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PART I

Item 1. Business

Company Overview

In this section "Civitas", "we", "us", the "Company" and "our" refer to Civitas Solutions, Inc. and its consolidated
subsidiaries. Throughout this Annual Report on Form 10-K we use the term "must serve" to describe the people we serve. We
consider "must-serve individuals" to be those that public policy has recognized a responsibility to support because they are
highly vulnerable by virtue of a condition acquired at birth or after birth, or their status as a minor, or as elders, and have
special needs and/or disabilities such that they need to be supported or cared for in the daily activities of living.

We are the leading national provider of home- and community-based health and human services to must-serve
individuals with intellectual, developmental, physical or behavioral disabilities and other special needs. These populations are
large, growing and increasingly being served in home- and community-based settings. Our clinicians and direct support
professionals develop customized service plans, delivered in non-institutional settings, designed to address a broad range of
often life-long conditions and to enable those we serve to thrive in less restrictive settings. We believe we offer a powerful
value proposition to government and non-public payors, referral sources and individuals and families by providing innovative,
high-quality and cost-effective services that enable greater independence, skill building and community involvement.

Since our founding in 1980, we have been a pioneer in the movement to provide home- and community-based services
for people who would otherwise be institutionalized. During our more than 37-year history, we have evolved from a single
residential program serving at-risk youth to a diversified national network providing an array of high-quality services and care
in large, growing and highly-fragmented markets. While we have the capabilities to serve individuals with a wide variety of
special needs and disabilities, we currently provide our services to individuals with intellectual and/or developmental
disabilities ("I/DD"), individuals with catastrophic injuries and illnesses, particularly acquired brain injury ("ABI"), youth with
emotional, behavioral and/or medically complex challenges, or at-risk youth ("ARY") and elders in need of day health services
to support their independence, or adult day health ("ADH").  As of September 30, 2017, we operated in 36 states, serving more
than 11,800 individuals in residential settings and more than 18,600 individuals in non-residential settings. We have a diverse
group of hundreds of public payors that fund our services with a combination of federal, state and local funding, as well as an
increasing number of non-public payors for our services to individuals with acquired brain injuries or other catastrophic injuries
and illnesses.

Our core strength is providing a continuum of residential, day and vocational programs, and periodic services to
support diverse populations with disabilities and special needs. We currently offer our services through a variety of models,
including (i) neighborhood group homes, most of which are residences for six or fewer individuals, (ii) host homes, or the
"Mentor" model, in which a person lives in the private home of a licensed providers, (iii) in-home settings, within which we
support an individual's independent living or provide therapeutic services, (iv) specialized community facilities to support
individuals with more complex medical, physical and behavioral challenges, and (v) non-residential care, consisting primarily
of day and vocational programs and periodic services that are provided outside the individual's home. As of September 30,
2017, our services were provided by approximately 22,900 full-time equivalent employees, as well as more than 3,800
independently-contracted host home providers.

The Company

Civitas Solutions, Inc. is the parent and public reporting entity of a consolidated group of subsidiaries that market their
services under The MENTOR Network tradename. Prior to October 1, 2015, Civitas Solutions, Inc. was a subsidiary of NMH
Investment, LLC ("NMH Investment"), which was formed in connection with the acquisition of our business by affiliates of
Vestar Capital Partners ("Vestar") in 2006. Approximately 52% of the Common Stock of Civitas Solutions, Inc. is owned by
Vestar. Our common stock is listed on the New York Stock Exchange under the ticker symbol CIVI .

Description of Services by Service Line

We have four service lines, I/DD, Post-Acute Specialty Rehabilitation Services ("SRS"), ARY and ADH.  Each service
line represents a reportable segment except ADH which is included within Corporate and Other.

We do not derive any revenues from countries outside the United States.
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Intellectual and/or developmental disabilities
Our I/DD programs include residential support, day habilitation, vocational services, case management, crisis

intervention and hourly support care. We provide services to these individuals through small group homes, Intermediate Care
Facilities for Individuals with Intellectual and/or Developmental Disabilities ("ICFs-I/DD"), host homes, in-home settings and
non-residential settings. We operate approximately 1,400 group homes and 150 ICFs-I/DD. As of September 30, 2017, we
provided I/DD services to approximately 18,100 individuals in 21 states. In fiscal 2017, our I/DD services generated net
revenue of $967.0 million, representing 65.6% of our net revenue. We receive substantially all our revenue for I/DD services
from a diverse group of state and local governmental payors.

Post-Acute Specialty Rehabilitation Services

Our SRS service line delivers health care and community-based health and human services to individuals who have
suffered acquired brain injury, spinal injuries and other catastrophic injuries and illnesses.

Within our SRS service line, our NeuroRestorative business unit is focused on rehabilitation and transitional living
services and our CareMeridian business unit is focused on the more medically-intensive post-acute care services. Our SRS
services range from sub-acute healthcare for individuals with intensive medical needs to day treatment programs, and include:
neurorehabilitation; neurobehavioral rehabilitation; specialized nursing; physical, occupational and speech therapies; supported
living; outpatient treatment; and pre-vocational services. Our goal is to provide a continuum of care to allow individuals to
achieve the highest level of function possible while enhancing their quality of life. We provide these services primarily through
specialized community facilities, small group homes, in-home and non-residential settings. As of September 30, 2017, our SRS
operations provided services in 25 states and served approximately 1,900 individuals nationally. In fiscal 2017, our SRS
services generated net revenue of $309.5 million, representing approximately 21.0% of our net revenue. In fiscal 2017, we
received 50% of our SRS revenue from non-public payors, such as commercial insurers, workers' compensation funds,
managed care and other private payors and 50% from state, local and federal governmental payors.

At-risk Youth

Our ARY programs include therapeutic foster care, family preservation, adoption services, early intervention, school-
based services and juvenile offender programs. Our individualized approach allows us to work with an ever-changing
population that is diverse demographically as well as in type and severity of condition. We provide these services through host
homes, group homes, educational settings, in their family homes and in other non-residential settings. As of September 30,
2017, we provided ARY services to approximately 5,800 children, adolescents and their families in 9 states. In fiscal 2017, our
ARY services generated net revenue of $141.7 million, representing 9.6% of our net revenue. We receive substantially all our
revenue for ARY services from a diverse group of state and local governmental payors.

