period

(continued on next page)
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Year Ended December 31,
2015 2014 2013
(In thounsands)

$ 111,476 § 83,040 $ 42,579

63,550 32,667 17,090
6,709 3,198 2,264
20,472 10,058 5,249
43,613 7,215 10,083
(111) 192 691
10,818 — 9,350
1,926 (15,262) —
1,615 488 21
(24,954) (15,110) (21,242)
@,717) (2,011) (3,652)
(8,021) (6,513) (2.239)
6,868 2,793 (848)
1,658 11,980 2,303
9,236 2,749 3,181
242,138 115,484 65,330
(1,735) (198) 232
240,403 115,286 65,562
(74,777)  (738,702)  (164,019)
Q76,047)  (113,244) (68,941)
(26,622) (23,177) (8,092)
(1,926) 15,262 —
(5,099 013) (1,926)
(884471)  (860,774)  (242,978)
1,150,000 542,500 150,000
468,000 230,500 61,500
(310,000)  (284,000) (8,000)
(31,965) (7,695) (7,680)
(904,467) — —
(97,500) o= (52,500)
(26,421) (12,993) 4.307)
(7,480) — (6,759)
331,308 374,431 (205)
(7,762) (4,099) (1,242)
309 4,617 1,779
— (5,000) —
(420) (289) —
563,602 837,972 132,586
(2.359) (3,013) —
(82,825) 89,471 (44,330)
94,040 4,569 49,399

$ 11,215 $§ 94,040 5 4,569
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Acadia Healthcare Company, Inc.
Consolidated Statements of Cash Flows (continued)
Year Ended December 31,
2015 2014 2013

. (In thousands)
Supplemental Cash Flow Information:

Cash paid for interest $ 87,034 836776 § 33270
Cash paid for income taxes $ 6,911 & 32257 $ 16,960
Significant Non-Cash Transactions:

Contingent consideration issued in connection with acquisition $ — § 1467 3§ —
Effect of acquisitions:

Assets acquired, excluding cash $ 1,988,634  $819,518 $192,928
Liabilities assumed (1,024,515) (78,849) (17,725)
Issuance of common stock in connection with acquisition (380,210) — =
Redeemable noncontrollmg interest resulting from acquisitions (9,132) — —
Deposits paid for acquisitions S - - 500
Prior year deposits paid for acquisitions — (500) (11,684)
Contingent consideration issued in connection with acquisition — (1467 —
Cash paid for acquisitions, net of cash acquired b 574,777  $738,702  $164,019

See accompanying notes.
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Acadia Healthcare Company, Inc.
Notes to Consolidated Financial Statements
December 31,2015

1. Description of Business and Basis of Presenfation
Description of Business

Acadia Healtheare Company, Inc. (the “Company”) develops and operates inpatient psychiatric facilities, residential treatment centers, group homes,
substance abuse facilitics and facilities providing outpatient behavioral healthcare services to seive the behavioral health and recovery needs of communities
throughout the United States, the United Kingdom and Puerto Rico. At December 31,2015, the Company operated 258 behavioral healthcare facilities with
over 9,900 beds in 39 states, the United Kingdom and Puerto Rico.

Basis of Presentation

The business of the Company is conducted through limited liability companies, partnerships and C-corparations, The Company’s consolidated
financial statements include the accounts of the Company and all subsidiaries controlled by the Company through its” direct or indirect ownership of
majority interests and exclusive rights granted to the Company as the controlling member of an entity. All intercompany accounts and transactions have been
eliminated in consolidation.

The accompanying consolidated financial statements have been prepared in accordance with 1.8, generally accepted accounting principlies (“GAAP”).
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the amounts reported in
the cansolidated financial statements and accompanying notes, Actual results could differ from those estimates. The majority ofthe Company’s expenses are
“cost of revenue” items. Costs that could be classified as general and administrative expenses include the Company’s corporate office costs, which were
$68.3 million, $36.9 million and $29.0 million for the years ended December 31, 2015,2014 and 2013, respectively.

Certain reclassifications have been made to prior years to conform to the current year presentation.

2. Summary of Significant Accounting Policies
Cash and Cash Equivalents

The Company considers all highly liquid investments with original maturities of three fionths or less to be cash equivalents, At limes, cash and cash
equivalent balances may exceed federally insured limits. Management believes that the Company mitigates any risks by depositing cash and investing in
cash equivalents with major financial institutions.

Revenue and Accounts Receivable

Revenue is primarily derived from services rendered to patients for inpatient psychiatric and substance abuse care, oulpatient psychiatric care and
adolescent residential treatment. The Company receives payments from the following sources for services rendered in our facilities: (i) state govemments
under their respective Medicaid and other programs; (i) commercial insurers; (ifi) the federal government under the Medicare program administered by CMS;
(iv) the NHS (including Local Authorities) in the United Kingdom; and (v) individual patients and clients. Revenue is recorded in the period in which
services are provided at established billing rates less contractual adjustments hased on amounts reimbuirsable by Medicare or Medicaid under provisions of
cast or prospective reimbursement formulas or amounts due from other third-party payors at contractually determined rates.

E-11



SUPPLEMENTAL #2

March 28,2016
11:49 am

Table of Contents

The following table presents revenue by payor type asa percentage of revenue before provision for doubtful accounts:

Year Tnded December 31,

) 205 a0 200
Commercial 23.1% 23.0% 24.9%
Medicare 11.7 19.4 21.5
Medicaid 333 383 48.0
NHS 19.5 14.5 —
Self-Pay 9.6 25 34
Other _28 _23 22
Revenue _100% _100% 100%

On a combined basis, revenue related to the Medicare and Medicaid programs were 45%, 58% and 70% of all revenue bhefare provision for doubtful
accounts for the years ended December 31, 2015,2014-and 2013, r_espectively'. The Company’s concentration of credit risk from other payors is reduced by
the large number of payors and their geographic dispersion. The Company generated approximately 20% of its revenue for the year ended December 31,
2015 from facilities located in the United Kingdom, approximately 15% and 12% of its revenue fiom facilities located in the United Kingdom and Arkansas,
respectively, for the year ended December 31, 2014 and approximately 17% ofits revenue fiom facilities located in Arkansas for the year ended December 31,
2013.

