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Priory Group No. 1 Limited
Directors’ report

The directors present thewr annual repart and the audited consolidated and Company financial statements of Priory Group No 1
Limited for the period from incorporation on 30 December 2010 to 31 December 2011 The consolidated financial statements have
been prepared In accordance with International Financial Reporting Standards and IFRIC interpretations (IFRS) as adopted by the
European Unwon (EU)

Throughout the document, references to the *Company” refer to Priory Group No 1 Limited References to the “Group” and “Priory
Group” refer to Priory Group No 1 Limited and its subsidiaries All amounts are stated in GBP £000, unless otherwise stated

Principal activities

The Company was incorporated on 30 December 2010 in the United Kingdom as Crown Newco 1 Limited and changed its name to Priory
Group No 1 Limited on 21 June 2011 The principal activity of the parent company is to act as an investment holding company

The Group Is the fargest independent provider of mental health, specalist care and speaialist education services in the United Kingdom,
by number of beds, focusing on the provision of acute psychiatry, secure and rehabilitation services, complex care, specialist education,
older people care and specialist services, and cne of the top three ndependent providers of secure and rehabilitation services by number
of beds At 31 December 2011, the Group had 265 faciities with 7,235 avalable beds located throughout the tUnited Kingdom The
Group operates in four sectors

. The Healthcare segment focuses on the treatment of patients with a varety of psychiatric conditions which are treated in
both apen and secure environments This segment also provides neuro-rehabiitation services

. The Education segment provides day and residential schooling, care and assessment for children with emotional and
hehawigural difficulties or autistic spectrum disorders

. The Older People segment provides long term, short term and respite nursing care for older people who are physecally
frail or suffering with dementia related disorders

. The Specialist Services segment focuses on the care of service users with a variety of learning difficulties and mental
health lllnesses This segment includes care homes and supported living services

Business review

On 4 March 2011, the Group acquired 100% of the issued ordinary share capital of Priory Investments Holdings Umited On 14 Apnl
2011, the Group acquired 100% of the issued ordinary share capital of Craegmoor Group Limited (Craegmoar} Refer to note 9 for
further details on acquisitions in the period

The results for the period are set out in the consohdated income statement on page 7 and the financal position of the Group as at
31 December 2011 I1s set out In the cansolidated balance sheet on page 8 The Group Adjusted EBITDAR for the period was
£110 6m, which represented a margin of 30 7% of revenue Adjusted EBITDA before future mintmum rental increases was £102 2m
in the period, which represented a margin of 28 4% of revenue

The Group 1ssued £600 0m of high yield bonds on 3 February 2011 and £206 Om on 14 April 2011 The proceeds from the issue aof
the bonds were used to fund the purchase of Priory Investments Holdings Limited on 4 March 2611 and Craegmoor on 14 Aprl
2011 In addition unsecured loan notes of £130 Om were 1ssued on 4 March 2011 and £51 5m on 14 April 2011 Refer to note 17
for further details

During the period, net costs of £11 3m were recognised as exceptional items in the consolidated income statement, and are
explained further in note 6 to the consolidated financial statements

Land and buildings of Priory and Craegmoor (including fixtures and fittings) were recorded at fair values on acquisition, as
determined by mdependent third party valuers The net book value at 31 December 2011 of £1 3bn 15 therefore considered to be
market value

Financial nsk management

The use of financial instruments 1s managed under policies and procedures approved by the Board These are designed to reduce
the financial risks faced by the Group, which primarily relates to credit, interest and hguidity nsks, which anse in the normal course
af the Group's businass Financial nisks are also considered by the Group risk management committee

Credit risk

Financial instruments which potentially expose the Group to credit risk consist primanly of cash and trade receivables Cash 15 only
deposited with major financial institutions that satisfy certain credit criteria

Credit nsk 15 not considered to be significant given that the vast majority of revenue I1s derived from publicly funded entities and
payment 1s taken n advance for privately funded healthcare services Credit evaluations are carried out on pnivately funded
residents in the Older Peaple business

Interest rate risk

The Group finances its operations through called up share capital, retained earnings, bank facilities, high yield bonds and
the sale of assets, if appropriate At 31 December 2011 we had fixed rate debt only, thereby removing interest rate nsk Future
drawings under the revolving credit facility would expose the Group to interest rate nsk The interest rate on cash advances under
the revolving credit Facility 1s the aggregate of the applicable margin, LIBOR/EURIBOR and mandatory casts (sf any) The margin
may range from 4 00% to 3 00% based on the ratio of certain of our total net debt to EBITDA
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Liquidity risk

The Group prepares annual cash flow forecasts reflecting known commitments and anticopated projects Borrowing facilities are
arranged as necessary to finance requirements The Group has sufficient available bank facilities and cash flows from profits to fund
current commitments

Further information on the Group’s financial risk management objectives, policies and on the exposure of the Group to relevant nsks
in respect of financial iInstruments s set out In note 25 to the consolidated financial statements

Post balance sheet event

On 15 February 2012 the Group acquired 75% of the share capital of Harbour Care (UK) Limited for cash consideration of £12 Om
Harbour Care operates Specialist Services homes in the South of England

Future developments

Management consider the Group to be In a strong position to pursue a growth strategy across all divisions This strategy will
comprise organic growth, strateqic acquisitions and new developments at existing sites in order to increase the number of avallable
beds and broaden our care pathway In the Healthcare division, the Group has identified opportunities to build two new facilities in
2012 In addition, imbatives are in place to reposition a number of key sites in order to braaden the care pathway and increase
profitabiity In the Education division, focus remains on increasing eccupancy and profitabiity at existing schools In 2011 the
deciston was made to cancel all non committed Older People developments therefore we anticipate the apening of only two new
homes in 2012, and immature homes will continue to fill throughout 2012 which will increase occupancy in the division The
Specialist Services division will benefit in 2012 from the restructuring of the supported living business The review of pathways
between Healthcare and Specialist Services units will continue, and we will consider further strategic acquisitions, such as Harbour
Care

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 EBITDAR and Adjusted EBITDA, Adjusted EBITDAR margin, operating cash
conversion, available beds, average daily census ("ADC") and occupancy percentages

Adjusted EBITDAR reflects earnings before interest, tax, depreciation, amortisation, rent and operating exceptlional items Adjusted
EBITDA reflects earnings before interest, tax, deprecation, amortisation and gperating exceptional tems In additian, management
use EBITDA before future rmimmum rental increases to assess the performance of the business before the non-cash cost associated
with future property rental increases These measures are presented as part of the consolidated income statement and in note 2 to
the consolidated financial statements Adjusted EBITDAR margin reflects Adjusted EBITDAR divided by revenue and was 30 7% In
the period Operating cash conversion {calculated as net cash generated from operations before tax divided by EBITDA before future
minimum rental increases (including exceptional items) was 102 1% in 2011

As at 31 December 2011, the total number of availlable beds across the Group was 7,235 During the period average ADC was 5,265
and average occupancy was 79 3%

Dividends
The directors do not recommend the payment of a dividend
Principal risks and uncertainties

As the Group is focussed on the healthcare, education, older people care and specialist services sectors, the performance of the
Group can be impacted by external factors The principal factors are changes in the UK government’s policy towards sutsourcing of
health and education, changes in the regulatory regime and competitive threats from other itndependent providers The following are
the most significant rnisks and uncertainties facing the Group

Loss of revenue from contracts with UK local authorities, PCTs and other NHS trusts

A substantial proportion of the Group’s revenue derives from publicly funded bodies such as Local Authorities, Primary Care Trusts
(PCTs) and other NHS trusts 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 allocate less money to the types of service that the Group prowides or that polibeal change or palicy changes mean that fewer
services are contracted from independent sector providers To mitigate these risks the Group regularly assesses services provided to
ensure they represent value for money and where necessary repositions services to align with demand

Failure to comply with reguiation and increased regulatory costs

All of the Group’s services are subject to a high leve! of regulation by various regulatory bodies New regulations may be introduced
that could impose increased costs on the Group's gperations The Group 1s unable to predict the content of new legislation and
regulations and their effect on its business Whilst the Group would seek to recover such costs from Its customers, there can be no
assurance that the Group’s operations will not be adversely affected by regulatory development

Inspecttons are carried out on both an announced and unannounced hasis dependent on the speafic 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-comphance or the fadure of the Group to cure any defect noted in an inspection report could result
in the revocation of the registration of any service or a decrease in, or cessation of, services provided by the Group

To mitigate these risks, the quality of care 1s monitored by an experienced team through the establishment of robust policies and
procedures Homes are regufarly audited by the team to ensure comphance with care standards Supporting vulnerable people 1s an
nherently risky activity Risks are mitigated by investing significantly in recruitment and training
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Employees

The Group’s performance depends largely on 1ts regional managers and local staff The loss of key individuals and the nability to
recruit people with the rnight expenence and skills from the local community could adversely impact the Group's results To mitigate
these 1ssues the Group have introduced a learning pragramme for ali employees and have implemented a number of schemes linked
to the Group's results that are designed te retain key indwiduals

Directors

The directors who held office durmg the penod and up to the date of signing the financial statements were as follows

Desmond Mitchell (appointed 30 December 2010, resigned 4 April 2011)
Thamas Allen (appointed 4 March 2011)

Humphrey Battcock (appointed 4 March 2011)

Matthew Franzidis (appointed 4 March 2011)

Michae!} Jeffries (appointed 14 March 2011)

Jason Lock (appointed 4 March 2011)

Phillip Scott (appointed 4 March 2011)

Ronald Sheldon (appointed 4 March 2011)

Christopher Thompson (appointed 4 March 2011)

wilham Moyes (appointed 1 December 2011)

Political and chantable contributions

The Group does not make political contributions Donations to UK chanties in the period amounted to £93,692 which was donated
to a wide range of healthcare related chanties

Policy and practice on payment of creditors

The Company's policy, i relation to all its suppliers, 15 to settle the terms of payment when agreeing the terms of the transaction
and 10 abide by those terms provided that it is satisfied that the suppler has prowvided the goods or services in accordance with the
agreed terms and conditions The Company does not follow any code or standard on payment practice The Group had a trade
payables balance of £11 4m at 31 December 2011 At 31 December 2011 the Group’s suppher payment period was 57 days