Adult Day Health

Our newest service line, ADH, delivers elder services including case management, nursing oversight, medication
management, nutrition, daily living assistance, transportation, and therapeutic services. Our adult day health facilities provide
outpatient, center-based services to approximately 4,600 adults in a group environment in 3 states. In fiscal 2017, our ADH
services generated net revenue of $56.2 million, representing 3.8% of our net revenue. We receive substantially all our revenue
for ADH services from state and local governmental payors.

For additional information on the Company's service lines, please see note 19 to the consolidated financial statements.

Industry Overview

We provide home- and community-based services to large populations of individuals with intellectual, developmental,
physical or behavioral disabilities and other special needs. These populations are must serve due to the nature of their
disabilities, which in many cases are life-long and irreversible, or their status as children, adolescents, or elders. Within the
broader health and human services market, we currently serve four primary populations:

• I/DD. Based on reports prepared by Dr. David Braddock, public spending on I/DD services was estimated to be $65.2
billion in 2015, of which approximately 85% was spent to provide services in community settings of six or fewer beds,
our target market, and for other non-institutional services, including supported living, supported employment and
family assistance. In 2015, there were approximately 5.1 million individuals with an intellectual or developmental
disability across the nation. Over the past two decades, the delivery of services to the I/DD population in supervised
residential settings has grown significantly and, at the same time, there has been a shift from institutional settings to
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We typically cannot recover our increased labor costs from payors and must absorb them ourselves. We have incurred higher
labor costs in certain markets from time to time because of difficulty in hiring qualified direct support professionals. These
higher labor costs have resulted from increased wages and overtime and the costs associated with recruitment and retention,
training programs and use of temporary staffing personnel. In part to help with the challenge of recruiting and retaining direct
support professionals, we offer these employees a benefits package that includes paid time off, health insurance, dental
insurance, vision coverage, life insurance and a 401(k) plan, and these costs can be significant.

Although our employees are generally not unionized, we acquired one business in New Jersey in 2010 that currently
has approximately 42 employees who are represented by a labor union. From time to time, we experience attempts to unionize
certain of our non-union employees. In 2015, the National Labor Relations Board ("NLRB") issued a final rule that
significantly reduces the maximum number of days to hold a union election. This reduction in the open election period may
limit the Company's ability to adequately inform employees regarding the risks associated with unionization. Future
unionization activities could result in an increase of our labor and other costs. If any employees covered by a collective
bargaining agreement were to engage in a strike, work stoppage or other slowdown, we could experience a disruption of our
operations and/or higher ongoing labor costs, which could adversely affect our business, financial condition and results of
operations.

We expect increases in payroll expenses as a result of recent state and federal policy initiatives to increase the
minimum wage. Although such increases are not expected to be material, we cannot assure you that there will not be material
increases in the future.

Our business subjects us to substantial claims, litigation and governmental proceedings.

We are in the health and human services business and, therefore, we have been and continue to be subject to
substantial claims alleging that we, our employees or our Mentors failed to provide proper care for an individual we support.
We are also subject to claims by the individuals we support, our employees, our Mentors or community members against us for
negligence and intentional misconduct, or violation of applicable laws. Included in our recent claims are claims alleging
personal injury, assault, abuse, wrongful death, violations of wage and hour laws and other charges. For more information, see
"Item 3, Legal Proceedings".

We are subject to United States federal, state and local employment laws that expose us to potential liability if we are
determined to have violated such employment laws. Failure to comply with federal and state labor laws pertaining to minimum
wage, overtime pay, meal and rest breaks, unemployment tax rates, workers' compensation rates, citizenship or residency
requirements, and other employment-related matters may have a material adverse effect on our business or operations. In
addition, employee claims based on, among other things, discrimination, harassment or wrongful termination may divert
financial and management resources and adversely affect operations. We are further subject to the Fair Labor Standards Act
(which governs such matters as minimum wages, overtime and other working conditions) as well as state and local wage and
hour laws.

There are currently three pending complaints in California state court that allege certain wage and hour violations of
California laws and seek to be designated as class-actions. One additional wage and hour class action brought in California has
been settled and preliminarily approved by the court. The Company's policy is to accrue for all probable and estimable claims
using information available at the time the financial statements are issued. Actual claims could settle in the future at materially
different amounts due to the nature of litigation.

A litigation award excluded by, or in excess of, our third-party insurance limits and self-insurance reserves could have
a material adverse impact on our operations and cash flow and could adversely impact our ability to continue to purchase
appropriate liability insurance. Even if we are successful in our defense, lawsuits or regulatory proceedings could also
irreparably damage our reputation.

Regulatory agencies may initiate administrative proceedings alleging that our programs, employees or agents violate
statutes and regulations and seek to impose monetary penalties on us or ask for recoupment of amounts paid. We could be
required to incur significant costs to respond to regulatory investigations or defend against lawsuits and, if we do not prevail,
we could be required to pay substantial amounts of money in damages, settlement amounts or penalties arising from these legal
proceedings.



14

Reductions in reimbursement rates, a failure to obtain increases in reimbursement rates or subsequent negative audit
adjustments could adversely affect our revenue, cash flows and profitability.

Our revenue and operating profitability depend on our ability to maintain our existing reimbursement levels and to
obtain periodic increases in reimbursement rates to meet higher costs and demand for more services. Approximately 7.6% of
our revenue is derived from contracts based on a retrospective cost reimbursement model, whereby we are required to maintain
a certain cost structure in order to realize the specified rate. For such programs, if our costs are less than the required amount,
we are required to return a portion of the revenue to the payor. Some of our programs are also subject to prospective rate
adjustments based on current spending levels. For such programs, we could experience reduced rates in the future if our current
spending is not sufficient. If we are not entitled to, do not receive or cannot negotiate increases in reimbursement rates, or are
forced to accept a reduction in our reimbursement rates at approximately the same time as our costs of providing services
increase, including labor costs and rent, our margins and profitability could be adversely affected.

