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Priory Group UK 1 Limited
Strategic report

The directors present their strategic report on Priory Group UK 1 Limited for the year ended 31 December 2022.

Throughout the document, references to the “Company” refer to Priory Group UK 1 Limited. References to the “Group” refer to Priory
Group UK 1 Limited and its subsidiaries. All amounts are presented in GBP £000, unless otherwise stated.

Principal activities
The principal activity of the parent company is to act as an investment holding company.

The Group is a leading provider of rehabilitation care in the United Kingdom, focusing on the provision of acute psychiatry, farensic
and rehabilitation and recovery services, specialist support for adults who have learning disabilities and autism and oider pecple
care. The Group operates In two divisions: -

- The Healthcare division focuses on the treatment of patients with a variety of psychiatric conditions that are treated in
both open and secure environments. This division also provides neuro-rehabilitation services.

- The Adult Care division provides specialist residential and supported living services for adults with a variety of learning
disabilities, autism and mental health iilnesses and supports older people who require residential, nursing and dementia
care.

Business review

The results for the year are set out in the consolidated income statement on page 15 and the financial position of the Group as at
31 December 2022 is set out in the consolidated balance sheet on page 17. Group revenue for the year from continuing operations
was £712.2m (2021: £721.0m) and Adjusted EBITDA! from continuing operations was £102.4m (2021: £127.5m), which represents
a margin of 14.4% {2021: 17.7%) of revenue. Loss before tax from continuing operations was £27.9m (2021: loss of £37.4m as
restated).

The 2021 pericd was impacted by the COVID-19 pandemic restricting occupancy on a temporary basis and this situation has
continued to a lesser extent into 2022, however revenue growth continued to be constrained by the availability of nursing and care
staff, continuing to impact on the Group’s ability to staff existing and new wards. The Group has appointed a Chief People Officer
during 2022, to focus on staffing challenges across the business and a Talent Acquisition Director to focus specifically on recruitment
and retention.

Net costs of £0.2m were recognised as exceptional In the conselidated income statement. This compared to net exceptional costs of
£12.6m (as restated) in 2021. This relates to redundancy costs, professional costs and other fees, insurance proceeds, impairment
of property, plant and equipment and right of use assets and the disposal of property, plant and equipment, right of use assets and
lease liabilities. Further detaiis of these exceptional items are given in note 7 to the financial statements.

The Group ended the year with net liabilities of £170.1m (2021: £151.6m as restated). The impact of being in a net Iiabilities position
has been assessed and considered as part of the gding concern review, see note 2 to the financial statements. There have been no
changes in the Group’s financing or leasing structure In the year. .

The Group competes in several highly competitive markets with a variety of for-profit and not-for-profit providers (including the
NHS). Mast competition is local, based on relevant catchment areas and local procurement initiatives. The NHS and other not-for-
profit providers deliver equivalent services, with the NHS often being the dominant provider.

Regulatory requirements differ across the divisions, with the Group’s activities In England in relation to mental healthcare, oider
people care and specialist services being regulated by the same bady, the Care Quaiity Commission (*CQCN), and, in Scotland, Wales,
and Northern Ireland, the local equivalent.

Land and buildings of the Group (including fixtures and fittings) were recorded at fair values on the Group’s acquisition by Acadia
Healthcare Company Inc, as determined by independent third party valuers, and subsequently depreciated and/or impaired as
appropriate. The net book vaiue at 31 December 2022 of £494.0m (2021: £517.2m as restated) is therefore regarded as the deemed
cost fess subsequent depreciation and impairment of the assets. The Group undertook a detailed review of its accounting records
relating to property, plant and equipment and intangible assets during the year which resulted in prior year adjustments, see note
2(v} for further details,

The Group has continued its programme of capital expenditure throughout 2022 investing in sites and services.
Financial risk management

The use of financial instruments is managed under policies and procedures approved by the Board. These are desigried to reduce
the financial risk faced by the Group, which primarily relates to credit, interest and liquidity risks, which arise in the normal course
of the Group’s business.

Credit risk

Financial instruments that potentially expose the Group to credit risk consist primarily of cash and trade receivables. Cash is only
deposited with major financial institutions that satisfy certain credit criteria.

Credit risk is not considered significant given that over 90% of revenue is derived from publicly funded entities and payment is taken
in advance from individuals for privately funded healthcare services. Direct debit arrangements are set up for privately funded
residents in the Adult Care business. All Private Medical Insurance (‘PMI’) funded treatrment Is approved in advance by the relevant
insurer.

‘Adjusted EBITDA represents earnings before interest, tax, depreciation, amortisation and exceptional items, see note 2 for further detaii.

A |
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Financial risk management (continued)
Interest rate risk

The Group finances its operations through an intra-group loan with RemedcoUK Limited, its immediate parent undertaking. The loan
is denominated in pounds at a fixed interest rate of 7.4% per annum. The loan is repayable on 16 February 2029.

The Group also has access to a cash pooling arrangement and a shared Revolving Credit Facility with Median Germany. Under this
facility, a maximum of EUR120m can be borrowed by the combined group. During 2022 RemedcoUK Limited borrowed £20m under
this facility and loaned £19.1m to the Group at a fixed interest rate of 5.4% to fund short-term working capital. The same amount
remains outstanding at the balance sheet date.

Further information regarding these balances is set out in note 19.
Liquidity risk

The Group prepares annual and monthly cash flow forecasts reflecting known commitments and anticipated projects. The Group has
sufficient available facilities and cash flows from profits to fund current commitments and has access to the Revolving Credit Facility
discussed above.

Further information on the Group's financial risk management objectives, poticies and on the exposure of the Group to relevant risks
in respect of financial instruments is set out in note 24 to the consolidated financial statements.

Future developments and strategy

Management consider the Group to be in a good position to focus on recovery in capacity and increase occupancy at existing sites.
This is through the reopening of several wards in the heaithcare division and from the stabilisation of staffing at sites driven by a
pay strategy to maintain competitive hourly rates for nurses, healthcare assistants and care support workers and reduce reliance on
external agencies to provide staff.

The Group is expected to have an advantage when competing for talent due to its competitive remuneration packages and career
opportunities, which will be reflected in its recruiting, training and development measures. The Group has appointed a Chief People
Officer during 2022, to focus on staffing challenges across the business and a Talent Acquisition Director to focus specifically on
recruitment and retention. Due to the Group’s strang reputation in the market, management are confident that current vacancies
are capable of being filled with suitably qualified employees. Evidence of early success from the renewed focus on people strategy is
provided in the form of overall positive net headcount movement in 2022 of 228, compared to negative net headcount movement of
732 in 2021 (excluding the movements from the disposal of the Education division).

The Group aims to continue to maintain and improve relationships with commissioners and to grow its services to the privately
funded markets through a combination of focus on quality of patient care as well as the development of new preducts and an
increased focus on private business development, particularly within the digital healthcare market.

The Group aspires to deliver the highest quality care in behavioural care services including mental health, eating disorders, addictions,
adult learning disabilities and autism, nursing and residential care. The priorities for driving quality are to meet or exceed national
benchmarks for standards of care, striving for excellence in the services provided. The Group aims to deliver the best possible
outcomes for the pecple who use its services and t be a market leader in innovation and best practice.

Key performance indicators

The Group’s management uses a range of financial and non-financial indicators to measure the operational and strategic performance
of the business. These include Adjusted EBITDA, Adjusted EBITDA margin, available beds, average daily census ("ADC™) and
occupancy percentages.