Employees

The directors recognise that the continued position of the Group n the health care industry depends on the quality and matwation of
its employees and as such the Group 15 committed to pursuing employment pohicies which will continue to attract, retain and
motivate its employees

Good and effechive employee communicahions are particularly important, and throughout the business it 15 the directors’ policy to
promote the understanding by all employees of the Group's business aims and performance This 1s achieved through internal
publications, presentations on performance and a variety of other approaches appropriate for a particular location Employees are
consulted on 1ssues through workshops which are run regularly across the Group

The directors believe that it 1s important to recruit and retain capable and caning staff regardless of their sex, mantal status, race or
religion It s the Group's policy to give full and farr consideration to apphcations for employment from people who are disabled, to
continue wherever possible the employment of, and to arrange appropriate traimning for, employees who become disabled and to
provide equal opportunities for the career development, training and promotion of disabled employees

Corporate Social Responsibility
Carbon reduction commitments

The Group continues its registration with the CRC Energy Efficiency Scheme under Priory Central Services for those meters that
required registration as at 30th September 2010 The volume has increased significantly with the acquisition of Craegmoor, which in
turn has increased the Groups efforts to reduce 1ts carbon footpnnt More specfically an Energy Manager has been appointed on a
cansultancy basis to drive forward the pragramme of efficiency savings where 1dentified

Ethical trading

with the help of group suppliers the Group attempts to purchase goods and services with the least environmental impact Waste
recycling collection procedures have been introduced through the use of a group commercial waste contractor which commenced 1st
July 2011 and the recently renewed Cafe Bar agreement tnsists on the use of Fair Trade products

The Group’s largest supplier Brakes has numerous awards far corporate social responsibility and has instigated procedures in
respect of the use of double-decker vehicles resulting n fuel reduction, converting waste cooking oil to diesel, packing supplies
within “topless” boxes therefore saving on cardboard and using only corrugated and biodegradable packaging

Estates and facilities

The Group has recently undertaken a major upgrade of its acute hospitals® bedrooms, and teok the opportunity to replace electrical
fittings with low energy units as part of the process, achieving noticeable savings in energy costs upon completion The impact 1s
presently being assessed but early indications show that energy efficient lighting and flat screen televisions and computer monitors
alone offer significant carbon savings In addition, a segment of the estate was surveyed In the later part of 2010 to identify other
energy saving opportunities Two Key areas were identified, heating system upgrades and lighting replacements
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The initial programme undertaken in 2010 has been extended to install new controls over heat distnbution and energy efficient
ighting at 25 sites, costtng £0 1m, but yelding direct savings of £0 1m per annum together with related carbon emission savings
The involvement of an Energy Manager has identified further opportumties to save energy at other sites, and to consider other
forms of energy saving such as solar power generation, water harvesting and for new structures, ground source heating

Quahty and Safety

The Group has an established track record of chnical qualty, demonstrated by robust outcome data made avalable to
Commissioners The Group has teaching hospital status at a number of hospitals which are recognised as a teaching environment by
the General Medical Council Faclities have reported a high level of compliance with the Care Qualty Commissign and other
requlatory standards stich as those of Ofsted

The Group has strict chircal governance protocols to ensure a consistently high qualty of clinlcal care The Chief Medical Officer
(CMO) has primary responsibility for quality and safety across the entire business Moreover, the corporate policy requires each
hospital director to convene clinical governance and health and safety committees on a regular basis A medical directar,
professionally reporting to the CMO, Is responsible for all medical activity on site and for representing the views of a Medical
Advisory Commttee to the hospital director

A Quality and Safety team, whose director reports directly to the CMOQ, operates functions of comphance management, review of
policy standards, and review of complaints not resolved at site level

Human Resources ~ single equality scheme

The Group is committed to ¢hallenging discriminatien and prometing equality for all The single equality scheme outlines the
lengstanding commitment to ensuning services are accessible and appropriate for the diverse patient, resident and student
community served and that employment practices are fair, and value the workforce employed In choosing a single equallties
approach, the Group 1s acknowledging that it has responsibihties to tackle discrimination and promote equality that go beyond the
positive duties set out in legislation The single equalities approach also enables the Group to effectively challenge multiple
discnimination

The single equality scheme 1s intended to inform employees, patients, residents, students and their carers, visitors, contractors and
all other stakeholders, how equality and diversity 1s part of carrying out the Group's core business and the actions taken to ensure
this happens It is now the responsibility of all individuals in the Group to ensure the principles of the scheme are embraced and
ensure they translate into the delivery of a truly inclusive service for communitles and in the Graup being recognised as an Employer
of Choice

Provision of information to auditors

So far as the directors are aware, there 1s no relevant audit information of which the Company's auditors are unaware Each director
has taken all the steps that he ought to have taken as a director in order to make himself aware of any relevant audit information
and to establish that the Company's auditors are aware of that information This confirmation 15 given and should be interpreted in
accardance with the pravisions of section 418 of the Companies Act 2006

By order of the board

Do Hauk

Dawvid Hall 21, Exhibition House
Company Secretary Addison Bridge Place
London

W14 8XP

28 March 2012
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The directars are responsible for prepanng the Annual Report and the financial statements in accordance with applicable taw and
regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have
prepared the Group financial statements n accordance with Interpational Finanaial Reporting Standards (IFRSs) as adopted by the
European Union and the parent company financial statements in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law) Under company law the 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 the
Company and of the profit or less of the Group for that period In preparing these financial statements, the directors are required
to

. select suitable accounting policies and then apply them consistently,
. make judgements and accounting estimates that are reasonable and prudent,

. state whether applicable IFRSs as adopted by the European Union have been followed, subject to any matenal departures
disclosed and explained in the financial statements,

. prepare the financial statements on the going concern basis unless it 1s inappropnate to presume that the Company will
continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the financal position of the Company and the Group and enable
them to ensure that the financial staternents comply with the Companies Act 2006 They are also responsibie for safeguarding the
assets of the Company and the Group and hence for taking reasonable steps far the prevention and detection of fraud and other
irrequlanties

The dwectors are responsible for the maintenance and integrity of the Company’s website Legislation in the United Kingdom
governing the preparation and dissemination of financial statements may differ from legislation in other jurisdictions

On behalf of the Board

L Dk

Philip Scott Jason Lock
Chief Executive Officer Chief Financial Officer
28 March 2012 28 March 2012
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Independent auditors’ report - Group

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF PRIORY GROUP NO. 1 LIMITED

We have audited the Group financial statements of Priory Group No 1 Limited for the period ended 31 December 2011 which
comprise the consolidated income statement, the consolidated balance sheet, the consclidated statement of cash flows, the
consalidated statement of changes in equity and the related notes The financial reporting framework that has been applied In their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of directors and auditors

As explained mare fully in the statement of directors’ responsibiilties set out on page 5, the directors are responsible for the
preparation of the financial statements and for being satisfled that they glve a true and fair view OQur responsibliity is to audit and
express an opinion on the financial statements in accordance with applicable law and International Standards on Auditing (UK and
Ireland) Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the Company’s members as a body In accordance with
Chapter 3 of Part 16 of the Companles Act 2006 and for no other purpose We do not, In glving 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

Scope of the audit of the financial statements

An audit involves obtalning evidence about the amounts and disclosures In the financlal statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policles are appropriate to the Group’s circumstances and have been consistently applled
and adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall
presentation of the financlal statements In addition, we read all the financial and non-financlal information in the directors’ report
and consolidated financlal statements to ldentify material Inconsistencles with the audited financlal statements If we become aware
of any apparent material misstatements or Inconsistenclies we consider the Implications for our report

Opinion on financial statements
In our opinion the Group financial statements

. give a true and fair view of the state of the Group's affairs as at 31 December 2011 and of its loss and cash flows for the
period then ended,

. have been properly prepared in accordance with IFRSs as adopted by the European Union, and
. have been prepared In accordance with the requirements of the Companies Act 2006 and Article 4 of the TAS Regulation
Opinion on other matters prescribed by the Companies Act 2006

In our opinion the information given in the directors’ report for the financlal period for which the Group financial statements are
prepared Is consistent with the Group financlal statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you If, in our
opinion

. certain disclosures of directors’ remuneration specified by law are not made, or
. we have not recelved all the informatlon and explanations we require for our audit
Other matter

We have reported separately on the parent company financial statements of Priory Group No 1 Limited for the period ended 31
December 2011

Richard Bunter (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Newcastle upon Tyne

28 March 2012
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£°000 Note

2011
Revenue 2 359,774
QOperating costs 3 {308,107)
Operating profit 2 51,667
Analysed as
Adjusted EBITDAR 2 110,622
Rental amounts currently payable {3,431)
Adjusted EBITDA before future mimmmum rental increases 102,191
Future mimmum rental increases {2,465)
Adjusted EBITDA 99,726
BDepreciation 3 (31,513)
Amortisation 3 {5,267}
Exceptional items 6 (11,279)
Operating profit 51,667
Finance costs 7 (72,468)
Finance incame 7 208
Loss before tax (20,593)
Tax 8 9,486
Loss for the period 22 (11,107)

Adjusted EBITDAR represents earnings before interest, tax, depreciation, amortisation, rent and exceptianal items Adjusted
EBITDA represents earnings before interest, tax, depreciation, amortisation and exceptional items Adjusted EBITDA before future
mirnmum rental increases s adjusted to exclude the non-cash cost associated with future property rental increases All are non-

GAAP measures, and are discussed in more detail in note 1

There 1s no difference between the loss for the period and the total comprehensive loss for the period attnbutable to equity

shareholders of the parent
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Consolidated balance sheet

£'000 Note
2011
Non-current assets
Intangible assets 10 210,388
Property, plant and equipment 11 1,314,416
1,524,804
Current assets
Inventories 12 57
Trade and other recevables 13 24,627
Cash 14 44,259
68,843
Assets held for sale 15 6,694
75,637
Total assets 1,600,441
Current habilities
Trade and other payables 16 (84,054)
Borrowings 17 (23,499)
Provisions for habilities and charges 18 (2,193)
(109,746)
Net current liabilities (34,109)
Non-current habilities
Borrowings 17 (989,149)
Deferred tax 19 (226,510)
Provisions for habilities and charges 18 (13,740)
(1,229,399)
Net assets 261,296
Equity attributable to the owners of the parent
Share capital 21 261,178
Share premium account 21 11,225
Retained earnings 22 (11,107)
Total equity 261,296

