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PART 1. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements
AAC HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED MARCH 31, 2018 AND 2017
Unaudited
(Dollars in thousands, except share data)
Three Months Ended March 31,
2018
2017

Revenues
Client related revenue
Non-client related revenue
Total revenues

$

Operating expenses
Salaries, wages and benefits
Client related services
Provision for doubtful accounts
Advertising and marketing
Professional fees
Other operating expenses
Rentals and leases
Litigation settlement
Depreciation and amortization
Acquisition-related expenses
Total operating expenses
Income from operations
Interest expense, net (change in fair value of interest rate
swaps of $0 and ($83), respectively)
Other expense, net
Loss before income tax benefit
Income tax benefit
Net loss
Less: net loss attributable to noncontrolling interest
Net loss attributable to AAC Holdings, Inc.
common stockholders
Basic loss per common share
Diluted loss per common share
Weighted-average common shares outstanding:
Basic
Diluted

$
$
$

75,923
2,550
78,473

71,219
1,820
73,039

40,084
7,747
—
2,599
3,650
10,588
2,116
2,791
5,464
305
75,344
3,129

36,772
6,378
6,587
3,775
2,642
8,630
1,885
159
5,469
183
72,480
559

6,709
9
(3,589 )
(1,494 )
(2,095 )
1,893

2,734
34
(2,209 )
(565 )
(1,644 )
1,041

(202 )
(0.01 )
(0.01 )
23,744,208
23,744,208

See accompanying notes to condensed consolidated financial statements.
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$

$
$
$

(603 )
(0.03 )
(0.03 )
23,163,626
23,163,626

AAC HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except share data)
March 31,
2018
(Unaudited)
Assets
Current assets
Cash and cash equivalents
Accounts receivable, net of allowances
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Goodwill
Intangible assets, net
Deferred tax assets, net
Other assets
Total assets

$

$

Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable
Accrued and other current liabilities
Accrued litigation
Current portion of long-term debt
Total current liabilities
Long-term debt, net of current portion and debt issuance costs
Financing lease obligation, net of current portion
Other long-term liabilities
Total liabilities

$

Stockholders’ equity
Common stock, $0.001 par value:
70,000,000 shares authorized, 24,438,739 and 23,872,436 shares issued
and outstanding at March 31, 2018 and December 31, 2017, respectively
Additional paid-in capital
Retained deficit
Total stockholders’ equity
Noncontrolling interest
Total stockholders’ equity including noncontrolling interest
Total liabilities and stockholders’ equity

$

See accompanying notes to condensed consolidated financial statements.
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December 31,
2017

14,341
99,581
3,354
117,276
169,744
197,184
13,712
9,030
12,468
519,414

$

3,338
34,039
1,000
7,319
45,696
296,443
24,515
12,277
378,931

$

24
158,840
(1,662 )
157,202
(16,719 )
140,483
519,414

$

$

13,818
94,096
4,022
111,936
152,548
134,396
8,829
8,010
12,556
428,275

4,579
27,661
23,607
4,722
60,569
196,451
24,541
10,546
292,107

24
152,430
(1,460 )
150,994
(14,826 )
136,168
428,275

AAC HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
Unaudited
(Dollars in thousands)

Balance at December 31, 2017
Common stock granted and issued under stock incentive
plan, net of forfeitures
Common stock withheld for minimum statutory taxes
Effect of employee stock purchase plan
Common stock issued upon acquisition of AdCare, Inc.
Net loss
Balance at March 31, 2018

Common Stock –
Total
AAC Holdings, Inc.
Additional
Stockholders’
NonTotal
Shares
Paid-in
Retained
Equity of
Controlling Stockholders’
Outstanding Amount
Capital
Deficit
AAC Holdings, Inc.
Interest
Equity
23,872,436 $
24 $ 152,430 $ (1,460 ) $
150,994 $
(14,826 ) $
136,168
(19,503 )
(4,145 )
27,900
562,051
—
24,438,739 $

—
798
—
—
(48 )
—
—
221
—
—
5,439
—
—
—
(202 )
24 $ 158,840 $ (1,662 ) $

798
(48 )
221
5,439
(202 )
157,202 $

See accompanying notes to condensed consolidated financial statements.
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—
—
—
—
(1,893 )
(16,719 ) $

798
(48 )
221
5,439
(2,095 )
140,483

AAC HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
Unaudited
(Dollars in thousands)
Three Months Ended March 31,
2018

Cash flows (used in) provided by operating activities:
Net loss
Adjustments to reconcile net loss to net cash (used in) provided by
operating activities:
Provision for doubtful accounts
Depreciation and amortization
Equity compensation
Loss on disposal of property and equipment
Amortization of debt issuance costs
Deferred income taxes
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other assets
Accounts payable
Accrued and other current liabilities
Accrued litigation
Other long-term liabilities
Net cash (used in) provided by operating activities
Cash flows used in investing activities:
Purchase of property and equipment
Acquisition of AdCare, Inc.
Net cash used in investing activities
Cash flows provided by financing activities:
Payments on 2015 Credit Facility and Deerfield Facility
Proceeds from 2015 Credit Facility and Deerfield Facility, net of
deferred financing costs
Payments on 2017 Credit Facility
Proceeds from 2017 Credit Facility, net of deferred financing costs
Payments on capital leases and other
Payment of employee taxes for net share settlement
Net cash provided by financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

$

Supplemental information on non-cash investing and financing transactions:
Accrued purchase of property and equipment
Accrued employee taxes for net share settlement
2018 Acquisition:
Purchase price, including contingent consideration
Buyer common stock issued
Contingent consideration
Promissory note issued
Cash acquired
Cash paid for acquisition

(2,095 ) $

(1,644 )

—
5,464
798
34
637
(1,020 )

6,587
5,469
2,137
—
173
(718 )

(1,129 )
1,485
(4,739 )
4,141
(22,300 )
(275 )
(18,999 )

(13,397 )
406
4,556
759
—
28
4,356

(7,305 )
(65,185 )
(72,490 )

(10,687 )
—
(10,687 )

—

(2,344 )

$

—
(1,724 )
94,432
(221 )
(475 )
92,012
523
13,818
14,341 $

11,679
—
—
(193 )
(895 )
8,247
1,916
3,964
5,880

$
$

—
48

$
$

1,132
109

$

83,905 $
(5,439 )
(945 )
(9,636 )
(2,700 )
65,185 $

—
—
—
—

$

See accompanying notes to condensed consolidated financial statements.
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2017

—

AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Unaudited
1. Description of Business
AAC Holdings, Inc. (collectively with its subsidiaries, the “Company” or “AAC Holdings”) was incorporated on February 12, 2014. The
Company is headquartered in Brentwood, Tennessee, and provides inpatient and outpatient substance use treatment services for individuals with
drug addiction, alcohol addiction and co-occurring mental/behavioral health issues. In connection with the Company’s substance use treatment
services, the Company performs drug testing, diagnostic laboratory services and provides physician services to clients. The Company operates
numerous facilities located throughout the United States, including residential substance abuse treatment facilities, standalone outpatient centers
and sober living facilities, that focus on delivering effective clinical care and treatment solutions.
The Company is also an internet marketer in the addiction treatment industry operating a broad portfolio of internet assets. Through the
Company’s portfolio of websites, it serves families and individuals struggling with addiction and seeking treatment options through comprehensive
online directories of treatment providers, treatment provider reviews, forums and professional communities. The Company also provides online
marketing solutions to other treatment providers such as enhanced facility profiles, audience targeting, lead generation and tools for digital
reputation management.
2. Basis of Presentation and Recently Issued Accounting Pronouncements
Principles of Consolidation
The Company conducts its business through limited liability companies and C-corporations, each of which is a direct or indirect wholly
owned subsidiary of the Company. The accompanying condensed consolidated financial statements include the accounts of the Company, its
wholly owned subsidiaries, and the accounts of variable interest entities (“VIEs”) in which the Company is the primary beneficiary. All
intercompany transactions and balances have been eliminated in consolidation.
The Company consolidated seven professional groups (“Professional Groups”) that constituted VIEs as of March 31, 2018 and 2017. The
Professional Groups are responsible for the supervision and delivery of medical services to the Company’s clients. The Company provides
management services to the Professional Groups. Based on the Company’s ability to direct the activities that most significantly impact the
economic performance of the Professional Groups, provide necessary funding and the obligation and likelihood of absorbing all expected gains and
losses, the Company has determined that it is the primary beneficiary of these Professional Groups.
The accompanying condensed consolidated balance sheets as of March 31, 2018 and December 31, 2017 include assets of $1.7 million and
$2.1 million, respectively, and liabilities of $0.8 million and $0.4 million, respectively related to the VIEs. The accompanying condensed consolidated
statements of operations include net loss attributable to noncontrolling interest of $1.9 million and $1.0 million related to the VIEs for the three
months ended March 31, 2018 and 2017, respectively.
The accompanying condensed consolidated financial statements are unaudited, with the exception of the December 31, 2017 balance
sheet, which is consistent with the audited financial statements at that date but does not include all of the information and footnotes required by
U.S. generally accepted accounting principles (“GAAP”) for a complete set of financial statements. The information contained in these condensed
consolidated financial statements should be read in conjunction with the Company’s consolidated financial statements and notes thereto for the
fiscal year ended December 31, 2017 included in the Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission
(the “SEC”) on February 23, 2018. Management believes that all adjustments of a normal, recurring nature considered necessary for a fair
presentation have been included. In addition, the interim financial information does not necessarily represent or indicate what the operating results
will be for the year ending December 31, 2018 for many reasons including, but not limited to, acquisitions, dispositions, capital financing
transactions, changes in interest rates and the effects of other trends, risks and uncertainties. The preparation of financial statements in conformity
with GAAP requires management to make estimates and assumptions that affect the amounts reported in the consolidated financial statements and
accompanying notes. Actual results could differ from those estimates.
Reclassifications
Certain prior year amounts have been reclassified to conform to the current year presentation.
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AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Recently Issued Accounting Standards Updates
In February 2016, the FASB issued ASU 2016-02, “Leases” (“ASU 2016-02”). The new standard establishes a right-of-use (“ROU”) model
that requires a lessee to record an ROU asset and a lease liability on the balance sheet for all leases with terms longer than 12 months. Leases will be
classified as either financing or operating, with classification affecting the pattern of expense recognition in the statements of operations. The new
standard is effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years. A modified retrospective
transition approach is required for lessees for capital and operating leases existing at, or entered into after, the beginning of the earliest comparative
period presented in the financial statements, with certain practical expedients available. The Company anticipates that the adoption of ASU 2016-02
will result in an increase in both total assets and total liabilities. The Company is continuing to evaluate the impact that adoption of this standard
will have on its consolidated financial statements.
In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers” (“Topic 606”), which outlines a five-step model
for recognizing revenue and supersedes most existing revenue recognition guidance, including guidance specific to the healthcare industry. The
standard is effective for public entities for annual and interim periods beginning after December 15, 2017. The core principle of the new standard is
that a company should recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the company expects to be entitled in exchange for those goods or services. The two permitted transition methods under the
new standard are the full retrospective method and the modified retrospective approach. The guidance was effective January 1, 2018, and was
applied to all contracts on a modified retrospective basis.
The Company has analyzed the impact of the standard based on a review of its accounting policies and practices in relation to the fivestep model to ensure proper assessment of operating results under Topic 606.
The analysis of the Company’s processes under the new revenue standard is complete and supports the recognition of revenue over time
as clients simultaneously receive and consume the benefits of the services provided. However, the adoption of the standard has an impact on the
presentation of revenue recognized and the provision for doubtful accounts due to additional requirements within Topic 606. As a result of these
new requirements, substantially all of the Company’s adjustments related to bad debt will now be recorded as a direct reduction to revenue as
opposed to the provision for doubtful accounts included within operating expenses. In adopting Topic 606, the Company elected the practical
expedients related to immaterial contract acquisition costs and insignificant financing components of the transaction price.
The initial application of Topic 606 caused no impact to the beginning balances of the Company's consolidated financial statements as of
January 1, 2018.
The impact on the Company's Condensed Consolidated Statements of Operations was as follows (in thousands):
As
Reported
$
75,923
$
2,550
$
—

Client related revenue
Non-client related revenue
Provision for doubtful accounts

Previous
Accounting
Guidance
$
82,480
$
2,798
$
6,805

Impact of
Adopting
Topic 606
$
(6,557 )
$
(248 )
$
(6,805 )

3. Client Related Revenue and Non-Client Related Revenue
Client Related Revenue
Client related revenue primarily consists of service charges related to providing addiction treatment and related services, including
diagnostic laboratory services. As it relates to recognizing revenue, the Company’s contracts are with the individuals for whom the Company
provides care. The majority of the Company’s contracts with clients have a single performance obligation as the promise to transfer the individual
goods or services is not separately identifiable from other promises in the contracts and, therefore, not distinct. The Company’s performance
obligations are satisfied over time as clients simultaneously receive and consume the benefits provided as the Company performs. Therefore, the
Company recognizes revenue in the same period the services are performed, and typically, there are no remaining performance obligations at periodend.
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AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Due to the nature of the industry, there are multiple parties to the service transactions (including customers, providers and payors), and
the estimation of revenue is complex and requires significant judgment. Management estimates variable consideration using the expected value
method. The expected value method is used when an entity has a large number of contracts with similar characteristics as is the case with the
Company’s contracts. The transaction price is recorded based on the estimated ultimate value remaining after all uncertainty is resolved. The
estimates of variable consideration are based largely on an assessment of the Company’s anticipated performance as well as historical, current, and
forecasted information that is reasonably available. The Company updates its estimate of the transaction price at the end of each reporting period,
and any amounts allocated to a satisfied performance obligation are recognized as revenue or a reduction of revenue in the period in which the
transaction price changes.
On an as reported basis, the following table summarizes the composition of our client related revenue for inpatient treatment facility
services, outpatient facility and sober living services, and client related diagnostic services, which includes point-of-care drug testing and clinical
diagnostic laboratory services, for the periods presented (in thousands):
Three Months Ended
March 31, 2018
Amount
%

Inpatient treatment facility services1
Outpatient facility and sober living services2
Client related diagnostic services3
Total client related revenue

$

$

64,895
8,412
2,616
75,923

85.5
11.1
3.4
100.0

Three Months Ended
March 31, 2017
Amount
%

$

$

49,495
5,715
16,009
71,219

69.5
8.0
22.5
100.0

Increase (Decrease)
Amount
%

$

$

15,400
2,697
(13,393 )
4,704

31.1
47.2
(83.7 )
6.6

(1) Inpatient treatment facility services and related professional services.
(2) Outpatient facility and sober living services.
(3) Client related diagnostic services, which includes point of care drug testing and client related diagnostic laboratory services.

