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Elysium Healthcare No. 2 Limited (formerly Prlory Secure Services
Limited)

Strategic report for the year ended 31 December 2016

The directors present their strategic report on Elysium Healthcare No. 2 Limited (formerly Priory Secure.
Services Limited) for the year ended 31 December 2016.

Principal activity
The principal activity of the company is the management of long-term medium secure units for individuals

with chronic behavioural problems.

Business review
The results for the year are set out in the profit and loss account on page 10 and the position of the company as

-at the year end is set out in the balance sheet on page 11.

Summary Financial Results 2016 2015
Period.ended 31 December £m £m
Revenue . 65.2 49.3
Operating result . 9.1 .53
Profit on disposal of fixed assets ' 15.3 -
Interest payable and similar expenses 7.7 10.0
Profit / (loss) before taxation 16.8 4.7

Revenue for the year totalled £65.2 million (2015: £49.3 million) and arose predominantly from provision of
mental health services to the patients for either NHS England or Clinical Commissioning Groups (“CCGs”).

Gross margin for the Company for the period was 13.9% (2015: 15.3%) and is stated after all the hospital
operating costs including staff and specialist costs. As seen across the care sector, the utilisation of agency and
bank staff has increased and management are continuously monitoring the cost base to ensure the effective use
of the Company’s resources.

Property, plant and equipment of £149.0 million (2015: £98.6miltion) includes £131.9 million (2015: £86.8
million) in respect of land and buildings. During the period the company incurred £188.6 million (2015: £4.2
million) of additions including work commencing onthe re-branding of the sites to Elysium Healthcare.

\



Elysium Healthcare No. 2 Limited (formerly Prlory Secure Services
Limited)

Strategic report for the year ended 31 December 2016 (continued)

The company also entered into eight sale and leaseback arrangements for the disposal of the freehold land and
buildings and at the same time entered into a 125 year term finance lease for the buildings and an operating
lease of the same term for the rental of the land. The profit of £15.3m arising on the disposal has been
recognized in ‘exceptional income with the apportionment of the disposal proceeds between the freehold land
interests and the buildings.

On 16 February 2016 the company’s then ultimate parent, Priory Group No. 1 Limited was acquired by ;he
Acadia Healthcare group.

On 30 November 2016 100% of the issued share capital of the company was acquired by Elysium Healthcare
Holdings 3 Limited.

Principal risks and uncertainties

Regulatory risks

The results of the Company are subject to the regulatory environment related to health and safety, quality of
care, the storage and distribution of controlled drugs and medicines, the disposal of hazardous waste and data.
protection, principally through the costs related to- compliance. The Company'’s sites are subject to regular
review by the Care Quality Commission (‘CQC’) and the Health Inspectorate Wales and could be closed if
compliance with their guidelines cannot be demonstrated. As a leading provider of mental health services in
the United Kingdom, the Company is well placed to respond to and comply with regulatory changes through
dedicated regulatory and compliance teams.

The Company receives, generates and stores volumes of personal data containing patiehts personal and medical
information. The Company is therefore subject to the privacy laws with respect to the use, transfer and
disclosure of this data. A failure to adequately safeguard confidential patient information could result in
significant fines, penalties and litigation.

NHS & CCG contracts .

The NHS and CCG contracts under which the Company 6perate are relatively standard and subject to annual
review with each body. These provide clear benefits to the Company, both in terms of income stability and
visibility. However, as with any system, there are could to be modifications, potentially through the
- introduction of a new contract structure or the services that are sought by the NHS or CCGs from service
providers like Elysium Healthcare. The extent of any such modifications could have a favourable or adverse
impact on the Company. However, the Company maintains a close dialogue with the both the NHS and the
Government in developing care programmes so that appropriate changes to the Company’s services can be -
made in a timely manner. ' ' :

_ Financial risk management :
The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk

* management framework. The Company’s activities expose it to a variety of risks which are detailed below.

The .Company's risk management policies are established to identify and analyse the risks faced by the
‘Company, to set appropriate risk limits and controls to-monitor both the risks and adherence to limits set. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions and the
Company’s activities.



Elysium H[ealthcare No. 2 lelted (formerly Priory Secure Services’
Limited) -

Strateglc report for the year ended 31 December 2016 (contmued)

Doctors, Cliniclans and other qualified staff

The Company requires skilled doctors, bsycholq'gists,' clinicians and nurses in order to care for its growing
patient base. The expansion of the European Union (‘EU’) over recent years has increased the supply of
clinicians and other qualified staff available to the Company. The Directors recognise the importance of quality
doctors, clinicians for ensuring the continued success of the Company. The Company manages the risk
associated with the supply of doctors, clinicians and nurses through training and development programmes to
enhance retention and a recruitment strategy to ensure that the growth in patient numbers can be treated.. The
UK’s decision to withdraw from membership of the EU may impact the supply of doctors, clinicians and
nurses in the future and the Company continues to monitor developments.

The Company continues to invest in improving pay structures and incentivisation for nurses and other clinical
staff and continues to review the impact of changes resulting from the introduction of the Apprenticeship Levy
and future increases to the National Living Wage upon its staffing structures.

Inflation risk
Inflation risk is the risk that the cost of key services and products procured by the Company will rise with

inflation and affect the Company’s income. The rates pald under the terins of the Company’s NHS contracts
are generally reviewed on an annual basis and, over the course of the past few years, the annual uplifts have
typically been lower than the rate of both RP1 and CPL.