Changes in how federal and state government agencies operate reimbursement programs can also affect our operating
results and financial condition. Some states have, from time to time, revised their rate-setting methodologies in a manner that
has resulted in rate decreases. In some instances, changes in rate-setting methodologies have resulted in third-party payors
disallowing, in whole or in part, our requests for reimbursement. Any reduction in or the failure to maintain or increase our
reimbursement rates could have a material adverse effect on our business, financial condition and results of operations.
Changes in the manner in which state agencies interpret program policies and procedures or review and audit billings and costs
could also adversely affect our business, financial condition and operating results.

As a result of cost reporting, we have from time to time experienced audit adjustments which are based on subjective
judgments of reasonableness, necessity or allocation of costs in our services provided to individuals that we support. These
adjustments are generally required to be negotiated as part of the overall audit resolution and may result in paybacks to payors
and adjustments of our rates. We cannot assure you that our rates will be maintained or that we will be able to keep all
payments made to us, until an audit of the relevant period is complete.

Our information systems are critical to our business and a failure of those systems, or a failure to upgrade them when
required, could materially harm us.

We depend on our ability to store, retrieve, process and manage a significant amount of information, and to provide
our operations with efficient and effective accounting, census, incident reporting and other quality assurance systems. Our
information systems require maintenance and upgrading to meet our needs, which could significantly increase our
administrative expenses.

Any system failure that causes an interruption in service or availability of our critical systems could adversely affect
operations or delay the collection of revenues. Even though we have implemented network security measures, our servers are
vulnerable to computer viruses, hacking and similar disruptions from unauthorized tampering. The occurrence of any of these
events could result in interruptions, delays, the loss or corruption of data, or cessations in the availability of systems, all of
which could have a material adverse effect on our financial position and results of operations and harm our business reputation.
Furthermore, a loss of health care information could result in potential penalties in certain of our businesses if we fail to comply
with privacy and security standards in violation of HIPAA, as amended by the HITECH Act.

The performance of our information technology and systems is critical to our business operations. Our information
systems are essential to a number of critical areas of our operations, including:

• accounting and financial reporting;

• billing and collecting accounts;

• coding and compliance;

• clinical systems, including census and incident reporting;

• records and document storage; and

• monitoring quality of care and collecting data on quality and compliance measures.

In addition, as we continue to upgrade our systems, we run the risk of ongoing disruptions while we transition from
legacy, and often paper-based, systems. Disruptions in our systems could result in delays and difficulties in billing, which could
negatively affect our results from operations and cash flows. We may choose systems that ultimately fail to meet our needs, or
that cost more to implement and maintain than we had anticipated. Such systems may become obsolete sooner than expected,
our payors may require us to invest in other systems, and state and/or federal regulations may impose electronic records

















22

review audits and Payment Error Rate Measurement ("PERM") audits, among others. Any one of these audit activities may
identify claims that the auditors deem problematic and, following such determination, auditors may require recoupment of
claims by Medicaid to us.

On March 17, 2014, a federal regulation governing home- and community-based services became effective. The rule
establishes eligibility requirements for Medicaid home and community-based services provided under the "waiver" program.
The waiver program allows the states to furnish an array of home- and community-based services and avoid institutional care.
Under the new rule, home- and community-based settings must be integrated in and support full access to the greater
community, be selected by the individual from different setting options, ensure individual rights of privacy, and optimize
autonomy and independence in making life choices. The rule includes additional requirements for provider-owned or controlled
home and community-based residential settings, including that the individual has a lease or other legally enforceable
agreement, and standards related to the individual's privacy, control over schedule and visitors, and physical accessibility of the
setting. The rule requires that each state submit a transition plan to the federal government that describes how each state will
implement the new regulation.  At this juncture six states and the District of Columbia have received final approval of their
Statewide Transition Plans and it remains unclear how other states will implement this regulation. The rule presents some
implementation challenges, as some of the broad requirements may conflict with the needs and/or precautions that we must take
for some of the individuals that we serve. It is unclear how each state will seek to address this potential conflict, and the impact
and costs of implementation and compliance with this regulation are currently unknown. States have the option to request a
variation or delay of compliance with the federal standards for as long as five years from the effective date. Moreover, each
state Medicaid agency may interpret and submit different requests and extension timelines.

Any change in interpretations or enforcement of existing or new laws and regulations could subject our current
business practices to allegations of impropriety or illegality, or could require us to make changes in our homes, equipment,
personnel, services, pricing or capital expenditure programs, which could increase our operating expenses and have a material
adverse effect on our operations or reduce the demand for or profitability of our services.

Should we be found out of compliance with these statutes, regulations and policies, depending on the nature of the
findings, our business, our financial position and our results of operations could be materially adversely impacted.

Our financial results may suffer if we have to write off goodwill or other intangible assets.

A large portion of our total assets consists of goodwill and other intangible assets. Goodwill and other intangible
assets, net of accumulated amortization, accounted for 55.9% and 53.9% of the total assets on our consolidated balance sheets
as of September 30, 2017 and 2016, respectively.

We evaluate on a regular basis whether events and circumstances have occurred that indicate that all or a portion of the
carrying amount of goodwill or other intangible assets may no longer be recoverable, and is therefore impaired. Under current
accounting rules, any determination that impairment has occurred would require us to write-off the impaired portion of our
goodwill or the unamortized portion of our intangible assets, resulting in a charge to our earnings. We may not realize the value
of our goodwill or other intangible assets and we expect to engage in additional transactions that will result in our recognition
of additional goodwill or other intangible assets. During the years ended September 30, 2017 and 2016, we recorded goodwill
and intangible asset impairment charges of $31.0 million and $10.3 million, respectively associated with our ADH businesses.
(Refer to Note 7, "Goodwill and Intangible Assets")

The high level of competition in our industry could adversely affect our contract and revenue base.