Financial

Adjusted EBITDA reflects earnings before interest, tax, depreciation, amortisation and operating exceptionatl items. This measure is
presented as part of the consolidated income statement and in note 3 to the consolidated financial statements. Adjusted EBITDA
margin reflects Adjusted EBITDA divided by revenue and for continuing operations it was 14.4% (2021: 17.7%) in the year, The
Group aims to achieve Adjusted EBITDA in line with the board approved budget set for the year.

Non-financial

During the year, the average number of available beds across the Group was 5,538 (2021: 7,478); excluding supported living rental
beds the number of available beds was 5,503 (2021: 7,443). Average Dally Census {(*ADC"), being the daily average of inpatients
(excluding supported living rental beds) was 4,581 (2021: 6,176) and occupancy was B3.2% (2021: 83.0%). The Group aims to
maximise available beds occupancy by increasing ADC across the divisions, with the majerity being In Healthcare. ADC has fallen in
the current year mainly due to the sale of the Education division in 2021 to Aspris.

Principal risks and uncertainties

The Group can be impacted by external factars. The principal factors are changes in the UK government’s policy towards the funding
of health and specialist socia! care, inflationary pressures, changes in the regulatory regime, competitive threats from other providers
and the loss of key individuals. The following are the most significant risks and uncertainties facing the Group:

Loss of revenue from publicly funded contracts

A substantial proportion of the Group’s revenue derives from publicly funded bodies such as Local Authorities, Integrated Care Boards
(ICBs) and NHS Provider Collaboratives. The Group expects to continue to rely on the ability and willingness of these bodies to pay
for the Group’s services. There are risks that either budget constraints or other financial pressures could cause such publicly funded
bodies to aliocate less money to the types of service that the Group provides or that political change or pelicy changes mean that
fewer services are contracted from independent secter providers. To mitigate these risks the Group regularly assesses services
provided to ensure they are sustainable and where necessary repositions services to align with demand.
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Principal risks and uncertainties (continued)
Inflationary pressures

Group performance also depends on our ability to accurately budget for and control costs. Given the well-decumented ongoing levels
of high inflation in the UK, the Group is anticipating additional inflationary costs arising on rent. (linked to RPI), energy supply, food
supply and other costs.

The Group is proactively managing the procurement process by working with strategic partners and it hedges exposure to fluctuations
in energy prices through engagement with energy advisers. Nevertheless, inflationary pressures are expected to continue through
2023 and therefore the Group will work proactively with commissioners to ensure that these pressures are understood and that
increased fees may be necessary to allow continuity of service provision. Rent increases during the year have been below inflation
largely due to the rent agreements that are in place.

Faflure to camply with regulation and increased reguiatory costs

All of the Group's services are subject to an increasingly high leve! of regulation by various regulatory bodies. New laws and
regulations are beirig introduced (and may be introduced in the future) that could impose increased costs on the Group’s operations.
The Group is unable to predict the content of new legislation and/or regulations and thelr effact on its business. Whilst the Group
would seek to recover such costs from its customers in appropriate cases, there can be no assurance that the Group's operations
will not be adversely affected by legal and regulatory developments. In particular, where the Group fails to comply with relevant
legislation or regulation, this may result in substantial compensation payments and/for fines that may have an adverse effect on
results and/or cash flow.

Inspections by regulators are carried out on both an announced and unannounced basis dependent on the specific regulatory
provisions relating to different care services. The failure to comply with government regulations, the receipt of a negative report that
leads to the determination of regulatory non-compliance or the faiiure ¢f the Group to cure any defect nated in an inspection report
could result in the revocation of/imposition of conditions on, the registration of any service, embargoes or a decrease in/cessation
of, services provided by the Group.

To mitigate these risks, the Group is investing in robust and comprehensive quality teams in the divisions, who work on a2 model of
continuous quality improvement. Homes are regularly audited to ensure compliance with care standards and action plans are drawn
up in appropriate cases. Risks are mitigated by investing in the legal and compliance team, and in recruitment and training. Where
changes in legislation can be predicted, the Group medels the impact the changes will have in advance of the legislation being
implemented.

Employees, staffing and recruitment

The Group’s performance depends largely on its local staff and senior managers. The loss of key individuals and the inability to
recruit people with the right experignce and skills from the local community could adversely impact the Group's resu'ts. To mitigate
these issues the Group has introduced & learning and development programme for all employees and have implemented a number
of incentive schemes linked to the Group’s results that are designed to retain key individuals,

In order to maintain appropriate staffing ratios at its hospitals and homes, the Group needs to recruit, train and retain adeguate
numbers of nurses, clinical staff, healthcare assistants and support workers (who are either permanently employed or “bank” staff)
or contract with third party suppliers to provide appropriately qualified and trained agency staff. In 2022, there have been constraints
on the availability of nursing and care staff due to the ongoing shortages in the UK labour market.

The board takes proactive steps to mitigate these risks including regularly reviewing pay scales, implementing wage increases and
meeting with agency providers to secure longer-term provision. These aim to improve recruitment and retention and reduce the
Group’s reliance on agency staff. The Group proactively manages agency costs by using a Preferred Supplier List (PSL) model, which
incorporates rates agreed in line with budget.

Supply chain disruption

There continues to be uncertainty due to the ongoing conflict between Russia and Ukraine. The Group’s main exposure is to price
increases in relation to energy and other consumables. As with other inflationary pressures, the Group will work proactively with
commissioners to ensure that they are understood and that increased fees may be necessary to aliow continuity of service provision.

The Board's statement on Section 172(1)

The following Section 172 statement, which is required by the Companies Act 2006, describes how the directors have had regard to
the matters set out in s172(1a to 1f) including key decisions and matters that are of strategic importance to the Group. The Board
of Directors, in line with their duties under s172 of the Companies Act 2006, act in @ way they consider, in good faith would be most
likely to promote the success of the Group for the benefit of its members as a whole, and in doing so have regard to a range of
matters when making decisions for the lang term.

We aim to pursue an apen and transparent dialague with our key stakehoiders in order to develop a ciear understanding of their
needs, assess their perspectives and monitor their impact on our strategic objectives, As part of the Board's decision-making process,
the directors consider the potential impact of decisions on relevant stakeholders whilst also having regard to a number of broader
factors, including the impact of the Group’s operations on the community and environment, responsible husiness practices and the
likely consequences of decisions in the long term.

Kay stakefholders

Our key stakeholders are our service users (and their families), our workforce and our investors. Qur regulators, commissioners,
suppliers, and the communities we operate within are also important stakeholder groups. Ail key Board decisions take inte account
the impact on the relevant stakeholder groups, as follows:
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The Board’'s statement on Section 172{1) (centinued)
Service users and their families

Our service users and their families are central to everything we do - the Group aims to help people to live their lives, This means
supporting people to live as independently as they can and supporting them to participate fuilly in their lives. The board receives
regular updates around quality and compliance metrics so that the quality of the services provided can be closely monitored. Where
necessary, the board may take the decision to temporarily close a service or suspend new admissions where this is deemed to be in
the best interests of existing service users., Dialogue is maintained with clinical experts and service commissicners so that the services
provided in a particular location are ahle to respond appropriately to tocal needs. The Group recognises that the families of our
service users are alse important stakeholders (particularly where services users are unable to give informed consent) and transparent
and honest communication is vital. Transparent and honest communication includes being open about expectations, methodologies
and preferred outcomes.