The Company undergoes a regular review of key suppliers through its procurement programme to mitigate cost
increases, using tendering processes where possible. In addition, the Company seeks to rationalise its supplier
base to benefit from its scale. '

Key performance indicators
- The following KPIs are fundamental to the business and reflect focus on the drivers of value that will enable

and inform the management team to achieve the business plans, strategic aims and objectives.

o Revenue

e Operating profit

e  Gross profit margin

o Net bank debt

o  Number of available beds

e  Average occupancy

o Earnings before Interest, Taxation, Depreciation, Amortisation and Rent (“EBITDAR”)
e EBITDA after finance lease interest '



Elysium Healthcare No. 2 Limited (formérly Priory Secure Services
Limited)

Strategic report for the yeaf ended 31 December 2016 (continued)

Future developments
The future developments of the Company are aligned to the strategy of the Elysium Healthcare Holdings 2

Limited group. The group’s strategy for future development is to focus on delivering growth through:

o delivering high quality care and promoting the highest clinical standards,

o investing in the equipment and buildings of our estate;

o optimising delivery of its existing NHS and CCG contracts;

o growing our portfolio and the size of the estate through selective acquisition of businesses;

o building new facilities either on existing sites or at new sites

"o exploring opportunities to grow or diversify revenues through tenderlng for new contracts and

providing new or differentiated services to the NHS;

o leveraging the investment in the Elysium Healthcare brand to attract new patients, increase brand
recognition and expand our service offering;

o implementing improved systems and processes to increase productivity, efficiency and 'oversight;
and; ' - .

e using the size of our portfolio and systems to procure materials and services more efficiently and
effectively.

On behalf of the board

e~

WHM Robson
Director )
727 September 2017



Elysium Healthcare No. 2 lelted (formerly Priory Secure Services
Limited)

Directors’ report for the year ended 31 December 2016

The directors present their annual report and the audited financial statements of the company for the year ended
31 December 2016. ‘ :

This report should be read in conjunction with the strategic report, which contains disclosures regarding the
business review and KPlIs, future developments and financial risk management,

Going concern :
The Company’s business activities, together with the factors likely to affect its future development its

finahcial position, financial risk management objectives, and its exposures to price, credit, liquidity and interest
rates risk are described in the Strategic Report on pages | to 4.

The gfoup of which the Company is a member has considerable financial resources together with long-term
contracts with a number of customers and suppliers across different geographical areas. As a consequence, the
Directors believe that the group is well placed to manage its business risks successfully.

After making enquiries, the Directors have a reasonable expectation that the Company has adequate resources
to continue in operation existence for the foreseeable future, including a letter of support from the group s
parent company, Elysium Healthcare Holdings 1 Limited. Accordingly, they continue to adopt the going
concern basis in preparing the annual report and accounts.

Dividends :
The directors do not recommend the payment ofa d1v1dend (2015: £nil).

Directors
The directors of the company who held office during the year and up to the date of signing the financial

statements were as follows:

J Chamberlain  (appointed 1 December 2016)

Q Haque (appointed 1 December 2016)
S Woolgar (appointed 1 December 2016)
M Robson (appointed 7'August 2017)

M Moran (resigned 1 March 2016)

T Riall (resigned 30 November 2016)

Employee involvement

The Company nurtures commitment and excel]ence in its staff by encouragmg the active involvement of all
staff at all levels in the organisation’s primary objective of improving patient care. Staff are encouraged to
strive continually for improvements in all aspects of the business and to be active members of the team in
which they work. All levels of staff are encouraged to engage in events held across the UK to link in with
patients and family and actively contribute to the company. We give two-way internal communication high
priority, with a ward to board governance structure and feedback is actively sought.

We strive continually to get higher Ievels of staff retention, to promote equality and diversity in our workforce,
and to support self-development where consistent with the orgamsatlon s obJectlves :

Disabled employees
The Company recognises that it has clear obligations towards all its employees and the community at large to
ensure that people with disabilities are afforded equal opportumtles to enter employment and to progress within

the Company.



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited)
Directors’ report for the year ended 31 December 2016 (continued)

In addition to complying with the requirements of the Equality Act 2010, the Company has established
procedures designed to provide for fair consideration and selection of disabled applicants and to satisfy their
training and career development needs. Where employees become disabled in the course of their employment,
the Company will attempt to ensure they remain in employment by making reasonable adjustment to
accommodate their disability.

Independent auditors
Deloitte LLP were appointed as auditors during the year and will be proposed for reappointment in accordance

with section 485 of the Companies Act 2006.

Provision of mformahon to auditors
Each of the persons who are directors at the time when this dlrectors report is approved has confirmed that:

o so far as that director is aware, there is no relevant audit information of which the company’s auditors
are unaware; and 4

o that director has taken all the steps that ought to have been taken as a director in order to be aware of
any relevant audit mformatlon and to establish that the company's auditors are aware of that
information.

This confirmation is given and should be interpreted in accordance with the provisions of 5418 of the

Companies Act 2006..

This report was approved by the board on QA=Y &PW A and signed on its behalf.

Sarah Livingston
Company Secretary



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited)

Directors’ responsibilities statement for the year ended 31 December
2016

The directors are responsible for preparing the annual report and the financial statements in accordance with
applicable law and regulations.

_ Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have brepare'd the financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards and applicable law), including Financial
Reporting Standard 101 “Reduced Disclosure Framework” (FRS 101).

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 company and of the profit or loss of the company for that
period. In preparing these financial statements, the directors are required to: '
o select suitable accounting policies and then apply them consistently; -
o make judgements and accounting estimates that are reasonable and prudent; and
e state whether applicable United Kingdom Accounting Standards, including FRS 101, have been
followed, subject to any material departures disclosed and explained in the financial statements; and
o prepare the financial statements on the going concern basis unless it is inappropriate 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 financial position of the
Company and enable them to ensure that the financial statements comply with the Companies Act 2006. They
are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the

. prevention and detection of fraud and other irregularities.