Allowance for Contractual Discounts

The Company derives a significant portian o Fils revenues from Medicare, Medicaid and other payors {hat feceive discounts from established billing
rates. The Meadicare and Medicaid regulations and various managed care contracts under which these discounts must be calculated are complex, subject to
interpretation and adjustment, and may include multiple reimbursement mechanisms for different types of services provided in the Company ’s inpalient
Facilities and cost settlement provisions. Management estimates the allowance for contractual discounts on a payor-specific basis given its interpretation of
the applicable regulations or contract terms. The services authorized and provided and related reimbursement are often subject fo interpretation that could
result in payments that differ from the Company’s estimates, Additionally, updated regulations and contract renegotiations oceur frequently, necessitating
regular review and assessment of the estimation process by management.

Settlements under cost reimbursement agreements with third-party payors are estimated and recorded in the period in which the related services are
rendered and are adjusted in future periods as final seitlements are determined. Final determination of amounts eamed under the Medicare and Medicaid
progtams often oceurs in subsequent years because of audits by such programs, rights of appeal and the application of numerous technical provisions. In the
opinion of management, adequate provision has been made forany adjustments and final settlements. However, there can be no assurance that any such
adjustments and final scttlements will not have a material effect on the Company’s financial condition or results of operations. The Company’s cost report
receivables were §4.2 million and $1.9 million at December 31,2015 and 2014, respectively, and were included in other current assets in the cansolidated
balance sheets. Management believes that these receivables are properly stated and are not likely to be settled for a sipnificantly different amount. The net
adjustments to estimated cost report settlements resilted in increases to revenue of $1.9 million, $0.3 million and $0.2 million for the years ended
December 31,2015, 2014 and 2013, respectively.

Management believes that it isin compliance with all applicable laws and regulations and is not aware of any pending or threatened investigations
involving allegations of wrongdoing. While no such regulatory inguiries have been made, compliance with such laws and regulations ean be subject to
fsture governtnent review and interpretation, as well as significant regulatory action including fines, penaltics and exclusion from the Medicare and
Medicaid programs.

Allowance for Doubtful Accounts

The Company's ability to collect outstanding patient receivables from third party payors is critical to its operating performance and cash fows. The
primary collection risk with regard to patient receivables relates to uninsured patient accounts or patient accounts for which primary insurance has paid, but
the portion owed by the patient remains outstanding. The Company estimates uncollectible accounts and establishes an allowance for doubtfil accounts in
order to adjust accounts receivable to estimated net realizable value. In evaluating the collectability of accounts receivable, the Company considers a numbet
of factors, including the age of the accounts, historical collection experience, curient economic conditions, and other relevant factors, Accounts receivable
that are determined to be uncollectible based on the Company’s policies are written offto the allowance for doubtfiil accounts. Significant changes in payor

mix or business office operations could have a significant impaot on the Company’s results of operations and cash flows.
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A summary of activity in the Company’s allowance for doubtful accounts is as follows (in thousands):

Balance at Additions Accounts Balance at

Beginning of Charged to Costs Written Off, Net End of

Period and Expenses of Recoveries Period
Year ended December 31,2013 § 7484 $ 21,701 $ (10,840) $ 18,345
Year ended December 31,2014 18,345 26,183 (22,079) 22,449
Year ended December 31,2015 22,449 35,127 (28,244) 29,332

Charity Care

The Company pravides care without charge to patients who are financially unable to pay for the healthcare services they receive based on Company
policies and federal and state poverly thresholds. The costs of providing charity care services were $4.6 million, $2.5 million and $2.6 million for the years
ended December 31, 2015, 2014 and 2013, respectively. The estimated cost of charity care services was determined using a ratio of cost to gross charges
determined from our most recently filed Medicare cost reports and applying that ratio to the gross charges associated with providing charity care for the
period.

Insurance

The Company is subject to medical malpractice and other lawsuits due to the nature of the services the Company provides. The Company’s operations
have professional and general liability insurance for elaims in excess of'a $1,000,000 self-insured retention with an insured excess limit of $50 million. The
reserve for professional and general liability risks was estimated based on historical claims, demographic factors, industry trends, severity factors, and other
actuarial assumptions. The estimated acerual for professional and general liabilities could be significantly affected should current and fitture occurrences
differ from historical claim trends and expectations. While claims are monitored ¢losely when estimating professional and general liability accruals, the
complexity of the claims and wide range of potential outcomes often hampers timely adjustments to the assumptions used in these estimates. The
professional and general liability reserve was $41.9 million a5 of December 31, 2015, of which $10.5 million was included in other acerued liabilities and
£11.4 million was included in other long-term liabilities. The professional and general liability reserve was $16.3 million as of December 31, 2014, of which
§4.2 million was included in other acerued liabilities and §12.1 million was included in other long-term liabilities. The Company estitnates receivables for
the portion of professional and general libility reserves that are recoverable under the Company ' insurance policies. Such receivable was $21.3 million ag
of December 31,2015, of which $5.3 million was included in other current assets and §16.0 million was inctuded in other assets, and such receivable was
$12.0 million as of December 31, 2014, of which $3.5 million was included in other current assets and $8.5 million was included in other assets.

The Company’s statutory workers’ compensation program is fully insured with a $500,000 deductible per accident, The workers’ compensation
liability was $14.7 million as of December31, 2015, of which $7.5 million was included in ncenued salaries and benefits and $7.2 million was included in
other long-term liabilities, and such liability was $8.4 million asof December 31, 2014, of which $4.8 million was included in accrned salaries and benefitls
and $3.6 million was included in other long-term linbilities. The reserve for workers compensation claims was based upon independent actuarial estimates of
future amounts that will be paid to claimants. Management believes that adequate provisions have been made for worlcers’ compensation and professional
and general liability risk exposures.

Property and Equipment and Other Long-Lived Assets

Property and equipment are recorded at cost. Depreciation is calculated on the strai ght-line basis over the estimated useful lives of the assets, which
typically tange from 10 to 50 years for buildings and improvements, three to seven years for equipment and the shorter of the lease term or estimated useful
lives for leasehold improvements. When assets are sold or retired, the corresponding cost and accumulated depreciation are removed fiom the related

accounts and any gain or loss is recorded in the period ofsale orretirement. Repair and maintenance costs are expensed as incurred. Depreciation expense
was $63.0 million, $32.1 million and $16.3 million for the years ended December 31,2015,2014 and 2013, respectively.