On a comparable accounting basis, the following table summarizes the composition of our client related revenue for inpatient treatment
facility services, outpatient facility and sober living services, and client related diagnostic services, which includes point-of-care drug testing and
clinical diagnostic laboratory services, for the periods presented, as if the Company had not adopted Topic 606 (in thousands):
Previous Accounting
Guidance
Three Months Ended
March 31, 2018
Amount
%

Inpatient treatment facility services1
Outpatient facility and sober living services2
Client related diagnostic services3
Total client related revenue

$

$

68,223
7,511
6,746
82,480

82.7
9.1
8.2
100.0

As Reported
Three Months Ended
March 31, 2017
Amount
%

$

$

49,495
5,715
16,009
71,219

69.5
8.0
22.5
100.0

Increase (Decrease)
Amount
%

$

$

18,728
1,796
(9,263 )
11,261

37.8
31.4
(57.9 )
15.8

(1) Inpatient treatment facility services and related professional services.
(2) Outpatient facility and sober living services.
(3) Client related diagnostic services, which includes point of care drug testing and client related diagnostic laboratory services.

Non-Client Related Revenue
Non-client related revenue consists of service charges from the delivery of quality targeted leads to behavioral and mental health service
businesses, diagnostic laboratory services provided to clients of third-party addiction treatment providers and addiction care treatment services for
individuals in the criminal justice system.
Revenue from the delivery of quality targeted leads to behavioral and mental health service businesses is recognized over time as
customers simultaneously receive and consume the benefits of the services provided. The Company’s marketing contracts typically have one
performance obligation. There are no significant judgements in determining the transaction price as the price is listed in the contract and not subject
to change.
Revenue from diagnostic laboratory services provided to clients of third-party addiction treatment providers is recognized at a point in
time when an order for lab services is completed. These contracts also have a single performance obligation, and there are no significant judgments
in determining the transaction price as the price is agreed upon between AAC Holdings and the third-party lab prior to services being rendered.
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AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Revenue for criminal justice education services is recognized as services are provided in accordance with contracts with certain
Massachusetts state agencies.
4. General and Administrative Costs
The majority of the Company’s expenses are “cost of revenue” items. Costs that could be classified as general and administrative
expenses include the Company’s corporate overhead costs, which were $22.0 million and $19.1 million for the three months ended March 31, 2018
and 2017, respectively.
5. Earnings (Loss) Per Share
Basic earnings (loss) per share (“EPS”) is computed by dividing net income (loss) attributable to common stockholders by the weightedaverage number of shares of common stock outstanding for the period.
For the calculation of diluted EPS, net income (loss) attributable to common stockholders for basic EPS is adjusted by the effect of dilutive
securities, including awards under stock-based payment arrangements, and outstanding convertible debt securities. Diluted EPS attributable to
common stockholders is computed by dividing net income (loss) attributable to common stockholders by the weighted average number of fully
diluted common shares outstanding during the period.
The following table reconciles the numerator and denominator used in the calculation of basic and diluted EPS for the three months ended
March 31, 2018 and 2017 (in thousands, except share data):
Three Months Ended March 31,
2018
2017

Numerator
Net loss attributable to AAC Holdings, Inc. common stockholders
Denominator
Weighted-average common shares outstanding – basic
Dilutive securities
Weighted-average common shares outstanding – diluted
Basic loss per common share
Diluted loss per common share

$

(202 ) $
23,744,208
—
23,744,208

$
$

(0.01 ) $
(0.01 ) $

(603 )
23,163,626
—
23,163,626
(0.03 )
(0.03 )

For the three months ended March 31, 2018 and 2017, the Company had 37,396 and 11,273 potentially dilutive shares, respectively. These
shares are not included in the EPS calculation above because to do so would be anti-dilutive for the periods presented.
6. Acquisition
On March 1, 2018, the Company acquired all of the outstanding shares of AdCare, Inc., a Massachusetts corporation (“AdCare”), and
wholly owned subsidiary of AdCare Holding Trust a Massachusetts business trust (the “Seller”), which we refer to as the “AdCare Acquisition.”
AdCare and its subsidiaries offer treatment of drug and alcohol addiction and own, among other things, a 114-bed hospital, five outpatient centers
in Massachusetts, a 59-bed residential inpatient treatment center and two outpatient centers in Rhode Island. AdCare was purchased for total
consideration of $83.9 million, subject to adjustments as set forth in the Securities Purchase Agreement (the “Purchase Agreement”), by and among
AAC Healthcare Network, Inc., AAC Holdings, AdCare, and the Seller. The consideration was comprised of (i) approximately $65.2 million in cash,
excluding expenses and other adjustments, (ii) approximately $5.4 million in shares of AAC Holdings’ common stock (or 562,051 shares at $9.68 per
share), (iii) a promissory note in the aggregate principal amount of approximately $9.6 million (the “AdCare Note”), and (iv) contingent consideration
valued at $0.9 million recorded in accrued and other current liabilities. The Company acquired $2.7 million of cash on hand at AdCare, which was
returned to the Seller within 60 days of the acquisition as required by the Purchase Agreement. The contingent consideration that can be earned by
the seller ranges from zero to $3.1 million, subject to achievement of a certain adjusted EBITDA target over the 12 months following the transaction
date.
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AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
The AdCare Acquisition was accounted for as a business combination in accordance with FASB ASC 805, Business Combinations. For
U.S. federal income tax purposes, the Purchase Agreement contemplates that the AdCare Acquisition shall be treated as an “applicable asset
acquisition” as defined in Section 1060 of the Code. The Company recorded the transaction based upon the fair value of the consideration paid.
This consideration was preliminarily allocated to the assets acquired and liabilities assumed on the acquisition date, based on the fair value of
AdCare. The Company is further assessing the valuation of receivables, assumed liabilities, real property, intangible assets, and contingent
consideration, some of which are dependent on the completion of valuation being performed by independent valuation specialists.
The preliminary allocation of assets acquired and liabilities assumed on the acquisition date, based on the fair value of AdCare, is as
follows (in thousands):
AdCare
Cash and cash equivalents
$
2,700
Accounts receivable
4,357
Prepaid expenses and other assets
996
Property and equipment
15,719
Goodwill
62,788
Intangible assets
5,280
Total assets acquired
91,840
Current liabilities
5,931
Long-term liabilities
2,004
Net assets acquired
$
83,905
Acquisition-related costs for the transaction were recorded as an acquisition-related expense in the consolidated statements of
operations.
Total AdCare revenue and income before income tax benefit from the date of acquisition through March 31, 2018 was approximately $4.3
million and $0.7 million, respectively. The following pro forma results of operations of the Company for the three months ended March 31, 2018 and
March 31, 2017, assume that the AdCare Acquisition occurred on January 1, 2017.
The pro forma loss before income tax benefit for the three months ended March 31, 2018 was adjusted to exclude approximately $0.4
million of nonrecurring acquisition costs and to include additional interest expense of $0.4 million and depreciation and amortization of $0.2 million.
The pro forma loss before income tax benefit for the three months ended March 31, 2017 was adjusted to include additional interest expense of $1.5
million and depreciation and amortization of $0.2 million.
The following table presents pro forma results as discussed above, which are not indicative of the actual results of operations (in
thousands):
Three Months Ended March 31,
2018
2017

Total revenues
Loss before income tax benefit

$
$

86,747
(4,930 )

$
$

85,348
(2,302 )

7. Accounts Receivable
For the three months ended March 31, 2018, approximately 13.1% of the Company’s revenues were reimbursed by Anthem Blue-Cross
Blue-Shield of Texas. No other payor accounted for more than 10.0% of revenue reimbursements for the three months ended March 31, 2018.
For the three months ended March 31, 2017, approximately 10.8% of the Company’s revenues were reimbursed by Anthem Blue-Cross
Blue-Shield of Nevada; 10.7% by Blue-Cross Blue-Shield of Florida; and 10.1% by Blue-Cross Blue-Shield of Texas. No other payor accounted for
more than 10.0% of revenue reimbursements for the three months ended March 31, 2017.
As of March 31, 2018, substantially all accounts receivable aged greater than 360 days were fully reserved in our condensed
consolidated financial statements.
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AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
The following table presents a summary of our aging of accounts receivable, net of the allowance for doubtful accounts if applicable, as of
March 31, 2018 and 2017:
31-180
Days

Current

March 31, 2018
March 31, 2017

39.5 %
26.2 %

Over 180
Days

38.8 %
38.6 %

Total

21.7 %
35.2 %

100.0 %
100.0 %

Approximately $14.3 million and $14.6 million of accounts receivable, at March 31, 2018 and December 31, 2017, respectively, includes
accounts where the Company has received a partial payment from a commercial insurance company and the Company is continuing to pursue
additional collections for the balance that the Company estimates remains outstanding. An account is written off only after the Company has
pursued collection efforts or otherwise determines an account to be uncollectible.
8. Property and Equipment, Net
Property and equipment consisted of the following (in thousands):
March 31,
2018

Land
Buildings and improvements
Equipment and software
Construction in progress
Total property and equipment
Less accumulated depreciation
Property and equipment, net

$

December 31,
2017

19,597 $
143,873
35,966
24,388
223,824
(54,080 )
169,744 $

$

15,766
130,710
32,968
22,310
201,754
(49,206 )
152,548

Depreciation expense was $5.1 million for both the three months ended March 31, 2018 and 2017.
9. Goodwill and Intangible Assets
The Company has only one operating segment, substance use and behavioral healthcare treatment services, for segment reporting
purposes. The substance abuse and behavioral healthcare treatment services operating segment represents one reporting unit for purposes of the
Company’s goodwill impairment test. Goodwill represents the excess of the purchase price over the fair value of the identifiable net assets acquired.
Goodwill and intangible assets with indefinite lives are not amortized but instead are tested for impairment at least annually or whenever events or
changes in circumstances indicate the carrying value may not be recoverable. If the carrying value of goodwill exceeds its implied fair value, an
impairment loss is recorded. The Company has no intangible assets with indefinite useful lives other than goodwill. The Company performed its
most recent goodwill impairment testing as of December 31, 2017 and did not incur an impairment charge.
The Company’s goodwill balance as of March 31, 2018 and December 31, 2017 was $197.2 and $134.4 million, respectively. The increase in
goodwill is due to the AdCare Acquisition as shown below and discussed in Note 6 (Acquisitions) (in thousands):
Balance at December 31, 2017
AdCare Acquisition
Balance at March 31, 2018

$

134,396
62,788
197,184

$

Other identifiable intangible assets and related accumulated amortization consisted of the following as of March 31, 2018 and December
31, 2017 (in thousands):
Gross Carrying Value
March 31,
December 31,
2018
2017

Trademarks and trade names
Non-compete agreements
Marketing intangibles
Leasehold interests
Service contracts
Other

$

$

8,422
2,267
5,651
1,498
950
601
19,389
12

$

$

5,322
1,587
5,651
1,498
—
51
14,109

Accumulated Amortization
March 31,
December 31,
2018
2017

$

$

2,145
1,408
1,626
444
8
46
5,677

$

$

1,986
1,372
1,485
397
—
40
5,280

AAC HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Amortization expense for both the three months ended March 31, 2018 and 2017 was $0.4 million.
All intangible assets are amortized using the straight-line method. The following table presents amortization expense expected to be
recognized during fiscal years subsequent to March 31, 2018 (in thousands):
Fiscal Year Ended
2018(1)
2019
2020
2021
2022

$

Thereafter
Total

Expected Amortization Expense
1,534
2,008
2,005
1,765
1,619

4,781
13,712

$

(1) Presents expected amortization from April 1, 2018 through December 31, 2018.

10. Debt
A summary of the Company’s debt obligations, net of debt issuance costs, is as follows (in thousands):
March 31,
2018

Senior secured loans
Subordinated debt
Unamortized debt issuance costs
Capital lease obligations
Total debt
Less current portion of long-term debt
Total long-term debt, net of current portion

$

$

302,651
9,634
(9,432 )
909
303,762
(7,319 )
296,443

December 31,
2017

$

$

207,375
—
(7,233 )
1,031
201,173
(4,722 )
196,451

2017 Credit Facility
On June 30, 2017, the Company entered into a senior secured credit agreement with Credit Suisse AG, as administrative agent and
collateral agent and the lenders party thereto (the “2017 Credit Facility”). The 2017 Credit Facility initially made available to the Company a $40.0
million revolving line of credit (the “2017 Revolver”) and a term loan in an aggregate original principal amount of $210.0 million (the “2017 Term
Loan”). As discussed further below, on September 25, 2017 the 2017 Revolver was increased to $55.0 million. The 2017 Credit Facility also provides
for standby letters of credit in an aggregate undrawn amount not to exceed $7.0 million.
The 2017 Term Loan matures on June 30, 2023 and requires scheduled quarterly principal repayments in an amount equal to $1.3 million for
September 30, 2017 through June 30, 2019, $2.6 million for September 30, 2019 through March 31, 2023, with the remaining principal balance of the
term loan due on the maturity date of June 30, 2023. The 2017 Term Loan was fully drawn on June 30, 2017.
The 2017 Revolver matures on June 30, 2022. As of March 31, 2018, there was an outstanding balance of $32.0 million under the 2017
Revolver.
The 2017 Credit Facility also includes an incremental facility allowing the Company to incur Additional Term Loans in an aggregate
principal amount of up to $25.0 million (plus such additional amounts, so long as, after giving pro forma effect to the incurrence of such additional
borrowings, the Company’s Senior Secured Leverage Ratio (as defined in the 2017 Credit Facility) would be less than 3.90:1.00) (each, an
“Incremental Term Loan”) and/or Additional Revolving Commitments in an aggregate principal amount of up to $15.0 million (the “Incremental
Revolver”), each subject to the satisfaction of certain conditions contained in the 2017 Credit Facility, including obtaining additional commitments
from existing or additional lenders.
On September 25, 2017, the Company obtained its Incremental Revolver from certain incremental revolving credit lenders thereby
increasing the 2017 Revolver pursuant to the 2017 Credit Facility from $40.0 million to $55.0 million. The lenders under the 2017 Credit Facility are not
under any obligation to provide any Incremental Term Loans.
On March 1, 2018, in conjunction with the AdCare Acquisition, the Company borrowed $65.0 million of Incremental Term Loans under the
2017 Credit Facility. The Company incurred approximately $2.6 million in debt issuance costs related to underwriting and other professional fees as a
result of the $65.0 million Incremental Term loan borrowing.
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Borrowings under the 2017 Credit Facility bear interest at a rate tied to the Alternative Base Rate (as defined in the 2017 Credit Facility) or
the Adjusted London Interbank Offered Rate (“LIBOR”) (at the Company’s option). ABR Loans (as defined in the 2017 Credit Facility) made under
the 2017 Revolver bear interest at a rate per annum equal to the Alternative Base Rate plus 5.0% per annum. ABR Loans made under the 2017 Term
Loan bear interest at a rate per annum equal to the Alternate Base Rate plus 5.75% per annum. Eurodollar Loans (as defined in the 2017 Credit
Facility) made under the 2017 Revolver bear interest at the applicable Adjusted LIBOR plus 6.0%. Eurodollar Loans made under the 2017 Term Loan
bear interest at the applicable Adjusted LIBOR plus 6.75% (with a 1.0% floor). In addition, under the 2017 Credit Facility, the Company will pay a
commitment fee for the undrawn portion of the 2017 Revolver of 0.5% per annum, payable on a quarterly basis.
Borrowings under the 2017 Credit Facility are guaranteed by the Company’s wholly owned subsidiary, American Addiction Centers, Inc.,
and certain of its other subsidiaries pursuant to that certain Guarantee and Collateral Agreement, dated as of June 30, 2017, by and among the
Company, each of the subsidiary guarantors party thereto and Credit Suisse AG, as collateral agent (the “Guarantee and Collateral Agreement”).
The obligations under the 2017 Credit Facility and the Guarantee and Collateral Agreement are secured by a lien on substantially all of the
Company’s and each subsidiary guarantor’s assets.
The Company is permitted to voluntarily reduce the unutilized portion of the commitment amount and repay outstanding loans under the
2017 Credit Facility at any time without premium or penalty, other than customary “breakage” costs with respect to Eurodollar Loans and, with
respect to the 2017 Term Loan, if certain repricing transactions are consummated or certain mandatory repayments are made, (i) a yield maintenance
premium within one year after the closing as set forth in the 2017 Credit Facility, (ii) a 2.0% premium if paid after the first anniversary of the closing
but before the second anniversary of the closing and (iii) a 1.0% premium if paid after the second anniversary of the closing but before the third
anniversary of the closing.
In addition, the 2017 Credit Facility requires the Company to prepay the outstanding 2017 Term Loan, subject to certain exceptions, with:
•