The consolidated financial statements of Priory Group No 1 Limited (registered company number 07480152) on pages 7 to 31 were

approved by the board of directors and authonsed for 1ssue on 28 March 2012 They were signed on its behalf by

D00/

Chief Financial Officer

e

Philip Scott
Chief Executive Officer
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Consolidated statement of cash flows

£'000 Note 2011
Operating activities
Qperating profit 51,667
Profit on disposal of property, plant and equipment 6 (356)
Non cash exceptional items 2,079
Deprecaiation of property, plant and equipment 3 31,513
Amorttsation of intangible assets 3 5,267
Decrease i mnventaries 32
Decrease n trade and other receivables 409
Decrease n trade and other payables, including prowvisions (257)
Proviston for future minimum rental increases 2,465
92,819
Taxation {1,521)
Net cash generated from operating activities 91,298
Investing activities
Interest received 7 208
Purchase of subsidiaries, net of cash acquired 9 {258,432)
Proceeds on disposal of property, plant and eguipment 569
Purchases of property, plant and equipment 11 (37,467)
Net cash used In investing actiities (295,122)
Financing activities
Repayment of bank and other borrowings (835,868)
Repayment of obligations under finance leases {1,274)
Issue of ordinary shares 21 7,943
Issue of preference shares 21 192,132
Issue of high yield bonds 17 808,000
Issue of loan notes 17 130,000
Debt i1ssue costs 17 (22,674)
Interest pard 7 {30,178)
Net cash generated from financing activities 248,083
Net increase In cash 44,259
Cash at the beginning of the period 14 -
Cash at the end of the period 14 44,259
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Consolidated statement of changes Iin equity

Share
Share premium Retained Total
£°000 Note capital account loss equity
Loss for the period - - (11,107) (11,107)
Issue of shares 21 261,178 11,225 - 272,403
At 31 December 2011 261,178 11,225 (11,107) 261,296

10
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Notes to the consolidated financial statements

1. Significant accounting policies

a) Basis of preparation

The consolidated finanaal statements are prepared in accordance with International Financial Reporting Standards (IFRS) and IFRIC
interpretations as adopted by the European Union (EU} They also comply with applicable UK Companies’ Legislation, references to
Companies Act 2006 as applicable to companies using IFRS and other legislation are therefore references to UK legislation The
Company has elected to prepare Its parent company financial statements in accordance with UK generally accepted accounting
principles {UK GAAF)

The finangial statements have been prepared on the going concern basls, and under the historicat cost convention Historical cost 1s
generally based on the fair value of the consideration given in exchange for the assets

The accounting policies set out below have been applied consistently The Group has not adopted any new IFRS standards,
amendments to standards or interpretations prior to their effective date

The preparation of finanoa! 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 assoclated assumptions are based on histoncal experience and various other factors that are beleved to be
reasonable In the particular circumstance, the results of which form the basis of making Judgements about carrying values of assets
and kabilties that are not readily apparent from other sources Actual results may differ from these estimates The areas invalving a
higher degree of complexity, or areas where assumptions and estimates are sigmficant to the financial statements are discussed on
page 14

b) Basis of consohidation

The consolidated financial statements include the financial statements of the Company and all of its subsidiary undertakings made
up to 31 December 2011 Subsidiary undertakings are entities over which the Group has the power to govern the financial and
operating policies Subsidaries are included within the consolidated financlal statements from the date on which the Group obtains
control and are excluded from the date on which that control ceases The purchase method 1s used to account for the acquisition of
subsidiaries and group recrganisations Under the purchase method the cost of the acquisition is measured as the fair value of the
assets given, equity instruments 1ssued and habilities incurred 1n exchange for the subsidiary Identifiable assets, habihities and
contingent habilies assumed In 3 business combination are measured at their fair values at the acquisition date All acquisition costs
are expensed immediately

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

¢) Non-current assets held for sale

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

Non-current assets and disposal groups are dassified as held for sale if their carrying amount will be recovered through a sale
transaction rather than through continuing use This condition 1s regarded as met only when the sale 1s highly probable and the
asset or disposal group Is availlable for immediate sale in its present condition Management must be committed to the sale and
expect the sale to complete within one year from the date of classification or the reporting date

d) Intangible assets
(i) Goodwli

Goodwill ansing an consolidation represents the excess of the cost of acquisition gver the Group's interest 1In the fair value of
the identifiable assets and liabilities of a subsidiary, asscciate or jointly controlled entity at the date of acquisition Goodwill
15 imtially recogmsed as an asset at cost and 15 subsequently measured at cost less any accumulated impairment losses
Goodwill 1s reviewed for impairment at least annually, or more frequently where crcumstances suggest an impawrment may
have occurred Any impairment is recognised immediately in the income statement and is not subseguently reversed

For the purpose of impairment testing, goodwill s allocated to each of the Group's cash-generating units on an EBITDAR
basis, i line with the expected benefit from the synergies of the combination Cash-generating umits to which goodwill has
been allocated are tested for impairment annually, or more frequently when there i1s an indication that the unit may be
imparwed If the recoverable amount of the cash-generating unit s less than the carrying amount of that unit, the
impawrment loss 15 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, the attributable amount of goodwill 1s included in the determination of the profit or loss on
disposal

{n) Brands and customer contracts

Acquired brands and customer cantracts acquired Iin 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 Brands are amortised on a
straight hne basis to allocate the cost of a brand over its estimated useful life of 30 years Customer contracts are amortised
on an attrition basis over their useful economic lives of between 8 and 10 years Attnition rates are calculated with reference
to the average length of stay of service users

e) Segment reporting

The Group operates solely in the UK, therefore no geographical disclosures are presented Segmental information s presented
respect of the Group’s operating segments, based on management’s internal reporting structure and information reported to the

11
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chief operating decision maker, which 15 considered to be the board of directors Further detalls are prowvided n note 2 to the
consolidated financial statements

f) Revenue recognition

Revenue represents consideration received for the prowvision of healthcare, education, older people care and specialist services
Revenue is recogrused to the extent it 15 probable that the economic benefits will low 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, older people care and specialist services 1s recogmsed 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 recogmition cnterla are met Revenue paid in advance 1s included in deferred
income untl the service 1s provided Revenue In respect of services provided but not yet mvaiced by the perlod end 15 included
within accrued income

g) Borrowing costs and interest

Borrowing costs directly attributable to the acquisition, construction or production of qualfying assets, which are assets that
necessanly take a substanbal period of time to get ready for their intended use ar sale, are added to the cost of those assets, until
such time as the assets are substantially ready for their intended use or sale

All other borrowing costs are recognised in the income statement In the period in which they are incurred Interest income 1s
recogrised in the income statement as it accrues, using the effective interest method

h) Retirement benefit costs

Payments to defined contnbution retirement benefit schemes are charged as an expense as they fall due, when the service 15
provided by the employee Payments made to state-managed retirement benefit schemes are dealt with as payments to defined
contnbution schemes where the Group's obligations under the schemes are equlvalent to those arising in a defined contribution
retirement benefit scheme

The Group, through one of its subsidiary companies, operates a funded defined benefit pension scheme, the “Health & Care Services
{UK) Limited Pension and Life Assurance Scheme” for staff at one of its homes The plan is closed to new members and all benefits
accruing to current members are frozen The Group recogmses a habihity in the financial statements representing the net obligation
under the plan based on a valuation from an Independent actuary which 1s updated at least annually, but does not recognise an
asset Movements in the net obligation are credited/charged to the income statement Full IAS19 defined benefit disclosures are not
given because the defined benefit obligation, plan assets and net surplus/deficit are not matenal

1) Taxation
The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s 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 I1s the tax expected to be payable or recoverable on differences between the carrying amounts of assets and Habilities
in the financial statements and the corresponding tax bases used in the computation of taxable profit, and 1s accounted for using the
balance sheet hability 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 avallable against which deductible temporary differences
can be utihsed

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the extent that it 1s no longer
probabile that sufficient taxable profits will be available to allow all or part of the asset to be recovered

Deferred tax )s calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset I1s
realised Deferred tax s charged or credited in the iIncome statement, except when it relates to items charged or credited directly to
equity, In which case the deferred tax 1s also dealt with in equity

Deferred tax assets and lhabilittes are offset when there is a legally enforceable nght to offset current tax assets against current tax
liabilities and when they relate to income taxes levied by the same taxation authority, and the Group intends to settfe sts current tax
assets and habidities on a net basis

1) Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and impairment losses Cost includes the onginal
purchase price of the asset and the costs attnbutable to bringing the asset to its working condition for its intended use Where the
asset takes a substantial penod of time to get ready for its intended use, the cost of the asset includes capitalised borrowing costs

Assets In course of construction represent the direct costs of purchasing, constructing and nstalimg property, plant and eguwpment
ahead of their productive use No depreciation is provided on an asset that 1s in the course of construction until it 1s completed and
the asset I1s ready for its intended use

Depreciation 1s provided to wnte off the cost less the estimated residual value of property, plant and equipment by equal
instalments over their estimated useful economic lives as follows

Freehold buildings and lang leasehold properties 50 years

Short leasehold properties over the penod of the lease

Fixtures and fittings 3 to 16 years

Motor vehicles over the shorter of the lease term and 4 years
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The expected residual values and useful lives of the assets to the business are reassessed, and adjusted If appropriate at each
balance sheet date Land i1s not depreciated on the basis that land has an unlimited ife Where the cost of land and bulldsngs cannot
be split, the directors have estimated that the value attributable to land 1s 22% of the cost of the land and builldings, based on
experience

k) Inventory
Inventory comprises primanly medical drugs and catering supplies and 1s stated at the lower of cost and net realisable value
1) Leases

Leases in which the Group assumes substantially alt the risks and rewards of ownershup of the leased asset are classified as finance
leases Where land and buildings are held under leases the accounting treatment of the land i1s considered separately from that of
the buildings Leased assets acquired by way of finance leases are stated at an amount equal to the lower of their farr value and the
present value of the mimimum lease payments at the inception of the lease, less accumulated depreciation and impairment losses
Leased assets classified as property, plant and equipment are depreciated over the shorter of their useful economic hfe or the panod
of the lease