The carrying values of long-lived assets are reviewed for possible impairment whenever events, circumstances or operating results indicate that the
camrying amount of an asset may not be recoverable. Ifthis review indicates that the asset will not be recoverable, as determined based upon the undiscounted
cash flows of the operating asset over the remaining useful lives, the carrying value of the asset will be reduced fo its estimated fairvalue, Fair value estimates
are based on independent appraisals, market values of comparable assets or intemal evaluations of future net cash flows.
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Goodwill and Indefinite-Lived Intangible Assels

The Company’s goodwill arid other indefinite-lived intangible assets, which consist of licenses and acereditations and cerlificates of need intangible
assets that are not amortized, are evaluated for impairment annually during the fourth quarter or more frequently if events indicate that the carrying value ofa
reporting unit may not be recoverable. The Company has two operating segments, U.S. Facilities and UK. Facilities, for segment reporting purpases, cach of
which represents a reporting unit for purposes of the Company’s goodwill impainment test. Potential impairment is noted fora reporting unit ifits catrying
value exceeds the fair value of the reporting unit. Fora reporting unit with patential impairment of goodwill, the Company determines the implied fair value
of goodwill. If the canying value of goodwill exceeds jts implied fair value, an impairment loss is recorded. The Company’s annual impairment tests of
goodwill and other indefinite-lived intangibles in 2015, 2014 and 2013 resulted in no impaimment charges.

Other Current Assets

Other current assets consisted of the following (in thousands):

As of December 31,

2015 2014
Prepaid expenses $21,817 $11,746
Other receivables 17,518 12,713
Insurance receivable — cument portion 5,290 3,500
Workers’ compensation deposits — current portion 7,500 4,800
Income taxes receivable 6,540 3,399
Inventory 4,681 3,249
Other 3,549 2,163
Other current assets $66,895 $41,570

Other Accrued Liabilities
Other accrued liabilities consisted of the following (in thousands):

As of December 31,

2015 2014
Accrued interest $26,132 $13,013
Insurance liability — current portion 10,490 4,239
Other current liabilities 7,499 725
Income taxes payable 1,367 148
Contingent consideration 667 3,000
Accrued property taxes 2,951 2,069
Other 17,700 7,762
Other accrued liabilities $72,806 $30,956

Stock Compensation

The Company measures and recognizes the cost of employee services received in exchange for awards of equity instruments based on the grant-date
fair value in accordance with Financial Accounting Standards Board (“FASB™) Accounting Standards Codification (*ASC”) Topic 718, “Compensation—
Stock Compensation” The Company uses the Black-Scholes valuation model to determine grant-date fair value for equity awards and uses straight-line
amortization of share-based compensation expense over the requisite service period of the respective awards.

Earnings Per Share

Basic and diluted eamings per share are calculated in accordance with FASB ASC 260, “Earnings Per Share,” based on the weighted-average number
of shares outstanding in each period and dilutive stock options, non-vested shares and warrants, to the extent such securities have a dilutive effect on
earnings per share.
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Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Under this method, deferred income taxes reflect the net tax effects of
temporary differences between the carrying amounts of assels and liabilities for financial reporting purposes and the amounts used for income tax purposes
and net operating loss and tax credit carryforwards. Theamount of deferred taxes on these temporary differences is determined using the tax rates that are
expected to apply to the period when the asset is realized or the liability is settled, as applicable, based on tax rates and laws in the respective tax jurisdiction
enacted as of the balance sheet date.

The Comipany reviews its deferred tax assets for recoverability and establishes a valuation allowance based on historical taxable income, projected
future taxable income, applicable tax strategies, and the expected timing of the reversals of existing temporary differences. A valuation allowance is provided
when it is more likely than not that some portion or all of the deferred tax assets will not be realized.

The Company records a liability for unrecognized tax benefits resulting from uncertain tax positions taken or expected to be taken in a tax retum. The
Company recognizes interest and penalties, if any, related to unrecognized tax benefits in income tax expense.

Recent Accounting Pronouncements

In Navember 2015, the Financial Accounting Standards Board (the “FASB™) issued Accounting Standards Update (“ASU™) 2015-17, “Balance Sheet
Classification of Deferred Taxes” (“*ASU2015-17”). ASU 2015-17 simplifies the presentation for deferred income taxes by requiring that deferred tax
linbilities and assets be classified as noncurrent in a ¢lassified statement of financial position. Although this guidance has an effective date for public
companies for annual periods beginning after December 15, 2016, the Company has elected early adoption prospectively, as pemmitted, as of December 13,
2015. As such, the consolidated balance sheet as of December 31,2014 was not retrospectively adjusted.

In September 2015, the FASB issued ASU2015-16, “Business Combinations (Subtopic 805-10)" (*ASU 2015-16"). ASU 2015-16 simplifies the
accounting for measurement-period adjustments by eliminating the requirement for an acquirer in a business combination to account for measurement-period
adjusiments retrospectively. Acquirers will recognize measurement-period adjustments during the period in which they determine the amounts, including the
effect on eamings of any amounts they would have recorded in previous periods if the accounting had been completed at the acquisition date. Although this
guidance has an effective date for public companies for fiscal years, and interim periods within those years, beginning afler December 15,2015, the Company
has elected early adoption as permitted in the current period. There was no gignificant impact on the Company’s cansolidated financial statements as a result

ofthe adoption.

In April 2015, the FASB issued ASU 2015-03, “Interest-Imputation of Interest (Subtopic §35-30)" (*ASU 2015-03"). ASU 2015-03 simplifies the
presentation of debt issuance costs by requiring debt {ssuance costs related to & recognized debt liability be presented in the balance sheef as & direct
deduction from the cartying amount of that debt liability, consistent with debt discounts, ASU 2015-03 is effective for fiscal years, and interim periods within
those years, beginning after December 15, 2015. Harly adoption is permitted, and the new guidance should be applied retrospectively. The Company has
elected early adoption, as permitted, as of December 31, 2015 with retrospective application to December 31,2014,

Tn May 2014, the FASB and the International Accounting Siandards Board issued ASU 2014-09, “Revenue from Contracts with Customers (Topic
606)" (“ASU 2014-09™). ASU 2014-09's core principal is that a company will recognize revenue when it transfers promised goods or services to customers in
an amount that reflects the consideration to which the company expects to be entitled in exchange for those goods or services. ASU 2014-09 is cffective for
fiseal years, and interim petiods within those years, beginning after December 15, 2017, Additionally, ASU 2014-09 would permit both public and nanpublic
organizations to adopt the new reyenue standard early, but not before the original public organization effective date (that is, annual periods beginning after

December 15, 2016), Management is evaluating the impact of ASU 2014-09 on the Company’s consolidated financial statements.
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3. Earnings Per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share for the years ended December 31,2015,2014 and 2013 (in
thousands except per share amounts):