75.0% (which percentage will be reduced to 50.0% if the Company’s Senior Secured Leverage Ratio is not greater than 3.25:1.00 and to
25.0% if the Company’s Senior Secured Leverage Ratio is not greater than 2.75:1.00) of the Company’s annual excess cash flow (as
defined by the 2017 Credit Facility);

•

100.0% of the net cash proceeds of certain asset sales or other dispositions of property or certain casualty events, in each case subject
to certain exceptions and provided that the Company may, subject to certain conditions, reinvest within 365 days in assets to be used in
its business or certain other permitted investments;

•

100.0% of the net cash proceeds of the incurrence of debt and issuance of Disqualified Stock (as defined by the 2017 Credit Facility)
other than proceeds from debt permitted under the 2017 Credit Facility; and

•

100.0% of the net cash proceeds of equity issuances in the event the Senior Secured Leverage Ratio is greater than 3.00:1.00, calculated
on a pro forma basis, at the time of such issuances (or such lesser percentage required for the Senior Secured Leverage Ratio to be
equal to or less than 3.00:1.00), other than equity proceeds that are utilized within 270 days of issuance for Permitted Acquisitions (as
defined in the 2017 Credit Facility) or material expansion of facilities.

The 2017 Credit Facility requires the Company to not permit its Senior Secured Leverage Ratio (as defined in the 2017 Credit Agreement)
to exceed the following ratios on or after each quarter end:
Each Fiscal Quarter Ending During the Period

Ending before March 31, 2019
Ending on or after March 31, 2019 but before March 31, 2020
Ending on or after March 31, 2020

Maximum Senior Secured
Leverage Ratio

5.25:1.00
4.75:1.00
4.25:1.00

In addition, the 2017 Credit Facility places certain restrictions on the ability of the Company and its subsidiaries to, among other things,
incur debt and liens; merge, consolidate or liquidate; dispose of assets; enter into hedging arrangements; pay dividends and make other restricted
payments; undertake transactions with affiliates; enter into restrictive agreements on dividends and other distributions; make negative pledges;
enter into certain sale-leaseback transactions; make certain investments; prepay or modify the terms of certain indebtedness; and modify the terms
of certain organizational agreements.
The 2017 Credit Facility contains customary events of default, including payment defaults, breaches of representations and warranties,
covenant defaults, cross-defaults to other material indebtedness, certain events of bankruptcy and insolvency, material judgments, certain ERISA
events, invalidity of loan documents and certain changes in control.
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The Company incurred approximately $12.9 million in debt issuance costs related to the initial underwriting and other professional fees, of
which $7.6 million related to the 2017 Term Loan and $5.3 million related to the 2017 Revolver.
As of March 31, 2018, $302.7 million was outstanding under the 2017 Credit Facility, including $32.0 million related to the 2017 Revolver
and $270.7 million related to the 2017 Term Loan. The Company’s availability under the 2017 Revolver was $23.0 million, less $3.5 million of
outstanding letters of credit.
As of March 31, 2018, the Company was in compliance with all applicable covenants under the 2017 Credit Facility.
Subordinated Note
On March 1, 2018, in conjunction with the AdCare Acquisition, in consideration for covenants and agreements set forth in the Purchase
Agreement, the Company issued the AdCare Note to the Seller, in the original principal amount of $9.6 million, which matures on September 29, 2023
and accrues interest at a fixed rate per annum equal to 5.0%, compounded annually. Payments of principal and interest pursuant to the AdCare Note
commenced on April 30, 2018 and will continue until the maturity date.
2015 Credit Facilities
On March 9, 2015, the Company entered into a five-year senior secured credit facility (the “2015 Credit Facility”) with Bank of America,
N.A., as administrative agent for the lenders party thereto. The 2015 Credit Facility initially consisted of a $50.0 million revolving credit facility and a
$75.0 million term loan. In connection with entering into the 2017 Credit Facility on June 30, 2017, all amounts outstanding under the 2015 Credit
Facility were fully repaid.
On October 2, 2015, the Company entered into two financing facilities with affiliates of Deerfield Management Company, L.P. (“Deerfield”).
The financing facilities consisted of $25.0 million of subordinated convertible debt and up to $25.0 million of unsecured subordinated debt (the
“Deerfield Facility”). In connection with entering into the 2017 Credit Facility on June 30, 2017, all amounts outstanding under the Deerfield Facility
were fully repaid.
During the quarter ended June 30, 2017, the Company incurred approximately $5.4 million in debt extinguishment costs related to the
repayment of the 2015 Credit Facility and the Deerfield Facility, which consisted of a $3.0 million consent fee related to calling the Deerfield Facility
(the “Deerfield Facility Consent Fee”), as well as a write-off of $2.3 million of previously deferred debt issuance costs.
Interest Rate Swap Agreements
In July 2014, the Company entered into two interest rate swap agreements to mitigate its exposure to fluctuations in interest rates. On June
29, 2017, the Company terminated the interest rate swap agreements. As of December 31, 2017, there was no remaining liability related to the interest
rate swap agreements. Refer to Note 14 (Fair Value of Financial Instruments) for further discussion of fair value of the interest rate swap agreements.
Prior to terminating the interest rate swap agreements on June 29, 2017, the interest rate swap agreements had notional amounts of
$7.2 million and $10.5 million which fixed the interest rates over the life of the respective swap agreement at 4.21% and 4.73%, and were set to mature
in May 2018 and August 2019, respectively. The notional amounts of the swap agreements represented amounts used to calculate the exchange of
cash flows and were not the Company’s assets or liabilities. The interest payments under these agreements were to be settled on a net basis. The
Company did not designate the interest rate swaps as cash flow hedges, and therefore, the changes in the fair value of the interest rate swaps are
included within interest expense in the condensed consolidated statements of operations.
11. Financing Lease Obligation
On August 9, 2017, the Company closed on a sale-leaseback transaction with MedEquities Realty Operating Partnership, LP, a subsidiary
of MedEquities Realty Trust, Inc. (“MedEquities”), for $25.0 million (the “2017 Sale-Leaseback”), in which MedEquities purchased from subsidiaries
of the Company two drug and alcohol rehabilitation outpatient facilities and two sober living facilities: the Desert Hope Facility and Resolutions Las
Vegas, each located in Las Vegas, Nevada, and the Greenhouse Facility and Resolutions Arlington, each located in Arlington, Texas (collectively,
the “Sale-Leaseback Facilities”).
Simultaneously with the sale of the Sale-Leaseback Facilities, the Company, through its subsidiaries and MedEquities entered into an
operating lease, dated August 9, 2017, in which the Company will continue to operate the Sale-Leaseback Facilities. The operating lease provides
for a 15-year term for each facility with two separate renewal terms of five years each if the Company chooses to exercise its right to extend the lease
term.
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The initial annual minimum rent payable from the Company to MedEquities is $2.2 million due in equal monthly installments of $0.2 million.
On the first, second and third anniversary of the lease date, the annual rent will increase 1.5% from the annual rent in effect for the immediately
preceding year. On the fourth anniversary of the lease date and thereafter during the lease term, the annual rent will increase to the amount equal to
the CPI Factor (as defined in the Lease) multiplied by the annual rent in effect for the immediately preceding year; provided, however, that the
adjusted annual rent increase will always be between 1.5% or and 3.0%.
Due to the nature of the agreement between MedEquities and the Company, the transaction does not qualify for sale-leaseback
accounting under GAAP. Therefore, the Sale-Leaseback Facilities will remain on the Company’s balance sheet and will continue to be depreciated
over the remaining life of the asset. The Company accounted for the $25.0 million of proceeds, less $0.4 million of transaction costs, as a financing
obligation, of which $0.1 million was classified as a short-term liability. On a monthly basis, a portion of the payment is allocated to principal, which
reduces the obligation balance, and interest, computed based on the Company’s incremental borrowing rate. The lease with MedEquities is
accounted for as an operating lease under GAAP.
A summary of the Company’s financing lease obligation is as follows (in thousands):
March 31,
2018

Financing lease obligation: Sale-Leaseback facilities
Less current portion (included in accrued and other current liabilities)
Total Financing lease obligation, net of current portion

$
$

December 31,
2017

24,605 $
(90 )
24,515 $

24,621
(80 )
24,541

12. Stockholders’ Equity and Stock Based Compensation
Stock Based Compensation Plans
The Company granted 408,000 shares of restricted common stock as part of the 2014 Equity Incentive Plan, as amended from time to time
(the “Plan”), during the three months ended March 31, 2017. The restricted common shares granted during the three months ended March 31, 2017
vest annually over a period of three years beginning on December 31, 2017. Additionally, the Company granted 38,000 shares of fully vested
common stock during the three months ended March 31, 2017, to its non-employee directors pursuant to the Plan. The Company recognized $0.3
million of compensation expense for the three months ended March 31, 2017 as a result of the non-employee director grants. The Company did not
grant common stock to its employees or non-employee directors under the Plan during the three months ended March 31, 2018.
The Company recognized $0.8 million and $2.1 million in equity-based compensation expense for the three months ended March 31, 2018
and 2017, respectively. As of March 31, 2018, there was $3.8 million of unrecognized compensation expense related to unvested restricted stock,
which is expected to be recognized over the remaining weighted average vesting period of 1.5 years.
A summary of share activity under the Plan is set forth below:

Shares

Unvested at December 31, 2017
Vested
Forfeitures
Unvested at March 31, 2018

WeightedAverage Grant
Date Fair Value

348,855 $
(24,065 )
(19,503 )
305,287 $

13.69
21.89
15.38
12.94

Employee Stock Purchase Plan
For the three months ended March 31, 2018 and 2017, the Company issued 27,900 and 50,362 shares, respectively, of the Company’s
common stock under its Employee Stock Purchase Plan, as amended from time to time (“ESPP”).
For three months ended March 31, 2018 and 2017, the Company recognized $40 thousand and $100 thousand of compensation expense
related to the ESPP, respectively.
13. Income Taxes
The provision for income taxes for the three months ended March 31, 2018 and 2017, reflects an income tax benefit of $1.5 million and $0.6
million, respectively, at an effective tax rate of 41.6% and 25.6%, respectively. The increase in income tax benefit and the change in the effective tax
rate is primarily related to the tax treatment of stock compensation, litigation settlement expense and the effect of the Tax Cuts and Jobs Act.
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14. Fair Value of Financial Instruments
The carrying amounts reported at March 31, 2018 and December 31, 2017 for cash and cash equivalents, accounts receivable, prepaid
expenses and other current assets, accounts payable and accrued liabilities approximate fair value because of the short-term maturity of these
instruments.
The Company has debt with variable interest rates. The fair value of this debt was measured using Level 2 inputs, including good faith
estimates of the market value for the particular debt instrument, which represent the amount an independent market participant would provide based
upon market observations and other factors relevant under the circumstances. The carrying value of such debt approximated its estimated fair value
at March 31, 2018 and December 31, 2017.
Prior to terminating the interest rate swap agreements on June 29, 2017, the Company had entered into the agreements to manage exposure
to fluctuations in interest rates. Fair value of the interest rate swaps was determined using a pricing model based on published interest rates and
other observable market data. The fair value was determined after considering the potential impact of collateralization, adjusted to reflect both the
Company’s nonperformance risk and the respective counterparty’s nonperformance risk. The fair value measurement of interest rate swaps utilized
Level 2 inputs. Refer to Note 10 (Debt) for further discussion of the interest rate swap agreements.
15. Commitments and Contingencies
Litigation
Shareholder Litigation
On August 24, 2015, a shareholder filed a purported class action in the United States District Court for the Middle District of Tennessee
against the Company and certain of its current and former officers (Kasper v. AAC Holdings, Inc. et al.). The plaintiff generally alleges that the
Company and certain of its current and former officers violated Sections 10(b) and/or 20(a) of the Securities Exchange Act of 1934 and Rule 10b-5
promulgated thereunder by making allegedly false and/or misleading statements and failing to disclose certain information. On September 14, 2015, a
second class action against the same defendants asserting essentially the same allegations was filed in the same court (Tenzyk v. AAC Holdings,
Inc. et al.). On October 26, 2015, the court entered an order consolidating these two described actions into one action. On April 14, 2016, the
Company and the individual defendants filed a motion to dismiss the complaint for failure to state a claim. On July 1, 2016, the court denied the
motion to dismiss. On July 14, 2017, the court granted the plaintiffs’ motion for class certification. On December 28, 2017, the parties entered into a
settlement term sheet with the plaintiffs’ representatives to memorialize an agreement in principle to settle the litigation. On February 15, 2018, the
parties entered into a Stipulation of Settlement, consistent with the December 28, 2017 agreement in principle, that provides for defendants’ payment
of an aggregate settlement amount of $25,000,000 (which includes attorneys’ fees to be approved by the court) to establish a settlement fund (the
“Settlement Fund”). The Stipulation of Settlement provides that the Settlement Fund was to be funded as follows: (a) defendant Jerrod N. Menz will
sell 300,000 shares and contribute the cash derived from such sale(s) to the Settlement Fund; and (b) the Company and individual defendants will
pay in cash the difference, if any, between the Settlement Fund and the stock component addressed in (a). The Stipulation of Settlement includes
the dismissal of all claims against the Company and the individual defendants, a denial by defendants of any wrongdoing and no admission of
liability. On March 7, 2018, the court entered an order preliminarily approving the settlement. On March 23, 2018, the Company paid the full amount
of the Settlement Fund and is preserving its claim to recover the 300,000 shares that Jerrod N. Menz was supposed to contribute. The settlement is
subject to final court approval at a hearing currently scheduled for June 8, 2018. The results of that hearing cannot be assured.
In a related matter, on November 28, 2015, a shareholder filed a derivative action on behalf of AAC Holdings, Inc. in the Eighth Judicial
District Court for Clark County, Nevada (Bushansky v. Jerrod N. Menz et al.) against AAC Holding’s board of directors and certain of its officers
alleging that these directors and officers breached their fiduciary duties and engaged in mismanagement and illegal conduct. On January 19, 2016,
the Court entered an Order staying this litigation pending the earlier of the close of discovery in the related securities class action pending in
Tennessee or the deadline for appealing any dismissal of the securities class action. On February 14, 2018, the parties agreed on a Stipulation of
Settlement that provides for (a) implementation of certain corporate governance enhancements; (b) a mutual exchange of releases and dismissal of
the litigation with prejudice; (c) denial by defendants of any wrongdoing and no admission of liability; and (d) payment by the Company of
$1,000,000 in attorneys’ fees and costs for the benefit brought to the Company as a result of the litigation. On March 15, 2018, the court entered an
order preliminarily approving the settlement. On May 7, 2018, the court entered an order and final judgment consistent with the terms of the parties’
Stipulation of Settlement.
The claims presented for the actions pending in Tennessee and Nevada have been presented to the Company’s insurance carriers, which
have denied coverage. However, the Company and insurers have continued to discuss the Company’s demand for coverage. The Company, at this
time, is unable to predict what, if any, settlement amount will be contributed by its insurance carriers.
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As of December 31, 2017, the Company had accrued $23.3 million in litigation costs related to the Tennessee and Nevada claims ($22.3
million related the Tennessee claim and $1.0 million related to the Nevada claim). As the Company paid $25 million related to the Tennessee claim in
the first quarter of 2018, the Company recognized additional litigation expense of $2.7 million during the three months ended March 31, 2018. As of
March 31, 2018, the Company had accrued $1.0 million in litigation costs related to the Nevada claims. A discussion of the Company’s litigation
settlement expense related to the Tennessee and Nevada actions can be found in “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Results of Operations.”
RSG Litigation
On June 30, 2017, Jeffrey Smith, Abhilash Patel and certain of their affiliates filed a lawsuit in the Superior Court of the State of California in
Los Angeles County against the Company, AAC, Sober Media Group, LLC, and certain of the Company’s current and former officers (Jeffrey Smith,
Abhilash Patel v. American Addiction Centers, Inc. et al.). Messrs. Smith and Patel are former owners of Referral Solutions Group, LLC (RSG) and
Taj Media, LLC, which were acquired by the Company in July 2015. The plaintiffs generally allege that, in connection with the Company’s
acquisition, the defendants violated California securities laws and further allege intentional misrepresentation, common law fraud, equitable fraud,
promissory estoppel, civil conspiracy to conceal an investigation and civil conspiracy to conceal profitability. The Company intends to vigorously
defend this action. Given the early stage of this matter, there are not sufficient facts available to reasonably assess the potential outcome of this
matter or reasonably assess any estimate of the amount or range of any potential outcome.
Other
The Company is also aware of various other legal matters arising in the ordinary course of business. To cover these other types of claims
as well as the legal matters referenced above, the Company maintains insurance it believes to be sufficient for its operations, although some claims
may potentially exceed the scope of coverage in effect and the insurer may argue that some claims, including, without limitation, the claims
described above, are excluded from coverage. Plaintiffs in these matters may also request punitive or other damages that may not be covered by
insurance. Except as described above, after taking into consideration the evaluation of such matters by the Company’s legal counsel, the
Company’s management believes at this time that the anticipated outcome of these matters will not have a material impact on the Company’s
consolidated financial position, results of operations or cash flows.
16. Subsequent Events
On April 5, 2018, the Company granted an aggregate of 150,000 shares of restricted common stock to certain employees under the 2014
Equity Incentive Plan. The shares vest annually over a period of three years with the first vesting to occur on December 31, 2018. Additionally, on
April 5, 2018, the Company granted an aggregate of 36,000 shares of fully vested common stock to its non-employee directors under the Plan.
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This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the federal securities laws. These
forward-looking statements are made only as of the date of this Quarterly Report. In some cases, you can identify forward-looking statements by
terms such as “anticipates,” “believes,” “could,” “estimates,” “expects,” “may,” “potential,” “predicts,” “projects,” “should,” “will,”
“would,” and similar expressions intended to identify forward-looking statements, although not all forward-looking statements contain these
words. Forward-looking statements may include information concerning the Company’s possible or assumed future results of operations,
including descriptions of the Company’s revenue, profitability, outlook and overall business strategy. These statements involve known and
unknown risks, uncertainties and other factors that may cause our actual results and performance to be materially different from the information
contained in the forward-looking statements. These risks, uncertainties and other factors include, without limitation: (i) our inability to
effectively operate our facilities; (ii) our reliance on our sales and marketing program to continuously attract and enroll clients; (iii) a
reduction in reimbursement rates by certain third-party payors for inpatient and outpatient services and point-of-care and definitive lab testing;
(iv) our failure to successfully achieve growth through acquisitions and de novo projects; (v) the possibility that a governmental entity may
prohibit, delay or refuse to grant approval for the consummation of an acquisition; (vi) our failure to achieve anticipated financial results from
contemplated and prior acquisitions; (vii) a disruption in our ability to perform diagnostic laboratory services; (viii) maintaining compliance
with applicable regulatory authorities, licensure and permits to operate our facilities and laboratories; (ix) a disruption in our business and
reputational and economic risks associated with the civil securities claims brought by shareholders or claims by various parties; (x) inability to
meet the covenants in our loan documents; (xi) our inability to effectively integrate acquired facilities; and (xii) general economic conditions,
as well as other risks discussed in the “Risk Factors” section of our Annual Report on Form 10-K for the year ended December 31, 2017, filed
with the Securities and Exchange Commission (the “SEC”) on February 23, 2018, and other filings with the SEC. As a result of these factors, we
cannot assure that the forward-looking statements in this Quarterly Report on Form 10-Q will prove to be accurate. Investors should not place
undue reliance upon forward-looking statements.
Overview
We are a provider of inpatient and outpatient substance use treatment services for individuals with drug addiction, alcohol addiction and
co-occurring mental/behavioral health issues. In connection with our treatment services, we perform diagnostic laboratory services and provide
physician services to our clients. As of March 31, 2018, we operated 11 inpatient substance abuse treatment facilities located throughout the United
States, focused on delivering effective clinical care and treatment solutions across 1,112 inpatient beds, including 732 licensed detoxification beds,
26 standalone outpatient centers, and 5 sober living facilities across 409 beds for a total of 1,521 combined inpatient and sober living beds.
We are also an internet marketer in the addiction treatment industry operating a broad portfolio of internet assets that service millions of
website visits each month. Through our portfolio of websites, such as Rehabs.com and Recovery.org, we serve families and individuals struggling
with addiction and seeking treatment options through comprehensive online directories of treatment providers, treatment provider reviews, forums
and professional communities. We also provide online marketing solutions to other treatment providers such as enhanced facility profiles, audience
targeting, lead generation and tools for digital reputation management.
Our highly trained clinical staff deploy research-based treatment programs with structured curricula for detoxification, inpatient treatment,
partial hospitalization and intensive outpatient care. By applying a tailored treatment program based on the individual needs of each client, many of
whom require treatment for a co-occurring mental health disorder such as depression, bipolar disorder or schizophrenia, we believe we offer the
level of quality care and service necessary for our clients to achieve and maintain sobriety.
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Facilities
The following table presents information about our network of substance use treatment facilities as of March 31, 2018:
Facility Name
Inpatient(3)
Laguna Treatment Hospital
River Oaks
Recovery First
Townsend New Orleans
AdCare Hospital
Oxford Treatment Center
Sunrise House
Desert Hope
Solutions Treatment Center
AdCare Rhode Island
Greenhouse
Total Inpatient Beds
Sober Living
San Diego Sober Living
Recovery First - Ft. Lauderdale East
Resolutions Oxford
Resolutions Las Vegas
Resolutions Arlington
Total Sober Living Beds
Total Beds

State

Beds(1)

IN/OON(2)

Property

CA
FL
FL
LA
MA
MS
NJ
NV
NV
RI
TX

93
162
56
36
114
124
110
148
80
59
130
1,112

OON
OON
IN
IN
IN
OON
IN
OON
IN
IN
OON

Owned
Owned
Owned/Leased
Leased
Owned
Owned
Owned
Owned
Leased
Owned
Owned

CA
FL
MS
NV
TX

36
83
72
138
80
409
1,521

n/a
n/a
n/a
n/a
n/a

Leased
Leased
Owned/Leased
Leased
Leased

State

Locations

IN/OON(2)

Property

CA
FL
MS
LA
MA/RI
NJ
NV
NV
RI
TX

1
1
3
7
7
1
1
1
3
1
26

OON
IN
OON
IN
IN
IN
OON
IN
IN
OON

Leased
Leased
Owned/Leased
Leased
Owned/Leased
Owned
Leased
Leased
Leased
Leased

Outpatient(4)
San Diego Outpatient
Recovery First Outpatient
Oxford Outpatient Center
Townsend Outpatient Centers
AdCare Outpatient Centers
Sunrise House Outpatient
Desert Hope Outpatient Center
Solutions Outpatient
Clinical Services of Rhode Island Outpatient
Greenhouse Outpatient
Total Outpatient Facilities

(1) Bed capacity reflected in the table represents total available beds. Actual capacity utilized depends on current staffing levels at each facility and may not equal
total bed capacity at any given time.
(2) Facility type reflects the primary payor type of the clients served at the facility: in-network (IN) or out-of-network (OON).
(3) Inpatient facilities generally have the ability to provide detox, residential, partial hospitalization and intensive outpatient services.
(4) Outpatient facilities generally have the ability to provide partial hospitalization and intensive outpatient services.

Bed Count Summary
The following table presents information about our total bed count between inpatient beds and sober living beds as of March 31, 2018
and December 31, 2017, respectively:
As of March 31, 2018

Inpatient Beds
Sober Living Beds
Total Beds

As of December 31, 2017

1,112
409
1,521
20

939
409
1,348

Increase /
(Decrease)

173
—
173
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Recent Developments
On March 1, 2018, we acquired all of the outstanding shares of AdCare, Inc., a Massachusetts corporation (“AdCare”), and wholly owned
subsidiary of AdCare Holding Trust a Massachusetts business trust (the “Seller”), which we refer to as the AdCare Acquisition. AdCare and its
subsidiaries offer treatment of drug and alcohol addiction and own, among other things, a 114-bed hospital, five outpatient centers in
Massachusetts, a 59-bed residential inpatient treatment center and two outpatient centers in Rhode Island. AdCare was purchased for total
consideration of $83.9 million, subject to adjustments as set forth in the Securities Purchase Agreement (the “Purchase Agreement”), by and among
AAC Healthcare Network, Inc., AAC Holdings, AdCare, and the Seller. The consideration was comprised of (i) approximately $65.2 million in cash,
excluding expenses and other adjustments, (ii) approximately $5.4 million in shares of AAC Holdings’ common stock (or 562,051 shares at $9.68 per
share), (iii) a promissory note in the aggregate principal amount of approximately $9.6 million (the “AdCare Note”), and (iv) contingent consideration
valued at $0.9 million recorded in accrued and other current liabilities. We acquired $2.7 million of cash on hand at AdCare, which was returned to
the Seller within 60 days of the acquisition as required by the Purchase Agreement. The contingent consideration that can be earned by the seller
ranges from zero to $3.1 million, subject to achievement of a certain adjusted EBITDA target over the 12 months following the transaction date.
Financing
On March 1, 2018, in conjunction with the AdCare Acquisition, we secured a $65.0 million incremental term loan commitment in
conjunction with our senior secured credit agreement with Credit Suisse AG. We incurred $2.6 million in debt issuance costs related to underwriting
and other professional fees as a result of the $65.0 million incremental term loan borrowing. As of March 31, 2018, $302.7 million was outstanding
under the 2017 Credit Facility, including $32.0 million related to the 2017 Revolver and $270.7 million related to the 2017 Term Loan.
On March 1, 2018, in conjunction with the AdCare Acquisition, in consideration for covenants and agreements set forth in the Purchase
Agreement, we issued the AdCare Note to the Seller, in the original principal amount of $9.6 million, which matures on September 29, 2023 and
accrues interest at a fixed rate per annum equal to 5.0%, compounded annually. Payments of principal and interest pursuant to the AdCare Note
commenced on April 30, 2018 and will continue monthly until the maturity date.
Components of Results of Operations
Client Related Revenue. Our client related revenue primarily consists of service charges related to providing addiction treatment and
related services, including clinical diagnostic laboratory services. We recognize revenue at the estimated net realizable value in the period in which
services are provided. For each of the three months ended March 31, 2018 and March 31, 2017, the majority of our client related revenue was
reimbursable by commercial payors, including amounts paid by such payors to clients, with the remaining revenue payable directly by our clients.
Given the scale and nationwide reach of our network of substance abuse treatment facilities, we generally have the ability to serve clients
located across the country from any of our facilities, which allows us to operate our business and analyze revenue on a system-wide basis rather
than focusing on any individual facility. Revenue concentration by payor remains modest. For the three months ended March 31, 2018, no single
payor accounted for more than 13.1% of our revenue, respectively, and for the three months ended March 31, 2017, no single payor accounted for
more than 10.8% of our revenue, respectively.
In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers” (“Topic 606”), which outlines a five-step model
for recognizing revenue and supersedes most existing revenue recognition guidance, including guidance specific to the healthcare industry. The
core principle of the new standard is that a company should recognize revenue to depict the transfer of promised goods or services to customers in
an amount that reflects the consideration to which we expect to be entitled in exchange for those goods or services. We adopted the standard on
January 1, 2018 using the modified retrospective approach. As a result of these new requirements, substantially all of our adjustments related to bad
debt will now be recorded as a direct reduction to revenue.
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On an as reported basis, the following table summarizes the composition of our client related revenue for inpatient treatment facility
services, outpatient facility and sober living services, and client related diagnostic services, which includes point-of-care drug testing and clinical
diagnostic laboratory services, for the periods presented (in thousands):
Three Months Ended
March 31, 2018
Amount
%

Inpatient treatment facility services1
Outpatient facility and sober living services2
Client related diagnostic services3
Total client related revenue

$

$

64,895
8,412
2,616
75,923

85.5
11.1
3.4
100.0

Three Months Ended
March 31, 2017
Amount
%

$

$

49,495
5,715
16,009
71,219

69.5
8.0
22.5
100.0

Increase (Decrease)
Amount
%

$

$

15,400
2,697
(13,393 )
4,704

31.1
47.2
(83.7 )
6.6

(1) Inpatient treatment facility services and related professional services.
(2) Outpatient facility and sober living services.
(3) Client related diagnostic services, which includes point of care drug testing and client related diagnostic laboratory services.

