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SPECIAL EDUCATION SERVICES

Q2 2018
SCHOOL-BASED THERAPY AND AUTISM SPOTLIGHT

MERGER & ACQUISTION OVERVIEW

Merger and acquisition (M&A) volume in the industry has been precisely on
pace with last spring, with 23 deals announced or closed year-to-date in both
2018 and 2017. A closer look at the numbers reveals that two verticals in
particular, school-based therapy and autism treatment, are seeing intensifying
M&A activity. Through Q2 2018 10 deals have been announced or closed in
these verticals compared to six deals through the same period in 2017.

Quality companies in these verticals are securing robust valuations based on
attractive organic and inorganic growth dynamics, excellent revenue visibility
and certainty (school-based therapy), and scarcity of assets achieving scale
(autism treatment). This year started with a flurry of deals, including Five Arrows
Capital Partners’ acquisition of The Stepping Stones Group, The Halifax Group’s
investment in Chancelight Behavioral Health, Therapy & Education, and
Blackstone's acquisition of the Center for Autism and Related Disorders.

Mounting recognition of the benefits of early intervention and intensive therapy
to improve educational outcomes and reduce costs has spurred improved and
earlier diagnosis of autism and learning disabilities, as well as mandatory
insurance coverage for autism treatment in 47 states. Consequently, 13.0% of
public school students receive special education services and today one in 59
children are diagnosed with Autism Spectrum Disorder, double the prevalence
rate in 2008. Private equity (PE) firms are keenly aware of these trends and are
aggressively pursuing companies serving children with special needs. Detailed
below is a sampling of PE backed firms active in the sector.
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KEY TRENDS & DRIVERS

$1 2 OB IN 2019 FEDERAL FUNDING FOR
. CHILDREN WITH SPECIAL NEEDS

Children and youth in public schools who received special
education services increased from 4.7 million in the early
1990s to 6.7 million in 2016, according to the National
Center for Education Statistics. This constituted
approximately 13.0% of total public school enrollment.
To help aid these students, the government offers state
grants under the Individuals with Disabilities Education
Act (IDEA). In the President’'s 2019 budget, funding set
for this program increased to $12.0 billion.2
Percent of Children and Youth* under IDEA
(by Disability Type, 2015-2016)
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*US children and youth aged 3-21
Source: National Center for Education Statistics

Transactions such as Five Arrows’ acquisition of the
Stepping Stones Group, The Halifax Group’s investment in
Chancelight Behavioral Health, Therapy and Education
(both detailed on the following page), and Sequel Youth
and Family Services purchase of special education schools
Aaron and Rebecca (January 2018) showcase the demand
for special needs educational service providers. Webster
Capital also acquired Behavior Development Group (BDG)
in May, a provider of Applied Behavior Analysis to
children with autism spectrum disorder (ASD) in Florida,
Massachusetts, and Wisconsin.
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1 IN 59 CHILDREN ARE DIAGNOSED WITH
AUTISM SPECTRUM DISORDER

The prevalence of children born with ASD in the US is
rapidly increasing. In 2018, the CDC estimated that one in
59 children (1.7%) have been diagnosed with ASD by the
age of eight, more than double that of 2008, when the
CDC reported a prevalence of one in 125 children The
US Autism Treatment market is projected to grow at
annualized rate of 3.9% between 2016 and 2022, to $2.2
billion, according to Market Research.#

Prevalence of Children* Diagnosed with Autism
(2004 - 2018)

1in 59
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1in 88
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1in 166 1in 150
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*US children diagnosed by age eight
Source: Autism Speaks, Center for Disease Control and Prevention

In addition, 47 states thus far have enacted laws requiring
private insurance carriers to provide coverage for the
treatment of ASD, an increase from just 38 states in 2014,
which will significantly change the payor mix moving
forward. With a continued rise in the number of students
diagnosed with disabilities, strong federal funding levels,
and additional coverage from private insurers, providers
of behavioral health and therapy services to children with
learning and physical disabilities, autism, special learning
needs, and behavioral issues will continue to remain in
high demand, resulting in attractive valuations.

o

There is a tremendous opportunity to
expand access to these critical services
for the severely underserved population
of children with ASD, and we look
forward to helping BDG close that gap. ))

-John Garbarino, Webster Capital
Press Release, May 16, 2018°
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NOTABLE TRANSACTIONS

Several notable transactions have already been announced or completed in the industry in 2018. Select transactions are outlined
below, followed by a more comprehensive list on the following page.
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The Halifax Group invests in ChancelLight Behavioral Health, Therapy & Education
(May 2018, Undisclosed)

The Halifax Group has invested in Chancelight Behavioral Health, Therapy & Education, a provider of
behavioral health and education solutions for children and young adults.

Chancelight reaches approximately 19,000 clients and individuals annually across more than 20 states.
Founded in Nashville, Tennessee in 1999, Chancelight serves children and young adults with autism,
behavioral disorders, pediatric developmental delays, and physical challenges. Chancelight also
partners with schools to offer programs to at-risk and special needs students.