Lease payments made In respect of finance leases are apportioned between the finance charge and the reduction of the cutstanding
lability The finance charge 15 allocated to each period during the lease term so as to produce a constant penodic rate of nterest on
the remaining balance of the liability

Lease payments made in respect of operating leases are recognmised on a straight line basis over the term of the lease Minimum
future rental increases are also recogmsed on a straight hne basis and this non cash element 1s included in provisions until it 1s
reversed In future periods

m) Non derivative financial instruments

Non derivative financial mstruments comprise trade and other recewvables, cash, borrowings and trade and other payables Non
dervative financial instruments are recognised initially at fair value The Groaup has no financial instruments measured at fair value
through the income statement Subsequent to imtial recogrition, financial instruments are measured as described below

1) Trade and other receivables

Trade and other receivables are imitially stated at far value and subsequently measured at amortised cost using the effective
interest rate method, less any impairment losses, and are assessed for indicators of impairment at each balance sheet date
Trade and other receiwvables are considered to be imparred where there 1s objective evidence that the estimated future cash
flows associated with the asset have been affected In addition, certain trade and other receivables that not considered to be
individually impaired, may be assessed for impairment on a collective basis Objective ewidence for impairment for a portfolio of
receivables could include the Group’s past experience of collecting payment, an increase in the number of delayed payments,
as well as observable changes in national or lacal economic conditions

n) Cash

Cash comprises all bank balances and is stated in the balance sheet at fair value The Greup does not hold any cash
equivalents

in) Trade and other payables

Trade and other payables are initially stated at fair value and subsequently measured at amortised cost using the effective
nterest rate method

w) Borrowings

All barrowings are mibally stated at the far value of proceeds recewved after deduction of finance costs and are subsequently
measured at amortised cost using the effective interest rate methad The issue costs are amortised over the life of the
underlying borrowings at a constant rate on the carrying amount

On early repayment of the borrowings, the balance of the un-amortised 1ssue costs, and any premium and discounts arising 0
the early repayment of borrowings are recognised in the income statement

Details of the Group's financial nsk management policies are included in note 25
n) Classificatian of financial instruments 1ssued by the Group

Debt and equity instruments are classified as either financial habihties or as equity in accordance with the substance of the
contractual arrangement An equity instrument 1s any contract that evidences a residual interest in the assets of the Group after
deducting all of its habihties Instruments 1ssued that do not evidence a residual interest in the assets of the Group are classified as
liabihbies Equity instruments issued by the Group are recognised in equity at the value of the net proceeds received

o) Prowvisions

Provisions are recognised when the Group has a present obligation {legal or constructive) as a result of a past event, it 1s probable
that the Group will be required to settle that obligation and a reliable estimate can be made of the amount of the obligation The
amount recognised as a provision s the best estimate of the consideration required to settle the present obligation at the balance
sheet date, taking into account the risks and uncertainttes surrounding the oblhigation Where a provision 1s measured using the cash
flows estimated to settle the present obligation, its carrying amount 1s the present value of those cash flows
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p) Non GAAP measures and exceptional tems

The Group assesses its operational performance using a number of financial measures, some of which are ‘non-GAAP measures’ as
they are not measures recognised in accordance with IFRS These measures include Earnings before Interest, Tax, Depreciation,
Amortisation, Rent and exceptional items (Adjusted EBITDAR), Earnings before Interest, Tax, Depreciation, Amaortisation,
exceptional items and future mimimum rental increases (Adjusted EBITDA before future mimimum rental increases), and, Earnings
before Interest, Tax, Depreciation, Amortisation and exceptional items (Adjusted EBITDA) Management believe presenting the
Group's results in this way provides users of the financial statements with additional useful information on the underlying
performance of the business, and is consistent with how business performance 1s monitered internally

Items that are both matenal and non-recurring and whose significance 1s sufficient to warrant separate disclosure and identfication
within the consolidated financlal informatien are referred to as exceptional items Items that may give rise to classification as
axceptional include, but are not hmited to, sigruficant and matenal restructuring and reorganisation programmes, re-financing and
acquisition costs and profits or losses on the disposal of assets Further detall of exceptional items 1s provided in note 6

q) Significant sources of estimation, uncertainty and critical accounting judgements in applying the Group's
accounting policies

The preparatien of finanoal statements in conformity with adopted IFRS requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilites at the date of the financial statements and the reported amounts of
revenue and expenses during the period then ended Management hases its estimates on historical experience and various other
assumptions that are considered to be reasonable in the particular circumstances Actual results may differ from these estimates

Estimates are used In accounting for allowances for uncollected recevables, depreciation, imparrment, taxes and contingencies
Estimates and assumptions are reviewed penodically and the effects of the revision are reflected in the financial statements in the
period that an adjustment i1s determined to be required

Significant accounting judgements have been applied by the Group in order to prepare the consolidated financial statements with
respect to the valuation of deferred tax assets and the impairment of goodwill These judgements are described below

(1) Deferred tax

Deferred tax assets and habilities require management judgement in determining the amounts to be recognised [n particular,
Judgement is used when assessing the extent to which deferred tax assets should be recognised with consideration gwven to the
tming and level of future taxable income Refer to note 19 for further detal of deferred tax assets recognised

(1) Impairment of goodwll

Determining whether goodwill 1s impaired requires an estimation of the value m use of the cash-generating units to which
goodwill has been allocated The value in use calculation requires management to estimate the future cash flows and growth
rates expected to anse from the cash-generating unit and select a suitable discount rate in order to calculate present value
Changes to the assumptions regarding discount rates, growth rates and expected changes to revenues and costs used In
making these forecasts could significantly alter the assessment of the carrying value of goodwill Refer to note 10 for details of
the key assumptions used in the calculatton of the value in use of the cash generating units to which gacdwill 15 attributed and
the impairment review performed

r) Changes in accounting policy and disclosure

The following standards and revisions to exishing standards have been published and are mandatory for periods beginning on or
after 1 January 2012 and have not been adopted early

IAS 1, ‘Financial statement presentation’ regarding other comprehensive income

The main change resulting from these amendments 1s a requirement for entities to group items presented tn other comprehensive
income (OCI) on the basis of whether they are potentially reclassifiable to profit or loss subsequently (reclassification adjustments)
The amendment 1s effective for annual periods beginning on or after 1 July 2012 and s not expected to have a significant impact
upon the net results, net assets or disclosures of the Group

IFRS 13, 'Fair value measurement’
This standard aims to improve consistency and reduce complexity by providing a precise definition of fair value and a single source
of farr value measurement and disclosure requirements for use across IFRSs The amendment 1s effective for annual periods

beginning on or after 1 Januvary 2013 and 15 not expected to have a significant impact upon the net results, net assets or disclosures
of the Group
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2. Segmental information

The Group 1s organised inkto the following operating segments

. The Healthcare segment focuses on the treatment of patients with a variety of psychiatric conditions which are treated in
baoth open and secure envirgnments This segment also provides neuro-rehabilitation services

. The Education segment provides day and resldential schooling, care and assessment for childran with emational and
behavioural difficulties or autistic spectrum disorders

. The Older People segment provides long term, short term and respite nursing care for older people who are physically
frail or suffering with dementia related disorders

. The Specialist Services segment focuses on the care of service users with a vanety of learning difficulties and mental
health Hlnesses This segment includes care homes and supported living services

The Group also has a central office, which carnes out administrative and management activities All of the Group’s revenue anses in
the United Kingdom (UK) There are no sales between sagments and all revenue arises from external customers All of the Group's
assets are domiciled in the UK

Segment revenues and results

The accounting policies of the reportable segments are the same as the Group’s accounting policies described 1nh note 1 The
measure of segment profit Is adjusted earrings before interest, tax, depreciation, amortisation, rent and exceptional items
(Adjusted EBITDAR), baing EBITDAR before exceptional items Adjusted EBITDAR is reported to the Group’s chief operating decision
maker for the purposes of resource allocation and assessment of segment performance

Central costs include the Group's centralised functions such as finance and accocunting centres, IT, sales and marketing, human
resources, payroll and other costs not directly related to the hospitals, schools and older pegple care homes included In the
reportable segments

The following 1s an analysis of the Group’s revenue and results by reportable segment
Period ended 31 December 2011
Older Specialist

£'000 Healthcare Education People Services Central Total
Revenue 178,428 80,558 42,276 58,512 - 359,774
Adjusted EBITDAR 59,678 32,252 8,237 22,123 (11,668) 110,622
Rent (131) (2,502) (5,106) {524) (168) (8,431)
Adjusted EBITDA before future 59,547 29,750 3,131 21,599 (11,8356) 102,191
mimmum rental

Future msnimum rental increases (2,465)
Adjusted EBITDA 99,726
Depreciation (note 3) (31,513)
Amortisation (note 3) (5,267)
Excephional items (note 6} (11,279)
Operating profit 51,667
Net finance costs {note 7) (72,260)
Loss before tax (20,593}
Tax (note 8) 9,486
Loss for the period attributable to (11,107)

owners of the parent
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Segment assets

£'000 2011
Healthcare 945,475
Education 219,951
Older People 91,608
Specialist Services 289,067
Central 10,081
Total segment assets 1,556,182
Unallocated assets
Cash 44,259
Total assets 1,600,441
Intangible assets
Healthcare 102,362
Education 52,114
Older Peaple 11,840
Specialist Services 44,072
210,388
Assets held for sale
Healthcare 483
Education -
Clder Peaple 4,067
Specialist Services 2,144
6,694

Additions to non-

Amortisation Depreciation current assets
£°000 2011 2011 2011
Healthcare 611 18,011 14,690
Education 2,929 6,196 7,790
Older Pegple - 2,155 11,193
Specialist Services 1,727 2,826 5,859
Central - 2,328 3,649
Total 5,267 31,513 43,181

