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PSYS: Shares Weak on Facility-Specific Incident; Sell-Off Appears Overdone

4 Shares of Psychiatric Solutions have traded ~10% weaker since Friday on a report that one of its facilities in
Virginia faces the threat of losing its license, as the state investigates allegations of patient abuse. Although
details are still forthcoming, we understand that the state mental health commissioner is seeking to revoke the
license at the Whisper Ridge Behavioral Health System in Charlottesville, VA, in response to allegations of
assault on its adolescent patients. The 55-bed residential treatment facility was first owned by the Brown
Schools of Virginia before the company acquired it in 2003.

4 We understand that the facility is in the process of appealing the state’s recommendation for license
revocation. For our part, we note that the downside risks are limited to the facility’s shutdown, which places to
guestion less than 1% of total beds and approximately 0.7% of net revenue. We also contend that events
such as this are isolated issues that tend to serve as short-term drags on PSYS shares and ultimately
represent attractive buying opportunities. In 2005, shares of PSYS had come under similar pressure on media
reports of patient abuse at a managed facility in Florida - an issue that the company had addressed years prior
to the report. With respect to Whisper Ridge, we point out that the facility had been investigated for other
incidents that occurred before Psychiatric Solutions purchased it, and has since taken a number of corrective
measures to ensure that it meets appropriate regulations. We also point out that the company’s risk
management profile is healthy, its professional liability insurance coverage is appropriate, and that its operated
facilities appropriately meet necessary compliance standards.
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4 Earlier today, the company’'s EVP-Finance & Administration, Brent Turner, presented at our annual
Institutional Investors’ Conference. Mr. Turner reiterated the company’s 2006 guidance, which calls for EPS of
$1.14-1.17 before $0.09-0.11 in stock options expense. The company’s 7-9% same-facility growth outlook also
remains intact, as does its view that longer-term industry growth amidst limited capacity will drive strength in
market share. As such, we believe that near-term, more bearish investors will amplify concerns over the fate of
this facility and put to question the company’s own compliance measures as this issue remains in the news;
however, we believe that ultimately, any immediate pressure on PSYS shares will be mitigated by the
company’s stronger near-term financial performance and confidence that its assets are appropriately
accredited.

4 We maintain our Strong Buy rating on shares of Psychiatric Solutions.
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Important Investor Disclosures

The common stock of Psychiatric Solutions, Inc. currently has a Strong Buy rating within our four-tiered rating system.
Definitions of our ratings follow:

Strong Buy (SB1).....c.cce....... Expected to appreciate and produce a total return of at least 15% and outperform the S&P
500 over the next six months. For higher yielding and more conservative equities, such as
REITs and certain MLPs, a total return of at least 15% is expected to be realized over the
next 12 months.

Outperform (MO2)................ Expected to appreciate and outperform the S&P 500 over the next 12 months. For higher
yielding and more conservative equities, such as REITs and certain MLPs, an Outperform
rating is used for securities where we are comfortable with the relative safety of the
dividend and expect a total return modestly exceeding the dividend yield over the next 12
months.

Market Perform (MP3).......... Expected to perform generally in line with the S&P 500 over the next 12 months and is
potentially a source of funds for more highly rated securities.

Underperform (MU4)............ Expected to underperform the S&P 500 or its sector over the next six to 12 months and
should be sold.

Out of approximately 606 rated stocks in the Raymond James coverage universe, 55% have Strong Buy or Outperform
ratings (Buy), 37% are rated Market Perform (Hold) and 9% are rated Underperform (Sell). Within those rating
categories, 36% of the Strong Buy- or Outperform (Buy) rated companies either currently are or have been Raymond
James Investment Banking clients within the past three years; 20% of the Market Perform (Hold) rated companies are or
have been clients and 12% of the Underperform (Sell) rated companies are or have been clients.

Suitability ratings are not assigned to stocks rated Underperform (Sell). Projected 12-month price targets are assigned
only to stocks rated Strong Buy or Outperform.

Suitability Categories (SR)

Total Return (TR) ....occvvveeee. More conservative investments with dividend yields of 2.5% or more and favorable
appreciation prospects.

Growth (G)...ceeeveevviiiiiieeeeee Quality companies with well-above-average appreciation potential, quarterly earnings
consistency, and possibly a small dividend.

Aggressive Growth (AG).....Companies with rapid growth potential and accompanying higher risks.

Cyclical (C)..uvvvveeeiiiiiiieaeeane Companies with fundamentals that are unusually sensitive to changes in major economic
trends.
Speculative (Sp)....cccoeveveeenne Small companies with high risks including variable earnings, financial and competitive

factors as well as liquidity issues.

Venture Risk (VR) ................ Newer companies with a short, unprofitable operating history, limited revenues, and a
much higher-than-normal risk associated with success.

Analyst Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based on
a salary and bonus system. Several factors enter into the bonus determination including quality and performance of
research product, the analyst's success in rating stocks versus an industry index, and support effectiveness to trading
and the retail and institutional sales forces. Other factors may include but are not limited to: overall ratings from internal
(other than investment banking) or external parties and the general productivity and revenue generated in covered
stocks.