We compete in a highly fragmented industry with a wide variety of competitors, ranging from small, local agencies to
a few large, national organizations. Competitive factors may favor other providers and reduce our ability to obtain contracts,
which would hinder our growth. Not-for-profit organizations are active in all states and range from small agencies, serving a
limited area with specific programs to multi-state organizations. Smaller local organizations may have a better understanding of
the local conditions and may be better able to gain political and public acceptance. Not-for-profit providers may be affiliated
with advocacy groups, health organizations or religious organizations that have substantial influence with legislators and
government agencies. Increased competition may result in pricing pressures, loss of or failure to gain market share or loss of
individuals we serve or payors, any of which could harm our business.
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Home and community-based human services may become less popular among our targeted populations and/or state and
local governments, which would adversely affect our results of operations.

Our growth depends on the continuation of trends in our industry toward providing services to individuals in smaller,
community-based settings and increasing the percentage of individuals served by non-governmental providers. For example,
during the course of much of the last decade, state governments increasingly adopted policies that emphasized greater family
preservation and family reunification for at-risk youth, which reduced the demand for foster care services, caused us to adapt
our service offerings and contributed to our decision to divest ARY operations in six states.  Shifts in public policy and,
therefore, our future success, are subject to a variety of political, economic, social and legal pressures, all of which are beyond
our control. A reversal in the downsizing and privatization trends could reduce the demand for our services, which could
adversely affect our revenue and profitability.

Covenants in our senior credit agreement impose several restrictions on our business.

The senior credit agreement contains various covenants that limit our ability to, among other things:

• incur additional debt or issue certain preferred shares;

• pay dividends on or make distributions in respect of capital stock or make other restricted payments;

• make certain investments;

• sell certain assets;

• create liens on certain assets to secure debt;

• enter into agreements that restrict dividends from subsidiaries;

• consolidate, merge, sell or otherwise dispose of all or substantially all of our assets; and

• enter into certain transactions with our affiliates.

The senior credit agreement governing the senior secured credit facilities also requires us to maintain a specified
financial ratio in the event that we draw greater than 30% of the revolving commitment under our senior revolver. Our ability to
meet this financial ratio could be affected by events beyond our control. The breach of any of these covenants or financial ratio
could result in a default under the senior secured credit facilities and our lenders could elect to declare all amounts borrowed
thereunder, together with accrued interest, to be due and payable and could proceed against the collateral securing that
indebtedness.

If we are not successful in expanding into adjacent markets, our growth strategy could suffer.

Our growth strategy depends on pursuing opportunities in adjacent markets, and we may not be successful in adapting
our service models to markets or service lines in which we have little or no prior experience. We recently expanded into the
ADH services market. In the ADH services market, competition for elders to serve can sometimes be intense and employees
may leave and compete. In the future, we may explore other adjacent markets, such as services to youth with autism and
individuals with mental health issues, which would expose us to additional operational, regulatory and legal risks. Serving other
populations may require compliance with additional federal and state laws and regulations which may differ from the laws and
regulations that apply to the populations we currently serve. Compliance with new laws and regulations may result in
unanticipated expenses or liabilities. Programs we open in adjacent markets may also take longer to reach expected revenue and
profit levels on a consistent basis and may have higher occupancy or operating costs than programs in our existing markets,
which may affect our overall profitability. Adjacent markets may have different payors, referral sources, staffing requirements,
individual preferences and competitive conditions. We may find it more difficult to hire, motivate and keep qualified direct care
workers and other employees in these adjacent markets. We may need to augment our staffing to meet regulatory requirements,
and the overall cost of labor may be higher. As a result, we may not be successful in diversifying the populations we serve, and
we may fail to capture market share in adjacent markets. If any steps taken to expand our existing business into adjacent
markets are unsuccessful, we may not be able to achieve our growth strategy and our business, financial condition or results of
operations could be adversely affected.
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Revenue:

increase in net sales adjustments was higher accounts receivable reserve levels in our CareMeridian business unit that resulted
from changes in our collectability assumptions for certain aged accounts receivable. In addition, favorable adjustments to our
reserves in the prior year that did not recur in fiscal 2017 contributed to the increase in sales adjustments.

Consolidated income from operations decreased from 4.1% of gross revenue, or $57.7 million, in fiscal 2016 to 2.7%
of gross revenue, or $40.9 million, in fiscal 2017. The decrease in our operating margin was primarily due to $31.0 million of
goodwill and intangible impairment charges during fiscal 2017.  The impairment charges include $28.0 million of goodwill
impairment charges and $3.0 million of intangible impairment charges, both of which related to our ADH reporting unit (see
Note 7 to our consolidated financial statements for more information on the goodwill impairment).  The goodwill impairment
was attributable to a reduction in the profit projections of the core ADH business and a decrease in the forecasted contributions
from future new start programs as compared to the prior year's projections. The tradename impairment was the result of our
decision to phase in one national brand name for our ADH business unit.  In addition to these charges, our margin was
negatively impacted by increases in direct expense due to higher overtime pay, especially within our I/DD segment, an increase
in health insurance expense and higher occupancy costs as a percentage of revenue compared to fiscal 2016. The decrease in
operating margin was partially offset by an $8.6 million decrease in stock-based compensation (see Note 12 to our consolidated
financial statements for more information on the former equity plan), the effect of approximately $2.0 million of exit costs
associated with the ARY Divestitures recorded in the prior year, and lower general and administrative costs as a percentage of
revenue resulting from management's continued focus optimizing the Company's costs structure.