Workforce

Our workforce is key to praviding safe and effective care to the people we support. The Group employs & wide array of healthcare
and social care profescionals and engagement with those employees is paramount. The directors monitor the results of staff surveys,
both regular and ad hoc; together with the Group's system of employee forums, which occur at local, regional and national level the
Board is able to discuss human resourcing matters with the interests of its workforce at heart. An example of actions taken in
response to the feedback generated through these channels is the articulation of tailored career pathways avaiiable to all Group
employees. Annual salary reviews are undertaken with reference to the importance of colleague retention, changes in the National
Living Wage, and commercial factors. The directors are committed to communicating the results of any wage reviews in a transparent
manner. .

Further informaticon in respect of employees is set out in the Directors’ report.
Investors

Our owners, Waterland Private Equity Investments B.V., are a European independent private equity investment group, with the UK
Group being one of a number of current portfolio companies. Members of the UK Board engage regularly via meetings and phone
calls with both the wider MEDIAN European Board and senior Waterland management in order to, inter alia, develop long-term and
short-term business strategy and decide upon resource allocation.

Regulators

We are subject to a high degree of regulation, particularly in relation to the registration and ongoing inspection of our services. The
“business review” section above outlines the key regulatory bodies. Results of inspections and more general reports made by the
regulators are discussed by the board and/or its committees where appropriate; ongoing dialogue is maintained in order to respond
with agility to emerging areas of focus. Some of our regulators alsc have responsibility for monitoring the angeing financial viability
of our business - individual directors meet with the regulators pericdically to discuss this aspect. Staff bonuses at alt levels of the
organisation are partly linked to the outcomes of internal and external quality metrics.

Cominissioners

As the majority of our revenue is derived from public sources (local authorities, NHS England, local healthcare commissioners etc),
it is important that we evolve aur service provision to satisfy local demand {which can change over time) and provide those services
at an appropriate cost. Communication with commissioners is ongoing both locally and nationally, and the Board will consider the
requirements of commissioners when allocating resources for new or retooled service offerings, and agreeing a general approach to
funding and contract renewal.

Suppliers

We aim to treat our suppliers fairly and work in partnership with them as they provide essential goods and services to the Group. It
is our policy to adhere to agreed credit terms. Together with our contracted workforce, agency warkers in the nursing and care
professions play an essential role in delivering quality services — we endeavour to utilise pre-approved agencies and ensure that the
level of onboarding and continuous training and development is provided to agency resource.

Communities and the wider environment

The Group operates nationally and many of our facilities are embedded within the wider community. It is therefore important that
the impact of our operations on the communities we operate in are taken into censideration, particularly with regard to the
readjustment of service users back into community settings. We are also cognisant of the need to consider the overall environment
when contracting with suppliers, or considering any significant development projects, for example. The wider environment in which
we operate is alse of Importance, particularly with the grewing awareness of climate change and the concomitant expectation that
organisations should seek tc minimise their impact on the environment. We therefore take certain measures to improve energy
efficiency, further details of which are set out in the directors’ report under “Streamlined energy and carbon reporting”.

Principal decisions

The Group defines principal decislons as those that are material or of strategic importance to the Group, and those that have a
significant impact on any of our key stakeholder groups. By way of example, a selection of principal decisions taken by the Board
during the year is set out below, highlighting the primary stakeholder groups affected and some cf the considerations taken into
account in reaching those decisions.

(i) Approval of the 2023 budget and business plan

The board approved the final budget for 2023 that includes business pians for each existing facility as well as central functions
in order to arrive at an aggregated business plan. The key stakeholder groups affected were our investors and our workforce.
Some of the key considerations taken into account inciuded the need for an appropriate shareholder return, the need to
recrult, motivate and retain our staff (including assessing appropriate pay increases and incentive schemes) and the likely
impact on our cost base of increases in supply costs, balancing value for money with the interests of our suppliers.
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The Board’s statement on Section 172(1) (continued)
Principal decisions (continued)
(if) Facility refurbishments, expansions and retoolings

As part of the 2022 and 2023 budgets and [ooking ahead into the medium term, the Board approved a number of significant
capitai expenditure projects in erder to refurbish and/or expand existing facilities, retool locations to better reflect demand
far services ar offer higher value services, and consider selective additional property acquisitions to expand certain service
lines. The key stakeholder groups affected are our investors, our commissioners and current and future service users. Some
of the key considerations taken into account included the likely return on investment of such projects, the ability of a project
to meet the requirements of commissioners In providing a particular service, and our ability to safely staff and effectively
operate the service. The timing of such projects is kept under review and planned works amended where necessary.

(1) Rationafisation of certain facilities

During the prior year, the Board decided to raticnalise a number of services, primarily within the Group's older people care
aoffering, through a managed wind down and/or sale of a number of non-core facilities, This strategy has continued throughout
2022, The key stakeholder groups affected are our service-users, our commissioners and regulators, our workforce as well
as in some instances our landlords. Some of the key considerations taken into account included whether the operational and
financial performance of facilities could be satisfactorily improved, whether enhanced capital expenditure at these facilities
represents an efficient use of capital, and where sites were earmarked for ¢losure how employees, commissioners and service
users were consulted in order to minimise disruption.

On behalf of the Board

Dot tall

David HaH
Director Fifth Floor
80 Hammersmith Road
London
England
W14 8UD
25 April 2023
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The directors present their annual report and the audited consclidated and company financial statements of Priory Group UK 1
Limited for the vear ended 31 December 2022. The consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards (IFRS) and IFRS Interpretations Committee (IFRS IC) interpretations in conformity with
the reguirements of the Companies Act 2006 and the parent company financial statements in accordance with applicable law and
United Kingdom Accounting Standards {United Kingdom Generally Accepted Accounting Practice), in particular FRS 101.

This report should be read in conjunction with the strategic report set out from page 2. The Group has chosen in accordance with
Section 414C {11) of the Companies Act 2006 to set out in the strategic report the following that the directors believe to be of
strategic importance:

. Business review;

. Future developments and strategy;

. Financial risk management; and

. Principal risks and uncertainties.
Dividends

The directors do not recommend the payment of A dividend (2021: £nil).
Directors
The directors who held office during the year and up to the date of signing the financial statements were as follows:

Rebekah Cresswell
David Hall

Jim Lee

André Schmidt

Going concern

The Board reviews forecasts of the Group’s liquidity requirements based on 2 range of scenarios to ensure it has sufficient cash to
meet operational needs. The formal period for which the Beard has assessed the appropriateness of the going concern assumption
extends from the date of signing these financial statements to 30 June 2024, although there are no known or anticipated events or
factors beyond this period that would impinge on the ability of the Group to determine its continuation as a going concern.

At 31 December 2022, the Group had debt (including accrued interest) of £300.5m due to its immediate parent, RemedcoUK Limited,
a wholly owned subsidiary of the Group's ultimate parent.

The directors have adopted the geing concern basis {notwithstanding the net liabilities as at 31 December 2022 of £170.1m) in
preparing these financial statements after assessing the principal risks and having considered the impact of a severe but plausible
scenario potentially precipitated by a general deterioration in trading conditions.

The directors have used the 2023 budget as a base case financial and liquidity forecast for the going concern assessment peried and
applied sensitivities to that forecast to derive a severe but plausible downside scenario. Specifically, the severe but plausible downside
scenario assumes:

. Reductions in occupancy levels from budget*of between 1% and 5% depending on business division and month; and
. No repayment of the RCF facility or further draw downs,

The revenue and cost impact of such a scenaric would have a significant negative impact on the Group’s profitability and cash flow
for 2023 and the first half of 2024, although would stilf deliver pasitive EBITDA and sufficient cash liquidity throughout the gecing
concern assessment period.