-



S
Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited) |
Independent auditors’ report to the members of Elysium Healthcare
No. 2 Limited '

We have audited the financial statements of Elysium Healthcare No. 2 Limited for the year ended 31
December 2016 which comprise the Profit and Loss Account, the Balance Sheet, the Statement of Changes in
Equity and the related notes 1 to 21. The financial reporting framework that has been applied in their
preparation is applicable law and United Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice), including FRS 101 “Reduced Disclosure Framework”.

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of
the Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s
members those matters we are required to state to them in an auditor’s report and for no other purpose. To the
fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the company
and the company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view. Our
responsibility 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. '

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 policies are appropriate to the
company’s circumstances and have been consistently applied and adequately disclosed; the reasonableness of
significant accounting estimates made by the directors; and the overall presentation of the financial statements.
[n addition, we read all the financial and non-financial information in the annual report to identify material
inconsistencies with the audited financial statements and to identify any information that is apparently
materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of
performing the audit. If we become aware of any apparent material misstatements or inconsistencies we
consider the implications for our report.

Opinion on financial statements
In our opinion the financial statements:
o give atrue and fair view of the state of the company’s affairs as at 31 December 2016 and of its profit

for the year then ended;

e have been properly prepared in accordance with United Kingddni Generally Accepted Accounting
Practice; and . ‘

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

Opinion on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:
o the information given in the Strategic Report and the Directors’ Report for the financial year for which
_ the financial statements are prepared is consistent with the financial statements; and !
e the Strategic Report and the Directors’ Report have been prepared in accordance with applicable legal

requirements.



Elysium Healthcare No. 2 Limited (fohﬁerly Priory Secure Services
Limited) ' '

"In the light of the knowledge and understanding of the company and its environment obtained in the course of
the audit, we have not identified any material misstatements in the Strategic Report and the Directors’ Report.

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: .
o adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not visited by us; or .
e the financial statements are not in agreement with the accounting records and returns; or
o certain disclosures of directors’ remuneration specified by law are not madei or
o we have not received all the information and explanatibns we require for our audit.

M

Matthew Ward, FCA (Senior statutory auditor)
for and on behalf of Deloitte LLP

Statutory Auditor

Reading, United Kingdom

24 dukde 2017



-Ely'sium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited) ‘

Profit and loss account for the year ended 31 December 2016

2016 - 2015

Note £000 -£'000

" Turnover _ ; 2'. 65,266 ' 49,346
Cost of sales , (56,192) (41,816)
Gross profit. - ' 9,074 7,530
Administrative expenses 82) (2,190)
Operating profit : " 8,992 5,340
Profit on disposal of fixed assets 6 15,341 -

- Profit before interest and taxation ‘24,333 5,340
Interest receivéble ‘ 7 : 99 : -
Interest payable and similar expenses.‘ 8 (7,659) (10,044)
-Profit / (loss) before taxation 3 16,773 (4,704)
Tax on profit / (loss) ‘ 9 227 v 2,765
Profit / (loss) for the financial year J 17,000 (1,939)

, .
The results for the current and prior year derive from continuing activities.

There is no other comprehensive income for the current or prior financial year. Therefore no statement of
comprehensive income has been prepared. '



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited) '

Balance sheet as at 31 December 2016

2016 . 2015
Note £000 £000
. Non-current assets
Intangible assets 10 21,108 21,108
Property, plant And equipment ) 1t 148,997 98,591
Investments ) 12 . -
Debtors : 13 72,750 -
' 242,855 119,699
Current assets
Debtors : . 14 8,554 4,269
Cash at bank and in hand : . _ 4392 32
' 12,946 4,301
Creditors: amounts falling due within one year 15 ©(172,725) (28,574)
Net current liabilities (159,779) 4273)
Total assets less current liabilities ) 83,076 95,426
Creditors: amounts falling due after more (hap. one year ' 16 (52,529) | (149,174) -
Provisions for liabilities 17 (14,163) (14,390)
Net assets / (Ii.abilities) ' 16,384 (68,138)
Capital and reserves . . ,
Called up share capital ‘ ' 18 67,532 10
Profit and loss account (51,148) (68,148)
Total shareholders’ funds / (deficit) : 16,384 (68,138)

The notes on pages 13 to 33 form part of these financial statements.

The financial statements were approved by the board and signed on its behalfon 77 %.I@V\L)ef 2oL7?

WHM Robson_
Director

Registered number: 06244878 )



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited)

Statement of changes in equity for the year ended 31 December 2016

Total

Called up share Proﬁt and loss  shareholders’

capital " account  funds/ (deficit)

Note £°000 £'000 £000

At 1 January 2015 ' 10 (66,209) (66,199)
Loss for the financial year : _ (1,939) (1,939)
At 31 December 2015 A ‘ 10 (68,148) (68,138)
Profit for the financial year o Co- 17,000 B 17,000
- Issue of shares 18 67,522 - 67,522

At 31 December 2016 67,532 (51,148) 16,384




Elysidm Healthcare No. 2 Limited (formerly Priory Secure Services
Limited)

Notes to the financial statements for the year ended 31 December 2016

1  Accounting policies

Genceral Information

Elysium Healthcare No. 2 Limited (the ‘Company’) is a private company limited by shares incorporated in the
United Kingdom under the Companies Act 2006 and is registered in England and Wales. The address of the
registered office is: 2 Imperial Place, Maxwell Road, Borehamwood, Hertfordshire, WD6 1JN.