On a comparable accounting basis, the following table summarizes the composition of our client related revenue for inpatient treatment
facility services, outpatient facility and sober living services, and client related diagnostic services, which includes point-of-care drug testing and
clinical diagnostic laboratory services, for the periods presented as if we had adopted Topic 606 for both periods presented (in thousands):
Comparable Accounting
Guidance
Three Months Ended
March 31, 2017
Amount
%

As Reported
Three Months Ended
March 31, 2018
Amount
%

Inpatient treatment facility services1
Outpatient facility and sober living services2
Client related diagnostic services3
Total client related revenue

$

$

64,895
8,412
2,616
75,923

85.5
11.1
3.4
100.0

$

$

46,347
5,257
13,028
64,632

71.7
8.1
20.2
100.0

Increase (Decrease)
Amount
%

$

$

18,548
3,155
(10,412 )
11,291

40.0
60.0
(79.9 )
17.5

(1) Inpatient treatment facility services and related professional services.
(2) Outpatient facility and sober living services.
(3) Client related diagnostic services, which includes point of care drug testing and client related diagnostic laboratory services.

On an as reported basis, client related diagnostic services revenue for the three months ended March 31, 2018 decreased 83.7% to $2.6
million compared with $16.0 million for the three months ended March 31, 2017. On a comparable accounting basis, client related diagnostic services
revenue for the three months ended March 31, 2018 decreased 79.9% to $2.6 million compared with $13.0 million for the three months ended March
31, 2017. On an as reported basis, client related diagnostic services revenue as a percentage of total client related revenues was 3.4% for the three
months ended March 31, 2018 compared to 22.5% for the three months ended March 31, 2017. The decrease in client related diagnostic services is a
result of previously anticipated lower reimbursements combined with a shift in the mix of client related diagnostic services from higher reimbursed
tests to lower reimbursed tests.
We recognize client related revenues from commercial payors at the time services are provided based on our estimate of the amount that
payors will pay us for the services performed. We estimate the net realizable value of revenue by adjusting gross client charges using our expected
realization and applying this discount to gross client charges. Our expected realization is determined by management after taking into account the
type of services provided and the historical collections received from commercial payors, on a per facility basis, compared to gross client charges
billed.
Our accounts receivable primarily consists of amounts due from commercial payors. From time to time, we may provide free care to clients,
which we refer to as scholarships. We do not recognize revenue for scholarships provided. Included in the aging of accounts receivable are
amounts for which the commercial insurance company paid out-of-network claims directly to the client and for which the client has yet to remit the
insurance payment to us (which we refer to as “paid to client”). Such amounts paid to clients continue to be reflected in our accounts receivable
aging as amounts due from commercial payors. Accordingly, our accounts receivable aging does not provide for the distinct identification of paid
to client receivables. Also included in the aging of accounts receivable are amounts where we have received a partial payment from the commercial
insurance company and are continuing to pursue additional collections for the estimated remaining balance outstanding.
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Non-Client Related Revenue. Our non-client related revenue consists of service charges from the delivery of quality targeted leads to
behavioral and mental health service businesses, diagnostic laboratory services provided to clients of third-party addiction treatment providers and
addiction care treatment services for individuals in the criminal justice system. Non-client related revenue is recognized when persuasive evidence
of an arrangement exists, services have been rendered, the fee for services is fixed or determinable and collectability of the fee is reasonably
assured.
Provision for doubtful accounts. Prior to the adoption of Topic 606, the provision for doubtful accounts represented the expense
associated with management’s best estimate of accounts receivable that could become uncollectible in the future. We established our provision for
doubtful accounts based on the aging of the receivables, historical collection experience by facility, services provided, payor source and historical
reimbursement rate, current economic trends and percentages applied to the accounts receivable aging categories.
As of March 31, 2018, substantially all accounts receivable aged greater than 360 days were fully reserved in our consolidated financial
statements. In assessing the adequacy of the allowance for doubtful accounts, we rely on the results of detailed reviews of historical write-offs and
recoveries on a rolling twelve-month basis (the hindsight analysis) as a primary source of information to utilize in estimating the collectability of our
accounts receivable. We supplement this hindsight analysis with other analytical tools, including, without limitation, historical trends in cash
collections compared to net revenues less bad debt and days sales outstanding. Approximately $14.3 million and $14.6 million of the accounts
receivable, net the of the allowance for doubtful accounts, at March 31, 2018 and December 31, 2017, respectively, includes accounts where we have
received a partial payment from a commercial insurance company, and we are continuing to pursue additional collections for the balance that we
estimate remains outstanding. An account is written off only after we have pursued collection efforts or otherwise determines an account to be
uncollectible.
Operating Expenses. Our 2018 operating expenses are primarily impacted by nine categories of expenses: salaries, wages and benefits;
client related services; advertising and marketing; professional fees; other operating expenses; rentals and leases; litigation settlement expenses;
depreciation and amortization; and acquisition-related expenses.
•

Salaries, wages and benefits. We employ a variety of staff related to providing client care, including case managers, therapists, medical
technicians, housekeepers, cooks and drivers, among others. Our clinical salaries, wages and benefits expense is largely driven by the
total number of effective beds in our facilities and our average daily census. We also employ a professional sales force and staff a
centralized call center. Our corporate staff includes accounting, billing and finance professionals, marketing and human resource
personnel, IT staff, legal staff and senior management.

•

Client related services. Client related services consist of physician and medical services as well as client meals, pharmacy, travel and
various other expenses associated with client treatment. Client related services are significantly influenced by our average daily
inpatient and sober living census.

•

Advertising and marketing. We promote our treatment facilities through a variety of channels including television advertising and
internet search engines, among others. While we do not compensate our referral sources for client referrals, we do have arrangements
with multiple marketing channels that we pay on a performance basis (i.e. pay per click or pay per inbound call). We also host and
attend industry conferences. Our advertising and marketing efforts and expense is largely driven by the overall bed capacity of our
facilities.

•

Professional fees. Professional fees consist of various professional services used to support primarily corporate related functions.
These services include accounting related fees for financial statement audits and tax preparation and legal fees for, among other matters,
employment, compliance and general corporate matters. These fees also consist of information technology, consulting and payroll fees.

•

Other operating expenses. Other operating expenses consists primarily of utilities, insurance, telecom, travel and repairs and
maintenance expenses and is significantly influenced by the total number of our facilities and our ADC.

•

Rentals and leases. Rentals and leases mainly consist of properties and various equipment under operating leases, which includes
space required to perform client services and space for administrative facilities.

•

Litigation settlement. Litigation settlement represents settlement funds and expenses incurred for activities undertaken in defense of
the Company from claims and other legal matters or to resolve such matters.

•

Depreciation and amortization. Depreciation and amortization represents the ratable use of our capitalized property and equipment,
including assets under capital leases, over the estimated useful lives of the assets, and amortizable intangible assets, which mainly
consist of trademark and marketing related intangibles and non-compete agreements.
23

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
•

Acquisition-related expenses. Acquisition-related expenses consist primarily of professional fees, expenses and travel costs
associated with our acquisition activities.

Key Drivers of Our Results of Operations
Our results of operations and financial condition are affected by numerous factors, including those described under “Risk Factors” in our
Annual Report on Form 10-K filed with the SEC on February 23, 2018, other filings with the SEC and elsewhere in this Quarterly Report on Form 10Q and those described below:
•

Average Daily Inpatient Census. We refer to the average number of clients to whom we are providing services at our inpatient facilities
on a daily basis over a specific period as our average daily inpatient census. Our revenues are directly impacted by our average daily
inpatient census, which fluctuates based on the effectiveness of our sales and marketing efforts, total number of effective beds, the
number of client admissions and discharges in a period and the average length of stay.

•

Average Daily Sober Living Census. We refer to the average number of clients to whom we are providing services at our sober living
facilities on a daily basis over a specific period as our average daily sober living census. Our revenues are directly impacted by our
average daily sober living census, which fluctuates based on the effectiveness of our sales and marketing efforts, total number of beds,
the number of client admissions and discharges in a period and the average length of stay.

•

Average Daily Inpatient Revenue. Our average daily inpatient revenue is a per census metric equal to our total inpatient revenues, less
any applicable provision for doubtful accounts, for a period divided by our average daily inpatient census for the same period divided
by the number of days in the period. The key drivers of average daily inpatient revenue and include the mix of out-of-network beds
versus in-network beds, the level of care that we provide to our clients during the period and payor mix. Our average daily inpatient
revenue derived from in-network facilities and beds is generally lower than our average daily inpatient revenue derived from out-ofnetwork facilities and beds.

•

Outpatient Visits. Our outpatient visits represent the total number of outpatient visits at our standalone outpatient centers during the
period. Our revenues are directly impacted by our outpatient visits, which fluctuate based on our sales and marketing efforts, utilization
review and the average length of stay.

•

Average Revenue per Outpatient Visit. We refer to average revenue per outpatient visit as outpatient facility and sober living services
revenue, less any applicable provision for doubtful accounts, for a period divided by our outpatient visits for the same period. The key
drivers of average revenue per outpatient visit include the mix of out-of-network versus in-network and payor mix. Our average revenue
per outpatient visit derived from in-network visits is generally lower than our average revenue per outpatient visit derived from out-ofnetwork visits.

•

Revenue Per Admission. Revenue per admission represents total client related revenue, less any applicable provision for doubtful
accounts, recognized for each patient admitted to our treatment facilities. The drivers of revenue per admission include in-network or
out-of-network insurance coverage, the level of care for which the patient is receiving, and the average length of stay for each patient,
among other drivers.

•

Client Related Clinical Diagnostic Services as a Percentage of Total Client Related Revenue. We refer to client related diagnostic
services as a percentage of total client related revenue as client related diagnostic services revenue, less any applicable provision for
doubtful accounts, for a period divided by total client related revenue, less any applicable provision for doubtful accounts, for the same
period. Client related diagnostic services includes point of care drug testing and client related clinical diagnostic laboratory services
which includes toxicology, hematology and pharmacogenetics testing. We tend to experience higher margins from our client related
clinical diagnostic services than we do from other client related services.

•

Expense Management. Our profitability is directly impacted by our ability to manage our expenses, most notably salaries, wages and
benefits and to adjust accordingly based upon our capacity.

•

Billing and Collections. Our revenues and cash flow are directly impacted by our ability to properly verify our clients’ insurance
benefits, obtain authorization for levels of care, properly submit insurance claims and manage collections.
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Results of Operations
Comparison of Three Months Ended March 31, 2018 to Three Months Ended March 31, 2017
As previously discussed, AAC adopted Topic 606 on January 1, 2018. Under the new accounting guidance, the provision for doubtful
accounts, which historically was reported as an operating expense, is now reported as a direct reduction to revenue. This change in presentation
reduced revenues and operating expenses by the same amount and did not have an effect on net income. Because we adopted Topic 606 using the
modified retrospective approach, prior year periods were not recast, and as such, revenues and expenses as a percentage of revenue as reported are
not comparable to the current year presentation. Below we present the statement of operations as reported, and separately, our operating expenses
on a comparable accounting basis, as if we had adopted Topic 606 for all periods indicated.
The following tables present our condensed consolidated statements of operations as reported (unaudited, dollars in thousands):
Three Months Ended March 31,
2018
2017
Amount
%
Amount

Revenues
Client related revenue
Non-client related revenue
Total revenues
Operating expenses
Salaries, wages and benefits
Client related services
Provision for doubtful accounts
Advertising and marketing
Professional fees
Other operating expenses
Rentals and leases
Litigation settlement
Depreciation and amortization
Acquisition-related expenses
Total operating expenses
Income from operations
Interest expense, net (change in fair value of
interest rate swaps of $0 and ($83),
respectively)
Other expense, net
Loss before income tax benefit
Income tax benefit
Net loss
Less: net loss attributable to noncontrolling
interest
Net income (loss) attributable to AAC
Holdings, Inc. common stockholders

$

$

75,923
2,550
78,473

96.8
3.2
100.0

40,084
7,747
—
2,599
3,650
10,588
2,116
2,791
5,464
305
75,344
3,129

71,219
1,820
73,039

97.5
2.5
100.0

51.1
9.9
—
3.3
4.7
13.5
2.7
3.6
7.0
0.4
96.0
4.0

36,772
6,378
6,587
3,775
2,642
8,630
1,885
159
5,469
183
72,480
559

50.3
8.7
9.0
5.2
3.6
11.8
2.6
0.2
7.5
0.3
99.2
0.8

3,312
1,369
(6,587 )
(1,176 )
1,008
1,958
231
2,632
(5 )
122
2,864
2,570

9.0
21.5
(100.0 )
(31.2 )
38.2
22.7
12.3
1,655.3
(0.1 )
66.7
4.0
459.7

6,709
9
(3,589 )
(1,494 )
(2,095 )

8.5
—
(4.6 )
(1.9 )
(2.7 )

2,734
34
(2,209 )
(565 )
(1,644 )

3.7
—
(3.0 )
(0.8 )
(2.3 )

3,975
(25 )
(1,380 )
(929 )
(451 )

145.4
(73.5 )
62.5
164.4
27.4

1,893

2.4

1,041

1.4

(202 )

(0.3 )
25

$

Increase (Decrease)
Amount
%

%

$

(603 )

(0.8 )

$

$

4,704
730
5,434

6.6
40.1
7.4

852

81.8

401

(66.5 )
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The following table presents our revenues and operating expenses on a comparable accounting basis, as if we had adopted Topic 606 for
all periods indicated (unaudited, dollars in thousands):
Three Months Ended
March 31, 2018
As Reported
Amount
%

Revenues
Client related revenue
Non-client related revenue
Total revenues
Operating expenses
Salaries, wages and benefits
Client related services
Provision for doubtful accounts
Advertising and marketing
Professional fees
Other operating expenses
Rentals and leases
Litigation settlement
Depreciation and amortization
Acquisition-related expenses
Total operating expenses
Income from operations

$

$
$

75,923
2,550
78,473

96.8
3.2
100.0

40,084
7,747
—
2,599
3,650
10,588
2,116
2,791
5,464
305
75,344
3,129

51.1
9.9
—
3.3
4.7
13.5
2.7
3.6
7.0
0.4
96.0
4.0

Three Months Ended, March 31, 2017
As Reported
Comparable Basis
Amount
%
Amount
%