I/DD Results of Operations

The following table sets forth the results of operations for the I/DD segment for the periods indicated (in thousands):

Amount

Year ended September 30,

2017 2016

% of gross
revenue Amount

% of gross
revenue

Increase
(Decrease)

Change in %
of gross
revenue

I/DD gross revenue $ 977,843 100.0 % $ 946,064 100.0 % $ 31,779

Sales adjustments (10,810) (1.1)% (10,123) (1.1)% (687) -%

I/DD net revenue 967,033 98.9 % 935,941 98.9 % 31,092 -%

Cost of revenue:
      

Direct labor costs 627,625 64.2 % 602,113 63.6 % 25,512 0.6 %

Direct program costs 39,626 4.1 % 39,344 4.2 % 282 (0.1)%

Direct occupancy costs 68,212 7.0 % 63,448 6.7 % 4,764 0.3 %

Other direct costs 42,043 4.3 % 40,731 4.3 % 1,312 -%

Total cost of revenues 777,506 79.6 % 745,636 78.8 % 31,870 0.8 %

General and administrative 50,551 5.2 % 50,026 5.3 % 525 (0.1)%

I/DD EBITDA 138,976 14.1 % 140,279 14.8 % (1,303) (0.7)%

Depreciation and amortization 37,445 3.8 % 37,850 4.0 % (405) (0.2)%

Income from Operations $ 101,531 10.3 % $ 102,429 10.8 % $ (898) (0.5)%

I/DD gross revenue

I/DD gross revenue for the year ended September 30, 2017 increased by $31.8 million, or 3.4%, compared to the year
ended September 30, 2016. The increase in I/DD gross revenue included $19.8 million from organic growth and $12.0 million
from acquisitions that closed during and after the year ended September 30, 2016. The organic growth was the result of a 1.7%
increase in average billing rates and a 0.4% increase in volume compared to the year ended September 30, 2016.
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Revenue:

I/DD EBITDA 

I/DD EBITDA decreased from $140.3 million during the year ended September 30, 2016 to $139.0 million during the
year ended September 30, 2017.  I/DD EBITDA as a percentage of gross revenue decreased from 14.8% during the year ended
September 30, 2016 to 14.1% during the year ended September 30, 2017. The decrease in our I/DD EBITDA margin was due
to an increase in cost of revenues as a percentage of gross revenue compared to the prior year.

I/DD cost of revenues for the year ended September 30, 2017 increased, as a percentage of gross revenue, by 0.8%,
compared to the year ended September 30, 2016. This was primarily due to an increase in direct labor costs of 0.6%, and an
increase in direct occupancy costs of 0.3% . The increase in direct labor costs was due to higher amounts of overtime pay as we
continue to experience increased competition for labor in some markets and an increase in health insurance expense due to
higher enrollment and utilization compared to the year ended September 30, 2016. The increase in direct occupancy costs as a
percentage of gross revenue was primarily due to certain programs with higher levels of open occupancy and increases in rent,
utilities, and repairs and maintenance costs.

I/DD general and administrative expenses remained relatively consistent as a percentage of gross revenue during the
year ended September 30, 2017, compared to the year ended September 30, 2016.

I/DD Depreciation and amortization expense

Depreciation and amortization expense decreased $0.4 million or 0.2% as a percentage of gross revenue, compared to
the year ended September 30, 2016.  The decrease as a percentage of gross revenue was the result of certain intangible assets
becoming fully amortized during the year ended September 30, 2017.

SRS Results of Operations

The following table sets forth the results of operations for the SRS segment for the periods indicated (in thousands):

Amount

Year ended September 30,

2017 2016

% of gross
revenue Amount

% of gross
revenue

Increase
(Decrease)

Change in %
of gross
revenue

SRS gross revenue $ 317,196 100.0 % $ 289,978 100.0 % $ 27,218

Sales adjustments (7,653) (2.4)% (885) (0.3)% (6,768) (2.1)%

SRS net revenue 309,543 97.6 % 289,093 99.7 % 20,450 (2.1)%

Cost of revenue:
      

Direct labor costs 162,990 51.4 % 147,425 50.8 % 15,565 0.6 %

Direct program costs 21,916 6.9 % 20,201 7.0 % 1,715 (0.1)%

Direct occupancy costs 35,275 11.1 % 33,037 11.4 % 2,238 (0.3)%

Other direct costs 8,366 2.6 % 7,731 2.7 % 635 (0.1)%

Total cost of revenue 228,547 72.0 % 208,394 71.9 % 20,153 0.1 %

General and administrative 29,197 9.2 % 25,844 8.9 % 3,353 0.3 %

SRS EBITDA 51,799 16.4 % 54,855 18.9 % (3,056) (2.5)%

Depreciation and amortization 23,622 7.4 % 23,412 8.1 % 210 (0.7)%

Income from Operations $ 28,177 9.0 % $ 31,443 10.8 % $ (3,266) (1.8)%
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fiscal 2017, 2016 and 2015. California, our second largest state, accounted for 10% of our net revenue in fiscal 2017.  No other
states accounted for 10% or more of our net revenue during fiscal years 2017, 2016, or 2015.

Revenue Recognition

Revenue is reported net of allowances for unauthorized sales and estimated sales adjustments. Revenue is also
reported net of any state provider taxes or gross receipts taxes levied on services the Company provides. Sales adjustments are
estimated based on an analysis of historical sales adjustments and recent developments in payment trends. Revenue is
recognized when evidence of an arrangement exists, the service has been provided, the price is fixed or determinable and
collectability is reasonably assured.

The Company recognizes revenue for services performed pursuant to contracts with various state and local
government agencies and private health care agencies.  The payment terms and rates of our contracts vary by jurisdiction and
service type. The Company has four types of contractual arrangements with payors which include negotiated contracts, fixed
fee contracts, retrospective reimbursement contracts and prospective payments contracts.  Under the Company's units-of-
service contracts, which include negotiated contracts and fixed fee contacts, revenue is recognized at the time the service is
performed.  Under the Company's cost reimbursement contracts, which include retrospective reimbursement contracts and
prospective payment contracts, revenue is recognized at the time the service costs are incurred.  For the Company's cost-
reimbursement contracts, the rate provided by the payor is based on a certain level of service and types of costs incurred in
delivering the service.  From time to time, the Company receives payments under cost-reimbursement contracts in excess of the
allowable costs required to support those payments. In such instances, the Company estimates and records a liability for such
excess payments. At the end of the contract period, any balance of excess payments is maintained as a liability until it is
reimbursed to the payor or until the Company has exhausted efforts to make the reimbursement. Revenue in the future may be
affected by changes in rate-setting structures, methodologies or interpretations that may be enacted in states where the
Company operates or by the federal government.