The nature of the Company’s-operations and its principal activities of the company is the provision of mental
health services, including acute, secure, CAMHS, rehabilitation and neurological services predominantly to the
National Health Servxce (‘NHS’) and in England and Wales.

These financial statements are presented in pounds sterhng because that is the currency of the primary
economic environment in which the Company operates.

These financial statements are separate financial statements. The Company is exempt from the preparation and
delivery of consolidated financial statements, because it is included in the group accounts of Elysium
Healthcare Holdings 2 Limited. The group accounts of Elysium Healthcare Holdings 2 Limited are avallable
to the public and can be obtained as set out in note 21.

Significant Accounting Policics '

Basis of accounting

The Company meets the definition of a qualifying entity under FRS 100 ‘Application of Financial Reporting
Requirements’ issued by the FRC. Accordingly, these financial statements were prepared in accordance with
Financial Reporting Standard 101 ‘Reduced Disclosure Framework’.

As permitted by FRS 101, the Company has taken advantage of the disclosure exemptions available under that
standard in relation to: share-based payment, financial instruments, capital management, presentation of
comparative information in respect of certain assets, presentation of a’cash flow statement standards not yet
effective, impairment of assets and related party transactions.

Where relevant, equlvalent disclosures have been gnven in the group accounts of Elysium Healthcare Holdings
2 Limited. .

The financial statements have beeri prepared on the historical cost basis. Historical cost is generally based on
the fair value of the consideration given in exchange for the goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, regardless of whether that price is directly
observable or estimated using another valuation technique. In estimating the fair value of an asset or a
liability, the Company takes into account the characteristics of the asset or liability if market participants would
take those characteristics into account when pricing the asset or liability at the measurement date. Fair value
for measurement purposes in these financial statements is determined on such a basis, except for, leasing
transactions that are within the scope of IAS 17, and measurements that have some similarities to fair value but
are not fair value, such as net realizable value in IAS 2 or value in use in IAS 36.

Going concern

After making enquiries, the directors have a reasonable expectation that the company has adequate resources to
continue in operation existence for the foreseeable future, including a letter of support from the gloup s parent
company, Elysium Healthcare Holdings | Limited. Accordingly, they continue to adopt the going concern
basis in preparing the annual report and accounts.



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited)

Notes to the financial statements for the year ended 31 December 2016

1 Acc_punting) policies (continued)

Revenue

Revenue represents the supply of services including, bed fees, observation fees, training fees and is stated net
of VAT, rebates and trade discounts and represents the value of services provided and delivered under
contracts to the extent that there is a right to consideration and is recorded at the fair value of the consideration
received or receivable. Revenue received in advance is included in deferred income until the service is
provided. Revenue in respect of services provided but not yet invoiced by the period end is included within
accrued income.

Leases .

During the period the Company entered into a sale and leaseback arrangement for the disposal of the freehold
land and at the same time entered into a 125 year terim finance lease for the buildings and an operating léase of

_the same term for the rental of the land. The result arising on the disposal of the freehold land has been
recognized in exceptional items. The apportionment of the disposal proceeds between the freehold land interest
and the building has been based upon external professional valuation advice and upon which the fair values
were based at the time the Company acquired its interest in the subsidiary undertakings.

Assets held under finance leases, hire purchase contracts and other similar arrangements, which confer rights
and obligations similar to those attached to owned asséts, are capitalised as tangible fixed assets at the fair
value of the leased asset (or, if lower, the present value of the minimum lease payments as determined at the
inception of the lease) and are depreciated over the shorter of the lease terms and their useful lives. The capital
elements of future lease obligations are recorded as liabilities, while the interest elements are charged to the
profit and loss account over the period of the leases to produce a constant periodic rate of interest on the

remaining balance of the liability. -

Where land and buildings are held under leases the accounting treatment of the land is considered separately
from that of the buildings.

Rentals under operating leases are charged on a straight-line basis over the lease term, even if the payments are
not made on such a basis. Benefits received and receivable as an incentive to sign an operating lease are

similarly spread on a straight-line over the lease term,

Investments in subsidiaries

Investments in subsidiaries are accounted for at cost less, where appropriate, provisions for impairment.
Tangible fixed assets

Property, plant and equipment is stated at cost less accumulated depreciation and impairment losses. Cost
“includes the original purchase price of the asset and the costs aftributable to bringing the asset to its working
condition for its intended use. ‘

Assets in the course of construction represent the direct costs of purchasing, constructing and installing |
property, plant and equipment ahead of their productive use and, for qualifying assets, borrowing costs
capitalised in accordance with the Company’s accounting policy. Depreciation of these assets, on the same
basis as other property assets, commences when the assets are ready for their intended use.



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services .
Limited)

Notes to the financial statements for the year ended 31 December 2016
1  Accounting policies (continued) '

Tangible fixed assets (continued)

‘Depreciation is recognised so as to write off the cost or valuation of assets (other than freehold land and
properties under construction) less their residual values over their useful lives, using the straight-line method,
on the following bases:

Freehold buildings - 50 years

Short leasehold land and buildings - over lease term
Fixtures and fittings -3 to 16 years )
Motor vehicles - over shorter of the lease terin and 4 years

The estimated useful lives, residual values and depreciation method are reviewed at the end of each reportingA
period, with the effect of any changes in estimate accounted for on a prospective basis.

Land is not depreciated on the basis that land has an unlimited life.

Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned
assets. However, when there is no reasonable certainty that ownership will be obtained by the end of the lease
term, assets are depreciated over the shorter of the lease term and their useful lives. A tangible fixed asset is
derecognised upon disposal or when no future economic benéfits are expected to arise from the continued use
of the asset. The gain or loss arising on the disposal or scrappage of an asset is determined as the difference
between the sales proceeds and the carrying amount of the asset and is recognised in income.