The directors have aiso conducted a review of the forecast to ascertain the possible circumstances in which liquidity would become
negative during the going concern assessment period. Such a scenario would involve a significant reduction in occupancy and a

- failure to take any mitigating actions with regard to the cost base of the Group and capital investment. The utilisation of cash pooling

and the group-wide RCF facility is a further mitigating action, however access is dependent on the funding requirements of Median
given they are shared facilities, This scenario would be significantly more pessimistic than conditions experienced in recent years.
As such, the likelihood of the realisation of this hypothetical scenario is considered to be remote.

After making appropriate enquiries and having considered the business activities and the Group’s principal risks and uncertainties,
the directors are satisfied that the Greup as a whole has adequate rescurces to continue in operational existence for the foreseeable
future. They have done this by examining and stress testing the trading forecasts and financing requirements of the Group for the
period from the date of approval of these financial statements to 30 June 2024. The directors are satisfied that the going concern
basis of preparation for these financial statements is appropriate. Accordingly, the financial statements have been prepared on a
going concern basis.

Employees

The directors recognise that the continued position of the Group in the behavioural care industry depends on the quality and
motivation of its employees. Well-trained, engaged and quality employees are crucial for the Group to ensure that service users
receive the best quality care, The Group offers employees at every level the opportunity of continucus training and further education
through the Priory Academy. Throughout 2022 the Group continued to develop the Academy supported by training and competence
schemes, technica! development frameworks, learning pathways, newly designed learning materials and accreditations. Employees
have a personal development pian that is monitored, assessed and modified during the annual appraisal process.
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Employees (continued)

The key quality performance indicators the Group uses to measure engagement and training are the employee opinion survey,
employee sickness levels and compliance with the Group e-learning programme, The Group has low levels of sickness and high levels
of compliance with training programmes. Whilst maonitoring these perfarmance indicators, the Group continues to review its
remuneration system to ensure it is fair, transparent, flex/ble and provides individual recognition.

The Group recognises that good and effective employee communications are particularly impertant to retaining and motivating
employees, and throughout the business, it is the directors’ policy to promote the understanding by all employees of the Group’s
business aims, purpose, performance and individual opportunities for personal and career development. This is achieved through
internal publications, presentations on performance and a variety of other approaches appropriate for a particular location. Employees
are consulted on issues through the “Your Say” forum and have access to the Group’s intranet site and a weekly a-newsletter. Results
of the employee opinion survey drive further improvements. In all these areas, the Group continues to invest in resource and IT
sohutions in order to deliver a positive experience for all our colleagues.

The directors believe that it is important to recruit and retain capable and caring staff regardiess of their gender, marital status,
race, sexuality or religion. It is the Group’s policy to give full and fair consideration to applications for employment from people who
are disabled, to continue wherever possible the employment of and to arrange appropriate training for, employees who become
disabled and te provide equal opportunities for the career development, training and promotion of disabled empioyees.

Streamlined energy and carbon reparting

In April 2019, the Department for Business, Energy and Industrial Strategy introduced a new reporting regulation entitled the
Streamlined Energy and Carbon Reporting Framework ("SECR”}, replacing various other reporting requirements. Organisations
subject to the SECR are required to include information relating to thelr energy usage and carbon emissions. This is the second year
for which such disciosures apply to the Group.

The energy used by the Group in the year ended 31 December 2022 is as follows:

Calculated

emissions

. Total volume {Tonnes of

Emission type _(kwWh) €0Oze)
Scope 1 (direct) 80,733,447 15,938
Scope 2 {indirect) 26,760,311 5,175
Scope 3 {indirect) 2,519,270 626
110,013,028 21,739

Scope 1 emissions are emissions fram activities owned or controlled by the Group that release emissions into the atmosphere. These
include emissions frem combustion in boilers, furnaces and vehicles. Scope 2 emissions are those associated with the Group’s
consumption of purchased electricity, heat, steam and c¢ooling. Scope 3 emissions are those emissions that occur at sources that
the Group does not awn or contrel, primarily employee-owned vehicles,

Scope 1 emissions in the year ended 31 December 2022 were as follows:

Calcufated
emissions
Total volume (Tonnes of
Emission type Drefinition (kwWh) COae)
Gas Emissions from combustion of gas 59,626,141 10,884
Emissions from combustion of fuel for stationary machinery and
Liquid fuels engines 15,859,211 1,264
Transport Emissions from combustion of fuel for transport purposes 5,248,095 3,790
80,733,447 15,938
Scope 2 emissions in the year ended 31 December 2022 were as follows:
Calculated
emissions
Total volume {Tonnes of
Emission type Definition (kWh) COze)
Electricity Emissions from_purchased electricity 26,760,311 5,175
Scope 3 emissions in the year ended 31 December 2022 were as follows:
Calculfated
emissions
Total volume (Tonnes of
Emission type Definition (kWh) COze)
Emissions from business trave! in rental cars or employee-owned
Employee-owned cars vehicles 2,519,270 626
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Streamlined energy and carbon reporting {continued)

The energy used by the Group in the year ended 31 December 2021 is as follows:

Calculated
emissions
Total volume {Tonnes of
Emission type {kWh) COze)
Scope 1 (direct) 112,725,005 22,407
Scope 2 (indirect) 35,590,751 7,556
Scope 3 (indirect) 2,895,023 717
151,210,779 30,680
Scope 1 emissions in the year ended 31 December 2021 were as follows:
Calculated
emissions
Total voelume {Tonnes of
Emission type Definition {kWh) COze)
Gas : Emissions from combustion of gas 83,367,337 15,269
Emissions from combustion of fuel for stationary machinery and
Liguid fuels engines 21,383,153 5,177
Transport Emissions from combustion of fuel for transport purposes 7,974,515 1,961
112,725,005 22,407
Scope 2 emissions in the year ended 31 December 2021 were as follows:
Calculated
emissions
Total volume (Tonnes of
Emission type Definition {kwh) CO2e)
Electricity Emissions from purchased electricity 35,580,751 7,556
Scope 3 emissions in the year ended 31 December 2021 were as foliows:
Calculated
emissions
Total volume {Tonnes of
Emission type Definition {kWh) CO2e)
Emissions from business trave! in rental cars or employee-owned )
Employee-owned cars vehicles 2,895,023 717

Intensity measure

The intensity measure used by the Group is Tonnes of CO2e per available bed. On this measure, the intensity value for the year
ended 31 December 2022 is 3.93 Tonnes of COze per available bed (2021: 4.103 Tonnes of CO:ze per available bed).

Methodology

The Group has taken guidance from the UK Government Environmental Reporting Guidelines {March 2019), the GHG Reporting
Protocol - Corporate Standard, and from the UK Government GHG Conversion Factors for Cempany Reperting document for
calculating carbon emissions. Energy usage information {(gas and electricity) has been obtained directly from our energy suppliers
and HH/AMR data, where available, for those supplies with HH/AMR meters. For supplies where there was not complete 12-month
energy usage available, flat profile estimation techniques were used to complete the annual consumpticn. COze emissions were
calculated using the appropriate emission factors from the UK Government GHG conversion information.