Yeur Ended December 31,

2015 2014 2013
Numerator:
Basic and diluted eamings (loss) per share attributable to Acadia Healthcare Company, Inc.:
Income from continuing operations $112,443  §83,232 $43,270
Income (loss) from discontinued operation 111 (192) (691)
Net income attributable to Acadia Healthcare Company, Inc. $112,554  $£83,040 - $42,579
Denominator: )
Weighted average shares outstanding for basic eamings per share 68,085 55,063 50,004
Effects of dilutive instruments 306 264 257
Shares used in computing diluted eamings per common share 68,391 55,327 50,261
Basic eamings (loss) per share attributable to Acadia Healthcare Company, Inc.:
Income from continuing operations $ 165 §$ 151 § 087
Loss from discontinued operations — — 0.02)
Net income attributable to Acadia Healthcare Company, Inc.: $ 165 § 151 $ 0.85
Diluted eamings (loss) pet share attributable to Acadia Healthcare Company, Inc.:
Income from continuing operations $ 164 $ 150 § 086
Loss from discontinued operations - — 0.01)
Net income attributable to Acadia Healthcare Company, Inc.: $ 164 $ 150 § 085

Approximately 0.8 million, 0.7 million and 0.6 million shares of common stock issuable upon exercise of outstanding stock options were excluded
from the calculation of diluted eamnings per share for the year ended December 31, 2015,2014 and 2013, respectively, because their effect would have been
anti-dilutive.

4. Acquisitions
U.S. Acquisitions

On December 1, 2015, the Company completed the acquisition of certain facilities fiom MMO Behavioral Health Systems (“MMO”), including two
acute inpalient behavioral health facilities with a total of 80 beds located in Jennings and Covington, Louisiana, for cash consideration of approximately
$20.2 million.

On November 1, 2015, the Company completed the acquisitions of (i) Discovery House for cash consideration of approximately $118.5 million and
(ii) Duffy’s for cash consideration of approximately $29.6 million. Discovery House operates 19 comprehensive treatment centers located in four states.
Duffy’s is a substance abuse facility with 61 beds located in Calistoga, Califomia,

On August 31,2015, the Company completed the acquisition of a controlling interest in Southcoast Behavioral (“Southeoast™), an inpatient
psychiatric facility located in Fairhaven, Massachusetts. The Company owns 75% of the equity interests in the facility, The value of the 25% noncontrolling
interest approximates $9.2 million. The Company considered an income approach and other valuation methodologies to value the noncontrolling interests.
The Company consolidates the operations of the facility based on its 75% equity ownership and its management of the entity. The noncontrolling interests
are reflected as redeemable noncontrolling interests on the accompanying condensed consolidated balance sheet based on a putright that could require the
Company to purchase the noncantrolling interests upon the occurmrence of a change in control.
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On July 1,2015, the Company completed the acquisition of the assets of Belmont Behavioral Healtli (“Belmont™), an inpatient psychiatric facility with

147 beds located in Philadelphia, Pennsylvania for cash consideration of approximately $38.2 million which consists of $35.0 million base purchase price
and an estimated working capital settlement of $3.2 million.

On March 1,2015, the Company acquired the stock of Quality Addiction Management, Inc. {(“QAM?) for total consideration of approximately $54.8
million. QAM operates seven comprehensive treatment centers located in Wisconsin.

On February 11,2015, the Company completed its acquisition of CRC Health Group, Inc. (“CRC™) for total consideration of approximately $1.3
billion, As consideration for the acquisition, the Company issued 5,975,326 shares ofits common stock to certain holders of CRC common stock and repaid
CRC’s outstanding indebtedness of $904.5 million. CRC is a leading pravider of treatment services related to substance abuse and other addiction and
behavioral disorders. At the acquisition date, CRC operated 35 inpatient facilitics with over 2,400 beds and 81 comprehensive treatment centers located in
30 states.

U.K. Acquisitions

On November 1, 2015, the Company completed the acquisition of Cleveland House, an inpatient psychiatric facility with 32 beds located in England,
for approximately $10.3 million.

On October 1, 2015, the Company completed the acquisition of Meadow View, an inpatient psychiatric facility with 28 beds located in England, for
cash consideration of approximately $6.8 million.

On September 1, 2015, the Company completed the acquisitions of (i) three facilities from The Danshell Gioup (“*Danshell”) for approximately $59.8
million, (ii) two facilities from Health and Social Care Partnerships (“H&SCP”) for approximately $26.2 million and (iii) Manor Hall for approximately $14.0
million. The inpatient psychiatric facilities acquired fiom Danshell have an aggregate of 73 beds and are located in England, The inpatient psychiatric
facilities acquired from H&SCP have an aggregate of 50 beds and are located in England. Manor Hall has 26 beds and is located in England.

On July 1,2015, the Company completed the acquisition of The Manor Clinic, a substance abuse facility with 15 beds located in England, for cash
consideration of approximately $5.9 million.

On June 1, 2015, the Company completed the acquisitions of (i) one facility from Choice Lifestyles (“Choice”) for approximately $25.9 million and
(i) 15 facilities from Care UK Limited (“Care UK”) for approximately $88.2 million. The inpatient psychiatric facility acquired from Choice has 42 beds and
is located in England. The inpatient psychiatric facilities acquired from Care UK have an aggregate 0£299 beds and are located in En gland,

On April 1,2015, the Company completed the acquisitions of (i) two facilities from Choice for approximately $37.5 million, (ii) Pastoral Care Group
(“Pastoral”) for approximately $34.2 million and (iii) Mildmay Oaks f/k/a Vista Independent Hospital (*Mildmay Oaks”) for approximately $14.9 million.
The two inpatient psychiatric facilities acquired from Choice have an aggregate of 48 beds and are located in England. Pastoral operates two inpatient
psyechiatric facilities with an aggregate of 65 beds located in Wales. Mildmay Oaks is an inpatient psychiatrie facility with 67 beds located in England.

2014 Acquisitions

On December 1, 2014, the Company acquired the assets of Croxton Warwick Lodge (“Croxton™), an inpatient psychiatric facility with 24 beds located
in England, for cash consideration of$15.6 million. On December31, 2014, the Company completed the acquisition of Skyway House (“Skyway"), a
substance abuse facilily with 28 beds located in Chico, Califomia, for cash consideration of $0.3 million. On September 3, 2014, the Company completed the
acquisition of McCallum Place (“McCallum™), an eating disorder treatment facility with 85 beds offering residential, partial hospitalization and intensive
outpatient trentment programs located in St. Louis, Missouri, and Austin, Texas, for total considetation of $37.4 million. On July 1, 2014, the Company
acquired Partnerships in Care for cash consideration of $661.7 million, which was net of cash acquired of $12.0 million and the gain on settlement of foreign
currency derivatives of $15.3 million. At the acquisition date, Partnerships in Care was the second largest independent provider of inpatient behavioral
healtheare services in the United Kingdom, operating 23 inpatient behavioral healihcare facilities with over 1,200 beds. On January 1,2014, the Company
acquired the assets of Pacific Grove Hospital (“Pacific Grove™), an inpatient psychiatric facility with 68 beds located in Riverside, California, for cash
consideration of $10.5 million.