Impairment of tangible assets

At each balance sheet date, the Company reviews the carrying amounts of its property, plant and equipment
and intangible assets to determine whether there is any indication that those assets have suffered an impairment
loss. If any such indication exists, the recoverable amount of the asset is estimated to determine the extent of
the impairment loss (if any). Where the asset does not generate cash flows that are independent from other
assets, the Company estimates the recoverable amount of the cash-generating unit to which the asset belongs.
When a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to
individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating units
for which a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs of disposal and value in use. In assessing value in use,
the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset for which the
estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount,
the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment
loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in
which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) is
increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognised for the
- asset (or cash-generating unit) in prior years. A reversal of an impairment loss is recognised immediately in
profit or loss, unless the relevant asset is carried at a revalued amount, in which case the reversal of the
impairment loss is treated as a revaluation increase.



Elysium Healthcare No. 2 Limited (formerly Pl iory Secure Services
lelted)

Notes to the financial statements for the year eﬁded 31 December 2016

1  Accounting policies (continued)

Financial instruments
Financial Assets

Loans and receivables : .

Trade debtors, loans, and other debtors that have fixed or determinable payments that are not quotéd in an
active market are classified as ‘loans and receivables’ Trade & other receivables are initially measured at
transaction price including any transaction costs and subsequently measured at amortised cost using the
effective interest method, less any impairment losses. Interest income is recognised by applying the effective
interest rate, except for short-term receivables when the recognition of interest would be immaterial.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date. Financial assets are
impaired when there is objective evidence that, as a result of one or more events that occurred after the initial
recognition of the financial asset, the estimated future cash flows associated with the asset have been affected.

For certain categories of financial asset, such as trade debtors that are not considered to be individually
impaired may be assessed for impairment on a collective basis. Objective evidence for impairment for a
portfolio of receivables could include the company’s past experience of collecting payment, an increase in the
number of delayed payments, as well as observable changes in national or local economic conditions.

For financial assets carried at amortised cost, the amount of the impairment is the differences between the
asset’s carrying amount and the present value of estimated future cash flows, discounted at the financial asset’s
original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets
with the exception of trade debtors, where the carrying amount is reduced through the use of an allowance
account. When a trade debtor is considered uncollectible, it is written off against the allowance account.
Subsequent recoveries of amounts previously written off are credited against the allowance account. Changes
in the carrying amount of the allowance account are recognised in profit or loss.

If, in a subsequent penod, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised, the previously recognised impairment
loss is reversed through profit or loss to the extent that the carrying amount of the investment at the date the
impairment is reversed does not exceed what the amortised cost would have been had the impairment not been
recognised. .

Derecognition of financial assets
The Company derecognises a financial asset only when the contractual rights to the cash flows from the asset
expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of the
asset to another entity. If the Company neither transfers nor retains substantially ali the risks and rewards of
ownership and continues to control the transferred asset, the Company recognises its retained interest in the
asset and an associated liability for amounts it may have to pay. If the Company retains substantlally all the
risks and rewards of ownershlp of a transferred financial asset, the Company continues to recogmse the
financial asset and also recognises a collateralised borrowing for the proceeds received.



Elysium Healthcare No. 2 Limited (formerly Pnory Secure Services
Limited)

Notes to the financial statements for the year ended 31 December 2016

1 Accoﬁnting policies (continued)

Financial instruments (continued)

On derecognition of a financial asset in its entirety, the difference between the asset’s carrying amount and the
sum of the consideration received and receivable and the cumulative gain or loss that had been recognised in
other comprehensive income and accumulated in equity is recognised in profit or loss.

Financial liabilities and equily

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the
substance of the contractual arrangement.

Other financial liabilities .
Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective interest method, with
interest expense recognised on an effective yield basis.

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash payments through the expected life of the financial liability, or, where appropriate, a
shorter period, to the net carrying amount on initial recognition.

Group relief

Payment is generally made for group relief at the current tax rate at the time of first estimating the tax
provision. To the extent that amendments are subsequently made to the group relief plan, there is generally no
payment or receipt in respect of the change.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting
all of its liabilities. Equity instruments issued by the Company are recognised at the proceeds received, net of

direct issue costs.

Derecognition of financial liabilities

The Company derecognises financial liabilities when, and only when, the Company’s obligations are
discharged, cancelled or they expire.

Taxation

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

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
repoﬂed in the income statement because it excludes items of income or expense that are taxable or deductible
in other years and it further excludes items that are never taxable or deductible. The Company'’s liability for
current tax is calculated using tax rates that have been enacted or substantively enacted by the balance sheet

date.
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Limited)

Notes to the financial statements for the year ended 31 December 2016

1 Accounting policies (continued)

Taxation (continued)

A provision is recognised for those matters for which the tax determination is uncertain but it is considered
probable that there will be a future outflow of funds to a tax authority. The provisions are measured at the best
estimate of the amount expected to become payable. The assessment is based the judgement of tax
professionals within the Company supported by previous experience in respect of such activities and in certain
cases based on specialist independent tax advice. - ‘

Deferred tax

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of
assets and liabilities in the financial statements and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are
. generally recognised for all taxable temporary differences and deferred tax assets are recognised to the extent
that it is probable that taxable profits will be available against which deductible temporary differences can be
utilized. Such assets and liabilities are not recognised if the temporary difference arises from the initial
recognition of goodwill or from the initial recognition (other than in a business combination) of other assets
and liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

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

recovered.