Raymond James Relationships: RJA expects to receive or intends to seek compensation for investment banking
services from the subject companies in the next three months.

Company Name Disclosure

Psychiatric Solutions, Inc. Raymond James & Associates co-managed follow-on offerings of PSYS shares in
December 2003 and December 2004, and a follow-on offering of 4.0 million PSYS
shares at $50.24 per share in September 2005.

Raymond James & Associates makes a NASDAQ market in shares of PSYS.

Raymond James & Associates received non-investment banking securities-related
compensation from PSYS within the past 12 months.




Target Prices: The information below indicates our target price and rating changes for PSYS stock over the past three
years.
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Valuation Methodology: The Raymond James methodology for assigning ratings and target prices includes a number
of qualitative and quantitative factors including an assessment of industry size, structure, business trends and overall
attractiveness; management effectiveness; competition; visibility; financial condition, and expected total return, among
other factors. These factors are subject to change depending on overall economic conditions or industry- or company-
specific occurrences. Our Valuation Methodology for Psychiatric Solutions analyzes the company's Enterprise Value
(defined as market capitalization plus long-term debt, less cash on the balance sheet) to our forward EBITDA estimate or
a simple P/E valuation based off our forward EPS estimates. We also use a multiple comparison to the hospital
management group.

General Risk Factors: Following are some general risk factors that pertain to the projected 12-month target prices
included on our research for stocks rated Strong Buy or Outperform: (1) Industry fundamentals with respect to customer
demand or product / service pricing could change and adversely impact expected revenues and earnings; (2) Issues
relating to major competitors or market shares or new product expectations could change investor attitudes toward the
sector or this stock; (3) Unforeseen developments with respect to the management, financial condition or accounting
policies or practices could alter the prospective valuation; or (4) External factors that affect the U.S. economy, interest
rates, the U.S. dollar or major segments of the economy could alter investor confidence and investment prospects.

Specific Investment Risks Related to the Industry or Issuer

Risks Related to Psychiatric Solutions

Psychiatric Solutions, Inc.'s business and operations are subject to a variety of risks and uncertainties that might cause
actual results to differ materially from those projected by any forward-looking statements. Factors that could cause such
differences include, but are not limited to: (1) potential competition that alters or impedes Psychiatric Solutions'
acquisition strategy by decreasing Psychiatric Solutions' ability to acquire additional facilities on favorable terms; (2) the
ability of Psychiatric Solutions to improve the operations of acquired facilities; (3) the ability to maintain favorable and
continuing relationships with physicians who use Psychiatric Solutions' facilities; (4) the ability to receive timely additional
financing on terms acceptable to Psychiatric Solutions to fund the company's acquisition strategy and capital expenditure
needs; (5) risks inherent to the healthcare industry, including the impact of unforeseen changes in regulation,
reimbursement rates from federal and state healthcare programs or managed care companies, and exposure to claims
and legal actions by patients and others; and (6) potential difficulties in integrating the operations of PSI with recently
acquired operations.

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system
and suitability categories, is available at www.rjcapitalmarkets.com/SearchForDisclosures main.asp. Copies of
research or Raymond James’ summary policies relating to research analyst independence can be obtained by
contacting any Raymond James & Associates or Raymond James Financial Services office (please see




www.rjf.com for office locations) or by calling (727) 567-1000 or sending a written request to the Equity Research
Library, Raymond James & Associates, Inc., Tower 3, 6" Floor, 880 Carillon Parkway, St. Petersburg, FL 33716.

The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject
securities. No part of said person's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views contained in this research report. In addition, said analyst has not received
compensation from any subject company in the last 12 months.

Investors should consider this report as only a single factor in making their investment decision.

For clients in the United Kingdom:

For clients of Raymond James & Associates (RJA) and Raymond James Financial International, Ltd.
(RJFI): This report is for distribution only to persons who fall within Articles 19 or Article 49(2) of the Financial
Services and Markets Act (Financial Promotion) Order 2000 as investment professionals and may not be
distributed to, or relied upon, by any other person.

For clients of Raymond James Investment Services, Ltd.: This report is intended only for clients in receipt of
Raymond James Investment Services, Ltd.'s Terms of Business or others to whom it may be lawfully submitted.

For purposes of the Financial Services Authority requirements, this research report is classified as objective with
respect to conflict of interest management. RJA, Raymond James Financial International, Ltd., and Raymond
James Investment Services, Ltd. are authorized and regulated in the U.K. by the Financial Services Authority.

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to
whom it may lawfully be submitted.

Additional information is available on request.

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows:

This report is provided to clients of Raymond James & Associates, Inc. (RJA) only for your personal, noncommercial use.
Except as expressly authorized by RJA, you may not copy, reproduce, transmit, sell, display, distribute, publish,
broadcast, circulate, modify, disseminate or commercially exploit the information contained in this report, in printed,
electronic or any other form, in any manner, without the prior express written consent of RJA. You also agree not to use
the information provided in this report for any unlawful purpose.

This report and its contents are the property of RJA and are protected by applicable copyright, trade secret or other
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq,
provides for civil and criminal penalties for copyright infringement.
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