“We have a deep commitment to support companies in both the education and behavioral health
sectors, and we value the unique intersection of these focus areas found in Chancelight,” said Scott
Plumridge, Partner at Halifax.® “We were drawn to Mark and the ChanceLight team because of their
dedication to the Company’s mission of providing the highest quality solutions in a variety of formats
across the country. We are thrilled to partner with them to help bring Chancelight's services to more
children and families.”
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Five Arrows Acquires Stepping Stones Group
(January 2018, Undisclosed)

Five Arrows Capital Partners, an investment arm of Rothschild Merchant Banking, has acquired The
Stepping Stones Group (SSG), a provider of therapy and education solutions to children with special
needs and autism, from Shore Capital Partners. Shore Capital, a Chicago-based private equity firm,
will maintain a minority stake in the company.

Since being founded in Lafayette, Colorado in 2014, SSG has expanded to provide services to more
than 300 school districts in more than 20 states. The company has pursued inorganic growth
opportunities and has acquired both Staffing Options and Solutions, a contract staffing service for
speech language pathologists, and occupational therapists (July 2017), and AlphaVista Services, a
provider of home-based early intervention and therapy services (July 2016).

“Five Arrows is an ideal partner for the next phase of our growth,” Anthony Rintala, SSG CEO, noted
in a press release.” "The Five Arrows team has significant experience scaling behavioral health
companies and leveraging technology solutions. The Stepping Stones team is excited to continue
building on the strong foundation that was put in place under Shore Capital's ownership.”

Ryan Kelley, a founding Partner of Shore Capital, added, “The Stepping Stones Group has developed
a differentiated technology-led model which provides critical services to students at hundreds of
school districts across the country.”

After the deal closed in January, SSG acquired Cobb Pediatric Therapy Services in February, a
Georgia-based job placement provider for speech language pathologists and therapists.

“With Stepping Stones’ reach and expertise, Cobb Pediatric will now be part of a larger platform to
empower even more schools and more therapists to help children with special needs reach their
potential and lead fulfilling lives,” commented Cobb Pediatric CEO June Whitehead in a statement.8
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SELECT TRANSACTIONS
Date Target Acquirer Target Business Description
06/13/18 CCMC School -ll;lheivtg:rlllly Treatment Provides comprehensive special education for students from ages five to 21.
Behavior Development . Offers in-home and center-based Applied Behavior Analysis (ABA) for
Webster Capital
05/21/18 Group eostertapita children with ASD.
. . Provides behavioral health and education solutions for children and
05/15/18 ChancelLight The Halifax Group young adults.
Center for Autism and Offers center, school, and home-based behavioral therapy nationwide to
04/13/18 Related Disorders Blackstone children diagnosed with autism.
03/19/18 The S.PARKS. Group Leam-It-Systems Offers autism treatment services for children and young adults
through age 21.
03/19/18 myON Renaissance Leaming Develo_ps a cloud-based literacy software program for the K-12
education market.
. - Offers healthcare staffing solutions including physical and occupational
LBy e SR therapists, speech pathologists, registered nurses, and other specialists.
02/22/18 Cobb Pediatric Speech The Stepping Stones Offers job placement services for speech language pathologists,
122/ Service Group occupational therapists, physical therapist, and school psychologists.
02/20/18 Endeavor Schools Leec_is Equity Partners; Leeds ~ Owns and operates private schools including preschools, K-5 private
Equity Partners VI school, and Montessori schools.
Aaron School and Sequel Youth and Family Operates as special-education school dedicated to serving students with
01/24/18 . ) - . -
Rebecca School Services reading, writing, math, attention, sensory, and social challenges.
Behavior Care The Family Treatment . - .
01/24/18 Speclalists Network Offers behavioral treatment utilizing the principles of ABA.
01/04/18 The Stepping Stones Five Arrows Capital Provides therapeutic behavioral health services to public school districts and
Group Partners private learning centers.
12/21/17 Autism Learning FEL Partners Offers health care services for children and their families with autism and
Partners other developmental disorders.
12/14/17 AOT Theraplay Provider of occupational and physical therapy services to children.
The Children’s o .
12/14/17 Therapy Center Theraplay Offers pediatric therapy to children and adolescents throughout VA.
Commonwealth Case - A statewide provider of case management services to individuals with
10726/17 Management The Columbus Organization intellectual and developmental disabilities in KY.
Autism Home Services . A provider of at-home and center-based evidence-based therapy and
17 AT Support I EElinGe e Aeseekiss counseling services for children with ASD and their families in IL, CO, and MI.
09/26/17 Aspire Autism Autism Learning Partners Provides behavioral therapy and supports services using ABA.
09/06/17 Alternative Behavior Petra Capital Partners; MMC Offers in-home and center-based ABA therapy, speech therapy, and
Strategies Health Services occupational therapy services to children with ASD.
09/05/17 Sequel Youth and Altamont Capital Partners Develops and operates programs for people with behavioral, emotional, or

Family Services

physical challenges in the US.