Energy efficiency measures

The Group takes its impact on the global climate seriously, recognising the importance of gcod environmental practice. Where
feasible, the Group is committed to adopting energy efficiency measures to help reduce its impact on climate change. Energy
efficiency measures taken across the Group include works to replace older and inefficient air conditioning units and boilers with
meodern, cleaner alternatives (including installing air source heat pumps at one location}; conversion of oll-fired boilers to LPG;
installation of LED lighting; the upgrade of building insulation; and the buying of renewable energy.

The Group believe there is a responsibility to care for and protect the environment in which it operates and is fully committed to
improving the environmental performance across all business activities. In 2022, the Group introduced the Priory Green: Save
energy, save the planet initiative. This commits to reducing the Group's carbon footprint by 25% by 2025.

A specific action plan is in place, which focuses on energy efficiency, waste reduction, water use minimisation, business travel
reduction, environmentally responsible procurement, service provision and operations and celleague training. Colleagues are
. encouraged to participate in energy saving, carbon footprint reducing and envirenmentally friendly activities and te contribute Ideas
for improvement.



Priory Group UK 1 Limited
Directors’ report

Prior year restatements

During the year ended 31 December 2022 the Group undertook a detalled review of its accounting records relating to property, plant
and equipment and intangible assets. This review identified a number of anomalies relating to prior years, the most significant being
errors in the application of various impairment charges and the lack of derecognition of disposed assets. A conseguent adjustment
to right of use assets recognrised in the year ended 31 December 2021 was also required as a result.

A further material reclassification was noted reiating to property rents paid in advance which is recorded in the consciidated balance
sheet at both 31 December 2021 and 1 January 2021 being the beginning of the comparative period. The prepayment was included
within right of use assets but should have been offset against lease liabilities.

See note 2(v) for further details.
Provision of information to auditors

As far as the directors are aware, there is no relevant audit information of which the Company’s auditors are unaware. Each director
has taken all the steps that they ought to have taken as a director in order to make themselves aware of any relevant audit
information and to establish that the Company's auditors are aware of that information. This confirmation is given and should be
interpreted in accordance with the pravisions of section 418 of the Companies Act 2006.

Cn behalf of the Board

Dave. Ball

David Hall Fifth Floor
Director 80 Hammarsmith Road
Londen

England

W14 8UD

25 April 2023

10



Priory Group UK 1 Limited
Statement of directors’ responsibilities in respect of the financial statements

The directors are responsible for preparing the Annual report and the consoclidated financiai statements in accordance with applicable
law and regulation.

Company law requires the directors to prepare financial statements for each linancial year. Under that law the directors have prepared
the group financial statements in accordance with UK-adopted international accounting standards and the company financial
statements in accordance with United Kingdom Generally Accepted Accounting Practice {(United Kingdom Accounting Standards,
comprising FRS 101 “Reduced Disclosure Framewcrk”, and applicable law).

Under company [aw, directors must not approve the financial statements unless they are satisfied that they give a true and fair view
of the state of affairs of the group and company and of the profit or loss of the group for that period. In preparing the financiai
statements, the directors are required to:

. select suitable accounting palicies and then apply them consistently;

. state whether applicable UK-adopted international accounting standards have been followed for the group financial
statements and United Kingdem Accounting Standards, comprising FRS 101 have been followed for the company financial
statements, subject to any material departures disclosed and explained in the financial statements;

. make judgements and accounting estimates that are reasonable and prudent; and

. prepare the financial statements on the going cencern basis unless it is inappropriate to presume that the group and company
will continue in business.

The directors are responsible for safeguarding the assets of the group and company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The directors are also responsible for keeping adequate accounting records that are sufficient to show and expiain the group’s and
company’s transactions and disclose with reasonable accuracy at any time the financial position of the group and company and
enable them to ensure that the financial statements comply with the Companies Act 2006.

Directors’ confirmations
In the case of each director in office at the date the directors’ report is approved:

. so far as the director is aware, there is no relevant audit information of which the group’s and company’s auditors are
unaware; and

. they have taken ali the steps that they ought to have taken as a director in order to make themselves aware of any relevant
audit information and to estabiish that the group’s and company’s auditors are aware of that information.

On behalf of the Board

Jim Lee - David Hall
Director ' Director
25 April 2023 25 April 2023
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Priory Group UK 1 Limited
Independent auditors’ report to the members of Priory Group UK 1 Limited

Report on the audit of the financial statements
Opinion
In our opinion:

. Priory Group UK 1 Limited's group financlal statements and parent company financial statements (the “financial statem'ents”)
give a true and fair view of the state of the group’s and of the parent company’s affairs as at 31 December 2022 and of the
group’s loss and the group’s cash flows for the year then ended;

. the group financial statements have been properly prepared in accordance with UK-adopted internationai accounting
standerds as applied in accordance with the provisions of the Companies Act 2006;

. the parent company financial statements have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards, including FRS 101 “Reduced Disclosure Framework”, and
applicable law); and

. the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual report and consolidated financial statements (the “Annual
Report”}, which comprise: the consolidated and parent company balance sheets as at 31 December 2622; the consolidated income
statement, the consolidated statement of comprehensive income, the consolidated statement of cash flows and the consolidated and
parent company statements of changes in equity for the year then ended; and the notes to the financial statements, which include
a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing {UK) {*1SAs (UK)") and applicable law. Qur
responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial statements section
of our report. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We remained independent of the group in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, which includes the FRC's Ethical Standard, and we have fulfilled our other ethical responsibiiities in accordance
with these requirements.

Conclusions relating to going concern

Based on the work we have parformed, we have not identified any material uncertainties relating to events or conditions that,
individually or collectively, may cast significant doubt on the group's and the parent company’s ability to continue as a going corcern
far a period of at least twelve months from when the financial statements are authorised for issue.

In auditing the financial statements, we have concluded that the directors” use of the geing concern basis of accounting in the
preparation of the financial statements is appropriate.

However, because not all future events or conditions can be predicted, this conclusion is not a guarantee as to the group's and the
parent company's ability to continue as a geing concern.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant sections of
this report. ’

Reporting on other information

The other information comprises all of the information In the Annual Report other than the financial statements and our auditors’
report thereon. The directors are responsible for the other information. Our opinion en the financial statements does not cover the
other information and, accordingly, we do not express an audit opinion or, except to the extent otherwise explicitly stated in this
report, any form of assurance thereon. !

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit, or
otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material misstatement, we are
required to perform procedures to conciude whether there is a material misstatement of the financial statements or a material
misstatement of the other information. If, based on the work we have parformed, we conclude that there is @ material misstatement
of this other information, we are required to report that fact. We have nothing to report based on these responsibilities.

With respect to the Strategic report and Directors' report, we also considered whether the disclosures required by the UK Companies
Act 2006 have been included.

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain opinions and
matters ag described below.

Strategic repart and Directors’ report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic report and Directors’
report for the year ended 31 December 2022 is consistent with the financial statements and has been prepared in accordance with
applicable legal requirements.