Cost of Revenue

The Company classifies expenses directly related to providing services as cost of revenue, except for depreciation
and amortization related to cost of revenue, which are shown separately in the consolidated statements of income. Direct costs
and expenses principally include salaries and benefits for service provider employees, per diem payments to independently
contracted host-home caregivers ("Mentors"), residential occupancy expenses, which are primarily composed of rent and
utilities related to facilities providing direct care, certain expenses, such as food and medicine and transportation costs for
individuals requiring services, professional and general liability expense, employment practices liability expense and workers'
compensation expense.

Property and Equipment

Property and equipment are recorded at cost and are depreciated using a straight-line method when placed into
service, based on their estimated useful lives as follows:

Asset Description Estimated Useful Life

(in years)

Land Indefinite
Building 30
Building improvements 10
Leasehold improvements Not to exceed 7 years or length of lease
Vehicles  5
Computer hardware and software 3
Furniture, fixtures and equipment 3-5

Capital lease assets are depreciated over the lesser of the lease term or the useful life of the asset. Expenditures for
maintenance and repairs are charged to operating expenses as incurred. When assets are sold or retired, the corresponding cost
and accumulated depreciation are removed from the related accounts and any gain or loss is recorded in the period of the sale
or retirement.



F-11

Accounts Receivable
Accounts receivable primarily consist of amounts due from government agencies, not-for-profit providers and

commercial insurance companies. An estimated allowance for doubtful accounts is recorded to the extent it is probable that a
portion or all of a particular account will not be collected. In evaluating the collectability of accounts receivable, the Company
considers a number of factors, including payment trends in individual states, age of the accounts and the status of ongoing
disputes with third party payors. Complex rules and regulations regarding billing and timely filing requirements in various
states are also a factor in our assessment of the collectability of accounts receivable. Actual collections of accounts receivable
in subsequent periods may require changes in the estimated allowance for doubtful accounts. Changes in these estimates are
charged or credited to revenue as a contractual allowance in the consolidated statements of income in the period of the change
in estimate.

Goodwill and Indefinite-lived Intangible Assets

The Company reviews costs of purchased businesses in excess of the fair value of net assets acquired (goodwill),
and indefinite-lived intangible assets for impairment at least annually, unless significant changes in circumstances indicate a
potential impairment may have occurred sooner. The Company conducts its annual impairment test for both goodwill and
indefinite-lived intangible assets on July 1st of each year.

In fiscal 2016, the Company conducted the goodwill impairment test on a reporting unit basis using the two step
process in accordance with the guidance in ASC 350. The Company had the option to first assess qualitative factors to
determine whether further impairment testing is necessary. The Company elected to bypass the qualitative assessments and
proceeded directly to the two-step impairment test. The first step is to compare the fair value of the reporting unit with its
carrying value. The fair value of the reporting unit is determined by using the income approach, specifically the discounted
cash flow method. If the carrying amount of the reporting unit exceeds its fair value then the second step of the goodwill
impairment test is performed. The second step of the goodwill impairment test compares the implied fair value of the reporting
unit's goodwill with the carrying amount of that goodwill in order to determine the amount of impairment to be recognized.
The excess of the carrying value of goodwill above the implied goodwill, if any, would be recognized as an impairment charge.
Fair values are estimated using the discounted cash flow method.

As of July 1, 2017, the Company adopted ASU No. 2017-04-Intangibles-Goodwill and Other (Topic 350):
Simplifying the Test for Goodwill Impairment. The update eliminates Step 2 from the goodwill impairment test to simplify the
subsequent measurement of goodwill. The annual impairment test is performed by comparing the fair value of a reporting unit
with its carrying value. The fair value of the reporting unit is determined by using the income approach, specifically the
discounted cash flow method. If the fair value of the reporting unit exceeds its carrying amount, goodwill is not impaired and
no further testing is required. If the fair value of the reporting unit is less than the carrying value, an impairment charge is
recognized for the amount by which the carrying amount exceeds the reporting unit's fair value; however, the loss recognized
should not exceed the total amount of goodwill allocated to that reporting unit.

For its indefinite-lived intangible assets, the Company has elected to bypass the qualitative assessments and
proceed directly to the quantitative impairment test. The impairment test for indefinite-lived intangible assets requires the
determination of the fair value of the intangible asset. If the fair value of the indefinite-lived intangible asset is less than its
carrying value, an impairment loss is recognized in an amount equal to the difference. Fair values are estimated using the relief
from royalty method.

As described above, the fair value of a reporting unit is based on discounted estimated future cash flows. The
assumptions used to estimate fair value include management's best estimates of future operating cash flows, including revenue
growth, tax rates, capital expenditures, discount rates and working capital changes. As such, actual results may differ from
these estimates and lead to a revaluation of the Company's goodwill and indefinite-lived intangible assets.

Impairment of Long-Lived Tangible and Intangible Assets

The Company reviews long-lived tangible and intangible assets for impairment when events or circumstances have
occurred that indicate the estimated useful life of these assets may warrant revision or that the carrying amount of these assets
may be impaired.  To compute whether assets have been impaired, the estimated undiscounted future cash flows for the
estimated remaining useful life of the assets are compared to the carrying value. To the extent that the future cash flows are less
than the carrying value, the assets are written down to the estimated fair value of the asset.
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Income Taxes
The Company accounts for income taxes using the asset and liability method. Under this method, deferred tax

assets and liabilities are determined by multiplying the differences between the financial reporting and tax reporting bases for
assets and liabilities by the enacted tax rates expected to be in effect when such differences are recovered or settled.  Valuation
allowances on deferred tax assets are estimated based on the Company's assessment of the realizability of such amounts.

The Company recognizes the benefits of tax positions when certain criteria are satisfied. The Company may
recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained
on examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the
financial statements from such a position should be measured based on the largest benefit that has a greater than fifty percent
likelihood of being realized upon ultimate settlement. The Company recognizes interest and penalties related to uncertain tax
positions as a component of income tax expense which is consistent with the recognition of these items in prior reporting
periods.