Source: Capital IQ, Pitchbook, and Capstone Headwaters Research
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FIRM TRACK RECORD
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Disclosure: This report.is a periodic compilation of certain economic and ‘corporate information, asiwell as completed and-announced merger and. acquisi-

tion activity. Information contained in this report should not be construed as a recommendation to sell or buy any security. Any reference to or omission of

any reference to any company in this report should not be construed as a recommendation to buy, sell or take any other action with respect to any security of

any such company. We are not soliciting any action with respect to any security or company based on this report. The report is published solely for the

general information of clients and friends of Capstone H&adwaters. It does not take into account the particular investment objectives, financial situation or

needs of individual recipients. Certain transactions, |nc|ud|ng thosg involving early-stage companies, give rise to substantial risk and are not suitable for all
s. This report is based upon information that w

~ “subject to change without notice. Ad ditional ifa = d in this report may be clients of Capstone
Headwaters. The decisions to.include ar r ' Capstone Headwaters may provide to such
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Eric serves as Managing Director and Head of the Atlantic Region for Capstone Headwaters, based out
of Philadelphia. Prior to Capstone Headwaters, Eric was responsible for managing the Eastern region
for Morgan Stanley Smith Barney's Capital Strategies Group and its predecessor, Citi Capital Strategies.
Eric has more than 20 years of experience managing strategic sale assignments and leveraged
recapitalizations for owners of privately held companies. He has successfully completed over 100
transactions in a wide range of industries including education and training, health care services, medical
device, contract manufacturing, and pharmaceutical outsourcing, In 2016, he received the “USA Deal of
the Year” at the M&A Atlas Awards for his work on the acquisition of Progressus Therapy, LLC and in
2014 was awarded both "M&A North American Middle Market Deal of the Year" at the M&A Atlas
Awards and “Cross Border Deal of the Year” from the M&A Advisor for his work on the sale of T-DOC
Company LLC. Eric has executed complex cross-border transactions with foreign buyers based in
London, Germany, Sweden and Switzerland and has structured deals with leading private equity groups
and strategic corporate buyers. He graduated cum laude from the University of California and is a
Series 7 and 63 Registered Securities Representative as well as a Series 24 Registered Securities
Principal.

Mark Surowiak
Director
msurowiak@capstoneheadwaters.com | 215-854-4063

Mark is a Director in the Philadelphia office, supporting the management of the Atlantic
Region. Previously, Mark served over 10 years as a senior investment banking professional in Morgan
Stanley Smith Barney's Capital Strategies Group. Over his career, Mark has focused on developing deep
credentials and expertise in the sale and recapitalization of privately held businesses. Prior to
investment banking, Mark enjoyed a career in the social services field. Mark is a graduate of lllinois
State University with a BS in Business Administration. He is a Series 7 and 63 Registered Securities

Representative.
2018 2017 2016
AGVIVOMIS THE Mt\'A THE M&A
A0 6 A ATLAS ATLAS
34884850 AWA DS A WA DS
US GAME CHANGER BOUTIQUE RESTRUCTURING MIDDLE MARKET
OF THE YEAR INVESTMENT BANK OF INVESTMENTBANK OF T?EJSS¥SEL$§£ERK§ED
THE YEAR THE YEAR




EXTENDED EDUCATION TEAM

Jacob Voorhees

Co-Head of Investment Banking
617-619-3323
jvoorhees@capstoneheadwaters.com

Bob Balaban

Managing Director

303-792-9400
bbalaban@capstoneheadwaters.com

Chad Gardiner

Senior Vice President
720-310-0403
cgardiner@capstoneheadwaters.com

Sophea Chau

Director

617-619-3307
schau@capstoneheadwaters.com



Capstone Headwaters

BUILT FOR THE MIDDLE MARKET

UNITED STATES INTERNATIONAL

150+ professionals
17 offices

300+ professionals
37 offices in 33 countries

Boston « Boise

Burlington « Chicago « Dallas
Denver « Greenwich « Houston
Los Angeles « New York « Orange

Argentina « Belgium

Brazil « Canada * Chile < China

Colombia « Croatia * Czech Republic «+ Denmark
Egypt ¢ Finland « France « Germany « Hungary « India

County ¢ Philadelphia ¢ San Diego Ireland ¢ Italy « Japan « Mexico « Morocco * Netherlands
San Francisco ¢ St Louis » Tampa Norway « Peru « Poland « Russia * Spain « Sweden ¢ Switzerland
Washington DC Turkey ¢ United Arab Emirates « United Kingdom ¢ United States « Vietnam

Capstone Headwaters is an elite investment banking firm dedicated to serving the corporate finance needs of middle market
business owners, investors and creditors. Capstone Headwaters provides merger & acquisition, private placement, corporate
restructuring and financial advisory services across 16 industry verticals to meet the lifecycle needs of emerging enterprises.
Headquartered in Boston, MA and Denver, CO, Capstone Headwaters has 19 offices in the US, UK and Brazil with a global
reach that includes over 300 professionals in 33 countries.

www.capstoneheadwaters.com