Defeired tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or
the asset is realized based on tax laws and rates that have been enacted or substantively enacted at the balance

sheet date.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the
manner in which the Company expects, at the end of the reporting period, to recover or settle the carrying
amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and
the Company intends to settle its current tax assets and liabilities on a net basis.

Current tax and deferred tax for the year

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in
other comprehensive income or directly in equity, in which case, the current and deferred tax are also
recognised in other comprehensive income or directly in equity respectively.

Employee benefits

The Company provides a range of benefits to employees, including annual bonus arrangements, paid holiday
arrangements and defined contribution pension plans. :

(i) Short-term benefits

Short term benefits, including holiday pay and other similar non-monetary benefits are recognized as an
expense in the period in which the service is received.



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited) o

Notes to the financial statements for the year ended 31 December 2016

1 Ac'couhting policies (continued)

Employee benefits (continued)

\

(ii) Pensions

The Company operates a defined contribution plan for its employees. A defined contribution plan is a pension
plan under which the Company pays fixed contributions into a separate entity. Payments .to defined
contribution retirement benefit schemes are charged as an expense as they fall due. Once the contributions
have been paid the Company has no further payment obligations, The contributions are recognised as an
expense in the profit or loss when they fall due. Amounts not paid are shown in accruals as a liability in the
balance sheet. The assets of the plan are held separately from the Company in independently administered

funds.
Exceptional items : ‘
- FRS 101 sets out the following parameters for the disclosure of material sums:

An entity shall present additional line items, headings and subtotals in thé statement of comprehensive income
(and in the income statement, if presented), when such presentation is relevant to an understanding of the

entity’s financial performance.

When items included in total comprehensive income are material, an entity shall disclose their nature and
amount separately, in the statement of comprehensive income (and in the income statement, if presented) or in

the notes.



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited) ' ‘

Notes to the financial statements for the year ended 31 December 2016

1  Accounting policies (continued)

. Critical accounting judgements

In preparing the financial statements, the directors are required to make sighiﬁcantjudgements concerning the
future. The principal areas of the financial statements where judgements and estimates have been made are:

(i) Apportionment of disposal proceeds in the sale and leaseback transactions

During the period the Group entered into seven sale and leaseback arrangements for the disposal of the
freehold land and buildings and at the same time entered into a 125 year term finance lease for the buildings
and an operating lease of the same term for the rental of the lands. In determining the split of the proceeds
between the land and buildings management has made assumptions and made reference to the professional
valuation advice and the fair values determined in arriving at the valuation of the tangible assets.

Key sources of estimation uncertainty

In preparing the financial statements, the directors are required to make estimates concerning the future. The
resulting -accounting estimates will, by definition, seldom equal the related actual results and could result in a
change to the estimates in the next or future financial years. These estimates will also have a knock on impact
on the tax charge for the period. The Directors have concluded that there are no key sources of estimation

uncertainty.

'
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Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
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Notes to the financial statements for the year ended 31 December 2016

2  Turnover
The company’s turnover, profit / (loss) before taxation and net assets in the current year arise primarily from its

principal activity of the management of long-term medium secure units for individuals with chronic
behavioural problems in the United Kingdom.

All turnover and profit / (loss) before taxation arose within the United Kingdom and from one class of
business. '

3  Profit/ (loss) before taxation
‘Profit / (loss) before taxation is stated after charging:

2016 2015

£°000 ~ £000
.Staff costs. (note 5) ‘ 36,299 26,666
‘ Depreciation and other amounts written off tangible assets: v : )

. Owned ‘ ; 6,127 1,349

Leased - . 46 5,124
Rentals under operating leases:

Hire of plant and machinery h ' 30 ‘ 30

Other operating leases , 1,541 1,845

Profit on disposal of fixed assets (note 6) - . ' ' i15,341) -

The re-organisation and rationalisation costs of £82,000 (2015: £9,000) incurred m the year primarily relate to »
employee redundancy payments made as the company re-organised and streamlined its operations.

The remuneration of the auditors of £120,000 (2015: £18,000) relates to-the audit and was borne by another
group undertaking in the prior year.

4 Remuneration of directors

During the year, no Director received any emoluments (2015 - £NIL) for any qualifying services provided to
this company. ' .

3



Elysium Healthcare No. 2 Limited (formerly Priory Secure Services

Limited)

Notes to‘the financial statements for the year ended 31 December 2016

5 Staff numbers and costé

The average monthly number of persons employed'by the company (including directors) during the year, .

- analysed by activity, was as follows:

2015

2016
Number Number
By activity:
Nursing and other clinical staff . : 1,076 817
. Administrative staff . ’ 252 149
o © 1,328 966
The aggregate payroll costs of these persons were as folldws:
o 2016 2015
£:000 £'000
Wages an;i salaries 32,937 24,058
Social security costs ' ' ' 2,916 2,198
Other pension costs (note 20) _ ‘ 446 430
' ' 36,299 26,666
6 Profit on disposal of fixed assets
. During the year, land was disposed of as part of a sale and leaseback transaction.
2016 2015
£°000 £000
Proceeds ' 147,165 -
Net book value ‘ ’ (131,824) -
Profit on disposal S "15,341 -
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Elysium Healthcare No. 2 Limited (formerly Priofy Secure Services

Limited)

Notes to the financial statements for the year ended 31 December 2016

7 Interest receivable

2016 2015

£000 £000

Interest receivable on loan notes 99 -

99 -

8. Interest payable and similar expenses

2016 2015

£°000 £000

On bank overdrafts 2 1

Interest payable to group undertakings 1,074 . ) I;253

Finance ciiarges payable in respect of finance leases 8 7
Finance charges payable in respect of finance leases with group o

undertakings 6,483 8,783

7,567 10,044

9 Tax on profit/ (loss)
' 2016 2015
. £'000 £'000
UK corporation tax: ' A

Current tax credit arising in the year - 85

Adjustments in respect of prior years - (43)

Total current tax - 42

Deferred tax: .