Summary of Acquisitions

The Conipany selectively seeks opportunities to expand and diversify its base of operations by acquiring additional facilities. Approxi mately $326.1
million of the goodwill associated with domestic acquisitions completed in 2015 and 2014 is deductible for federal income tax purposes, The fair values
assigned to certain assets and liabilities assumed by the Company have been estimated on a preliminary basis and are subject (o change as new facts and
circumstances emerge that were present at the date of acquisition. Specifically, the Company is further assessing the valuation of certain real property and
intangible assets and certain tax mattcrs as well as certain receivables and assumed liabilities of MMO, Discovery House, Duffy’s, Cleveland House, Meadow
View, Danshell, H&SCP, Manor Hall, The Manor Clinic, Belmont, Choice, Care UK, Pastoral, Mildmay Oaks, QAM and CRC.
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The preliminary fair values of assets acquired and liabilities assumed, at the corresponding acquisition dates, during the year ended December 31, 2015
in connection with 2015 acquisitions were as follows (in thousands):
CRC Other Totul

Cash $ 19,599 5 5417 § 25,016
Accounts receivable 47018 27,191 74,209
Prepaid expenses and other current assets 11,979 2,957 14,936
Property and equipment 137,555 273,143 410,698
Goodwill 1,042,521 313,680 1,356,201
Intangible assets 37,000 204 37,204
Deferred tax asset-noncurrent 88,857 - 88,857
Other assets 6,478 51 6,529

Total assets acquired 1,391,007 622,643 2,013,650
Accounts payable 4,740 4,477 9,217
Accrued salaries and benefits 14,827 3,687 18,514
Other accrued expenses 38,677 5,291 43,968
Deferred tax liabilities — noncurrent — 13,619 13,619
Debt 904,467 — 904,467
Other liabilities 34,720 10 34,730

Total liabilities assumed 997431 27,084 1,024,515
Redeemable noncontrolling interests — 9,132 9,132
Net assets acquired $ 393,576 $586427 § 980,003

The fair values of assets ac

Cash
Accounts receivable
Prepaid expenses and other current assets
Property and equipment
Goodwill
Intangible assets
Other assets
Total assets acquired
Accounts payable
Accrued salaries and benefits
Other accrued expenses
Deferred tax liabilities — noncurrent
Other liabilities
Total liabilities assumed
Net assets acquired

Other

The qualitative factors comprising the goodwill acquired in
Pastoral, Mildmay Oaks, Care UK, The Manor Clinic, Belmont, Southcoast, Danshell, H
Discovery House and MMO acquisitions
alimination of certain redundant corporate fun
sevices provided across the combined network of facilities, achievement of o
throughout the combined companies.
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quired and liabilities assumed during 2014, at the corresponding acquisition dates,

(collectively the “2014 and 2015 Acquisitions
ctions and expenses, the ability to leverage ca
perating efficiencies

were as follows (in thousands):

Partuerships in Care Other Total
$ 11,674 5 — $ 11,674
7,684 1,849 9,533
8,828 169 8,997
610,477 27,203 637,680
92,959 32,232 125,191
651 204 855
6,897 3,240 10,137
739,170 64,897 804,067
3,958 93 4,051
10,422 — 10,422
7,166 1,014 8,180
21,369 — 21,369
7,704 —_ 7,704
50,619 1,107 51,726
$ 688,551 $63,790 $752,341

the Pacific Grove, Partnerships in Care, MeCallum, Croxton, Skyway, CRC, QAM, Choice,

&SCP, Manor Hall, Meadow View, Cleveland House, Duffy’s,

") include efficiencies derived through synergies expected by the

1| center referrals to a broader provider base, coardination of

by benchmarking performance, and applying best practices
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Transaction-related expenses comprised the following costs for the years ended December 31,2015, 2014 and 2013 (in thousands):

Year Ended December 31,
2015 2014 2013
Advisory and financing commitment fees $10,337 5 — $ —
Legal, accounting and other fees 17,768 12,836 5,535
Severance and contract termination costs 8,466 314 1,615

$36,571 $13,650 $7,150

Priory Acquisition

On February 16,2016, the Company completed its acquisition of Priory Group No. 1 Limited (*Priory”) for & lotal purchase price of approximately
$2.2 billion, including total cash consideration of approximately $1.9 billion and 4,033,561 shares ofits common stock. Priory is the leading independent
provider of behavioral healthcare services in the Tnited Kingdom,

The preliminary fair values of assets acquired and liabilities assumed in connection with the Priory acquisition are estimated as follows (in thousands).
As the acquisition was recently completed on February 16,2016, these amounts have been estimated on a preliminary basis and are subject to change as the
acquisition method of accounting is finalized.

Cash § 23,000
Accounts receivable 62,000
Prepaid expenses and other current assets 15,000
Property and equipment 1,582,000
Goodwill 554,500
Intangible assets 37,500
Deferred tax assets - noncurrent 31,000

Total assets acquired 2,305,000
Accounts payable 82,000
Accrued salaries and benefits 26,000
Other accrued expenses 6,000
Long-term debt 1,348,400
Other liabilities 35,000

Total liabilities assumed 1,497,400
Net assets acquired $ 807,600

Pro Forma Information

The consolidated statements of income for the year ended December31, 2015 included revenue of $883.2 million and income from continuing
operations before income taxes of $138.1 million for acquisitions completed in 2015. The cansolidated statements of income for the yearended
December 31, 2014 included revenue of $161.4 million and income from continuing operations before income taxes of $11.3 million for acquisitions
completed in 2014.