Information about major customers

In 2011 revenue fram no individual customer (including PCTs and Local Authorities) represented mare than 5% of total revenue On
a consoldated basis, revenue of £176 5m and £133 6m arose from Social Services and the NHS respectively, which each represent
more than 10% of the Group’s total revenue OF this revenue, £140 4m arose in the Healthcare segment, £78 8m arose in the
Education segment, £55 9m arose in the Speciahst Service segment and £35 0 i the Older People segment
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3. Operating costs
£°000 2011
Staff costs (note 5) 197,351
Other operating costs 51,486
Depreciation of property, plant and egquipment
Owned 30,545
Leased 968
Amortisation of iIntangible assets 5,267
Rentals under operating leases
Property leases 10,896
Other operating leases 315
Exceptional items (note 6) 11,279
4. Auditors’ remuneration
£'000 2011
Fees payable to the Company’s auditors for the audit of the Campany’s financial
statements 10
Total audit fees 10
Fees payable to the Company’s auditors for the audit of the Company's subsidianes
pursuant to legislation 203
Services relating to corporate finance transactions 130
Total other fees 333
343
Auditars’ remuneration 15 stated net of value added tax
5. Employee numbers and costs
The average monthly number of employees (including executive directors) was
Number 2011
Healthcare 5,153
Education 2,276
QOlder Peaple 2,578
Specialist Services 2,672
Central 411
13,090
Their aggregate remuneration comprised
£°000 2011
Wages and salanes 175,870
Sociat secunity costs 17,405
Other pension costs 4,076
197,351
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6. Exceptional items

£'000 2011
Reorganisatian and rationalisation costs 11,025
Acguisition costs 610
Profit on disposal of property, plant and equipment (356)

11,279

Reorganisation and rationalisation costs relate to a number of projects undertaken by the Group to streamline its operations and
integrate recent acquisitions The casts are primarilly redundancy costs in order to deliver synergies Acquisition costs relate
principally to legal and professianal fees incurred as a result of the acquisitions explained in naote 9

7. Net finance costs
£°000 2011
Interest on bank facilities 1,154
High yield bond interest 51,672
Loan note interest 17,365
Amortisation of issue costs 2,099
Release of premium on issue of high yield bonds {203)
Interest on obligations under finance leases 94
Provislons unwinding of discount 287
Total finance costs 72,468
Interest receivable on bank deposits {(208)
Net finance costs 72,260
8. Tax
£000 2011
Current tax

Current tax charge -

Deferred tax
Ongmation and reversal of temporary differences (note 19) (9,486)

Taxation {9,486)

Coerporation tax is calculated at 26 49% of the estimated taxable loss for the period The expected tax credit for the period can be
reconciled to the credit per the income statemant as follows

2011

£'000
Loss befare tax (20,593)
Tax at the UK corporation tax rate of 26 49% (5,455)
Non deductible expenses 1,393
Movement on provisions 12,927
Movement in tax base of fixed assets (2,422)
Effect of change in tax rate (15,929)
Tax credit for the period (9,486)

The standard rate of corporation tax 1n the UK changed from 28% to 26% with effect from 1 April 2011 A further reduction 1n this
corporation tax rate from 26% to 25% was substantively enacted for the purposes of IAS 12 on 5 July 2011 Accordingly, the
Company's profits for this accounting period are taxed at an effective rate of 26 49% and will be taxed at 25% n the future
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In addition to the changes in rates of corporation tax disclosed above a number of further changes to the UK corporation tax system
were announced in the March 2011 UK Budget Statement Further reductions to the mamn rate are proposed to reduce the rate by
1% per annum to 23% by 1 Apnil 2014 These further changes had not been substantively enacted at the balance sheet date and,
therefore, are not included in these financial statements

The proposed reductions of the main rate of corperation tax by 1% per year to 23% by 1 Apnl 2014 are expected to be enacted

separately each year The gverall effect of the further changes from 25% to 23%, if these applied to the deferred tax balance at the
balance sheet date, would be a further reduction in the net deferred tax hability of £18 1m

9. Business combinations

Priory Investments Holdings Limited

On 4 March 2011, the Group acquired 100% of the issued ordinary share capital of Priory Investments Holdings Limited, for a
consideration of £55 6m {comprising £277 4m cash consideration less £221 8m repayment of shareholder loans)

£'000

Cash consideration 55,626
Fair value of net habiities acquired 55,030
Goodwill 110,656

The fair values of the net liabilittes acquired are as follows

Fair value
£'000
Intangible assets 34,906
Property, plant and equipment 968,945
Cash 35,987
Inventory 12
Trade and other receivables 16,611
Trade and other payables (56,348)
Provisions {5,802)
Deferred tax (191,687)
Denvatives (30,365)
Borrowings {827,289)
Net habihties {55,030)

The derwvatives and borrowings were repaid as part of the acquisiion Goodwill recognised In raspect of the acquisition of Priory
Investments Holdigs Limited 15 attributable to the skill and talent of the workforce acquired In addition the deferred tax policy
adopted results in lrabilities being recognised, however a cash outflow in the short term in relation to these lLabiities 15 not
anticipated Separately dentifiable intangible assets have been recogrised in relation to the Priory brand and customer contracts
From the date of acquisition to 31 December 2011, the contribution of Priory Investments Holdings Limited to the Group results was
as follows

£°000
Revenue 250,672
Adjusted EBITDA before future mimimurn rental increases 72,198

Craegmoor Group Limited

On 14 Apnl 2011, the Group acquired 100% of the 1ssued ordinary share capital of Craegmoor Group Limited {Craegmoor) for share
consideration of £123 6m

£'000

Consideration 123,629
Fair value of net assets acquired (70,620)
Goodwill 53,009

The consideration above comprises £3 O0m A ordinary shares, £69 0m preference shares and £51 5m of loan notes
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The fair values of the net assets acquired are as follows

Fair value
£'000
Intangible assets 14,297
Property, plant and equupment 317,816
Cash 5,863
Inventory 77
Trade and other recaivables 5,577
Trade and other payables {20,310)
Deferred tax {41,827)
Borrowings {203,150)
Provisions {7,723)
Net assets 70,620

Goodwill recognised in respect of the acquisition of Craegmoor Group Limited s attnbutable to the synergies expected to be
achieved through integration of the business with the rest of the Group, together with the skills and talent of the acquired
workforce A separately identifiable intangible asset has been recognised in refation to customer contracts

From the date of acquiskion to 31 December 2011, the contribution of Craegmoor Group Limited to the Group results was as
follows

£°000
Revenue 109,102
Adjusted EBITDA before future minimum rental increases 29,993

Velocity Healthcare Limited

The Group acquired Velocity Healthcare Limited on 20 April 2011 which owns a Secure Hospital in the North West of England  The
consideration paid was £17.9m which relates principally to the freehold Goodwill of £2 3m arose on the acquisition

Care Developments (Coventry)} Limited

The Group acquired Care Developments (Coventry) Limited on 23 September 2011 which owns an Older People care home n
Coventry The consideration paid was £5 Om which relates principally to the freehold Goodwill of £0 Sm arose on the acquisition

Proforma results of the Group

Proforma results for the Group for the period ended 31 December 2011, prepared on the basis that all acquisitions had been made
at the begening of the periad, are as follows

Adjusted EBITDA
hefore future
minimum rental

£°000 Revenue ihcreases
Group - reported 359,774 102,191
Priory Investments Holdings Limited 52,181 13,432
Crasgmaor 43,402 8,440
Group -~ proforma 455,357 124,063
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10. Imtangible assets

Customer
£'000 Goodwitll Brand contracts Total
Cost
Arising on business combinations 166,452 22,049 27,154 215,655
At 31 December 2011 166,452 22,049 27,154 215,655
Accumulated amortisation
Amoertisation charge - (611) (4,656) {5,267)
At 31 December 2011 - {611) (4,657) {5,267)
Net book value
At 31 December 2011 166,452 21,428 22,498 210,388

The brand intangible asset, with a carrying value of £21 4m, relates to the Priory Brand and has a remaining amartisation peniod of
29 2 years

Customer contracts arising from the Priory Investments Holdings Limited business combmation relate to the education dwviston and
have a carrying value of £9 9m and a remamning amortisation penod of 9 2 years Customer contracts anising from the Craegmoor
Group acquisition relate to the speciahst division and have a carrying value of £12 6m and a remaining amortisation period of 7 3
years

Goodwill acqtired in a business combination 1s allocated, at acquisition, to the cash generating units (CGUs) that are expected to
benefit from that business combination The Group’s cash generating units are the same as its reportable segments, and goadwill 1s
allocated as follows

£000 2011
Healthcare 80,924
Educauon 42,186
Older People 11,840
Specialist Services 31,502

166,452

The Group tests goodwill annually for impairment, or more frequently if there are indications that goodwill might be impaired The
recoverable amounts of the CGUs are determwined from value in use calculations The key assumptions for the value in use
calculations are those regarding forecast cash flows, discount rates and future growth rates

The Group prepares cash flow forecasts derived from the most recent financial budgets approved by management for the next three
years, and extrapolates cash flows for the following three years based on estimated growth rates Growth rates do not exceed the
average long-term growth rate for the relevant markets Growth rates are determined by management based on their experience of
both the industry and the wider econernic environment

Management estimates discount rates using post tax rates that reflect current market assessments of the time value of money There
15 no significant difference 1n the risks associated with each individual CGU, therefare the same post tax discount rate 1s applied to the
post tax cash flows of all units

In 201}, the key assumptions used were as follows

2011
Pre tax discount rate 11 5%
Growth rate 2 0%-3 0%

The Group has conducted a sensitivity analysis on the i/mpawment test of each CGU‘s carrying value and management has concluded
that no reasonably possible changes to the key assumptlons would result in an impairment charge for any CGU
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11. Property, plant and equipment

Assets in the

caurse of
Land and construction Fixtures and Motor

£'000 buildings fittings vehicles Total

Cost

Arising on business combmmations 1,240,424 431 65,978 2,823 1,309,656

Additions 17,186 823 22,642 2,530 43,181

Disposals (140) - (65) (9) (214)

At 31 December 2011 1,257,470 1,254 88,555 5,344 1,352,623 ‘
|
|

Accumulated depreciation ‘

Charge for the period 18,690 - 11,673 1,150 31,513

At 31 December 2011 18,690 - 11,673 1,150 31,513
|

Net book value = 31 December 2011 1,238,780 1,254 76,882 4,194 1,321,110

Assets held for sale {note 15) {5,245) - {1,449) - {6,694)

Reported net book value - 31 December 2011 1,233,535 1,254 75,433 4,194 1,314,416

Substantially all of the Group’s freehold land and bulldings i1s pledged as secunity against certain of the Group's borrowings (note
17) At 31 December 2011, the carrying amount of assets (motor vehicles) held under finance lease was £3 7m The Group’s

obligations under finance leases are secured by the lessors’ title to the leased assets