Deferred tax credit arising in the year 298 (1,069)

Adjustmem in respect of prior years 290 (17)

Effect of tax rate change on opening balance (816) (1,721)

Total deferred tax (227) (2,807)

Total tax charge / (credit) (227) (2,765)
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Elysium Healthcare No. 2 Limited (formerly Priory Secure Services
Limited) : .

Notes to the financial statements for the year ended 31 December 2016

9  Tax on profit / (loss) (continued)

The standard rate of tax for the year, based on the UK standard rate of corporation tax is 20% (2015: 20.25%).
The actual tax charge for the year is lower (2015: credit is higher) than the standard rate for the reasons set out

in the following reconciliation:

. 2016 2015
£'000 £000
Profit / (loss) before taxation 16,886 (4,704)
Tax on profit / (loss) at standard rate 3,377 (953)
Factors affecting charge for the year:
Transfer pricing adjustments ¢ 361 o (167
Fixed asset differences ’ (2,250) 111
Gro@p relief surrendered : (1,137) ’
Expenses not deductible for tax purposes 1. -
Adjustments in respect of prior years ' 290 60)
Impact of rate changes | (869) , (1,696)
Total tax credit for the year ‘ (227) (2,765)

The standard rate of corporation tax in the UK changed from 21% to 20% with effect from 1 April 2015.
Accordingly, the company’s profits for this accounting year are taxed at an effective rate of 20% (2015:
20.25%).

A change to the UK corporation tax rate was announced in the Chancellor's Budget on 16 March 2016. The
change was to reduce the main rate to 17% from 1 April 2020. The change to 17% from | April 2020 had been
substantively enacted at the balance sheet date so its effects are included in these financial statements and the

" company’s deferred tax balances have been restated to reflect their expected unwind at 17% rather than the rate
of 18% expected at the previous balance sheet date.
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Notes to the financial statements for the year ended 31 December 2016

10 Intangible assets

Goodwill
£000°
Cost and net book amount

At 1 January 2016 and 31 December 2016 : 21,108

The company tests goodwill annually for impairment, or more frequently if there is an indication that goodwill

- might be impaired. The recoverable amount is determined from either value in use or fair value less costs to
sell calculations. No reasonably likely changes in underlying assumptions would result in a material
impairment charge.

11 Property, plant and equipment

Assets in the .
Land and course of Fixtures Motor

buildings construction and fittings vehicles Total
£°000 £°000 £'000 £000 £°000

Cost ) .
At 1 January 2016 129,384 2,106 18,764 211 l50,465
Additions 179,472 ] 9,074 43 188,589
Transfer between classifications 1,817 (2,068) 251 - -
Disposals _ : (177,934) (38) (2,121) (37) (180,130) °
At 31 December 2016 . 132,739 ' - 25,968 . 217 . 158,924
Accumulated depreciation ‘
At | January 2015 42,545 ‘ - 9,204 125 51,874
Charge for the year ' ' 4,404 - 1,723 : 46 6,173
Disposals (45;1 10) - ,985) @n  @8,122)
At 31 December 2016 839 . - 8,942 144 9,925

Net book amount®

At 31 December 2016 131,900 b 17,026 13 148,999

At 31 December 2015 86,839 2,106 9,560 86 98,591
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Elysium Healthcare No. 2 Limited (formerly Priory Secure Services

Limited)

Notes to the financial statements for the year ended 31 December 2016

‘11 Property, plant and equipment (¢ontinued)

The net book value of assets held under finance leases included within tangible assets was as follows:

2016 2015
£'000 £000
Lana and buildings 131,900 83,170
_ Motor vehicles 72 85 *
131,972 83,255
Depreciation for the year in respect of-assets held under finance leases was as follows:
2016 2015
£'000 £'000
Land and buildings - 4,905
Fixtures and fittings - 175
Motor vehicles 46 44
46 5,124
" Freehold and leasehold land and buildings
' . 2016 2015
£'000 £'000
 Freehold - 3,669
Leasehold . 131,900 83,170
131,900 86,839

" The land element of Land and buildings was disposed of during the year as part of a sale and leaseback
transaction. Therefore, the net book value of land not depreciated at 31 December 2016 is £NIL. (2015: £3.7m)

Bank loans of Elysium Healthcare Holdings 3 Limited are secured by a floating charge over the assets of the

Company.
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12" Investments

Shares in
group
undertakings
£
Cost and net book value
At 31 December 2015 and 31 December 2016 ' 1
The subsidiary undertaking at the year end is as follows:
Principal Country of Class and percentage
Subsidiary undertaking : activities . incorporation . of shares held
Elysium Healthcare Property 6 Limited Non-trading United Kingdom 100% ordinary

(formerly Priory (Facmfield) Limited

The subsidiary_’s‘ registered address is 2 Imperial Place, Maxwell Road, Borehamwood, Hertfordshire, England,
. WD6 1IN. The directors consider that the carrying value of the investment is supported by its underlying net
assets. : . : :

13 Debtors: amounts falling due after more than one year

2016 2015
£'000 £'000
Amounts owed by group undertakings - . 72,750 -

’ . 72,750 -

The amounts owed by group undertakings falling due after more than one year is comprised of loan notes owed
by Elysium Healthcare LC Limited. The loan is unsecured and falls due in December 203 1. Interest is
receivable at LIBOR + 5.25% per annum, accruing on a day to day basis and if unpaid, capitalized on the last
day of each financial year. The interest accrued at the end of the period totalled £98,854.
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14 Debtors: amounts falling due within one year