In light of the knowledge and understanding of the group and parent company and their environment cbtained in the course of the
audit, we did not identify any material misstatements in the Strategic report and Directors' report.
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Priory Group UK 1 Limited
Independent auditors’ report to the members of Priory Group UK 1 Limited

Responsibilities for the financial statements and the audit
Rasponsibilities of the directors for the financial statements

As explained more fully in the Statement of directors' responsibilities in respect of the financial statements, the directors are
responsible for the preparation cf the financial statements in accerdance with the applicable framework and for being satisfied that
they give a true and fair view. The directors are also respansible for such internal control as they determine is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to fraud or error,

In preparing the financial statements, the directors are responsible for assessing the group’s and the parent company’s ability to
cantinue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liguidate the group or the parent company or to cease operations, or have no realistic
alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditers' report that includes our opinion. Reasonable assurance is a
high level of assurance, but is not a guarantee that an audit conducted in accordance with 15As (UK) will always detect a material
misstaterment when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

irreguiarities, including fraud, are instances of non-compliance with laws and regulations. We design precedures in line with our
responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud. The extent to which
our procedures are capable of detecting irregularities, including fraud, is detailed below.

Based on our understanding of the group and industry, we identified that the principal risks of non-compliance with laws and
regulations related to health and safety legislation, data protection regulaticns and employment law, and we considered the extent
to which non-compliance might have a material effect on the financial statements, We also considered those laws and regulations
that have a direct impact on the financial statements such as the Companies Act 2006 and UK tax laws. We evaluated management’s
incentives and opportunities for fraudulent manipulation of the financial statements (including the risk of override of controls), and
determined that the principal risks were related te posting inappropriate journal entries to manipulate financial performance,
management bias in determining significant accounting estimates and accounting for significant one-off or unusual transactions.
Audit procedures performed by the engagement team included:

. enquiring with management, internal audit and those charged with governance to understand the relevant laws and
regulations applicable to the group and parent company, and their assessment of fraud related risks;

. evaluating management’s controls designed to prevent and detect fraudulent financial reporting;

. identifying and testing journal entries using a risk-based targeting approach for unusual account combinations that could
impact revenue and EBITDA;

. challenging assumptions and judgements made by management in determining significant accounting estimates;

. review of board minutes; and

. reviewing financial statement disclosures and testing to supporting documentation, where appropriate, to assess compliance

with applicable laws and regulations.

There are inherent limitations in the audit procedures described above. We are less likely to become aware of instances of non-
compliance with laws and regulations that are not closely related tc events and transactions reflected in the financial statements.
Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting one resulting from error,
as fraud may involve deliberate concealment by, for example, forgery or intentional misrepresentations, or through collusion.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's website at:
www,frc,org.uk/auditarsresponsibilities. This description forms part of our auditors’ report,

Use of this report

This repaort, including the opinions, has been prepared for and only for the parent company’'s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these opinions, accept or assume
responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it may come save
where expressly agreed by our prior consent in writing.

13



Priory Group UK 1 Limited
Independent auditors’ report to the members of Priory Group UK 1 Limited
Other required reporting

Companies Act 2006 exception reporting

Under the Companies Act 2006 we are required to report to you if, in our opinion:

. we have not obtained all the information and explanations we require for our audit; or

. adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been
received from branches not visited by us; or

. certain disclosures of directors’ remuneration specified by law are not made; or

. the parent company financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

T FE. & <

Tom Yeates {Senior Statutery Auditor)

for and an behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Leeds

25 April 2023
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Priory Group UK 1 Limited

Year ended 31

Consolidated income statement for the year ended 31 December 2022

Year ended 31
December 2021

£'000 Note December 2022 (restated*)
Continuing operations

Revenue 3 712,182 721,010
QGperating costs 4 (671,089} (656,705)
Exceptional items - 7 (167) {12,621)
Other operating income 13 277 277
Operating profit 3 41,203 51,961
Analysed as:

Adjusted EBITDA 102,384 127,483
Depreciation 4 (61,014) (62,901)
Amortisation 4 - -
Exceptional items 7 (167) (12,621)
Operating profit 41,203 51,961
Finance costs 8 {69,297) {89,461)
Finance income 8 171 56
Loss before tax (27,923) {37,444)
Income tax 9 12,015 {39,491)
Loss from continuing operations (15,908) {76,935)
Profit from discontinued operations 10 - 170,954
(Loss)/profit for the year (15,908) 94,019

*See Note 2(v) for details of restatement,

Adjusted EBITDA represents earnings before interest, tax, depreciation, amaortisation and exceptional items. All are ‘non-GAAP
measures’ as they are not measures defined within IFRS and are discussed in more detail in note 2.
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Priory Group UK 1 Limited

Consolidated statement of comprehensive income for the year ended

31 December 2022

Year ended 31

Year ended 31
December 2021

£'000 December 2022 (restated®)
Loss from continuing operations {15,908) (76,935)
Profit from discontinued operations - 170,954
{Loss)/profit for the year (15,908) 94,019
Items that will not be reclassified to profit or foss:

Actuarial {loss)/gain on defined benefit scheme (3,455) 5,760
Maovement in deferred tax relating to actuarial (loss)/gain 864 554

Other comprehensive (expense)/income for the year (2,591) 5,206
Total comprehensive (expense)/income for the year {18,499) 99,225

*See Note 2(v) for details of restatement.
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Priory Group UK 1 Limited

Consolidated balance sheet at 31 December 2022

31 December

31 Dacember 2021

1 January 2021

E'Q00 Note 2022 (restated™) (restated*)
Non-current assets
Intangible assets 11 - - -
Property, plant and equipment 12 494,030 517,173 1,160,562
Right of use assets 13 517,989 526,811 264,868
1,012,019 1,043,984 1,425,430
Current assets
Net investment in finance leases 13 - 302 592
Tnventories 14 497 468 539
Trade and other receivables 15 69,394 81,910 61,480
Corpuralivn tax recoverable 10,769 7,763 1,682
Cash 16 10,519 20,058 54,9/1
91,179 110,501 119,264
Assets held for sale 17 7,944 500 5,025
99,123 111,001 124,289
Total assets 1,111,142 1,154,985 1,549,719
Current liabilities
Trade and other payables 18 (98,315) (124,636) (137,130)
Corporation tax payable - (7,739) -
Lease liabilities 13 (52,761) (54,790) (26,008)
Borrowings 19 (20,363) {19,295) -
Pravisions 20 (15,273) {15,457) (16,761)
{186,712) (221,917} (179,899)
Net current liabilities (87,589) (110,916) (55,610)
Non-current liabilities
Lease liabilities 13 (773,825) (776,980) (309,154)
Borrowings 19 {280,151) (261,136) (1,199,194)
Deferred income tax 21 (37,231) {44,453) (102,762)
Pension liability 22 {3,370) (2,147) (9,583}
(1,094,577) (1,084,716) (1,620,693)
Net liabilities (170,147} (151,648) {250,873)
Equity attributable to the owners of the parent:
Share capital 23 74,984 74,984 74,884
Share premium account 647,240 647,240 647,240
Accumulated losses (892,371) (873,872) (973,097)
Total equity (170,147} (151,648) (250,873)

*See Note 2(v) for details of restatement.