At 31 December 2011, the Group had entered tnto contractual commitments for the acquisition of property, plant and equipment

amounting to £14 7m

12. Inventories

£'000 2011
Consumable supplies 57
13. Trade and other receivables
£'000 2011
Trade recelvables 20,883
Allowance for doubtful debts {1,146)
19,737
Other receivables 1,579
Prepayments and accrued income 3,311
24,627
14. Cash
£'000 2011
Cash 44,259
15. Assets held for sale
£000 2011
Assets held for sale 6,694

All praperties held for resale are actively marketed and are expected to be sold within 12 months of the year end
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16. Trade and other payables

£°000 2011
Trade payables 11,351
Accruals and deferred income 55,901
Other payables 10,307
Corporation tax payabfe 208
Other taxes and social secunty 5,287

84,054

Trade payables and accruals principally comprise amounts outstanding for trade purchases and ongoing costs At 31 December 2011
the Group’s supplier payment pencd was 57 days The Group has financial risk management policies in place to ensure that all
payables are paid within the pre-agreed credit terms The directors constder that the carrying amount of trade payables
approximates to their fair value

17. Borrowings

£°000 2011

Borrowings due less than one year

Finance lease habilites 1,136
Accrued interest - Senior secured notes 16,562
Accrued interest - Semar unsecured notes 5,801
Total borrowings due less than one year 23,499

Unsecured borrowings due greater than one year

Senior unsecured notes 175,000
Unamoartised 1ssue costs (5,044)
Loan notes (including accrued interest) 198,914
368,870
Secured borrowings due greater than one year
Senigr secured notes 631,000
Unamortised i1ssue costs (13,686)
Finance lease habilities 2,965
620,279
Total borrowings due greater than one year 989,149
Total borrowings 1,012,648

Ali of the Group’s horrowings are denominated in Sterling

The Group 1ssued £600 Om of high yield bonds an 3 February 2011, comprising £425 Om semor secured notes with a fixed rate of
7 0% and £175 O0m senior unsecured notes with a fixed rate of 8 875%, with maturity dates of 15 February 2018 and 15 February
2019 respectively The senior secured notes are secured by fixed and floating charges over substantially all of the Group’s property
and assets

The Group 1ssued additional senior secured notes on 14 April 2011 of £206 O0m with a fixad rate of 7 0% due 15 February 2018 A
premium on 1ssue of £2 0m was received which 1s included within unamortised 1ssue costs and will be amortised to the ncome
statement over the term of the notes The proceeds were used to repay existing Craegmoor bank debt on acquisition

The high yield bonds are listed on the Luxembourg stock exchange

The Group 1ssued unsecured loan notes on 4 March 2011 of £130 Om with a fixed rate of 12% and a maturity date of 4 March 2060
Additional loan notes were issued on the 14 April 2011 of £51 5m with a fixed rate of 12% and a matunty date 18 July 2057

Accrued interest of £4 4m in relation to the £51 Sm loan notes was settled on 31 December 2011 by the 1ssue of £4 5m PIK nates
on the same terms as the onginal loan notes
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The weighted average interest rates duning the period were

2011
Loan notes 12 0%
ngh yield bonds 7 4%
18. Provisions for liabilities and charges
Onerous Future
£'000 Dilapidations contracts and minimum Ret":;::g: 2011
legal costs rent
Arising on business combinations 2,904 7,982 2,302 337 13,525
Charge to income statement - 820 2,465 - 3,285
Used during perlod - {843) - (34) (877)
At 31 December 2011 2,904 7,959 4,767 303 15,933
Analysis of provisions
£°000 2011
Current 2,193
Non — current 13,740
Total provisions 15,933

Dilapidation provisions

Provisions have been recorded for costs of returning properties held under operating leases to the state of repair at the inception of
the lease These provisions are expected to be utihised on the termination of the underlying leases

Onerous contracts and lIitigation matters

Provisions have been recorded for the oneraus payments on certatn lease arrangements They have been established on the basis of
the expected onerous element of future lease payments over the remaining life of the relevant leases and agreements These have
been discounted and the provisions are expected to be utilised, with the discounts unwinding accordingly, over the remaining terms
of the corresponding lease arrangements

In hght of a number of small outstanding legal claums, provisions have been made which represent management’s best estmate of
the amounts required to settle the claims The directors anticipate that these will be settled over the next year

Future mimimum rent

Provisions have been recorded for future rent payable as a result of the policy to straight hne rent payments in the mcome
statement The provisions will be utthsed over the life of the leases

Retirement henefit

The retirement benefit provision held by the Group 1s to cover post-employment benefits accruing to certain employees of Health &
Care Services {UK) Limited

19, Deferred tax

The following are the major deferred tax habiities and assets recognised by the Group and movements thereon during the current
period

Accelerated Short term Property,
tax timing plant and

£°000 depreciation differences Intangibles equipment Total
Ansing on business (8,757) {55,930) 13,140 287,543 235,996
combinations
(Credit)/charge to income (2,069) 20,646 (2,156) {25,907) (9,486)
statement
At 31 December 2011 (10,826) (35,284) 10,984 261,636 226,510
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At the balance sheet date, the Group has unused tax losses of £124m avallable for offset against future profits, representing a
potential deferred tax asset on losses of £31m A deferred tax asset of £17m has been recognised in respect of such losses in the
current penod based on an assessment of the probability that taxable profits will arise in the foreseeable future aganst which these
losses can be offset As at 31 December 2011, a potential deferred tax asset of £14m has not been recogmsed with respect to
losses of £56m as 1t 15 not currently anticipated that such losses will be offset in the fareseeable future The Group expects to utilise
approximately £7m of the deferred tax asset and £3m of the deferred tax Lability within one year of the date of these financial
statemnents

Based on an assessment of the probability that temporary differences related to accelerated tax depreciation and short term timing
differences will reverse against suitable taxable profits in future periods, deferred tax assets on such temporary differences have
been recognised in the amounts noted above as at the balance sheet date

A deferred tax lability of £261 6m has been recognised in respect of the differences between the carrying values of property, plant
and equipment and their tax base cost

20. Obligations under finance leases

Present value of
mimimum lease

payments
£'000 2011
Amounts payable under finance leases:
Within one year 1,136
In the second to fifth years inclusive 2,965
Present value of lease obligations 4,101

The Group's finance leases relate to leased vehicles The average lease term 1s 4 years In 2011, the average barrowing rate on
finance leases was 5 4% Interest rates are fixed at the contract date All lease obhgations are denominated in Sterling Alf leases
are on a fixed repayment basis and ne arrangements have been entered Into for contingent rental payments The fair value of the
Group’s lease obligations 1s approximately equal to their carrying amount The Group’s obligations under finance leases are secured
by the lessors’ rights over the leased assets disclosed in note 11

21. Share capital

2011
Number Nomunal value
000s £'000

Allotted
A ordinary shares of £0 001 each 10,072 10
8 ordinary shares of £0 001 each 58 -
C ardinary shares of £0 001 each 1,106 1
D ordinary shares of £0 001 each 2,008 2
Preference shares of £1 each 261,165 261,165
274,409 261,178

The following shares were 1ssued in the period

10,072,403 £0 001 A ordinary shares for a consideration of £10,072,403 giving a premium on issue of £10,062,331
57,801 £0 001 B ordinary shares for a consideration of £57,801, giving a premium on 1ssue of £57,743

1,106,250 £0 001 C ordinary shares for a constderation of £1,106,250, giving a premium on i1ssue of £1,105,144 OFf this amount
£247,500 1s unpaid at the peried end, relating to 90% of the value of 275,000 shares

2,008,272 £0 001 D grdinary shares at par value for a consideration of £2,008 Of this amount 1,974,000 of shares totalling £1,974
are unpaid at the period end

261,165,177 £1 preference shares at par value for a2 consideration of £261,165,177

Of the above shares 3,046,870 A ordinary shares and 69,033,977 preference shares were 1ssued as part of the acquisibon of
Craegmoor disclosed in note 9
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A Qrdinary Shares

Each holder of an A Ordinary Share is entitled to recerve notice of and to attend and vote at general meetings of the Company The
A ordinary shares rank equally with the B ordinary shares and C ordinary shares but behind the Preference Shares in respect of a
distribution of profits by way of dividend and on any winding up of the Company or other return of capital

B Ordinary Shares

Each holder of a2 B Ordinary Share is entitled to receive notice of and attend and speak at any general meeting but 1s not entitled to
vote The B ordinary shares rank equally with the A ordinary shares and C ardinary shares but behind the Preference Sharas in
respect of a distnibution of profits by way of dividend and on any winding up of the Company or other return of capital

€ Ordinary Shares

Each holder of a C Ordinary Share 1s entitled to receve notice of and attend and speak at any general meeting but 1s not entitled to
vote The C ordinary shares rank equally with the A ordinary shares and B ordinary shares but behind the Preference Shares in
respect of a distribution of prafits by way of dividend and an any winding up of the Company or other return of capital

D Ordinary Shares

Each holder of a D Ordinary Share 1s entitled to recerve notice of and to attend and vote at general meetings of the Company The
D Ordinary Shares do not carry any entitlement to a dividend and D shareholders are only entitled to the nominal value of the
shares on a winding up of the Company or other return of capital

Prefi s

Each holder of a Preference Share Is entitled to receive notice of and attend and speak at any general meeting but 15 not entitled to
vote The Preference Shares rank ahead of the A ordinary shares, B ordinary shares, C ordinary shares and D ordinary shares in
refation to dividends at a rate of 12% per annum and on any winding up of the Company or other return of capitat  The Preference
Shares may be redeemed in whole or in part by the Company at any time Other than on a return of capital, preference dividends
are payable entirely at the discretion of the Company

22. Retained earnings

£°000
Loss for the year (11,107)
At 31 December 2011 (11,107)

23. Contingent liabilities

There are no contingent kabilbies in respect of legal or potential claims ansing i the ordinary course of bustness, the cutcome of
which cannot at present be foreseen Appropriate liabilities have been recogmsed in the balance sheet for all habibties that are, in
the opinion of the directors, likely to materiahise

24, QOperating lease arrangements

£°000 2011

Minimum lease payments under operating leases

recognised as an expense n the year 8,746

At the balance sheet date, the Group had outstanding commiutments for future minimum lease payments under non-cancellable
operating leases, which fall due as follows