$

$
$

71,219
1,820
73,039

97.5
2.5
100.0

36,772
6,378
6,587
3,775
2,642
8,630
1,885
159
5,469
183
72,480
559

50.3
8.7
9.0
5.2
3.6
11.8
2.6
0.2
7.5
0.3
99.2
0.8

$

$
$

64,632
1,820
66,452

97.3
2.7
100.0

36,772
6,378
—
3,775
2,642
8,630
1,885
159
5,469
183
65,893
559

55.3
9.6
—
5.7
4.0
13.0
2.8
0.2
8.2
0.3
99.2
0.8

Increase (Decrease)
Comparable Basis
Amount
%

$

$
$

11,291
730
12,021

3,312
1,369
—
(1,176 )
1,008
1,958
231
2,632
(5 )
122
9,451
2,570

17.5
40.1
18.1

9.0
21.5
—
(31.2 )
38.2
22.7
12.3
1,655.3
(0.1 )
66.7
14.3
459.7

Client Related Revenue
In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers” (“Topic 606”), which outlines a five-step model
for recognizing revenue and supersedes most existing revenue recognition guidance, including guidance specific to the healthcare industry. The
core principle of the new standard is that a company should recognize revenue to depict the transfer of promised goods or services to customers in
an amount that reflects the consideration to which we expect to be entitled in exchange for those goods or services. We adopted the standard on
January 1, 2018 using the modified retrospective approach. As a result of these new requirements, substantially all of our adjustments related to bad
debt are now recorded as a direct reduction to revenue. Prior to January 1, 2018, the provision for doubtful accounts was shown as an operating
expense within the condensed consolidated statements of operations. For certain portions of management’s discussion and analysis of our
financial condition and results of operations for the period ended March 31, 2018 as compared to the three months ended March 31, 2017 we have
applied our adoption of Topic 606 to the prior-year period. Management believes that this allows for an accurate comparison our revenue in both
periods. Where we use language below such as “comparable accounting basis” or similar language, this indicates a presentation of periods that
allows for analysis on a consistent accounting basis.
Inpatient Treatment Facility Services Revenue
Inpatient treatment facilities services revenue, on a comparable accounting basis, increased $18.5 million, or 40.0%, to $64.9 million for the
three months ended March 31, 2018 from $46.3 million for the three months ended March 31, 2017. Inpatient treatment facilities services revenue on
an as reported basis, increased $15.4 million, or 31.1%, to $64.9 million for the three months ended March 31, 2018 from $49.5 million for the three
months ended March 31, 2017
Inpatient treatment facility services revenue was positively impacted by an increase average daily inpatient revenue (“ADR”) as partially
offset by a decrease in average daily inpatient census (“ADC”).
Our ADR increased $293, or 45.8%, to $933 for the three months ended March 31, 2018 from $640 for the three months ended March 31,
2017. The increase in ADR is partially attributable to a favorable shift in the service level mix within our inpatient treatment facilities and a favorable
shift in the mix of ADC among our inpatient treatment facilities. As a result of planned expansion of outpatient services, a greater percentage of
lower levels of care, such as partial hospitalization and intensive outpatient services that were historically performed in our inpatient treatment
facilities, are now performed in our outpatient treatment facilities. As the ADR for these lower levels of care are significantly less than the ADR for
higher levels of care such as detoxification and residential services, our ADR in our inpatient facilities has increased. The remaining increase in the
ADR primarily relates to improved billing and collections activity as a result of revenue cycle improvements in both processes and technology.
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Our ADC decreased 29, or 3.6%, to 773 for the three months ended March 31, 2018 from 802 for the three months ended March 31, 2017.
However, our average effective inpatient bed utilization increased to 78% for the three months ended March 31, 2018, from 75% for the three months
ended March 31, 2017. This is due to our planned increase in sober living bed capacity and our planned reduction in inpatient bed capacity. Our
average inpatient bed capacity decreased 11.6% to 997 beds for the three months ended March 31, 2018, from 1,128 for the three months ended
March 31, 2017.
Partially contributing to the increase in inpatient treatment facility services revenue was the AdCare Acquisition on March 1, 2018.
Approximately 6.6% of the 40.0% increase in inpatient treatment facility services revenue, on a comparable accounting basis, relates to inpatient
treatment facility services revenue from AdCare.
Outpatient Facility and Sober Living Services Revenue
Outpatient facility and sober living revenue, on a comparable accounting basis, increased $3.2 million, or 60.0%, to $8.4 million for the
three months ended March 31, 2018, from $5.3 million for the three months ended March 31, 2017. Outpatient facility and sober living revenue, on an
as reported basis, increased $2.7 million, or 47.2%, to $8.4 million for the three months ended March 31, 2018, from $5.7 million for the three months
ended March 31, 2017.
Outpatient visits increased 83.2% to 30,313 for the three months ended March 31, 2018 from 16,550 for the three months ended March 31,
2017. Contributing to the increase in outpatient visits was the acquisition of AdCare on March 1, 2018, and an increase in our average daily sober
living census, which increased 64.9% to 254 for the three months ended March 31, 2018 from 154 for the three months ended March 31, 2017.
Net revenue per outpatient visit decreased 12.6% to $278 for the three months ended March 31, 2018 compared with $318 for the three
months ended March 31, 2017. The decrease in net revenue per outpatient visit is primarily related to additional in-network outpatient visits
predominantly related to the AdCare Acquisition.
Client Related Diagnostic Services
Client related diagnostic services revenue, on a comparable accounting basis, decreased $10.4 million, or 79.9% to $2.6 million for the three
months ended March 31, 2018, from $13.0 million for the three months ended March 31, 2017. Client related diagnostic services revenue, on an as
reported basis, decreased $13.4 million, or 83.7%, to $2.6 million for the three months ended March 31, 2018 from $16.0 million for the three months
ended March 31, 2017. The decrease in client related diagnostic services revenue is a result of previously anticipated lower reimbursements
combined with a shift in the mix of client related diagnostic services from higher reimbursed tests to lower reimbursed tests.
Non-Client Related Revenue
Our non-client related revenue primarily consists of service charges from the delivery of quality targeted leads to behavioral and mental
health service businesses, diagnostic laboratory services provided to clients of third-party addiction treatment providers and addiction care
treatment services for individuals in the criminal justice system. Non-client related revenue increased $0.7 million, or 40.1%, to $2.6 million for the
three months ended March 31, 2018 from $1.8 million for the three months ended March 31, 2017. The increase in non-client related revenue was
primarily related to addiction care treatment services for individuals in the criminal justice system as a result of the AdCare acquisition on March 1,
2018.
Salaries, Wages and Benefits
Salaries, wages and benefits increased $3.3 million, or 9.0%, to $40.1 million for the three months ended March 31, 2018, from $36.8 million
for the three months ended March 31, 2017. The increase in salaries, wages and benefits was primarily impacted by the AdCare Acquisition, partially
offset by a reduction in stock compensation expense.
On a comparable accounting basis, salaries, wages and benefits were 51.1% of total revenues for the three months ended March 31, 2018,
compared to 55.3% of total revenues for the three months ended March 31, 2017. As reported for the three months ended March 31, 2018 and 2017,
salaries, wages and benefits were 51.1% and 50.3% of total revenues, respectively.
27

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Client Related Services
Client related services expense increased $1.4 million, or 21.5%, to $7.7 million for the three months ended March 31, 2018, from $6.4 million
for the three months ended March 31, 2017. The increase in client related services expense was primarily the result of the increase in our total
average daily census to 1,027 for the three months ended March 31, 2018 from 956 for the three months ended March 31, 2017.
On a comparable accounting basis, client related services expense was 9.9% of total revenues for the three months ended March 31, 2018,
compared to 9.6% of total revenues for the three months ended March 31, 2017. As reported for the three months ended March 31, 2018 and 2017,
client related services expense was 9.9% and 8.7% of total revenues, respectively.
Advertising and Marketing
Advertising and marketing expense decreased $1.2 million, or 31.2%, to $2.6 million for the three months ended March 31, 2018, from $3.8
million for the three months ended March 31, 2017. The decrease in advertising and marketing expense was primarily driven by reducing television
advertising and focusing on optimizing more efficient and cost-effective advertising platforms, including AAC owned websites.
On a comparable accounting basis, advertising and marketing expense was 3.3% of total revenues for the three months ended March 31,
2018, compared to 5.7% of total revenues for the three months ended March 31, 2017. As reported for the three months ended March 31, 2018 and
2017, advertising and marketing expense was 3.3% and 5.2% of total revenues, respectively.
Professional Fees
Professional fees increased $1.0 million, or 38.2%, to $3.7 million for the three months ended March 31, 2018, from $2.6 million for the three
months ended March 31, 2017. The increase in professional fees was primarily related additional consulting fees and contract labor for the three
months ended March 31, 2018.
On a comparable accounting basis, professional fees were 4.7% of total revenues for the three months ended March 31, 2018, compared to
4.0% of total revenues for the three months ended March 31, 2017. As reported for the three months ended March 31, 2018 and 2017, professional
fees were 4.7% and 3.6% of total revenues, respectively.
Other Operating Expenses
Other operating expenses increased $2.0 million, or 22.7%, to $10.6 million for the three months ended March 31, 2018, from $8.6 million for
the three months ended March 31, 2017. The increase was primarily the result of professional liability insurance expense and additional medical
supplies at our two laboratories.
On a comparable accounting basis, other operating expenses were 13.5% of total revenues for the three months ended March 31, 2018,
compared to 13.0% of total revenues for the three months ended March 31, 2017. As reported for the three months ended March 31, 2018 and 2017,
other operating expenses were 13.5% and 11.8% of total revenues, respectively.
Rentals and Leases
Rentals and leases expense increased $0.2 million, or 12.3%, to $2.1 million for the three months ended March 31, 2018, from $1.9 million for
the three months ended March 31, 2017.
Litigation Settlement
Litigation settlement expense increased $2.6 million to $2.8 million for the three months ended March 31, 2018, from $0.2 million for the
three months ended March 31, 2017.
For further discussion of significant legal matters, see Note 15 (Commitments and Contingencies) to our consolidated financial statements
included in this quarterly report on Form 10-Q.
Depreciation and Amortization
Depreciation and amortization expense was $5.5 million for both the three months ended March 31, 2018 and 2017.
Acquisition-Related Expenses
Acquisition-related expenses increased $0.1 million to $0.3 million for the three months ended March 31, 2018, from $0.2 million for the
three months ended March 31, 2017.
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Interest Expense
Interest expense increased $4.0 million, or 145.4%, to $6.7 million for the three months ended March 31, 2018, compared to $2.7 million for
the three months ended March 31, 2017. The increase in interest expense was primarily the result of an increase in interest rates on outstanding
debt, as well as a $25.0 million sale-leaseback transaction (“2017 Sale Leaseback”) with MedEquities Realty Operating Partnership, LP, a subsidiary
of MedEquities Realty Trust, Inc., that closed in August 2017.
Outstanding debt at March 31, 2018 was approximately $312.3 million, compared to $198.4 million at March 31, 2017. Our weighted average
interest rate on outstanding debt at March 31, 2018 was 8.5% compared to 5.4% at March 31, 2017.
Refer to Note 10 (Debt) for additional information regarding the 2017 Credit Facility and the payoff of the 2015 Credit Facility and Deerfield
Facility.
Income Tax Expense
For the three months ended March 31, 2018, income tax benefit was $1.5 million, reflecting an effective tax rate of 41.6%, compared to
income tax benefit of $0.6 million, reflecting an effective tax rate of 25.6%, for the three months ended March 31, 2017. The increase in income tax
benefit and the change in the effective tax rate is primarily related to the tax treatment of stock compensation, litigation settlement expense and the
effect of the Tax Cuts and Jobs Act.
Net Loss Attributable to Noncontrolling Interest
For the three months ended March 31, 2018, net loss attributable to noncontrolling interest was $1.9 million compared to $1.0 million for
the three months ended March 31, 2017. The net loss attributable to noncontrolling interest is directly related to our consolidated VIEs.
Liquidity and Capital Resources
General
Our primary sources of liquidity are net cash generated from operations and borrowings under our 2017 Credit Facility. We expect that our
future funding for working capital needs, capital expenditures, long-term debt repayments and other financing activities will continue to be provided
from some or all of these sources. Our future liquidity could be impacted by a decrease in our net cash generated from operations due to a decrease
in payments from commercial insurance companies or our ability to access capital markets, which may be restricted as a result of our leverage
capacity, existing or future debt agreements, credit ratings and general market conditions.
We anticipate that our current level of cash on hand, internally generated cash flows and our revolver will be sufficient to fund our
anticipated working capital needs, debt service and repayment obligations, and capital expenditures for at least the next twelve months. However, to
the extent we pursue acquisitions or facility expansions in the future, we may need to access additional capital resources to fund such activities.
Cash Flow Analysis
Our cash flows are summarized as follows (in thousands):
March 31,
2018

(Used in) provided by operating activities
Used in investing activities
Provided by financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at end of period

$

$

(18,999 )
(72,490 )
92,012
523
14,341

Increase
(Decrease)