Derivative Financial Instruments

The Company reports derivative financial instruments on the balance sheet at fair value and establishes criteria for
designation and effectiveness of hedging relationships. Changes in the fair value of derivatives are recorded each period in
current operations or in the consolidated statements of comprehensive income (loss) depending upon whether the derivative is
designated as part of a hedge transaction and, if it is, the type of hedge transaction.

The Company, from time to time, enters into interest rate swap agreements to hedge against variability in cash
flows resulting from fluctuations in the benchmark interest rate, which is LIBOR, on the Company's debt. These agreements
involve the exchange of variable interest rates for fixed interest rates over the life of the swap agreement without an exchange
of the notional amount upon which the payments are based. On a quarterly basis, the differential to be received or paid as
interest rates change is accrued and recognized as an adjustment to interest expense in the accompanying consolidated
statements of income. In addition, on a quarterly basis, the mark to market valuation is recorded as an adjustment to gain (loss)
on derivative within the consolidated statements of comprehensive income with any ineffective portion recorded to gain (loss)
on derivatives within the consolidated statement of income. The related amount receivable from or payable to counterparties is
included as an asset or liability, respectively, in the Company's consolidated balance sheets.

Stock-Based Compensation

Prior to the Company's initial public offering ("IPO"), NMH Investment maintained an equity-based compensation
plan, and from time to time it issued units of limited liability company interests pursuant to such plan. The units were available
for issuance to the Company's employees and members of the Board of Directors. The Company recognized the fair value of
these awards as compensation expense over the requisite services period or when the satisfaction of the vesting conditions were
determined to be probable.

In October 2015, NMH Investment distributed all of the 25,250,000 shares of our common stock it held to its
existing members in accordance with their respective membership interests and pursuant to the terms of the NMH Investment's
Limited Liability Company Agreement and the management unitholders agreements (the "Distribution"). The Distribution
triggered the vesting conditions for all unvested awards. As a result, the Company recorded compensation expense of $10.5
million that is included in General and administrative expense on the consolidated statement of income during the year ended
September 30, 2016.

In fiscal 2014, Civitas adopted an equity-based compensation plan and began issuing stock-based awards including
non-qualified stock options ("NSOs"), restricted stock units ("RSUs"), and performance based restricted stock units ("PRSUs").
The Company recognizes the fair value of stock-based compensation expense over the requisite service period of the individual
grantee, which equals the vesting period. The fair value of each NSO granted was estimated on the grant date using the Black-
Scholes valuation model. The fair value of each RSU was determined based on the Company's closing stock price on the date
of grant.  The fair value of each PRSU was determined based on either the Company's closing stock price on the date of grant
or through a Monte Carlo simulation methodology for those awards that included a market condition.  The number of
performance based restricted stock units earned is determined based on the Company's attainment of predefined performance
targets set by the Compensation Committee. At each reporting period, the Company assesses the number of performance based
restricted stock units expected to vest based on the expected attainment of the performance targets. The Company is required to
estimate future forfeitures of stock-based awards for recognition of compensation expense. The Company will record additional
expense if the actual forfeitures are lower than estimated and will record a recovery of prior recognized expense if the actual
forfeitures are higher than estimated. The actual expense recognized over the vesting period will only be for those awards that
vest.
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A reconciliation of EBITDA to income from continuing operations on a consolidated basis is as follows:

Year Ended September 30

2017 2016 2015

EBITDA $ 117,305 $ 129,619 $ 126,876
Less:    

Depreciation and amortization 75,713 73,061 71,512
Interest expense, net (1) 33,397 33,811 37,943
Intangible asset impairment charges (2) - - 10,660

Income from continuing operations before income taxes $ 8,195 $ 22,747 $ 6,761
(1) Interest expense, net includes interest income and acquisition related contingent consideration liabilities which is included in
Other income (expense) in the consolidated statement of income.
(2) Fiscal 2015 amounts represent impairment charges related to definite-lived intangible assets that have been reclassified to
conform with the 2017 presentation as a separate statement of income item.

20. Net Income Per Share

Basic net income per common share is computed by dividing net income by the basic weighted average number of
common shares outstanding during the period. Diluted net income per common share is computed by dividing net income by
the diluted weighted average number of common shares and common equivalent shares outstanding during the period. The
weighted average number of common equivalent shares outstanding has been determined in accordance with the treasury-stock
method. Common equivalent shares consist of common stock issuable on the exercise of outstanding options and vesting of
restricted stock units when dilutive.

The following table sets forth the computation of basic and diluted earnings per share ("EPS"):

Year Ended September 30,

2017 2016 2015

Numerator
Net income $ 6,331 $ 9,187 $ 3,072
Denominator
Weighted average shares outstanding, basic 37,302,941 37,112,794 36,959,997
Weighted average common equivalent shares 163,384 150,121 128,635
Weighted average shares outstanding, diluted 37,466,325 37,262,915 37,088,632
Net income per share, basic and diluted $ 0.17 $ 0.25 $ 0.08

Equity instruments excluded from diluted net income
per share calculation as the effect would have been anti-
dilutive:

   

Stock options 789,702 534,312 1,758
Restricted stock units 92,435 83,793 5,664

21. Stock-Based Compensation

Summary of Stock-Based Compensation Plans

2014 Plan

Civitas maintains a 2014 Omnibus Incentive Plan ("2014 Plan"). As of September 30, 2017, the 2014 Plan
authorized the issuance of up to 6,663,240 shares of common stock as stock-based awards, including incentive stock options
("ISOs"), non-qualified stock options ("NSOs"), restricted stock units ("RSUs") and performance based restricted stock units
("PRSUs").
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Stock Options
For the years ended September 30, 2017, 2016 and 2015, Civitas issued 319,604, 230,739 and 12,168 NSOs,

respectively, which vest over three years (one-third each year). The fair value of each option granted was estimated on the grant
date using the Black-Scholes valuation model with the following assumptions:

2017 2016 2015

Risk-free interest rate 1.83% - 2.08% 1.32% - 1.92% 1.69% - 1.74%
Expected term 6 years 6 years 6 years
Expected volatility 34.32% - 36.21% 34.65% - 36.20% 38.80% - 40.40%
Expected dividend yield -% -% -%

Risk-free interest rate - The risk-free interest rate is equal to the U.S. federal Treasury bond rate consistent with the
expected term assumption.