,2016 2015
£000 £'000
Trade debtors 7,516 4,229
Other debtors 11 2
Prepayments and accrued income 1,027 338
8,554 4,269
15 Creditors: amounts falling due within one year
2016 2015
£000 £000
Amounts owed to group undertakings 162,469 .14,963 ‘
bbligations under finance lease contracts (note 16) 1,701 4
Obligation under finance lease contracts with group undertakings (note 16) - 10,710
Group relief payable - . 42
Other creditors 1,787. 117
Other taxation and social security 1,077 679
Accruals and deferred income 5,691 2,021
172,725 28,574

Amounts owed to group undertakings due within one year are unsecured; non-interest bearing and repayable

on demand.

Obligations under finance lease contracts are secured against the leased assets.
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16 Creditors: amounts falling due after more than one year

2016 2015

£000 £000 .
Amouﬁts owed to group undertakings 4,622 38',845
Obligations under finance Iéases 47,907 43
Obligation under finance lease contracts with group undertakings - 110,286
52;529 149,174

As 31 December 2015, amounts owed to group uhdertakings were unsecured, bore interest at LIBOR plus

2.25% per annum and were payable on demand.

As at 31 December 2016, amounts owed to group undertakings were unsecured, bore interest at LIBOR plus

5.25% per annual and were repayable in December 203 1.

Obligations under finance lease contracts are secured against the leased assets.

Obligations under finance leases with group undertakings are payable as follows:

2015

2016
£000 £'000
Within one yearA - 10,710
In more than one year, but not more than five years - 45,587
Aﬁer-ﬁve years - 64,699
- 120,996
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Long term lease creditors

Finance leases are repayable as follows:

Minimum lease payments

16 Creditors: amounts falling due after more than one year (continued)

©2015

2016
£000 £000
Within one year 1,701 42
In the second to fifth years inclusive 6,684 44
After five years 199,289 -
Less: future finance chafges (158,066) )
Present value of lease obligations 49,608 85

Present value of minimum lease payments
2016 2015
£000 £000
Within one year 1,701 42
In the second to fifth years inclusive 6,562 43
After five years 41,345 -
Present value of lease obligations 49,608 85
Finance lease creditors

2016 2015
£°000 £000
Within one year 1,701 42
After more than one year 47,907 43
49,608 85
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17 Provisions for liabilities

Deferred tax

£'000
At 1 January 2016 14,390
Charge to the profit and loss account 227)
At 31 December 2016 14,163
Deferred tax arises on the following timing differences:
Depreciation
in excess of Short term
capital timing
allowances differences Total
£'000 £'000 £°000
At | January 2016 531 14,921 14,390
Charge for the year 602 (829) ° (227)
At 31 December 2016 71 14,092 14,163

Deferred tax assets relating to deductible temporary differences are recognised if it is probable that they can be
offset against future taxable profits or existing temporary differences. On the basis of the approved business

plans, it is considered probable that the temporary differences can be offset against future taxable profits.

18 Called up share capifal

2016 ‘ 2015
£000 £000
Authorised
67,531,914 (2015: 10,000) ordinary shares of £1 each 67,532 10
Allotted and fully paid ‘
67,531,914 (2015: 10,000) ordinary shares of £1 each 67,532 10

The Company has one class of ordinary shares which carry no right to fixed income.

On 25 November 2016 the company issued 67,521,914 ordinary shares for total consideration of £67,522,000.
‘The consideration received was in the form of a partial waiver of intercompany indebtedness.
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19 Commitments

Capital commitments at the end of the financial year, for which no provision has been made, are as follows:

2016 2015
: ) £°000 £'000
Contracted : T4 337

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

2016 : 2015

Land Other Land Other

“£000 £°000 £000 : £000

Within one year _ : 647 ESTE 1,891 17

In the second to fifth years inclusive 2,587 6 8,048 . 34

In over five years , '77,595 - 29,342 -
| 80829 - 23 39,281 s1

Operating lease payments représent rentals payable by the Company for the land on which its buildings are
located. The leases were negotiated in the year for a term of 125 years. ' :

20 Pension scheﬁle '

The company operates a defined contribution pension scheme. The pension cost charge for the year represents
contributions payable by the company to the fund and amounted to £446,000 (2015: £430,000).

. As at 31 December 2016,‘ there were outstanding contributions of £155,000 (2015: .‘_26 1,000) included within -

" accruals.
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21 Ultimate parent company and controlling party

The immediate parent undertaking is Elysium Healthcare Holdings 3 Limited.

The uitimate parent undertaking is P Health S.A.R.L., a company incorporated in Luxembourg which is
controlled by funds advised by BC Partners LLP. The Directors consider there is no ultimate controlling

related party. v

The largest group in which the results of the Company are consolidated is that headed by Elysium Healthcare
Holdings 1| Limited, incorporated in England and Wales. The smallest group in which the results of the
Company are consolidated is that headed by Elysium Healthcare Holdings 2 Limited, incorporated in England
and Wales. The address of the registered office of Elysium Healthcare Holdings 1 Limited and Elysium
Healthcare Holdings 2 Limited is: 2 Imperial Place, Maxwell Road, Borehamwood, Hertfordshire, WD6 1JN,
where the consolidated financial statements of the Elysium Healthcare Holdings | Limited group and the
Elysium Healthcare Holdings 1 Limited group may be obtained.
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