2017

$

$

4,356
(10,687 )
8,247
1,916
5,880

$

$

(23,355 )
(61,803 )
83,765
(1,393 )
8,461

Operating Activities
Cash used in operating activities was $19.0 million for the three months ended March 31, 2018, compared to cash provided by operations
of $4.4 million for the three months ended March 31, 2017. Included in the cash used in operating activities was $25.0 million paid related to the
Shareholder Lawsuit.
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Investing Activities
Cash used in investing activities was $72.5 million for the three months ended March 31, 2018, compared to $10.7 million for the three
months ended March 31, 2017. Of the $72.5 million of cash used in investing activities for the three months ended March 31, 2018, $67.9 million was
related to the AdCare Acquisition.
Financing Activities
Cash provided by financing activities was $92.0 million for the three months ended March 31, 2018, compared to $8.2 million for the three
months ended March 31, 2017. Cash provided by financing activities for the three months ended March 31, 2018, was primarily related to the net
proceeds from the $65.0 million incremental term loan in conjunction with the AdCare Acquisition as well as a $32.0 million draw on our 2017
Revolver. Refer to Note 10 (Debt) for further information regarding the 2017 Credit Facility.
Financing Relationships
For a summary of the terms of our financing relationships, see Note 10 (Debt) to the accompanying condensed consolidated financial
statements.
2017 Credit Facility
On June 30, 2017, we entered into the 2017 Credit Facility (as defined above) with Credit Suisse AG, as administrative agent for the lenders
party thereto. The 2017 Credit Facility initially made available to us the 2017 Term Loan (as defined above) in the aggregate principal amount of
$210.0 million and the $40.0 million 2017 Revolver (as defined above). The 2017 Credit Facility also provides for standby letters of credit in an
aggregate undrawn amount not to exceed $7.0 million. We incurred approximately $12.9 million in debt issuance costs related to underwriting and
other professional fees, of which $7.6 million related to the 2017 Term Loan and $5.3 million related to the 2017 Revolving Facility.
The proceeds of the 2017 Term Loan were used by the Company to (i) prepay all existing indebtedness outstanding under the 2015 Credit
Agreement and the Deerfield Facility (as further described below), (ii) to pay transaction costs associated with the foregoing and (iii) for general
corporate purposes. The proceeds of the 2017 Revolver drawn at closing were used (i) to pay the Deerfield Consent Fee (as defined below) in full,
(ii) to pay transaction costs associated with the foregoing and (iii) for general corporate purposes. Proceeds from any additional borrowings under
the 2017 Revolver will be used solely for general corporate purposes.
The 2017 Term Loan is scheduled to mature in June 2023, bears interest at LIBOR plus 6.75% per annum (with a 1.0% floor) or Alternative
Base Rate (as defined in the 2017 Credit Facility) plus 5.75% per annum and has incremental borrowing ability subject to certain consents and
conditions, including obtaining additional commitments from lenders. The 2017 Revolver is scheduled to mature in June 2022, and bears interest at
LIBOR plus 6.00% per annum or Alternative Base Rate plus 5.00% per annum. The 2017 Credit Facility reduced covenant restrictions and increased
borrowing capacity as compared to the 2015 Credit Facility and the Deerfield Facility.
In connection with the effectiveness of the 2017 Credit Facility, on June 30, 2017, we terminated the Deerfield Facility.
On September 25, 2017, we entered into an Incremental Loan Assumption Agreement (the “Incremental Agreement”), with the Incremental
Revolving Credit Lenders (as defined in the Incremental Agreement), Credit Suisse AG, Cayman Islands Branch, as administrative agent (“Credit
Suisse”), and the other Loan Parties (as defined in the Incremental Agreement) party thereto, relating to the 2017 Credit Facility. The Incremental
Agreement provided for an increase in our existing revolving line of credit from $40.0 million to $55.0 million.
On March 1, 2018, in conjunction with the AdCare Acquisition, we closed on a $65.0 million incremental term loan in conjunction with our
senior secured credit agreement with Credit Suisse AG. We incurred $2.6 million in debt issuance costs related to underwriting and other
professional fees as a result of the $65.0 million incremental term loan borrowing. As of March 31, 2018, $302.7 million was outstanding under the
2017 Credit Facility, including $32.0 million related to the 2017 Revolver and $270.7 million related to the 2017 Term Loan.
As of March 31, 2018, our borrowing availability under the 2017 Revolver was $23.0 million, less $3.5 million of outstanding letters of
credit.
Subordinated Note
On March 1, 2018, in conjunction with the AdCare Acquisition, in consideration for covenants and agreements set forth in the Purchase
Agreement, we issued the AdCare Note to the Seller, in the original principal amount of $9.6 million, which matures on September 29, 2023 and
accrues interest at a fixed rate per annum equal to 5.0%, compounded annually. Payments of principal and interest pursuant to the AdCare Note
commenced on April 30, 2018 and will continue until the maturity date.
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Capital Lease Obligations
We have capital leases with third party leasing companies for equipment and office furniture. The capital leases bear interest at rates
ranging from 2.7% to 11.6% and have maturity dates through April 2020. Total obligations under capital leases at March 31, 2018 were $0.9 million,
of which $0.7 million was included in the current portion of long-term debt.
Financing Lease Obligation
On August 9, 2017, we entered into a $25.0 million sale-leaseback transaction (“2017 Sale Leaseback”) with MedEquities Realty Operating
Partnership, LP, a subsidiary of MedEquities Realty Trust, Inc. (“MedEquities”). MedEquities purchased two of our drug and alcohol rehabilitation
outpatient facilities and two of our sober living facilities: the Desert Hope Facility and Resolutions Las Vegas, each located in Las Vegas, Nevada,
and the Greenhouse Facility and Resolutions Arlington, each located in Arlington, Texas (collectively, the “Sale-Leaseback Facilities”).
Simultaneously with the sale of the Sale-Leaseback Facilities, we entered into a lease, dated August 9, 2017, in which we will continue to
operate the Sale-Leaseback Facilities. The lease provides for a 15-year term with two separate renewal terms of five years each if we choose to
exercise our right to extend the lease.
The initial annual minimum rent payable is $2.2 million due in equal monthly installments of $0.2 million. On the first, second and third
anniversary of the lease date, the annual rent will increase 1.5% of the annual rent in effect for the immediately preceding year. On the fourth
anniversary of the lease date and thereafter during the lease term, the annual rent will increase to the amount equal to the CPI Factor (as defined in
the Lease) multiplied by the annual rent in effect for the immediately preceding year; provided, however, that the adjusted annual rent will never be
less than an amount equal to 1.5% or greater than an amount equal to 103.0% of the annual rent in effect for the immediately preceding year.
Consolidation of VIEs
The Professional Groups engage physicians and mid-level service providers to provide professional services to our clients through
professional services agreements with each treatment facility. Under the professional services agreements, the Professional Groups also provide a
physician to serve as medical director for the applicable facility. The Professional Groups either bill the payor for their services directly or are
compensated by the treatment facility based on fair market value hourly rates. Each of the professional services agreements has a term of five years
and will automatically renew for additional one-year periods.
We provided the initial working capital funding in connection with the formation of the Professional Groups and recorded the balance as a
receivable on our balance sheet. We make additional advances to the Professional Groups during periods in which there is a shortfall between
revenue collected by the Professional Groups from the treatment facilities and payors, on the one hand, and the Professional Group’s contracting
expenses and payroll requirements, on the other hand, thereby increasing the balance of the receivable. Excess cash flow of the Professional Groups
is repaid to us, resulting in a decrease in the receivable. The Professional Groups are obligated to repay these funds and are charged interest at
commercially reasonable rates. We had receivables from the Professional Groups at December 31, 2017. The receivables due to us from the
Professional Groups are eliminated in consolidation as the Professional Groups are VIEs of which we are the primary beneficiary.
We have entered into written management services agreements with each of the Professional Groups under which we provide
management and other administrative services to the Professional Groups. These services include billing, collection of accounts receivable,
accounting, management and human resource functions. Pursuant to the management services agreements, the Professional Groups’ monthly
revenue will first be applied to the payment of operating expenses consisting of refunds or rebates owed to clients or payors, compensation
expenses of the physicians and other service providers, lease payments, professional and liability insurance premiums and any other costs or
expenses incurred by us for the benefit of the Professional Groups and, thereafter, applied to the payment of a management fee equal to 20% of the
Professional Groups’ gross collected monthly revenue. As described above, we also provide financial support to each Professional Group on an asneeded basis to cover any shortfall between revenue collected by such Professional Groups from the treatment facilities and payors and the
Professional Group’s contracting expenses and payroll requirements. Through these arrangements, we are directing the activities that most
significantly impact the financial results of the respective Professional Groups; however, treatment decisions are made solely by licensed healthcare
professionals employed or engaged by the Professional Groups as required by various state laws. Based on our ability to direct the activities that
most significantly impact the financial results of the Professional Groups, provide necessary funding and the obligation and likelihood of absorbing
all expected gains and losses, we have determined that we are the primary beneficiary, and, therefore, consolidate the seven Professional Groups
as VIEs.
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Off Balance Sheet Arrangements
We have entered into various non-cancelable operating leases expiring through June 2025. Commercial properties under operating leases
primarily include space required to perform client services and space for administrative facilities. Rent expense was $2.1 million and $1.9 million for
the three months ended March 31, 2018 and 2017, respectively.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Our interest expense is sensitive to changes in market interest rates. With respect to our interest-bearing liabilities, our long-term debt
outstanding at March 31, 2018 consisted of $302.7 million of variable rate debt with interest based on LIBOR, plus an applicable margin. A
hypothetical 1.0% increase in interest rates would decrease our pre-tax income and cash flows by approximately $3.0 million on an annual basis
based upon our borrowing level at March 31, 2018.
Item 4.

Controls and Procedures.

Evaluation of Disclosure Controls and Procedures
As of the end of the period covered by this report, our management conducted an evaluation, with the participation of our chief executive
officer and chief financial officer, of the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934 (the “Exchange Act”)). Based on this evaluation, our chief executive officer and chief financial officer
concluded that, as of such date, our disclosure controls and procedures were effective to ensure that information required to be disclosed by us in
the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms and that such information is accumulated and communicated to management, including our chief executive officer and chief
financial officer, as appropriate to allow timely decisions regarding required disclosure.
Changes in Internal Control Over Financial Reporting
There were no changes in our internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f)) during the period
covered by this Quarterly Report on Form 10-Q that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings
From time to time, we may be engaged in various lawsuits and legal proceedings in the ordinary course of our business. Except as
described in Note 15 to the Company’s condensed consolidated financial statements included in this Quarterly Report on Form 10-Q and
incorporated by reference in this Part II, Item 1, we are currently not aware of any legal proceedings the ultimate outcome of which, in our judgment
based on information currently available, would have a material adverse effect on our business, financial condition or results of operations. In
addition, although certain legal proceedings described in Note 15 may not be required to be disclosed in this Part II, Item 1 under SEC rules because
of immateriality, due to the nature of the business of the Company, we believe that the discussion of these open legal matters may provide useful
information to security holders or other readers of this Quarterly Report on Form 10-Q.
Item 1A. Risk Factors
We are updating the risk factors contained in our Annual Report on Form 10-K for the fiscal year ended December 31, 2017, in order to
account for the closing of the AdCare Acquisition on March 1, 2018.
Risks Related to Our Business
If reimbursement rates paid by federal or state healthcare programs or commercial payors are reduced, if we are unable to maintain favorable
contract terms with payors or comply with our payor contract obligations, or if third-party payors otherwise restrain our ability to obtain or
provide services to clients, our business, financial condition and results of operation could be adversely affected.
Managed care organizations and other third-party payors, both government and commercial, pay for the services that we provide to many
of our clients. For 2017, approximately 92.3% of our revenue was reimbursable by third-party payors, including amounts paid by such payors to
clients, with the remaining portion payable directly by our clients. If any third-party payors reduce their reimbursement rates or elect not to cover
some or all of our services, our business, financial condition and results of operations may be materially adversely affected. Following the
acquisition of AdCare, a portion of our revenues come from government healthcare programs, principally Medicare and Medicaid. Changes in
government healthcare programs may reduce the reimbursement we receive and could adversely affect our business and results of operations.
As federal healthcare expenditures continue to increase and state governments continue to face budgetary shortfalls, federal and state
governments have made, and continue to make, significant changes in the Medicare and Medicaid programs. These changes include reductions in
reimbursement levels and to new or modified demonstration projects authorized pursuant to Medicaid waivers. Some of these changes have
decreased, or could decrease, the amount of money we receive for our services relating to these programs. In some cases, private third-party payers
rely on all or portions of Medicare payment systems to determine payment rates. Changes to government health care programs that reduce
payments under these programs may negatively impact payments from private third-party payers.
In addition to limits on the amounts payors will pay for the services we provide to their members, government and commercial payors
attempt to control costs by imposing controls designed to reduce admissions and the length of stay for clients, including preadmission
authorizations and utilization review, have affected and are expected to continue to affect our facilities. Utilization review entails the review of the
admission and course of treatment of a client by third-party payors. Inpatient utilization, average lengths of stay and occupancy rates continue to
be negatively affected by payor-required preadmission authorization and utilization review and by payor pressure to maximize outpatient and
alternative healthcare delivery services for less acutely ill clients. The ability of commercial payors to control healthcare costs using these measures
may be enhanced by the increasing consolidation of insurance and managed care companies and vertical integration of health insurers with
healthcare providers. Although we are unable to predict the effect these controls and changes could have on our operations, significant limits on
the scope of services reimbursed and on reimbursement rates and fees could have a material adverse effect on our business, financial condition and
results of operations. If the rates paid or the scope of substance use treatment services covered by government or third-party commercial payors
are reduced, our business, financial condition and results of operations could be materially adversely affected.
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Third-party payors often use plan structures, such as narrow networks or tiered networks, to encourage or require clients to use innetwork providers. In-network providers typically provide services through third-party payors for a negotiated lower rate or other less favorable
terms. Third-party payors generally attempt to limit use of out-of-network providers by requiring clients to pay higher copayment and/or deductible
amounts for out-of-network care. Additionally, third-party payors have become increasingly aggressive in attempting to minimize the use of out-ofnetwork providers by disregarding the assignment of payment from clients to out-of-network providers (i.e., sending payments directly to clients
instead of to out-of-network providers), capping out-of-network benefits payable to clients, waiving out-of-pocket payment amounts and initiating
litigation against out-of-network providers for interference with contractual relationships, insurance fraud and violation of state licensing and
consumer protection laws. The majority of third-party payors consider certain of our facilities to be “out-of-network” providers. If third-party
payors impose further restrictions on out-of-network providers, our revenue could be threatened, forcing our facilities to participate with third-party
payors and accept lower reimbursement rates compared to our historic reimbursement rates.
Third-party payors also are entering into sole source contracts with some healthcare providers, which could effectively limit our pool of
potential clients. Moreover, third-party payors are beginning to carve out specific services, including substance abuse treatment and behavioral
health services, and establish small, specialized networks of providers for such services at fixed reimbursement rates. Continued growth in the use
of carve-out arrangements could materially adversely affect our business to the extent we are not selected to participate in such smaller specialized
networks or if the reimbursement rate is not adequate to cover the cost of providing the service.
If we fail to comply with the extensive laws and government regulations impacting our industry, we could suffer penalties, be the subject of
federal and state investigations or be required to make significant changes to our operations, which may reduce our revenue, increase our costs
and have a material adverse effect on our business, financial condition and results of operations.
Healthcare service providers are required to comply with extensive and complex laws and regulations at the federal, state and local
government levels relating to, among other things:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

licensure, certification and accreditation of substance use treatment services;
licensure, CLIA certification and accreditation of laboratory services;
enrollment with government programs;
handling, administration and distribution of controlled substances;
necessity and adequacy of care and quality of services;
licensure, certification and qualifications of professional and support personnel;
referrals of clients and permissible relationships with physicians and other referral sources;
claim submission and collections, including penalties for the submission of, or causing the submission of, false, fraudulent or misleading
claims and the failure to repay overpayments in a timely manner;
consumer protection issues and billing and collection of client-owed accounts issues;
communications with clients and consumers;
privacy and security of health-related information, client personal information and medical records;
physical plant planning, construction of new facilities and expansion of existing facilities;
activities regarding competitors;
FDA laws and regulations related to drugs and medical devices;
operational, personnel and quality requirements intended to ensure that clinical testing services are accurate, reliable and timely;
health and safety of employees;
handling, transportation and disposal of medical specimens and infectious and hazardous waste; and
corporate practice of medicine, fee-splitting, self-referral and kickback prohibitions.

Failure to comply with these laws and regulations could result in the imposition of significant civil or criminal penalties, loss of license or
certification or require us to change our operations, any of which may have a material adverse effect on our business, financial condition and results
of operations. Both federal and state government agencies as well as commercial payors have heightened and coordinated civil and criminal
enforcement efforts as part of numerous ongoing investigations of healthcare organizations.
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We endeavor to comply with all applicable legal and regulatory requirements, however, there is no guarantee that we will be able to adhere
to all of the complex government regulations that apply to our business. We seek to structure our relationships with physicians and other referral
sources or recipients to comply with applicable anti-kickback laws, our relationships with physicians to comply with physician self-referral laws, feesplitting laws and state corporate practice of medicine prohibitions, and our operations to comply with applicable reimbursement requirements. We
monitor these laws and their implementing regulations and implement changes as necessary. However, the laws and regulations in these areas are
complex and often subject to varying interpretations. For example, if an enforcement agency were to challenge the compensation paid under our
contracts with professional physician groups, we could be required to change our practices, face criminal or civil penalties, pay substantial fines or
otherwise experience a material adverse effect as a result.
Our treatment facilities operate in an environment of increasing state and federal enforcement activity and private litigation targeted at
healthcare providers.
Both federal and state government agencies have heightened and coordinated their civil and criminal enforcement efforts as part of
numerous ongoing investigations of healthcare companies and various segments of the healthcare industry. These investigations relate to a wide
variety of topics, including relationships with physicians, billing practices and use of controlled substances. The Affordable Care Act included an
additional $350 million of federal funding over ten years to fight healthcare fraud, waste and abuse, including $10 million for each of federal fiscal
years 2018 through 2020. From time to time, the HHS Office of Inspector General and the Department of Justice have established national
enforcement initiatives that focus on specific billing practices or other suspected areas of abuse. Some of our facilities participate in Medicare or
Medicaid and, therefore, could be subject to government investigation. Further, even though we operate a number of facilities that do not currently
bill Medicare or Medicaid for substance use treatment services, there is a risk that specific investigation initiatives could be expanded to include our
treatment facilities or laboratory services. In addition, increased government enforcement activities, even if not directed towards our treatment
facilities or laboratories, also increase the risk that our facilities, physicians and other clinicians furnishing services in our facilities, or our
executives and directors, could be named as defendants in private litigation such as state or federal false claims act cases or consumer protection
cases, or could become the subject of complaints at the various state and federal agencies that have jurisdiction over our operations. Any
governmental investigations, private litigation or other legal proceedings involving any of our facilities or laboratories, our executives or our
directors, even if we ultimately prevail, could result in significant expense, adversely affect our reputation or profitability and materially adversely
affect our financial condition and results of operation. In addition, we may be required to make changes in our laboratory or other substance use
treatment services as a result of an adverse determination in any governmental enforcement action, private litigation or other legal proceeding,
which could materially adversely affect our business and results of operations.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Issuer Purchases of Equity Securities by the Issuer and Affiliated Purchasers
The following table sets forth certain information with respect to common stock purchased by the Company for the three-month period
ended March 31, 2018:
Total number of shares purchased
Period
January 1, 2018 through January 31, 2018
February 1, 2018 through February 28, 2018
March 1, 2018 through March 31, 2018

Aggregate price paid per
share

(1)

—
—
4,145

$

—
—
11.48

(1) Includes shares of the Company’s common stock acquired by the Company in connection with satisfaction of tax withholding obligations on vested

restricted stock.