Expected term - Expected term represents the period that Civitas' option grants are expected to be outstanding. As
Civitas had been operating as a private company, there is not sufficient historical data to calculate the expected term of the
options. Therefore, management elected to utilize the "simplified method" to determine the expected term assumption. Under
this approach, the weighted average expected life is presumed to be the average of the vesting term and the contractual term of
the option.

Expected volatility - Management has estimated volatility for the units granted based on the historical volatility for
a group of companies believed to be a representative peer group, selected based on industry and market capitalization, due to
lack of sufficient historical publicly traded prices of our own common stock.

Expected dividend yield - The expected dividend yield is zero as dividends are not expected to be paid in the
foreseeable future.

The fair value of the stock options on the date of grant, less an estimated forfeiture rate, is recognized as expense in
the Company's consolidated financial statements on a straight-line basis over the requisite service periods (vesting term) of the
awards. The Company will record additional expense if the actual forfeitures are lower than the estimated and will record a
recovery of prior recognized expense if the actual forfeitures are higher than estimated.  The actual expense recognized over the
vesting period will only be for those awards that vest.

The table below summarizes our stock option activity during fiscal year 2017:

Number of
Shares

Weighted-
Average

Exercise Price
per Share

Weighted-
Average

Remaining Life
(Years)

Aggregate
Intrinsic

Value

Outstanding at September 30, 2016 709,832 $ 19.42
Granted 319,604 16.90
Forfeited 82,823 19.16
Exercised 59,426 16.92
Expired 9,406 24.29
Outstanding at September 30, 2017 877,781 $ 18.65 7.9 $ 1,045
Vested or expected to vest as of September 30, 2017 857,299 $ 18.65 7.8 $ 1,020
Exercisable at September 30, 2017 457,195 $ 18.07 6.9 $ 580

The total intrinsic values of options exercised  was less than $0.1 million for each of the years ended September 30,
2017, 2016 and 2015.  As of September 30, 2017, there was $2.1 million of unrecognized compensation cost related to
unvested stock options. This cost is expected to be recognized over a weighted-average period of 1.9 years.

Restricted Stock Unit Awards (RSUs)

For the years ended September 30, 2017, 2016 and 2015, Civitas granted 566,668, 283,865 and 39,393 RSUs,
respectively, to employees and members of the Board of Directors. The fair value of all RSUs is based on the closing market
value of our stock on the date of grant. The weighted average per share grant date fair value of the RSUs granted during the
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years ended September 30, 2017, 2016 and 2015 was $17.79, $23.99, and $18.00, respectively.  These awards will vest over
three years (one-third each year) for employee grants and one year (100% on the first anniversary of the grant date) for grants
to members of the Board of Directors.

The fair value of the restricted stock unit awards on the date of grant, less an estimated forfeiture rate for employee
grants, will be recognized as expense in the Company's consolidated financial statements on a straight-line basis over the
requisite service periods (vesting term) of the awards. The Company will record additional expense if the actual forfeitures are
lower than estimated and will record a recovery of prior recognized expense if the actual forfeitures are higher than estimated.
The actual expense recognized over the vesting period will only be for those awards that vest.

A summary of our issued restricted stock unit awards is as follows:

Number of
Restricted Stock

Units

Weighted Average
Grant-

Date Fair Value

Non-vested units at September 30, 2016 442,528 $ 21.24
Granted 566,668 17.79
Forfeited 78,210 19.21
Vested 253,580 19.62
Non-vested units at September 30, 2017 677,406 $ 19.20

The total fair values of RSUs that vested during the years ended September 30, 2017, 2016 and 2015 was $4.5
million, $3.1 million and $5.3 million, respectively. As of September 30, 2017, there was $9.4 million of unrecognized
compensation expense related to unvested restricted stock unit awards. This cost is expected to be recognized over a weighted-
average period of 2.0 years.

Performance Based Restricted Stock Units (PRSUs)

During the year ended September 30, 2016, the Company awarded 42,467 PRSUs under the 2014 Plan.  The
PRSUs vest based upon the achievement of established performance targets in the third year of the three year performance
period, or fiscal 2018.  The number of PRSUs that may vest varies between 0%-200% based on the achievement of such goals
and thereafter may increase or decrease by 25% based on the performance of the Company's common stock in relation to the
Russell 2000 Healthcare Index.  The PRSUs were valued at $19.84 per share based on a Monte Carlo simulation methodology
on the date of grant.

During the year ended September 30, 2017, the Company awarded 45,624 PRSUs under the 2014 Plan. The PRSUs
vest based upon the achievement of established performance targets in the third year of the three year performance period, or
fiscal 2019.  The number of PRSUs that may vest varies between 0%-200% based on the achievement of such goals.  The
PRSUs were valued at $19.85 per share based on the closing price of the Company's common stock on the date of grant.

To calculate compensation expense, the Company forecasts the likelihood of achieving the predefined performance
targets and calculates the number of PRSUs expected to be earned. As of September 30, 2017, we expect to recognize $0.7
million of stock-based compensation expense related to our outstanding PRSUs based on our expected attainment levels.  This
cost is expected to be recognized over a weighted-average period of 2.0 years.

A summary of PRSU activity for the year ended September 30, 2017 is as follows:

Number of
Performance

Based
Restricted Stock

Units

Weighted Average
Grant-

Date Fair Value

Non-vested units at September 30, 2016 42,467 $ 19.84
Granted 45,624 19.85
Forfeited (3,586) 19.84
Vested - -
Non-vested units at September 30, 2017 84,505 $ 19.85
Units expected to vest as of September 30, 2017 45,624 $ 19.85
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