The consolidated financial statements of Priory Group UK 1 Limited (registered company number 09057543) on pages 15 to 50 were

approved by the board of directers and authofised for issue on 25 April 2023. They were signed on its behalf by:

im oo

Jim Lee
Director

Dawe. thall,

David Hall
Director

17



Priory Group UK 1 Limited

Consolidated statement of cash flows for the year ended 31 December 2022

Year ended 31

Year ended 31
December 2021

E'DDD Note December 2022 (restated*)
Operating activities
Operating profit 41,203 74,696
Profit on disposal of property, plant and eguipment {23,390} {44,409)
Depreciation of property, plant and equipment and right of use assets 12 61,014 71,775
Amortisation of intangible assets 4 - -
Net impairment of non-current assets 7 18,283 39,326
Non-cash exceptiona! items - 1,403
{Increase)/decrease in inventorias {29) 71
Decrease/(increase) in trade and other receivables 9,302 (16,553)
{Decrease)/increase in trade and other payables (28,994) 25,209
Past-employment benefits (2,250) {1,780)
75,139 149,738
Taxation 881 (67,425}
Net cash generated from operating activities 76,020 82,313
Invasting activities
Interest income 8 92 56
Proceeds from disposal of property, plant and equipment 12,262 13,360
Purchases of property, plant and equipment (38,359) {44,301}
Proceeds from sale and leaseback transaction - 801,252
Proceeds from sale of Education division (less divested cash) - 138,292
Net cash (used in)/generated from investing activities (26,005) 908,659
Financing activities
Repayment of obligations under lease liabilities (10,358) (14,064)
Proceeds from borrowings - 19,137
Repayment of borrowings - (875,056)
Interest paid on lease liabilities (49,196) (38,798)
Interest paid on borrowings - (117,104)
Net cash used in from financing activities {59,554) (1,025,885)
Net decrease in cash (9,539) (34,913}
Cash at the beginning of the year i6 20,058 54,971
Cash at the end of the year 16 10,519 20,058

*See Note 2(v) for details of restatement.

The comparative consolidated statement of cash flows includes the cash flows from both continuing and discontinued operations.
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Priory Group UK 1 Limited

Consolidated statement of changes in
December 2022

equity for the year ended 31

Share

£000 premium  Accumufated

Share capital account losses Total equity
At 1 January 2021 as previously repatted 74,984 647,240 (1,021,148} (298,924}
Restatement* - - 48,051 48,051
At 1 January 2021 restated 74,984 647,240 (973,097} (250,873)
Loss from continuing operations (restated*) - - (76,935) (76,935)
Profit from discontinued operations {restated*) - - 170,954 170,954
Other comprehensive income for the year - - 5,206 5,206
Total comprehensive income for the year (restated*) - - 99,225 99,225
At 31 December 2021 (restated*) 74,984 647,240 (873,872) (151,648)
At 31 December 2921 as previously reported 74,984 647,240 (906,248) (184,024)
Restatement* - - 32,376 32,376
At 31 December 2021 restated 74,984 647,240 (873,872) (151,648)
Loss from continuing Operations - - (15,908) (15,908)
Other comprehensive expense for the year - - {(2,591) (2,591)
Total comprehensive expense for the year - - (18,499) (18,499)
At 31 December 2022 74,984 647,240 {892,371) (170,147)

*See Note 2(v) for details of restatement.
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Priory Group UK 1 Limited
Notes to the consolidated financial statements

1. General information

The Company is a private limited company, limited by shares and incorporated and domiciled in the UK. The Company is the holding
company of Whitewell UK Holding Company 1 Limited and its subsidiaries, whose principa! activity is the provision of behavioural
care in the United Kingdom, focusing on the provision of acute psychiatry, forensic and rehabilitation and recovery services, older
people care, and specialist support for adults who have learning disabilities.

The address of the registered office is Fifth Floor, 80 Hammersmith Road, London, England, W14 8UD.

2. Significant accounting policies
a) Basis of preparation

The consolidated financial statements are prepared in accordance with UK-adopted International Accounting Standards in conformity
with the requirements of the Companies Act 2006 ('IFRS’). They also comply with applicable legal requirements of the Companies
Act 2006 as applicable to companies using IFRS. The Company has elected to prepare its parent company financial statements in
accordance with UK generally accepted accounting principles (UK GAAP), including FRS 101,

The financial statements have been prepared under the histarical cost canvention. Histarical cost ls generally based on the fair value
of the consideration given in exchange for the assets. The accounting poiicies set out below have been applied consistently, The
Group has not adopted any new [FRS standards, amendments to standards or interpretations prior to their effective date.

The preparation of financial statements in accordance with IFRS requires management to make judgements, estimates and
assumptions that affect the application of policies and reported amounts of assets and liabilities, and income and expenses. The
estimates and associated assumptions are based on historical experience and varicus other factors that are believed to be reasonable
in the particular circumstance, the results of which form the basis of making judgements about carrying values of assets and liabilities
that are not readily apparent from other sources. Actual results may differ from these estimates. The areas involving a higher degree
of complexity, or areas where assumptions and estimates are significant to the financial statements are discussed on page 25,

b) Going concern

The Board reviews forecasts of the Group's liquidity requirements based on a range of scenarios to ensure it has sufficient cash to
meet operational needs. The formal period for which the Board has assessed the appropriateness of the going concern assumption
extends from the date of signing these financial statements to 30 June 2024, although there are no known or anticipated events or
factors beyond this period that would impinge on the ability of the Group to determine its continuation as a going concern.

At 31 December 2022, the Group had debt {including accrued interest) of £300.5m due to its immediate parent, RemedcoUK Limited,
a wholly owned subsidiary of the Group’s ultimate parent.

The directors have adopted the going concern basis (notwithstanding the net liabilities as at 31 December 2022 of £170.1m) in
preparing these financial statements after assessing the principai risks and having considered the impact of a severe but plausible
scenario potentially precipitated by a general deterioration in trading conditions.

The directars have used the 2023 budget as a base case financial and liquidity forecast for the going concern assessment period and
applied sensitivities to that forecast to derive a severe but plausible downside scenario. Specifically, the severe but plausible downside
scenario assumes:

. Reductions in occupancy levels from budget of between 1% and 5% depending on business division and month; and
. No repayment of the RCF facility or further draw downs.

The revenue and cost impact of such a scenario would have a significant negative impact on the Group's profitability and cash flow
for 2023 and the first half of 2024, although would stili deliver positive EBITDA and sufficient cash liquidity throughout the going
concern assessment period.

The directors have also conducted a review of the forecast to ascertain the possible circumstances in which liguidity would become
negative during the going concern assessment period. Such a scenario wauld Invalve a significant reduction in occupancy and a
failure to take any mitigating actions with regard to the cost base of the Group and capital investment. The utilisation of cash pooling
and the group-wide RCF facility is a further mitigating action, however access is dependent on the funding requirements of Median
given they are shared facilities. This scenario would be significantly more pessimistic than conditions experienced in recent years.
As such, the likelihood of the realisation of this hypothetical scenario is considered to be remate.

After making appropriate enquiries and having considered the business activities and the Group’s principal risks and uncertainties,
the directors are satisfied that the Group as a whole has adeguate resources to continue in operational existence for the foreseeabie
future. They have done this by examining and stress testing the trading forecasts and financing requirements of the Group for the
period from the date of approval of these financial statements to 30 June 2024. The directors are satisfied that the going concern
basis of preparation for these financial statements is appropriate. Accordingly, the financial statements have been prepared on a
going cancern basis.
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Priory Group UK 1 Limited
Notes to the consolidated financial statements

2. Significant accounting policies (continued)
¢) Basis of consolidation

The consolidated financial statements include the financial statements of the Company and all of its subsidiary undertakings made
up to 31 December 2022. Subsidiaries are all entities (including structured entities) over which the Group has control. The Group
contrels an entity when the Group is exposed to, or has rights to, varlable returns from its involvement with the entity and has the
ability to affect those returns through its power aver the entity. Subsidiaries are fully consolidated from the date on which control is
transferred to the Group. They are deconsolidated from the date that control ceases. The purchase method is used to account for
the acquisition of subsidiaries and group reorganisations. Under the purchase method the cost of the acquisition is measured as the
fair value of the assets given, equity instruments issued and liabilities incurred in exchange for the subsidiary. Identifiable assets,
liabilities and contingent liabilities assumed in a business combination are measured at their fair values at the acquisition date. All
acquisition costs are expensed immediately.