2011

Land and
£°000 buildings Other Taotal
Within one year 11,882 394 12,276
Two - five years inclusive 48,245 412 48,657
After five years 292,989 - 292,989

Operating lease payments represent rentals payable by the Group far certain of its operatwonal and office properties, as well as
leases for other assets used at the Group's sites Most property leases have an average term of between 20 to 30 years The period
for which rentals are fixed vares for each lease
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25. Finanaal instruments and risk management

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

Credit nsk

Financial instruments which potentially expose the Group to credit risk consist pnmanly of cash and trade receivables Cash 15 only
deposited with major financial institutions that satisfy certain credit crniteria

Credit nsk 1s not considered to be significant given that the vast majority of revenue is derived from publicly funded entibies and
payment 1s taken in advance for privately funded healthcare services Credit evaluations are carried out on privately funded
residents in the Otder Peaple business

The Group provides credit to customers in the normal course of business and the balance sheet 1s net of allowances of £1 im for
doubtful recewvables The Group does not require collateral in respect of financial assets In 2011, £6,000 was charged to the income
statement in respect of bad and doubtful debts, within operating costs Trade recewvables are measurad at amortised cost

The average credit period taken at the year end on the provision of services is 14 days Allowances against doubtful debts are
recogmised against trade receiwvables based on estimated wrrecoverable amounts determined by reference to past default experience
of the counterparty The majonty of the Group’s allowance for doubtfu! debts relates to specific trade recevables that are not
considered to be recoverable, and management only considers It appropriate to create a collective provision based on the age of the
trade receivable in respect of certain types of trade recaivables

The ageing of trade receivables at 31 December 1s as follows

£'000 2011
Current 12,498
30-60 days 6,216
60-150 days 1,615
150 days + 554

20,883

The directors consider that the carrying amount of trade and other receivables 15 approximately equal to their far value

The ageing of trade receivables past due but not impaired at 31 December 1s as follows

£'000 2011

60 days + 1,023

The movement In alflowance for doubtful debts in 2011 I1s as follows

£°000 2011
Ansing on business combinations 2,895
Amounts written off during the period as uncollectible (1,749}
Balance at e_nd of period 1,146

Apart from the Group’s two largest customers {(PCTs and Local Authorities on a consohdated basis), the Group does not have any
significant credit risk exposure to any sngle counterparty or any group of counterparties having similar characteristics The Group
defines counterparties as having simifar characteristics If they are related entities

There is no concern aver the credit quality of ameunts past due but not rmpaired since the nsk 1s spread over a number of unrelated
counterparttes which include central and local Government The maximum exposure to credit nsk at the reporting date 1s the
carrying value of each class of receivable mentioned above and cash held by the Group

Interest rate nsk

The Group finances its operations through called up share capital, retained earmings, bank facilities, high yield bonds and the sale of
assets, if appropnate At 31 December 2011 we had fixed rate debt only, thereby removing interest rate risk Future drawings
under the revolving credit faciity would expose the Group to interest rate risk The interest rate on cash advances under the
revolving credst Facifity 1s the aggregate of the applicable margin, LIBOR/EURIBOR and mandatory costs (if any) The margin may
range from 4 00% to 3 50% based on the rabio of certain of our total net debt to EBITDA

Liquidity risk

The Group prepares both annual and short term cash flow forecasts reflecting known commitments and anticipated projects
Borrowing faciitres are arranged as necessary to finance reguirements The Group has sufficient availlable bank facilities and cash
flows from profits to fund current commitments
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The falicwing table shows the contractual cash Alow maturities of financial liabilities

£'000 Total 0-1 years 2-5 years 3 yearsoavnec:
Trade and other payables 53,578 53,578 - -
High yield bonds 1,185,643 59,483 237,930 888,230
Finance lease Hahilities 4,101 1,136 2,965 -

1,243,322 114,197 240,895 888,230

The loan notes and assooated interest have been excluded from the above table Interest accruing on the loan notes can to be
settled 1 PIK notes, which are not due for repayment until July 2057 or March 2060 in ine with the initial capital Cash outflows are
therefore not expected until matunty hence given the length of time to maturity it 1s deemed reasanable to exclude from the above
analysis Trade and other payables in the table above exclude £30 3m of deferred income as this 1S not a cash settled obligation

Capital nsk management

The Group's objective when managing its capital i1s to ensure that entities 1n the Group will be able to continue as a going concern
whilst maximising returns for stakeholders through the optimisation of debt and equity The Group manages Its capital structure and
makes adjustments to It with respect to changes in economic conditions and the strategic objectives of the Group The Group also
aims to maintain a strong credit rating and adeguate headroom within the Group’s banking facilities, whilst ensuning that all
covenants are met Throughout the period the Group has operated comfortably in hine with this policy

The Group’s capital structure Is as follows

£000 2011
Cash 44,259
Borrowings (1,012,648}
Equity 161,296

The Group 15 not subject to any externally imposed capitai requirements Debt 1s defined as long-term and short-term borrowings
less cash

Foreign currency risk

The Group operates entirely in the UK and is not exposed to any foreign currency risks

Sensitivity analysts

The Group’s borrowings are at fixed interest rates and as a result at 31 December 2011, a general Increase of one percentage point
i interest rates would not have a significant impact on the Group’s loss before tax

Fair values

The far values of financial assets and habiites, together with the carrying amounts shown in the balance sheet are shown in the
table below The fair value of the Group’s high yield bonds has been denved from observable market prices at the year end The
Group's fixed rate foan notes are not considered to be significantly different to the book value, therefore book value 1s considered to
be a reasonable proxy

2011
Carrying
£000 amount Fair value
Loans and receivables

Cash and cash equivalents 44,259 44,259
Trade recewvables 19,737 19,737
63,996 63,996

Fancial habilities at amortised cost
Trade and other payables (83,846) (83,846)
High yield bonds (828,363) (717,365)
Loan notes (198,914) {198,914)
Finance lease kabilities (4,101) {4,101)
{1,115,224) (1,004,226)
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Financing facilities

The Group has the following undrawn borrowing facilities

£'000 2011
Secured revelving credit facihity
- floating rate expiring beyond one year 98,247

The revaolving credit facility was entered into on 3 March 2011 and expwes on 3 February 2017 £1 8m of the £100m facility has
been utiised by outstanding letters of credit and other ancillary faciities The revolving credit facility provides for borrowings up to
an aggregate of £70 Om on a committed basis and a further £30 0m on an uncommitted basis

26. Events after the balance sheet date

On 15 February 2012 the Group acquired 75% of the share capital of Harbour Care (UK) Limited for cash consideration of £12 Om
Harbour Care operates Specialist Services homes in the South of England

27. Related party transactions

Priory Group No 1 Limited 15 benefically owned by funds managed by Advent International Corporatlon which s considered by the
directors to be the ultimate controlling party of the Company

Balances and transactions between the Company and ts subsidiaries, which are related parties, have been eliminated on
consohdation and are not disclosed in this note

Remuneration of key management personnel

The key management of the Group are deemed to be the board of directars The remuneration of the directors s set out below in
aggregate for each of the categones specified in IAS 24 Related Party Disclosures

£'000 2011
Short-term employee benefits {including employer’s natignal ingurance) 1,473
Post-employment benefits 227

1,700

The emoluments of the highest paid director of the Company were £417,000 (excluding employer’s national insurance contributions
of £56,000) No pension contributions were paid on his behalf

In addition to the emoluments disclosed above one director recewved a one off bonus of £738,000 (excluding employer's national
insurance of £96,000) ansing from the acquisition of Priory Investments Holdings Limited

The loan notes 1ssued by the Group are owned by funds managed by Advent International Corporation See Note 17 for further
details

The Group has entered into several lease agreements with Zest Investments ("Zest™) and with Sistine Propertles ("Sistine”), as
summansed below Phihp Scott, a diwector of Priory Group No 1 Limited, I1s a 30% shareholder n Zest Sistine Properties 1s a party
to certain trust agreements, the beneficiaries of which are Mr Scott’s family Mr Scott 1s also a director of certain Sistine Property
Group companies

The agreements are

+  the lease of an older people care home at Buckingham Lodge, Norwich Road, Watton, Norfolk between Zest
Investments (Watton) Limited, Zest Investment Group Limited, Priory (Watton) Limsted and Pnory Holdings
Company No 4 Limited which took effect on 16 September 2010 (the "Buckingham Lodge Lease”),

. the lease of Sheridan School, Thetford Road, Northwold, Norfolk between Sistine Properties (Thetford) Limited,
Thetford Trustee LLP and Priory Care Homes Holdings Limited, dated 19 October 2009 and related Stamp Duty Land
Tax structuring arrangements (the "Shenidan School Lease”),

. the lease of an older people care home at Atkinson Court, Ings Road, Leeds between Pethmet (Ings Road) Limited (a
Sistine entity), Priory Elderly Care Limited and Priory Investments Holdings Limited, dated 19 March 2010 (the
~Atkinson Caourt Lease™),

. the lease of an older people care home at Cloyfin Road, Bohdl, Coleraine, MNorthern Ireland between Zest
Investments (Bohill) Limited, Zest Investment Group Limited, Priory (Watton) Limited and Priory Holdings Company
No 4 Limited (the “"Bohill Home Lease™) which took effect from 11 July 2011, and
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. the lease of a speciahst services unit at Cloyfin Road, Bohill, Coleraine, Northern Ireland between Zest investments
{Bohill} Lmited, Zest Investments Group Limited, Priory (Watton) Limited and Priory Holdings Company Na 4 Limited
(the "Bohll LDU Lease”) which took effect from 11 July 2011

Under the Buckingham Lodge Lease, the Group has paid £0 4m rent in the period ended 31 December 2011 and £0 1m was prepaid
at 31 December 2011

Under the Sherldan School Lease, the Group has paid £0 5m rent in the period

Under the Atkinson Court Lease, which was entered into as part of a sale and leaseback transaction, the Group has paid £0 5m in
the period and £0 1m was prepaid at 31 December 2011

Under the Bohill Home and Bohill LDU Lease, the Group has paid £0 3m rent in the period and £0 im was prepald at 31 December
2011