The following table provides certain pro forma financial information for the Company as if the 2014 and 2015 Acquisitions and the Priory acquisition
occurred as of January 1, 2014 (in thousands):

Year Ended December 31,

2015 2014
Revenue $2,851,695 $£2,731,176
Income from continuing operations, before income taxes § 91,383 $ 76491

F-19



SUPPLEMENTAL #4
March 28, 2016
11:49 am

Table of Cantents

5. Other Intangible Assets

Other identifiable intangible assets and related accurmulated amortization consisted of the following as of December 31,2015 and 2014 (in thousands):

Gross Carrying Amount Accumulated Amortization
December 31, December 31, December 31, December 31,

B} 2015 2014 2015 2014
Intangible assets subject to amortization:

Contract intangible assets $ 2,100 $ 2,100 B (1,750) $ (1,330)

Non-compete agreements 1,247 1,247 (1,247) (1,155)
n 3,347 3,347 (2,997) (2,485)
Intangible assets not subject to amortization:

Licenses and accreditations 11,479 0,184 = —

Trade names . 37,800 3,000 = -

Certificates of need 0,946 8,590 — —

59,225 20,774 - —

Total $ 62,572 § 24,121 $ (2.997) b (2,485)

Amortization expense related to definite-lived intangible assets was $0.5 million, $0.6 million and $0.8 million for the years ended December 31,
2015, 2014 and 2013, respectively. Estimated amortization expense for the years ending December31,2016,2017,2018,2019 and 2020 is $0.4 million,
$0 million, $0 million, $0 and $0, respectively. The Company’s licenses and accreditations, trade names and certificate of need intangible assets have
indefinite lives and are, therefore, not subject to amortization.

6. Discontinued Operations

The results of operations of certain terminated management contracts have been reported as discontinued operations in the accompanying consolidated
financial statements.

A summary of results from discontinued operations is as follows (in thousands):

Year Ended December 31,
2015 2014 2013
Revenue $— $— § —
_ — —
Net income (loss) from discontinued operations, net of income taxes 5111 $(192 5(691)
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7.Long-Term Debt

Long-term debt consisted of the following (in thousands):

December 31, 2015
Amended and Restated Senior Credit Facility:

December 31, 2014

Senior Secured Term A Loans $ 500,750 b 527,500
Senior Secured Term B Loans 495,000 -
Senior Secured Revalving Line of Credit 158,000 —
12.875% Senior Notes due 2018 — 97,500
6.125% Senior Notes due 2021 150,000 150,000
5.125% Senior Notes due 2022 300,000 300,000
5.625% Senior Notes due 2023 650,000 —
9.0% and 9.5% Revenue Bonds 22,410 22,625
Less: unamortized debt issuance costs, discount and premium (35.416) (17,990)
2,240,744 1,079,635
Less: current portion (45,360) (26,965)
Long-term debt $ 2,195,384 $ 1,052,670

Amended and Restated Senior Credit Facility

The Company entered into a senior secured credit facility (the “Senior Secured Credit Facility”) on April 1,2011. On December 31,2012, the
Company entered into an Amended and Restated Credit Agreement (the “Amended and Restated Credit Agreement”) which amended and restated the Senior
Secured Credit Facility (“Amended and Restated Senior Credit Facility™).

On February 13,2014, the Company entered into & Fourth Amendment (the “Fourth Amendment”) to the Amended and Restated Cradil Agreement, to
increase the size of the Amerded and Restated Senior Credit Facility and extend the maturity date thereof, which resulted in the Company having arevolving
line of credit of up to $300.0 million and term loans of §300.0 million. The Fourth Amendment also reduced the interest rates applicable to the Amended and
Restated Senior Credit Facility and provided increased flexibility to the Company in terms of the financial and other restrictive covenants. The Fourth
Amendment also provides fora $150.0 million incremental credit facilily, with the potential for unlimited additional incremental amounts, provided the
Company meets certain financial ratios, in each case subject to customary conditions precedent to borrowing.

On June 16, 2014, the Company entered into a Fifth Amendment (the “Fifth Amendment”) to the Amended and Restated Credit Agreement. The Fifth
Amendmient specifically permitted the Company’s acquisition of Parinerships in Care, gave the Company the ability to incur a tranche of term loan B debtin
the future through its incremental credit facility, and modified certain of the restrictive covenants on miscellaneous investments and incurrence of
miscellaneous liens, Finally, the Fifth Amendment provided increased flexibility to the Company in terms of its financial covenants,

On December 15, 2014, the Company entered into a Sixth Amendment (the “Sixth Amendment”) to our Amended and Restated Credit Agreement.
Pursuant to the Sixth Amendment, the Company incurred $235.0 million of additional term loans. A portion of the additional term loan advance was used to
prepay its ontstanding revolving loans, and a portion of the additional term loan advance is being held as cash on the consolidated balance sheet. The Sixth
Amendinent also specifically permitted the acquisition of CRC. In connection with the acquisition of CRC, the Sixth Amendment (i) imposed a temporary
reserve on the Company’s revolving credit facility in the amount of $110.0 million in order to preserve such reserved amounts for later borrowings to
partially fund the consideration for the acquisition of CRC (subject to limited conditionality provisions) (the reserve is no longerin effect due to the
acquisition of CRC), (ii) permitted the incurrence of an additional incremental term loan facility under the Amended and Restated Credit Agreement partially
to fund the consideration for the acquisition of CRC (subject to Jimited conditionality provisions) and (iii) permitted the issuance of additional senior
unsecured indebtedness or senior unsecured bridge indebtedness partially to fund the consideration for the acquisition of CRC.

The Sixth Amendment also permits the Company, subject to certain consents, to add one or more foreign borrowers and/or request revolving loans and
letters of credit in foreign currencies.

On Februdry 6, 2015, the Company entered into a Seventh Amendment (the “Seventh Amendment”) to our Amended and Restated Credit Agreement.
The Seventh Amendment added Citibank, N.A. as an “L/C Issuer” under the Amended and Restated Credit Agreement in order to permit the rollover of
CRC’s existing letters of eredit inta the Amended and Restated Credit Agreement and increased both the Company’s Letter of Credit Sublimit and Swing
Line Sublimit to $20.0 million.
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On February 11,2015, the Company entered into & First Tneremental Facility Amendment (the “First Incremental Amendment™) to our Amended and
Restated Credit Agreement, The First Incremental Amendment activated a new $500.0 million incremental Term Loan B facility (the “TLB Facility”) that was
added to our Amended and Restated Senior Credit Facility, subject to limited conditionality provisions. Borowings under the TLB Facility were used to
fund a portion of the purchase price for the acquisition of CRC,

On April 22,2015, the Company entered into an Eighth Amendment (the “Eighth Amendment™) to our Amended and Restated Credit Agreement. The
Eighth Amendment changed the definition of “Change of Control™ in parl to remove a provision whose purpose was, when caleulating whether a majority of
incumbent directors have approved new directors, that any incumbent director that became a director as a result ofa threatened or actual proxy contest was
not counted in such calculation.