Non-controlling interasts are initially measured at fair value,

Intercompany transactions and balances between group entities are eliminated on consolidation. Where necessary, the accounting
policies applied by subsidiaries have been changed to ensure consistency with the accounting policies applied by the Group.

d) Discontinued operations

In the prior year, the Group disposed of the Education division, which represented & separate line of business. The net results of the
Education division, up until disposal, are presented as discontinued operations in the Group consolidated income statement.
Comparatives have been re-presented - see note 10 for further details.

e) Non-current assets held for sale

Non-current assets and disposa! groups classified as held for sale are measured at the lower of their carrying amount and fair value
less costs to sell.

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered through a sale
transaction rather than through continuing use. This condition is regarded as met anly when the sale is highly probable, the asset or
disposal group is available for immediate sale in its present condition and when the asset or disposal group is being actively marketed.
Management must be committed to the sale and expect the sale to complete within one year from the date of classificaticn or the
reporting date.

f) Intangible assets
i} Goodwill

Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s interast in the fair value
of the identifiable assets and liabilities of a subsidiary, associate or jointfy controlled entity at the date of acquisition. Goodwill
is initially recognised as an asset at cost and is subsequently measured at cost less any accumulated impairment josses.
Goodwill is reviewed for impairment at least annually, or more freqguently where circumstances suggest an impairment may
have occurred. Any 'mpafrment is reccgnised immediately in the income statement and is not subsequently reversed.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cash-generating units on an EBITDA basis,
in line with the expected benefit from the synergies of the combination. Cash-generating units to which goodwill has been
allocated are tested for impairment annually, or more frequently when there is an indication that the unit may be impaired.
If the recoverable ameunt of the cash-generating unit is less than the carrying amount of that unit, the impairment loss is
allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the other assets of the unit
pro-rata on the basis of the carrying amount of each asset in the unit.

On disposal of a subsidiary or disposal group, the attributable amount of goodwill fs included in the determination of the
profit or loss on disposal.

ii) Brands and customer contracts

Acquired brands and customer contracts acquired in a business combination are shown at fair value at the acquisition date.
They have finite useful economic lives and are carried at cost less accumulated amortisation and amortisation. Brands are
amortised on a straight line basis to aliocate the cost of a brand over its estimated useful life of up to 30 years. Customer
contracts are amortised on an attrition basis over their useful economic lives of between 3 and 10 years. Attrition rates are
calculated with reference to the average length of stay of service users.

g) Segment reporting

Substantially all of the Group’s operaticns are in the UK, therefore no geographical disclosures are presented. The group is not
required to comply with IFRS 8 '‘Cperating segments’ and has not voluntarily chosen to present the information required by IFRS 8.
Further details regarding revenue are provided in note 3 to the consclidated financial statements.

h) Revenue recognition

Revenue represents consideration received for the provision of healthcare, education and adult care services. Revenue is recognised
to the extent it is probabie that the economic benefits will flow to the Group and the revenue can be reliably measured. Revenue is
measured at the fair value of the consideration received, excluding discounts, rebates and sales taxes. Revenue in respect of the
provision of healthcare, education and adult care services is recognised in respect of the number of days of care that have been

+ provided in the relevant period. Revenue in respect of ancillary services is recognised as the services are provided, assuming the
other revenue recognition criteria are met. Revenue paid in advance is included in deferred income until the service is provided.
Revenue In respect of services provided but not inveiced by the year end is included within accrued income.
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2. Significant accounting policies (continued)
1) Borrowing costs and interest

All borrowing costs are recognised in the income statement in the year in which they are incurred. Interest income is recognised in
the income statement as it accrues, using the effective interest method. The Group has no borrowing costs directly attributable to
the acquisition, construction or production of specific qualifying assets.

j) Retirement benefit costs

Payments to defined contribution retirement benefit schemes are charged as an expense as they fall due, when the service is provided
by the employee. Payments made to state-managed retirement benefit schemes are dealt with as payments to defined contribution
schemes where the Group’s obligations under the schermes are equivalent to those arising in a defined contribution retirement benefit
scheme.

The Group, through cne of its subsidiaries, Partnerships in Care Limited, operates a defined benefit plan for certain empioyees. A
defined benefit plan defines the pension benefit that the employee with receive on retirement, usually dependent upon several factors
including but not limited to age, length of service and remuneration. A defined benefit plan is a pension plan that is not a defined
contribution plan. The liability recognised in the balance sheet in respect of the defined benefit plan is the present valug of the
defined benefit obligation at 31 December 2022 less the fair value of the plan assets.

The defined benefit obligation is calculated using the projected unit credit method. Annually the Company engages independent
actuaries to calculate the obligation. The present value is determined by discounting the estimated future payments using market
yields on high quality corporate bonds that are denominated in sterling and have terms approximating to the estimated period of
future payments,

Actuarial gains and losses arising from experience adjustments and changes In actuarial assumptions are charged or credited to
other comprehensive income in the period that they arise. The net interest cost is calculated by applying the discount rate to the net
balance of the defined benefit obligation and the fair value of the plan assets. The cost is recognised in profit or loss as a finance
expense.

The Group, through one of its subsidiary companies, operates an additional funded defined benefit pension scheme, the “Priory
Central Services Pension and Life Assurance Scheme” for staff at one of its homes, The defined benefit obligation, plan assets and
net surplus are not material, and are therefore not separately recognised in the consolidated financial statements.

k) Government grants

The Group from time to time receives government grants and financial assistance from central government, national bodies such as
NHS England and local government {Jocal autherities), particularly in connection with lost revenues and additional costs associated
with the COVID-19 pandemic. Such grants are only reécognised in the financial statements when there is reasonablie assurance that
the Group will compiy with any conditions attached to the grant and that the grant will be received. The grants are recognised as
income over the period necessary to match them with the related service provided or costs incurred for which they are intended to
compensate, on a systematic basis. A grant receivable as compensation for costs already incurred or for immediate financial support,
with no future related costs or conditions, is recognised as incaome in the period In which it is receivable. During the year ended 31
December 2022, the Group (along with other organisaticns in the sector) received various forms of government assistance in the
form of COVID support payment that do not strictly meet the definition of a government *grant”. Further details are set aut in note
3.

I} Taxation
The tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit can differ from net profit as reported in the income
statement because it excludes items of income or expense that are taxable or deductible in other years, or that are never taxable or
deductible. The Group’s liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the
batance sheet date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets and liabilities
in the financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted for using the
balance sheet liability method. Deferred tax liabilities are recognised for all taxable temporary differences and deferred tax assets
are recognised to the extent that it is probable that taxable profits will be available against which deductible temporary differences
can be utilised.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced ta the extent that it is no longer
probable that sufficient taxable profits will be avallable to allow all or part of the asset to be recovered. Deferred tax is calculated at
the tax rates that are expected to apply in the period when the liahility is settled or the asset is realised. Deferred tax is charged or
credited in the income statement, except when it refates to items charged or credited directly to equity, in which case the deferred
tax Is also dealt with in equity. ’

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against current tax
liabilities and when they relate to income taxes levied by the same taxation autherity, and the Group intends to settle its current tax
assets and liabilities on a n