At 31 December 2011, one further property was under development in respact of which the Group will enter into a lease with Zest
once the development 1s complete This 1s an older people care home at Dakota Avenue, Newtownards, County Down, Northern
Ireland and the agreement for the lease is between Zest Investment (Newtownards) Limited, Zest Investment Group Limited, Priory
(Watton) Limited and Priory Investments Holdings Limited The Newtawnards Home s expected to open in Apnl 2012 and the imital
annual rent will be approximately £0 4m

The Group’s Chief Medical Officer, Chris Thompson, has a private psychiatnc practice from which he earns in-patient fees for
patients he refers to Priory

28. Subsidiaries

The principal undertakings at the period end are as follows

Class and percentage

Subsidiary undertakings

Principal activities

Of shares held

Prniory Group No 2 Limited*

Priory Group No 3 plc

Priory Investments Holdings Limited
Priory Health No 1 LUmited

Priory Health No 2 umited

Priory Finance Property LLP

Priory Holdings Company No 1 Lmited
Priory Holdings Company No 2 Limited
Priory Holdings Company No 3 Limited
Priory New Investments Limited

Priory Healthcare Limited

Pnory Rehabllitation Seraces Lirmited
Priory Secure Services Lmited

Prniory Education Services Limited
Priory Central Services bmited

Priory (Prestwick) Limited

Priory Elderly Care Limited

Priory Elderly Care (Wednesfield) Limited
Priory {Ben Madigan) Limited

Priory {Warrenpoint) mited

Priory {Watton) Limited

Renova LLP

Priory Finance Company Limited
Affinity Hospitals Limited

Cheadle Royal Healthcare Limited
Middleton St George Healthcare Limited
Priory Troup House Limited

Priory New Education Services bmited
Craegmoor Group Limited
Craegmoor Older People Care Limited
Specialty Healthcare Limited

Intermediate holding company
Intermediate holding company
Iintermediate holding company
intermediate holding company
Intermediate holding company
Property company
Intermediate holding company
Intermediate holding company
Intermediate holding company
Intermediate holding company
Specialist healthcare services
Brain injury rehabilitation services
Farensic psychiatric services
Schools for children with special needs
Management services

Elderly care services

Elderly care services

Elderly care services

Elderly care services

Elderly care services

Elderly care services

Specialist healthcare services
Financing company
Management services
Specialist healthcare services
Specialist healthcare services
Specialist education services
Speciahst education services
Intermediate holding company
Care delivery

Care delivery

100% ordinary
100% ordmnary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordnary
100% ordinary
100% ordinary
100% ordmary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
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Subsidiary undertakings

Health&Care Services {NW) Limited
Parkcare Homes (No 2) Limited
Greymount Properties Limited
Craegmoor Healthcare Company Limited
Craegmoor Supporting You Limited
Craegmoor Facilities Company Limited
Craegmoor Hospitals Uimited

Burnside Care Limited

Specaialty Care (Care Homes) Limited
Strathmore College Limited

Specialised Courses Offering Purposefu! Education mited
Specialty Care (Addison Court) Limited

Specialty Care (EMI) Limited

Specialty Care (Rest Homes) Limited
Specialty Care (UK Lease Homes) Limited
1 C Care Limited

Lansdowne road Limited

Lothlorlen Community Limited

R 1 Homes Limited

Heddfan Care Limited

Sapphire Care Services Limited

Autism Tascc Services Limited
Craegmoor Homes Limited

Johnsen Care Limited

Cotswold Care Services Limited
Treehome Limited

Strathmore Care Services Limited

Lambs Support Serwices Limited

Positive Living Limited

Ferguson Care Limited

Speciality Care (Rehab) Limited
Speciality Care (Learning Disabilities) Limited
Yorkshire Parkcare Company Limited
Conquest Care Homes {Norfolk) Limited
Conquest Care Homes (Soham) Limited
Conquest Care Homes (Peterborough) Limited
Parkcare Homes Limited

Health&Care Services (UK) Limited

Principal activities
Care delivery

Care delivery

Care delivery

Care dehvery

Care dehvery

Management services

Care delivery

Care delivery

Care delivery

Specialist education services
Specialtst education services
Care delivery

Care delivery

Care delivery
Care deitvery
Care delivery
Care delivery
Care delivery
Care delivery
Care delwvery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delvery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery
Care delivery

Class and percentage

Of shares held
100% ordnary
100% crdmnary
100% ordinary
100% ordnary
100% ordinary
100% ordinary
100% ordmnary
100% ordmary
100% ordmary
100% ordinary
100% ordinary
100% ordinary

100% ordinary and 100%
convertible preference

100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary

100% ordinary A and B

100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordmary

" interests held directly by the Company A full st of subsidiaries can be cbtamed by wnting to the Company Secretary at 21

Exhibition House, Addison Bridge Place, London, W14 8XP

All subsidiary and assoaiated undertakings are registered in England and Wales with the following exceptions

Priory Investments Holdings Limited, Priory Health No 1 Limited, Priory Health No 2 Limited, Priory Holdings Company No 1 Lirmited,
Priory Holdings Company No 2 Limited, Priory Holdings Company No 3 Limited and Priory Finance Company Limited are registered in

the Cayman Islands
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF PRIORY GROUP NO. 1 LIMITED

We have audited the parent company financial statements of Priory Group No 1 Limited for the period ended 31 December 2011
which comprise the balance sheet and the related notes The financial reporting framework that has been applied in their
preparation is applicable law and United Kingdam Accounting Standards (United Kingdom Generaily Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explained more fully in the statement of directors’ responsibilities set out on page 5, the directors are responsible for the
preparation of the parent company financial statements and for being satisfled that they give a true and fair view Our responsibility
Is to audit and express an opinlon on the parent company financial statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s Ethical Standards
for Auditors

This report, Including the opinlons, has been prepared for and only for the Company's members as a body in accordance with
Chapter 3 of Part 16 of the Companles Act 2006 and for no other purpose We do not, in giving these opinlons, accept or assume
responsibillty for any other purpose or to any other person to whom this report is shown or inte whose hands it may come save
where expressly agreed by our prior consent in writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policles are appropriate to the parent company’s circumstances and have been consistently
applled and adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall
presentation of the financial statements In addtion, we read all the financlal and non-financial Information in the financial
statements to identify materlal inconsistencies with the audited financlal statements If we become aware of any apparent material
misstatements or inconsistencies we consider the Implications for ¢ur report

Opinion on financlal statements

In our oplnion the parent company financlal statements

. give a true and falr view of the state of the Company's affairs as at 31 December 2011,
. have been properly prepared In accordance with United Kingdom Generally Accepted Accounting Practice, and
. have been prepared In accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinlon the information given In the directors’ report for the financial period for which the parent company financial
staternents are prepared Is consistent with the parent company financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if, in our
opinton

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

. the parent company financial statements are not In agreement with the accounting records and returns, or
. certain disclosures of directors’ remuneration specified by law are not made, or

. we have not received all the Information and explanations we require for cur audit

Other matter

We have reported separately on the Group financial statements of Priory Group No 1 Limited for the period ended 31 December
2011

Richard Bunter (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditars
Newcastle upon Tyne

28 March 2012
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Priory Group No. 1 Limited
Parent company balance sheet

Company balance sheet

£'000 Note 2011
Fixed assets

Investments 3 453,488
Current assets

Debtors 4 4,268
Net current assets 4,268
Total assets less current habilities 457,756
Creditors amounts faling due after more than one year 5 (198,914)
Net assets 258,842
Capital and reserves

Called up share capital & 261,178
Share premium acceunt 7 11,225
Profit and loss account 7 (13,561)
Total shareholders’ funds 7 258,842

The financial statements of Priory Group No 1 Limited on pages 33 to 35 were approved by the board of directors and authorised

for 1ssue on 28 March 2012 They were signed on its behalf by

L0k D

Philip Scott Jason lock
Chief Executive Officer Chief Financial Officer
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Priory Group No. 1 Limited
Notes to parent company financial statements

1. Significant accounting policies
a) Basis of preparation

The separate financial statements of the Company are presented as required by the Companies Act 2006 As permitted by that Act,
the separate financial statements have been prepared in accordance with UK generally accepted accounting principles (UK GAAP)
The financial statements are prepared on a going concern basis under the histonical cost conventian

b) Investments in subsidiary undertakings

Investments in subsidiary undertakings are stated at cost and reviewed for impairment If there are indicators that the carrying value
may not be recoverable

2. Profit and loss account

The Company has taken advantage of the exemption under section 408 of the Companies Act 2006 from the requirement to present
its own profit and loss account The loss for the period was £13 6m The auditors’ remuneration for audit and other services was
£10,000 The Company had no employees during the pertod Details of directors’ emoluments are given in nate 27 to the
consolidated financtal statements

3. Fixed asset investments

Cost and net book value £'000
Additions 453,488
At 21 December 2011 453,488

The additicn n the period relates to the acquisitton of 100% of the ordinary share capital of Priory Group No 2 Lmited, an
investment holding company mcorporated in the United Kingdom

4. Debtors
£'000 2011
Amounts owed by group undertakings 213
Group relief 3,806
Unpaid share capital 249
4,268
5. Creditors: amounts falling due after more than one year
£°000 2011
Accrued interest 12,942
Lean notes 185,972
198,914

Details of loan notes are included in note 17 to the consohdated financial statements

6. Called up share capital

Details of the Company’s share capital and movements in the period are disclosed In note 21 to the consolidated financial
statements

7. Company reconciliation of movements in shareholders’ funds

Total shareholders’

Called up share Share premium Profit and loss funds
£'000 caprntal account account
Lass for the period - - (13,561) (13,561)
issue of shares 261,178 11,225 - 272,403
As at 31 December 2011 261,178 11,225 (13,561) 258,842
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Priory Group No. 1 Limited
Notes to parent company financial statements

8. Contingent liabilities, commitments and dividends

There are no contingent habilities tn respect of legal or potential claims ansing in the ordinary course of business, the cutcome of
which at present cannot be foreseen Appropriate habihbies have been recogmised in the balance sheet for all habilities that, in the
opimion of the directars, are hkely to materialise

The Company does not have any commitments for capital expenditure The directors do not recommend payment of a dividend

9. Ultimate parent company and controlling party

Priory Group No 1 Limited s beneficially owned by funds managed by Advent International Corporation which 1s considered by the
directors to be the ultimate controlling party of the Company
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