On January 25, 2016, the Company entered into the Ninth Amendment (the “Ninth Amendment”) to the Amended and Restated Senior Credit Facility.
The Ninth Amendment modifies certain definitions and provides increased flexibility to the Company in terms of its financial covenants, Our baskets for
permitted investments were also increased to proyide increased flexibility forus to invest in non-wholly owned subsidiaries, joint ventures and foreign
subsidiaries, We may niow invest in non-wholly owned subsidiaries and joint ventures up to 10.0% of our and our subsidiaries’ total assets in any four
consecutive fiscal quarter period, and up to 12.5% ofour and our subsidiaries’ total assets during the term of the Amended and Restated Credit Agreement.
We may also invest in foreign subsidiaries that are not Joan partics up to 10% of ourand our subsidiaries’ total assets in any consecutive four fiscal quarter
period, and up to 15% ofourand our qubsidiaries’ total assets during the term of the Amended and Restated Credit Agreement. The foregoing permitted
investments are subject to an aggregate cap of 25% ofour and oursubsidiaries’ total assets in any fiscal year.

On February 16,2016, the Company entered into a Second Incremental Facility Amendment (the “Second Incremental Amendment”) to our Amended
and Restated Credit Agreement. The Second Incremental Amendment activated a new $955.0 million incremental Term Loan B facility (the “New TLB
Facility™) and added $135.0 million to the Term Loan A facility (the “TLA Facility”) to the Amended and Restated Senior Secured Credit Facility, subject to
limited conditionality provisions, Borrowings under the New TLB Facility were used to fund a portion of the purchase price for the acquisition of Priory and
the fees and expenses for such acquisition and the related financing fransactions. Borrowings under the TLA Facility were used to pay down the majority of
our $300.0 million revolving credit facility.

The Company had $135.7 million of availability under the revolving line ofcredit as of Decetnber31, 2015, Borrowings under the revolving line of
eredit are subject to customary conditions precedent Lo borrowing, The Amended and Restated Credit Agreement requires quarterly term loan principal
repayments of our TLA Faeility of $10.0 million for March 31,2016 to December 31, 2016, §13.4 million for September 30,2017 to December 31, 2017, and
$16.7 million for March 31,2018 to December 31, 201 &, with the remaining principal balance of the TLA Facility due on the maturity date of Febmary 1 3,
2019. On December 15, 2014, prior to the execution of the Sixth Amendment, the Company prepaid the December 3 1,2014 quarterly term loan principal
payment of §1.9 million. The Company is required to repay the Existing TLB Facility in equal quarterly installments of $1.3 million on the last business day
ofeach March, Tune, September and December, with the outstanding principal balance of the Existing TLB Facility due on February | 1,2022. The Company
is required to repay the New TLB Facility in equal quarterly installments of approximately $2.4 million on the last business day of cach March, June,
September and December, with the outstanding principal balance of the TLB Facility due on February 16,2023,

Bomowings under the Amended and Restated Qenior Credit Facility are guaranteed by each of the Company’s wholly-owned domestic subsidiaries
(other than certain excluded subsidiaries) and are secured by a lien on substantially all of the assets of the Company and such subsidiaries. Borrowings with
respect to the TLA Facility and the Company's revolving eredit facility (collectively, “Pro Rata Facilities™) under the Amended and Restated Credit
Agreement bear inferest at a rate tied to Acadia’s Consolidated Leverage Ratio (defined as consolidated funded debt net ofup to $40.0 million of unrestricted
and unencumbered cash Lo consolidated EBITDA, in each case as defined in the Amended and Restated Credit Agreement). The Applicable Rate (as defined
in the Amended and Restated Credit Agreement) for the Pro Rata Facilities was 3.0% for Eurodollar Rate Loans (as defined in the Amended and Restated
Credit Agreement) and 2.25% for Base Rate Loans (as defined in the Amended and Restated Credit Agreement) at December 31,2015, Furodollar Rate Loans
with respect to the Pro Rata Facilities bear interest at the Applicable Rate plus the Eurodollar Rate (as defined in the Amended and Restated Credit
Agreement) (based upon the LIBOR Rate (as defined in the Amended and Restated Credit Agreement) prior to commencement of the interest rate period).
Base Rate Loans with respect to the Pro Rata Facilities bear interest at the Applicable Rate plus the highest of (3) the federal funds rate plus 0.50%, (ii) the
prime rate and (iii) the Burodollar Rate plus 1.0%. As of December31, 3015, the Pro Rata Failities bore interest at a rate of LIBOR plus 3.0%. In addition, the
Company is required to pay a commitment fee on undrawn amounts under the revolving line of credit.

The Amended and Restated Credit Agreement requires the Company and its subsidiaries to comply with customary affirmative, negative and financial
covenants, including a fixed charge coverage ratio, consolidated leverage ratio and senior secured leverage ratio, The Company may be required to pay all of
its indebtedness immediately if it defaults on any of the numerous financial or other restrictive covenants contained in any ofits material debt agreements. As
of December 31, 2015, the Company was in compliance with such covenants.
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Senior Notes
12.875% Senior Notes due 2018

On November 1, 2011, the Company issued $150.0 million of 12.875% Senior Notes due 2018 (the “12.875% Senior Notes™) at 98.323% ofthe
ageregate principal amount of$150.0 million, a discount of §2.5 million. The notes bear interest at a rate of 12.875% per annum. The Company pays interest
on the notes semi-annually, in amears, on November 1 and May 1 of each year.

On March 12,2013, the Company redeemed $52.5 million in principal amount of the 12.875% Senior Notes using a portion of the net proceeds of its
December 2012 equity offering pursuant to the provision in the indenture permitting an optional redemption with equity proceeds of up to 35% of the
principal amount of 12.875% Senior Notes. The 12 8759 Senior Notes were redeemed at a redemption price of 112.875% of the principal amount thereof
plusacerued and unpaid interest to, put not including, the redemption date in accordance with the provisions of the indenture goveming the 12.875% Senior
Notes. As part of the redemption of 35% of the 12.875% Senior Notes, the Company recorded a debt extinguishment charge of$9.4 million, including the

premium and write-off of defered financing costs, which was recorded in debt extinguishment costs in the consolidated statements of income.

On September 21,2015, the Company purchased approximately $88.3 million aggregate principal amount of 12.875% Senior Notes in connection
with a tender offer for any and all of the 12.875% Senior Notes. The notes purchased represent 90.6% ofthe outstanding $97.5 million principal amount of
12.875% Senior Notes. The 12.875% Senior Notes were purchased at a price of 107.875% of the prineipal amount thereof plus acerned and unpaid interest to,
but not including, September 21, 2015. On Septenber 18,201 5, the Company delivered a notice to redesm all $9.2 million in principal amount of the
12.875% Senjor Notes remaining outstanding following the consummation of the tender offer. The redemption was effective November 1, 2015 with payment
made to the note holders on November 2, 2015. The Company redeemed the remaining 12.875% Senior Notes in accordance to their terms, and therefore no
debt temains outstanding under the 12.875% Senior Notes. In cannéction with the purchase of notes, the Company recorded a debt extinguishment charge of
approximately $10.8 million at the year ended December 31, 2015, including the premium and write-off of deferred financing costs, which was recorded in
debt extinguishment costs in the accompanying cansolidated statements ofincome.