The Company did not purchase any shares as part of a publicly announced plan or program during the three months ended March 31,
2018.
Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures
Not applicable.
Item 5. Other Information
None.
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Item 6. Exhibits
Number
Exhibit Description
10.1
Incremental Loan Assumption Agreement, dated as of March 1, 2018, by and among AAC Holdings, Inc., the other Loan Parties, the
other Lenders party hereto constituting the Required Lenders and Credit Suisse AG, as Administrative Agent and Collateral Agent
under the Credit Agreement (previously filed as Exhibit 10.1 to the Current Report on Form 8-K (File No. 001-36643), filed on March
2, 2018 and incorporated herein by reference).
10.2*
Amendment No. 1 to Guarantee and Collateral Agreement, dated as of March 30, 2018, by and among AAC Holdings, Inc. and Credit
Suisse AG.
31.1*
Certification of Michael T. Cartwright, Chief Executive Officer, pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities
Exchange Act of 1934.
31.2*
Certification of Andrew W. McWilliams, Chief Financial Officer, pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities
Exchange Act of 1934.
Certification of Michael T. Cartwright, Chief Executive Officer, pursuant to 18 U.S.C. 1350 as adopted pursuant to Section 906 of the
32.1**
Sarbanes-Oxley Act of 2002.
Certification of Andrew W. McWilliams, Chief Financial Officer, pursuant to 18 U.S.C. 1350 as adopted pursuant to Section 906 of
32.2**
the Sarbanes-Oxley Act of 2002.
101.INS*

XBRL Instance Document

101.SCH*

XBRL Taxonomy Extension Schema Document

101.CAL*

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF*

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB*

XBRL Taxonomy Extension Label Linkbase Document

101.PRE*

XBRL Taxonomy Extension Presentation Linkbase Document

*
**

Filed herewith.
This certification is not deemed filed for purposes of Section 18 of the Securities and Exchange Act of 1934, as amended, or otherwise subject
to the liability of that section, nor shall it be deemed incorporated by reference into any filing under the Securities Act or the Exchange Act.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf
by the undersigned, thereunto duly authorized.
AAC Holdings, Inc.
By:

/s/ Michael T. Cartwright
Michael T. Cartwright
Chairman and Chief Executive Officer
(Principal Executive Officer)

By:

/s/ Andrew W. McWilliams
Andrew W. McWilliams
Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: May 9, 2018
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Section 2: EX-10.2 (EX-10.2)
Exhibit 10.2
AMENDMENT NO. 1 TO GUARANTEE AND COLLATERAL AGREEMENT, dated as of March 30, 2018
(this “Amendment”), is made and entered into by and among AAC Holdings, Inc., a Nevada corporation (the “Borrower”) and Credit
Suisse AG, as Administrative Agent and Collateral Agent under the Credit Agreement (as defined below).
RECITALS
WHEREAS, reference is made to (i) the Credit Agreement, dated as of June 30, 2017 (as amended, restated,
supplemented or otherwise modified prior to the date of this Amendment, the “Credit Agreement”), by and among the Borrower, the
lenders party thereto and Credit Suisse AG, as Administrative Agent and Collateral Agent and (ii) the Guarantee and Collateral
Agreement, dated as of June 30, 2017 (as amended by the Assumption Agreement, dated as of March 1, 2018, made by the additional
grantors named therein, in favor of Credit Suisse AG, as Collateral Agent for the Secured Parties, and as further amended, restated,
supplemented or otherwise modified prior to the date of this Amendment, the “Guarantee and Collateral Agreement”), made by the
Borrower and certain Subsidiaries of the Borrower, in favor of Credit Suisse AG, as Collateral Agent for the Secured Parties in
connection with the Credit Agreement;
WHEREAS, pursuant to Section 9.08(c) of the Credit Agreement, the Borrower and the Administrative Agent
wish to amend the Guarantee and Collateral Agreement by an agreement in writing to correct an administrative error or omission as
set forth herein.
NOW, THEREFORE, in consideration of the mutual agreements contained in this Amendment and other good
and valuable consideration, the sufficiency and receipt of which are hereby acknowledged, the parties hereto hereby agree as follows:
SECTION 1. Defined Terms; Interpretation; Etc. Capitalized terms used and not defined in this Amendment
shall have the meanings assigned to such terms in the Credit Agreement. This Amendment is a “Loan Document”.
SECTION 2. Amendment. On the date hereof, on the terms and subject to the conditions set forth in this
Amendment and pursuant to and in accordance with Section 9.08(c) of the Credit Agreement, the parties hereto hereby agree that the
second order in Section 6.05 of the Guarantee and Collateral Agreement is hereby amended and restated in its entirety to read as
follows:
“Second, to the Collateral Agent, for application by it towards payment of amounts then due and owing and
remaining unpaid in respect of the Obligations pro rata among the Secured Parties according to the amounts of the
Obligations then due and owing and remaining unpaid to the Secured Parties until the Payment in Full of the Obligations; and”
SECTION 3. Conditions Precedent to Effectiveness. This Amendment shall become effective solely upon the
satisfaction of the following conditions precedent:

(a) Each of the Borrower and the Administrative Agent shall have signed a counterpart signature page of this
Amendment and shall have delivered (including by way of facsimile or other electronic transmission) the same to Milbank,
Tweed, Hadley & McCloy LLP; and
(b) Five (5) Business Days shall have elapsed from the date on which this Amendment has been distributed to the
Lenders, and the Required Lenders have not delivered written notice to the Administrative Agent objecting to the amendment
set forth herein during such period.

SECTION 4. Effect on the Guarantee and Collateral Agreement.
(a) Except as specifically amended by this Amendment, the Guarantee and Collateral Agreement and
the other Loan Documents shall remain in full force and effect and are hereby ratified and confirmed.
(b) The execution, delivery and performance of this Amendment shall not constitute a waiver of any
provision of, or operate as a waiver of any right, power or remedy of any Agent or Lender under any Loan Document.
(c) The parties hereto expressly acknowledge that it is not their intention that this Amendment or any of
the other Loan Documents executed or delivered pursuant hereto constitute a novation of any of the obligations, covenants or
agreements contained in the Guarantee and Collateral Agreement or any other Loan Document, but a modification thereof
pursuant to the terms contained herein.
(d) From and after the Effective Date, each reference in the Guarantee and Collateral Agreement to
“this Agreement”, “hereunder”, “hereof”, “herein” or words of like import referring to the Guarantee and Collateral
Agreement, and each reference in the other Loan Documents to the “Guarantee and Collateral Agreement”, “thereunder”,
“thereof” or words of like import referring to the Guarantee and Collateral Agreement shall mean and be a reference to the
Guarantee and Collateral Agreement as modified by this Amendment.
(e) This Amendment is, and shall be deemed to be, a Loan Document.
SECTION 5. Miscellaneous.
(a) Amendment, Modification and Waiver. This Amendment may not be amended nor may any
provision of this Amendment be waived except pursuant to a writing signed by each of the parties hereto.
(b) Entire Agreement. This Amendment, the Guarantee and Collateral Agreement and the other Loan
Documents constitute the entire agreement among the parties with respect to the subject matter of this Amendment and
thereof and supersede all other prior agreements and understandings, both written and verbal, among the parties or any of
them with respect to the subject matter of this Amendment.
(c) Applicable Law. This Amendment shall be construed in accordance with and governed by the laws
of the State of New York.
(d) Jurisdiction. Each party hereto hereby irrevocably and unconditionally submits, for itself and its
property, to the exclusive jurisdiction of any New York State court or Federal court of the United States of America sitting in
the Borough of Manhattan in New York City, and any appellate court from any thereof, in any action or proceeding arising
out of or relating to this Amendment, or for recognition or enforcement of any judgment, and each of the parties hereto
hereby irrevocably and unconditionally agrees that all claims in respect of any such action or proceeding may be heard and
determined in such New York State or, to the extent permitted by law, in such Federal court. Each of the parties hereto
agrees that a final judgment in any such action or proceeding shall be conclusive and may be enforced in other jurisdictions by
suit on the judgment or in any other manner provided by law. Nothing in this Amendment shall affect any right that the
Administrative Agent, the Collateral Agent or any Lender may otherwise have to bring any action
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or proceeding relating to this Amendment or the other Loan Documents against the Borrower, its Subsidiaries or any of their
respective properties in the courts of any jurisdiction.
(e) Waiver of Objection to Venue and Forum Non Conveniens. Each party hereto hereby
irrevocably and unconditionally waives, to the fullest extent it may legally and effectively do so, any objection which it may
now or hereafter have to the laying of venue of any suit, action or proceeding arising out of or relating to this Amendment in
any New York State or Federal court. Each of the parties hereto hereby irrevocably waives, to the fullest extent permitted
by law, the defense of an inconvenient forum to the maintenance of such action or proceeding in any such court.
(f) Consent to Service of Process. Each party to this Amendment irrevocably consents to service of
process in the manner provided for notices in Section 9.01 of the Credit Amendment. Nothing in any Loan Document shall
affect the right of any party to this Amendment to serve process in any other manner permitted by law.
(g) WAIVER OF JURY TRIAL. EACH PARTY HERETO HEREBY WAIVES, TO THE
FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY
IN RESPECT OF ANY LITIGATION DIRECTLY OR INDIRECTLY ARISING OUT OF, UNDER OR IN
CONNECTION WITH THIS AMENDMENT OR ANY OF THE OTHER LOAN DOCUMENTS. EACH PARTY
HERETO (A) CERTIFIES THAT NO REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PARTY HAS
REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY WOULD NOT, IN THE EVENT OF
LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER AND (B) ACKNOWLEDGES THAT IT AND THE
OTHER PARTIES HERETO HAVE BEEN INDUCED TO ENTER INTO THIS AMENDMENT AND BY, AMONG
OTHER THINGS, THE MUTUAL WAIVERS AND CERTIFICATIONS IN THIS SECTION.
(h) Severability. In the event any one or more of the provisions contained in this Amendment should be
held invalid, illegal or unenforceable in any respect, the validity, legality and enforceability of the remaining provisions
contained in this Amendment and therein shall not in any way be affected or impaired thereby (it being understood that the
invalidity of a particular provision in a particular jurisdiction shall not in and of itself affect the validity of such provision in any
other jurisdiction). The parties shall endeavor in good-faith negotiations to replace the invalid, illegal or unenforceable
provisions with valid provisions the economic effect of which comes as close as possible to that of the invalid, illegal or
unenforceable provisions.
(i) Counterparts. This Amendment may be executed in counterparts (and by different parties hereto on
different counterparts), each of which shall constitute an original but all of which when taken together shall constitute a single
contract, and shall become effective. Delivery of an executed signature page to this Amendment by facsimile (or other
electronic) transmission shall be as effective as delivery of a manually signed counterpart of this Amendment.
(j) Headings. The headings of this Amendment are for purposes of reference only and shall not limit or
otherwise affect the meaning of this Amendment.
[Remainder of this page intentionally left blank]
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IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed by their respective
authorized officers as of the day and year first above written.
AAC HOLDINGS, INC.,
as the Borrower
By:

/s/ Andrew W. McWilliams
Name: Andrew W. McWilliams
Title: Chief Financial Officer

[Signature Page to Amendment No. 1 to Guarantee and Collateral Agreement]

CREDIT SUISSE AG, CAYMAN ISLANDS BRANCH, as the
Administrative Agent
By:

/s/ Vipul Dhadda
Name: Vipul Dhadda
Title: Authorized Signatory

By:

/s/ Joan Park
Name: Joan Park
Title: Authorized Signatory

[Signature Page to Amendment No. 1 to Guarantee and Collateral Agreement]
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Section 3: EX-31.1 (EX-31.1)
Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT OF 2002
I, Michael T. Cartwright, certify that:
1.
2.

3.
4.

a)

b)

c)

d)

5.

a)
b)

Dated:

I have reviewed this Quarterly Report on Form 10-Q of AAC Holdings, Inc.;
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods covered by this report;
The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;
Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent
functions):
All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's
internal control over financial reporting.

May 9, 2018

By: /s/ Michael T. Cartwright
Michael T. Cartwright
Chairman and Chief Executive Officer
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Section 4: EX-31.2 (EX-31.2)
Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT OF 2002
I, Andrew W. McWilliams, certify that:
1.
2.

3.
4.

a)

b)

c)

d)

5.

a)
b)

Dated:

I have reviewed this Quarterly Report on Form 10-Q of AAC Holdings, Inc.;
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods covered by this report;
The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;
Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent
functions):
All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's
internal control over financial reporting.

May 9, 2018

By: /s/ Andrew W. McWilliams
Andrew W. McWilliams
Chief Financial Officer
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Section 5: EX-32.1 (EX-32.1)
Exhibit 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF
2002
In connection with the Quarterly Report of AAC Holdings, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 2018 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned hereby certifies, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to his knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Dated: May 9, 2018

By: /s/ Michael T. Cartwright
Michael T. Cartwright
Chairman and Chief Executive Officer

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and
furnished to the Securities and Exchange Commission or its staff upon request.
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Section 6: EX-32.2 (EX-32.2)
Exhibit 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF
2002
In connection with the Quarterly Report of AAC Holdings, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 2018, as filed with
the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned hereby certifies, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to his knowledge:
(1)
(2)

Dated:

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.
May 9, 2018

By: /s/ Andrew W. McWilliams
Andrew W. McWilliams
Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and
furnished to the Securities and Exchange Commission or its staff upon request.
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