6.125% Senior Notes due 2021

On March 12,2013, the Company issued $150.0 million of 6.125% Senior Notes due 2021 (the “6.125% Senior Notes”). The 6.125% Senior Notes
mature on March 15,2021 and bear interest at a rate of 6 .125% per annum, payable semi-annually in arrcars on March 15 and Septeinber 15 of each year.

5.125% Senior Notes due 2022

On July 1, 2014, the Company issued $300.0 million of 5.125% Senior Notes due 2022 (the “5.125% Senior Notes™). The 5.125% Senior Notes mature
on July 1,2022 and bear interest at a rate of 5.125% per annum, payable semi-annually in arrears on January 1 and July 1 of each year, beginning on
January 1,2015.

5.625% Senior Notes due 2023

On February 11, 2015, the Company issued $375.0 million of 5.625% Senior Notes due 2023 (the “5.625% Senior Notes™). The 5.625% Senior Notes
mature on February 15,2023 and bear interest at a rate of 5.625% per annum, payable semi-annually in arrears on Februaty 15 and August 15 of each year,
beginning on August 15,2015.

On September21,2015, the Company issued $275.0 million of additional 5.625% Senior Notes. The additional notes form a single class of debt
securities with the existing 5.625% Senior Notes. Giving effect to this issuance, the Company has outstanding an aggregate of $650.0 million of 5.625%
Senior Notes.
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6.500% Senior Notes due 2024

On February 16, 2016, we issued $390.0 million of 6.500% Senior Notes due 2024 (the “6.500% Senior Notes™). The 6.500% Senior Notes mature on
March 1,2024 and bear interest at a rate of 6.500% per annum, payable semi-annually in arrears on March 1 and September 1 of each year, beginning on
September 1, 2016.

The indentures governing the 6.125% Senior Notes, 5.125% Senior Notes, 5.625% Senior Notes and 6.500% Senior Notes (together, the “Senior
Notes™) contain covenants that, among other things, limit the Company’s ability and the ability of its restricted subsidiaries to: (i) pay dividends, redeem
stock or make other distributions or investments; (ii) incur additional debt or issue certain preferred stock; (iii) transfer or sell assets; (iv) engage in certain
transactions with affiliates; (v) create restrictions on dividends or other payments by the restricted subsidiaries; (vi) merge, consolidate or sell substantially all
ofthe Company’s assets; and (vii) create liens on assets.

The Senior Notes issued by the Company are gnaranteed by each of the Company’s subsidiaries that guarantee the Company’s obligations under the
Amended and Restated Senior Credit Facility. The guarantees are full and unconditional and joint and several.

The Company may redeem the Senior Notes at its option, in whole or part, at the dates and amounts set forth in the indentures.

9.0% and 9.5% Revenue Bonds

On November 11,2012, in connection with the acquisition of Park Royal, the Company assumed debt of $23.0 million. The fair market value ofthe
debt assumed was $25.6 million and resulted in a debt premium balance being recorded as of the acquisition date. The debt consisted of $7.5 million and
$15.5 million of Lee County (Florida) Industrial Development Authority Healthcare Facilities Revenue Bonds, Series 2010 with stated interest rates of 9.0%
and 9.5% (“9.0% and 9.5% Revenue Bonds”), respectively. The 9.0% bonds in the amount of $7.5 million have a maturity date of December 1, 2030 and
require yearly principal payments beginning in 2013, The 9.5% bonds in the amount of $15.5 million have a maturity date of December 1, 2040 and require
yearly principal payments beginning in 203 1. The principal payments establish a bond sinking fund to be held with the trustee and shall be sufficient to
redeem the principal amounts of the 9.0% and 9.5% Revenue Bonds on their respective maturity dates. As of December 31,2015 and 2014, $2.3 million was
recorded within other assets on the balance sheet related to the debt service reserve fund requirements. The yearly principal payments, which establish a bond
sinking fund, will increase the debt service reserve fund requirements. The bond premium amount of $2.6 million is amortized as a reduction of interest
expense over the life of the revenue bonds using the effective interest method.

Debt Issuance Costs

Debt issuance costs are deferred and amortized to interest expense over the term of the related debt. Debt issuance costs at December 31,2015 were
$37.6 million, net of accumulated amortization of $12.6 million. Debt issuance costs at December 31, 2014 were $20.9 million, net of accumulated
amortization of $9.5 million. Amortization expense related to debt issuance costs, which is reported as interest expense, was $7.1 million and $3.2 million,
respectively, for the years ended December 31, 2015 and 2014. Estimated amortization of debt issuance costs for the years ending December 31, 2016,2017,
2018,2019 and 2020 is $6.5 million, $6.6 million, $6.7 million, $5.1 million and $5.2 million, respectively.

Other

The aggregate maturities of long-term debt as of December 31, 2015 were as follows (in thousands):

2016 $ 45360
2017 58,755
2018 72,155
2019 345,555
2020 5,330
Thereafter 1,749,005
Total $2,276,160
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In connection with the acquisition of Priory on February 16,2016, the Company borrowed $955.0 million under its New TLB Facility, issued $390.0
million of 6.500% Senior Notes and borrowed $135.0 million under the TLA Facility. The aggregate maturities of the long-term debt following the
acquisition of Priory on Februaty 16,2016 were as follows (in thousands):

2016 $ 65,035
2017 81,805
2018 98,580
2019 449,605
2020 14,880
Thereafter 2,903,255
Total $3,613,160

8. Equity

Preferred Stock

The Company’s amended and restated certificate of incorparation provides that up to 10,000,000 shares of preferred stock may be issued. The Board of
Ditectors has the authority to issue preferred stock in one or more sertes and to fix for cach series the voting powers (full, limited or none), and the
designations, preferences and relative participating, optional or other special rights and qualifications, limitations or restrictions on the stock and the number
of shares constitnting any series and the designations of this series, without any further vole or action by the stockholders.

Common Stock

The Company’s amended and restated certificate of incorporation cumently provides that up to 90,000,000 shares of common stock may be issued.
Holders of the Company’s common 